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Foreword Hans-Georg Frey, Chairman OAV

he tempo of change in Asia has risen signifi-

cantly. A considerable number of Asian coun-

tries have succeeded in achieving great and
continual economic progress - the ASEAN countries
above all. The specific circumstances sometimes do
not make it easy to draw up suitable business strate-
gies. In addition, due to the varied market opportuni-
ties, the ASEAN region is increasingly becoming an
arena of competition between the main powers in the
Asia-Pacific region. As an experienced foreign trade
association, we are increasingly verifying these spe-
cial developments in our analyses.

Against this background, it seemed advisable to
take new paths when conceiving the ASEAN Expert
Group. I am convinced that in order to understand
the many new developments and shifts in Asia, it is
more necessary than ever to include as many diffe-
rent perspectives to successfully develop a strategy.
The Expert Group follows this mission. As the Chair-
man of OAV, it is important to me that, on the one
hand, we use the multi-layered experience and speci-
alist expertise of our member companies in a targeted
manner. On the other hand, there is enormous spe-
cialist knowledge in many institutions that deal with
the ASEAN region that should be shared uncondi-
tionally with each other. Successfully combining this
will be decisive for a promising strategy.

All the participants in the ASEAN Expert Group have
perceived their participation as a gain for their res-
pective priority — which I find very pleasing. We will
take this positive feedback as a reason to continue the
work of the committee along subject-specific initia-
tives. The recommendations detailed in this position
paper have been formulated especially from the point
of view of German companies, but also a variety of
other actors. My plea for a comprehensive approach
relates not least to the inclusion of our Asian part-

ners without whose advice and contributions even a
highly sophisticated strategy cannot be successful.
I would like to thank all the contributors to the Ex-
pert Group most sincerely for their contributions and
commitment and look forward to continuing our co-
operation.

m%ﬁ

Hans-Georg Frey
Chairman OAV

The ASEAN Expert Group



ASEAN - A growth region on the up

The ASEAN Expert Group of the OAV

he ASEAN Expert Group was brought into being

at the suggestion of corporate representatives

from the OAV network. These representatives
are convinced of the economic potential of the South
East Asia region and consider a strategic, cross-actor
approach to identify and realise the opportunities
available to be necessary. Politically and economical-
ly, ASEAN (Association of Southeast Asian Nations)’
is a centre of gravity for common interests, coordina-
ted action and developing target perspectives of the
South East Asian world of states. The combination of
a range of positive factors opens up good prospects
for the ASEAN zone to establish itself as an attrac-
tive growth region in Asia capable of development.
A region in which there are also many opportunities
open to German companies, such as constant growth
rates, an expanding middle class and its centrality to
Asia-Pacific integration.

South East Asia is also ascribed with relevance
beyond the region by companies. In particular, it is
connected with revolutions that can be observed in
the Asia-Pacific zone caused by new free trade trea-
ties and partnership agreements, such as the US-
led Trans-Pacific Partnership (TPP). The increasing
rivalry between the PR China and the USA for eco-
nomic and political spheres of influence in Asia is
putting particular pressure on German companies to
be able to build on a strategically-laid German and
European policy that is sufficiently flexible and re-
acts decisively to new developments.

Strengthened cooperation with the countries of the
ASEAN group can make an important contribution
to protecting the interests of the German economy
in an “Asian Century”. This requires German actors
to coordinate even more closely, develop a common
agenda and effectively put forward its own offers and
preferences. By taking the interests of both sides into
account, both the German side and the partners in the
ASEAN region can profit from stronger cooperation.

This position paper is a condensed summary of the
results of the ASEAN Expert Group. In bimonthly
meetings, high-ranking representatives from busi-
ness, politics, implementing organisations, science,
civil society and representatives of several govern-
ment ministries discussed which fields and with
which strategies cooperation with countries in the
ASEAN Group can be deepened. Particular weight
was placed on linking the private and public sectors.
At the forefront of the discussions was nevertheless
the aspect of opening up new business opportunities
in the region.

It was shown that many interests of German actors
overlap with respect to more effective cooperation
with the ASEAN partners. These commonalities
should be used in an even more targeted manner. Ini-
tiated by expert contributions, the discussions were
held in confidence according to the Chatham House
rule. In addition to the dialogue meetings, a trip was
made to the ASEAN region during which the results
of the Expert Group were explored with selected in-
terlocutors. The feedback received there was also in-
cluded in this position paper.

The OAV and the ASEAN Expert Group strongly
welcome the policy of the German government of
many years of successfully working within the EU on
further developing relations with ASEAN. This pa-
per primarily presents the viewpoint of 0AV member
companies and aims to provide practical orientation
points for a more intensive strategy debate on better
cooperation with the countries of the ASEAN Group.
These suggestions are marked in the text (»).

' Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand, Vietnam

The ASEAN Expert Group
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10 Practical orientation points for strong economic
partnerships of Germany with the ASEAN region

1. Strategic revaluation of the ASEAN

region

- A strong and relevant presence in the
region's growth markets

- New cross-departmental consultation
formats for emerging markets through
relevant government ministries

- Creating awareness of the relevance of
ASEAN among decision-makers

2. Consistently pursuing a win-win

concept

- Taking the interests of ASEAN partners
into account as the basis for long-term
cooperation

- Helping ASEAN producers to access the
European market

3. Actively fostering relationships as

an elementary corporate task

- Increasing resources for the Public
Affairs department

- Long-term oriented contact work
especially necessary in South East Asia
as supplement to short term sales work

- Participating in strategic discussions
with politics, business and civil society
(e.g. Asia-Europe Business Forum)

4. Better coordination of cooperation

with ASEAN emerging markets

- Dialogue between the BMZ (Federal
Ministry for Economic Cooperation
and Development), the implementation
organisations and German business

- Converging political targets in the part-
ner countries with business interests

- Stronger operational cooperation of
German business and development aid
in favour of synergy effects

5. Intensive influence work networked

in Europe

- Actively working in chambers and
associations, including at regional level
(EU Chambers, EU-ASEAN Business
Council, regionally networking national
sector associations)

- Supporting the elimination of non-
tariff barriers to trade through
technical and financial cooperation

6. Providing information about ASEAN

and the countries in the region

- ASEAN information service (e.g. in the
German Chamber of Commerce in
Jakarta)

- Practically-oriented, multi-discipline
research institution in Germany

- ASEAN contact point to provide infor-
mation about events and delegation
trips concerning the ASEAN region

7. Close cooperation for practical

education

- Transferring elements of the dual
training models for "blue-collar
employees” (no perfect models)

- Stronger linking of academic education
with the world of work through practi-
cal insights, such as within the scope
of dual courses of studies or internships
including stays in Germany

8. Pioneering technology partnerships

for future questions

- Technology partnerships, especially
with the efficiency and innovation-
driven countries of the region

- Expanding research cooperation
supported by the BMIBF (Federal
Ministry of Education and Research)

- Dialogue between politics and business
about future issues (green technolo-

gies, decarbonisation, health, urbanisa-
tion, IT)

- Reviewing support of technology part-
nerships by the BMZ

9. Consistently continuing the

European trade strategy

- Trans-Pacific Partnership (TPP) as mini-
mum standard for bilateral negotiations

- Concessions towards negotiating
partners in the event of lower competi-
tiveness

- Continuing free trade discussions with
Thailand

- Sequential free trade agreement and
sectoral dialogues as possible path to
convergence

- Common initiatives to promote
exports from ASEAN by German import
business, technical and financial
cooperation

- Starting region-to-region negotiations
as soon as a critical mass is reached in
bilateral agreements

10. Contributing to improving regional

connectivity

- Coordinating the relevant companies
to set and implement technology-
based, medium-sized infrastructure
projects

- Funding to finance planning studies as
incubators

- Co-financing privately financed infra-
structure projects with the help of
market funds from financial coopera-
tion

- More flexibility when granting
guarantees

- Sensitising companies, the German
government and implementation orga-
nisations to life-cycle costs

The ASEAN Expert Group
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ASEAN as an Asian growth region

he centre of the world economy is successively

moving to the Asia-Pacific zone. While in 1990

the gross domestic product generated in Asia at
purchasing power parity was still about 24 per cent
of global GDP, this share increased to nearly 40 per
cent by 2014.2

Due to unprecedented growth rates, the sheer size of
the population and the associated market opportuni-
ties, the PR China outshone the varied development
in Asia as a whole over the past two decades. In view
of a tendency towards weakening growth and a busi-
ness environment characterised by rising challenges
in China, the other sub-regions of Asia are increa-
singly coming into focus. Primarily rising unit la-
bour costs and partly very well developed sectoral
markets suggest to many companies the outsourcing
of labour-intensive production from China to cheaper
locations and further diversifying their markets.

As another large Asian player, principally India has
the potential to rise to become a relevant centre of
economic power in Asia and beyond. However, it
has been shown that the country’s socio-economic
modernisation process is still limited by many bar-
riers, so that a direct replacement of China as the
main source of growth in Asia cannot be expected.
A sensible answer to the development specified can
only be conceived as an all-Asia approach, in which
individual sub-regions are given specific attention
and attempts are made to combine the various re-
gional approaches with each other.

It fits here that the ASEAN countries have partly
achieved considerable successes in building up mo-
dern and competitive economies.

These successes are being increasingly recognised
and have made the region an attractive target for
investors. This is all the more remarkable because

ASEAN is characterised by great political, economic
and social diversity. In comparison with China and
India, the possibilities of the individual markets are,
admittedly, unequally limited. But a point of view is
gaining ground that considers the ASEAN region and
its potential as a whole. This approach has gained
impetus from a process of regional integration initia-
ted by ASEAN countries with each other. In addition,
ASEAN has positioned itself as a strategic interface
for a progressive networking of the Asia-Pacific zone.
Stronger convergence in South East Asia would thus
bring double benefits, because leverage effects could
also be achieved beyond the region.

ASEAN Economic Community - prospect of tan-
gible advantages for trade and investments

The most important ASEAN integration project is the
“ASEAN Economic Community” (AEC), which is part
of a more comprehensive initiative: on 31 December
2015 the “ASEAN Community” came into effect with
the aim of accelerating economic, political and cul-
tural integration among the ten member countries.?
Alongside the AEC, this is supported by two further
pillars: the “ASEAN Political-Security Community”
(APSC) and the “ASEAN Socio-Cultural Community”
(ASCC). The greatest progress so far has been made in
economic integration.

The ASEAN Economic Community is intended to en-
able the free exchange of goods and easier movement
of investments, skilled labour and capital.* It is in-
tended to eliminate still-existing customs duties and
to eliminate non-tariff barriers to trade. Regionally
harmonised rules and mutual recognition of national
standards should promote cross-border trade within
the community.

The ASEAN countries follow the principle of non-
intervention and reject transfers of sovereignty to
supranational institutions. Decisions are made by

20AV calculations according to World Bank data

*Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand, Vietnam

* ASEAN (2015): ASEAN Community Vision 2025, paragraph 10.1, p.15

The ASEAN Expert Group
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“The growing middle class demands better and secure
health provision. As a quality manufacturer, we can support

the countries to meet these requirements.”

Sinan Eserman, Vice President, Head of Aesculap Division for Asia-Pacific, B. Braun Melsungen AG

consensus according to the “ASEAN Way”. In addi-
tion, the economies have immense differences in de-
velopment, partly with moderate competiveness in
the home economy, which is reflected in protectionist
tendencies. Therefore, by the end of 2015 no break-
through in regional integration could be expected. The
AEC has a process character: national regulations still
hinder smooth trade, but there are already tangible
customs benefits. 99 per cent of goods are traded free
of customs duties between the ASEAN-6 countries of

Figure 1 — Asian power centres at a glance

China 1,364.2 7,590H

Brunei, Indonesia, Malaysia, the Philippines, Singapo-
re and Thailand - the maximum customs burden on
other merchandise is five per cent. Cambodia, Laos,
Myanmar and Vietnam have until 2018 to reduce their
customs duties. Thus, depending on the original rules,
companies are profiting from significant savings in
customs duties in intra-regional trade.

The ASEAN countries are determined to further in-
crease their attractiveness as investment targets and —
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trade partners. Plans for further physical, institutional
and socio-cultural networking, presented in the
“Masterplan on ASEAN Connectivity”, and for ac-
tual implementation of the ASEAN Community,
announced in the “ASEAN Community Vision 2025,
point towards stronger regional integration. It is in-
tended to prepare the economies for regional compe-
tition in a targeted manner. In addition, it is intended
to improve the inclusion of the private sector, which
has been lacking to date. There is also the opportunity
for German companies to include their concerns more
effectively.

Stable growth strengthens the middle classes

The ASEAN region, with a population of approxi-
mately 620 million people and cumulative real GDP of
2.5 trillion US Dollars, is the seventh largest economy
in the world. According to calculations from the ana-
lyst THS, ASEAN should advance to fourth place by
2050.

Since recovering from the Asia crisis at the end of the
1990s, ASEAN countries have posted stable growth
rates. The OECD forecasts annual increases of 5.2
per cent on average for the region until 2020.5 Above
average growth is forecasted for Indonesia, Cambo-
dia, Laos, Myanmar, the Philippines and Vietnam
(see Figure 1, p.7).

As a result of this upturn, the national middle
classes will gain further in weight. This will be re-
flected in rising demand for better health provision
and solid social security. Above all, consumer demand
should rise significantly. According to estimates by the
EU Commission, the middle classes will make up 65 per
cent of the ASEAN population by 2030.% The McKinsey
Global Institute even assumes there will be 125 million
“consuming households” that have an annual income

of at least 7,500 US Dollars, which will allow consump-
tion beyond basic needs. This is equivalent to almost
70 per cent of all ASEAN households. The chances of
German companies to be active here are immense.

While a demographically caused shortage of skilled
labour is forecasted for Germany, in South East Asia,
in contrast, an opposing trend can be observed. At
28 years old, the median age is low. Countries such
as Indonesia, Malaysia, the Philippines and Vietnam
will profit from double-digit growth in labour in the
next few years.® If this demographic potential is used
productively, growth in these countries could be
stimulated further. The condition for this, however, is
the comprehensive and systematic training of skilled
labour. The German education and training ranges
will be widely seen as attractive options here.

Potential for regional value creation chains

The heterogeneity of the ASEAN region results in
the countries demonstrating different comparative
advantages. The countries are generally allocated to
three development levels.® Factor-driven economies
(such as Cambodia, Laos and Myanmar) have a large
reservoir of simple labour and natural resources (le-
vel 1). Efficiency-driven economies, which have to
establish more efficient production processes as a re-
sult of rising wages, form the next category, in which
Thailand and Indonesia are found (level 2). The Phi-
lippines and Vietnam are currently at the threshold of
this development level. Innovation-driven economies
have developed production processes and a high de-
gree of innovation (level 3). Singapore stands out as
an innovation hub in the region. Malaysia is localised
between level 2 and 3.

For foreign companies, these differences mean the
ASEAN region is of interest in the three central cor-

® OECD (2016): Economic Outlook for Southeast Asia, China and India 2016: Enhancing Regional Ties, OECD Publishing, Paris

® European Commission 2015, joint report to the European Parliament and the Council "EU and ASEAN: strategically oriented partnership", p.2

7 http://www.mckinsey.com/insights/public_sector/understanding_asean_seven_things_you_need_to_know

® Greene, Shawn (2013): "ASEAN's demographic dividend", see http://www.aseanbriefing.com/news/2013/11/25/asean-demographic-dividend.html, 2January 2016

? Global Economic Forum (2015): Global Competitiveness Report 2015-2016, p.38

The ASEAN Expert Group



porate action areas - procurement, production and
sales. For this point of view it is also recommendable to
consider the region as a whole. Starting from the tar-
geted use of the respective advantages, cross-border
value chains can be built in which product manu-
facturing can be optimised. The reduction of barriers
to trade between the ASEAN countries will further
promote these possibilities. At the same time, the al-
location of the individual ASEAN economies to the
three development levels makes clear that the region
as a whole needs a significant boost in innovation in
order to be able to grow further. There are a variety
of connecting factors here for German companies in
particular to increase their significance.

Bridge and springboard to Asia-Pacific

ASEAN has always understood itself to be an open re-
gion that does not wall itself off from its neighbours
but promotes an interrelationship with them. ASEAN
countries are actively courted by their neighbours.
With the initiative “Expanded Economic Engagement
(E3)”, the USA is also attempting to tie the ASEAN
countries to it. Due to their exposed location, the lat-
ter are threatened with being drawn into geopolitical
conflicts. If their limited military weight and the dif-
ficulty of speaking with one voice in crisis situations
are considered, it is in the interests of the ASEAN
countries to come to an arrangement with China and
the USA as the two central regional powers. In view
of its geo-strategically sensitive location, ASEAN has
established various multi-lateral cooperation forums
intended to contribute constructively to working on
contrasting interests. As a result, ASEAN has grown
into a role as a stabilising cooperation hinge and as
a starting platform for efforts to integrate in Asia-
Pacific.”® This “centrality” of ASEAN is desired from
its partners in Asia and is also explicitly welcomed
by the EU. This aspect is also relevant from the point
of view of German companies, because they have a
huge interest in peace and stability in Asia-Pacific

ASEAN - A growth region on the up

with its neuralgic sea trade routes, without which no
disruption-free economic activity is possible. In this
respect, a strengthening of the ASEAN countries will
make a direct contribution to higher resilience of an
eminently important world economic region.

The networking of the ASEAN region with its sur-
rounding area also brings direct economic benefits:
by means of bilateral and multilateral agreements
the ASEAN countries have created free trade chan-
nels with the relevant partners in Asia-Pacific." This
means, companies can also use the ASEAN coun-
tries as a springboard to China, Japan, South Korea,
India, Australia and New Zealand. The negotiations
over the Trans-Pacific Partnership (TPP) have been
completed, where in addition to the participants
Singapore, Malaysia, Vietnam and Brunei, also Indo-
nesia, Thailand and the Philippines are considering
joining the pact. If the treaty is ratified by the sig-
natory countries, the reach of a corporate subsidiary
in South East Asia will be extended even further. On
the other hand, the free trade dynamism in Asia-
Pacific will also define relevant norms and standards
for market access in the coming decades. A targeted
intensification of relations with ASEAN may be a
promising way to connect to the new geo-economic
block structures. This complex is of great urgency to
the export-strong German economy.

' ASEAN Community Vision 2025, paragraph 10.5, p.16

"' At this point, the agreements between the group of ASEAN countries and respectively China (in effect since 1.1.2010), India (1.1.2010), Japan (1.12.2008),
South Korea (1.1.2010) and with Australia and New Zealand (1.1.2010) should be highlighted.

The ASEAN Expert Group
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Challenges for German companies in South East Asia

espite an economic exchange that is already

close in many respects with partners from the

ASEAN region, there are still many unused
possibilities. In order to activate the potential out-
lined in the preceding section, the central challenges
for further commitment have to be identified.

Trade: Blockade meets new dynamics

The EU Commission was mandated by the European
Council to conclude a multilateral free trade agree-
ment with the ASEAN group. In practice, this approach
proved to be less promising, however, because there
was the danger that concluding such a treaty would
only be possible at the lowest common denominator
of the least developed ASEAN member. Therefore, the
Commission suspended negotiations with the group
and commenced bilateral negotiations instead, in or-
der to use treaties concluded with individual ASEAN
members to create incentives for other ASEAN coun-
tries to commence negotiations themselves as well.
The Commission is following the assumption that a
critical mass of agreements can be created in this
manner that will later translate into an inter-regional
agreement.

Although negotiations with Singapore and Vietnam
have been completed, as a result of a competence dis-
putes between the EU Commission and the European
Council, the treaties will not come into effect for the
time being until adjudication by the European Court
of Justice (ECJ). Negotiations with Malaysia have not
progressed since September 2010. Political dialogue
and thus also free trade talks with Thailand have
been dormant due to the takeover of power by the
military since the last round of negotiations in April
2014. Positive signals are currently coming from In-
donesia and the Philippines, which want to commence
talks with the EU. However, the negotiations could
prove to be very complex, controversial and protrac-
ted. The EU Commission pursues modern trade agree-

ments that are intended to lead national regulations
(“behind the border”) towards European standards.
This relates above all to investment protection, com-
petition rules and access to public tendering, the
so-called “Singapore issues”. But the governments
of both countries will only be able to communicate
the high European requirements to their only partly
competitive companies with difficulty.

Competition: East Asian companies act under
political shield

In order to avoid falling behind the competition from
East Asia, German companies are increasingly requi-
red to invest in the ASEAN countries. Admittedly,
the EU leads the list of foreign direct investors (FDI)
at 148.5 billion US Dollars for the period 2006-2013
and had invested a portfolio of more than 190 billion
Euros more FDI in ASEAN than in Japan in 2012.
However, if the EU share is broken down by individual
countries, the balance for German companies is sig-
nificantly more subdued. Japan has long considered
the ASEAN region as an important area of influence
and worked on building excellent strategic positions
of influence over decades. This applies to the car sec-
tor, for example, where Japanese manufacturers have
a dominant position with market shares of 90 per cent.
In contrast, the ASEAN region has been a “blank spot”
for German car producers to date.' Such imbalances
will be a great challenge in the competition for new
markets. Because now Chinese companies are emer-
ging with strong support from their government in
order to improve their prospects of success.

Companies from Japan, China and South Korea of-
ten act with huge political support - also favoured
by geographical and cultural proximity - which gives
them a lead over their German competitors. North East
Asian governments also interlink development policy
with foreign trade policy, so that companies are pro-
vided with much more varied funding instruments.

"2 Lanza, G. (Hrsg.), Peters, S., Weis, T.: Stand der Automobilwirtschaft in der ASEAN-Region 2015, p.5, available on: https://www.wbk.kit.edu/downloads/ASEAN _Stu-

die_2015.pdf

The ASEAN Expert Group



For example, they profit from tied aid, extremely at-
tractive financing solutions, technical support for re-
gulatory authorities to prepare national specifications
or direct political support from their governments
when public tendering or where the specific concerns
of their companies are concerned.

Synergies: Distance between development aid
and the private sector

German development policy does not traditional-
ly serve the purpose of promoting foreign trade.
Attempts to include the private sector in the develop-
ment aid dialogue are warmly welcomed by the ASE-
AN Expert Group. » Cooperation should be built up
further in order to be able to better use the syner-
gies between private sector and development policy
interests and instruments. This applies especially to
cooperation with the emerging markets of the region,
because they could achieve the greatest development
leaps and there are good chances for deploying Ger-
man technologies there. A regular dialogue between
the Federal Ministry for Economic Cooperation and
Development (BMZ), the implementation organisa-
tions and German business can help ease the desired
convergence process. A systematic exchange between
companies, the foreign trade chambers and the local
implementation organisations would favour coope-
ration oriented on factual issues. Moreover, interest
overlaps could be sounded out and used even better
in the instruments of the governmental department.
Thus the decided wish of the partner countries in
South East Asia for a stronger contribution to private
sector development would be met.

Maintaining relations: Local presence and
cultural sensitivity

Businesses in Asia build strongly on trust. But trust
can only emerge by maintaining relations in the long
term. Informal processes, personal contacts and the
principle of saving face play a more important role
than in other parts of the world. East Asian competi-
tors have a great advantage here, of course. » In order
to gain a foothold in South East Asian markets, there
has to be a local presence and adjustments have to

ASEAN - A growth region on the up

be made to the cultural mentality. Sometimes, Ger-
man directness has to be swapped for a bit of Asian
discretion.

Despite the challenges specified, the varied dynamics
in the region open up great opportunities that Ger-
man business should use. Three large trends can be
identified that require joint, strategic effort: along-
side further industrialisation and modernisation
of the economies, free trade and attempts to raise
connectivity in the ASEAN zone, play an outstand-
ing role.

"ASEAN governments have identified
the automotive industry as a key

sector that can help drive local
economic growth and the well-being of
the people. While requlatory

challenges remain for German and
European manufacturers, the region
has great potential of becoming an ever
stronger automotive hub with
long-term growth potential. However, so
far German car manufacturers

have been under-represented in South
East Asia.”

Jan Ehlen, Chairman Automotive Advisory Group,
EU-ASEAN Business Council (2015) & Director Government
Affairs Southeast Asia/ASEAN, BMW Asia, Singapore

The ASEAN Expert Group



12

ASEAN - A growth region on the up

Trend 1: Industrialisation and Modernisation

he emerging markets and developing countries

of South East Asia are striving to make further

progress in industrialising their economies. This
also applies to commodity-rich countries, for which
the challenge of sustainable economic development
is burdened by volatile commodity prices. A further
challenge for ASEAN countries is reducing their
strong dependence on the Chinese market. Overall,
value creation continues to take place primarily in
labour-intensive sectors. In order to integrate the
young, growing population in the labour market and
enable per capita income to rise, governments are
attempting to improve the export capability of their
economies in high value market segments as well.
National market access rules are intended to help
increase domestic value creation and are sometimes
also used to protect domestic companies from exter-
nal competition. Special economic zones and invest-
ment incentive programmes are intended to motivate
foreign companies to locate with their technologi-
cal know-how. The co-shaping of the market access
regime and sector regulations are a central concern
of foreign companies and an elementary challenge.
Therefore, this poses the question of which means
can be best used to achieve this.

Public affairs as a strategic corporate task:
Networks & working for interests

» In order to pursue market relevant government in-
terventions and to be able to highlight counter-pro-
ductive developments, German companies have to
create a closely meshed network of political, econo-
mic and societal stakeholders. These networks have
to be used in a region in which personal relationships
and trust play a great role. The condition for this is
that companies release sufficient resources for public
affairs tasks and deploy these in a targeted manner.
Contacts with decision-makers in ministries and go-
vernment agencies, with local business, embassies,
implementation organisations, chambers and associ-
ations are important channels for obtaining informa-
tion. In addition, direct exchange with ambassadors
and economic attachés help draw attention to acute
and complex concerns. Therefore, it is recommenda-

The ASEAN Expert Group

ble to inform the embassy about possible problems in
good time.

Due to the frequently non-transparent decision-ma-
king processes in regional integration, the ASEAN
zone is not easy territory. » In order to inform com-
panies about relevant integration steps, the ASEAN
Expert Group weighed up the option of increasing
staff levels in the German Chamber in Jakarta, in
view of the proximity to the ASEAN Secretariat, and
of setting up an ASEAN information service. Dealing
with the region economically in a well-founded man-
ner forms the basis for successful political and eco-
nomic positioning. Therefore, it is proposed to build
up a practically-oriented, multi-disciplinary ASEAN
research institution in Germany. This can contribute
to a better understanding of the economic, political
and societal trends in the countries and the region.
Transfers into the practice of companies, politics and
civil society organisations should be a core task of
the institution. In addition, an ASEAN contact centre
should be established in Germany to provide informa-
tion about events and delegation trips concerning the
ASEAN region.

» Chambers and associations offer the possibility of
networking and can serve as a platforms for working
for interests. Companies are sometimes confronted
with an opaque juxtaposition of chamber and asso-
ciation structures in which they have to identify the
channels most relevant to their purposes. When wor-
king for interests concerning non-tariff barriers to
trade, European chambers, for example, offer a good
starting point. The newly established EU-ASEAN Busi-
ness Council based in Singapore aims at regionally
networking interest representation. Within the scope
of regional working groups, ASEAN governments are
attempting to harmonise national product regulations
or reach agreements on mutual recognition. While
these discussions have primarily been led by state
actors, it is intended to improve the dialogue with
business in future. The ASEAN cosmetics directive
is often referred to as a reference point. This was de-
veloped with intensive participation of the cosmetics



industry (see Box 1). Industry should coordinate its-
elf sector-specifically and transfer the lessons to their
own sectors.

The development of the cosmetics directive is a good
example of a successfully coordinated approach be-
tween technical cooperation, business and the part-
ner governments. Further, the “Strategic Alliance for
the Fortification of Qil and Other Staple Foods (SAFQ)”
should be mentioned. To combat vitamin A deficien-
cy in the poor populations of Bolivia, Brazil, Indone-
sia and Tanzania as a result of imbalanced nutrition,
the Gesellschaft fiir internationale Zusammenarbeit
(GIZ) formed a strategic partnership with the vitamin
A producer BASF and Institut BioAnalyt GmbH. As a
result of this cooperation, providers of edible oils in
Indonesia have generally been obliged since 2014 to
enrich such oils with vitamin A. Apart from this, the
national food agency BPOM was enabled to conduct
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the appropriate checks adequately. The emergence of
development partnerships supported by the BMZ also
aims at linking development policy and private sec-
tor interests and showing how emerging markets and
developing countries can be supported in mastering
their challenges (see Box 2, p.14).

Structural change for sustainable
competitiveness

As mentioned, the ASEAN governments pursue the
aim of increasing local value creation. So that foreign
companies actually locate in these countries with
challenging work and give the more developed econo-
mies the change to escape the “middle income trap”
through an intensive inflow of know-how, how-
ever, adequate quantities of skilled labour and an
environment promoting innovation are necessary.
Factor-driven economies have to prepare labour for
labour-intensive production processes in higher value

% This phenomenon describes how an economy can get stuck at a medium income level due to loss of competitiveness in labour-intensive production as a result of
rising wages while simultaneously lacking the conditions for manufacturing higher value products.

Box 1: Rare but on the rise — business participation in regional decision-making processes

In 1994, national cosmetics associations combined to form
the ASEAN Cosmetic Association (ACA) to achieve a sim-
plification of national market access rules for cosmetics
products. The adoption of the "ASEAN Vision 2020" to
establish a common market was recognised by the ACA
as an opportunity to harmonise the less controversial
cosmetics sector as a showcase project. Via the national
cosmetics associations, company representatives faced
the governments and campaigned for the initiative. In the
ASEAN Product Working Group on Cosmetics, established

in 1998, the ACA achieved a breakthrough. In addition to
representatives of the national requlatory authorities, ex-
perts from cosmetics companies were also allowed to take
part in the meetings as representatives of the national cos-
metics associations and thus put forward their concerns.
At the same time, the regulation process received technical
support from the EU Commission. In 2005, the countries
adopted the "ASEAN Harmonized Cosmetic Regulatory
Regime", which was strongly oriented on the European
cosmetics directive.

The success of this association work can be attributed to three factors:
1. Regional networking of the national cosmetics associations to form a regional cosmetics association

for the purpose of coordinating regional interests work

2. The participation of the cosmetics industry in the consultations of the ASEAN governments
3. Technical support to prepare the requlation from the EU Commission

The ASEAN Expert Group
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"Dual vocational education has a long tradition at Bosch. Especially in Asia,
we face a growing demand for skilled labour. Bosch successfully applies the

well-proven concept in China, India, Thailand and Vietnam."
Peter Tyroller, Member of the Board of Management, Robert Bosch GmbH

Box 2: On the interface between development aid and the private sector - promoting medical safety

and hygiene standards

In Kenya, there are serious deficiencies in health provi-
sion. Medicines, equipment and trained staff are missing
at almost all levels. Patients are exposed to unnecessary
risks because there are no clear treatment and care direc-
tives. Many hospitals work inefficiently, nursing staff are
insufficiently trained and there is barely any controlled
provision of medicines, medical products and equipment.
In addition, the tight health budget is burdened by high
treatment costs for avoidable illnesses that result from
deficient hygiene and people seeking medical help too
late.

The medical technology company B.Braun Melsungen
AG and the GIZ committed themselves to a development
partnership on two levels: First, developing standards for
using medical products in the Kenyan health sector, and
guaranteeing the application of standards for patient

segments and to reduce their dependency on commo-
dities. Efficiency-driven economies should invest in
higher quality education and a functioning training
system for technical professions. Innovation-driven
economies have to further optimise complex pro-
duction processes and research output. The ASEAN
countries want to increase the productivity of their
economies through promoting knowledge and inno-
vation.” German companies also have an interest in
the success of these structural reforms, because they
will consequently also benefit from better production
conditions. The aims of German development aid also
correspond with this approach. Thus this concerns
an action area that offers the ideal conditions for a
win-win situation as the basis for a sustainable part-
nership.

safety and care quality by nursing specialists; Second,
strengthening health awareness among the people, tak-
ing precautionary measures and complying with hygiene
rules.

Together with local authorities and institutions, quality
standards for medical products in hospitals and care fa-
cilities were developed. Apart from this, appropriate cur-
riculums were drawn up on the issue of patient safety,
which were integrated in training and further education
courses at selected higher education institutions for nur-
sing professions, as well as further training on the issue
of the quality assurance of medical products for hospi-
tal managers. To strengthen health awareness, a school
health programme for early avoidance and treatment of
infectious illnesses was developed and implemented.

Source: B.Braun Melsungen AG

Practical training - a necessity for structural
change

Despite large regional differences and different de-
velopment levels, the ASEAN countries are confron-
ted with similar challenges in the education sector.
Vocational education is frequently not or only partly
integrated in the education sector and also suffers
from chronic under-financing. The private sector
is barely involved in shaping vocational educati-
on, which is why the contents taught often do not
meet the needs of businesses. Furthermore, non-uni-
versity education has a bad image in Asia, because
training for a blue-collar job is not seen as desirable
by society. However, the availability of qualified
skilled labour in the industry is indispensable for so-
lid economic development. At the same time, univer-
sity studies are strongly formalised, so graduates of-
ten lack the ability to put theoretical knowledge into

' ASEAN Community Vision 2025, paragraph 10.2, p.15
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practice. Teacher-up-front lessons also play a large
role in academic education, as before, at the expense
of the search for creative solutions.

The ASEAN countries show great interest in the Ger-
man dual training and study system without excep-
tions, resulting in an interesting starting point for
German business. Due to the factors specified and

ASEAN - A growth region on the up

local idiosyncrasies, the training models cannot be
transferred 1:1 to the ASEAN countries. » However,
an approach coordinated between German companies
and the implementation organisations can make an
important contribution to upgrading practical trai-
ning. The GIZ, KfW Development Bank, the German
chambers and German companies should establish a
local dialogue in order to sound out suitable coope-

Box 3: Successful cooperation initiatives in practically oriented training

China: Qualification in the automotive sector from

one source

In 2013, Volkswagen opened a plant in Urumgi in the
west of China and identified a great demand for qualified
skilled labour. The KfW Development Bank financed the
construction of a training centre with a promotional loan
(market funds) of 20 million Euros and practical vocatio-
nal school equipment for training programmes in auto-
motive technology, mechanics and electrical engineering
at the Xinjiang Vocational University. The training courses
have been set up according to the example of the German
dual education system and are supported by Volkswagen,
for example, through internships at VW in Shanghai and
through teacher training (co-financing by the DEG™).
The introduction of uniform training standards for vehic-
le mechatronic technicians at school is supported by the
"Sino-German Automotive Vocational Education Project
(SGAVE)", which is implemented by the GIZ.

Thailand: More quality in vocational education

The initiative "German-Thai Dual Excellence Education
(GTDEE)" meets the demand of German and Thai compa-
nies for suitable skilled labour. The two-year programme
has been implemented since 2013 under the management
of the German-Thai Chamber of Commerce and has the
aim of integrating classic dual elements in Thai vocational
education systems. The certification of the programme,

business quality controls of businesses, the trainers and
the vocational schools, as well as support in curriculum
development are important building blocks to guarantee
practical training at a high quality.

Singapore: German SMEs as mentors in dual studies

In order to counter the lack of well-trained enginee-
rs, in 2014 the programme "Poly goes UAS (University
of Applied Science)" was brought into being by the EDB
Singapore and German SMEs from the mechanical en-
gineering sector Festo, Pepperl + Fuchs, Rohde & Schwarz
and SICK. Heraeus, Ifm and Mann + Hummel followed a
year later. The companies support outstanding graduates
of the polytechnic higher education institutions of Sin-
gapore to pursue their studies at the “Duale Hochschule
Baden-Wiirttemberg". The study programme combines
a theory semester at the Hochschule with practical
semesters in the mentor companies.

The programme “Poly goes SIT (Singapore Institute of
Technology)” is carried out in an adapted form in Sin-
gapore. Alongside the companies named, Bosch, Fein-
metall, Infineon, Uhlmann and Weidmdiller are also part
of the programme. The students alternate between com-
pleting one semester at the SIT and in one of the com-
panies named.

Sources: Asia One (2015): Singapore taps German model to deepen technical
skills, 30 April 2015; German-Thai Chamber of Trade; KfW Bank Group

"® The Deutsche Entwicklungs- und Investitionsgesellschaft (DEG) is a subsidiary of the KfW.
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ration models. Starting points could be offered by
special economic zones, which are usually targeted
at specific industrial clusters. Companies could join
together to invest in vocational education facilities.
The KfW Development Bank could invest in buildings
and equipment. Technical cooperation could contri-
bute its expertise in developing the curriculum.

An example of well-coordinated initiatives can be
found in China. Here, companies from the automotive
sector have come together and founded vocational
schools with the support of the KfW and GIZ. Since
2013, there has been a two-year training programme
in Thailand under the auspices of the German-Thai
Chamber of Commerce. This programme provides
trainees with education according to German stan-
dards in parallel to a vocational school and in a
company. The Economic Development Board (EDB)
in Singapore has built up a partnership with eight
German SMEs for the further education of engineers.
Theoretical study modules at a university in Germa-
ny are combined with practical stays in the partner
companies. This dual study programme is also carried
out directly in Singapore in an adapted form (see Box
3, p.15). In Indonesia, the Swiss-German-University
in Jakarta (Bumi Serpong) supports student intern-
ships during academic education, with appropriate
language preparation, at companies in Germany.

These models take practical orientation in technical
professions into account. For German companies,
training cooperation is a good method to ensure the
loyalty of qualified employees. It should be evaluated
to what extent lessons can be drawn from these “best
practice” examples for further cooperation.

Technology partnerships for a common future

With the exception of Singapore, the success of the
economies in South East Asia has only been based on
their innovative capacity to a limited extent. Usually
fewer than half of a school year attends a university.
Expenditures on research and development (R&D) are
still too low to give the economies appropriate im-
pulses (see Table 1). As a consequence, there has been
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Table 1: Tertiary education as a proportion of a
school year and expenditures (public and private)
on R&D as a proportion of GDP, each 2013

Country Tertiary education RE&D expenditures
Brunei 25 No information
Indonesia 32* 0.08
Cambodia 16* No information
Laos 18 No information
Malaysia 37 1.13**
Myanmar 13** No information
Philippines 34 No information
Singapore > 60 2.00*
Thailand 51 0.39*
Vietnam 25 0.19*

Sources: World Bank, Die Welt (2015): Starthilfe firr die Besten, 7.9.2015
Note: * data for 2011, ** data for 2012

a reliance on adapting existing technologies to date.
Governments have recognised this problem and are
attempting to take remedial action. The more de-
veloped ASEAN countries in particular are showing
great interest in cooperating with German research
institutions and companies. Germany enjoys an
excellent reputation in Asia as an education nation
and technological pioneer. These strengths should be
used in a targeted manner to intensify relationships
with the ASEAN countries.

» Similar to the approach to the PR China, the ASEAN
countries should also be offered innovation and tech-
nology partnerships. The existing research coopera-
tion supported by the Federal Ministry of Education
and Research (BMBF) should be expanded and the
individual activities should be supported by a spe-
cialist dialogue between companies and politics
from both countries. Such cooperation could serve to
open doors to new markets for smaller companies in



particular. Corresponding initiatives from the Ger-
man side would also have the benefit of overcoming
the impression of stagnation in relationships with
ASEAN due to lack of movement in the area of trade.
Research initiatives can also inspire university
cooperation. In the area of justice, in which the
ASEAN countries have a considerable distance to
catch up in part, a closer dialogue has been able
to have a positive effect on business relationships.
There is a need to catch up in developing the legal
system in almost all ASEAN countries in order to
increase legal certainty with the help of an indepen-
dent judiciary. German business has a strong interest
in reliable and independent adjudication in ASEAN.
Sustainably combating the widespread corruption is
a central condition for further economic development
and is thus in the interests of the ASEAN countries
themselves.

» In accordance with the commitments made at
the UN Climate Conference of Paris 2015 to reduce
greenhouse gas emissions, green issues, such as
decarbonisation, renewable energies and retaining
biodiversity, will also gain further weight in the
ASEAN countries. Rapid urbanisation and the grow-
ing middle classes will drive the demand for solutions
for sustainable cities and developments in the health
sector. Particularly here and in the field “green eco-
nomy”, the ASEAN countries see great opportunities
for German companies. These issues start directly
with the challenges of emerging markets and devel-
oping countries in the region. Cooperation between
research institutions and companies can help to find
practicable answers and solve central barriers to de-
velopment. Therefore, the BMZ should check to what
extent research cooperation can be included with de-
velopment-relevant issues in its support portfolio.

ASEAN - A growth region on the up
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Trend 2: Free trade

However, if ASEAN is considered as part of the

larger Asia-Pacific zone the balance is more impres-
sive. If trade with Australia, China, India, Japan, New
Zealand and South Korea is included, ASEAN coun-
tries carry out 38.5 per cent of their trade with the ex-
panded region.’ Since the turn of the millennium, the
group of ASEAN countries has concluded free trade
agreements with these six neighbours. These are
meant to be brought under one roof at the end of 2016
- the “Regional Comprehensive Economic Partnership
(RCEP)”". In view of the growing presence of China, the
USA has appropriated the Trans-Pacific Partnership
(TPP) and brought the negotiations with the eleven
adjoining countries to a conclusion in October 2015.
Admittedly, the TPP still has to be ratified by the
member countries, but this seems to have been a
wake-up call in and outside the region. After the visit
of President Joko Widodo to US-President Obama in
October 2015, the Indonesian government announced
it would review membership of the TPP. The Philip-
pines and Thailand are also considering joining. If
the TPP comes into effect, it will cover a substantial
economic zone of nearly 40 per cent of global eco-
nomic power.

I ntra-ASEAN trade merely amounts to 24 per cent.

No time to lose

The European economy will, for the time being,
remain just a spectator of this increasingly inter-
linked cooperation network and has to fear losing
touch with the region. The fact that due to internal
EU disputes the successfully negotiated agreements
with Singapore and Vietnam are not initially coming
into effect makes the EU seem to be a ponderous and
indecisive partner, which cannot keep up with the
dynamics in Asia-Pacific. The suspension of negoti-
ations with Thailand as a result of critical political
developments has tended to result in the country tur-
ning away from the EU towards China and Japan. In
order to live up to its economic weight, the EU should
consistently continue its trade strategy and seek a

rapid conclusion to the talks with the Asian signatory
countries of the TPP.

» In this connection, the TPP should represent a
minimum standard. If the negotiating partners had
to make concessions in the rules agreed in a multi-
lateral format, the EU Commission would be able to
achieve more far-reaching results in bilateral talks.
Nevertheless, it should take the local conditions of
the partner countries into account and make conces-
sions to avoid overstraining the local economy. The
negotiations with Vietnam could serve as a reference,
in which a “fair” deal was achieved with the help of
compromises made by both sides.

» The majority of the ASEAN Expert Group holds the
view that political dialogue with Thailand should be
resumed, because this is the only chance of contribu-
ting the European point of view. The resumption of
trade talks should hinder a shift to the disadvantage
of the European economy.

» The EU Commission is correctly striving for an
inter-regional agreement with the ASEAN group
in the long term. The EU and ASEAN should enter
talks on a free trade agreement “region to region”
and formalise this as soon as there is the prospect of
a critical mass of bilateral agreements. Concluding
an agreement with Indonesia will represent a critical
turning point.

Sequential agreements: approaching modern
trade treaties

» As one possible way to gradually bring the coun-
tries to a modern trade agreement with the EU, se-
quential agreements were discussed in the ASEAN
Expert Group. The negotiating partners would agree
concrete trade liberalisations and investment pro-
tection measures step-by-step. Accordingly, the free
trade package could be successively expanded by
further modular building blocks. Thus some non-

'® Calculations based on ASEAN Statistical Yearbook 2015
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tariff barriers to trade and divergences in national
rules (behind the border) would temporarily remain
in place. Sectoral dialogue, as targeted by the EU"
could help reduce differences.

» The German side should generally send the sig-
nal that trade relationships should be strengthened
in both directions. Reciprocal export promotion ini-
tiatives should help improve access to the European
market for companies from the ASEAN zone. German
import companies could identify market opportuni-
ties together with local partners and offer training
on compliance with EU standards. Agricultural and
chemical standards above all are often felt to be pro-
tectionist market barriers to the EU market. For rea-
sons of cost efficiency conformity assessment should
be made locally, which requires the appropriate in-
frastructure and expertise. The necessary equipment
could be financed through financial cooperation and
staff trained through technical cooperation.

New cross-departmental consultation formats
The EU and ASEAN have pleasingly started consul-
tations to agree a strategic partnership. These talks
should be brought to a rapid conclusion, because
only with the help of a strategic partnership can the
entire bandwidth of economic cooperation potential
be exploited. To date, the EU expects an invita-
tion to the “East Asia Summit (EAS)” as part of the
strategic partnership, although the EAS participants
have agreed on a moratorium on expansion. The EAS
was brought into being in 2005 by 16 countries'® in
Asia-Pacific to discuss strategic developments in the
region at the level of heads of state and government.
In 2011, membership was extended to Russia and the
USA. Participation in the EAS has no priority for
German business and should not bar the way to a
strategic partnership.

» In order to meet the claims of a strategic part-

ASEAN - A growth region on the up

nership at the level of the member countries, too, the
ASEAN Expert Group advocates expanded consul-
tation formats of the German government with the
ASEAN governments. Thus consultations with im-
portant ASEAN partners could be organised with re-
presentatives of the German Foreign Office (AA), the
Federal Ministry for Economics and Energy (BMWi),
the Federal Ministry for Economic Cooperation and
Development (BMZ) and the Federal Ministry of
Education and Research (BMBF). This would have the
great advantage of putting cooperation on broader
foundations and coordinating policy even more effi-
ciently across departmental boundaries.

“In view of the lack of progress within
the scope of the WTO, we should at
least achieve solid, modern free trade
agreements, which substantially ease
trade and investments, in bilateral and
interregional negotiations. Neverthe-
less, the trade partners should not be
overstrained in their capacities so that
we also have to be prepared to make
concessions.”

Thomas Cremer, Shareholder and Member of the Advisory
Board, Peter Cremer Holding GmbH & Co. KG

"7 European Commission (2015): Joint announcement to the European Parliament and the Council, EU and ASEAN: a strategically oriented partnership, 18May 2015, p.7
'8 In addition to the ten ASEAN member countries, Australia, China, India, Japan, New Zealand and South Korea are among the founding countries of the EAS.
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Trend 3: Connectivity

ne central issue in the ASEAN zone is increa-

sing connectivity, i.e. infrastructure networ-

king with an integration effect between the
countries. This includes both building up the trans-
port, electricity, telecommunications and water in-
frastructure in the countries and also cross-border
coordination between individual national projects.
Decreasing transport costs, a reliable electricity sup-
ply, efficient digital networks and quicker access to
the region’s markets could make an important con-
tribution to upgrading the ASEAN region as an in-
vestment location.

Infrastructure gaps in South East Asia

Building up the infrastructure is a central require-
ment in the region. While the ASEAN countries have
posted constant growth rates since the Asia crisis at
the end of the 1990s, they have not invested suffi-
ciently in their infrastructure. A comparative over-
view makes the existing deficits clear (see Table 2).

While many countries have definitely invested in
building roads in the past few years, there is a need
to catch up in railway networks above all. The elec-
tricity supply and provision of clean drinking water
also have to be significantly built up. The regional
figures should not obscure the stark inequalities
between urban centres and rural areas. Due to poor
connections, the latter threaten to be cut off from the
economic upturn, resulting in high internal migra-

tion pressure. In the Asia-Pacific zone 120,000 people
move to the cities every day. In order to protect the
metropolises from collapse, they need modern mass
transport systems, adequate water and waste water
supply systems and affordable residential space. In
view of the high growth, energy demand will con-
stantly increase further. The corresponding genera-
tion capacities will have to be systematically built up
in order to ensure reliable energy provision. However,
if fossil fuels are relied on, the industrial centres will
suffocate in the emissions. Renewable energies can
help here.

Against this background, the ASEAN countries
ascribe central priority to building up infrastruc-
ture. Alongside national projects, the “Masterplan on
ASEAN Connectivity” should reduce physical bar-
riers in the region through cross-border transport,
electricity and broadband networks. ASEAN and
UNCTAD (United Nations Conference on Trade and
Development) estimate the investment required by
2025 at 110 billion US Dollars per year. According to
their calculations, every year 55 billion US Dollars
has to be invested in transport, 38 billion US Dol-
lars in electrification, 9.2 billion US Dollars in tele-
communications (ICT) and 7.8 billion US Dollars in
water and sanitation supply.’ Amounts the ASEAN
countries cannot provide alone. Alongside the finan-
cing, lack of know-how is a central obstacle to reali-
sing the projects. The planning, implementation and

Table 2: Global comparison of infrastructure provision (2008)

Roads (km) Railways (km)
Per 1,000 persons

ASEAN 86.39

Asia 12.83 0.53
OECD 211.68 5.21
Latin America 14.32 2.48
Africa No information 0.95

Telephones (number) Electrification Clean water

Procent

3.47 7771 87.82
13.87 99.80 99.63
6.11 92.70 9137
1.42 28.50 58.36

Source: ADB, UNDP, UNESCAP (2010): Paths to 2015 - MDG Priorities in Asia and the Pacific
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“In the face of the competition from East Asia, the South East Asian
market is no easy territory. Nevertheless, the German construction, consultancy and

technology industry may create their niches by prudent coordination.”
Kurt Birkenmeier, Chief Executive Officer, H.P. Gauff Ingenieure GmbH & Co. KG

maintenance of transport systems or energy facilities
are complex projects that overstrain the expertise in
the less developed countries above all.

Although the financing of economic infrastructure
can make a direct contribution to the development
of a country, this — apart from supporting renewable
energies — only plays a subordinate role in German
development aid in South East Asia. In addition, the
department responsible treats the approval of support
loans outside the main focal points of support for East
Asia-Pacific very restrictively, so that market funds
from the KfW Development Bank can only rarely
be used for infrastructure projects. This approach
contrasts with the policy of China, Japan and South
Korea. Through coordinating development policy
and foreign trade instruments, companies from these
countries are in a position to offer complete financ-
ing at such favourable conditions that even their pro-
fitability has to be doubted. The ASEAN countries
are very price-sensitive, which results in German
companies frequently being unable to assert them-
selves against the competition from North East Asia.
However, these favourable prices have a shadow side:
the quality from Chinese companies above all is
not as optimal as that from German companies, so
considerable additional costs are incurred later for
maintenance.

German business hardly has any companies that can
take over the lead of a consortium in non-European
countries. The ASEAN Expert Group recognises the
lack of competitiveness of the German construction
sector in classic infrastructure construction, such
in road building, in Asia. Nevertheless, in specific
sub-divisions there continues to be profitable po-
tential. » Coordination of German infrastructure
companies from the construction, engineering and
technology areas would therefore be desirable. Due
to their limited size they should identify common
niches in technology-led infrastructure projects, such
as in medium-sized urban infrastructure projects or
in developing sea ports and airports. Stronger coor-
dination would also make sense, because the recently

established, financially strong Asian Infrastructure
Investment Bank (AIIB) will principally tender larger
projects.

Complete solutions: Planning, financing, imple-
mentation, maintenance

The partner countries would like complete solu-
tions, from planning, through financing and up to
maintenance. In view of the lack of expertise in the
planning authorities and the enormous demand for
infrastructure measures, German companies could
select planned projects from infrastructure plans,
plan these for the countries or cities and imple-
ment them. Planning studies are very cost intensive,
but are seen to open the door for follow-up orders.
» Therefore, it is recommendable to include the
financing of planning studies in the portfolio of
foreign trade support. In order to reduce the risks for
companies, a study fund should be set up and ad-
ministered by the KfW. The start-up risks for compa-
nies would thus be reduced and companies would be
put in a position to plan and implement infrastruc-
ture projects in South East Asia.

The demand for infrastructure exceeds the financial
possibilities of the ASEAN countries. Complete finan-
cing is therefore standard at North East Asian com-
panies. In contrast, German companies usually only
offer partial financing. » In order to fill this gap,
private financing should be combined with financial
cooperation funds. To do this, infrastructure financ-
ing has to be upgraded in German development aid.
The recently adopted “Sustainable Development Goals
(SDGs)” focus on investments in economic infra-
structure. At the same time, public transport offers
the possibility of decarbonisation, which will gain in
importance due to the obligations set at the climate
summit in Paris. It is to be expected that German de-
velopment policy will be oriented on this. Risk cover
from the German government also plays an impor-
tant role in providing attractive financing solutions.
» Hermes export credit guarantees are an important
instrument to hedge the corporate risks for expen-
sive projects abroad. They are treated restrictively,
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however, so that insuring performances in frontier
markets is unreasonably expensive. Entering these
courted markets late can become a problem for Ger-
man companies, however, so that guarantees should
be given more flexibly.

But planning and financing alone cannot secure
market opportunities. The strong price sensitivity
of governments seems to oppose expensive German
quality. But precisely this short-sighted view can be
expensive for the countries, if construction measures
are negligently implemented and maintaining mobili-
ty solutions is not included in the package.» Govern-
ments should be sensitised to life-cycle costs to the
benefit of both sides. The companies themselves and
also the German government and German implemen-
tation organisations should refer more forcefully to
the downstream costs and thus highlight the bene-
fits of German solutions. A tangible benefit for the
countries is the need for maintenance specialists.
Suppliers of mobility solutions invest in training
local specialists so that they can reliably carry out
maintenance work.

Networking East Asia, Europe and Central Asia
better via ASEM

ASEAN understands itself to be a region open to the
world that would like to drive forward the regional
economic integration of East Asia.?° Physical network-
ing with North East Asian partners plays a central
role in realising efforts at integration. The Chinese
vision of a new Silk Road between Asia and Europe,
with a land and sea route, is intended to connect both
continents more closely with each other. » Even if
achieving this mega-project will take decades, its
arrangement should be closely accompanied by the
German and European side. With the announce-
ment of the “EU-China Connectivity Platform” at the
China-EU summit in June 2015, an important step
has already been taken. It is intended to strengthen

cooperation in the areas of infrastructure, technolo-
gies and standards and enable synergies between the
Silk Road and EU projects to strengthen connectivity
in Europe. Alongside a direct exchange in Beijing, the
annually alternating meetings between the foreign
ministries and heads of government, as well as other
departments, within the scope of ASEM (“Asia-Europe
Meeting”), will be used to operationally explore is-
sues relating to the economy. ASEM was conceived
by Singapore, France and Germany as an inter-regional
discussion forum, as a European-Asian answer to
APEC, which took place for the first time in 1996
and now numbers 53 members. Alongside the EU and
ASEAN member countries, China, Russia, Ukraine
and the Central Asian countries, as well as the EU
Commission and the ASEAN Secretariat, take part in
ASEM.

» The anniversary summit of the “Asia-Europe Meet-
ing” in Ulaanbaatar on 16 July 2016 should be a
good start for stronger German commitment to the
connectivity dialogue. It would also be in the in-
terests of German business to fill the “Asia-Europe
Business Forum”, which is traditionally held before
the ASEM summit meetings, with life in order to be
able to identify and realise market opportunities.

19 ASEAN (2015): ASEAN Investment Report 2015, p.67
2% ASEAN (2015): ASEAN Community Vision 2025, paragraph 10.5, p.16
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