
M
ade up of 10 member 
states located in the fast-
growing Asia Pacific 
region, the ASEAN 
Economic Community 

(AEC) is already the seventh-largest economy 
in the world. With a relatively young popu-
lation of 630 million, an abundant natural 
resource base and a fast-expanding labor 
force, the economy continues to grow at 
around 5 percent a year. This is in sharp 
contrast to the gloomy outlook for most 
developed economies. Many observers 
believe that in the longer term the AEC is 
well positioned as an economic powerhouse 
that could one day compete with India 
and China. 

“ASEAN has fundamentally shaped the 
regional architecture by putting it on a firm 
and assured footing, ready to take on a more 
ambitious, far-reaching regional agenda,” says 
H.E. Le Luong Minh, Secretary-General of 
ASEAN, a month before the formal estab-
lishment of the AEC. 

Although frequently criticized as a work 
in progress, the AEC has set itself lofty goals. 
Among the most important, it seeks to 
establish a vibrant single economic market 
and production base where there is free 
flow of goods, services and skilled labor. 
Furthermore, it envisages an environment 
where capital and investment can move 
freely over borders. 

To achieve its ambitions, the regional 
bloc which comprises Brunei, Cambodia, 
Indonesia, Laos, Malaysia, Myanmar, 
the Philippines, Singapore, Thailand and 
Vietnam will have to overcome some major 

stumbling blocks. High on the list are inte-
gration and harmonization of labor laws, 
property rights, investment rules and a 
host of other regulations. There is also a 
pressing need for better connectivity in the 
form of physical infrastructure and cross 
border transportation networks to reduce 
the overall costs of doing business.

For all its well-known problems, the AEC 
has already made solid progress. According 
to the ASEAN Secretariat, intra-regional 
tariffs have been virtually eliminated on 
most goods, while restrictions in the services 
sector have been gradually removed. Better 
still, increasing numbers of multination-
als are now looking at ASEAN as a single 
market and adjusting their investment plans 
accordingly.

Some obstacles will be more difficult to 
remove. Non-trade tariffs and protectionist 
barriers remain in force in many countries as 
governments seek to protect local industries. 
The situation is compounded by the divergent 
political systems of the various member 
countries together with their differing stages 
of development. While Singapore has GDP 
per capita of US$56,000, Myanmar’s GDP 
per capita languishes around US$1,400.

The fact that the launch of the AEC comes 
against a background of Brexit and height-
ened uncertainties among members of the 
EU has only served to highlight the dif-
ficulties of full-fledged regional integration. 

Far from being fazed, however, sup-
porters of the AEC point out that greater 
intra-regional trade and closer economic 
links are likely to benefit all member states. 
In addition, they say that the AEC is well 

positioned geographically to serve China, 
Japan, India, Korea and Australia. ASEAN 
has already signed free trade agreements 
with all these countries.

How long it will take to achieve full 
integration of banks and financial ser-
vices around the region, given fierce local 
opposition, is uncertain. Still, with ASEAN 
economies still offering high growth poten-
tial, even the most vocal critics of the AEC 
accept that its launch marks an important 
step in the right direction.

Philippines 
Following a landslide win in elections held 

in May, Philippine President Rodrigo Duterte 
has taken the helm of one of Asia’s fastest-
growing economies. His bold campaign 
pledges to clamp down on corruption and 
boost law and order have made the political 
outsider something of a hero among many 
Filipinos frustrated by years of slow progress 
on both fronts. Yet his firebrand rhetoric 
and the combative manner in which he 
has launched his war on drugs have raised 
red flags among foreign investors who see 
him as unproven, rough at the edges and 
in the words of one investor “a little scary.” 

The good news is that Duterte, a former 
lawyer, does have a track record of support-
ing business. As mayor of Davao City, he 
presided over some of the highest economic 
growth rates in the country. For 2014, growth 
in Davao reached 9.4 percent. That com-
pares with 6.1 percent for the Philippines 
as a whole. One factor behind the strong 
performance has been a dramatic improve-
ment in Davao’s business climate. Thanks 
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The launch of 
the long-awaited 
ASEAN Economic 
Community (AEC), 
approved at the 
end of 2015, 
has evolved 
without a hitch. 
A new regional 
trade bloc that 
boasts more 
than 600 million 
consumers and a 
market worth over 
US$2.5 trillion 
is a reality. The 
challenge now 
is to persuade 
foreign investors 
that the AEC can 
deliver real results. 
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S
ince 1958, when SM Investments 
Corporation (SM) was founded 
by Chairman Henry Sy, Sr., it has 
grown from a modest shoe shop 
into one of the largest and best-

known companies in the Philippines.
SM’s retail operations enjoy a strong brand 

franchise, consisting of THE SM STORE and 
its food retail chains: SM Supermarket, SM 
Hypermarket, Savemore and WalterMart 
stores. As leading players in their respective 
markets, they provide consumers with an 
aspirational lifestyle, reliable service, quality 
products and convenience.  

SM Prime, the group’s listed property 
arm, has become one of the largest real 
estate conglomerates in the Philippines 
with interests in malls, residences, office 
buildings, resorts, hotels and convention 
centers. It also has a growing presence in 
China where the company has developed 
six malls in second- and third-tier cities, a 
strategy that the company will continue 
to pursue as it sets its sights on further 
expansion.

In banking, SM has the largest footprint of 
any group in the Philippines. BDO Unibank 
is the biggest bank in terms of total loans 
and deposits, and is the market leader in 
key business segments such as investment 
banking, asset management, private banking 
and leasing. China Banking Corporation, SM’s 
other listed subsidiary, is uniquely positioned 
to service the needs of emerging companies 
and small- and medium-scale enterprises 
building on its long-term relationships. 

Financial Performance 
For the first half of 2016, SM unveiled 

another impressive set of financial results. 
Consolidated net income rose by 11 percent 
to P15 billion while consolidated net 

revenues increased by 8.5 percent.
By any standards, SM’s track record over 

the past 10 years has been remarkable. 
Between 2005 and 2015, consolidated 
earnings rose by a compounded annual rate 
of 13.5 percent, significantly outperforming 
the average returns for listed companies on 
the Philippine Stock Exchange. 

The sharp rise in earnings is partly 
explained by the country’s burgeoning 
middle class and the exponential demand 
for retail, property and banking services. 
But is also reflects the company’s foresight 
in recognizing changing consumer trends 
like the  evolution of shopping malls into 
weekend destinations and community 
centers.

“Our strong first half performance reflects 
continued economic growth, boosted in part 
by election spending,” says SM President 
Harley T. Sy. “We continue to focus on 
cost efficiencies and operating margin 
improvements.”

Strategy
SM is constantly on the lookout for new 

growth opportunities to ensure that its core 
businesses enjoy leading positions. This 
can take the form of strategic partnerships 
or acquisitions to optimize synergies and 
enter new growth areas in the provinces. 

Earlier this year, SM announced the 
merger of SM Retail with Sy family-owned 
speciality store assets comprising over 1,400 
outlets. The merger is widely expected to 
create value and boost earnings given the 
strong competitive position of the speciality 
stores and their synergies with SM malls. 
“With the merger of our retail businesses 
we now cater to a much wider range of 
consumer needs and we look forward 
to benefiting from increasing consumer 

spending,” said Harley T. Sy.
Recently, BDO Unibank also secured 

regulatory approval for the acquisition of 
Generali Pilipinas Life Assurance Corp, since 
renamed BDO Life Assurance. This is part 
of efforts by the bank to increase its focus 
on the insurance business in order to boost 
its presence in the middle income market.

But SM’s mission goes beyond providing 
excellent service to its customers. The 
group’s philosophy is also to uphold the 
highest standards of corporate governance 
and transparency while promoting 
environmental sustainability. 

Long Term Vision
With the Philippine economy projected 

to grow at around 5 to 6 percent a year, SM 
continues to see massive opportunities 
ahead. 

SM’s long term vision is to build world-
class businesses that are catalysts for 
development in the communities it serves. 
To achieve that vision, it will continue to 
adhere to its core values of leadership, hard 
work and prudence. Senior management is 
confident that these values will drive the 
company forward to create synergies and 
deliver optimal returns for investors. 

SM Investments Corporation (SM) is a leading company in the Philippines with major 
synergistic businesses in retail, banking and property development, and a proven track record. 
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to stringent measures on law and order, 
crime went down and local confidence 
soared. According to Teresita Sy-Coson, vice 
chairperson at SM Investments Corporation, 
Duterte shortened the timeframe for secur-
ing all types of business permits in Davao 
and focused on getting rid of corruption 
in the city’s offices. His jubilant supporters 
now hope he will replicate the same business 
model on a nationwide scale.

Since being sworn in to office on June 
30, the President has called for the radi-
cal devolution of power from the central 
government to the provinces in a bid to 
reduce poverty and end the country’s long-
running Muslim insurgency in the far south. 
He has also outlined an economic plan 
that provides continuity with the previous 
Aquino administration on business and 
investment policies.

High up on his economic agenda are 
plans to maintain spending on infrastruc-
ture at 5 percent of GDP and expedite the 
public-private partnership infrastructure 
program to address today’s bottlenecks. 
He has also called for an easing of foreign 
ownership limits to boost the attraction of 
the Philippines and he also wants a major 
overhaul of the tax system. 

Other ambitious plans include mod-
ernization of the agricultural sector, better 
security of land tenure and expanded train-
ing programs aimed at strengthening the 
basic education system. 

On paper at least, the proposals sound 
good. But in a nation that has had more 
than its fair share of broken promises from 
politicians, the real question is whether 
Duterte is up to the job.

Already, many analysts are prepared to 
give him the benefit of the doubt. “Duterte’s 
8-point economic agenda ticks the right 
boxes,” says Sumedh Deorukhkar, senior 
economist for Emerging Asia at BBVA Hong 
Kong. “It is wide-ranging and attempts 
to leverage upon Aquino’s good work by 
expediting PPP-enabled infrastructure 
development, introducing critical legisla-
tive reforms to attract greater FDI across 
sectors,” he says. “It aims to address gover-
nance issues across key revenue generating 
departments and focus on capacity-building 
and productivity improvements in the 
agricultural sector.”

Some business executives have been 
quietly encouraged by the President’s 
commitment to continued overhaul of 
the country’s decrepit infrastructure. “I 
am hopeful that the positive tone toward 
infrastructure investment set by the new 
administration will lead to accelerating 
development for our country and prompt 
resolution of past regulatory issues,” said 
Manuel V. Pangilinan, chairman of Metro 

Pacific Investments Corporation, a pub-
licly listed investment and management 
company. 

Yet one of the biggest challenges that the 
new President faces is that his predecessor 
Benigno Aquino set the bar high. After 
years as the ‘sick man of Asia’, Aquino 
restored investors’ faith in the Philippines 
with an impressive list of reforms ranging 
from a sharp reduction in the country’s 
yawning deficit, improved spending on 
roads, bridges, ports and airports and the 
closing of tax loopholes.

In 2015, the economy grew at 5.9 per-
cent, one of the fastest clips in Asia. In 
the second quarter of 2016, it did even 
better, expanding by a record 7 percent.  
That was partly due to election spending 
and an increase in public and private 
investments. Unemployment remains 
less than 6 percent. Inflation has stayed 
below the central bank’s 2-4 percent target. 
Domestic interest rates are low. Many fiscal 
and monetary policies, albeit unpopular, 
have boosted financial markets and led to 
increased monetary stability. 

In April, Fitch Ratings affirmed the 
Philippines’ Long-Term Foreign- and 
Local-Currency Issuer Default Ratings 
at ‘BBB-’ and ‘BBB’ respectively, with a 
“Positive” outlook. The report noted a 
sharp decline in the level of government 
debt as well as a lower fiscal deficit. Foreign 
exchange reserves remain strong. 

Yet the Philippines is also expected to 
face headwinds in the form of slower global 
growth as well as the impact of prolonged 
drought on the agriculture sector.

Despite the positive indicators, many 
observers will want to see greater evi-
dence that the new President is serious 
about continuing reforms before they 
raise their weightings in the country’s 
financial markets. 

Thailand 
Foreign investors, hoping for signs of 

increased political stability in Thailand, 
had eagerly awaited the results of the 
August 7 referendum on the country’s 
newly drafted constitution. In the event, 
they were not disappointed. The final tally 
showed that around 61 percent of voters 
agreed to accept the new constitution 
while some 39 percent voted to reject it. 
The results have been widely seized upon 
as proof that most people are satisfied with 
the political ‘road map’ laid down by the 
military, which seized power in May 2014.

The approval of the charter means that 
Prime Minister Prayut Chan-o-cha and 
his military appointed government will 
remain in power until relevant organic 
laws are put in place and a new general 

election is held. This is likely to happen 
sometime before the end of 2017. Besides 
offering the prospects of improved stabil-
ity, in the short term anyway, the results 
are likely to boost investment sentiment 
and provide a shot in the arm both for the 
stock market and the economy. 

“We believe that the referendum result 
is the best possible outcome,” says Kasem 
Prunratanamala, head of research at CIMB 
Securities in Bangkok. “With a more stable 
government likely to take office after the 
election, we expect private sector confi-
dence to improve. Given this and the recent 
positive developments in infrastructure 
projects, we believe the economic outlook 
is more positive for the next year.”

Rakpong Chaisuparakul, a research 
manager at KGI Securities agrees. “As the 
Thai constitution passed the national ref-
erendum, expectations for a 2017 election 
should rise to another level, boosting for-
eign investor interest in the Stock Exchange 
of Thailand,” he says. 

At least with the referendum out of the 
way, the country’s leaders can now focus 
on more pressing economic matters. High 
up on the government’s wish list are a long 
list of infrastructure projects that aim to 
kick start the economy and boost private 
investment. They include three Bangkok 
mass transit lines, two highway networks 
and two high-speed railway routes, as well 
as expansion of the Laem Chabang deep sea 
port and a new terminal at Suvarnabhumi 
international airport. Seven public-private 
partnership (PPP) projects worth Bt582 bil-
lion are being fast tracked with bids expected 
to be called by the start of next year. 

“We expect the current government to 
accelerate infrastructure project bidding,” 
says Thapana Phanich, a research analyst at 
Deutsche Bank Tisco Investment Advisory, 
adding that a return to civilian rule “may 
help stabilize Thailand’s political situation.” 

Another urgent task for the military-
installed government is to restore foreign 
investor confidence in Thailand, which has 
suffered from years of political uncertainty 
as well as growing competition from neigh-
boring countries. Applications by foreign 
companies seeking investment promotions 
last year tumbled to Bt56.8 billion from 
Bt382 billion the previous year, according 
to the Board of Investment of Thailand. 
The sharp fall is believed to reflect both 
higher wages in Thailand compared with 
countries like Vietnam, Cambodia and 
Myanmar as well as the outdated structure 
of Thai industry. 

Fortunately, the economy has started 
to pick up. GDP rose by 3.5 percent in the 
second quarter of 2016 compared with 
the previous year, mainly as a result of 
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Global investors seeking new 
growth opportunities are taking 
a second look at the Philippines. 
The country has in recent years 
emerged as one of the major 

economic success stories in the ASEAN region.
Epitomizing its attractions is Metro Pacific 

Investments (MPIC). A publicly listed holding 
company, MPIC owns major stakes in everything 
from water utilities and tollroads to electricity 
distribution, hospital operations and light rail. 
Better still, it has a remarkable track record on 
earnings and shareholder returns.  

For the six months ended June 30, 2016, MPIC 
reported a 13 percent rise in consolidated net 
income to P6.6 billion from P5.9 billion in the 
first half of 2015. The stellar performance came 
on the back of solid returns at all its operations. 

“Our strong earnings growth reflects 
significant volume increases for all our businesses 
together with our intense focus on operational 
efficiencies which have been achieved at the cost 
of years of elevated capital expenditures,” said 
Jose Ma. K. Lim, president and chief executive of 
MPIC. “Our earnings would be still stronger were 
it not for the on-going delay in tariff increases 
for our water and tollroads businesses.”

Exciting Opportunities
MPIC’s primary focus is on improving the 

lives of its customers by providing first class 
medical care, offering safe and efficient road 
and rail transportation, delivering electricity 
to homes and businesses, and piping clean, safe 
water to improve consumption and sanitation.

Over the past 12 months, MPIC has 
significantly boosted its presence in the power 
sector in the Philippines. In May, MPIC’s 
associate company, Beacon Electric, acquired 
a 56 percent stake in Global Power, the leading 
power supplier in the Visayas. Days later, MPIC 
acquired an additional 25 percent stake in Beacon 
Electric, bringing effective ownership in Beacon 
Electric to 75 percent. MPIC’s direct and indirect 
shareholding in MERALCO, the country’s largest 
electricity distributor is now 41.2 percent while 
in Global Power it is 42 percent. 

Good progress has been made on other 
fronts. MPIC benefitted from impressive traffic 
growth on all the roads held by Metro Pacific 
Tollways Corporation as well as contributions 
from a minority equity stake in a Vietnamese 
tollroads firm.

Other core investments have also performed 

well. MPIC already owns a majority stake 
in Maynilad, the biggest water utility in the 
Philippines. Earlier in the year, it signed a joint 
venture agreement with Metro Iloilo Water 
District to provide up to 170 million liters per 
day of bulk treated water supply. Furthermore, 
it acquired a 65 percent stake in Ecosystem 
Technologies International Inc. The transaction 
allows MPIC to diversify its water sector 
investment holdings and invest in the high-
growth wastewater business. 

Meanwhile MPIC’s acquisition of hospitals and 
expansion into primary care centers continues to 
pay rich dividends. Senior management at the 
Hospital Group is now exploring the potential for 
an IPO at some stage in the next couple of years.

For the first six months of 2016, power 
distribution and generation accounted for P4.2 
billion or 52 percent of the group’s net income; 
Maynilad and Tollroads each contributed a 
further P1.8 billion or 22 percent of the total; 
the Hospital Group contributed 3 percent, whilst 
the Rail and Systems contributed 1 percent.

“I expect continued strong volume growth 
for the rest of the year from all our businesses,” 
said Jose Ma. K. Lim.

Outlook
Following the election of a new Philippine 

President at the end of June, senior management 
is hopeful of a supportive government and 

regulatory environment to ensure that much-
needed infrastructure development continues. 

The signs so far have been positive. The 
new administration has pledged to boost 
infrastructure spending by up to 7 percent a 
year with emphasis on small, medium and 
large-scale projects nationwide. That could be 
good news for the Philippine economy, which 
continues to suffer from bottlenecks in many 
areas. It would also be good news for MPIC 
and its shareholders who continue to invest in 
the long term future of the country. 

“I am hopeful that the positive tone 
toward infrastructure investment set by the 
new administration will lead to accelerating 
development for our country and prompt 
resolution of past regulatory issues,” said MPIC 
chairman Manuel V. Pangilinan.

Metro Pacific Investments Corporation is a publicly listed infrastructure holdings company in the Philippines 
with major investments in water utilities, toll roads, electricity distribution, hospital operations and light rail. 
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government stimulus measures, improv-
ing household consumption as well as a 
strong performance by the tourism sector. 
The authorities are projecting 32 million 
international tourist arrivals this year, up 
from 29.8 million in 2015. Thailand’s farm-
ing sector is also showing signs of recovery. 
For the full year, the Bank of Thailand 
(BoT) expects the Thai economy to grow 
at 3.1 percent. But the BoT also warns of 
“downside risks from weak demand from 
trading partners, diminished financial 
capacity of households to cushion future 
economic shocks due to elevated debt 
levels, and the fragile confidence of the 
private sector.”

Most economists are predicting that 
next year’s GDP growth rate will be in 
the range of 2 percent to 3 percent. That’s 
still well below the level for almost every 
other country in the region. 

 Foreign investors have once again 
become net buyers of Thai equities. Thai 
shares have surged by almost 20 percent 
this year, making the SET index one of the 
top performers in Asia. But despite the 
solid performance by many corporates and 
widespread relief over the outcome of the 
referendum, few observers expect the polit-
ical problems to go away. Consequently, 

investors in Thailand are likely to have to 
live with a considerable level of uncertainty 
for many years to come. 

 
Singapore

By virtually any measure, the undisputed 
financial hub of ASEAN is Singapore. Fifty 
years after the island nation gained indepen-
dence, financial services account for about 
25 percent of GDP. Singapore’s banks top the 
ASEAN leagues in almost everything from 
syndicated loans and wealth management 
to trade finance and foreign exchange, while 
its capital markets are ranked alongside 
the best in the world for transparency and 
corporate governance.

DBS is the largest bank in Southeast Asia, 
with more than 280 branches in Asia. Nor is 
it only the banks that play a dominant role. 
Singapore is the leading insurance center 
in the region. Meanwhile the island nation 
stands out as a role model for its rule of law, 
clear regulatory frameworks and disdain 
for corruption.

Far from being complacent, the govern-
ment continues to push for greater innovation 
to ensure that Singapore remains in the 
forefront of financial market development. 
In June, the Singapore Exchange (SGX) 
announced that all listed companies would 

have to publish a sustainability report at 
least once a year. 

The new regulatory requirement aims to 
meet the growing interest in sustainability 
from shareholders worldwide. “Innovation is 
in the DNA of SGX and has been for more 30 
years,” says Loh Boon Chye, chief executive 
officer. “It is why we are the only exchange 
to offer the world’s most comprehensive 
range of Asian equity derivatives, across 
multiple instruments, services, asset classes 
and geographies, covering about 95 percent 
of Asia’s economies.” 

But there are clouds on the horizon. GDP 
grew at 2.1 percent in the second quarter of 
2016. The weaker-than-expected perfor-
mance reflects the slowdown in China, the 
uncertain global environment and Singapore’s 
high dependence on trade. According to the 
Ministry of Trade and Industry, the economy 
is expected to grow at 1 percent to 2 percent 
for the full year compared with an earlier 
forecast of 1 percent to 3 percent. 

The outlook for next year is similar, with 
most estimates ranging from 2 percent to 2.5 
percent. Still, for many investors, Singapore 
stands out as a symbol of what other ASEAN 
countries should aspire to if they are to 
succeed in the fiercely competitive world 
of global trade and investment. n
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