
Young democracies  

Companies setting up in emerging Asia need to be aware of some of particular risks inherent to 

countries where democracy has not been enjoyed for long 

 
As many Asia-based risk consultants advise, in-bound multinationals need to be aware they are entering 
nations with young and often fragile democracies attempting to reconcile multiple cultures.  Of these, 
Indonesia is a prime example. The third-largest democracy in the world, its first legislative elections in 
44 years were conducted barely 15 years ago.   
To boot, the nation faces a secessionist movement in resource-rich Papua and bouts of Islamic 
terrorism – both “old threats”, as South-East Asia specialist Gil Pérez Javier of the Centre for 
European and North Atlantic Affairs describes them.  
 
But Indonesia also confronts a daunting variety of other threats, which inevitably affect the way 
multinationals do business there. Take just geophysical threats in a country prone to natural 
disasters comprising earthquakes, floods, volcanic eruptions, landslides and fires. Climate change is 
said to be a main contributing factor and the related – and rising – incidence of infectious diseases 
has implications for the welfare of personnel.  
 
Furthermore, food shortages are frequent. People smuggling and drugs trafficking are also endemic 
problems. 
 
Attracting investment 
Combined, these phenomena spill over into the commercial world. High rates of unemployment 
have triggered stiff regulations on foreign labour, while an outbreak of economic protectionism has 
resulted in a wave of hefty tariffs that are affecting profit margins.  
 
In the same vein, regulations on foreign ownership are getting more stringent, especially in the 
extractive and related industries.  
 
By contrast, domestic watchdogs may be more lenient on local companies. Indeed, the risk manager of 
one multinational refers to a “loose regulatory environment” in other respects.  
 
Despite the challenges, multinationals are flocking to Indonesia. As Pérez Javier says, “the economy is 
stable and will grow at about 5.8% in 2014”. Nissan, Suzuki and Daihatsu recently invested $1.5bn in 
Indonesia. India’s Tata Motors selected the country as its manufacturing and distribution hub for all of 
South-East Asia. Foxconn, contract manufacturer of the iPhone, is investing some $10bn in Indonesia 
for the production of electronic devices. A haven for foreign direct investment, in 2012 alone, Indonesia 
attracted some $20bn in outside capital. 
 
Another story 
If foreign investors continue to pour into Indonesia, they are sitting on the fence in Thailand, which 
remains mired in a damaging political stalemate that may take years to resolve.  
 
From her office in the heart of Bangkok’s main shopping district, Phatchada Muenthong has a 
ringside seat of the upheavals. She is director of governance, risk management and compliance at 
publicly listed retail group Big C Supercenter, and protesters have choked the streets outside her 
building. On one occasion, shots were fired.  
 
As sales have plummeted – consumer confidence is at a 12 and-a-half-year low, management has been 
preoccupied with managing the considerable risks presented by the unusual political situation. At first, 



her overworked team met on a daily basis to review the situation. Now, they monitor a series of key 
risk indicators that, if they show a steady deterioration, would trigger action.  
 
Muenthong is a risk manager who believes she should shoulder the decision-making process – “not 
everything should be decided by the president”, she explains. Early on, she moved some critical 
functions to safer locations. 
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