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ASEAN: Fate is swayed by the erratic forces of U.S. tariffs and China’s presence.

e In 2025, ASEAN-5 growth was revised downward from 4.6% to 4.1%, due to weaker external demand, resulting from escalating trade tensions.
The impact is most pronounced in trade-dependent economies such as Cambodia and Vietnam, while countries like Indonesia and the Philippines,
which rely more on domestic demand, face milder slowdowns.

e Since the last report, three major changes have emerged: first, President Trump’s higher-and-broader reciprocal tariffs, effective August 1, 2025.
Amid ongoing legal challenges, the U.S. is likely to continue with sector-specific tariffs. Second, U.S. dollar weakness—driven by diversification
away from U.S. assets amid escalating trade tensions—has created room for monetary policy easing. Third, the Thailand—Cambodia border
conflict, which recently escalated in late July, has significantly affected both countries’ economic relations, security, bilateral trade, and investor
sentiment. Both diplomatic and economic recovery is likely to take time.

e Major growth drivers in 1H25 included exports and private consumption. Export growth was previously boosted by front-running ahead of tariff
implementation. However, momentum is expected to wane in the second half of 2025 due to a payback effect. Private consumption has
moderated but remains relatively resilient, supported by easing inflation and lower policy rates. While private consumption is expected to remain
a key driver of growth, the outlook remains uncertain due to evolving external risks, particularly trade policies that threaten domestic
manufacturing and employment. Meanwhile, foreign direct investment, driven by ongoing supply chain diversification, remains the main engine
of medium-term growth, though it also faces risks associated with continued U.S. trade policy uncertainty.

e Downside risks loom large amid heightened uncertainty, as ASEAN economies face a delicate balancing act between maintaining U.S. market
access and managing Chinese investment flows. This is compounded by potential U.S. transshipment tariffs—emerging from recent negotiations—
aimed at curbing Chinese influence in the region. Furthermore, the impact of negotiated reductions in U.S. import tariffs on local SMEs and
sensitive sectors such as agriculture will also be crucial to monitor. Last but not least, the Thailand—Cambodia border conflict could destabilize the
subregion and weaken ASEAN cohesion if tensions persist.

e On the monetary policy front, higher slack in the economy, stronger disinflationary forces, and supportive external conditions all reinforce the
case for further easing, particularly in countries like Indonesia and the Philippines, where fiscal constraints limit stimulus options.
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ASEAN-5 growth revised down; tariff impacts vary across countries

e Previously, 2025 ASEAN-5 economic growth was expected to be steady at 4.6%. However, the IMF has revised this down to 4.1% in July 2025 as downside
risks loom, including weaker demand from key trading partners and intensifying trade tensions—major challenges for the region’s trade-driven economies.

e Within ASEAN, the overall picture reveals a broad-based downward revision. Countries like Cambodia, Vietnam, and Thailand, which are heavily reliant on
trade, face the most significant downward revisions. On the other hand, economies driven more by domestic demand, like Indonesia and the Philippines,
experience milder revisions.

IMF’s ASEAN-5 GDP Growth Projection IMF’s GDP Growth Projection for ASEAN
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Note: ASEAN-5 economies refer to Indonesia, Malaysia, the Philippines, Singapore, and Thailand.
Source: IMF WEO Database (Jan 2025), CEIC, and Krungsri Research
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Export boost expected to fade; moderated private consumption to drive growth

e The massive front-running demand ahead of anticipated tariffs has artificially boosted the region’s export growth. However, a sharp payback is expected,
with exports likely to slow in 2H25.

Private consumption moderated but remains relatively resilient, supported by easing inflation and lower policy rates. Key headwinds include weaker

exports and shifting trade policy—ranging from settled U.S. export tariffs to potential cuts in import tariffs—which could weigh on manufacturing, jobs, and
consumption, especially in export-dependent economies.

Another growth driver is FDI. Earlier optimism about manufacturing-related FDI was driven by supply chain diversification under the China+1 strategy, in
response to trade tensions since 2017 and excess capacity in China. While this remains a key medium-term regional driver, it is not without risks (see p. 8)

Regional Export Growth Private Consumption Expenditure Global and ASEAN FDI Flows

% YoY, 3mma

(USD, bn)
Cambodia Indonesia % YoY, 3mma Malaysia Thailand 2021 - 2022 2023 - 2024
Laos Philippines Indonesia Philippines +11.5%
60  eeeess Thailand Vietnam 20 o :
-16.4% 1 gog
50 15
40
10 .
30 = P
s
20 >
10 \ +10.3% +2.1%
0 \ °+03% 7
0 5 1,622 1,356 1,332 1,485 208 229 230 235
-10 .
Global FDI flows FDI flows in ASEAN
-20 -10 i A ~ ;
OO O O A4 4 N N N ™M M < < Global FDI in 2024 actually fell 8% In 2023, the five largest inflows are
oFI‘o g 2. 2. cO\IJ ro}l c:ll' gl' N. NI 2. r"}} gl gl m. < ?o ':.:‘ ':.:‘ ‘;‘ o 'g_ E X Nd: '.; o E‘D ‘\.C‘ when excluding European conduit from the United States (32.35%),

China (7.53%), Hong Kong (6.54%),
Source:

Japan (6.33%), and Singapore (6.3%).
CEIC, : AIR 2024 (ASEAN Secretariat and UNCTAD), and Krungsri Research

I}Ie krungsri

A member of MUFG, a global financial group

NSVAS




What has changed since the beginning of 20257

President Trump’s Reciprocal Tariffs ]

e Following negotiations, the White House
announced reciprocal tariff rates effective
August 1, 2025. Most ASEAN countries
(except Lao PDR) now face tariff rates of 19—
20%, lower than those announced on April 2,
2025, but higher than those before the
Trump 2.0 administration.

President Trump’s tariffs on ASEAN
Before Reciprocal
Trump 2.0 Rate 2.0

Thailand 0.7% 19%

Philippines 1.5% 19%

Indonesia 3.7% 19%

Cambodia 5.6% 19%

Vietnam 3.5% 20%

Source: IMF WEO Database (Jan 2025), CEIC, and Krungsri Research
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The U.S. Legal Challenges ]

e The ongoing U.S. court challenges to these
tariffs, deemed potentially unlawful, are
expected to take at least a year to resolve.
This legal limbo may prompt the U.S. to
continue with standard trade Ilaws,
imposing sectoral tariffs under targeted
justifications.

e Even if ‘reciprocal’ tariffs are not eventually
hiked, the continuing uncertainty will weigh
on investment sentiment in the region

Sectoral tariffs remain in effect

Section 232: national
security concerns

Section 201: to protect
US domestic industry

Automotive, steel,

and aluminum Solar panels

Section 301: unfair trade practices

Chinese goods

USD Weakness ]

Our previous report anticipated a stronger USD
amid escalating trade tensions. However,
diversification away from US assets has led to
weak USD, leaving room for further monetary
policy easing in most countries in the region. It
is important to be aware that the current
stronger local currency is not fundamentally
underpinned, so the trend may not be sustained.
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What to monitor next in trade tensions; negative effect is set to deepen either way.

On the trade front, ASEAN countries are caught between weakening global demand and increasingly competitive Chinese supply. Given their export-driven growth
models, many ASEAN economies have little choice but to continue negotiating with the U.S. However, aligning too closely with U.S. demands carries the risk of

retaliation from China, potentially further undermining investment and economic development in the region.
What could happen during negotiation
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Vietnam and Cambodia have limited room to maneuver with high external exposure.

e Amid rising risks of reciprocal, sectoral, and transshipment-related tariffs, trade-reliant countries like Vietham and Cambodia will be hardest hit, given their
high export exposure to the U.S. and heavy dependence on export-oriented manufacturing. In both countries, these sectors are predominantly labor-
intensive, so a decline in exports could significantly affect employment and, in turn, domestic demand.

e Regarding sectors, Viethnam’s electronics and Cambodia’s garment sectors are among the most affected. In addition, sectoral tariffs would directly impact
Cambodia’s solar panel exports. Combined with ongoing uncertainty over reciprocal measures, this would weigh on trade, investment, and the broader

economy.
Goods Exports Exposure to Major Economies Share of employment in manufacturing Share export goods to the US
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The US makes the deal art; ASEAN struggles to make the deal work.

e ASEAN now faces a growing challenge in balancing U.S. market access with Chinese investment flows, as the region has long relied on exports to the U.S.
while depending heavily on Chinese intermediate goods, with limited local supply chain alternatives.

e Potential negotiation outcomes could negatively impact the regional economy, affecting not only trade but also both foreign and domestic investment. These
risks arise from issues such as transshipment and reduced tariffs on U.S. goods. A key challenge lies in the extent of local content required to avoid U.S.-
imposed “transshipment tariffs,” which are aimed at curbing Chinese influence in ASEAN exports.

e In addition, ASEAN’s offer to lower tariffs on U.S. goods in exchange for reciprocal U.S. tariff reductions could hurt small and medium-sized firms, which
need more time to adjust, as well as other local producers in sensitive sectors such as agriculture and food and beverages.

Correlation between imports from China and exports to the US Import share from the US Strategic U.S. exports to ASEAN

All to reduce trade imbalances, support US domestic

Since the onset of U.S.-China trade tensions in 2017, all countries in the region have % of total imports, 2022 industries, and advance geopolitical interests.
shown a stronger correlation between imports from China and exports to the U.S.,

partially reflecting China’s re-routing of exports through the region to bypass tariffs el ey el Il )

Agricultural, food and

Malaysia 7.77 beverage products

Food product and vegetables (34%), To tap into ASEAN’s rising food demand and reduce
0.95 Electrical machinery and electronics (32%) . . .
0.89 0.89 hiliopi barriers against U.S. farm exports, which are
0.80 0.79 0.81 Philippines g economically and politically crucial for GOP.
0.74
0.65 0.67 Electrical machinery and electronics (27%) Aircraft and aerospace
0.58 Thailand 5.93 With firms like Boeing playing a key role, aerospace
boosts U.S. influence in defense and commercial
0.40 Fuels (23%), Food product and vegetables (22%) aviation.
’ Indonesia 4.9
Electrical machinery
And electronics
0.20 Electrical machinery and electronics (36%)
Vietnam 4.04 The U.S. aims to reduce ASEAN’s trade reliance on
Chinese technology and digital infrastructure, such
Transportation (38%), food products as 5G networks and semiconductors.
and vegetables (19%)
Cambodia Vietnam Thailand Malaysia Philippines Indonesia Cambodia 1.04 Energy: LNG, crude oil
2015-2017 2018-5M2025 To reduce ASEAN’s dependence on China,
Note: Texts represent key import products from the U.S. for each Russian or Middle Eastern for energy.

country; numbers in parentheses show the percentage of

Source: WTIS, CEIC, and Krungsri Research total imports from the U.S. in 2021.
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Countries with policy cushions will be better positioned.

e Heightened downside risks to growth have left the region grappling with economic slack. This, combined with intensifying disinflation—partly due to
a potential influx of cheap Chinese goods—and weaker economic growth, underscores the need for further monetary easing and fiscal stimulus.

e On the monetary policy front, pressures on growth, subdued inflation, more favorable external conditions (including improved fund flows and stronger
local currencies), and the current high real interest rates suggest greater room for easing than earlier in the year.

e Monetary policy will play a central role, especially in countries with limited fiscal space, such as Indonesia, constrained by its 3% deficit cap, and the
Philippines, which is undergoing fiscal consolidation.

IMF’s Inflation Projection and Inflation Target Ex-post real interest rate?/ Caveats in the use of fiscal stimulus
(%YoY)
% [JRange (2015-5M2025) A Current ® Average Government debt (% of GDP)
2025F 2026F @ nflation target range 6 ) . ) .
Thailand  65.1%  Nearing the 70% public debt ceiling
4 A A
6 Ongoing fiscal consolidation aimed at
2 A R ° Philippines  57.3 narrO\INing the deficit; already
o ° ° committed to large, long-term
« 0 infrastructure projects.
4 -
- 3.2
56 2.9 - 2.9 . -2 Committed to fiscal discipline to
2.5 ' Indonesia  40.1 maintain investors' confidence; fiscal
2 1.7 - -4 deficit legally capped at 3% of GDP.
-
0.9 1.0 B
0.7 6 Fiscal space remains, but
0 3 Vietnam disbursement capacity and execution
) I . . . . I . . delays persist.
Indonesia  Philippines  Thailand  Cambodia  Vietnam Thailand Philippines Malaysia Indonesia
Note: 1/ The real interest rate is calculated as the policy rate minus actual Note: 2/Thailand’s public debt is as of August 2025 (PDMO),
inflation, based on data from 2015 to the latest period. A higher while figures for other countries are as of Q1 2025 (IIF).

real rate indicates a tighter monetary policy stance.

Source: IMF WEO Database (April 2025), CEIC, PDMO, IIF, and Krungsri Research
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2025 ASEAN Economic Pulse
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Political transition risks in
mid-2025 and continuity of
economic reforms
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Trade tensions impact on
exports and continued
attraction of FDI.

Trade tensions impacts on US
exports, continuation of
Chinese investment
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ASEAN-U.S. Tariff Negotiation Progress

*

Al

Vietham The Philippines Indonesia Cambodia Lao PDR
U.S. Tariffs 46% 20% @‘ 20% 19% @‘ 32% 19% 49% 19% @‘ 48% 40% ?‘
(July 2) (July 23) (July 15) (July 31) July 7)

VT officials objections and
request further negotiations

Negotiated
Terms

v ¢

+ 0% tariff on U.S. goods

+ Market liberalization for key
US industries such as large
vehicles, aircraft, etc.

0% tariff on most U.S. goods,
such as electronic appliances
and food.

Consider to remove non-tariff
barriers, including quotas,
imports licensing requirements
and to strengthen intellectual
property rights measures

0% tariff on U.S. goods

* Purchase 50 Boeing aircraft

* Import USD 15 bn of oil and gas

+ Import USD 4.5 bn of agricultural
products

+ USD 2 bn investment plan in blue

ammonia plants in Louisiana

Negotiations are currently
ongoing, and no official details
have been disclosed.

Transshipment

Tariffs 40% transshipment tariffs, Theg_mag face tr::.mss_hlpment
4 T tariffs, as seen in Vietnam
™| with no clear details revealed.
HH.
Vietnam pledged to narrow trade - Officials seeks to renegotiate Indonesia aims 0% U.S. tariff on | Trade talks may face disruption if
Others tensions with Thailand continues.

gap, combat illegal transshipment.
(as of May)

the tariff down to 15%
Established technical working
groups to discuss
semiconductor, electronics, and
other industries. (as of May)
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critical minerals, including
copper and nickel.
However, the detailed
agreements have not been
finalized and disclosed yet..

There were no reports of
official negotiations between
Lao PDR and the US.

11



Cambodia: Heavy reliance on external drivers leads to heightened growth risks.

e Cambodia’s 2025 growth forecast was revised down from 5.8% to 4.0%, the largest downward revision in the region, due to the US tariffs and its high reliance
on exports to the US. In 1H2025, growth remained relatively robust, mainly driven by front-loading goods exports, though it is expected to slow in 2H2025.

Inflation eased to 1.59% in June 2025, after spiking to 4.8% in 1Q2025, mainly due to rising food prices. It is expected to moderate this year, assuming supply
conditions remain stable.

e FDI inflows, remittances, and partial tourism recovery in 1H25 supported the country’s balance of payment, lifting foreign reserves to USD 24.7 bn (7 months’
import cover). However, amid softening external demand and trade policy uncertainty, exports and FDI in labor-intensive manufacturing—particularly garments,
travel goods, and footwear—are expected to slow, especially FDI from China, which has been dominant and currently accounts for 90% of apparel factories.

IMF’s Annual GDP Growth Projections Contribution to goods exports FDI Inflows
% YoY %YoY, 6mma USD, bn %YoY
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Border tensions and domestic credit stress present further risks.

e The Cambodia-Thailand border tension may heighten short-term inflation and living costs, as border trade accounts for half of bilateral trade, and the fuel
import ban covers one-third of Cambodia’s supply. Although Cambodian authorities have affirmed their ability to secure new fuel sources, their prior heavy
reliance on Thai imports may still lead to shortages and upside inflation risks. Prolonged tensions could further undermine investor confidence.

e The banking sector faces rising risks from high private debt and deteriorating asset quality, with NPLs reaching 7% by end-2024. Slowing credit growth (32.5%
in 2021 to 2.2% in April 2025) and falling real estate prices are tightening credit conditions, constraining investment and consumption (negative wealth
effect), and risking financial stability and overall growth.

Thailand-Cambodia Trade Share of fuels imports (2022) The Downturn in Residential Real Estate Price
(USD, mn) and Domestic Credit growth
% YoY, 3mma Domestic Credit (Base 2020= 100)
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Lao PDR: Service sector remains the key growth engine amid weak domestic economy o

e In April, the IMF revised down Lao PDR’s growth for 2025 to 2.5% from 3.5% in its October projection. The slowdown reflects weakening external demand
and global trade policy uncertainties, weighing the country’s growth outlook to be lower than the pre-covid levels. Service sectors (tourism and transport
services) continue to be the main growth drivers. Service balance also shows promising growth, mainly driven by tourism.

e Domestically, eroded household purchasing power, high production costs, and tight monetary conditions continue to constrain domestic economic activity,
particularly over the past five years. Although the inflation rate has declined to single digit since May 2025, due to a more stable Lao Kip, the cost of living
remains persistently high.

IMF’s Annual GDP Growth Projections Tourism Revenue Current Account Balance
%YoY
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Ongoing vulnerability limits policy space and keeps the local currency structurally weak. o

e Public external debt remains sustainably high, exposing Lao’s external stability to vulnerability. Nonetheless, the foreign exchange reserves by the end of 2024
reached USD 2.1 bn, at around 2.5 months of imports of goods and services and only 1.6 months of imports (excluding short-term liabilities).

A recorded fiscal surplus in 2024 was driven by the tax policy reforms and improved tax administration. However, high debt service costs have absorbed much of
the fiscal gains, limiting space for further fiscal stimulus.

e While the local currency has stabilized following the implementation of tight monetary policy—including exchange rate controls and repatriation mandates—it

is expected to remain structurally fragile due to high external debt obligations. Regarding domestic demand, despite the reduction in the short-term loan interest
rate from 10.0% to 9.5% in June 2025, demand remains constrained by overall tight monetary conditions, as reflected in the slowdown of broad money growth.

Public Debt Fiscal Balance USD/LAK and Policy rate
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Myanmar: Deeper contraction from earthquake; recovery expected in late 2025. U

e Myanmar’s economy is projected to contract by -2.5% in FY2025/26%*, revised downward from earlier estimates primarily due to the severe impact of the 7.7-
magnitude earthquake in March 2025. As a result, the manufacturing PMI remains in the contraction zone, amid factory closures, raw material shortages, and
power outages undermining production. However, activity is expected to partially recover in 2H2025, supported by reconstruction efforts. Additional pressure
comes from monsoon flooding, with the agriculture sector already having contracted by -3.8% in FY2024/25.

e According to World Bank price surveys, Inflation has accelerated to 34.1% YoY in April 2025, driven by supply chain disruptions—earthquake, conflict-related
supply issues, and import restrictions. Food inflation remained high at 29.5% while non-food inflation spiked to 36.4%, further straining household consumption.
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The unresolved political situation hinders economic recovery. U

e The kyat has stabilized in parallel markets since October 2024 after a period of sharp depreciation, though a wide gap remains due to foreign currency
shortages. Despite reduced central bank interventions, stability has been supported by tight import controls, the ‘export-first” policy*, and crackdowns on
informal forex trading. A decline in imports and higher agricultural exports, due to subdued domestic demand and domestic logistics disruptions, have
contributed to the country’s trade surplus, easing pressure on the currency.

e Regarding the political situation, armed conflict intensified and spread in 2025, disrupting production and logistics, thereby adding economic uncertainty.
The military plans elections by early 2026 after repeated emergency extensions, with only its proxy and allied parties contesting nationwide while opposition
parties remain excluded.
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Vietnam: Front-running exports sooth growth concerns—for now.

e In 2024, Vietnam’s economy grew by 7.1%, outpacing other ASEAN economies, driven by front-loaded exports and resilient domestic demand. While the IMF

has revised Vietham’s 2025 GDP growth projection down to 5.2% (from 6.1%), the 2Q25 GDP outturn came in resilient at 7.96%. This was driven by
front-running exports and broad-based domestic growth, partly supported by government stimulus measures, particularly the extended VAT rate cut through

end-2026, and lower inflation, which helped improve purchasing power. At the same time, the government has been making progress in attracting export-led
FDI through investment incentives and facilitation, further boosting the manufacturing sector and employment.

The key question going forward is how this momentum can be sustained under an export-led growth model amid the U.S. export-related policy uncertainties.
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Escalating trade tensions pressure Vietnam’s high-external-reliance economy.

e With total goods exports exceeding 80% of GDP, Vietham is exposed to higher downside risks from weakened global demand amid unfavorable trade policies.
Vietnam’s 1H2025 exports, particularly to the U.S., rose significantly from frontloading to avoid higher tariff rates. Hence, its recent growth may not sustain
throughout the year.

e OnlJuly 2, 2025, the U.S. announced that Vietnam’s imports to the U.S. are subject to a 20% tariff, effective from August 1. On the other hand, transshipments
face a 40% rate and would therefore result in stricter Rule of Origin implementation. The high correlation between imports from China and exports to the U.S.
underscores Vietham’s role as a key China+1 manufacturing hub—something the U.S. aims to rebalance. As a result, the current account surplus is expected to
narrow due to a smaller anticipated trade surplus.

e However, there are still uncertainties in such measures until the official trade agreement with the U.S. is launched, depending on various factors, including
the U.S. legal process, other countries’ agreement, as well as the trade diversification strategy towards other key economies.

IMF’s Current Account Balance Projections Vietnam’s Trade Balance Correlation between Imports from China and Exports to U.S.
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Banks ordered to support economy as property sector risks linger.

e 1H2025 credit growth reached 7.1%, exceeding the growth in 2023 and 2024, and approaching the country’s target of 16% for 2025. The government has
mandated the SBV to assign a credit growth target for commercial banks. Key programs raising the credit growth include 1) Credit package of VND 100 trillion
for agriculture, forestry, and fishery sectors (accounting for 6% of total outstanding credit, as of April 2025) and 2) Housing loans with preferential rates for
young borrowers aged under 35.

e Vietnam’s property market remains an issue to watch. Although corporate bond issuance in the first five months of 2025 rose significantly compared to the
same period last year, bank bonds dominated the corporate bond market—accounting for nearly 70% of total issuances YTD—while the real estate sector
made up only around 22%. The increase in bank bond issuance is largely aimed at supporting the government’s credit growth target and strengthening
medium- to long-term capital structures

e The subdued bond issuance from the real estate sector may signal ongoing liquidity constraints. Real estate bonds valued around VND 80 trillion maturing in
2H2025 (accounting for more than 50% of the total value of maturing bonds in 2H25) should be closely monitored, given potential rollover risks. This situation
could have broader implications for the corporate bond market, particularly if liquidity challenges intensify. Companies facing upcoming bond maturities may
undertake early bond buybacks as a strategy to manage refinancing risks.
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Indonesia: Growth softens but remains resilient, driven by private consumption. ﬁ

«_\\ }/,

e The IMF has revised its 2025 growth forecast down from 5.1% to 4.8%, the smallest downward revision in the region, reflecting low trade exposure. So far,
private consumption remains robust, supported by easing inflation and lower interest rates. However, overall economic growth has been weighed down by
weak public and private investment, as fiscal disbursement was delayed following a presidential directive in 2025 to cut the budget for fiscal efficiency,
thereby dampening business sentiment. Meanwhile, goods exports grew steadily in 1Q25, supported by non-oil & gas shipments, despite lower oil prices.

e Monetary policy has eased as Bank Indonesia (Bl) cut policy rate by a total of 75 bps so far in 2025 to 5.25%, alongside liquidity injections to support domestic
demand and credit growth after the rupiah stabilized following its intervention. Further rate cuts are expected in 2H2025 as Bl sees softer growth, though the
pace and timing will depend on currency stability.

e The government sought to boost consumer purchasing power in mid-2025 by launching an additional stimulus package and extending electricity and fuel
subsidies to shield vulnerable households from rising global prices. However, given the small size of the package (0.1% of GDP), its impact on the real economy
is likely to be limited.

IMF’s Annual Growth Projections Contribution to Real GDP Growth Fiscal Disbursement
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Fiscal stability risks and middle-class shrinkage may weigh on domestic demand.

Fiscal stability has emerged as a key concern. Indonesia’s weak revenue collection (-9% YoY over 1H2025) and expansive stimulus measures have pushed its

2025 budget deficit to near the 3% legal cap. In addition, private consumption faces headwinds as the share of middle-class households continues to decline.
Labor-intensive industries are seeing factory closures due to rising competition from low-cost Chinese manufacturers, while ongoing trade tensions have led to

increased layoffs.

To support long-term investment, the government launched Danantara Sovereign Wealth Fund in February 2025 with USD 20 bn in capital, consolidating
major SOEs. However, the fund faces scrutiny over transparency, oversight gaps, and fiscal risks as SOE dividends now bypass the state budget.

Indonesia’s reliance on external financing makes fiscal credibility crucial. Concerns over the fiscal deficit cap and the Danatara SWF have weighed on investor

sentiment, triggering capital outflows early this year. While flows have stabilized thanks to Bl’s intervention and a shift away from dollar assets since April, the
reallocation of the budget from public infrastructure investment to short-term stimulus may weigh on medium-term growth.

Government revenue and expenditure
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Philippines: Maintain steady growth with strong domestic consumption

® In 2024, the Philippines’ economy grew by 5.7%, supported by strong domestic demand and services exports. In 1Q2025, growth registered at 5.4%, mainly
driven by increased government spending, particularly in public infrastructure investment, while household consumption remained a growth driver.

® Economic growth for full-year 2025 is projected to remain steady at 5.5%. Domestic consumption will continue to be a key growth pillar, supported by stable
remittance inflows, rising purchasing power with softening inflation, and a resilient labor market. The unemployment rate in May 2025 stood at 3.9%, remaining
below the average of 5.2% since 2021. The service sectors, especially tourism and business process outsourcing, are also expected to be major growth drivers.

® However, 2025 GDP growth has been revised down from an earlier forecast of 6.1%, partly due to external headwinds. Although goods exports account for
only 17% of GDP, the imposition of 20% U.S. import tariffs, particularly affecting electronics, could weigh on export performance, as the U.S. market represents
around 13% of total electronics exports.
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Loosening monetary policy to support the economy, while fiscal policy space is limited )

The Bangko Sentral ng Pilipinas (BSP) imposed expansionary monetary policy after Peso has been stabilized and inflation rate remains in targeting range of 2-4%.
The easing cycle is expected to continue, encouraging consumption and private investment as main growth engines amid external headwinds.

® As of March 2025, the fiscal deficit rose significantly to 6.8% of GDP as budget disbursement outpaced revenue collection ahead of the mid-term election. With
such a large deficit, fiscal tightening is expected in the remainder of the year to achieve the 2025 deficit target of 5.5% of GDP. In addition, the government’s
fiscal consolidation plan aimed at narrowing the deficit to 4.3% of GDP by 2028 is expected to constrain public spending and public investment over the medium
term. However, the consolidation effort may face delays due to weaker-than-expected revenues and elevated expenditure pressures at present.
@ Political risk has been de-escalated after Sara Duterte’s impeachment was dismissed by the Senate. The case was sent back to the House of Representatives to
clarify whether its process had been lawful. It is expected that the case will be delayed until the next Senate session, beginning in July 2025.
Policy Rate, Inflation, and Real Policy Rate Fiscal and Current Account Balance Government Revenue Collection and
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With strength from within and support from new partnerships, ASEAN can move more
freely—freed from US-China strings.

e Cyclical outlook: Over the short term, growth in ASEAN-5 increasingly depends on domestic demand, as external headwinds and tariff
uncertainties continue to weigh on exports and investor confidence. Private consumption will be a key driver, but risks remain,
particularly around trade policies that could affect manufacturing and employment.

e Medium-term prospects: Foreign direct investment (FDI) continues to flow into the region, supported by ASEAN’s broader regional
attractiveness amid ongoing supply chain diversification. However, uncertainty around U.S. trade policy, including potential
transshipment tariffs, and sector-specific measures, poses significant risks. Amid ongoing external uncertainties, internal matters have
become increasingly critical, both within individual ASEAN countries and across the region as a whole.

e To move more freely from the strings attached, ASEAN must
strengthen internal unity and diversify its partnerships.
Prioritizing cohesion is essential to enhancing ASEAN’s collective
bargaining power on the global stage. By fostering mutually
beneficial relationships with new partners, the region can build
greater strategic autonomy. Notably, significant progress has been
made in upgrading trade agreements with the European Union.
While tangible outcomes may take time to materialize, this
remains a promising step toward reducing overdependence and
empowering ASEAN to shape its own fate.
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