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ASEAN Snapshot




ASEAN Diversity

Year of entry FPopulation GDP GDFP per capita’ Real growth of GDP, 2003-13

into ASEAN Million F billion % of US leve -
Brunei 10e4 0.4 17 T8 11
Cambodia phriee] 15.1 155 2 [
Indonesia 1867 2489 BGB.3 T 5.8
Laos 18e7 6.8 10.8 3 78
Malaysia 1867 297 3124 20 5
hyanmar 1887 B32.8 58 2 8.6
Philippines 18&7 228.4 272 il 5.4
Singapore 1867 54 2057 103 8.3
Thailand 1867 g7 387.2 11 3.8
Vietnam 1885 81.7 171.2 4 B4

1 2013, in current prices.
SOURCE: IHS; Mcokinsey Global Institute analysis




ASEAN Economic Performance

Exhabat Ea

ASEAN has expenenced rapid growth and relative stability since 2000
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ASEAN Income Growth

Exhibit 2

Incomes in ASEAN countries are rising at unprecedented rates
Years to double per capita GDP?

Coumntry
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Middle Income Trap




What i1s Middle Income?

» Based on estimates of gross national income (GNI)
per capita using the World Bank Atlas Method

« Latest classifications as of 1 July 2015 (2014 data):
— Low income: < $1,045
- Cambodia
— Lower middle income: > $1,045 but < $4,125
- Myanmar, Lao PDR, Vietnam, Philippines, Indonesia
— Upper middle income: > $4,125 but < $12,735
-> Thailand, Malaysia
— High income: > $12,735
-> Brunel Darussalam, Singapore



Distribution of Countries (GNi/capita, 2010)
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What is a Middle Income Trap?

* Income convergence vs. absolute income level

— Relative catch-up with high income countries?
— Unconditional convergence?
— Determination of income thresholds?

 Income vs. non-income proxies for development

— Metrics for income measurement?
— Definition of development?
— Correlation between income and non-income indicators?
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Relative Convergence

Table 1: Number of Years for Convergence to Bich Countries GDP per capita, as a function of
MIC Growth rate and Imtal per capata GDP Eatio (HIC threshold/'country”s level)

(gn = 1.5%)
f¥]

B M5 3% | 4% 5% &% T4 2% 0% 10%
25 1640 775 151 104 80 65 54 47 42
20 1526 256 140 o7 74 60 51 4 30

1380 731 127 87 57 4 46 40 35
_:-;-I 1173 196 | 108 74 57 46 30 4 30
3 220 137 75 52 ETTRR 27 4 21
4 706 118 65 45 34 28 23 0 18
3 560 04 51 35 .t S 19 16 14
2 3153 50 32 22 17 14 12 10
15 207 |_15 19 13 10 g 7 5

Source: Awthors” caloulations based on Equation (1)

Motes: Assuming 1.8 percent gprowth in real GDP per capita in the rich country reference. K is the ratio of rich
coumiry GDP per capita to MIC GDP per capita. The g,, 1= the rate of growth of GDP per capita in the MIC.
Dividing line is fo show mininmm growth rates to cooverge to fubore nch country reference level m under 50 years.

Source: Fernando Gabriel Im and David Rosenblatt, Middle-Income Traps: A Conceptual and Empirical Survey, Policy Research Paper Working Paper 6594 (Washington, D.C.: World Bank, September 2013).
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Absolute Convergence (1)

Table 3: Years towards reaching absolute hirh-income status, as a function of mitial GDP per
capita and MIC growth rate (per capita)

B
R 1% 2% 3% % 5% 6% T% E% 9%
25 323 163 10 B2 6b 55 4B 42 37
20 301 151 101 76 61 51 44 39 35
15 272 137 52 (oL 56 1. 40 35 31
10 231 116 TB 50 IT A0 3 30 27
5 162 81 54 _? 33 28 24 Z1 19
4 139 70 a47F 35 2B 24 20 18 16
3 110 55 37 ZB 23 19 16 14 13
2 70 35 23 1B 14 12 10 9 B
15 41 20 14 10 B 7 [ 5 5

Source: Awthors” caloulations. Bold italics are added to note that Upper MICs have a ratio B that
is about 3 or less — if nsing World Bank definitions for these threcholds.
Mote: The dividing line shows mininmim srowth rates fo reach ooment HIC threshold m under 50 years.

Source: Fernando Gabriel Im and David Rosenblatt, Middle-Income Traps: A Conceptual and Empirical Survey, Policy Research Paper Working Paper 6594 (Washington, D.C.: World Bank, September 2013).
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Absolute Convergence (2)

Figures 3alic): HI{ = in a generation with sustained moderate growih™
ia] wWith per capita Growth of 2.5 percemnt
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Source: Fernando Gabriel Im and David Rosenblatt, Middle-Income Traps: A Conceptual and Empirical Survey, Policy Research Paper Working Paper 6594 (Washington, D.C.: World Bank, September 2013).
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East Asian Tigers MIC to HIC Transition

Table 9: Time required to cross the lower and upper threshold of upper-middle countries

Tear for Tenr for
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Source: Fernando Gabriel Im and David Rosenblatt, Middle-Income Traps: A Conceptual and Empirical Survey, Policy Research Paper Working Paper 6594 (Washington, D.C.: World Bank, September 2013).
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Economic Growth for
Middle-Income ASEAN Nations (1)

——|ndonesia ==—=Thailand =——Vietnam ———Malaysia =—Philippines
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Economic Growth for
Middle-Income ASEAN Nations (2)

Malaysia Thailand Indonesia
14 14 14
10 10 10
6 6 6
2 2 2
2 -2 2
6 -6 6
-10 -10 -10
-14 -14 -14
1966 1978 1990 2002 2014 1966 1978 1990 2002 2014 1966 1978 1990 2002 2014
Vietnam Philippines
14 14
10 10
6 v/\,vr\\rlr\\/\, 6
2 2
2 2
6 6
-10 -10

Sources: World Bank National Accounts Data and

-14 -14 OECD National Accounts Data Files. 16
1966 1978 1990 2002 2014 1966 1978 1990 2002 2014



Growth Rates of GDP (%)

Average Annual Growth Rate (%)

Country
'66 - '75 '76 - '85 '86 - '95 '96 - '05 '06 - '14*

Singapore 11.2 7.8 8.7 5.3 5.7
Hong Kong SAR, China 6.0 8.7 6.6 3.5 3.6
Korea, Rep. 10.6 8.7 9.2 5.1 3.7
Taiwan 10.1 9.2 8.4 5.0 3.8
Malaysia 6.6 6.9 8.2 4.9 4.9
Thailand 7.5 6.7 9.3 3.2 3.4
Indonesia 7.1 6.8 7.5 2.9 5.7
Philippines 5.2 2.5 3.5 4.1 5.4
Vietham n.a. n.a. 6.5 6.9 6.1
Notes:

*Average growth rate in 9 years.

Source: World Development Indicators (World Bank National Accounts Data, and OECD National Accounts Data Files); National

Statistics, Republic of China (Taiwan).
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Gross National Income (GNI) per Capita

Atlas Method (current US$) PPP(current international $)
e |ndonesia e Thailand Vietnam s [ndONESia === Thailand Vietnam
e Malaysia Philippines e Malaysia Philippines
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Sources: World Bank National Accounts Data and OECD National Accounts Data Files. 18



Gross National Income (GNI) per Capita

Atlas Method (current USS)

14000
]- High income (GNI per capita > $ 12,735)
12000
10000
| Upper-middle-income
8000 ($ 4,125 < GNI per capita < $ 12,735)
6000
4000 -
| Lower-middle-income
2000 ($ 1,025 < GNI per capita < $ 4,125)
; —_— ]- Low income (GNI per capita < $ 1,025)
1966 1974 1982 1990 1998 2006 2014
emmmw |ndonesia e Thailand Vietnam e Malaysia Philippines
Source:

World Development Indicators (World Bank National Accounts Data and OECD National Accounts Data Files);
As of 1 July 2015, classification of the world's economies based on estimates of GNI per capita.
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Non-Income Development
Indicators: Upper MICs

|Epperm Tower MIC  US in 1020 | US m 1964 US im 2010
(2005 (2005

Access o electmicity (%o of population) 073 67.7
Life expectancy af birth total (years) 724 652 54.1 674 182
Mortality rate infant 193 0.7 858 26 6.5
(per 1,0 live births)
School enrollment, secondary 244 0.0 G4 .59 4.4 06.0
(% gross)
School enrollment. secondary (%o net) 159 52 4% 805
Physicians (per 1,000 people) 1.7 0.8 1.37 1.48 24
Improved water source o019 865
(% of population with access)
Literacy Faie (percent) B35 e a4 o7 gee=

Sources: World Development Indicators and Buresm of the Census (1975)
Motes: *Data for 2008 instead of 2009

*+5Slightly different definition: primary and secondary, % of population 5 to 20 years of age
*4 21050 mstead of 1960,

Source: Fernando Gabriel Im and David Rosenblatt, Middle-Income Traps: A Conceptual and Empirical Survey, Policy Research Paper Working Paper 6594 (Washington, D.C.: World Bank, September 2013).
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Non-Income Development Indicators: ASEAN MICs
Year of 2014 US US
Indicators in in
Malaysia |Thailand |Indonesia |Vietnam |Philippines 196074 2014
Life expectancy at birth,
total (years) 74.7 74.4 68.9 75.6 68.3 67.4 | 78.9
Mortality rate, infant
(per 1,000 live births) 6.2 10.9 23.6 17.8 22.8 26.0 | 5.7
School enrollment,
secondary (% gross)a 71.1 86.2 82.5 n.a. 88.4 84.4b | 95.9
Physicians (per 1,000
people)c 1.2 0.4 0.1 1.1 1.2d 15 | 2.4
Literacy rate, adult total
(% of people ages 15
and above)e 94.6 96.7 93.9 94.5 96.3 97.8f | n.a.

Sources: World Development Indicators, Bureau of the Census (1975), and UIS.STAT (UNESCO Institute for Statistics)

Notes:
@2013

bSlightly different definition: primary and secondary, % of population 5 to 20 years of age

€2010
42004
€2015
1959 instead of 1960
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Policy Implications




Are ASEAN MICs
Caught in a Middle Income Trap?

No evidence ASEAN MICs on a pre-determined lower
development path or caught in a middle income trap

Nonetheless, regardless of the metric used, economic
performance Is not fulfilling expectations

Economic growth slower than potential, more volatile and
vulnerable than in the past, not sustainable in the future

Appears to be the result of poor policy design & execution
Disturbing political and social consequences

Key concerns are: significant underinvestment in hard
Infrastructure; weak government and governance; neglected
human resource development o



ASEAN Infrastructure Stock

Exhibit 34
Most ASEAN countries have infrastructure stock Water
that is below the global average Telecom
Infrastructure stock’ H Power
% of GDP, 2012 B Transport

T2 71

17 13

51 51

----- —1“- - — P -----“?_------ ———— ——— .‘ 'E' _q_g 13

Singapaore Malaysia Thailand ietnam Philippines Indonesia® Global
benchmark®

1 Estimated based on historical expenditure and using the perpetual inveniony method.

2 Transport infrastructure stock for Indonesia is understated, as expenditure for rail, ports, and airports is not available.

3 Based on a study of Canada, China, Germany, India, taly, Poland, South Africa, Spain, United Kingdom, and United
States.

SDURCE: International Transport Forum; Global Water Intelligencs; IHS; Perpetual imventory method, QECD, 1908;
Mckinsey Global Imstitute analysis 25



ASEAN Infrastructure Needs

Exhibit 36
ASEAN needs an estimated $7 trillion in infrastructure, housing, and

real estate investment to support growth
Required infrastructure and real estate investment, 201430
5 tnlhion

0.5 T.0
0.7
07 —
Residential
a1
07 — real estate
O
(k=] ——— 05 Comimercial
- : real estate
57 __ 0.5 Telecom
— . R
[
- Transpaort
Indonesia  Philippines  Thailamd Malaysia Singapore Vietnam Crhers? Total
imvestrment

1 Im 2013 real dollar terms.
2 |Imcdudes Brunei, Cambodia, Lacs, and Myanmar.
MOTE: Numbers may not sum due to rounding.

SOURCE: Pike Research: IHS: MoKinsey Global Institute analysis
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Logistics Performance Index

Logistics Performance Index 2010, Country Rankings

International Logistics Tracking and

Countries LPI Customs Infrastructure SHIPIﬁEI'ItS CGI‘I‘IFEIEHBE Traclng Timeliness
Cambodia 129 g5 114 146 118 111 132
lndonesia 751 72 60 80 92 80 69
Lac PDR 118 113 132 97 137 113 89
Malaysia og | 96 28 13 31 41 a7
Myanmar 133 146 134 131 148 129 82
oo 44 54 64 20 A7 44 42
2 4 1 6 6 14
a5 30 36 30 a9 a7 48
= 53 66 58 51 55 76
Hong Kong, China 13 8 13 B 14 17 26
aipel,China 20 25 02 10 22 12 20
Korea, Rep. of 23 o8 23 15 29 23 28
PRC o7 32 o7 27 29 a0 26
India A7 52 A7 46 40 52 56

Source: <http:/ /go.worldbank.org/B8X6PUSGV -,
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Ease of Doing Business

Ease of Doing Business 2012
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Source: World Bank and The Heritage Foundation.
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Level of Governance Indicators 2014
and Change from 2000 (in blue)
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Malaysia Philippines Indonesia Thai Vietnam

-100

-200
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Source: Presentation by Prof. David Dapice, HKS Conference “Understanding Indonesia” (21 November 2015)



ASEAN Labor Costs

Exhibit Eg

ASEAN’s labor costs are lower than China’s, but this competitive advantage
is undermined by low productivity

2012
Average daily wage cost Annual manufacturing I'-I
for a factory worker labor productivity '.I
5 per day F thouwsand per worker \
i
III
Vietnam | 67 10 3.8 7
Indonesia 8.6 ) 14.2 8
Philippines 125 g 18.5 8
Thailand 183 id 21.2 B
blalaysia 26.7 i ] 332 il
oo Hllve O M O
Singapore 874 & 1288 7 |
II

Compound anmual
growth rate, 2007-12 (%)

Average daily output!

rage
-T3%

2.4 — -3

6.8 -1

5.5 5

54 -2

52 -1
- ©

ga 2

MIOTE: Bruns=i, Cambodia, Laos, amd Myanmar not induded due to lack of available data. Analysis assumes Monday-Friday
work and 4 weeks off work per year for all countries (combination of leave allowances and public holidays).
SOURCE: IHS; Statistics Indonesia; Bank of Thailand; Department of Statistics Malaysia; SingStat, Philippines Siatistics
Authority; General Statistics Cffice Vietnant Mational Bureaw of Statistics of China; Ministry of Human
Resources Malaysia; McKinsey Global Institute analysis
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ASEAN Labor Productivity

Exhibit 5
Most ASEAN countries will need to make
sharp improvements in labor productivity
to maintain historical growth rates

oy
]

Annual labor productivity compound annual growth rate

Historical productivity growth
(2000-13)
Required productivity growth
(2013-30) to maintain
historical growth rate

T8 7o

59 °2

: 5.8

55
54 5.2
47
4.2 43
3.8 1
35
25
22 20 232
0.1
0.2
Myanmar Cambodia] Indonesia Laos ‘fietnam  Philippines Malaysia  Thailand Brunsi  Singapore
Required increase in productivity (34)
0.6 10.4 25T 287 46.5 5a.7 99.7 1110 1592 1702

1 Assuming that working-age population evolves according to estimates provided by the United Nations, with constant
labor participation and employment rates.
MOTE: Mumbers may not sum due to rounding.

SOURCE: IHS; United Mations; World Bank: McKinsey Global Institute analysis
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Total Factor Productivity Growth (average annual %0o)

MALAYSIA THAILAND INDONESIA VIETNAM PHILIPPINES

4

29 3
24
2.1
15 15 15
1.4
1-3 1.2
1
08
05 06
I 03 I 0.3 02
[ [] L] -
I I -0.4 I
-0.8
'0-9 _1

19 , -19
m'09-'06 m'07-'12 w2012 m2013 m2014

Source: Conference Board, Total Economy Database, Summary Tables May 2015,

32

(accessed April 11, 2016).


https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite

Total Factor Productivity Growth (%0)

HONG KONG SINGAPORE SOUTH KOREA TAIWAN
3 3 3
22
2
17 17
15
1.1 12
05 0.6
l 0.1
- [ |
I 02 I
-0.4

-1.6

-3.2

'99-'06 ='07-'12 m2012 m2013 m=2014

Notes: Total Factor Productivity Growth (TFP) measures the growth of GDP over the combined contributions of total hours, workforce
skills, machinery and structures and IT capital. Growth rates are calculated as log differences Growth rates for 1999-2006 and
2007-2012 are the averages of yearly growth rates. Regional aggregates are weighted using shares in nominal PPP converted GDP.
Source: Conference Board, Total Economy Database, Summary Tables May 2015, 33
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https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
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https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite
https://www.conference-board.org/retrievefile.cfm?filename=The-Conference-Board-2015-Productivity-Brief-Summary-Tables-1999-2015.pdf&type=subsite

Gross Enrollment Ratio (GER), Secondary

Average GER (%)

Country
'71-'80 | '81-'90 | 91-'00 | '01-"10 | '11-'13
Singapore n.a. 95.102 100.20 101.53 107.23
Hong Kong SAR, China 46.82 71.48 77.84 81.34 98.49
Korea, Rep. 57.05 89.11 98.53 94.98 97.43
Taiwan n.a. n.a. n.a. 99.51b 99.74
Malaysia 42.26 53.63 59.01 67.65 69.02¢
Thailand 23.87 29.23 49.06 72.17 86.75
Indonesia 22.24 40.57 50.06 66.40 82.25
Philippines 56.05 66.36 74.91 81.66 85.27
Vietnam 39.21d 34.43¢ 57.22f n.a. n.a.
Notes:

21990; #2008 — 2010; 2011 — 2012; 91976 — 1980; ¢1990; f1998.

Sources:

Ministry of Education, Singapore as quoted in data.gov.sg.

National Statistics, Republic of China (Taiwan).

, (retrieved April18th 2016);
World Development Indicators (United Nations Educational, Scientific, and Cultural Organization (UNESCO) Institute for Statistics);
. (retrieved April18th 2016).
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https://data.gov.sg/dataset/combined-and-gross-enrolment-ratio-for-primary-secondary-tertiary-education?view_id=6980f4ab-c66b-4ab0-ae2a-07e118df0230&resource_id=9dcdd20c-e24c-46a4-9044-cc2b2745a7fc
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https://data.gov.sg/dataset/combined-and-gross-enrolment-ratio-for-primary-secondary-tertiary-education?view_id=6980f4ab-c66b-4ab0-ae2a-07e118df0230&resource_id=9dcdd20c-e24c-46a4-9044-cc2b2745a7fc
http://eng.stat.gov.tw/public/Attachment/4930175756IGBKG0IN.xls

Gross Enrollment Ratio (GER), Tertiary

Average GER (%)

Country
'71-'80 | '81-'90 | '91-'00 '01-'10 '11-"13
Singapore n.a. 23.50 37.80 54.63 78.67
Hong Kong SAR, China 8.54 17.20 28.93 44.29 62.80
Korea, Rep. 8.74 29.70 55.44 91.55 98.32
Taiwan n.a. n.a. n.a. 83.042 83.89
Malaysia 3.96° 5.78 15.43 30.63 36.59¢
Thailand 4.70 17.32 23.48 44.49 51.74
Indonesia 2.67 6.14 11.89 18.67 29.36P
Philippines 18.92 25.77 27.79 28.82 32.09
Vietnam 2.19d 2.29 5.03 15.35 24.54
Notes:

22008 — 2010; #1979 — 1980; <2011 — 2012; 91976 — 1980.

Sources:

Ministry of Education, Singapore as quoted in Data.gov.sg.

World Development Indicators (United Nations Educational, Scientific, and Cultural Organization (UNESCO) Institute for Statistics);

National Statistics, Republic of China (Taiwan).

, (retrieved April18th 2016);

. (retrieved April18th 2016).
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https://data.gov.sg/dataset/combined-and-gross-enrolment-ratio-for-primary-secondary-tertiary-education?view_id=6980f4ab-c66b-4ab0-ae2a-07e118df0230&resource_id=9dcdd20c-e24c-46a4-9044-cc2b2745a7fc
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https://data.gov.sg/dataset/combined-and-gross-enrolment-ratio-for-primary-secondary-tertiary-education?view_id=6980f4ab-c66b-4ab0-ae2a-07e118df0230&resource_id=9dcdd20c-e24c-46a4-9044-cc2b2745a7fc
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Case Study: Indonesia

GOI’s primary development objective 1s to join the
ranks of upper middle-income countries by 2025

To achieve this, over the next decade Indonesia must
double shared prosperity — it must generate an annual
real GDP per capita growth rate of 8.5%

At the present maximum rate of 4.5%, not only will
Indonesia fall well short of its objective, but it will
continue to experience jobless growth, declining
competitiveness, and rising inequality

Other clear indicators of current trends are the
long-term decline in TFP, more recent fall in
manufacturing value added per employee, and steadily
rising measures of inequality such as the Gini %
coefficient
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Total Factor Productivity in Indonesia

TFP (% Growth Rate)
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Source: Pierre Van Der Eng, 2009 "Total Factor Productivity and Economic

Growth in Indonesia” - BPS and National Accounts 38



Indonesia Labor Force Quality

 Share of workers with middle school graduation
or less fell from 78% in 2000 to 65% in 2014

» PISA scores are very low In math, science,
reading (75% to 80% of average)

e Share of those with “regular employment” rose
from 33% in 2000 to 37% In 2014 — most are
casual, temporary or family/unpaid workers

Source: Presentation by Prof. David Dapice, HKS Conference “Understanding Indonesia” (21 November 2015) 39



Manufacturing Value-Added per Employee (USD)
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Share of Manufacturing in Exports and GDP
(1978-2014)
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Source: Presentation by Prof. Dwight Perkins, HKS Conference “Understanding Indonesia” (21 November 2015)



Share of Manufactures (%)
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Average Share of Manufactures

'66-'75 '76 - '85 '86 - '95 '96 - '05 '06-'14
Country
% Exports | % GDP | % Exports | % GDP |% Exports| % GDP | % Exports |% GDP| % Exports| % GDP

Singapore 32.8 22.2 47.0 24.0 73.3 25.7 84.4| 25.7 72.7 21.4
Hong Kong SAR,
China 95.7 n.a. 96.0 n.a. 94.5 n.a. 94.0 3.6 78.2%* 1.8
Korea Rep. 76.9 17.6 89.3 23.4 92.9 25.9 91.6| 26.6 87.6 29.7
Taiwan n.a. n.a. n.a. n.a. n.a. n.a. n.a.| n.a. 08.8**| 28.4***
Malaysia 8.7 14.4 20.6 20.2 56.5 24.0 77.9| 29.3 64.7 24.2
Thailand 7.8 16.9 25.7 21.3 61.8 26.3 74.5| 28.3 74.8 29.5
Indonesia 1.5 9.7 4.6 12.5 38.5 20.7 51.1} 27.3 39.1* 24.0
Philippines 8.3 25.0 21.3 25.2 40.9 24.4 89.7| 23.8 77.4 21.6
Vietnam n.a. n.a. n.a. n.a. n.a. 16.4 47.4| 17.7 61.9* 18.2

Notes:

*2006 — 2013; **2008-2014; ***2007-20014

Source: 43

World Development Indicators (World Bank National Accounts Data, and OECD National Accounts Data Files).
Department of Statistics, Ministry of Finance Taiwan and DGBAS Executive Yuan.




Measures and Trends of Inequality in Indonesia

Share of Income by Percentile of Income
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Source: World Bank



Indonesia — Selected Indicators

1995 2000 2005 2007 2008 2009 2010 2011
Population
Total, million 194.8 206.3 220.9 224.2 227.6 234.4 237.6 241.0
Age distribution (per cent)
0-14 33.1 30.2 28.5 27.7 27.4 27.0 26.7 26.4
15-64 62.7 65.0 66.3 66.9 67.2 67.4 67.7 67.9
65+ 4.2 4.7 5.2 54 5.5 5.6 5.6 5.7
+) (1) _ 9.1 16 0 16 6 15 > 13 2 120 &
lGini coefficient 0.36 - 0.36 0.36 0.35 0.37 0.38 0.41
et enrolment ratio (secondary education, per cen - 46.7 56.0 65.7 64.5 65.1 67.3
Employment and inflation
Employment (million) 80.1 89.8 93.4 99.9 102.6 104.9 108.2 109.7
Informal employment (per cent of employment) - - 69.5 69.5 69.6 69.3 66.9 62.2
Unemployment rate (per cent) - 6.1 11.2 9.1 8.4 7.9 7.1 6.6
CPl inflation (per cent, end-of-year) 9.0 9.3 17.1 6.6 10.2 2.8 7.0 3.8
Supply and demand
GDRP (current trillion rupiah) 454.5 1,389.8 2,774.3 3,950.9 4,948.7 5,606.2 6,436.3 7,427.1
GDP (current USD billion) 202.4 166.1 285.6 432.2 512.7 543.3 708.8 846.1
GDP grow th (real, per cent) 8.2 4.9 5.7 6.3 6.0 4.6 6.2 6.5
GDP per capita grow th rate (real, per cent) 6.1 4.5 4.4 53 4.9 3.6 2.3 5.4
Demand (growth, per cent)
Private consumption 12.6 1.6 4.0 5.0 53 4.9 4.7 4.7
Public consumption 1.3 6.5 6.6 3.9 10.4 15.7 0.3 3.2
Gross fixed investment 14.0 16.7 10.9 9.3 11.9 3.3 8.5 8.8
Exports 7.7 26.5 16.6 8.5 9.5 (9.7) 15.3 13.6
Imports 20.9 25.9 17.8 9.1 10.0 (15.0) 17.3 13.3
Supply (per cent of nominal GDP)
Agriculture - 15.6 13.1 13.7 14.5 15.3 15.3 14.7
Mining - 12.1 11.1 11.2 10.9 10.6 11.2 11.9
Manufacturing - 27.7 27.4 27.0 27.8 26.4 24.8 24.3
Services® - 44.6 48.3 48.1 46.8 47.8 48.7 49.1
Public finances (state government, per cent of GDP)
Revenue 15.7 14.8 17.9 17.9 19.8 15.1 15.5 16.3
Expenditure 14.4 15.9 18.4 19.2 19.9 16.7 16.2 17.4
Nominal balance 1.3 (1.2) (0.5) (1.3) (0.1) (1.6) (0.7) (1.1)
Gross debt - 88.8 47.3 35.2 33.1 28.4 26.1 24.3
External sector (per cent of GDP)
Trade balance 3.2 15.1 6.1 7.6 4.5 5.7 4.3 4.1
Current account balance (3.2) 4.9 0.1 2.4 - 1.9 0.7 0.2
In USD billion (6.4) 8.0 0.3 10.5 0.1 10.6 51 1.7
International reserves (gross, USD billion) - - 34.7 56.9 51.6 66.1 96.2 110.1
Outstanding external debt (end-of-year) - 85.3 45.8 31.6 30.2 31.8 28.6 26.5

Source: Statistics Indonesia, Government financial statement (audited), World Bank and OECD

Notes:

(1) Per cent of people below the national poverty line, where the latter is the value of per capita expenditure per

month needed for a person to stay in decent living conditions.
(2) Includes electricity, gas, water and construction.



The Narrative (continued)

 Binding constraint to accelerating sustainable,
Inclusive growth is that Indonesia exploits neither
the domestic benefits of being a large country nor Iits
International dynamic comparative advantage

» Indonesia Is beset by local economic fragmentation
and global economic marginalization

— The sum is worth less than the parts — Indonesia does not
have an integrated domestic economy; instead, It Is a
collection of disconnected local and regional markets

— Indonesia has also undergone significant disengagement
from global production and distribution value chains;
Instead its growth Is dependent on commodities and old
Industries instead of high value-added products .



The Narrative (continued)

Extending and Integrating the domestic market, and
linking It better to global value chains, will reduce
economic distance, diminish trade & exchange barriers

The key to addressing both domestic and international
market problems is the same, namely better hard
Infrastructure (ports, power, roads), soft infrastructure
(government and governance), and wet infrastructure
(human resources)

This will reduce the costs of logistics and transactions,
and promote productive employment and livelihoods

Effective Iimplementation of new development policies
requires adroit management of the horizontal politics
(executive-legislative relations) and vertical politics
(intergovernmental relations) of getting things done
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