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Changes and risks
in Southeast Asia
For the last decade or more, Asia’s emerging
economies helped to power global growth. This has
happened in an environment of low interest rates
and fiscal stimulus programmes in the big western
economies. But as the outlook changes, with rates
starting to rise, the region is experiencing the arrival
of unfamiliar change. And US-China trade tensions
have become a key factor in that change.
Although Southeast Asia’s long-term economic
outlook is quite positive, increasing uncertainty
raises some concerns for manufacturers, traders,
suppliers and importers. In the short to medium
term, worries about the established network of trade
relationships with the region are rising. The outlook
for the region is not terrible – the situation is more
subtle.

The three drivers
US-China trade war

Low rates, low risk

Trade tensions between the US and China have raised fears
of a new protectionist era: by imposing tariffs on each
other’ s imports, the two giants not only risk harming their
own growth prospects, but are also upsetting the
established balance of global trade.

Over the last decade, the world has become used to low
i n t e r e s t r a t e s a n d t h e b e n e fi t s o f g o v e r n m e n t s ’
asset-purchase programmes. Economies saw low inflation
and markets had low volatility. But as central banks have
started to raise rates, volatility has appeared again,
changing investor’s view of different asset classes and
introducing uncertainty.

Although the possibility of a trade war may be lessening,
implications for global trade and the world economy
remain. The key factor is how long these tensions may last:
a fast resolution would minimise the damage, but this is
seen as being unlikely. The longer tensions last, the greater
the impact.
Southeast Asia’s countries are affected because China and
the US are their main export destinations. To some degree,
ongoing trade tensions negatively affect every country in
the region – with implications for companies with trade
relationships there.
In some respects, a trade war may prove beneficial –
something to be considered in the case of Vietnam.
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Investors’ overreactions
During sustained bull markets, investors were happy with
Emerging Markets economies’ risk-return profiles, but as
the global economy becomes more uncertain and volatile,
investors are more likely to overreact negatively in
response to these unfamiliar factors.
This has driven investment outflows from Emerging
Markets countries, further increasing volatility and raising
investors’ risk aversion, pushing them to disinvest further
or to halt committing new investments – with an impact on
these countries’ exports.
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Managing risks
While Southeast Asia is not facing catastrophic
economic collapse, these forces are negatively
affecting export growth – meaning negative
effects for trade.
For companies with trading relationships in the
region, risks to credit arrangements are real and
ongoing. In the long term, the region’s countries
have positive prospects for economic growth –
and for exports. But in the short to medium term,
risks are complicating the picture.
Where there are risks, companies benefit from
managing them. Taking risk out of the system
brings financial benefits, reducing uncertainty and
making the difference between an average year
and a good year.

Trade Credit Insurance
Businesses use this form of protection to protect both
international and domestic trade from issues like
political risks and customer insolvency. It protects cash
flow so they still get paid even if a customer defaults.
Atradius Trade Credit Insurance insures businesses
against their buyers, rather than insuring individual
transactions – every invoice with that customer is
covered for the year.
In addition to protecting against adverse events,
businesses can use credit insurance to develop their
trade. The security of credit insurance helps them
negotiate finance with banks, explore new markets and
attract customers with favourable credit terms.

Political risk insurance
Political risk insurance is part of trade credit insurance,
protecting businesses from the risk that invoices go
unpaid if political events impact suppliers’ ability to
deliver goods and services, or a customer’s ability to pay
for them. Such events might include changes in policies
resulting in sanctions, tariffs or confiscation.
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Southeast Asia
Countries Overview
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The five largest developing economies in Southeast Asia comprise a bloc of the most promising investment destinations in
Southeast Asia. China and India are known as the giant economies powering global growth; Singapore and Hong Kong are
advanced city-states that punch above their economic weight.
This leaves Indonesia, Thailand, Malaysia, the Philippines, and Vietnam. These countries represent approximately $2.3 trillion in
GDP, with a combined population of over half a billion people – many of whom are close to entering a more prosperous
middle-class lifestyle.
All five countries have come a long way since the Asian Financial Crisis of 1998: their fundamentals are stronger following two
decades of sound macro policies so they are more resilient to external shocks.
But these countries are still encountering headwinds generated by the global geopolitical factors discussed previously. Probably
the most significant symptom is the effect on their export growth.

Export growth
There are two reasons to focus on export growth
when assessing trade risks.

It’ s a good indicator of economic health. Many
developing countries’ growth is driven by exports – of
materials, services or capital. Healthy export growth
implies a growing economy. When investment is
growing, productivity increases, which generally boosts
exports.
For trade, exports are clearly where it all happens. The
developing Southeast Asian countries are a focus for
companies looking for raw materials, manufactured
goods, and other things to purchase. Establishing
trading links means relationships, agreements,
payment avenues – and credit. And taking on credit
means taking on risk.
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Indonesia
In Indonesia, the region’s largest economy, GDP growth is flat in the next two
years but export growth is slowing substantially, from 9.0% (2017) to 5.5%
(2018) and projected 5.3% in 2019. China is its most important export
destination, whose slackening economy and shift to consuming local goods and
services instead of importing them are driving imports down.
But exports make up just 22% of Indonesia’s economy, and only 2-3% of its GDP
is dependent on exports to the US – so strong domestic demand will
compensate for slowing exports.
Indonesia gains further strength from improved stability based on recent years’
economic reforms and reduced regulation, including increased foreign inward
investment due to growing confidence in the country’s political stability.
One risk factor is that a relatively large proportion of its government debt – 40%
– is owned by foreigners, making the country vulnerable to investors’ declining
appetite for Emerging Markets risk.

Insurance view point
Based on China exports alone, the
country’s relatively strong economy
faces falling exports growth which
will impact your trading partners.
If you have export credit facilities
denominated in rupiah, you will need
to manage the risk of rising
borrowing costs next year; the risk of
counterparty insolvency is also
greater.

Risk aversion is also driving the rupiah down. In 2018 several Emerging Markets
currencies were impacted when financial markets’ increasing risk aversion
drove capital outflows from affected countries. This process was compounded
by Indonesia’ s current account deficit on top of a government budget deficit –
the value of its imports is greater than the value of its exports, and its
government is spending more than it earns.
Another vulnerability for the rupiah is that about 40% of Indonesia’s government
bonds are held by foreigners, exposing the rupiah to the risk of rising interest
rates in these countries and to emerging-markets risk aversion.
The rupiah continues to struggle – perhaps because, to help fund its external
deficit, Indonesia relies on portfolio investments which are vulnerable to market
volatility. It is likely to fall further next year.

Malaysia
Malaysia has a relatively open economy which means it’s vulnerable to weaker
demand from China and therefore more exposed if US tariffs depress China
exports.
Exports comprise a high proportion of GDP at 73%, and like Thailand, 6-7% of
Malaysia’s GDP relies on exports to the US. Export growth slowed steeply from
9.4% (2017) to 2.8% (2018), with a slight projected recovery to 3.8% next year.
Household spending is holding up although rising interest rates for domestic
borrowing will lower household purchasing power. The country has halted
major infrastructure projects which has a dampening effect on investment.
Compared to most regional peers, a relatively large 23% of Malaysia’ s
government debt is owned by foreigners, making the country susceptible to
investors’ emerging-markets risk aversion.
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Insurance view point
GDP depends on exports and export
growth is dropping; household
spending is helping growth but
foreign investors are more cautious.
Your trading partners face
challenges.
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The Philippines
Insurance view point
Exports growth is slowing but is
still the highest here; slow GDP
growth from rising rates and
political risk are your trading
partners’ main concerns.

Exports growth is losing momentum, dropping from 19.5% in 2017 to 8.1% in 2018
(the highest of our five), with further to go to 6.4% in 2019. Growth of imported goods
and services remains high, offsetting the amount export growth contributing to GDP.
However, export volume will still increase 8% -- a healthy level. Only 2% of GDP is
dependent on the US, insulating the country from a slowdown there.
As with the Philippines’ neighbours, GDP growth is supported by domestic demand
which is maintained by payments from citizens working overseas and expanding
government investment in infrastructure projects. The main cause of slow GDP
growth is lower inward investment as interest rates rise and investors stay cautious
about the country’s ‘strongman’ government.
The peso is the second regional currency to fall this year due to emerging – markets
risk aversion and the double whammy of current account and government budget
deficits. But the peso recovered a little in October, perhaps because, unlike Indonesia,
funding Philippines’ external deficit relies less on volatile portfolio investments.

Thailand
Insurance view point
Export growth is falling but
tourism and infrastructure projects
are helping GDP; your trading
partners are more vulnerable to
political risk and
over-indebtedness.

Like Indonesia, Thailand’s export growth will slow in the coming two years – but less,
sinking from 5.5% in 2017 to 5.0% in 2018 and a projected 3.3% in 2019. Exports
comprise 78% of GDP and a relatively high 6-7% of GDP is reliant on exports to the US.
However, a strong contribution from the tourism industry is helping to counter
slowing export growth in other industries.
Possible concerns include the chance of renewed political tensions between the two
main political parties while the country remains under military leadership.
Domestically, there is high household debt: while low inflation and a large external
surplus (more money is coming in than going out) are supportive of the baht, the
government’s policy of boosting money supply and keeping rates low could encourage
households and businesses to borrow more, leading to greater financial stress when
rates eventually rise.

Vietnam
Insurance view point
Stellar exports growth is dropping
fast as China slows – but Vietnam
stands to benefit from growing
market share, tourism and low
unemployment. Keep an eye on
your trading partners’ exposure to
China.

Vietnam recorded the highest export growth among its peers in 2017 at 20.3% and
surpassed the rest with 18.2% in 2018; this will nearly halve in 2019 to 9.6% -- a result
of lower exports to China (its third-most important export destination) due to the
trade war.
But Vietnam is gaining market share from China as China loses ground due to trade
tensions. Vietnam is strengthened by its high proportion of exports to the US (20%).
And should Chinese companies move production to other countries to avoid US
tariffs, Vietnam is ideally positioned to be their new manufacturing base.
In addition, domestic demand will grow due to increasing tourism and employment,
contributing to the highest real GDP growth rate among the five countries – 6.7% in
2018.

Conclusion: Why insure?
It’s not just for disasters – the right policy can enable you to manage the complex risks in the current economic and political change
happening in Southeast Asia. Insuring your receivables with Atradius also introduces a safe route to growing your business by offering
credit to new and existing customers with confidence – which also provides additional tools and risk information to your credit team.
With the extent and duration of the ongoing US-China trade tensions still unclear, you can manage political and economic uncertainty out
of your supply chain. It’s not the time to be complacent: where you have trade credit risk, discuss it with Atradius – we can help you
manage.
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