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ASEAN in Focus

Domestic consumption to the rescue

Economics
ASEAN

¢ The uncertainties around tariffs are set to weigh on exports
and investment, curbing growth across the region

+ But falling inflation opens the door for more rate cuts, while
looser fiscal reins should also offer a cushion

+ With external headwinds stiffening, the big opportunities lie in
a sustained boom in local consumption in years to come

Indonesia is in a bit of a lull, waiting for traction from policy by its new government.
Tariffs are a bigger concern in Malaysia, even if growth momentum continues to
impress. Singapore, too, faces impact from global turmoil. In Thailand, trade
uncertainties are compounded by political uncertainty, while the Philippines is looking
for another year of solid growth helped by robust domestic spending. It is Vietnam that
worries the most in ASEAN about tariffs, though its competitiveness is likely to see it
weather it all, eventually.

Economy profiles

Indonesia | Malaysia | Philippines | Singapore | Thailand | Vietham

Key upcoming events

Date Event

4 Jul The Philippines CPI

7-14 Jul Singapore GDP

9 Jul Malaysia interest rate announcement
16 Jul Indonesia interest rate announcement
1 Aug Vietnam Manufacturing PMI

13 Aug Thailand interest rate announcement
18 Aug Thailand GDP

20 Aug Indonesia interest rate announcement
28 Aug The Philippines interest rate announcement
4 Sep Malaysia interest rate announcement
17 Sep Indonesia interest rate announcement

Source: LSEG Eikon, HSBC
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Looser fiscal and monetary
policy may be on the cards

Two fiscal packages have
recently been unveiled

Higher-valued exports could
bring large gains
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Indonesia

A new inning

Indonesia’s recovery since the pandemic has been rather soft, led, in part, by tight fiscal and
monetary policy over the last few years. 1Q25 GDP came in at 4.9%, weaker than the previous
quarter. GDP is now 7.5% lower than the pre-pandemic trend. And, more recently, the April and May
manufacturing PMIs dipped into contractionary territory, while bank credit growth and core inflation
remain soft. Our now-caster model points to growth of 4.5-5%, lower than the official GDP
numbers of about 5%. As such, we see a case for looser fiscal and monetary policy in 2025.

Let’s start with fiscal policy. The government unveiled two separate fiscal stimulus packages
over the last few months. The first one, effective from 1 January, included a free food scheme
for children, a rice assistance programme, an electricity tariff discount, an accelerated housing
programme, and a reduction to planned VAT rate hikes. However, alongside these, the
government also announced operational expenditure cuts. Putting the two together, net
expenditure growth was not strong, and the government is sitting on higher cash balances than a
year ago. More recently, the government announced a second fiscal stimulus package effective
from 5 June, incorporating transportation discounts, wage subsidies, discounted insurance cover,
food assistance and direct transfers, costing the government 0.1% of GDP. Eventually if the rise
in the fiscal deficit is led more by falling revenue than rising expenditure, it may not have large
growth multipliers. And growth support would then fall more on the shoulders of monetary easing.

Indonesia also wants to raise potential GDP growth over the medium term. We believe breaking
away from commodity price swings by raising geographically diversified and higher value-added
exports could bring large gains. Some good things have happened in recent years. Indonesia has
gained market share in global exports. However, these haven’t been able to lift domestic growth, as
about half of the exports are commodity-related with limited backward linkages. Thankfully, a window
of opportunity may open up. Indonesia’s exports to the US look very different, in fact a lot like
Vietnam’s export mix, comprised of apparel, footwear, electronics, and furniture. However, these are
still rather small (for instance, just 9% of Indonesia’s exports go to the US) and need to be scaled up.
Is that doable? It will not be easy, but it is not impossible either. Indonesia doesn’t run a formidable
trade surplus with the US, which could arguably protect it from large tariff increases post ongoing
negotiations. It could, therefore, benefit from supply chains getting rejigged once again. But,
first, Indonesia will have to work hard on several fronts — enhancing infrastructure development,
expanding trade agreements, developing a skilled workforce, and streamlining business practices.

Indonesia runs a negative output gap Inflation is well below Bl’s 2.5% target
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Malaysia

The steadiest central bank in Asia

What a whirlwind it has been since the tariff “Liberation Day” was announced by the US White
House on 2 April. Malaysia, like many ASEAN peers, is facing a dilemma of finding itself being
the victim of its own success. The “reciprocal tariff’ imposition of 24% on Malaysia has been
paused, which was later followed by the US’s sectoral reprieve on electronics imports.

Tariff threats loom given
large US export exposure

No doubt this is music to the ears of Malaysia, as its exempted electronics shipments to the
US alone account for 6% of its GDP, but this may only be temporary. Indeed, tariffs threats
loom large over export-oriented economies, particularly those that benefitted from trade
tensions under Trump 1.0.

Questions arise whether ASEAN will likely see another reshuffle of FDI relocations between
member states, benefitting those with lower tariff rates than Malaysia. We do not believe so. The
decision to move FDI is not solely dependent on tariffs, it also reflects a confluence of factors
including existing industry clusters, extensive free trade agreements, investment climate, energy
supply, and, most crucially, the cost effectiveness of the local labour force. In this case, Malaysia
remains in a decent position, unlikely to lose its FDI attractiveness to those with lower tariffs,
and even likely to lure some supply chains from peers with higher tariffs. However, significant
uncertainty puts investors on a cautious footing with respect to new disbursements, at least in the
near term, likely exacerbating the trade shocks.

Malaysia will likely remain an
attractive destination for FDI

While the market’s attention is naturally on tariff risks, it is important to look at Malaysia’s
domestic resilience. Fortunately, Malaysia’s decent private consumption and the
continuation of mega infrastructure projects can partially offset some external risks.

Robust private consumption
helps offset external risks

All'in all, we maintain our 2025 growth forecast at 4.2%, reflecting our caution on global trade
prospects. We also keep our 2026 growth forecast at 3.9%.

In addition, inflation remains in check. Headline CPI decelerated to 1.5% y-o-y YTD, down from
1.8% in 2024. Given subdued inflation momentum, we keep our headline inflation forecast at 1.9%
for 2025 and 1.7% for 2026. While there may be upside risks to inflation from the potential subsidy
rationalisation on RON95, there have been conflicting news reports on whether this will happen as
planned. Still, if international oil prices continue to fall closer to the subsidised price of MYR2.05/1,
coupled with a strong ringgit, there is little need to subsidise. But these are two big assumptions.

Malaysia has been witnessing an investment Malaysia has seen consistent inflows of FDI,

renaissance though caution may linger in the near term
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Overall growth has been
sluggish so far this year

But household spending has
picked up on softer inflation

Rate cuts and increasing US
trade could bolster growth
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Philippines

Improving growth prospects

As investors look for economies that are safe from the turmoil of tariffs, the Philippines is one of the
Asian economies that comes to mind. Unfortunately, the archipelago didn’t start 2025 with a “bang”.
Growth in Q1 2025 surprised to the downside, decelerating to 5.4% y-0-y. Unlike others in ASEAN,
the Philippines did not benefit from importers front-loading orders in anticipation of higher tariffs.

In addition, the economy’s services exports — considered one of the two Business Process
Outsourcing (BPO) capitals of the world — underperformed. From an average of c10%, growth in
services exports dipped to c7%. The peso’s relative strength might have stifled the
competitiveness of the sector with the Real Effective Exchange Rate (REER) floating at record-high
levels, and above the REER of India, the other BPO capital of the world.

However, the prospects get better when we look under the hood — enough to stay excited about the
economy. Growth in household consumption — the bulwark of the Philippine economy — finally
picked up after slowing to a pace last seen during the Global Financial Crisis (GFC) as household
purchasing power likely improved with inflation well below the central bank’s 2-4% target band.

With inflation down, the Bangko Sentral ng Pilipinas (BSP) is already deep within its easing cycle,
cutting policy rates by as much as 125bp to 5.25%. As a result, credit growth has been “trotting”
upwards from the lows of 2023. And there is much more to come with the central bank expected to
ease monetary policy further, by 25bp, with risks for more cuts. The economy’s ambitious
infrastructure agenda should also lend support to overall investment and, thus, growth.

On the trade front, the Philippines has the opportunity to increase its market share in the US since
it has the least reciprocal tariff rate announced amongst major emerging Asian economies, at 17%.
Though the final tariff rates are still fluid, the Philippines can benefit from a ‘China+1+1’ strategy since
US relations may be the least contentious with the Philippines vis-a-vis other ASEAN economies.

Indicators reflect this improving outlook, with the overall PMI index and new orders much better in the
Philippines than in most other ASEAN economies.

Not the best start, to say the least. But we think the Philippines has the momentum, tools, and the
fundamentals to power through the incoming slowdown in global growth in 2025 and beyond.

Indicators show robust demand as the With inflation subdued, the economy has
Philippines enters a tougher global outlook room to ease monetary policy further
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A manufacturing contraction
has been a drag on growth

Export frontloading should
help lift activity in 2Q

We forecast Singapore’s GDP
to grow 1.7% in 2025
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Singapore

Softer growth

While Singapore ended 2024 on a strong footing, signs pointed to a softening economic momentum
even before the tariff tensions from 2 April. Singapore’s 1Q25 GDP growth fell 0.6% g-0-q seasonally
adjusted, raising the question whether Singapore will see a technical recession.

The falling GDP momentum was almost entirely due to a contraction in manufacturing, with
the main culprit being volatile pharmaceutical production. In addition to manufacturing, trade-related
and consumer-oriented services also saw subdued growth. This means that Singapore’s growth
outlook is set to face more challenges, despite the 90-day pause in reciprocal tariffs, with the 10%
baseline tariff increases already applying to all economies, except China.

However, we do not believe Singapore is likely to enter a technical recession in 2Q25, though it may
only narrowly avoid one. Thanks to some de-escalation of trade tensions and the exemption from
tariffs of electronics shipments to the US, high frequency indicators have shown that front-loading
activities have already taken place in April. Non-oil domestic exports (NODX) accelerated by a
double-digit y-0-y rate in April alone. We expect the trend to continue for the rest of 2Q, as
exporters race to front-load shipments to the US before the looming deadlines of trade negotiations
on 9 July.

Despite some de-escalation around US-China trade tensions, there is not yet any clarity on the
outcome. Given Singapore’s limited domestic market, its growth will be more heavily weighed down
by external uncertainties than in its ASEAN peers.

All'in all, we maintain our growth forecast at 1.7% for 2025, at the upper end of the government’s
growth forecast range of 0-2%. We also keep our 2026 growth forecast at 1.6%.

In addition, inflation continues to make good progress. Core inflation decelerated sharply from
2.8% in 2024 to only 0.6% y-o0-y YTD through April, thanks to the broad-based cooling of price
pressures. Given the subdued domestic demand-induced inflation and low oil prices, we expect core
inflation to come in around 0.9% for 2025 and 1.0% for 2026.

Despite some moderation, Singapore’s Singapore’s inflation continues to decline
semiconductor production growth continues  to below 1% y-o-y
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Thailand

Speedbump

Thailand started the year strong, despite the uncertainty, with its economy growing 3.1% y-o-y in 1Q,
surprising market participants. However, demand components that were expected to slow down,
did taper off: private consumption decelerated as household debt tightened consumer pockets;
investment cooled as trade uncertainty kept investors on the fence; and services exports
substantially eased as tourism took a step back with fewer Chinese tourists visiting the region.

Some components have
cooled after a strong 1Q

Although expected, goods exports outperformed in 1Q, growing 13.8% y-0-y. External demand,

Goods exports outperformed

while imports slowed especially for chips, hard disk drives, and electrical appliances surged in anticipation of higher US

tariffs. But what surprisingly boosted growth — and, perhaps, foretelling what lies ahead — was a
slowdown in both goods and services imports. Goods imports decelerated to 4% y-o-y (from 9% in
4Q 2024), while services imports fell 4.3% y-0-y. Apart from household debt, households may be
reeling their purchasing back in anticipation of tougher labour and business conditions, most
especially for MSMEs (Micro, Small, and Medium Enterprises). In fact, the sentiment of both
consumers and medium-sized firms has turned towards a declining trend, in stark contrast to the
steady improvement of the sentiment amongst large-sized enterprises.

Even more telling is the continuous drawdown of inventories, which have fallen year-on-year 13
times during the last 16 months. Households and business owners may already be gearing for
growth to take a hit in the months ahead.

Reciprocal tariffs by the US, of course, will be the biggest drag, with the US being Thailand’s
largest destination for exports. Though nobody is truly certain about what the final outcome will be on
tariffs, the final tariff rate for Thailand will be important; we estimate that every 10ppt tariff imposed on
Thailand will decrease its GDP growth by 0.5ppt.

Reciprocal tariffs remain the
largest overhang

Indirect effects also matter. US tariffs on China will likely lead to China redirecting its exports to
ASEAN, toughening competition in the region. Thailand, then, finds itself in a perilous situation.
China’s oversupply of goods is highly concentrated in those that Thailand also produces, such as car
parts and electrical appliances. This, in turn, provides deflationary pressure on the economy.

Assuming that reciprocal tariff rates are lowered after the 90-day pause, we expect growth to clock in
a tepid pace of 1.7% in 2025, and then, marginally improve to 1.9% in 2026.

Growth in 1Q 2025 came in strong duetoa  Sentiment among consumers and MSMEs
sharp slowdown in imports has turned bearish
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Exports have been robust but
trade uncertainty is still high

Domestic economic support
is a key policy focus

Retail sales and tourism are
showing signs of recovery
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Vietnam

Front-loading trade

After decent growth of 6.9% y-0-y in 1Q25, Vietnam is bracing for more trade volatility. That
said, the 90-day pause on “reciprocal tariffs” until 9 July is a much welcome reprieve, with high
frequency indicators showing strong front-loading activities in 2Q25.

Export growth rallied to c20% y-o0-y in April and May, half of which was thanks to the front-
loading of non-phone electronics shipments. That said, imports also surged by a similar
magnitude, leading to a rather marginal trade surplus of only USD600m per month on average.

However, the clock is ticking, as the global trade outlook remains highly uncertain. News reports
suggest that Vietnam is set to purchase US agriculture imports worth of USD2bn (The Investor,
3 June). However, details on where the trade negotiations are heading remain scarce.

Since the tariff turmoil in April, there has been greater urgency by policymakers to strengthen
efforts to support the domestic economy. Major infrastructure projects are being completed,
such as Tan Son Nhat International Airport's Terminal 3 in Ho Chi Minh City, while more are in
the pipeline, such as the USD8bn Lao Cai — Hanoi — Hai Phong railway (Vietnamplus, 20 May).

Encouragingly, the domestic sector is showing signs of improvement, with retail sales picking
up. Vietham has also seen the strongest recovery in international tourists YTD in the region.
All'in all, we maintain our growth forecast at 5.2% in 2025 and 5.6% in 2026, although we note

how US trade policy outcomes settle can heavily swing Vietnam’s growth trajectory.

Outside of growth, inflation has decelerated from 3.6% in 2024 to 3.2% y-o0-y YTD through May.
The underlying trend remains benign and is well below the State Bank of Vietnam’s (SBV)
inflation target ceiling of 5.0%. With global energy prices continuing their downtrend, we
maintain our inflation forecast at 3.0% for 2025 and 3.2% for 2026.

Exports have been holding up during the 90- Retail sales has been faring better in recent

day pause on “reciprocal tariffs” months
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