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a comprehensive report seeking to define

and guide Australia’s role in 'The Asian
Century, which tacitly acknowledged that
Australia needed to engage more deeply with
Asia to take full advantage of the immense
growth opportunities.

]: n 2012, the Australian Government issued

Despite periods of engagement in the late
1970s and early 1990s, Australian investment
flows have largely ignored Asia, as Australian
business has looked instead to more culturally
aligned markets, such as the UK, USA, Canada
and New Zealand, for expansion. While
Australian corporations have started to pursue
more opportunities in Asia since the turn

of the century, outside of Hong Kong and
Singapore, the focus has gravitated towards
China rather than Asia generally. Ironically,
Australian corporations have appeared to
have been among the least interested in the
profound economic transformations occurring
so close to home.

The Association of Southeast Asian Nations
(ASEAN) was formed in 1967 by Indonesia,
Malaysia, the Philippines, Singapore, and
Thailand to promote political and economic
cooperation and regional stability. According
to the ASEAN Secretariat, at the end of 2012,
total Australian foreign direct investment
(FDI) into ASEAN totalled USD1.8 billion
(representing a mere 1.6% of ASEAN total
inbound foreign direct investment). As a
result, outside of the mining sector and
notable success stories, such as ANZ Bank, the
influence of Australian business and financial
institutions in ASEAN remains relatively low
and nowhere near the level needed for
Australia to become a long-term competitive
force in the region.

In contrast, the US invested USD11.1 billion
in ASEAN in 2012, more than its investrment
into China, India, South Korea, Hong

Kong and Taiwan combined. According

to Japan’s Ministry of Economy, Trade and
Industry, Japan invested USD20.8 billion

in ASEAN in 2012, principally directed at
long-term strategic infrastructure projects,
manufacturing, banking and logistics. Chinese
enterprises also continue to invest heavily in
energy and power projects in the Lao PDR,
Myanmar, Vietnam and Cambodia, as China
seeks to secure its energy supply lines.

In the past, there appears to have been some
reticence on the part of Australian business
to invest in ASEAN due to perceptions of
expropriation risk, low profitability, restrictions

on profit repatriation and deficiencies in
the rule of law. The exponential increase in
investment into ASEAN in recent years, as
depicted in Figure 1, illustrates the risk for
Australian business in not challenging these
persistent views.
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Figure 1: FDI Flow in ASEAN - Significant Growth Story

For many Australian corporations,
concentrating investment activities in
Australia will continue to be the most
appropriate strategy. For many others, ASEAN
is one destination that now warrants far
greater attention.

ASEAN - The Third Pillar of Asia

ASEAN has one of the world's most dynamic
economies. In a world beset by anaemic
economic growth and growing debt levels,
the ASEAN economies have averaged real
annual GDP growth of approximately 6%
over the past 15 years. If ASEAN were a single
country, it would rank as the world’s seventh
largest economy - ahead of India — with a
combined GDP of USD2 4 trillion in 2013,
expected to rise to USD3 trillion in 2015.
Collective government debt is less than 50%
of GDP, which is considerably lower than any
advanced Western economy.

Investing in ASEAN is increasingly seen as an
attractive alternative or counterbalance to
investing in other parts of Asia, particularly
China, where labour and production costs
are rising significantly and economic growth
is slowing.

Demographics also play a key role in ASEAN's
growth prospects. ASEAN countries have a
combined population of around 630 million
and a median age of only 28. This dynamic
demographic not only drives an increasingly
productive and affordable workforce but also
creates increased domestic demand for goods
and services as previously rural populations
urbanise and become more prosperous.
According to Nielsen, the region currently
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157 Investment Objective: Market Expansion/Supply Chain/Production Chain

Greenfield/Brownfield

Investment Characteristics: Sector/Raw Materials/Origin/Size/

3 Trade Agreement: AEC/FTAs/Country Specific Agreements/WTO

4 Country Analysis: Market Access/Tax/Customs Duties

5 Investment Structuring: Tax (including DTAs)/legal/Contractual/Structuring

6 Investment Assessment: Due Diligence/JV Partners/Investment

Figure 3: 7 Steps for a Successful ASEAN Investment.

has a middle class - defined as people with
disposable income of USD16 to USD100 per
day — of 190 million people. This is expected
to more than double by 2020, creating
demand for better infrastructure (fuelling
investment in mining and construction),
telecommunications, education, healthcare,
financial services and quality agricultural
produce. As ASEAN continues to develop,
Australian companies are ideally placed to
leverage that growth.

While opportunities will vary across the region,
Figure 2 outlines potential sectors of interest
in the high growth markets of Cambodia, the
Lao PDR, Myanmar, Thailand and Vietnam,

as well as some of the key issues currently
affecting those sectors.

The Australia-ASEAN-New Zealand Free Trade
Agreement (AANZFTA), which came into force
in 2010, also offers increased opportunities for
Australian business. In addition to guaranteed
rarket access for Australian exporters into
ASEAN and reduced tariff rates, the AANZFTA
delivers greater certainty for Australian
investors with access to international
arbitration extended throughout the entire
ASEAN region in the event of disputes.

ASEAN Economic Community (AEC)
- A Developing Story

ASEAN integration continues apace,
highlighted by the eagerly anticipated
forging of the ASEAN Economic Community
(AEC) at the end of 2015 and the conclusion
of the regional comprehensive economic
partnership (RCEP) negotiations in 2015,
both of which are expected to reduce market
barriers in ASEAN further.

The AEC envisions a single market and
production base, characterised by the free
flow of goods, services, skilled labour and
investments and greater access to capital.
Creating an integrated production base is
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Investment Finalization: Implementation of the Project/Closing
Transaction/Operation

intended to increase ASEAN's competitive
edge as a manufacturing hub.

FDI flow within ASEAN has increased
dramatically as member states have worked
towards closer integration, as illustrated

by Figure 1. Many factors can explain the
substantional increase in intra-ASEAN FDI,
including new investments and the expansion
of existing investments, strong M&A activity
and an increase in infrastructure and energy
investments. Other important contributors
include legal and structural reforms and
specific integration initiatives, such as the
various intra-ASEAN agreements.

The intra-ASEAN agreement that has
arguably done the most to improve trade
among ASEAN investors is the ASEAN Trade
in Goods Agreement (ATIGA). ATIGA aims to
reduce customs duties throughout ASEAN

to between 0% and 5% for the vast majority
of goods by 2010 for Singapore, Indonesia,
Thailand, Brunei, the Philippines and Malaysia
and a more flexible schedule by 2018 for
Cambodia, Laos, Myanmar and Vietnam.

In addition, the ASEAN Framework
Agreement on Services (AFAS) provides the
legal framewaork to enable ASEAN member
states to lower restrictions on and enhance
liberalisation of services within ASEAN.

The AFAS framework was designed to
require ASEAN member states to provide
commitments or liberalise new sectors
beyond that which had been provided for
under the General Agreement on Trade

in Services (GATS). In the context of the
AEC, going forward, AFAS liberalisation
commitments are intended to be based on
the 'AEC Blueprint'

In the mid and long term, the ASEAN
Comprehensive Investment Agreement (ACIA)
will, most probably, have the biggest impact
on FDI and foreign investors. Indeed, the
chjectives and the scope of the ACIA, if fully

developed and implemented, would drive
the ASEAN investment framework integration
to a new level by liberalising and integrating
further each ASEAN member state’s
investment framewaork (through the creation
of one-stop investment centres, streamlined
investment procedures and greater
consultation with ASEAN business), as well as
offering strong protection to foreign investors,
both from within and outside ASEAN.

Navigating the ASEAN pathway

Based on our recent extensive experience
in advising clients seeking access to ASEAN
markets, we have noticed a distinct mave
towards an investment approach that is less
country-specific and much more regionally
focused. As a result, new entrants typically
assess the regional ASEAN investment
framework before deeper analysis of a
particular country’s legal and taxation
framework, in line with the seven step
framework in Figure 3.

Amid the optimism, key challenges still
remain. In addition to time consuming legal
and procedural requirements, cultural diversity
and recent geopolitical tensicns, the findings
of the World Bank’s Doing Business 2014
report suggests that challenges persist in
accessing (among other things) appropriately
skilled labour, essential infrastructure and
efficient supply and distribution logistics.

Notwithstanding, ASEAN represents an
excellent investment destination for Australian
business. The advantages and attractions far
outweigh the challenges and the pathway
into ASEAN is becoming increasingly well-
trodden by Australia’s regional competitors. @
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