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Introduction 
Rising geoeconomic fragmentation and intensifying trade ten-
sions between the world’s two largest economies have put the 
Association of Southeast Asian Nations (ASEAN) in a delicate 
balancing position. Established in 1967 to promote economic, 
political, and security cooperation, ASEAN today comprises 
eleven countries: Brunei, Cambodia, Indonesia, Laos, Malay-
sia, Myanmar, the Philippines, Singapore, Thailand, Vietnam, 
and Timor-Leste.

Within the bloc, the five largest middle-income emerging mar-
ket and developing economies (EMDEs)—Indonesia, Malaysia, 
the Philippines, Thailand, and Vietnam (collectively ASEAN-5)—
account for more than 84 percent of gross domestic product 
(GDP) and 87 percent of the population.1 This brief therefore 
focuses on these economies, examining their main industries, 
their roles in global supply chains, and the challenges and op-
portunities they face.

The central finding is that ASEAN-5 is well positioned for sus-
tained growth and increasing significance in the global eco-
nomy. A young and expanding population, improving human 
capital, abundant natural resources, and strategic proximity 
to major markets in South and East Asia underpin the bloc’s 
strong economic potential. Deep trade ties with East Asia, the 
European Union (EU), and the United States have further ce-
mented the region’s role in global supply chains, particularly in 
high-tech manufacturing, energy, and consumer markets.

However, the results of this potential are not guaranteed. Ri-
sing geoeconomic fragmentation, trade disruptions, climate 
vulnerabilities, persistent infrastructure gaps, and regulatory 
constraints all pose significant headwinds that could limit the 
region’s trajectory if they are left unaddressed.

The brief proceeds as follows: Section II provides an over-
view of the main trends in the global economy, with a focus 
on middle-income EMDEs. Section III examines ASEAN-5 eco-
nomies, their role in global trade and supply chains, and key 
opportunities. Section IV provides a discussion of the main 
challenges facing the bloc. Section V offers policy recommen-
dations to help unlock ASEAN-5’s full potential, and Section VI 
concludes the brief. 

1.	 In this brief, EMDEs are referred to as middle-income economies, and are otherwise categorized as lower -and upper-middle 
income economies in World Bank and International Monetary Fund datasets. Low-income economies are not considered part of 
EMDEs. In the literature, they are usually referred to as least-developed countries or LDCs. 

The global economic landscape:  
Resilience, risks, and transformation

The global economic landscape is currently defined by a 
structural slowdown in growth, primarily driven by rising debt, 
aging population, climate change, inadequate infrastructure, 
geoeconomic fragmentation, and overall declining total factor 
productivity (TFP) over the past two decades. As illustrated in 
Figure 1, while the global economy has shown surprising re-
silience post-pandemic (maintaining an average GDP growth 
of approximately 3 percent between 2022 and 2024), the 
underlying forces of prosperity have weakened. This resi-
lience is tempered by an increasingly uneven recovery; while 
middle-income countries continue to lead in growth, low-inco-
me economies have significantly regressed, being on average 
20 percent poorer in 2024 than they were in 2011 (Figure 2). 

In other words, by the end of 2026, GDP per capita in low-inco-
me economies is expected to remain below 2 percent of that in 
high-income economies. Moreover, with structural headwinds 
continuing to outweigh growth tailwinds, the global economy 
is likely to remain on a path of slowing long-term growth for 
the foreseeable future. According to the World Bank’s 2026 
“Global Economic Prospects” report, this means “the average 
growth rate of this decade will be the lowest since the 1960s,” 
posing major challenges to global efforts aimed at reducing 
extreme multidimensional poverty and inequality.

The looming debt crisis
One of the most critical headwinds facing the global economy 
is the unprecedented rise in public and private debt. Global 
public debt is projected to exceed 100 percent of global GDP 
by 2028, with EMDEs currently facing debt levels at a fifty-
five-year high (Figure 3). This burden is particularly acute for 
EMDEs due to borrowing costs, which range from 7 percent 
to 11 percent for EMDEs, compared to 1 percent to 4 percent 
in advanced economies, forcing EMDEs to allocate significant 
portions of their budgets to debt service. As shown in Figure 
3.1, the share of government revenue dedicated to interest 
payments in EMDEs doubled from 5 percent in 2008 to 10 
percent in 2023, totaling approximately $415 billion in 2024 
alone and diverting funds away from essential expenditure 
and investments in infrastructure, health, and education. 

Beyond the rising levels and costs of public debt, policyma-
kers must also confront the growing risks posed by the world’s 
massive stock of combined public and private debt. According 
to the Institute of International Finance’s 2025 “Global Debt 

https://www.imf.org/-/media/files/publications/weo/2024/april/english/text.pdf
https://www.imf.org/-/media/files/publications/weo/2024/april/english/text.pdf
https://openknowledge.worldbank.org/server/api/core/bitstreams/a9e24256-baf8-45bb-9075-75e437e1d6f7/content
https://openknowledge.worldbank.org/server/api/core/bitstreams/a9e24256-baf8-45bb-9075-75e437e1d6f7/content
https://openknowledge.worldbank.org/server/api/core/bitstreams/a9e24256-baf8-45bb-9075-75e437e1d6f7/content
https://unctad.org/news/global-growth-expected-slow-26-through-2026
https://unctad.org/news/global-growth-expected-slow-26-through-2026
https://unctad.org/news/global-growth-expected-slow-26-through-2026
https://www.worldbank.org/en/programs/debt-statistics/idr/products
https://www.worldbank.org/en/programs/debt-statistics/idr/products


ASEAN-5 in an era of geoeconomic realignment

3ATLANTIC COUNCIL

0

0.5

1

1.5

2

2.5

3

3.5

4

4.5

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

%

GDP growth (Five year moving average  %) GDP per capita growth (Five year moving average %)

Linear (GDP growth (Five year moving average  %)) Linear (GDP per capita growth (Five year moving average %))

-30.0%

-20.0%

-10.0%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

World High income Upper middle
income

Lower middle
income

Low income

2011-2024 2015-2024 2019-2024

Source: “World Development Indicators,” World Bank; author’s calculations.

Source: “World Development Indicators” and author’s calculations.

Figure 1: GDP and GDP per capita growth (five-year moving average percentage)

Figure 2: GDP per capita growth (constant 2015 US dollars, percentage)

https://databank.worldbank.org/source/world-development-indicators
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Figure 3: General government gross debt (percentage of GDP)

Figure 3.1: Interest payments (percentage of revenue)

https://www.imf.org/en/publications/weo/issues/2025/10/14/world-economic-outlook-october-2025
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Monitor” report, global debt climbed to nearly $350 trillion in 
2025, more than three times global GDP. Such unprecedented 
debt levels heighten vulnerabilities in global financial markets 
and increase the risk of financial instability, particularly in an 
environment of increasing uncertainties and slowing growth.

Demographic shifts and labor market fragility
Demographic trends present a double-edged sword for 
EMDEs. As seen in Figure 4, while high-income nations grapple 
with an aging population—one of five people in high-income 
economies is over the age of 65—the share of population 
aged 65 and above has remained merely around 3 percent 
and 6 percent in low- and lower-middle income economies, 
respectively. In fact, these economies house 60 percent of the 
world’s population aged 0–14, creating a massive demogra-
phic dividend, but only if 40–50 million jobs can be created 
annually through 2040. Failure to do so could lead to increa-
sing social and political instability in these economies, which 
could lead to mass migration crises.

Global labor markets appear stable with a 5 percent unem-
ployment rate, but this is masked by a structural decline in la-
bor force participation (LFPR), which fell to 61 percent in 2025 
(Figure 4.1). In other words, declining LFPR around the world 

is one factor in lower unemployment rates. Youth unemploy-
ment remains a persistent challenge at 13.4 percent globally, 
and it has increased in upper-middle income economies over 
the last quarter century. This reflects a growing skill mismatch 
in EMDEs as these economies shift from labor-intensive, 
low-technology industries toward more capital-intensive and 
technologically advanced sectors.

The climate challenge and the energy transition
Climate change acts as a major drag on the global economy, 
with the frequency of disasters increasing from fewer than one 
hundred per year in 1980 to more than 350 by 2024 (Figure 
5). EMDEs bear the brunt of climate-related disasters, which 
could reduce global income by 20 percent by 2050. While 
global primary energy use has been shifting away from oil and 
coal toward renewables and natural gas (Figure 5.1), green-
house gas emissions still reached a record 53.2 gigatons (GT) 
in 2024 (Figure 5.2).

Interestingly, high-income countries have reduced per capita 
emissions by 18 percent since 2001 and global growth in per 
capita emissions is now primarily driven by EMDEs such as Chi-
na and India. Nonetheless, per capita emissions in high-inco-
me economies remain significantly higher than in EMDEs—43 

0

5

10

15

20

25

19
90

19
92

19
94

19
96

19
98

2000
2002

2004
2006

2008
2010

2012
2014

2016
2018

2020
2022

2024

%

World High income Upper middle income

Lower middle income Low income

Source: “World Development Indicators.”

Figure 4: Population aged 65 and above (percentage of total population)

https://www.iif.com/Products/Global-Debt-Monitor
https://www.iif.com/Products/Global-Debt-Monitor
https://data.worldbank.org/indicator/SP.POP.0014.TO.ZS?locations=XM
https://data.worldbank.org/indicator/SP.POP.0014.TO.ZS?locations=XM
https://www.worldbank.org/en/news/opinion/2018/05/11/more-and-better-jobs-for-developing-nations
https://www.worldbank.org/en/news/opinion/2018/05/11/more-and-better-jobs-for-developing-nations
https://meetings.imf.org/en/-/media/amsm/files/sm2026/imfc/ilo.pdf
https://meetings.imf.org/en/-/media/amsm/files/sm2026/imfc/ilo.pdf
https://www.worldbank.org/en/publication/wdr2024
https://www.worldbank.org/en/publication/wdr2024
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Figure 4.1: Labor force participation rate

Figure 5: Climate-related disasters frequency, number of disasters: total

https://climatedata.imf.org/
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Figure 5.1: World primary energy use mix
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Figure 5.2: Total greenhouse gas emissions excluding land use, land-use change, and forestry (LULUCF) (million tons (Mt) of 
carbon dioxide equivalent (CO2e))

https://www.bp.com/api/files/6cqieuqhq4no/master/7l87OSav7R0jHuVkT06Zj5/8a914ca3361df9d09627f7a60d11f0dc/bp-energy-outlook-2025.pdf
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Figure 5.3: Total greenhouse gas emissions excluding LULUCF per capita (tons of CO2e per capita)

Table 1: World electricity generation by source (terawatt hours (TWh))

Wind and solar Coal Natural gas Nuclear Other Total

2023  3,967  10,674  6,688  2,738  5,729  29,795 

2035 Current 
trajectory  14,709  9,371  8,585  3,492  6,637  42,794 

2035 Below 2°  19,951  6,389  6,722  3,842  7,240  44,144 

2050 Current 
trajectory  30,545  5,579  9,708  4,464  7,420  57,717 

2050 Below 2°  50,708  723  3,215  6,127  9,476  70,249 

Source: “BP Energy Outlook 2025.”
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percent more than higher-middle-income economies, 4.7 times 
those in lower-middle-income economies, and 8.8 times those 
in low-income economies (Figure 5.3). According to Table 1, 
to meet the 2 degrees Celsius (°C) target by 2050, the wor-
ld must electrify and decarbonize fast, which means it needs 
to increase wind and solar generation by a factor of thirteen 
by 2050. At the same time, while carbon pricing is expanding 
(with more than eighty emissions trading schemes (ETS) and 
carbon taxes active in 2025), carbon prices remain too low to 
meet climate goals in a timely manner.

Infrastructure and the digital divide
The lack of basic infrastructure remains a staggering hurdle 
for the low-income and lower-middle-income economies. As 
shown in Table 2, in low-income economies only 45 percent of 
the population has access to electricity, less than 25 percent 

use internet, and fixed broadband subscription rates are less 
than one per one hundred people. To address increasing glo-
bal demand for basic infrastructure, meet climate targets, and 
power the artificial intelligence (AI) revolution, an estimated 
$106 trillion in investment (mainly in low-income economies 
and EMDEs) is required by 2040, a sum that necessitates 
massive mobilization of private capital through innovative pu-
blic-private partnerships. Driven largely by the rapid rise of 
AI and its expanding use across virtually every sector of the 
economy, global demand for information and communications 
technology (ICT) and digital infrastructure investment is projec-
ted to reach $19 trillion in the next fifteen years.

The rapid rise of AI and the digital economy has become a pri-
mary driver of recent growth, particularly in the United States, 
where AI-related investment accounted for nearly 40 percent 

Table 2: Access to infrastructure 

Access to 
electricity 

(percentage of 
population)

People using 
at least basic 

drinking 
water services 
(percentage of 

population)

People using 
safely managed 

drinking 
water services 
(percentage of 

population)

People using 
at least basic 

sanitation 
services 

(percentage of 
population)

People using 
safely managed 

sanitation 
services 

(percentage of 
population)

Individuals using 
the internet 

(percentage of 
population)

Fixed broadband 
subscriptions 

(per one hundred 
people)

World 92 91 74 82 58 73.6 20.11

High income 100 99 96 98 84 94.2 38.71

Upper middle income 99 96 78 94 62 88.8 33.01

Lower middle income 91 91 69 75 52 62.9 5.05

Low income 45 61 33 38 27 23.4 0.57

Source: “World Development Indicators.”

Source: “The 2026 AI Index Report,” Stanford Institute for Human-Centered AI (HAI).  

Figure 6: Global distribution of data centers, 2025

https://www.bp.com/content/dam/bp/business-sites/en/global/corporate/pdfs/energy-economics/energy-outlook/bp-energy-outlook-2025.pdf
https://www.worldbank.org/en/publication/state-and-trends-of-carbon-pricing
https://www.worldbank.org/en/publication/state-and-trends-of-carbon-pricing
https://www.mckinsey.com/industries/infrastructure/our-insights/the-infrastructure-moment
https://www.stlouisfed.org/on-the-economy/2026/jan/tracking-ai-contribution-gdp-growth
https://hai.stanford.edu/ai-index/2026-ai-index-report
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of GDP growth through the third quarter (Q3) of 2025. Howe-
ver, the AI revolution and investment in data centers are highly 
concentrated in a few countries (Figure 6), exacerbating the 
existing wide digital divide across economies. With more than 
25 percent of people globally without access to the internet, 
the AI revolution is poised to leave 2 billion people—mainly 
from the low-income economies—behind, much like they were 
left behind by the internet revolution of the past three decades 
(Figure 6.1). 

Geoeconomic fragmentation, inflation, and TFP
Over the past decade, the global economy has experienced 
increasing momentum of geoeconomic fragmentation, cha-
racterized by trade decoupling, re-shoring, and friend-shoring. 
Trade barriers have been on the rise (Figure 7), causing the 
global trade-to-GDP ratio to decline and stagnate after increa-
sing continuously for more than three decades and peaking 
at 61 percent in 2008 (Figure 8). This fragmentation, along-
side supply chain pressures and extreme policy uncertainty, 
has fueled inflation and weakened TFP, or the efficiency with 
which economies use labor and capital.

Inflation remains a significant hurdle, particularly for low-inco-
me economies where budget deficits are often monetized due 
to a lack of access to debt markets (Figure 9). These pressures 
are exacerbated by volatile energy and food prices (Figures 
10 and 10.1), which have remained elevated following the pan-

demic, the Russia–Ukraine war, and the most recent conflict in 
the Persian Gulf.

In major economies such as the United States, EU, China, 
Japan, the United Kingdom, and Canada, aging populations, 
weaker business investment, climate-related disruptions, in-
creasing policy uncertainties, and structural frictions have all 
reduced TFP growth and limited the efficient flow of labor and 
capital toward the most productive firms. International Mone-
tary Fund (IMF) analysis from April 2024’s World Economic 
Outlook shows that TFP’s contribution to growth declined 
sharply across advanced, emerging, and low-income econo-
mies between 2020 and 2023. As shown in Figure 11, TFP’s 
role in driving global growth peaked in the early 2000s and 
has steadily weakened across the world since the global fi-
nancial crisis, falling to nearly zero in low-income developing 
countries during 2020–2023.

In conclusion, while technological tailwinds such as AI and 
the green transition are creating new momentum for global 
growth, the world economy faces an increasingly fragile out-
look marked by rising debt burdens, demographic pressures, 
geoeconomic fragmentation, supply chain disruption, and 
widening disparities between advanced and developing eco-
nomies. As shown earlier in Figure 2, EMDEs have become 
the primary engine of global growth over the past two de-
cades, yet persistent infrastructure gaps (especially in digital 
infrastructure), skills mismatches, limited youth employment 
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Figure 6.1: Individuals using the internet (percentage of population)

https://www.stlouisfed.org/on-the-economy/2026/jan/tracking-ai-contribution-gdp-growth
https://hai.stanford.edu/ai-index/2026-ai-index-report
https://hai.stanford.edu/ai-index/2026-ai-index-report
https://www.imf.org/-/media/files/publications/weo/2024/april/english/text.pdf
https://www.imf.org/-/media/files/publications/weo/2024/april/english/text.pdf
https://www.imf.org/-/media/files/publications/weo/2024/april/english/text.pdf
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Figure 7: Number of trade restrictions imposed annually worldwide
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Figure 8: Global trade-to-GDP ratio (percentage)

https://globaltradealert.org/


ASEAN-5 in an era of geoeconomic realignment

12ATLANTIC COUNCIL

0

1

2

3

4

5

6

7

8

9

10

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

%

World High income Upper middle income Lower middle income Low income

Source: “World Development Indicators.”

Source: Federal Reserve Economic Data, Federal Reserve Bank of St. Louis; author’s calculations.

Figure 9: Inflation, annual change in GDP deflator (percentage) 
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Figure 10: Global energy price index



ASEAN-5 in an era of geoeconomic realignment

13ATLANTIC COUNCIL

0

50

100

150

200

250

300

350

400

Ja
n-

15

Ju
l-1

5

Ja
n-

16

Ju
l-1

6

Ja
n-

17

Ju
l-1

7

Ja
n-

18

Ju
l-1

8

Ja
n-

19

Ju
l-1

9

Ja
n-

20

Ju
l-2

0

Ja
n-

21

Ju
l-2

1

Ja
n-

22

Ju
l-2

2

Ja
n-

23

Ju
l-2

3

Ja
n-

24

Ju
l-2

4

Ja
n-

25

Ju
l-2

5

Ja
n-

26

80

90

100

110

120

130

140

150

160

170

180

Ja
n-

15

Ju
l-1

5

Ja
n-

16

Ju
l-1

6

Ja
n-

17

Ju
l-1

7

Ja
n-

18

Ju
l-1

8

Ja
n-

19

Ju
l-1

9

Ja
n-

20

Ju
l-2

0

Ja
n-

21

Ju
l-2

1

Ja
n-

22

Ju
l-2

2

Ja
n-

23

Ju
l-2

3

Ja
n-

24

Ju
l-2

4

Ja
n-

25

Ju
l-2

5

Ja
n-

26

Figure 10.1: Global food price index

Source: Federal Reserve Economic Data, Federal Reserve Bank of St. Louis; author’s calculations.

Figure 11: Contribution of components of GDP growth, 1995–2023 (percentage)

Source: “World Economic Outlook,” 68.
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opportunities, and, most critically, rising trade barriers and 
geoeconomic fragmentation are clouding their long-term de-
velopment and growth prospects. In this increasingly uncer-
tain and fragmented global economic and trade environment, 
the ASEAN-5 economies are striving to keep pace with rapid 
technological change while strengthening economic resi-
lience, investing in modern infrastructure, ensuring energy and 
food security, and creating the skills and jobs needed for their 
young and growing populations.

ASEAN-5: An overview and  
key opportunities

Overview 
As mentioned earlier, ASEAN-5 economies are the five EMDEs 
within the larger ASEAN bloc. As seen in Figure 12, in addition 
to ASEAN-5, the bloc also includes a few low-income (such as 
Myanmar and Timor-Leste) and high-income (such as Singa-
pore and Brunei) economies. 

Over the past twenty-five years, EMDEs have become increa-
singly central to the global economy, raising their share of 
global GDP from 21.5 percent in 2001 to 38 percent in 2024. 
Much of this transformation was driven by China, whose share 
of global output climbed from 6.2 percent to 19.2 percent over 

the same period (Figure 13). ASEAN-5’s economic trajectory 
has been closely tied to this rise. China’s share of ASEAN-5 
trade expanded steadily from roughly 5 percent in 2001 to 
more than 22 percent in 2024 (Figure 14), making it the bloc’s 
largest trading partner. At the same time, the combined trade 
share of the United States, the European Union, and Japan de-
clined from 46 percent in 2000 to 27 percent in 2024, under-
scoring a major reorientation of ASEAN-5’s external economic 
relationships.

Against this backdrop, ASEAN-5 economies consistently out-
performed global growth trends, increasing their share of 
global GDP from 2.1 percent in 2001 to 3.1 percent in 2024 
(Figure 13). Between 2001 and 2024, the bloc recorded a com-
pound annual growth rate (CAGR) of 4.7 percent—the second 
highest among major EMDE groups, behind only China (Figure 
15). Looking ahead, growth momentum is expected to remain 
strong. In 2026, Vietnam and Indonesia are projected to grow 
by 7.1 percent and 5.0 percent, respectively, well above the 
projected global growth rate of 3.1 percent and the EMDEs 
average of 3.9 percent.

ASEAN-5 economies are deeply integrated into global trade 
and remain among the most trade-oriented economies in 
the world. Although the ratio of total trade to GDP declined 
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Figure 12: ASEAN and selected economies, 2024 GDP per capita (constant 2015 US$)

https://www.imf.org/en/publications/reo/apac/issues/2026/04/16/regional-economic-outlook-for-asia-and-pacific-april-2026
https://www.imf.org/en/publications/reo/apac/issues/2026/04/16/regional-economic-outlook-for-asia-and-pacific-april-2026
https://www.imf.org/en/publications/weo/issues/2026/04/14/world-economic-outlook-april-2026
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Figure 13: Share in global GDP (percentage)
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from 106 percent in 2001 to 92 percent in 2024—reflecting 
rising trade restrictions, supply chain disruptions, and growing 
geoeconomic fragmentation—it has consistently remained 
well above the global average (Figure 16). This high degree 
of openness has been a major driver of the bloc’s growth, in-
dustrialization, and integration into global value chains. At the 
same time, it also leaves ASEAN-5 more exposed to external 
shocks, shifting trade policies, weakening global demand, 
and, most importantly, growing geoeconomic and trade frag-
mentation.

Key opportunities: Global supply chains
ASEAN-5 has emerged as a key hub in global value chains 
and cross-border production networks, particularly in indus-
tries such as electronics, semiconductors, automotive compo-
nents, and apparel. A large share of the region’s trade consists 
of intermediate goods tied to global supply chains, reflecting 
ASEAN’s deep integration into the global economy and its in-
creasingly central role in international production. As shown in 
Figure 17, this is reflected in more than $870 billion of inward 
foreign direct investment (FDI) flows into ASEAN-5 over the 
period 2010–2024. The increasing share of ASEAN-5 in global 
FDI inflow—from 2.6 percent in 2010 to 5.4 percent in 2024—is 
indicative of the region’s growing importance in global pro-
duction and the region’s attempt to diversify supply chains in 

response to rising trade tensions, geopolitical uncertainty, and 
the need for greater resilience. 

In conjunction with this increasing industrial activity and va-
lue chain integration, the region is also demonstrating more 
pronounced patterns of sectoral specialization. Electrical and 
electronics play a dominant role in both Vietnam and Malay-
sia, accounting for 38 percent and 48 percent of their exports, 
respectively. Thailand is producing automobiles and compu-
ter parts. Indonesia is a major supplier of iron, steel, and nic-
kel products. The country stands as the dominant force in the 
global nickel market, accounting for more than 60 percent of 
mined supply worldwide. Backed by significant FDI in its nickel 
industry and a strict ban on raw ore exports, it has rapidly mo-
ved up the value chain—from exporting unprocessed ore to 
becoming a central hub for refining, processing, and electric 
vehicle (EV) battery supply chains. 

Meanwhile, the Philippines has emerged as a significant player 
in the semiconductor sector, with semiconductors making up 
75 percent of its electronics exports. Broadly speaking, given 
its relatively educated young labor force, technological advan-
cement, natural resources, proximity to East Asian markets and 
production centers, and access to ports, ASEAN-5 has seen 
an expansion in its manufacturing and industrial base over the 
past decade. This is especially true for Indonesia and Malay-
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Figure 17: ASEAN-5 flows of inward FDI (2010–2024)

https://www.wto.org/english/res_e/booksp_e/gvcreport2025_e.pdf
https://openknowledge.worldbank.org/server/api/core/bitstreams/90e02c2a-6320-45c6-a99f-c8f506db24d5/content
https://www.investmalaysia.gov.my/resources/latest-announcements/malaysias-trade-hits-historic-high-in-january-2026-ee-exports-continue-to-lead-growth/
https://www.investmalaysia.gov.my/resources/latest-announcements/malaysias-trade-hits-historic-high-in-january-2026-ee-exports-continue-to-lead-growth/
https://www.boi.go.th/index.php?page=thailand_advantages
https://www.boi.go.th/index.php?page=thailand_advantages
https://www.bps.go.id/en/news/2025/08/01/739/indonesia-s-trade-balance-continues-to-show-positive-results.html
https://www.bps.go.id/en/news/2025/08/01/739/indonesia-s-trade-balance-continues-to-show-positive-results.html
https://www.goldmansachs.com/insights/articles/how-indonesia-drove-a-rally-in-nickel
https://www.goldmansachs.com/insights/articles/how-indonesia-drove-a-rally-in-nickel
https://asean-bac.org/news-and-press-releases/asean-s-emerging-semiconductor-giant-the-philippines-rising-role-in-the-global-supply-chain
https://data.aseanstats.org/indicator/OTH.ASI.I.1
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sia, where the Index of Industrial Production (IPI) for the ma-
nufacturing industry grew by 41 percent and 31 percent, res-
pectively, between 2012 and 2024. The creation of innovation 
clusters and special economic zones (SEZs) is further fueling 
these developments, supporting ASEAN-5’s transition to more 
technologically advanced production.

As a result, ASEAN-5’s abundant mineral and energy resources 
(see below)—combined with its accelerating shift toward elec-
tronics, high-tech manufacturing, and a growing digital eco-
nomy (see below), as well as its close proximity to East Asian 
industrial hubs—position the bloc to move to the center of glo-
bal supply chains while steadily climbing up the value chain.

Key opportunities: Digital economy
The rapid evolution of ASEAN-5’s digital landscape is being 
fueled by the rising tide of internet use, online shopping, 
and platform-based services. As seen in Figure 18, the share 
of people using the internet in ASEAN-5 increased from 3.7 
percent in 2001 to more than 77 percent in 2024 (above the 
world average of 71 percent), with Malaysia leading all other 
ASEAN-5 economies at 98 percent. This growth, which has 
been fueled largely by these economies’ 98 percent or more 
access to electricity and the region’s strong investment in its 
digital infrastructure and literacy, has strengthened ASEAN-
5’s place in the global digital economy. With the implemen-

tation of the Framework Agreement on the Digital Economy 
(DEFA), ASEAN’s digital economy is expected to double to 
$2 trillion by 2030, with ASEAN-5 accounting for about 70 
percent of this market. 

The services sector is becoming the fastest-growing driver 
of trade and FDI across the ASEAN-5, while also serving as 
an important source of employment for women and a broa-
der force for economic inclusion. Much of this momentum is 
being fueled by deeper regional integration, digitalization, and 
national reforms aimed at moving beyond traditional outsour-
cing toward higher-value technology and knowledge-based 
services. Tech outsourcing, in particular, presents a major op-
portunity to deepen ASEAN-5’s trade and economic ties with 
more advanced economies in East Asia and beyond.

The Philippines remains a leading hub for business process 
outsourcing (BPO) and digital services, supported by a highly 
skilled, English-speaking workforce. Increasingly, however, the 
country is shifting toward more sophisticated, higher-value di-
gital technology services such as software engineering, data 
analytics, fintech, and knowledge process outsourcing (KPO). 
Meanwhile, Vietnam is rapidly emerging as a major destina-
tion for tech outsourcing, with recent World Bank data showing 
strong gains in technology and financial services following 
market liberalization and reform.
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Figure 18: Individuals using the internet (percentage of population)

https://data.aseanstats.org/indicator/OTH.ASI.I.1
https://www.unido.org/sites/default/files/2015-08/UCO_Viet_Nam_Study_FINAL_0.pdf
https://data.worldbank.org/indicator/EG.ELC.ACCS.ZS?view=map
https://data.worldbank.org/indicator/EG.ELC.ACCS.ZS?view=map
https://asean.org/wp-content/uploads/2024/10/AIR2024-3.pdf
https://aseanfoundation.org/programme/asean-digital-literacy-programme/
https://www.weforum.org/stories/2025/05/asean-digital-economy-framework-agreement-a-gamechanger/
https://www.worldbank.org/en/region/eap/publication/services-unbound
https://www.worldbank.org/en/news/press-release/2011/06/06/philippines-further-reforms-services-sector-diversify-economy-reduce-poverty-wb-report
https://openknowledge.worldbank.org/server/api/core/bitstreams/b71a42c1-14f9-4014-bd5f-d2b6fcd12c3d/content
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Moreover, ASEAN-5’s increasing footprint in the global elec-
trical and semiconductor industries, its ample renewable en-
ergy potential, and its young and tech-savvy population are 
some of the reasons why hyperscale technology giants such 
as Amazon Web Services (AWS), Microsoft, Google, and Meta 
are investing billions of dollars to expand digital infrastruc-
ture across ASEAN-5. AWS alone has committed $6 billion 
to Malaysia, alongside similar investments in Thailand and In-
donesia. Microsoft is investing $2.2 billion in Malaysia and $1.7 
billion in Indonesia, while Google is developing a hyperscale 
facility in Vietnam and has earmarked $1 billion for Thailand. 

Key opportunities: Energy and nature-based  
solutions
The energy and climate sectors offer another opportunity 
for progress, considering ASEAN-5’s significant strengths 
in green supply chains and renewable energy, as well as its 
growing potential in voluntary carbon markets (VCMs) and na-
ture-based solutions (NbSs).

With global greenhouse gas (GHG) emissions on the rise—rea-
ching 53.2 GT of CO2e in 2024—and heightened concerns 
over energy security, the demand for diverse sources of ener-
gy, especially domestically produced renewable energy, is ri-

sing. Reflected in Tables 3 and 4, ASEAN-5 enjoys a unique set 
of energy endowments that, if tapped, could both reduce their 
dependence on energy imports significantly and help address 
some of the increasing energy demand in East Asia. 

To better realize the ASEAN-5 economies’ massive energy po-
tential, providing some perspective on the table above would 
be beneficial. Specifically, ASEAN-5 is home to

	y the world’s seventh-largest proven coal reserves and 
50 percent of global thermal coal exports (mainly to 
East Asian economies);

	y the world’s fifth- and sixth-largest liquefied natural gas 
(LNG) exporters, accounting for 10 percent of global 
LNG exports (mainly to East Asian economies);

	y the world’s largest and second-largest palm oil expor-
ter, accounting for more than 80 percent of the world’s 
total palm oil exports; and

	y about 3600 GW of geothermal, renewable, and hydro 
technical potential capacity, which is more than ten 
times larger than its current 350 GW installed electricity 
generation capacity across all of ASEAN. 

Table 3: ASEAN-5 share of global proven energy reserves (approximate percentage)

  Coal Oil Natural gas Palm oil

Indonesia 3.4 0.15 0.5 60

Malaysia 0 0.15 0.5 25

 Philippines 0.04 0 0.05 0.1

 Thailand 0.1 0.01 0.1 5

 Vietnam 0.4 0.25 0.3 0

ASEAN-5 4 0.55 1.5 90 

Table 4: ASEAN-5 renewable energy potentials (gigawatts)

  Geothermal Wind Solar Hydro

Indonesia 18 155 336 75

Malaysia 0.2 1 269 29

 Philippines 4.5 894 317 13

 Thailand 0.01 130 300 15

 Vietnam 0.45 599 386 35

ASEAN-5 23.2, or 52 percent 1,779 1,608 167 

https://www.fm.com/insights/powering-the-future-southeast-asias-data-centre-boom
https://www.fm.com/insights/powering-the-future-southeast-asias-data-centre-boom
https://data.worldbank.org/indicator/EN.GHG.ALL.MT.CE.AR5
https://data.worldbank.org/indicator/EN.GHG.ALL.MT.CE.AR5
https://www.eia.gov/international/analysis/country/IDN
https://www.reuters.com/markets/commodities/asias-power-mix-be-shaken-up-by-indonesias-coal-export-stoppage-2026-02-04/
https://www.eia.gov/international/analysis/country/MYS
https://www.eia.gov/international/analysis/country/IDN
https://www.scmp.com/week-asia/economics/article/3320045/malaysia-indonesia-unite-protect-palm-oil-industry-migrant-workers
https://www.eia.gov/international/analysis/country/IDN
https://www.eia.gov/international/content/analysis/countries_long/Indonesia/Indonesia_2025.pdf
https://www.eia.gov/international/analysis/country/IDN
https://www.sei.org/features/indonesian-palm-oil-exports-and-deforestation/
https://www.eia.gov/international/content/analysis/countries_long/malaysia/
https://www.eia.gov/international/content/analysis/countries_long/malaysia/
https://www.eia.gov/international/analysis/country/MYS
https://www.fas.usda.gov/data/production/4243000
https://www.eia.gov/international/analysis/country/PHL
https://www.eia.gov/international/analysis/country/PHL
https://www.eia.gov/international/analysis/country/PHL
https://oec.world/en/profile/bilateral-product/palm-oil/reporter/phl
https://thuanhai.com.vn/news/market-news/vietnam-coal-overview-and-outstanding-features.html
https://www.eia.gov/international/analysis/country/THA
https://www.eia.gov/international/analysis/country/THA
https://www.fas.usda.gov/data/production/4243000
https://thuanhai.com.vn/news/market-news/vietnam-coal-overview-and-outstanding-features.html
https://www.eia.gov/international/analysis/country/VNM
https://www.eia.gov/international/analysis/country/VNM
https://oec.world/en/profile/bilateral-product/palm-oil/reporter/vnm
https://www.worldbank.org/en/about/partners/brief/indonesia-tapping-geothermal-for-greener-growth
https://arkhadaya.co.id/indonesias-renewable-energy-potential-the-path-toward-a-cleaner-future/
https://iesr.or.id/wp-content/uploads/2021/03/Unleashing-Indonesias-Solar-Potential-Technical-Note-FINAL1.pdf
https://www.indonesia-investments.com/news/todays-headlines/hydro-power-generation-in-focus-still-indonesia-s-biggest-source-of-renewable-energy/item9669
https://www.sciencedirect.com/science/article/pii/S1755008424001042
https://www.mdpi.com/1996-1073/17/1/65
https://mpsea.org.my/2022/01/12/malaysia-renewable-energy-roadmap/
https://www.sciencedirect.com/science/article/abs/pii/S2211467X18301020
https://www.irena.org/-/media/Files/IRENA/Agency/Events/2015/Jun/5/5-Philippines.pdf
https://ceedphilippines.com/wp-content/uploads/2023/11/climateanalytics-philippine-power-nov2023_1.pdf
https://ceedphilippines.com/wp-content/uploads/2023/11/climateanalytics-philippine-power-nov2023_1.pdf
https://www.elibrary.imf.org/view/journals/018/2026/005/article-A001-en.xml
https://www.sciencedirect.com/science/article/abs/pii/0375650588900715
https://waa.inter.nstda.or.th/stks/pub/2019/20190614-wind-resource.pdf
https://caseforsea.org/unlocking-rooftop-solar-potential-in-thailand-policies-and-pathways-to-boost-investments/
https://ember-energy.org/latest-insights/thailands-cost-optimal-pathway-to-a-sustainable-economy/thailands-2037-power-sector-targets/
https://vepg.vn/wp-content/uploads/2023/10/5_EN_IoE_Tiem-nang-Dia-nhiet-VN.pdf
https://documents1.worldbank.org/curated/en/340451572465613444/pdf/Technical-Potential-for-Offshore-Wind-in-Vietnam-Map.pdf
https://www.trade.gov/market-intelligence/vietnam-solar-power-sector
https://www.mdpi.com/2071-1050/15/11/8969
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Given the bloc’s significant renewable energy potential, com-
bined with its rapid economic and population growth—and 
the resulting surge in energy demand to support expanding 
industrial activity—the ASEAN-5 energy sector, particularly re-
newables, presents a highly attractive investment opportunity. 
This case is further strengthened by the growing interest of 
major hyperscalers in the region, which are actively seeking 
to establish data centers and will require substantial, reliable 
clean power to operate at scale. Clean energy is especially 
critical given these firms’ climate commitments and active par-
ticipation in VCMs. By powering data centers in ASEAN-5 with 
renewables, these firms can significantly reduce operational 
emissions and, in turn, decrease their reliance on carbon cre-
dit purchases to meet net-zero commitments. 

At the same time, when high-quality carbon credits are nee-
ded, ASEAN-5 is well positioned to supply them. The bloc 
is home to roughly 30 percent of the world’s NbS potential, 
with particularly strong opportunities in Indonesia, Malaysia, 
and the Philippines. To unlock this potential, ASEAN-5 econo-
mies—especially Indonesia—are strengthening monitoring, 
reporting, and verification (MRV) systems to ensure carbon 
credits are measurable, transparent, and investable. Robust 
MRV frameworks are essential not only for building trust and 
integrity in carbon markets, but also for supporting broader en-
vironmental and social goals, including biodiversity conserva-
tion, water regulation, disaster risk reduction, and community 
resilience across the region.

This comes at a time when the global voluntary carbon mar-
ket is entering a period of rapid growth. Valued at $2.77 bil-
lion in 2025, the market is projected to exceed $45 billion by 
2034, driven by rising corporate climate commitments and the 
growing use of offsets for emissions that cannot yet be fully eli-
minated through operational decarbonization. By 2024, more 
than 4,200 companies worldwide had validated or committed 
to science-based climate targets under the Science Based 
Targets initiative (SBTi), reflecting deepening corporate align-
ment with the Paris Agreement.

At the same time, the market is becoming more sophisticated 
and transparent. Carbon registries and exchanges are in-
creasingly adopting digital MRV systems, blockchain-enabled 
registries, and satellite-based monitoring technologies to im-
prove traceability, strengthen market integrity, and reduce the 
risk of double counting. Nature-based projects—including fo-
rest conservation, reforestation, and solar and wind farms—
have emerged as one of the fastest-growing segments of the 
market because they deliver both verified emission reductions 
and broader environmental and social benefits. The World 
Bank estimates that nature-based solutions could provide up 
to 30 percent of the global emissions reductions needed by 
2030 to meet climate goals.

Taken together, ASEAN-5’s unique geography and vast na-
ture-based assets position the bloc to become a major player 
in global VCM, creating jobs and new income streams for lo-
cal communities while strengthening environmental protection 
and advancing climate resilience. 

Key opportunities: Demographics and labor markets
The ASEAN-5 presents a highly diverse demographic lands-
cape. While Thailand is aging rapidly, much of the bloc is still 
benefiting from a demographic dividend supported by large 
and growing working-age populations. On average, nearly 
one-quarter of ASEAN-5’s population is under the age of 15, 
giving the region a young and dynamic labor force as well as 
an expanding consumer market over the next two decades.

ASEAN-5’s geographic proximity to the rapidly aging industrial 
and economic centers of East Asia—such as China, Japan, 
Singapore, and South Korea (Figure 19)—further enhances the 
bloc’s strategic importance. As labor shortages deepen, espe-
cially in Japan and South Korea, ASEAN-5 is well positioned to 
supply workers across a broad spectrum of industries and skill 
levels, ranging from hospitality, manufacturing, and services to 
more specialized technical professions. While this dynamic is 
most evident in East Asia, similar labor demands are emer-
ging across other aging high-income economies. Such labor 
mobility can create mutual economic benefits: helping aging 
economies address workforce gaps while enabling ASEAN-5 
to ease domestic labor pressures, generate employment 
opportunities, and increase remittance inflows that support 
household incomes and economic development. 

The Philippines stands out as one of Asia’s youngest coun-
tries, with a median age of 25–26, giving it a long runway 
for workforce-driven growth. This demographic advantage 
aligns closely with the country’s established strength in BPO 
and its growing appeal as a destination for higher-value digi-
tal and technology services investment. Indonesia, Malaysia, 
and Vietnam are currently in their demographic “golden age,” 
with median ages around 30 and large productive populations 
expected to support economic expansion for at least another 
decade. Thailand, by contrast, has entered a post-dividend 
phase. With a median age above 40 and a shrinking labor 
force, sustaining growth will increasingly depend on automa-
tion, productivity gains, and a shift toward higher-value indus-
tries.

Realizing the full potential of this demographic advantage, 
however, will require sustained investment in education, voca-
tional training, and job creation in ASEAN-5 economies. It will 
also depend on stronger bilateral labor mobility frameworks 
with East Asia’s aging high-income economies to ensure 
young workers from ASEAN-5 can be effectively integrated 
into regional labor markets.

https://www.fm.com/insights/powering-the-future-southeast-asias-data-centre-boom
https://www.fm.com/insights/powering-the-future-southeast-asias-data-centre-boom
https://www.carbon-direct.com/insights/ai-scale-and-climate-commitments-a-2026-outlook
https://www.hamerkop.co/blog/carbon-finance-for-nbs-in-southeast-asia-costs-and-investment-opportunities
https://www.ey.com/en_jp/insights/sustainability/asean-sustainability-02
https://wri-indonesia.org/en/news/indicators-impact-asean-strengthens-nature-based-solutions-nbs-mrv-framework-scalable-climate
https://wri-indonesia.org/en/news/indicators-impact-asean-strengthens-nature-based-solutions-nbs-mrv-framework-scalable-climate
https://www.fortunebusinessinsights.com/voluntary-carbon-credit-market-115896
https://www.fortunebusinessinsights.com/voluntary-carbon-credit-market-115896
https://www.fortunebusinessinsights.com/voluntary-carbon-credit-market-115896
https://www.worldbank.org/en/news/feature/2022/05/19/what-you-need-to-know-about-nature-based-solutions-to-climate-change
https://asiapacific.unfpa.org/sites/default/files/pub-pdf/2025-11/ASEAN-UNFPA%20Forum_Philip%20O%20Keefe_Ageing.pdf
https://data.worldbank.org/indicator/SP.POP.0014.TO?locations=PH
https://data.worldbank.org/indicator/SP.POP.0014.TO?locations=PH
https://data.worldbank.org/indicator/SP.POP.0014.TO?locations=PH
https://data.worldbank.org/indicator/SP.POP.0014.TO?locations=PH
https://data.worldbank.org/indicator/SP.POP.0014.TO?locations=PH
https://www.unfpa.org/data/world-population/TH
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Main challenges 
ASEAN-5 enters the next decade facing a far more complex 
development landscape in which geoeconomic fragmenta-
tion, technological disruption, and climate pressures are in-
creasingly intertwined. Managing these overlapping priorities 
will require not only sustaining growth but also strengthening 
resilience, protecting social cohesion, and building more coor-
dinated regional strategies for long-term economic, social, po-
litical, and environmental stability.

Geoeconomic tensions, trade volatility,  
and chokepoints
ASEAN-5 is no longer operating in a conventional globaliza-
tion environment. The region increasingly sits at the center 
of a new geoeconomic contest in which trade, technology, 
energy, and security have become deeply intertwined. While 
ASEAN-5 has benefited from supply chain diversification and 
“China Plus One” strategies, its growing importance also ex-
poses it to vulnerabilities that stem directly from US–China 
geoeconomic rivalry. China is the bloc’s largest trading partner 
and a major source of infrastructure and industrial FDI, while 
the United States remains critical for exports, finance, and ad-
vanced technology. 

ASEAN-5 has become one of the largest beneficiaries of pro-
duction relocation from China, particularly in electronics, semi-
conductors, textiles, and EV supply chains. Yet this opportunity 
is accompanied by significant risk. Many ASEAN exports ulti-
mately depend on demand, technology, or intermediate inputs 
originating from either the United States or China. As a result, 
trade restrictions, export controls, sanctions, or tariff escala-
tion between the two powers can quickly reverberate through 
ASEAN manufacturing networks. The region is therefore not 
simply benefiting from fragmentation; it is increasingly beco-
ming one of its principal transmission channels.

Hence, ASEAN-5 governments are trying hard to balance eco-
nomic ties with both powers while avoiding strategic overde-
pendence. Vietnam and Thailand, for example, benefit from 
supply chain diversification away from China, yet remain vulne-
rable to US tariffs and export controls. Vietnam remains es-
pecially exposed on this front due to its large trade surplus 
with the United States, particularly in electronics and textiles. 
Indonesia’s nickel industry (which is central to high-storage 
batteries and EVs) has attracted significant Chinese invest-
ment, raising concerns with the United States, while Malaysia’s 
semiconductor sector is increasingly shaped by US–China 
technology competition. Recent tariff measures have under-
scored these vulnerabilities, with ASEAN-5 economies facing 
US tariffs ranging from 10 percent to 48 percent, including pro-
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Figure 19: Population aged 65 and above (percentage of total population)

https://finance.yahoo.com/news/china-plus-one-means-asean-095508117.html
https://www.nbr.org/publication/chinas-influence-in-indonesias-nickel-sector-and-implications-for-the-united-states/
https://www.cnbc.com/2024/04/04/malaysia-emerges-as-a-hotspot-for-chip-firms-amid-us-china-tech-war.html
https://www.cnbc.com/2024/04/04/malaysia-emerges-as-a-hotspot-for-chip-firms-amid-us-china-tech-war.html
https://www.weforum.org/stories/2026/01/asean-risks-opportunities-global-turbulence/
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posed rates as high as 46 percent on Vietnamese exports 
and 36 percent on Thai exports. 

Harmful trade restrictions targeting ASEAN-5 are not limited to 
the United States, although it remains by far the largest source 
of such measures. As shown in Figure 20, several other major 
trading partners of ASEAN-5 have also introduced trade-dis-
torting policies affecting the bloc. This underscores that rising 
protectionism is becoming a broader global trend rather than 
a challenge tied to a single country. The growing use of ta-
riffs, subsidies, export controls, and local content requirements 
creates increasing uncertainty for ASEAN-5 economies that 
have historically relied heavily on open trade, global supply 
chains, and export-oriented growth.

This fragmentation is also forcing ASEAN-5 to reshape its in-
dustrial strategy. Firms are increasingly re-routing production 
through Southeast Asia under “China Plus One” diversifica-
tion, particularly in electronics, EV components, and textiles, 
with Vietnam and Malaysia emerging as key beneficiaries of 
semiconductor and manufacturing shifts. However, this rerou-
ting also exposes the region to stricter rules of origin, export 
controls, and competing regulatory regimes from both Was-
hington and Beijing. According to the IMF and Organisation 
for Economic Co-operation and Development (OECD), this 

is accelerating a pattern of “selective decoupling,” in which 
trade remains high but becomes more politically conditional 
and fragmented across value chains. In response, ASEAN-5 
governments are increasingly pursuing hedging strategies, di-
versifying export markets, strengthening intra-ASEAN integra-
tion, and tightening industrial policy coordination to preserve 
growth while navigating intensifying geopolitical constraints.

Another geopolitical vulnerability facing the ASEAN-5 econo-
mies concerns strategic maritime chokepoints, particularly the 
Strait of Malacca. Stretching between Indonesia, Malaysia, and 
Singapore, the strait is one of the most important shipping la-
nes in the world and serves as the primary gateway connec-
ting the Indian Ocean to East Asia. An estimated one-quarter 
to one-third of global trade, 30 percent of global maritime oil 
flows, 20 percent of global LNG flows, and nearly one-quarter 
of global dry bulk cargo (such as coal, iron ore, and grain) pass 
through this narrow corridor each year. For ASEAN-5, the strait 
is not merely a transit route; it is an irreplaceable backbone of 
the region’s economy and a critical source of its geopolitical 
relevance.

The economic implications of any disruption would be signifi-
cant for ASEAN-5 economies. A prolonged closure or restric-
tion of traffic through the Strait of Malacca—whether caused by 
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Figure 20: Harmful trade interventions against ASEAN-5

https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://finance.yahoo.com/news/china-plus-one-means-asean-095508117.html
https://finance.yahoo.com/news/china-plus-one-means-asean-095508117.html
https://www.imf.org/en/publications/staff-discussion-notes/issues/2023/01/11/geo-economic-fragmentation-and-the-future-of-multilateralism-527266
https://www.oecd.org/en/publications/economic-outlook-for-southeast-asia-china-and-india_23101113.html
https://www.eia.gov/international/analysis/special-topics/world_oil_transit_Chokepoints
https://www.eia.gov/international/analysis/special-topics/world_oil_transit_Chokepoints
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military conflict, piracy, cyberattacks on port infrastructure, ac-
cidents, or broader geopolitical tensions—would immediately 
increase shipping costs, lengthen delivery times, and disrupt 
regional trade, energy flows, and supply chains. Industries that 
rely heavily on just-in-time manufacturing—including electro-
nics, semiconductors, automotive components, and consu-
mer goods—would be particularly vulnerable. Given ASEAN-5 
trade’s total dependence on this strait and deep integration 
into global value chains, even temporary disruptions could ge-
nerate substantial economic losses, leading to social instability 
and weakening of investor confidence.

In particular, the strait’s importance is magnified by the region’s 
dependence on imported energy. Much of the crude oil and 
LNG consumed across East and Southeast Asia originates in 
the Persian Gulf and passes through both the Strait of Hormuz 
and the Strait of Malacca. Consequently, conflict in and trade 
restrictions through either of these two straits can quickly 
translate into higher energy costs and inflationary pressures 
across ASEAN-5. Recent conflicts in the Persian Gulf and dis-
ruptions to international shipping have highlighted how events 
occurring thousands of kilometers away can rapidly affect eco-
nomic conditions in Southeast Asia.

This vulnerability is not merely theoretical. China, Japan, and 
South Korea have long viewed the Strait of Malacca as a strate-
gic concern because of their dependence on energy imports. 
This is widely known as the “Malacca Dilemma,” a term coined 
in 2023 by Hu Jintao, former president of China. ASEAN-5 
economies face a similar, though less frequently discussed, 
challenge. Their growing industrial bases, expanding digital 
infrastructure, and rising middle classes will require increasing 
volumes of imported energy and raw materials, making mari-
time security in the Strait of Malacca an even more important 
determinant of their future growth and stability.

The political economy implications are equally important. Ri-
sing fuel prices, higher transportation costs, and supply shor-
tages tend to affect lower- and middle-income households 
disproportionately, increasing public dissatisfaction and pla-
cing pressure on governments to intervene through subsidies, 
price controls, or fiscal support measures. As a result, maritime 
security is no longer solely a defense issue; it has become 
a core economic and social policy concern. In this context, 
ASEAN-5’s future prosperity and social stability will depend 
not only on its ability to attract investment, strike a delicate 
balance amid US–China geoeconomic rivalry, and integrate 
more deeply into global supply chains, but also on its capacity 
to manage the growing geopolitical risks associated with the 
trade routes that support its economic lifeline.

Technological disruption and workforce impact
While, as mentioned above, investments related to AI and data 
centers present a massive opportunity for ASEAN-5 econo-
mies, they can also lead to serious challenges, especially for 
labor markets. AI is now ranked as the fourth most significant 
risk in the region (compared to tenth globally), largely driven 
by concerns about labor displacement and uneven adaptation 
across economies. Estimates suggest that up to 142 million 
workers in ASEAN-5 could be affected by AI-driven automa-
tion, with younger workers and women facing disproportio-
nate exposure. This shift is compounded by a widening digital 
divide: while 46 percent of large firms in the region are already 
scaling AI solutions, only about 15 percent of small and me-
dium enterprises (SMEs) have done so, limiting inclusive pro-
ductivity gains and deepening existing high levels of inequality 
in ASEAN-5.

The disruption is also unlikely to be uniform, as ASEAN-5 eco-
nomies are entering the AI transition with different levels of 
digital readiness and labor market flexibility. The World Bank 
and IMF both emphasize that countries with larger shares 
of routine services employment, particularly in BPO and ba-
sic manufacturing, face higher short-term displacement risks, 
even as they stand to gain from productivity growth over time. 
In the Philippines, for example, AI adoption in the BPO sector 
could significantly reshape entry-level employment pathways, 
while in Vietnam and Indonesia, automation pressures are 
concentrated in manufacturing-linked services and export pro-
cessing zones. Without coordinated investment in reskilling, 
expanding digital infrastructure, and SME adoption of AI tools, 
these gaps risk translating technological divergence into dee-
per income inequality across the region rather than shared 
productivity gains.

Moreover, stakeholders increasingly warn that this transition 
could introduce new environmental pressures. The rapid ex-
pansion of digital infrastructure is highly energy intensive, with 
data center electricity demand projected to rise nearly eight-
fold by 2030. Without cleaner energy systems, emissions from 
data centers could increase sharply, including a rise of up to 
fourteen times in the Philippines, seven times in Malaysia, and 
four times in Indonesia, underscoring the intertwined challen-
ges of digitalization, inequality, and sustainability. Hence, in 
early 2025, Malaysian authorities reportedly rejected nearly 
30 percent of proposed data center projects due to inade-
quate commitment to responsible energy use and sustainabi-
lity standards. 

https://icsin.org/blogs/2020/05/22/the-malacca-dilemma-no-panacea-but-multiple-possibilities/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://www.worldbank.org/en/publication/east-asia-and-pacific-economic-update
https://www.imf.org/en/publications/reo/apac/issues/2024/10/31/regional-economic-outlook-for-asia-and-pacific-october-2024
https://accept.aseanenergy.org/the-rise-of-data-centres-artificial-intelligence-and-aseans-decarbonisation-goal
https://accept.aseanenergy.org/the-rise-of-data-centres-artificial-intelligence-and-aseans-decarbonisation-goal
https://ember-energy.org/latest-updates/solar-and-wind-could-power-up-to-a-third-of-aseans-data-centres-in-2030-without-needing-batteries/
https://ember-energy.org/latest-updates/solar-and-wind-could-power-up-to-a-third-of-aseans-data-centres-in-2030-without-needing-batteries/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
https://www.weforum.org/stories/2026/04/southeast-asia-risks-affect-each-country-differently/
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Emissions and climate
ASEAN-5’s GHG emissions have grown faster than the global 
average, increasing the bloc’s share of global emissions from 
3.5 percent in 2001 to 5.5 percent in 2024. As shown in Fi-
gure 21, ASEAN-5’s total GHG emissions have risen steadily 
over the past twenty-five years, reaching nearly 3 GT in 2024. 
This trend largely reflects the region’s rapid economic expan-
sion and population growth. Although ASEAN-5’s per capita 
emissions remain well below the global average, they have 
increased far more rapidly—particularly since 2017. Between 
2001 and 2024, per capita emissions in ASEAN-5 rose by 75 
percent, compared with just 13 percent globally (Figure 22).

At the same time, Figure 23 shows that ASEAN-5 has achieved 
a relative (but not absolute) decoupling of emissions from eco-
nomic growth, resulting in a gradual decline in energy inten-
sity. In 2024, the bloc emitted 21 percent less GHG per unit of 
GDP than it did in 2001, broadly in line with the global decline 
of 25 percent over the same period. While this long-term im-
provement is encouraging, the recent uptick in energy inten-
sity from its 2017 lows—combined with the sharp rise in per 
capita emissions—suggests that growing demand for reliable 
and affordable energy (due partly to the adoption of AI and ex-
pansion of data centers), alongside heightened concerns over 
energy security, has increased ASEAN-5’s reliance on domes-
tic and imported fossil fuels even as the region continues to 
expand renewable energy capacity. 

While ASEAN-5 per capita GHG emissions are 25 percent 
lower than the global average, air pollution imposes a stagge-
ring economic and human cost across ASEAN-5, causing an 
estimated $500 billion in annual welfare losses, illness, and 
premature deaths. Across ASEAN-5’s largest urban centers 
(such as Jakarta and Bangkok), exposure to fine particulate 
matter (PM2.5) is estimated to reduce GDP by 4 to 11 percent 
through rising healthcare costs, lower labor productivity, and 
avoidable illness and mortality. Indonesia faces the largest 
absolute losses, with air pollution-related health damages es-
timated at more than $220 billion annually, and the cost of 
inaction on PM2.5 projected to exceed $27 billion per year by 
2030. Thailand alone could face annual losses of $13 billion 
by 2030 from pollution-related health impacts, even though 
implementing major clean-air measures would cost only a frac-
tion of that amount. Meanwhile, Malaysia and the Philippines 
continue to bear substantial economic losses from pollution 
and transboundary haze through rising healthcare costs, lost 
working days, and worsening respiratory illnesses.

With their dense populations and extensive coastlines, ASEAN 
countries are especially vulnerable to the impacts of climate 
change, including rising sea levels, extreme weather events, 
and accelerating biodiversity loss. Since 2012, storms and tsu-
namis have accounted for roughly 10 percent of ASEAN-5’s 
natural disasters and nearly 15 percent of related economic 
losses. The 2004 tsunami remains the region’s deadliest cli-
mate-related disaster, leaving an estimated 350,000 people 
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Figure 21: Total GHG emissions excluding LULUCF (Mt CO2e) 
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dead or missing. Philippines, Thailand, and Vietnam rank 
among the ten most climate-vulnerable countries, suffering 
some of the highest human and economic losses from ex-
treme weather over the past two decades. Hence, as reflec-
ted in a recent survey, 71.1 percent of Filipinos, 67.4 percent 
of Indonesians, and 62.5 percent of Vietnamese view cli-
mate change and its ramifications as one of their top three 
concerns, reflecting growing awareness of the severe econo-
mic and social costs associated with flooding, coastal erosion, 
and rising sea levels. The Asian Development Bank has war-
ned that without stronger action, climate change could reduce 
Southeast Asia’s GDP by as much as 11 percent by the end 
of the century. Growing climate pressures demand stronger 
intra-ASEAN-5 preparedness, regional cooperation, and inte-
gration of climate into economic and healthcare policymaking. 

Policy recommendations
The political economy landscape across ASEAN-5 is being 
reshaped by regional and global dynamics. Governments 
are under increasing pressure to deliver stronger and more 
inclusive economic outcomes, including quality employment 
opportunities, affordable housing, energy security, and climate 
resilience, while simultaneously preserving competitiveness 
within rapidly evolving global value chains. These demands 
are particularly pronounced among the bloc’s increasingly 
dissatisfied younger population, whose rising educational at-
tainment has elevated expectations for economic opportunity, 
social mobility, and public service delivery. Across ASEAN-5, 
improvements in wages, job quality, and upward mobility have 
not kept pace with these expectations. As a result, concerns 
over governance, inequality, environmental sustainability, and 
the labor market implications of technological change and au-
tomation are becoming leading drivers of public, especially 
youth, dissatisfaction. At the same time, urbanization and cli-
mate-related vulnerabilities are placing additional pressure on 
governments to strengthen social protection systems and in-
vest in resilient infrastructure.

On the supply side, businesses are calling for accelerated 
infrastructure development, more predictable regulatory 
frameworks, and greater policy certainty to support long-term 
investment decisions. These concerns have become more ur-
gent as geopolitical tensions, trade fragmentation, and supply 
chain realignments reshape the global economic landscape. 
The ability of ASEAN-5 economies to attract investment, move 
up the value chain, and capitalize on emerging opportunities 
from global supply chain realignment and diversification efforts 
will depend on the quality of institutions, policy coherence, 
adequate infrastructure, and the pace of structural reforms.

Against this backdrop, the challenge for policymakers is to 
sustain economic growth while also ensuring that growth is 
inclusive, resilient, and politically sustainable. The following 
high-priority policy recommendations are proposed in the 
context of these evolving political economy dynamics, marked 
by the significant opportunities and growing risks highlighted 
above.

Building a regional clean energy and digital  
infrastructure compact
ASEAN-5 economies should align the expansion of digital in-
frastructure with large-scale investment in clean energy sys-
tems. The bloc is rapidly emerging as a global hub for AI, cloud 
computing, and data centers, but rising electricity demand 
risks overwhelming power grids, increasing emissions, and 
deepening reliance on imported fossil fuels if energy systems 
do not evolve. A coordinated regional strategy focused on 
renewable energy deployment, cross-border power connec-
tivity, battery storage, and green data center standards would 
help ASEAN-5 capture the economic benefits of the digital 
transition while strengthening energy security and climate re-
silience. With the bloc’s digital economy expected to approach 
$1.4 trillion by 2030, ASEAN-5’s competitiveness will increa-
singly depend on its ability to deliver reliable, affordable, and 
low-carbon infrastructure. Moreover, as concerns over energy 
security continue to grow, reducing dependence on imported 
fossil fuels through accelerated investment in renewable en-
ergy and cross-border grid connectivity is no longer only a cli-
mate priority; it is a strategic economic and national security 
imperative for ASEAN-5.

Investing in human capital and workforce adaptation
ASEAN-5’s demographic strength can become a lasting eco-
nomic advantage only if governments invest aggressively in 
education, workforce training, and digital capabilities. The bloc 
sits beside rapidly aging East Asian economies facing moun-
ting labor shortages, creating a major opportunity for ASEAN-5 
to emerge as a leading manufacturing, services, and technolo-
gy talent hub. Yet the rise of AI and automation also threatens 
to disrupt labor-intensive sectors that have historically driven 
growth and employment. To remain competitive, governments 
should expand STEM (science, technology, engineering, and 
math) education, technical and vocational training, AI literacy, 
and industry-linked apprenticeship programs while improving 
labor adaptability and mobility across the region. In the next 
phase of global competition, productivity and technological 
adaptability will matter as much as labor costs. ASEAN-5’s 
young populations, particularly in Indonesia and the Philip-
pines, could become one of the region’s greatest sources of 
resilience if matched with sustained forward-looking invest-
ments in human capital and innovation.

https://www.sciencedirect.com/science/article/pii/S2666278720300192
https://www.iseas.edu.sg/wp-content/uploads/2026/03/The-State-of-Southeast-Asia-2026-Survey-Final-Single.pdf
https://www.sciencedirect.com/science/article/pii/S2666278720300192
https://www.sciencedirect.com/science/article/pii/S2666278720300192
https://www.dw.com/en/gen-z-protests-why-are-asias-youth-so-angry/a-74349495
https://www.dw.com/en/gen-z-protests-why-are-asias-youth-so-angry/a-74349495
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Deepening regional integration and diversifying 
supply chains
ASEAN-5 should deepen regional integration by harmonizing 
regulations, strengthening logistics and infrastructure connec-
tivity, and reducing non-tariff barriers across the bloc. As mul-
tinational firms diversify production networks through “China 
Plus One” strategies, ASEAN-5 has emerged as one of the 
world’s most attractive alternative destinations for manufactu-
ring, trade, and investment. However, fully capturing this op-
portunity will require the region to function more as an inte-
grated economic platform rather than a fragmented group of 
national markets.

A key priority should be increasing intra-ASEAN-5 trade and 
supply chain integration. As shown in Figure 24, intra-ASEAN-5 
trade peaked at 22 percent of its total trade before declining 
to 19 percent in 2024. Reversing this trend is critical for stren-
gthening the region’s economic resilience, reducing vulnera-
bility to external trade disruptions, and building more secure 
regional supply chains in an increasingly fragmented global 
economy.

To this end, stronger coordination on customs procedures, di-
gital trade rules, semiconductor supply chains, and investment 
standards would also improve resilience against geopolitical 
tensions and global trade fragmentation. Deeper regional 

integration would also help local firms scale more efficiently, 
attract higher-quality investment, and reduce exposure to ex-
ternal economic shocks. ASEAN-5’s long-term advantage in-
creasingly lies in its ability to offer diversified, interconnected, 
and politically balanced production ecosystems.

Strengthening climate resilience and nature-based 
growth strategies
Climate change is no longer only an environmental concern 
for ASEAN-5; it is a growing economic and security challenge 
affecting infrastructure, agriculture, coastal cities, food sys-
tems, and labor productivity. Governments should therefore 
integrate climate resilience directly into education and eco-
nomic and industrial planning. ASEAN-5 possesses some of 
the world’s most valuable natural capital, including tropical 
forests, mangroves, and biodiversity, creating major opportu-
nities in nature-based VCMs, sustainable tourism, and climate 
finance if they are managed credibly and transparently. At the 
same time, investments in resilient infrastructure, flood mana-
gement, water systems, and sustainable urban development 
will become increasingly essential as climate-related disasters 
and their economic costs intensify. By embedding resilience 
into development strategies, ASEAN-5 can reduce long-term 
vulnerability while creating new engines of green growth, in-
vestment, and employment.
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Figure 24: Intra-ASEAN-5 trade (percentage of total ASEAN-5 trade)
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Reinforcing institutions, cybersecurity,  
and strategic autonomy
ASEAN-5’s long-term resilience will depend heavily on stron-
ger institutions and effective governance. As the bloc beco-
mes more digitally connected and geoeconomically signifi-
cant, governments must improve cybersecurity frameworks, 
data governance, financial regulation, and public-sector capa-
city. AI adoption, digital finance, and cross-border data flows 
offer enormous economic opportunities, but they also expose 
economies to cyber threats, misinformation, and systemic 
vulnerabilities. Closer intra-ASEAN-5 cooperation on cyber 
defense and digital governance standards will therefore beco-
me increasingly important. At the same time, ASEAN-5 should 
preserve its strategic autonomy amid intensifying competition 
between major powers. Maintaining diversified economic and 
diplomatic relationships will help the bloc retain policy flexibi-
lity, sustain investor confidence, and avoid excessive depen-
dence on any single partner or region. ASEAN-5’s enduring 
strength has long rested on pragmatic balancing and regional 
cohesion, and that approach will remain critical amid increa-
singly fragmented global geoeconomics.

Conclusion 
The ASEAN-5 economies stand at a critical juncture, 
positioned as an indispensable part of global growth within 
an increasingly fragmented and uncertain geoeconomic 
landscape. Accounting for more than 84 percent of ASEAN’s 
GDP, these five EMDEs (Indonesia, Malaysia, the Philippines, 
Thailand, and Vietnam) have demonstrated remarkable 
resilience, consistently outpacing global growth averages 
through deep integration into East Asia and global high-tech 
manufacturing, electronics, and supply chains. However, as 
the global economy grapples with structural slowdowns, rising 
debt, and geoeconomic fragmentation, the region’s continued 
success is not guaranteed and requires forward-looking 
adaptive policies.

To secure long-term prosperity, ASEAN-5 must navigate three 
transformative shifts.

	y Digital and technological evolution: The region is ra-
pidly becoming a hub for AI and data centers, with its 
digital economy projected to reach $1.4 trillion by 2030. 
To prevent a widening digital divide and mitigate the 
risk of labor displacement for up to 142 million workers, 
governments must aggressively prioritize workforce 
skilling and reskilling.

	y The green transition: With some of the world’s most 
significant potential in geothermal, renewable energy, 
and nature-based solutions, ASEAN-5 has a unique op-
portunity to lead the global energy transition and the 
growth of VCMs. Decoupling economic growth from 
emissions is essential, especially as climate change and 
ambient air pollution pose serious threats, could reduce 
the bloc’s GDP by 11 percent by the end of the century, 
and negatively impact the health and well-being of tens 
of millions in these economies annually.

	y Strategic autonomy in a fragmented world: As bar-
riers to global trade grow, ASEAN-5 must maintain its 
pragmatic hedging strategies to avoid overdepen-
dence on any single economy or region. Strengthening 
intra-ASEAN integration and operating as a unified eco-
nomic platform will be vital to remaining an attractive 
and stable bloc for investment and trade.

In conclusion, ASEAN-5’s greatest strengths—its young and 
dynamic population, central role in the global value chain, and 
renewable energy potential—provide a robust foundation for 
the future. By aligning digital infrastructure with clean energy, 
investing heavily in human capital, and reinforcing regional 
cohesion, ASEAN-5 can reduce the impact of current global 
headwinds on member economies and ensure a sustainable 
and inclusive era of growth in the decades ahead. The path 
forward requires a shift from being a collection of national 
markets to becoming a unified, resilient, and technologically 
advanced global powerhouse with high levels of coordination 
and cooperation on regulatory, energy, trade, and human de-
velopment fronts. 
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