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SECTOR OVERVIEW 
 
1. The Aureos South-East Asia Fund (ASEAF) II will invest in the small and medium-sized 
enterprise (SME) sector in the Association of Southeast Asian Nations (ASEAN) region. This 
region has a population of 587 million, an estimated gross domestic product (GDP) of $1.3 
trillion in 2008 and an average GDP per capita of $2,577, which compares favorably to other 
Asian countries. Aureos has identified the following key trends going forward.  
 
A.  Demographic and Economic Overview 
 
2. Southeast Asia is a natural resource-rich area spanning many countries, with different 
cultures, languages, and diversified business environments at varying stages of development. 
Key characteristics include a young, rapidly growing population, with high savings rates, rising 
levels of prosperity, an education-focused and growing urbanized middle class, a skilled 
workforce, established domestic consumption growth, and export competitiveness across many 
sectors of manufacturing, services, and natural resources. 
 
3. The target region is expected to continue to be a dynamic and growing economy, based 
on steady growth in domestic consumer demand, its increasing intraregional ASEAN trade and 
growing contribution to the global trade system, reformed political and macroeconomic platforms, 
and the rapid implementation of economic stimulus packages from early 2009. Aggregate GDP 
growth in the target region is expected to continue robustly, and sustained growth in the 
People’s Republic of China is likely to help spur further economic growth in Asia as a whole. 
 
4. ASEAN’s economic goal is to create, by 2020, a competitive single economic region, 
market, and production base with a free flow of goods, services, investment, and capital. 
Additionally, ASEAN is fostering economic and political cooperation, trade liberalization, greater 
macroeconomic stability and intraregional trade flows, and commitment to sound monetary and 
fiscal policies aimed at providing low inflationary environments attractive to foreign direct 
investment (FDI). This has led to increased intraregional trade and cross-border investing, and 
increased FDI, including inward investment by international groups looking to establish regional 
sourcing bases. 
 
B. Outstanding Small to Mid-Market Private Equity Opportunity 
 
5. The target countries have an abundance of private equity investment opportunities in the 
SME space for companies that lack suitable forms of financing, leading to attractive valuations. 
The scale of the opportunity is driven by the large number of SMEs that employ the vast 
majority of the population and the convergence of market-driven policies throughout the region. 
Relevant market conditions include the following: 
 

(i) Strong growth opportunities for SMEs through the need to improve efficiencies 
and productivity; acquisition and restructuring as marginal players are either 
absorbed or eliminated; and regionalization strategies as ASEAN companies 
recognize the benefits of diversifying risk and increasing economies of scale 
through exploitation of the depth, stability, and proximity of ASEAN markets. 

(ii) Increased demand for institutional support as family-owned businesses 
recognize the need and benefit of institutional ownership in order to exploit the 
opportunities generated by economic growth, enabling them to run more 
professionally managed businesses, particularly in relation to the demands of 
evolving regional businesses, or to manage ownership succession between 
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generations. This cultural shift in attitudes is supported by governments in the 
region by encouraging corporate transparency and accountability. 

(iii) Limited competition, as banks prefer asset-based, rather than cash flow-based, 
lending, leading them to target larger businesses. Regional private equity 
investors tend to focus on larger-value transactions and remain reluctant to 
establish local infrastructure, which is important to the success of investing in 
emerging markets. Country-specific private equity funds focus on specific sectors 
or investment strategies lacking the regional dimension, while small private 
equity consortia of wealthy individuals will usually invest only in very small 
transactions. 

(iv) Attractive valuations, as company valuations have declined from market highs of 
2007 while companies’ growth earnings have picked up in 2009. Even with the 
global economic slowdown, many Asian companies have maintained strong 
balance sheets and steady earnings growth during this period. As a result of 
lower valuations in companies, outside investors are able to negotiate more 
favorable terms and entry valuations with management teams. 

 
C. Private Equity in the Target Countries 
 
6. Each of the target countries possesses different private equity landscapes that impact 
investments in SMEs: 
 

(i) Thailand. Many first- and second-generation owners of family-owned mid-market 
companies are seeking external management expertise to professionalize and 
upgrade their business operations. Similarly, second-generation owners are 
seeking to move their businesses up the value chain to compete with low-cost 
producers elsewhere in Asia. This is likely to lead to opportunities for growth 
capital, buyouts, and restructurings, including rollouts of Thai businesses into 
Cambodia and Viet Nam. The sector focuses include manufacturing, logistics, 
fast-moving consumer goods, technology, financial services, and infrastructure.  

(ii) The Philippines. A key strength of the Philippines is its young population, which 
is much higher than many of its Asian neighbors. The country has deployed over 
11 million overseas contract workers all over the world in varying professions, 
and remittances from these workers have contributed to the current account 
balance of the country and have helped spur domestic consumption. Consumer 
demand is leading to a dynamic retail sector that is looking to expand 
domestically and overseas. As the largest English-proficient country in the region, 
the Philippines has increasingly attracted the business process outsourcing 
sector, with multinational corporations operating call centers and back office 
operations from the Philippines. Many large businesses are controlled by a 
number of families through conglomerates, but the increasing importance of the 
middle class is encouraging growth for SMEs. Retail, energy, oil and gas, and 
natural resources are strong sectors of focus for potential private equity 
investments, while the types of transactions tend to be buyouts and growth 
capital.  

(iii) Indonesia. Indonesia’s key strengths are its large and young population, vast 
natural resources, and resilient domestic economy. The government’s focus has 
been on changing and encouraging market economy reforms through introducing 
anti-monopoly legislation, dismantling a number of large business groups, 
establishing an independent central bank, and allowing greater participation of 
foreign banks through the liberalization of the financial sector. SMEs tend to be 
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relatively cost-competitive, under-leveraged, and well-positioned for growth. 
There are opportunities for buyouts, replacement, and growth capital transactions, 
and the need for further resources to pursue domestic and regional growth 
strategies. Privatization and consolidation of the telecommunications industry 
and other sectors focused on natural resources, energy, and infrastructure will 
likely continue, and the government has encouraged private capital to help 
remedy serious infrastructure needs.  

(iv) Malaysia. Family-owned businesses, which make up the bulk of SMEs in 
Malaysia, are seeking to raise new investments to expand domestically and 
regionally, either by relocating manufacturing operations to Indonesia, the 
People’s Republic of China, and Viet Nam or by rolling out brands via 
acquisitions. As the domestic market is small, SMEs tend to be more focused on 
a regionalization strategy, and historically, multinationals have been attracted to 
set up local operations in Malaysia. Both multinationals and local conglomerates 
are coming under increasing pressure to focus on core activities or to relocate 
operations to lower cost areas, so an increasing number of buyout opportunities 
are emerging. Private equity investments have typically encompassed buyout, 
minority growth capital, and mezzanine transactions. The technology sector is a 
strong focus for private equity transactions, as well as sectors such as 
manufacturing, fast-moving consumer goods, oil and gas services, financial 
services, business services, and telecommunications.  

(v) Viet Nam. FDI inflows have steadily increased in Viet Nam along with 
investments in private businesses, and increasing privatization of businesses has 
helped to sustain rapid rates of economic growth. The private sector consists 
largely of SMEs and family-run businesses that rely on family or bank financing 
to meet capital requirements. The growth of foreign investment is in building and 
strengthening Viet Nam’s businesses, particularly those that are export-oriented. 
Since the mid-2000s, investments have varied across a wide range of 
transactions from early-stage investments, mid-market growth companies, 
privatizations, buyouts, minority growth capital deals, and pre-initial public 
offering transactions, across a range of sectors including distribution, retail, 
technology, infrastructure, and transportation.  

(vi) Cambodia and the Lao People’s Democratic Republic. Private sector 
businesses in Cambodia and the Lao People’s Democratic Republic (Lao PDR) 
tend be less sophisticated and resilient than in Viet Nam. However, both 
countries are increasingly discovering the benefits of greater integration with the 
more dynamic economies of Southeast Asia. The relocation of light 
manufacturing operations from other ASEAN members, particularly Thailand, to 
Cambodia and the Lao PDR as a low-cost production base is a growing trend 
that is expected to gain momentum. There is the potential for cross-border trade 
and cooperation to increase, and for inward investment from ASEAN members to 
continue to grow. Private equity investments are likely to encompass mainly 
minority growth capital and privatizations across a wide range of sectors.  




