PwC in the News

Media title: Time to act for the future of ASEAN - Sustaining Vietnam’s position in the region
Author: RDavid Wijeratne, PwC’s Growth Markets Leader and Dinh Thi Quynh Van, PwC Vietnam’s General Director

Source: Vietnam Investment Review dated 17 Sep 2018

pwec

& ASEAN — Vietnam: Connectivity and Innovation

September 17-23, 2018 » www.vir.com.vn

Time to act for the
future of ASEAN

ﬁ

")

S

By David Wijeratne
Growth Markets Centre leader;
PwC

Growth in ASEAN

Last year marked the 50th
anniversary of the Association
of Southeast Asian Nations
(ASEAN), a unique achieve-
ment considering the regional
conflicts and poverty which
characterised the region in the
first half of the 20th century.
The ASEAN’s remarkable
growth journey to become the
world’s sixth-largest economy
has been powered by its peo-
ple, with the establishment of
a formidable labour force
and the subsequent creation
of a wealthier middle class
which has driven domestic
consumption.

Challenges to ASEAN’s
growth
However, against this

backdrop, questions have been
raised about the sustainability
of the ASEAN growth story.
Global economic growth has
slowed in recent years and this
has impacted all markets
across the ASEAN. GDP
growth in Singapore (or the
developed ASEAN) dropped
below the global average to
2.0 per cent in 2016 and in the
emerging part of the ASEAN
(Indonesia, Malaysia, Philip-
pines, Thailand, and Vietnam),
growth fell to 4.9 per cent,
after a 6.9-per-cent high in
2010. The Fourth Industrial
Revolution also threatens em-
ployment and disposable in-
comes in the short term at
least, if its adoption is not
managed responsibly by both
governments and companies.
This challenge will be felt
throughout the region and
countries such as Thailand are
acting on it in earnest. Further-
more, an over-dependence on
external trade partners, stag-
nating productivity growth, an
ageing population, and a lack
of infrastructure are also sig-
nificant challenges to the
ASEAN’s future prosperity.

Time to Act

From a regional perspec-
tive, in order to offset the risk
emanating from the rising de-
pendence on external partners,
intra-ASEAN trade needs to be
enhanced by strengthening re-
gional co-operation, especially
by reducing non-tariff trade
barriers which reached a high
05,975 in 2015. A reduction in
Technical Barriers to Trade
measures would need to be pri-
oritised in order to improve the
extent of intra-regional co-op-
eration within the ASEAN
going forward, especially
norms related to the discrimi-
natory treatment of certain
products, discrepancies in stan-
dards across markets, and the
lack of transparency in assess-
ment procedures.

Whilst regional co-opera-
tion is important to the
ASEAN’s continued growth,
each individual country has its
challenges. In this context, we
see five categories of markets
emerging across the ASEAN
based on their current eco-
nomic position and pace of de-
mographic transition.

The first category is the
ageing high-income markets
of Singapore and Brunei
Darussalam, where the grow-
ing fiscal burden of an ageing
population is accompanied by
a reduction in working-age
population.

ICT adoption and skill de-
velopment, especially within
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small and medium-sized enter-
prises (SMEs), will be central
to improving productivity.

Our second category is the
ageing middle-income markets
of Malaysia and Thailand.
Here, enabling structural shifts
towards higher value-added ac-
tivities in production will be
key to remaining competitive
amidst a rapidly disappearing
labour cost advantage.

Vietnam stands on its own
as an ageing low-income mar-
ket, facing higher socio-eco-
nomic  growth  pressures
associated with population age-
ing at lower income levels.

Policy interventions, such
as addressing talent gaps
through inward migration, and
long-term reforms targeted at
improving labour force partici-
pation of women and older age
groups, will be key to reducing
the impact of ageing across the
countries in the three ageing
categories. Healthcare infra-
structure and skill development
will also need to be strength-
ened, coupled with investments
in physical and digital connec-
tivity infrastructure.

Indonesia and the Philip-
pines make up the younger
mid-income markets category,
and are at an ‘early-dividend’
stage, as they are projected to
record among the largest addi-
tions in working-age popula-
tion in the ASEAN in the
coming years. Sustainable
long-term growth will depend

In order to offset the risk emanating from
the rising dependence on external partners,
intra-ASEAN trade needs to be enhanced by
strengthening regional co-operation.
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on their capacity to exploit the
demographic dividend to their
advantage — by focusing not
only on the quantity, but also
on the quality of jobs being cre-
ated, fostering entrepreneur-
ship, and adopting new digital
solutions. Our final category is
the younger low-income mar-
kets of Cambodia, Laos, and
Myanmar, with the youngest
populations in the region and a
workforce which is expected to
grow by 14 million by 2050.
Job creation needs to take pri-
ority and reforms to foreign di-
rect investment levels will be
key to realising this objective.
Digital adoption will help de-
liver access to basic services
such as healthcare, education,
and financial services that will
improve social well-being and
strengthen the human capital
needed for growth.

Finding new strategies

The ASEAN Secretariat
and individual governments
will need the support of the
business community to drive
the region’s growth. Just as

governments will need new re-
form agendas, companies will
also need to adopt more inno-
vative strategies to promote
and achieve growth. In our
“The Future of ASEAN’ report,
we identify new strategies for
growth across seven sectors.
There are a number of
common themes to these new
strategies, such as localised
production and the develop-
ment of regional hubs to serve
ASEAN consumers, as well as
the adoption of digital capabil-
ities to produce and transport
goods, and serve and commu-
nicate with consumers. Part-
nerships and alliances together
with vertical integration will
also play a more significant
role, particularly cross-sector
and with industry disruptors,
as companies try to stay rele-
vant and competitive, and
meet consumer expectations in
a profitable manner.
Automakers looking to es-
tablish a bigger foothold in the
region can look to increase lo-
calisation more holistically —
in sourcing, manufacturing,
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PwC Vietnam's general director shared her expert views with the audience at the Vietnam

sales, and research and devel-
opment. This will offer greater
competitiveness, more lo-
calised products, and differen-
tiation. Hurdles, such as a lack
of scale due to lower demand,
can be addressed by entering a
region in partnership and
through sharing manufactur-
ing platforms.

In financial services, key
challenges include limited fi-
nancial access, a largely cash-
based society, and the low
usage of value-added services.
Banks can look to bridge these
gaps by building capabilities in
digital financial services,
specifically in digital on-
boarding driving financial in-
clusion, introducing QR
scanning capabilities to reduce
merchant infrastructure gaps,
developing automated finan-
cial advice applications to ex-
pand wealth management
towards the emerging middle
class, and in developing alter-
native lending platforms to
bridge SME credit gaps.

Consumer goods compa-
nies have a significant opportu-
nity to grow across the ASEAN
by leveraging digital capabili-
ties to connect directly with
consumers to inform and influ-
ence purchasing habits, to em-
ploy greater efficiencies across
their supply chains, and to col-
laborate with e-commerce and
e-payment players. This in-
volves a holistic review of their
operating model, not just from
a marketing and sales channel
perspective.

Medical device companies
have an important role in the
ASEAN to improve the access,
affordability, and quality of
healthcare within the region.
Instead of using a “hand-me-
down” approach, companies
should look to build customised
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and affordable devices for the
market. They should get closer
to the customer to understand
patient needs, have a more local
presence, and encourage local
innovation. In this regard, med-
ical device companies should
look to work with both the pub-
lic and private sector to provide
care through alternative models
in lower-cost settings, such as
home care, and further embrace
technology, such as mobility,
Big Data, and artificial intelli-
gence, in their current product
portfolio.

The refining sector remains
underdeveloped in most mar-
kets in the ASEAN, and lim-
ited production capacity and
utilisation challenges are push-
ing the need for additional in-
vestments for new construction
and plant upgrades. Integration
of refining units with petro-
chemical plants is a key strat-
egy that promises significant
revenue and cost upside
in the ASEAN region.

ASEAN telecommunica-
tions companies must pick the
growth opportunities where
they have a competitive edge
and focus their strategy on
these. In the consumer seg-
ment, telecom companies can
monetise the flood of data run-
ning through their networks by
developing advertising plat-
forms, whereas in the enter-
prise segment, they have the
opportunity to address the gap
in the IT-as-a-Service market
and build Internet of Things ca-
pabilities, which can support an
ecosystem of cross-sector busi-
nesses to enhance their connec-
tivity to the 630 million
consumers across the ASEAN.

And finally, with regards to
transportation, airlines and
ocean liners operate in vastly
different industries, but both
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face stronger global competi-
tion and pressure on pricing,
which makes it difficult to cap-
ture rising opportunities in the
ASEAN. Collaboration across
adjacent sectors can play a part
in addressing rising competi-
tion and operational complexi-
ties. By collaborating with
railways to extend additional
spokes in the network of serv-
ices, airlines will be able to
maintain a share in the growing
short- to mid-haul routes, better
serve the region despite its air
restrictions, and at the same
time better utilise their aircraft
for more profitable routes.
Meanwhile, a collaboration be-
tween ocean liners and termi-
nals helps to consolidate their
influence and capture opportu-
nities in major economic cen-
tres, secure shipping demand
and terminal availability with
dedicated berths or prioritised
ports of call, and streamline
land-side efficiency. Analytics
are also anticipated to be a crit-
ical enabler in transportation,
not only in addressing the pres-
sures on pricing, but also in im-
proving operational efficiency.

The ASEAN can be proud
of what it has achieved in the
past 50 years, but the time of
passive growth is over. Global
trade and consumer markets
are evolving, and the ASEAN
and its individual nations need
to acknowledge this and proac-
tively develop business envi-
ronments which are conducive
to local production, intra-
ASEAN trade, and serving
local consumers. This will take
time, and so companies look-
ing to grow across the region
need to be equally proactive
and innovative in developing
and executing strategies which
will fulfil the potential of
the region.m

As a speaker at the Vietnam Business Summit 2018,
PwC Vietnam’s general director Dinh Thi Quynh Van
said that in order to grow sustainably and improve
their position in the region, businesses in Vietnam
need to actively strengthen their capabilities across
three areas: technology, talent, and governance.

At the Vietnam Business Sum-
mit, held within the framework
of the World Economic Forum
on ASEAN 2018, Vietnam was
widely hailed as a bright star
for growth in the region. What
do you think about this assess-
ment? Where does Vietnam
stand when compared to other
ASEAN members?

Once a smaller economy in
the ASEAN, Vietnam has made
significant progress, emerging
as a manufacturing hub and a
robust consumer market in the
region. For many years now,
the country has been among the
best performers in the region in
terms of GDP growth and for-
eign direct investment (FDI) at-
traction. According to the
International Monetary Fund,
Vietnam is projected to record
real GDP growth of 6.2 per cent
annually between 2016 and
2022. This is higher than the
projected growth of the global
economy and the ASEAN-5
group (Singapore, Malaysia,
Indonesia, the Philippines, and
Thailand).

In terms of FDI, Vietnam is
among the few countries in the
ASEAN to consistently witness
positive FDI growth in recent
years. Its share of the total FDI
inflows into the region in-
creased from 7 per centin 2010
to 12 per cent in 2016, ranking
only behind Singapore.

Vietnam also possesses
other demographic advantages
such as a large workforce (sec-
ond-largest in the ASEAN) and
a fast-growing middle-income
population. In fact, Vietnam is
projected to lead the ASEAN in
terms of growth of per-capita
spending by the middle 60 per
cent of the population, with a
compound annual growth rate
of 10.1 per cent between 2016
and 2021.

What are Vietnam’s challenges
in maintaining its position as a
rising star in the region?
Vietnam’s  trade-to-GDP
ratio has continuously in-
creased over the past years and
reached 200 per cent in 2017,
according to the World Bank.
This indicates that Vietnam’s
economic growth is heavily de-
pendent on international trade.
The key problem is that most

Vietnamese businesses are only
engaging in the final stages of
manufacturing such as assem-
bly or exporting agricultural
products either raw or with low
processing. Low value added is
still the biggest challenge for
many businesses.

High-value stages such as
design or manufacturing of
core components, spare parts,
and materials are still largely
located outside Vietnam. Viet-
namese enterprises are not yet
ready to get involved in these
processes due to a lack of skills
and management capacity, low
technology levels, and limited
access to finances. This will
pose a high risk, since Viet-
nam’s competitive edge lies in
its comparatively low produc-
tion costs. As this advantage di-
minishes, foreign investment
will likely flow out of Vietnam.

In addition, statistics show
that Vietnam has yet to make
best use of regional value
chains. 90 per cent of Vietnam’s
total export value in 2016 was
earned from trade with non-
ASEAN countries, while only
10 per cent was thanks to intra-
ASEAN trade. Such depend-
ence on global value chains
makes Vietnam more suscepti-
ble to risks from trade wars.

What strategies should Viet-
g P

to overcome these barriers?
Many Vietnamese compa-
nies have made efforts to par-
ticipate more strongly in the
regional value chains by ac-
tively partnering with foreign
businesses, researching de-
mands in new markets, and
seeking out new opportunities.
However, in my opinion, the
key task is to strengthen the in-

> N
e

Middle income
population growth

10.1%

16-2021)

GDP growth

6.2%

Sep 2018

ASEAN — Vietnam: Connectivity and Innovation 9

September 17-23, 2018  www.vir.com.vn

Sustaining Vietnam’s
position in the region

ternal capacity of the business
across three main factors: tech-
nology, talent, and governance.
According to PwC’s Global
CEO Survey 2016, technologi-
cal change is the global mega-
trend that will drive the greatest
transformation in the way busi-
nesses operate in the near fu-
ture. Technology has a direct
impact on every aspect of the
business model, from strategy,
operations, customer engage-
ment, and personnel to compli-
ance. In Vietnam, businesses
should focus on automating
production processes and digi-
tally transforming systems, and
start to explore emerging tech-
nologies of the Fourth Indus-
trial Revolution such as the
Internet of Things, blockchain,
and artificial intelligence.
Parallel to technology, tal-
ent is an equally critical invest-
ment to be made. Companies
will not succeed if they lack the
right people who know how to
effectively use new technolo-
gies. This is of concern to many
businesses around the world,
not just in Vietnam, as 80 per
cent of CEOs participating in
PwC’s Global CEO Survey
2018 said they worried about
the supply of key skills needed
for the digital age in their coun-
tries. Either through recruit-
ment or training, companies
need a workforce that can oper-
ate automated tools, possesses
data analytics skills, and is flu-
ent in soft skills that technology
cannot replace, such as creative
thinking, emotional intelli-
gence, persuasion, and more.
The two elements of talent
and technology also lay the
foundation for businesses to in-
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novate and actively capture
chances to step into higher
value-added functions.

As businesses grow in scale
and complexity and forge
stronger connections with for-
eign partners, they will need to
pay more attention to gover-
nance. Corporate governance is
based on the separation of man-
agement and ownership of the
business. It refers to the struc-
tures and processes for the di-
rection and control of the
company. It serves to help co-
ordinate the relationships be-
tween multiple stakeholders,
not just within the company,
but also externally. Good gov-
ernance will help businesses
gain transparency, better pre-
vent and respond to risks, and
build trust with stakeholders,
thereby improving their ability
to access capital.

What is the role of the govern-
ment in this process?

The government plays an
essential role in laying out di-
rections and policies, improv-
ing the business environment,
and making investments in
areas that the private sector
lacks the necessary resources to
invest in. In addition, the gov-
ernment should push for more
public-private partnerships, es-
pecially in education and train-
ing, in order to develop digital
skills for the workforce.

In terms of international co-
operation, besides implement-
ing free trade agreements with
non-ASEAN partners, the gov-
ernment should continue pro-
moting intra-ASEAN trade and
investment. That way, Vietnam
will be able to make greater use
of the supply chains and busi-
ness ecosystem of this dynamic
region. The proactiveness of
corporates, coupled with sup-
port from the government, will
provide steady ground for busi-
nesses to raise their internal
strength and access new growth
opportunities in the region and
the world at large.m
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