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THE REGION: Geopolitical Overview  
 
Mid-way through 2015, a number of sobering trends with relevance to Southeast Asia bear 
watching. 
 
First, the regional people-trafficking and -smuggling networks that had for some time 
channelled people seeking to leave Bangladesh and Myanmar for economic and other reasons 
have unravelled. ASEAN members are now under pressure to find an effective and credible 
approach to this.  The future remains uncertain for many of the migrants involved, while 
concerns have emerged around the conflation of religion and politics and the implications of 
a protracted resettlement or repatriation process.  
 
Second, the possibility of Grexit and Brexit highlights two crucial lessons for Southeast 
Asia’s own process of regional integration: disparities among nations’ economies and 
societies do matter, and regional institutions are not always able to provide solutions to the 
problems that result from these disparities and from other pressures.  
 
Thirdly, the US Senate’s recent approval of the Trade Promotion Authority bill indicates 
Washington’s commitment to the Trans-Pacific Partnership. Where the ASEAN-led Regional 
Comprehensive Economic Partnership (RCEP) – a multilateral free-trade agreement 
involving all ASEAN member-states, Australia, China, India, Japan, South Korea and New 
Zealand – is concerned, trade officials have agreed to conclude the agreement by November. 
At the same time, China's Asian Infrastructure Investment Bank (AIIB) and its One Belt One 
Road proposals are also finding favour among an increasing number of countries.  
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A fourth trend to watch relates to security. Even as initiatives for greater connectivity across 
national boundaries and between continents gather momentum, the massive data breaches in 
the US, India’s “surgical strikes” across its borders with Myanmar in pursuit of insurgents, 
and the spread of the MERS virus in South Korea ought to give us pause. Juxtaposed with 
traditional security issues, cyber-security and preparations for pandemics illustrate the 
breadth of the political-security issues on ASEAN's plate.  
 
 
Key Points:  A range of existing and emerging issues are converging to demand ASEAN's 
immediate attention.  While one may lament weaknesses in regional cooperation, it is still the 
key to addressing many of these issues, including at the national level. 
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THE REGION: Economic Overview 
 
The US-led Trans-Pacific Partnership (TPP) – a multilateral free trade agreement in the Asia-
Pacific that does not include China and several ASEAN member states – has made significant 
progress after a hard-fought battle in the US’ domestic political arena. President Obama has 
successfully secured the “fast-track” trade promotion authority (TPA) he needs to conclude 
trade negotiations quickly. With the TPA – which grants the president powers to settle trade 
agreements and restricts Congress’ involvement to a final yes-or-no vote on the agreement – 
it is now possible that the TPP will be ratified in 2015, a move that would strengthen the US’ 
economic presence in Southeast Asia. 
 
At the same time, trade officials have agreed to conclude the rival ASEAN-led Regional 
Comprehensive Economic Partnership (RCEP) – a multilateral free trade agreement 
involving all ASEAN member states, Australia, China, India, Japan, South Korea, and New 
Zealand – by November. In parallel, the China-led Asian Infrastructure Investment Bank 
(AIIB) has “finalized” its Articles of Agreement, which are expected to be signed by the end 
of June. Barring any last-minute complications, the AIIB will be operational by the end of 
2015, meaning that it could potentially begin to inject much-needed capital into Southeast 
Asia’s infrastructure projects from then. The establishment of both the RCEP and AIIB might 
potentially reshape Southeast Asia’s economic architecture – away from its present US-
centric slant. 
 
Macroeconomic data suggest that China’s economic slowdown has bottomed out; for 
instance, retail sales and industrial output for May rose to match analysts’ expectations. 
However, the country’s weak investment data rebuff hopes of a brisk recovery, as its fixed-
asset investment expanded by its slowest rate in 15 years. Correspondingly, the economies of 
Southeast Asia, with their strong ties business and trade ties to China, are unlikely to grow 
much. Indeed, lethargic factory data across Southeast Asia depict a bleak outlook for 
economic activity in the region. Vietnam is the only buoyant economy in the region, with 
manufacturing activity at its highest since April 2011. 
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Real GDP Growth in Southeast Asia and Selected Asian and Developed 
Economies (year-on-year percentage changes) 
 

 
Source: IMF, World Economic Outlook Database, April 2015; figures for 2015 and 2016 are 
projections. 
 
 
 
 
 
 
 
 

 2012 2013 2014 2015 2016 

Brunei Darussalam 0.9 -1.8 -0.7 -0.5 2.8 

Cambodia 7.3 7.4 7.0 7.2 7.2 

Indonesia 6.0 5.6 5.0 5.2 5.5 

Lao P.D.R. 7.9 8.0 7.4 7.3 7.8 

Malaysia 5.6 4.7 6.0 4.8 4.9 

Myanmar 7.3 8.3 7.7 8.3 8.5 

Philippines 6.8 7.2 6.1 6.7 6.3 

Singapore 3.4 4.4 2.9 3.0 3.0 

Thailand 6.5 2.9 0.7 3.7 4.0 

Vietnam 5.2 5.4 6.0 6.0 5.8 

ASEAN-10 Average 5.7 5.2 4.8 5.2 5.6 

China 7.8 7.8 7.4 6.8 6.3 

India 5.1 6.9 7.2 7.5 7.5 

United States 2.3 2.2 2.4 3.1 3.1 

Japan 1.8 1.6 -0.1 1.0 1.2 

European Union -0.4 0.1 1.4 1.8 1.9 

World Average 3.4 3.4 3.4 3.5 3.8 
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Manufacturing-Sector Puchasing Managers’ Indices of Key Economies 
(2015) 
 

 March April May 

Australia 46.3 48.0 52.3 

China 49.6 48.9 49.2 

Eurozone 52.2 52.0 52.2 

India 52.1 51.3 52.6 

Indonesia 46.4 46.7 47.1 

Japan 50.3 49.9 50.9 

Singapore 49.6 49.4 50.2 

South Korea 49.2 48.8 47.8 

Taiwan 51.0 49.2 49.3 

United States 55.7 54.1 54.0 

Vietnam 50.7 53.5 54.8 
 
Sources: Australian Industry Group, Hongkong and Shanghai Banking Corporation, Markit 
Economics, and Singapore Institute of Purchasing & Materials Management. The Purchasing 
Managers’ Index (PMI) is a leading economic bellwether. Based on surveys of selected companies on 
five indicators – employment environment, inventory levels, new orders, production, and supplier 
deliveries – it is an indicator of the manufacturing sector’s health. Because of the world’s highly 
connected value chains, the PMI performance of advanced countries provides a good forecast of 
Southeast Asia’s economic health. A PMI reading over 50 indicates an expansion in the 
manufacturing sector from the previous month. A reading under 50 indicates a contraction, while a 
reading at 50 represents no change. 
 
 
 
Key Points: A reorganization of Southeast Asia’s economic architecture seems to be under 
way, with the establishment of the RCEP and AIIB outpacing similar US initiatives. Despite 
the bottoming out of China’s slowdown, economic activity in Southeast Asia is likely to 
remain languid. 
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CAMBODIA 
 
During the next two months, the issue of Cambodia’s border with Vietnam is likely to 
dominate its politics. The ruling Cambodian People’s Party (CPP) and the government face 
mounting pressure from the opposition Cambodia National Rescue Party (CNRP), youth, 
civil society groups, activists including Buddhist monks, and the general public to take a 
tougher position against Hanoi, which Phnom Penh has accused of encroaching on its 
territory. 
 
With Hun Sen now serving as both prime minister and CPP president, politics inside the party 
will be business as usual. As in the past, the party’s strong man will keep any remaining 
tensions over his assumption of that latter post under control. The party’s confirmation that 
Hun Sen will be its candidate for prime minister in the next national elections has re-ignited 
rumors that he intends to stay in power long enough to groom his son Hun Manet to succeed 
him in that post. 
 
The evolving relationship between the CPP and the opposition will bear watching. The CNRP 
has pushed the CPP to take a firm position on the issue of the border and to reveal the terms 
of the government’s contract with the French firm that manages Phnom Penh’s international 
airport. On these and other sensitive issues, the CPP seems unwilling to budge. Rather, Hun 
Sen is likely to harass the opposition publicly and thus to reverse the recent improvement in 
relations between government and opposition. 
  
Other developments likely to feature prominently in the months ahead include the 
government’s plans to pass draft laws governing NGOs and labour unions. NGOs, unions and 
the international community—specifically the United States—have expressed concern that 
the government intends to use these laws to curb freedom of association and thus the power 
of civil society to balance the state. However, protests from NGOs and unions, together with 
American influence on the Cambodian government, may either delay passage of the laws or 
lead to the enactment of more civil-society-friendly versions of those laws. 
 
 
 
Key Points: The conflicting positions of the CPP and the opposition on the issue of 
Cambodia’s border with Vietnam will dominate Cambodian politics in the months ahead. 
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INDONESIA  
 
The popularity of President Joko Widodo (Jokowi) continues to wane. It fell from 89.9 
percent last year to 65.3 percent in April, as policy inconsistencies become an apparent norm 
for his government. While calls to reshuffle the cabinet grow, the president has continued to 
struggle in making important appointments without generating controversy. He recently 
appointed Sutiyoso, a retired general, to lead the State Intelligence Agency and Army 
General Gatot Nurmantyo as commander of the Indonesian Armed Forces (Tentara Nasional 
Indonesia, TNI). While Sutiyoso’s appointment strongly suggests a gesture of political 
remuneration, Nurmantyo’s appointment violated the TNI’s rotation system, according to 
which the baton should have been passed to the chief of staff of the Air Force. 
 
As direct elections for governors, district heads and mayors in a number of provinces 
approach, both Golkar and the United Development Party (Partai Persatuan Pembangunan, 
PPP) face the risk of not being able to participate, owing to unresolved disputes over party 
leadership. Golkar awaits the outcome of a legal process to decide this matter. Meanwhile, 
human rights issues continue to demand attention, as Indonesia  plays temporary host to 
Rohingya refugees and last April’s execution of convicted drug dealers continues to divide 
public opinion between those in favour of and those against the death penalty. 
 
Worryingly, economic growth in the first quarter fell to 4.7 percent, the lowest rate since 
2008, while the current account deficit remains high, at around 3.0 percent of GDP. The 
rupiah has continued to weaken; it slipped to as low as 13,295 against the US dollar in early 
June, its lowest value since August 1998. In addition, the inflation rate has shown an 
increasing trend since April, reaching 7.15 percent in May. This surge in inflation is driven 
by rising food prices, due to higher demand as the country approaches the festive season of 
Ramadan.  
 
This bleak economic outlook, as well as poor progress in disbursing government funds and in 
infrastructure programmes, has triggered negative investor sentiment. Foreign investors have 
sold Indonesian shares worth about US$6.8 billion since April. As a result, the country’s 
stock market has become the worst performer in Southeast Asia. 
 
Indonesia needs to restore confidence in order to encourage investment and achieve its 
growth target. The government needs to expedite disbursements for infrastructure projects to 
boost the economy, improve household purchasing power and attract investors. 
 
 
 
Key Points: The need for a cabinet reshuffle to bolster Jokowi’s popularity grows more and 
more urgent, while the president must also move to address Indonesia’s economic problems. 
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MALAYSIA 
 
In June, an ulama faction aligned to incumbent party president Abdul Hadi Awang made a 
clean sweep of the top posts in the Parti Islam Se-Malaysia (PAS). Former Prime Minister 
Mahathir Mohamad has launched an aggressive campaign to force Prime Minister Najib 
Razak to resign, and the coming months will see further escalation in tensions within the 
ruling United Malays National Organisation (UMNO), within PAS and between PAS and its 
former coalition partner the Democratic Action Party (DAP).. 
 
Najib’s popularity, which has plummeted to 44 percent, will worsen as a result both  of 
painful measures introduced to ease the nation’s chronic budget deficit and of mounting 
disapproval of his administration’s lacklustre performance and rampant corruption. 
Malaysians will closely study, and doubtless criticise, his plan to handle the RM42 billion 
debt of the 1Malaysia Development Berhad, as it is bound to leave unsettled questions about 
a nearly RM26 billion hole in the company’s accounts. The recent revelation that another 
state-owned company, Pembinaan PFI, had racked up debts of nearly RM27 billion will give 
Mahathir and the opposition parties still more ammunition to use against Najib. And, while 
support for the prime minister in UMNO remains strong, he must nevertheless move quickly 
to counter rising dissent among its members.  
 
The ulama-led PAS’s vote to sever ties with the DAP effectively means the end of Pakatan 
Rakyat (PR) as an opposition coalition. The DAP-controlled government of Penang has 
removed all PAS members from posts in the state government, and it is obvious that the 
Selangor State government, dominated by Parti Keadilan Rakyat (PKR), will also have to 
undergo some reshuffling. A possible scenario is the formation of a new coalition comprising 
PKR, DAP and a new Muslim party to replace PAS. PasMa, a non-governmental 
organization formed by pro-PR PAS members, might work with other civil society groups, 
individual Muslims and PAS progressives to form such a party and take it into coalition with 
PKR and DAP.     
 
 
 
Key Points: Najib may carry out a cabinet reshuffle to strengthen his position, and a snap by-
election may be called to permit the formation of a new state government in Selangor. 
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MYANMAR 
 
Lawmakers have vetoed 1) the reduction of the threshold of votes to make further changes to 
the Constitution from more than 75 per cent to at least 70 per cent and 2) the removal of the 
ban for those whose children’s spouses are foreigners. This means that the military will 
continue to hold a substantial amount of power and that Aung San Suu Kyi will still be 
unable to run for President. Overall, the political infrastructure remains the same: of the other 
amendments proposed, only a minor change was made to the wording of a clause regarding a 
presidential candidate. The National League for Democracy, the main opposition party, has 
not announced if it will run for seats in the elections, keeping the possibility of a boycott as 
an option.  

Aung San Suu Kyi’s first visit to Beijing, in June, reflected both parties’ desire to manage 
relations between China and Myanmar positively. Ongoing political and economic changes in 
Myanmar and recent conflict on their shared border have created friction between the two 
countries. Myanmar has, for example, suspended large projects in hydro-power and railway 
construction, and there has been spill-over from fighting between Myanmar’s army and 
Kokang insurgents along that border. China remains a big investor in the country, particularly 
in oil and natural gas.  

Those sectors account for the largest share of the country’s revenue. However, the slump in 
global oil prices might affect economic growth, according to the World Bank’s April 2015 
“East Asia Pacific Update”, and in turn have an adverse impact on government revenues and 
export earnings.  
 
The media frenzy over abandoned Rohinyga and Bangladeshi emigrants and the discovery of 
buried bodies in smugglers’ camps in Thailand once again catapulted issues of ethnicity, 
religion and citizenship in Myanmar into the public sphere. The state has not recognized the 
Rohingyas’ claim of belonging in Myanmar. The end of last year saw the beginning of a 
verification process to confer citizenship status on eligible residents of the northern part of 
Rakhine State, but it has stalled several times. While a number of people have been awarded 
citizenship, those requesting registration as Rohingya have not been allowed that option. 
Early resolution of the political and procedural issues at stake is unlikely, particularly with 
elections approaching.  

 
 
 

Key Points: No substantive changes have been made to the Constitution, meaning that the 
political status quo remains. Both China and Myanmar will continue to attempt to maintain a 
friendly relationship, whatever the outcome of the elections. The recognition of the Rohingya 
as an indigenous ethnic group in Myanmar is unlikely to be resolved anytime soon.  
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THE PHILIPPINES 
 
First-quarter economic results, released in early June, did not make for good reading. The 
regional headwinds buffeting the Philippine economy are blowing stronger.  In year-on-year 
terms, exports were down 1.2 percent, making the goal of a 10 percent increase in total 
exports during 2015 unlikely. Imports were down 4.1 percent, in a result suggesting that 
slower export growth may continue.  
 
Adding to the bad news and troubling indicators, the Q1 foreign direct investment numbers 
were dire. Actual net FDI fell by half, to US$851 million from US$1, 715 million in Q1 
2014. FDI commitments were also down a full 41.7 percent, again weighing down export and 
growth expectations.  
 
Continuing government expenditure problems, particularly relating to infrastructure, 
compounded the effects of regional headwinds. Government spending in the first quarter was 
13 percent lower than budgeted, while revenue generation was 3 percent below target. 
President Benigno Aquino has called on the heads of the ten government agencies most 
implicated in under-spending to address the recurrent spending shortfalls. These shortfalls 
are, however, linked to weak growth. While a still healthy 5.2 percent, GDP growth in the 
first quarter was the lowest in more than three years. This weaker than expected quarterly 
performance and the fragility of leading indicators suggest that the official target of 7.0-8.0 
percent GDP growth for 2015 will prove hard to attain. At year-end, the Philippines may lose 
the mantle of the strongest major economy in Southeast Asia for the first time in five years. 
 
Fortunately, and as is often the case, recorded remittance inflows continue to grow strongly. 
In the first quarter of 2015, they were up 5.5 percent, to US$5.8 billion. Remittances from the 
United States, which account for more than 40 percent of the total, were up an impressive 
13.9 percent. 
 
 
 
Key Points: The performance of the Philippine economy is moderating at the same time that 
the race for the 2016 presidential election is heating up. This turn of events is not a good 
omen for President Aquino’s ability to influence the results of those polls.    
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SINGAPORE 
 
In May, during the annual Shangri-La Dialogue, Prime Minister Lee Hsien Loong emphasized 
the crucial role of the United States in maintaining peace and stability in the region. Military-to-
miltary ties between Singapore and the US remain strong. To augment its security presence in Asia 
and as part of its pivot to the region, the US plans to deploy four littoral combat ships (LCSs) to 
Singapore on a rotating basis by 2018.  
 
One of these vessels, the USS Fort Worth, recently participated in patrols of areas near the contested 
Spratly Islands. It is currently the LCS stationed in Singapore, on a 16-month deployment to 
Southeast Asia. The US will to maintain its maritime presence in the region to protect its interests and 
ensure freedom of navigation.  
 
Concern over the threat of self-radicalization was raised anew after the arrests of two youths 
under the Internal Security Act for terrorism-related activities. The first planned to join the terrorist 
group, the Islamic State in Iraq and Syria (ISIS). Following what seems to be a world-wide 
trend, he intended to make his way to Syria or, failing that, to carry out attacks on key 
installations and senior government leaders in Singapore. Following the detection of this first 
Singaporean attempting to join ISIS, the state will take further measures to stay vigilant 
against cases of self-radicalization, itself a growing trend. 
 
Singapore and Thailand signed agreements on the avoidance of double taxation, cruise-ship 
tourism, and collaboration between the two countries’ media industries during Prime Minister 
Prayut Chan-ocha’s June visit to Singapore. Enhanced economic cooperation with Bangkok 
can be expected, despite Singapore’s expression of concern over Thailand’s May 2014 
military coup. 
 
The country recently hosted the Southeast Asian Games, for the first time after twenty-two 
years. Its emphasis on supporting a sporting culture amongst Singaporeans seems to be 
paying off and will continue; Singaporean athletes garnered the second highest number of 
gold medals, behind Thailand.  
 
 
 
Key Points: US littoral combat ships are slated to be rotationally deployed to Singapore, as the US 
seeks to maintain its presence in the region. Self-radicalization is a concern after two Singaporean 
youths were detained for terrorism-related activities. Singapore and Thailand are seeking to improve 
economic and business ties. 
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THAILAND 
 
Between now and the end of August, Thailand’s Constitution Drafting Committee will be 
occupied with revising its draft charter in reaction to comments, objections and pressures 
from a range of political forces both open and clandestine. The verdict of the National 
Reform Council (NRC) on that document, due in early September, will depend on the result 
of this work, and on considerable behind-the-scenes politicking. Should the NRC approve the 
constitution, the country will hold a referendum on the document in early 2016. Should the 
NRC fail to approve the constitution, the drafting process will start all over again, and the 
deadline for the end of military rule pushed further back. Some observers note that this 
situation gives the ruling National Council for Peace and Order (NCPO) junta incentive to 
engineer an NRC vote against the constitution. Evidence suggests, however, that the NRC has 
a mind of its own, and much speculation has centred on the junta’s using other means to 
extend its own tenure.  
 
It is unlikely that squabbles over the version of the constitution to be submitted to the NRC 
will in itself pose a serious threat to the NCPO’s hold on power during the months ahead. But 
deliberations and jockeying for position before the annual reshuffle of senior military posts in 
September and continuing uncertainty about the condition of the Thai king may sharpen 
factional divides in the Army. Some observers also predict that, with activists in the 
Northeast demonstrating increased determination to resist the junta’s repression, former 
Prime Minister Thaksin Chinnawat may re-mobilize the Red Shirt movement. 
 
Thailand’s water crisis also merits attention. In addition to the macro-economic implications 
of its impact on the farm sector, the crisis may have political consequences. Junta heavy-
handedness in restricting the use of water for irrigation on the Central Plains and a noticeable 
decline in the quality of tap water reaching Bangkok will only sour public sentiment in areas 
on which anti-Thaksinite forces have traditionally relied for backing. The Bank of Thailand 
has revised its forecast for 2015 growth downward, to 3.0 percent, largely because of weak 
export performance. It also predicts deflation. These circumstances may lead the NCPO to 
reshuffle the cabinet, not least in an effort to check doubts about its competence to run the 
country among Thailand’s historically fickle urbanites. 
 
 
 
Key Points: Revision of the draft constitution will dominate the news. But intra-Army 
politicking and the king’s health bear watching, and at a time when the Thai economy looks 
increasingly weak. 
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VIETNAM 
 
Vietnam signed a Joint Vision Statement on defence cooperation with the United States in 
early June. While the non-binding statement may be more symbolic than substantial, US 
Defense Secretary Ashton Carter accompanied it with a US$ 18 million pledge to Vietnam 
for the purchase of American patrol boats.  These developments represent another step 
forward in Vietnam’s efforts to develop closer security relations with the US, while at the 
same time ensuring that those relations are not so close as to upset ties with China or 
Vietnam’s other major partners, such as Russia. The fourth of six kilo-class submarines is 
scheduled to arrive in Vietnam from Russia this month. Its delivery will be a reminder that 
Vietnam’s main arms supplier is and will in the foreseeable future continue to be Russia. 
 
Vietnam has also been pushing strongly for free trade agreements (FTAs) as a way to attract 
foreign investment and secure export markets for important industries.  It is currently 
negotiating or has already negotiated fourteen FTAs involving fifty-five different countries, 
including fifteen G-20 countries.  In the past two months, Vietnam signed FTAs with the 
Russian-led Eurasian Economic Union and the Republic of Korea. Meanwhile, FTA 
negotiations with the European Union are reported to be very near conclusion. However, 
arguably the most important of these agreements, the Trans-Pacific Partnership, is also the 
least certain, especially in light of mounting opposition to it in the US Congress. On top of 
such opposition, Vietnam also has many of its own challenges to meet, especially in the areas 
of SOE reforms, transparency and governance, before it can accede to the partnership.   
 
The National Assembly is wrapping up its penultimate session before the selection of a new 
assembly in 2016. The session included deliberation on the revision of Article 60 of the law 
on social insurance to allow workers ineligible for government pensions to receive 
reimbursement in a lump sum rather than by monthly instalments. This policy reversal is the 
result of a week-long strike by 90,000 factory workers outside of Ho Chi Minh City last 
March, which subsided only when the prime minister promised to revise the article in 
question. It is testimony to the widening forms of domestic contestation in Vietnam today. 
However, how long the state’s essentially reactive approach will allow it to resist demands 
for more substantial reforms—such as allowing the formation of independent labour 
unions—is still to be seen.   
 
The Chinese oil rig HYSY-981 that sparked a brief crisis in Chinese and Vietnamese 
diplomatic relations this time last year has just been redeployed in a nearby region of the 
South China Sea.  However, the rig has not yet crossed over into “disputed waters” and 
neither has it generated a reaction anything like what transpired in Vietnam last year, possibly 
signalling greater caution on both sides.  Nonetheless, the rig’s activities over the next two 
months—possibly to resume the work it cut short amid last summer’s crisis—will be 
important to observe.” 
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Key Points: President Barack Obama is expected to visit Vietnam this autumn, and 
Communist Party of Vietnam General Secretary Nguyễn Phú Trọng is expected to visit the 
White House this year. These visits will provide crucial opportunities to discuss the TPP, 
closer security relations and further weapons sales.  
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