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Trade uncertainties loom

+ US tariffs would scramble supply chains and trade flows
across ASEAN; Vietham may be most exposed

+ Uncertainty around trade policy is also set to weigh on
manufacturing investment across the region

+ But resilient local demand, and extra stimulus, should keep the
region humming

Indonesia continues to chug along at its customary pace, with little impact from global
trade tensions expected, while a new president may ultimately inject renewed vitality.
Thailand is among the few who will see growth pick up, helped by fiscal spending and
more tourists. The Philippines, too, more insulated than others from global trade friction,
is heading back up, while in Malaysia may things cool at the margin as investment
suffers from tariff uncertainty. Next door, Singapore will closely monitor the impact of
trade tensions on its economy, while services continue to provide support. A nudge
down in growth is also expected in Vietnam, though that still leaves it on top in ASEAN.

Economy profiles

Indonesia | Malaysia | Philippines | Singapore | Thailand | Vietham

Key upcoming events

Date Event

1Jan Indonesia inflation

3-10 Jan Philippines inflation

8-15 Jan Singapore GDP

13 Jan Philippines interest rate announcement
17 Jan Indonesia interest rate announcement
22 Jan Malaysia interest rate announcement
10 Feb Philippines interest rate announcement
17 Feb Thailand GDP

17 Feb Indonesia interest rate announcement
26 Feb Thailand interest rate announcement

6 Mar Malaysia interest rate announcement
13 Mar Philippines interest rate announcement
17 Mar Indonesia interest rate announcement

Source: Refinitiv Eikon, HSBC
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Policy continuity is likely

Growth has been weak

Higher value-added exports
may boost growth

Better infrastructure can help
lift exports
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Indonesia

A new innings

Prabowo Subianto took over as Indonesia’s new president in October. Finance Minister Sri Mulyani’s
reappointment came as a positive surprise to markets. All eyes are now on the key policies the new
government champions. Prabowo has spoken at length about continuing his predecessor’s reforms —
embarking on down-streaming 2.0, and continuing the infrastructure build-out. However, we
believe there will be challenges along the way: for instance, lowering Indonesia’s carbon footprint,
and restructuring certain state-owned enterprises (SOES).

Meanwhile, growth has been on a weak footing. The PMI has been in contraction for five straight
months, and GDP is only 7% above the pre-pandemic trend. In fact, the 3Q GDP growth print
softened to 4.9% y-0-y. The details were telling. It was mainly government spending that drove
investment. The latter is growing faster than consumption. Industry grew at a faster pace than
services. Manufacturing appears to be climbing up the metals value chain, albeit rather gradually.

Indonesia wants to raise potential GDP growth as a policy priority. We believe that fiscal and
monetary policy stimulus may not be sufficient. Breaking away from commaodity 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, it has a trade surplus with the US, and a falling trade deficit with mainland China. Yet, these
haven’t been able to lift domestic growth, because about half of the exports are commaodity-linked
with few backward linkages. And almost all of the exports to its biggest trade partner, mainland
China, comprise of commodity-intensive products.

And yet, there are encouraging nascent signs of export diversification. Indonesia’s exports to the US
look very different, in fact a lot like Vietnam’s export mix, comprising a lot more in terms of apparel,
footwear, electrical machinery, and furniture. Vehicle exports to ASEAN are rising, as are electronics
exports to the US and LatAm. But 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 against an increasingly challenging
global backdrop of rising trade protectionism? 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. It could even benefit from supply chains getting rejigged in response to new
tariffs on key exporters. And what will make it all happen? Indonesia will have to work hard on
several fronts — enhancing infrastructure development, expanding trade agreements,
developing a skilled workforce, and streamlining business practices.

Manufacturing PMI has been in contraction  Inflation is well below Bl's 2.5% target
for five consecutive months
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Malaysia has seen broad-
based growth

We forecast 5.2% GDP
growth for 2024...

...and 1.9% for inflation
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Malaysia

An investment darling

Malaysia’s recovery story continues strongly in 2024. After growing at a stellar rate of 5.1% y-o0-y in
1H24, the economy accelerated to 5.3% y-0-y in 3Q24. But more importantly, growth has been “on
fire” across all sectors.

For one, Malaysia’'s manufacturing sector continues to strengthen. However, it is a mixed picture
when viewed by products. Electrical & electronics (E&E) exports have seen a decent rebound,
benefitting from an improvement in global consumer electronics. Compared to peers, there is still
room for Malaysia’s trade sector to improve, although that’s not the case for the commaodity side.
Palm oil continues to register double-digit growth, but oil and LNG exports remain drags on exports.

All eyes are now on US trade policies after Trump’s successful re-election as US president. Many of
his proposed policy measures could hit global trade, but there is still a great deal of uncertainty.
Malaysia’s sizeable trade surplus with the US may attract unwanted attention, and its prominent
semiconductor sector may be among the areas that are vulnerable to tariff risks. Despite external
risks, consumption and investment can, fortunately, partially support growth. What stands out is the
impressive growth in gross fixed capital formation (GFCF), which expanded by double-digits for
three consecutive quarters, where strength came from both the public and private sides.

Given the strong momentum, we recently upgraded our GDP growth for 2024 to 5.2% (from 5.0%),
closer to the upper-end of the government’s forecast range of 4.8-5.3%. Meanwhile, we also
upgraded our 2025 growth forecast to 4.8% (from 4.6%).

Outside of growth, inflation remains largely benign. Headline inflation averaged around 1.8% y-0-y in
the first ten months of the year. Given recent downside surprises, we recently revised our headline
inflation forecast down to 1.9% (from 2.3%) for 2024 and to 2.7% (from 3%) for 2025, although we
acknowledge uncertainty from the potential subsidy rationalisation on RON95. We believe Bank
Negara Malaysia (BNM) will keep its policy rate unchanged at 3%, a view we have held for a long
time. That being said, the possibility of a rate hike, from potential upside risks to inflation, is likely to
be higher than a rate cut; however, neither is our base case.

Electronic exports are rebounding while Inflation has remained manageable,
commodities exports have been contracting providing room for BNM to stay on hold
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Philippines

Avoiding turbulence

As global trade tensions loom, the Philippines is among the most insulated economies in
ASEAN when it comes to tariff risks. For one, the archipelago is not known as a major
exporter of goods; in 2023, the Philippines had the smallest export exposure in ASEAN at
16.8% of its GDP. But its insulation goes beyond its exposure in goods. The Philippines’
economic niche is in services exports. Not only is this an industry with minimal tariff risk, but
artificial intelligence and digitalisation have made services more tradeable — giving the
Philippines a window of opportunity to take-off and expand its global economic footprint.

Philippines is relatively well
insulated from tariff risks...

But the Philippines isn’t completely insulated. The economy can be indirectly affected through
monetary policy and FX. Its current account balance has been in deficit ever since the end of
the pandemic due to the government’s ambitious infrastructure agenda. This makes the
Philippines susceptible to exchange rate volatility if the Federal Reserve (Fed) were to
decide to cut its easing cycle short and keep its monetary policy rate higher than expected.
Such may be the case if the tariff policies in the US stoke inflation yet again.

...but could feel effects from
exchange rate volatility

This, of course, complicates the Bangko Sentral ng Pilipinas’ (BSP) ongoing easing cycle.
Domestic economic conditions already warrant further easing. Growth in 3Q24 surprised on the
downside due to the super typhoons that plagued the archipelago over the past three months,
such as Typhoon Yagi and Man-Yi. Furthermore, inflation has been benign, staying within the
lower-end range of the BSP’s 2-4% target band. We expect inflation to remain within the
lower-bound range throughout 2025 with low tariff rates on rice putting a lid on overall prices.
This low inflation environment gives the BSP the impetus to continue its easing cycle.

Inflation to remain within the
lower-bound range

But the pace matters. The BSP is likely to be mindful of the Fed’s easing cycle to mitigate the
volatility in the USD-PHP and stem the risk of FX-induced inflation. That being said, we recently
changed our policy rate forecast and expect a slower and longer easing cycle but kept our
end-rate forecast at 5.00%. Instead of cutting policy rates in consecutive rate-setting meetings,
we now expect the BSP to clock in the same pace as the Fed by cutting in every other Monetary
Board meeting. This implies that the BSP is likely to end its easing cycle in 3Q25 at 5.00%.

We expect a slower and
longer easing cycle

Due to its limited exposure in goods exports,  We expect headline inflation to remain
the Philippines is insulated from tariff risks below 3.0% y-o0-y throughout 2025
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GDP growth accelerated to
5.4% y-0-y in 3Q

The labour market has stayed
resilient

Inflation has slowed
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Singapore

A big swing

It is not every day a developed market (DM) sees growth over 5% y-o0-y. Singapore did. After
growing 3% y-o-y in 1H24, Singapore’s growth accelerated to 5.4% y-0-y in 3Q. This placed
Singapore as the second fastest-growing economy in ASEAN in 3Q, just after Vietnam.

That being said, a deep-dive into the GDP breakdown is also important. Around 80% of 3Q’s
growth strength was thanks to a substantial upswing in the overall manufacturing sector. After
two quarters of declines, Singapore’s manufacturing has finally started to revive. More
importantly, it is encouraging to see broad-based growth across major sub-sectors, particularly
in semiconductors and pharmaceuticals, but some of them are volatile in nature.

Unlike the booming manufacturing sector, it is a rather mixed picture for services. While trade-
related services have been benefitting from the trade upcycle and travel-related services
continue to be resilient, some consumer-oriented sectors have softened. The labour market is
also a crucial consideration when the Monetary Authority of Singapore (MAS) assesses the
health of the overall economy. Fortunately, the labour market has remained resilient, albeit
showing initial cooling signs. All in all, we recently upgraded our growth forecast to 3.7%
(previously 3.0%) for 2024 and maintain our 2025 growth forecast at 2.6%

The good news does not stop at growth; inflation has also seen progress. Core inflation
decelerated to 2.1% y-o0-y in October, thanks to the broad-based cooling of price pressures.
Services inflation was the biggest contributor, while fuel and utilities costs continued to edge
down after electricity tariffs were adjusted downwards. As such, we recently revised down our
core inflation forecast to 2.7% for 2024 (previously 2.8%), but keep our 2025 forecast
unchanged at 1.9%.

Despite cooling inflation, we do not believe this will prompt the MAS to ease in January. In the
October meeting, the MAS sounded less committed to its current monetary policy but made no
commitment to a potential change of monetary policy in 2025 either. After all, there is still
uncertainty as the market waits for more clarity on concreate policy in President-elect Trump’s
second term.

Singapore continues to see good
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Thailand

Fiscal muscle

Pistons are cranking and the engines are revving. For the Thai economy, that is.

After a weak recovery in 2023, 3Q24 growth in Thailand accelerated to 3.0%, which is the second
consecutive quarter that growth surprised on the upside. Thailand’s export engine is finally up and
running, growing 9.5% y-0-y on average over the past four months. Domestic demand in mainland
China has picked up slightly while importers across the globe are frontloading their purchases to
shield themselves from tariff risks. Thailand’s tourist arrivals also continued to improve. And, most
importantly, the economy’s fiscal engines are finally revving after a dismal performance. The
FY24 budget was only passed in April, which was six months into the fiscal year. As a result, the
government backloaded all its spending in 3Q24, ending with the first phase of the Digital Wallet
Scheme, a week before the fiscal year ended. On 25 September 2024, the government handed out
THB10,000 in cash to 14.5 million low-income and disabled citizens — a stimulus that is likely to be
felt in October. That being said, we expect growth in 4Q24 to accelerate to as high as 4.1% y-0-y.

Thailand’s fiscal engines are
revving again

But headwinds persist in 2025. Thailand’s household debt (which is the highest amongst upper-

High household debt may

. . middle income economies), stands at 89.6% of GDP, and is likely to be a major drag on
weigh on consumption

private consumption. Manufacturing is also exhibiting signs of weakness with banks reluctant
to provide credit for automobile purchases and with manufacturers facing tough competition
from mainland China and ASEAN peers. Like Vietham and Malaysia, the economy is also highly
exposed to tariff risks given its dependence on trade and how important Chinese components
are to Thai exports. If nothing is done, growth in 2025 could slow down to 2.5-3.0%.

But that is not what we expect. This is because policy uncertainty has finally abated with the
FY25 budget passed. Here, THB186bn was earmarked for the second and third phases of the
Digital Wallet Scheme. Although this is only a part of the THB300bn remaining for the scheme,
the government is determined to implement the programme in full by the first half of the year
(The Nation, 20 November 2024). We expect the fiscal push to bump full-year 2025 growth to
as high as 3.3%.

We forecast 2025 GDP
growth of 3.3% in 2025

However, we do not expect monetary policy to follow suit. With growth being lifted via fiscal
levers, we expect the Bank of Thailand to keep its monetary stance steady at 2.25%.

Exports finally turned the corner, as We expect the fiscal deficit to roughly
exporters frontload their sales match the levels seen during the pandemic
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Vietnam

Crunch time

Vietnam continues to lead growth in ASEAN. Its growth saw a notable upside surprise in 3Q24,
accelerating to 7.4% y-o0-y from 6.4% in 1H24. Despite facing challenges from Typhoon Yagi in
September — the strongest storm Vietnam has faced in 70 years — growth remains strong
thanks to robust trade performance.

Vietnam’s robust growth is
underpinned by trade

What is more encouraging is the breadth of the trade recovery. Albeit starting with consumer
electronics, other major shipments, including textile and footwear, machinery, and agriculture
products, have all seen stellar growth. Despite uncertainties in the outlook for global trade, a
healthy momentum in export growth is expected to continue over the near term.

However, a notable uplift in the domestic sector has not occurred yet. Cognizant of the relatively
subdued domestic momentum, the government has approved another extension of the 2%
value-added tax (VAT) cut to June 2025, originally set to expire at the end of 2024. That being
said, domestic conditions are improving, albeit gradually. Real estate sentiment and credit
growth continue to recover, while the increase in manufacturing activity is expected to
eventually filter through to the job market and household income with greater intensity.

Domestic conditions to
improve

We forecast GDP growth of 7.0% for 2024 and 6.5% for 2025. That being said, we are mindful
of the trade headwinds from potential tariff policies from the US. The National Assembly has set
a GDP growth target of 6.5-7% for 2025, but recently Prime Minister Pham Minh Chinh said the

government will strive for growth of c8% (Bloomberg, 2 December 2024).

We forecast 7.0% GDP
growth for 2024

Outside of growth, inflation remains comfortably under the State Bank of Vietham’s (SBV) 4.5%
target ceiling as underlying price pressures remain subdued. The recent moderation in global
energy prices have also been favourable for Vietham. We expect inflation to remain benign
through our forecast horizon, and we kept our inflation forecasts at 3.6% for 2024 and 3.0%
for 2025, respectively. However, currency developments will require close monitoring, with our
expectations that the SBV will remain prudent and hold its policy rate throughout 2025.

Export growth has normalised at a healthy ASEAN'’s FDI inflows accounted for the

pace lion’s share of Vietnam’s FDI in 2024
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