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Foreword

The Economic Outlook for Southeast Asia, China and India is a regular flagship publication on Asia’s
regional economic growth and development processes. It focuses on the economic conditions of the
Association of Southeast Asian Nations (ASEAN) member countries (Brunei Darussalam, Cambodia,
Indonesia, Lao PDR, Malaysia, Myanmar, the Philippines, Singapore, Thailand and Viet Nam) and two
other large economies in the region, the People’s Republic of China (hereafter “China”) and India. The
Outlook was proposed at a 2008 informal reflection group on Southeast Asia following the 2007 Council
Meeting at Ministerial Level (MCM) and approved by ministers and senior officials from ASEAN countries
at the occasion of the 2" OECD-Southeast Asia Regional Forum in Bangkok in 2009. The Outlook was
launched as a series in 2010 and the first edition was released in November of that year.

The Outlook Consultation Group (OCG) was established in 2014, consisting of representatives from OECD
Delegations and Emerging Asian countries. Since that time, two OCG meetings have been held for each
edition of the Outlook. The most recent OCG meeting in March 2024 was the 22" of such gatherings. The
Outlook was integrated into the OECD’s Southeast Asia Regional Programme (SEARP) at the Steering
Group Meeting in Jakarta, Indonesia in March 2015 to offer a horizontal view of activities and provide a
backbone for the different streams of the Programme as confirmed at the 2015 MCM. While previous
Outlooks have typically been presented at the ASEAN or East Asia Summit, this edition was released at
the OECD Ministerial Council Meeting in May 2024 during a session commemorating SEARP’s tenth
anniversary.

This edition of the Outlook comprises three chapters. Chapter 1 presents the macroeconomic challenges
and risks the region faces. Chapter 2 explores how countries in the region should take holistic and
interdisciplinary approaches to developing amid disaster risks. Finally, a series of country notes provides
the state of the disaster risks and disaster risk management in each Emerging Asian country, with
recommendations for overcoming the challenges.

The OECD Development Centre is committed to working alongside governments and other actors in the
region to identify key issues and provide policy recommendations for addressing them. The Centre enjoys
the full membership of five Emerging Asian countries: China, India, Indonesia, Thailand and Viet Nam and
this project has also benefited from the generous support of other Emerging Asian countries. The OECD
is committed to supporting Asian countries in their efforts to promote economic and social well-being
through rigorous analysis, peer learning and the sharing of best practices.
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Executive summary

Growth in Emerging Asia remains resilient but faces challenges

Emerging Asian economies — comprising the ten ASEAN countries along with China and India — are
showing resilience. Economic growth in the region will be driven by robust domestic and regional demand
and continued recovery of the services sector, particularly tourism. The improvement of financial conditions
is expected to continue this year. However, the region will face several challenges, such as external
headwinds; the impact of extreme weather; and elevated levels of debt, particularly mounting private debt.

Emerging Asia needs a holistic approach to disaster resilience

Emerging Asia is one of the most disaster-prone regions of the world. Beyond their potentially devastating
immediate effects, disasters hinder the achievement of sustainable development. Achieving disaster-
resilient development requires the strategic introduction of a holistic policy approach. Better co-ordination
is essential for this approach to be effective. This includes governance and institutional capacity,
budgeting, risk financing, infrastructure and land use planning, training and education, health, adoption of
cutting-edge technology, and partnerships with the private sector.

Weak disaster risk reduction strategies persist in many Emerging Asian countries. Strengthening
institutional capacity is critical. Developing robust risk assessment, providing capacity building in all phases
of disaster management, as well as reviewing and updating laws and regulations are required to enhance
disaster management.

Lack of funding is another roadblock to disaster resilience in the region. Steps that governments can take
to strengthen their budgets for disaster risk management include ensuring quick access to sufficient
disaster budgets and increasing the availability of funds for ex-ante measures.

Broadening disaster risk financing options is also important. Effective disaster risk financing requires
formulating a grand design that covers the entirety of the economy. Facilitating access to disaster
insurance and risk transfer instruments and ensuring their widespread delivery to populations at risk is
crucial.

The resilience of infrastructure is key to mitigating the impacts of disasters. Policy measures for developing
disaster-resilient infrastructure include applying disaster risk assessments; ensuring appropriate and
adequate financing; developing operation and maintenance approaches for all phases of the disaster cycle;
conducting regular monitoring and evaluation; and fostering effective collaboration among stakeholders.
Integrating nature-based solutions into disaster-resilient infrastructure development represents another
crucial step in protecting society from natural hazards and ensuring a sustainable future.

Comprehensive land-use planning is essential for identifying the needs of communities in disaster-prone
areas. Such plans can help to direct development away from vulnerable land, lay the foundations for space
acquisition and nature conservation campaigns, and encourage the utilisation of natural topography for
disaster mitigation.

ECONOMIC OUTLOOK FOR SOUTHEAST ASIA, CHINA AND INDIA 2024 © OECD 2024
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Policy makers should encourage the adoption of state-of-the-art technologies and innovations in disaster
risk reduction and management. At present, technologies such as the Internet of Things, drones, search-
and-rescue robots, big data, artificial intelligence and blockchain technology are not yet fully in use in the
region. To successfully adopt such technologies, governments can support investment in research and
development, improve access to foreign markets and enact policies that strengthen their country’s capacity
to deploy and provide access to them.

Governments should also set overarching, clear and mandatory policies of disaster risk reduction
education at the national level while allowing implementation to be adapted to local contexts. Learning
materials should be updated regularly and active learning methods should complement classroom
teaching. Disaster risk reduction education should be accompanied by monitoring and evaluation, regular
training sessions for teachers, and public awareness programmes.

The health impacts of disasters are often enormous. Policy measures for ensuring efficient health
responses include developing robust plans for health system co-ordination in response to disasters, taking
steps to preserve the health of the general population when disasters strike, ensuring the flexibility
necessary to redistribute medical equipment and supplies during a disaster and scaling up mental health
services.

Exposure to disasters presents the private sector with a range of challenges. Governments can enact
policy measures aimed at enhancing the capacity of the private sector to manage and recover from
disasters. Such measures include evaluating the susceptibility of all sectors to disasters, boosting disaster
risk governance, facilitating access to designated disaster mitigation and response budgets, ensuring
sustainable financing by mobilising public-private partnerships when investing in disaster resilience and
encouraging the growth of private catastrophe risk insurance markets.

ECONOMIC OUTLOOK FOR SOUTHEAST ASIA, CHINA AND INDIA 2024 © OECD 2024
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Overview

Growth in Emerging Asia remains resilient but faces challenges and risks

Emerging Asian economies are showing resilience.’ Economic growth in the region will be driven by robust
domestic and regional demand and continued recovery of the services sector, particularly tourism. The
improvement of financial conditions is expected to continue this year. However, the region will face several
challenges, such as external headwinds; the impact of extreme weather; and elevated levels of debt,
particularly mounting private debt.

Merchandise trade in Emerging Asia show signs of recovery

Recent merchandise trade data in the initial months of 2024, however, are showing signs of recovery in
most economies of the region (Figure 1).

Figure 1. Total merchandise trade in selected Emerging Asian economies

January 2022 to March 2024, year-on-year percentage change
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The ASEAN and China’s manufacturing sectors showed signs of improvement in the first quarter of 2024
with their Purchasing Managers’ Indexes (PMIs). India’s manufacturing sector remained resilient with PMI
surging to a record high in March, continuing to expand with higher intake of new business.

Services trade will remain resilient to global challenges

Weak performance in goods trade in the region will be somewhat offset by growth in services trade. The
growing digitalisation of services and the complete relaxation of border restrictions post-pandemic have
spurred recovery in the travel and tourism sectors. Their strong rebound is supported by the return of
international air passenger traffic to pre-pandemic levels.

The tourism industry is expected to be another important growth driver for ASEAN exports over the medium
term. International tourism flows are expected to show robust growth as per capita household incomes in
large Asian consumer markets continue to increase rapidly, driving international travel to ASEAN tourism
destinations. This will help ASEAN economies where tourism contributes a significant share of total GDP,
including Thailand, Cambodia and the Philippines.

Foreign direct investment should pick up in the near term

Investment patterns worldwide, and particularly foreign direct investment (FDI), weakened in 2023 on the
back of tight global financial conditions, higher uncertainty amid intensified geopolitical tensions and the
unwinding of pandemic-related fiscal support measures. Emerging Asia, an engine of FDI growth,
experienced declines in 2023. For instance, FDI dropped by 16% for ASEAN and by 6% for China.

However, the attractiveness of the region for manufacturing investments remains robust, supported by
growth in greenfield project announcements. Emerging Asia’s trade links will be strengthened through a
gradual increase of FDI, particularly in the semiconductor and automotive industries. High-tech products
and the rapid advancement of artificial intelligence (Al) and digital services are expected to be major drivers
of growth in regional trade in the long term and to attract a sizeable share of FDI.

Financial market conditions will continue to improve while remaining vulnerable to tight
policy rates

Financial market sentiment in the region fluctuated in 2023 amid global uncertainty and changing views
about possible rate cuts by monetary policy makers in OECD economies. Currencies in the region continue
to weaken amid uncertainty about the timing of interest rate reductions. In the second half of 2023,
expectations that the US Federal Reserve would keep key interest rates elevated for an extended period
led to further weakening of financial conditions in the region. Monetary authorities in the region resumed
hiking key interest rates to keep inflation in check and safeguard financial stability. Policy rates remain tight
to date, as policymakers continue to manage lingering inflationary pressures.

The financial market outlook will remain stable in 2024 in general. Local-currency bonds in major
economies in the region are expected to improve in the later months of the year, as such rate cuts are
likely to strengthen Asian currencies against the dollar, boosting Asian local-bond returns. However,
persistently elevated inflation in the US coupled with possible spike in oil prices amidst increased tension
in the Middle East could increase uncertainty in monetary policies and will have a longer period of high
interest rates.
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Extreme weather, including events brought about by El Nifio, adds to concerns
about growth

Emerging Asia has faced several episodes of extreme weather recently. Of the 20 cyclones that have
produced the fastest sustained wind speeds in the region since 2000, 19 have occurred since 2019 and
the other occurred in 2018.

The onset of El Nifio in Emerging Asia can lead to higher air temperatures and limited precipitation along
with more frequent extreme weather events such as droughts, floods and storms. Climate change will
exacerbate these events, increasing the likelihood of record-breaking surface air temperatures. These can
have significant impacts on crop yields and livestock, water supply and labour productivity. Warmer
weather conditions also decrease water resources for energy generation and create higher demand for
energy. In addition, extreme weather events such as cyclones can have significant negative effects on
tourism-related income.

The impact of extreme weather on growth is more pronounced for countries with a larger share of
agricultural activity in GDP such as Myanmar, Lao PDR, Cambodia and India. The adverse impact of El
Nifio events can also exacerbate inflationary pressures on food products and other primary commodities,
particularly those with prices that remain above 2021 levels. Rice and palm oil are among the commodities
that will be most affected. Declines in production volumes in conjunction with soaring prices may threaten
food security in the region.

Mounting private debt poses a risk

Concerns regarding debt management are increasing. Although, public debt has remained stable overall,
many economies still face public debt levels larger in size than historical trends. More importantly, private
debt (especially household debt) remains a risk to growth prospects in Emerging Asia.

Private debt in some Emerging Asian economies rose considerably during a prolonged period of
accommodative monetary policy. The global financial landscape changed dramatically after supply-driven
inflationary pressures persisted long enough to initiate a significant modification in the monetary stance of
major central banks. The result was a synchronous rise in interest rates globally and tightening domestic
financial conditions in the region. This increased debt payments and now threatens to cause financial
distress among indebted households and corporates, especially in economies with larger private debt
stocks. Total credit to non-financial corporations as a proportion of GDP averaged 22.9% in Indonesia,
54.6% in India, 86.2% in Thailand, 88.3% in Malaysia, and 166.4% in China over the first three quarters of
2023. Household debt as a proportion of GDP averaged 16.1% in Indonesia, 37.1% in India, 62.3% in
China, 67.5% in Malaysia, and 91.7% in Thailand over the same span (Figure 2).

Excessive debt stock and increasing debt service costs can force households to prioritise debt repayment,
with fewer resources available for consumption. Likewise, financially distressed corporations can choose
to deleverage and spare limited funds for investment. These responses could weaken economic growth.
In addition, the recent deflationary environment in China and Thailand complicates matters concerning
private debt. Debt deflation could emerge from decelerating money supply growth, decreasing asset prices
and damaged credit intermediation against the distressed selling of assets and debt repayment efforts.
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Figure 2. Private debt in selected emerging market economies
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Emerging Asia needs holistic approaches to disaster resilience

The countries of Emerging Asia are in the world’s most disaster-prone region (Figure 3). They are affected
by earthquakes, tsunamis, volcanic eruptions, floods, storms, landslides, droughts and forest fires.

Figure 3. Total disaster occurrences in Emerging Asian countries, 2000-23
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Note: The figure only includes disasters with available data. Disasters include drought, earthquake, extreme temperature, flood, glacial lake
outburst flood, mass movement (dry, wet), storm, volcanic activity, and wildfire.
Source: Data from the EM-DAT database (CRED, 20241)).
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Beyond their short-term effects, disasters hinder the achievement of long-term development and
sustainability. Vulnerable groups and communities are particularly endangered by disasters, as economic
and social structures are often compromised. Reducing disaster risk and increasing resilience are therefore
crucial for development in the countries of Emerging Asia.

Achieving disaster-resilient development requires strategic development of a holistic policy approach that
includes a combination of ex-ante and ex-post policies. Robust co-ordination underpins the success of
such an approach.

The policy areas on which this publication builds its holistic approach are:

e improving governance and institutional capacity
e ensuring an adequate budget for disasters

e broadening disaster risk financing options

e investing in disaster-resilient infrastructure

e establishing comprehensive land-use planning

e developing disaster-related technology

e strengthening disaster risk reduction education

e improving health responses to disasters

o facilitating the role of the private sector.

Transforming governance and improving institutional capacity amid rising
disaster risks

Despite their commitments to build disaster resilience, many countries in Emerging Asia still have weak
strategies for reducing disaster risk. They need to adapt their institutions and governance systems to cope
with increasing disaster risks.

Effective disaster risk management requires a proactive approach

Disaster management and response require a holistic institutional perspective that accounts for cross-
sectoral and multilinear levels of governance, and for the cascading impacts of disasters on the economy
and society. Most national and local governments in Emerging Asia currently take a reactive approach to
disasters. However, effective disaster risk management requires a proactive approach.

Well co-ordinated systems can help local authorities and communities cope with
disasters

Systems where central and local authorities are well aligned could empower local authorities and
communities to take an active role in disaster preparedness and response. Strengthening co-ordination,
bringing cohesion to fragmented disaster response plans, increasing capacity and skills, and reducing
disparities in resources among regions are critical objectives. Figure 4 lays out the system of disaster risk
management co-ordination in the Philippines as an example of how a well co-ordinated system is backed
by legislation, incorporates all levels of government, and delegates responsibilities among them and
various agencies.
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Figure 4. The Philippines’ Implementation Framework for Disaster Risk Reduction and Management
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Disaster resilience requires clarity on laws, regulations and responsibilities

Most countries in Emerging Asia face legal challenges that impede the effectiveness of disaster
preparedness, response and recovery. Governing institutions at all levels can face fragmented rules, with
multiple laws, regulations and policies. A lack of clarity on roles, responsibilities, lines of command and
co-ordination mechanisms contributes to challenges in the disaster response phase. Procedural standards
and response guidelines remain weak, and administrative hurdles hinder the development of effective
disaster risk management systems.

Comprehensive monitoring and evaluation are key to managing disaster risk

Well-developed monitoring and evaluation (M&E) systems are crucial to ensuring that disaster risk
management efforts are effective, efficient and accountable. Efforts to develop M&E systems for disaster
risk management in Emerging Asia have not been comprehensive and face several common issues, such
as data deficiency, resource constraints, capacity gaps and weak political will. A robust M&E system across
countries in Emerging Asia is essential in order put in place: i) the prioritisation of disaster risk management
projects and activities; ii) a clear delineation of roles and responsibilities, with accountability for disaster
risk management outcomes; and iii) appropriate, clear and identified funding sources for disaster risk
management efforts.

Ensuring adequate budgets for coping with disasters in Emerging Asia

Lack of funding is a significant roadblock to disaster preparedness and recovery in Emerging Asia. Budgets
for both preparedness and response are, in general, below what is needed to put the region on track for
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long-term readiness for disasters. In particular, increasing the availability of funds for ex-ante disaster risk
reduction measures is critical. Governments can take various steps to bolster their budgets for disaster
risk management. Local governments’ disaster budgets may be tied to local fiscal income; in which case
the adequacy of the resulting budget must be ensured.

Broadening disaster risk financing requires a grand design

Effective disaster risk financing requires formulating a grand design that covers the entirety of the economy.
Such a grand design has two main pillars: a risk-pooling function and a risk-transfer function. Pooling risk,
typically in the form of insurance, improves resilience. Risk transfer typically takes place through market-
based solutions such as insurance-linked securities or catastrophe (CAT) bonds. Coherent strategies for
building financial resilience to disasters involve an approach that provides financing to all levels of
government.

Improving access to disaster insurance is crucial

Disaster insurance is crucial for bridging the disaster financing gap in Emerging Asia. Developing the
private insurance market in the region is proving challenging. Barriers hindering insurers from offering pure
private disaster insurance solutions exist on both sides of the market. On the supply side, major obstacles
can include insufficient capital and limited reinsurance capacity; the degree of freedom to manage the
underwriting process; and data availability. Demand side barriers can include risk perception among
consumers; price, availability and scale of public disaster relief; and claim-payment efficiency. These
barriers work in concert to reduce insurance penetration rates in Asia (Figure 5).

Figure 5. Insurance penetration in selected Asian countries, 2021
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To address insufficient market-based insurance and make risk transfer mechanisms more accessible and
affordable, governments can take various measures. For instance, governments can encourage insurance
uptake by subsidising premiums where necessary or offering support to private insurers to help them take
on clients facing particularly high disaster risk. Governments can transfer some of their own risks to
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markets using tools such as catastrophe bonds, though doing so requires developed financial markets and
regulatory frameworks. At the same time, helping households and firms develop appropriate
understandings of the financial risks associated with disasters and the benefits of disaster insurance is an
essential component of disaster risk reduction education. Practical training on how to use this knowledge
is also essential.

Community-based approaches can be used in disaster risk financing

Microfinance programmes offer an example of financial solutions based on community enforcement. Such
programmes can provide insurance to those unable to access traditional markets. However, the flexibility
offered by microfinance programmes may come at the cost of high interest rates. Thus, they must be
properly structured to remain accessible amid post-disaster financial challenges. In addition to
microfinance, agriculture insurance can help to protect farmers from the financial impacts of disasters.

Catastrophe bonds offer an alternative means of disaster risk finance

The adoption of market-based tools for transferring disaster risk is also important. Catastrophe (CAT)
bonds provide an alternative to traditional sources as part of a country’s disaster risk financing menu.
CAT bonds securitise disaster risk and transfer it to capital markets. The CAT bond market has grown
steadily since the 1990s, though growth has been heavily concentrated in the United States and Europe.
In order to benefit maximally from CAT bonds, countries need to take some or all of the following actions:
construct a grand design for disaster risk finance; invest in measurement infrastructure and enhance the
quality of disaster data; use disaster data to develop tailor-made catastrophe risk models; enhance
capacity building for finance and insurance officials; broaden investor bases; construct CAT bonds in a
manner that minimises basis risk; prepare distribution schemes for the funds; and develop local-currency
bond markets (OECD, 2024 3)).

Investing in disaster-resilient infrastructure

A range of challenges must be addressed to scale up disaster-resistant infrastructure.

e The effective planning and implementation of resilient infrastructure projects is impeded by limited
application of disaster risk assessments.

e Major capital investment and effective financing methods are needed for the construction of
disaster-proof infrastructure, and maximising private-sector participation will be crucial as
government revenues will not be enough to bridge the financing gap in the long term.

e Operation and maintenance approaches that can support disaster resilience before, during and
after catastrophic events should be prioritised, with the collaboration of government, private
investors and other stakeholders at both project and policy levels.

¢ Institutionalising the monitoring and evaluation of infrastructure projects is important to ensure
regular risk assessment as climate and socioeconomic vulnerabilities arise.

o Effective collaboration among multiple stakeholders with a diverse range of skills and perspectives
fortifies disaster-resilient infrastructure by enriching the decision-making process in project design
and planning, and by ensuring comprehensive risk assessment and mitigation strategies.

e Preserving and developing infrastructure during and after disasters is necessary to ensure the
resilience and recovery of the impacted region, including allocating public space to serve as
protective barriers during a disaster and rebuilding transport infrastructure.

e Integration of nature-based solutions (NbS) into disaster-resilient infrastructure development is
crucial. The balanced integration of nature-based solutions and grey infrastructure could offer a
more effective and sustainable solution for comprehensive disaster risk management (Table 1).
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Table 1. Comparison between grey infrastructure and NbS in flood risk management

Characteristics

NbS

Grey infrastructure

Time scale Takes longer for the benefits to materialise Benefits are immediate after construction

Spatial scale Typically executed on a larger scale to be effective, Typically implemented within individual jurisdictions
encompassing multiple jurisdictions

Performance Uncertain performance due to complexity of natural Performance is more predictable

reliability systems

Flexibility Adaptable to changing environmental conditions as More rigid and with limited adaptability as it typically provides a

Sustainability

Multifunctionality

Quantification of

they are part of the natural landscape
More sustainable as it involves the restoration of
natural ecosystems

Provides multiple benefits beyond flood risk reduction

Co-benefits are difficult to quantify, e.g. human health

fixed solution for flood management

Can have negative impacts on the environment, e.g. increased
erosion, altered hydrology and destruction of natural habitat, and
requires significant maintenance and upgrades over time

Often has a more singular focus on reducing flood risk and rarely
provides additional benefits

Benefits are easy to quantify, e.g. prevention of damage to assets

benefits and livelihoods, food and energy security, biodiversity
Community Design, implementation, and maintenance involve Designed and implemented by external engineers and experts,
engagement local communities, hence promote community hence limited community engagement and lack of local ownership

ownership and resilience

Source: (Molnar-Tanaka and Surminski, 2024), “Nature-based solutions for flood management in Asia and the Pacific’, OECD Development
Centre Working Papers No. 351.

Addressing disaster-related migration and improving land-use planning

Emerging Asian countries have experienced considerable migration and displacement because of
disasters, with consequences that affect not just migrants and their families but also their nations of origin
and destination. Making developmental investments for forcibly displaced individuals and host
communities can alleviate the adverse consequences of displacement. Policies to facilitate disaster-
induced migration where necessary and to otherwise reduce displacement include:

o establishing a framework that categorises displacement by mapping and monitoring potential
environmental risk areas and adapting to changing regional conditions

e allocating more resources to disaster readiness to mitigate disaster impacts and the ensuing
displacement

e refining and expanding the policy focus on social and community resilience and adaptation,
especially concerning the social dynamics of resettlement

e ensuring community-focused interventions, particularly for displaced and economically vulnerable
communities

e promoting the integration of environmental policies and responses in relief, recovery and
development programmes

e incorporating climate-change adaptation strategies into disaster management policies

e encouraging community involvement in disaster management, as local communities have a
superior understanding of their vulnerabilities and capacities.

Natural hazards also have a substantial impact on land-use planning in Emerging Asian countries.
Comprehensive land-use planning is crucial for identifying the goals of communities in disaster-prone
areas. Such plans can help to direct development away from vulnerable land, lay the foundations for space
acquisition and nature conservation campaigns, and encourage the utilisation of natural topography for
disaster mitigation. Recommendations on improving the efficiency of land use for disaster resilience
encompass a range of topics.
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e Alterations in land-use due to urbanisation have transformed agricultural land, forests and extensive
coastal areas into built environments. In the face of evolving disaster risks, it is important to provide
a proactive and sustainable approach to reduce vulnerability and enhance resilience through
strategic planning, community engagement and the integration of ecosystem-based approaches.

e New land-use regulations can be imposed following a disaster to steer reconstruction efforts
towards resilient, safe and sustainable development.

e Land-use management is a comprehensive approach that seeks to balance competing demands
on land resources while promoting sustainability, resilience and the well-being of communities and
ecosystems.

e Risk-sensitive land-use planning is a widely acknowledged non-structural risk mitigation measure
with the potential to avoid exposure in the most hazardous zones and to reduce exposure and
vulnerability over time in urbanised areas. Regulatory approaches could include the use of zoning
to prevent or curb development or to minimise vulnerability.

e Restrictions on development can be implemented to prevent further settling of vulnerable areas.

e Property buy-outs and acquisition of open land may be considered as means of supporting owners
of damaged properties, establishing and safeguarding buffer zones, and removing vulnerable land
from the market.

e Relocation of infrastructure away from disaster-vulnerable areas can be the best way of preventing
repeat damage. However, the restoration of infrastructure is often critical to post-disaster recovery,
and the use of public assistance funding must be balanced between restoration and relocation
projects.

Developing disaster-related technology

Policy makers in Emerging Asia can explore a range of technologies for use in disaster risk reduction and
management. They include resident-engaged disaster risk mapping, early warning systems (EWS),
information and communications technology (ICT), disaster management platforms, physical infrastructure
for alleviating the impact of disasters, unmanned aerial vehicles (UAVs) such as drones, and social media.

Recent advanced technologies with the potential to bolster disaster risk management capacity are not yet
fully utilised in Emerging Asia. They include Internet of Things (loT) technologies such as cloud computing,
broadband wireless networks and devices with sensors; drones, which can reach otherwise inaccessible
places and detect things beyond human capabilities; search-and-rescue robots; big data; artificial
intelligence (Al); and blockchain technology.

For the successful adoption of new technologies related to disaster management, governments can
provide support for research and development (R&D) investment in such technologies; embrace open-
and fair-trade policies that improve access to foreign markets and increase competition, which encourages
firms to invest more in R&D; and enact policies that strengthen the country’s capacity to deploy and provide
access to new technologies.

Key requirements for the successful adoption of new technologies include: i) resilient and state-of-the-art
telecommunications infrastructure, including mobile internet coverage and smartphone penetration;
i) technical skills for the use of Al and spatial analysis tools; iii) access to data and software; iv) human
capital formation and user education; and v) regulatory adaptation, with new regulatory frameworks to
facilitate early acceptance of new tools.

Strengthening disaster risk reduction training and education

Given the increasing frequency and intensity of natural hazards, disaster-prone countries are paying far
more attention to the role of disaster risk reduction education (Table 2). Most of the region’s countries have
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integrated disaster risk reduction education into existing curricula or extracurricular activities, while other
disaster preparedness and response programmes have been launched to improve public awareness at

the societal level.

Table 2. Disaster Risk Reduction Education Initiatives in selected Emerging Asian countries

Country/Region Initiation Name of Initiative Goals
Year
India 2004 Disaster Management Curriculum in Class Integrating disaster management curriculum which includes
V, VL X, X, X basic concepts of the most commonly occurring disasters
Thailand 2015 Comprehensive School Safety (CSS) Provision of teacher training to support teachers to design
disaster risk reduction activities in schools

2023 The Implementation of Disaster Education Developing disaster curriculum and disaster preparedness
under National Disaster Prevention and activities in schools and other educational institutions; promoting
Mitigation Plan 2021-2027 under MOU disaster risk reduction activities in schools to create public
between Department of Disaster Prevention ~ awareness and enhance participation among students,
and Mitigation and Ministry of Education teachers, administrators, and support staff

2023 Implementation of disaster risk reduction Sharing best practices in terms of disaster risk reduction among
education through the Thai Network for experts and with others through 17 universities in Thailand
Disaster Resilience (TNDR)

Indonesia 2019 Satuan Pendidikan Aman Bencana (SPAB)  Deliver instruction on prevention and management of the impact
of disasters via educational institutions such as integration of
disaster risk reduction education into K-13 curriculum

China 2024 Student Safety Education campaign An educational campaign to strengthen risk preparedness and
self-protection awareness among primary school and secondary
school students, including fire safety, traffic safety and first-aid
training

Philippines 2013 K-to-12 curriculum Inclusion of Disaster Risk Reduction and Climate Change
Education into school curriculum

ASEAN 2015 ASEAN Common Framework on School Ensuring safe learning facilities and reinforcing school disaster

Safety

management capacities

Source: Authors, based on national sources.

Countries in Emerging Asia face challenges in providing efficient disaster education for students, the public
and other stakeholders. To meet these challenges, governments should set overarching, clear and
mandatory policies for disaster risk reduction education at the national level that outline specific
requirements for disaster preparedness in schools, including curriculum content, teacher training and
emergency response protocols. Implementation should be adapted to local contexts to tailor disaster risk
reduction education programmes to regional risks and needs; it is vital that remote villages and islands
receive necessary support and resources given their increased vulnerability to disasters.

The central government and local authorities should ensure that learning materials are updated regularly,
and the curriculum should be complemented by active learning methods including simulations, drills, role-
playing, games and contests that enable students to apply the knowledge acquired from lecture-based
education practically.

Another challenge is the lack of monitoring and evaluation of educational programmes. To measure
progress in the implementation of disaster risk reduction education policies, the role of government
involves: setting the goals of disaster risk reduction education initiatives; developing indicators for
quantification; arranging tools for data analysis; involving a range of stakeholders in multidimensional
evaluation; and providing measures for self-assessment.

Teachers should receive regular training with updated information to ensure accurate knowledge transfer,
effective teaching strategies and enhanced emergency response skills. Policies are needed that encourage
programmes such as community workshops, public awareness campaigns and seminars with experts.
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Disaster prevention learning facilities offer interactive and realistic experiences where individuals learn
practical skills, such as evacuation simulation or how to use fire extinguishers properly. Training in digital
literacy is also an essential component of disaster risk reduction education, as vital information such as
early warning messages and the locations of shelters and evacuation routes is now mainly disseminated
via online platforms.

Improving health responses to disasters in Emerging Asia

The health impacts of disasters are often enormous. The injuries suffered can be acute and may lead to
lasting disability. Disasters can also spawn mental health issues originating from trauma and stress. All
Emerging Asian countries have plans for directing health responses when a disaster strikes (Table 3).

Table 3. Health responses to disasters in Emerging Asia

Country Health responses Mental health responses
ASEAN-5
Indonesia Rencana Nasional Penanggulangan Bencana 2020-2024 Funds from national and subnational budgets contribute to
addresses health service provision Mental Health and Psychosocial Support (MHPSS) in
disaster recovery
Malaysia Crisis Preparedness and Response Centre (CPRC) and National Guidelines for Mental Health and Psychosocial
subnational CPRC within health departments responsible Response to Disaster
Philippines Health Emergency Management Bureau clusters provide health The Health Emergency Management Bureau has a MHPSS
services in disasters. National Emergency Medical Teams assist cluster
local government units as needed
Thailand Local governments must budget for health services in disasters. Health-related and social well-being rehabilitation includes
Local governments respond but more severe disasters receive MHPSS, Ministry of Public Health
higher level responses
Viet Nam Ministry of Health (MOH) has a Commanding Committee for National Steering Committee for National Disaster
Natural Disaster Prevention and Control, Search and Rescue Prevention and Control collaborates with a disaster risk
(CCNDPC/SAR); MOH and provincial departments participate in reduction partnership composed of national and
the disaster risk management system; Health Sector Action Plan international organisations
Brunei Darussalam and Singapore
Brunei The Public Health Emergency Operation Plan co-ordinates efforts  Brunei Darussalam Mental Health Action Plan 2021-2025
Darussalam of the National Disaster Management Centre and Ministry of designates developing national disaster mental health
Health (MOH) and gives the MOH authority over health responses  management guidelines or incorporating mental health in
to disasters. National Emergency Preparedness Plan as a priority action
Singapore Singapore Emergency Medical Team on call in hospitals always Disaster Mental Health Programme for Communities in Asia
organises forums and training sessions open to all of Asia
CLM countries
Cambodia National Strategic Plan on Disaster Risk Management for Health MHPSS response is a priority strategy under the National
2020-2024 Strategic Plan on Disaster Risk Management for Health
2020-24 but is absent from the Mental Health Strategic
Plan 2023-32.
China and India
China National Emergency Management System Plan developed during MHPSS support in schools, training for rural health
the 14th Five-Year Plan Period professionals, online lectures for public
India Ministry of Health and Family Welfare collaborates with the Armed ~ Mental Health and Psychosocial Support Services in

Forces

Disasters (December 2023)

Source: Authors, based on national sources, intergovernmental organisations and (Li et al., 2022;s)).

Health responses to disasters require intricate co-ordination

Health responses to disasters require efficient and robust plans for co-ordination among agencies and
levels of government. While disaster management authorities are often central bodies, aspects of
healthcare systems may be managed at local levels. Clear lines of communication must be established
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between central and local government officials so that all parties can assess needs and capacity to assist.
Roles of involved bodies should be clearly defined, with minimal overlap.

The health of the general population must be preserved during disasters

Disaster management organisations must not only contend with injuries or illnesses acquired during
disasters but also work to preserve the health of the population. It is vital to ensure that those affected by
disasters have access to clean water, along with hygiene equipment and supplies. Food and water security
and health services must be preserved as well. Care must also continue for pregnant women, people with
chronic medical conditions and those hospitalised prior to a disaster.

Resource flexibility facilitates disaster response

Flexibility is necessary to meet the need to redistribute medical equipment and supplies during a disaster.
Maintaining accurate data on medical personnel, hospital and resource capacity at all levels of
administration can help policy makers decide how best to allocate resources. Depending on the location
and type of a disaster, local health-related physical and human capital might be insufficient. Health
authorities should maintain a stockpile of critical equipment and supplies in a usable state.

Mental health care in the aftermath of a disaster is crucial

Disaster preparedness requires the training of medical personnel to deal with mental health issues such
as trauma and stress. However, mental health services are scarce in Emerging Asia, with the proportion
of psychologists and psychiatrists in the population in most countries far below the OECD average. Scarcity
issues become even more concerning when the needs of different populations are considered. Mental
health services should therefore be scaled up, including via digital services, with specialised services for
vulnerable groups such as women, children and migrant workers.

Facilitating the role of the private sector

The private sector in Emerging Asia faces significant challenges due to insufficient risk assessment, limited
insurance coverage, weaknesses in supply-chain management, deficient co-ordination, and economic
downturns and joblessness.

These challenges are spurring efforts from the private sector to improve disaster preparedness and
management on its own. Adaptation measures by private firms across Emerging Asia include expanding
and diversifying supply chains to decrease reliance on singular sources and locations susceptible to
disasters; evaluating potential hazards and vulnerabilities; formulating contingency plans to handle risks
effectively; formulating business continuity plans to guarantee the uninterrupted operation of critical
business functions during and following a disaster; collaborating with other stakeholders, especially the
government; and procuring insurance policies as a safeguard against losses arising from disasters.

Governments can enact policy measures aimed at enhancing the capacity of the private sector to manage
and recover from disasters. Such measures include evaluating the susceptibility of all sectors to disasters,
including the private sector; boosting disaster risk governance; mobilising public-private partnerships when
investing in disaster resilience; and encouraging the growth of private catastrophe risk insurance markets.
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Country notes on disaster risks

ASEAN-5

Indonesia is exposed to hydrometeorological disasters such as floods, droughts, cyclones and
heatwaves, and geophysical disasters such as earthquakes, tsunamis, volcanic eruptions and
landslides. Improved co-ordination among levels of government, and between governments, will
be a priority along with capacity building for local officials. Improvements to building codes would
mitigate earthquake risk, and a simple increase in signage indicating vulnerable areas would
mitigate landslide risk. Disaster risk financing should be streamlined beyond contingency funds.

Malaysia is exposed to floods, droughts, landslides, fire-associated haze episodes and tsunamis.
The country could improve a legislative framework to integrate disaster risk management with
broader policy objectives. Policies should be developed to establish the duties of stakeholders to
mitigate and respond to floods; to optimise coastal land use; and to discourage development in
areas prone to landslides. Disaster risk management would benefit from the integration of disaster
risk financing into budgets at all levels, as well as an expansion of human and financial capital at
the local level. Public-private partnerships could assist in overcoming some of these barriers.

The Philippines ranks as the country facing the highest disaster risk according to the
WorldRiskindex 2023. It is exposed to typhoons, floods, earthquakes, volcanic eruptions and
droughts, with typhoons and floods being the most frequent and damaging disasters. The
population is concentrated in vulnerable areas, with more than 90% exposed to floods, cyclones
or earthquakes. Rapid urbanisation and climate change have exacerbated this problem in recent
years. The government has increased its efforts to develop disaster risk management institutions
and bolster resources. Mismatches between available funding for a given province and the disaster
risk it faces can create financial constraints, and local-level institutions need increases in capacity.
Land planning regulations should be enforced more stringently, and disaster risk education must
be expanded, especially to those outside of formal schooling.

Thailand faces floods, droughts, cyclones, landslides, earthquakes, tsunamis, wildfires and heat
waves. Floods are particularly damaging. Heavy rainfall can also trigger landslides in mountainous
areas. Agricultural areas are vulnerable to disasters due to lower levels of development, while
urban areas are vulnerable due to population density. The National Disaster Prevention and
Mitigation Response Plan provides a robust guide to disaster risk management, though measures
remain largely ad hoc and focused on responses. Flood prevention and mitigation efforts were
significantly expanded in the aftermath of floods in 2011, though there is still room for improvement
in water management. Implementing methods of storing floodwater could reduce water shortages,
while adjustments to forest conservation policy could discourage farming and other development
in flood-prone areas. Moving to an approach underpinned by stronger risk assessments and risk
transfer would help alleviate financial stress.

Viet Nam is highly exposed to floods, cyclones and landslides, and faces lesser threats from
droughts, earthquakes, tsunamis and heatwaves. Flooding threatens jobs in agriculture,
aquaculture, tourism and manufacturing, while some areas of the country are at considerable risk
of inundation due to sea level rise. Disaster risk management would benefit from stronger
co-operation among agencies, levels of government and the private sector; and enhanced local-
level disaster data. Disaster risk could be reduced by upgrading existing infrastructure, and by
enhancing the capacity of urban planners to develop stronger building codes, safety standards and
enforcement. The government faces disaster risk financing shortfalls. As urban and peri-urban
areas are currently experiencing the most rapid increase in flood risk, more robust urban planning
policies that account for flood risk should be enforced.
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Brunei Darussalam and Singapore

e Brunei Darussalam is perceived to be at minimal risk of disasters, yet the country faces floods,
landslides, droughts, storms and wildfires, and there are large numbers of vulnerable people.
Floods and landslides with significant effects occur annually. Small-scale individual flood mitigation
measures and an enhanced capacity to forecast heavy rainfall could help reduce risks linked to
floods. Early warning systems for disasters require significant modernisation, as they currently
require significant manual operation and often fail to reach coastal fishing communities and ships
offshore. Monitoring and forecasting systems for landslides and forest fires should also be
improved.

e Singapore is exposed to floods, droughts, storms, heatwaves, earthquakes and tsunamis, but
such occurrences are rare. Droughts have increased in recent years, but prudent water
management has mitigated the effects. Flood risk could be mitigated via household- and firm-level
measures such as the elevation of buildings or flood-proofing of properties. Policy makers could
consider incentives for households and firms to take these actions. While disaster risk management
is robust, there is room for improvement in data management, by building a comprehensive
disaster risk database for example. The country would also benefit from enhancing food and water
security management and fostering stronger public-private partnerships.

CLM countries

e Cambodia is exposed to floods, landslides, droughts and tropical storms. As the plains along the
Mekong River and surrounding the Tonlé Sap Lake cover almost three-quarters of the country,
Cambodia is highly exposed to floods, which cause about 100 deaths and at least USD 100 million
in agricultural losses annually. Irrigation management is currently the main method of flood control,
but it is insufficient, and should be complemented by water-diversion schemes and reservoir
construction. The country also faces droughts caused by El Nifio, and large-scale droughts can
threaten national food security.

e Lao PDR is exposed to floods, droughts, tropical cyclones, landslides and earthquakes, but as a
landlocked country it is less exposed to disaster risk than other countries in Emerging Asia. Impacts
of drought have been increasing, and severe El Nifio conditions are expected to cause extreme
drought in northern Lao PDR in the future. Given the large share of the population dependent on
subsistence agriculture, food security can be severely threatened by floods and droughts. More
robust drought risk assessments and more efficient early warning systems would enhance drought
risk management, while flood risk management could be improved simply by encouraging farmers
to adopt practices to mitigate flood effects, such as using flood-resistant crop storage and moving
livestock to higher ground in the event of flooding. Improved data collection, analysis and
management would greatly assist the formulation of policy at all levels of government. Major
financing concerns include severe funding shortages that inhibit disaster risk reduction and relief.
Lao PDR introduced a National Financial Protection Strategy Against Disaster Risk in August 2023
meant to address the dearth of disaster insurance coverage.

e Myanmar, one of the most disaster-prone countries in the world, is exposed frequently to floods,
droughts and tropical cyclones, and occasionally to landslides, earthquakes, tsunamis and
wildfires. Disasters have a large cumulative impact on development and cause major negative
spillovers, including poverty traps, reduced labour-force participation and the financial exclusion of
women. Climate change is expected to increase the frequency of floods, storms and droughts,
which will exacerbate these problems. Disaster resilience could be enhanced through activities
such as education in first aid, improving mobile phone infrastructure and using disaster-resilient
public buildings as shelters. Severe funding gaps remain for both ex-ante and ex-post aspects of
disaster risk management. Risk awareness remains low in the country; programmes to develop it
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Notes

should be tailored for a variety of audiences, including risk management institutions, the private
sector, and the general public.

China and India

China is exposed to all types of disasters and has been one of the most affected countries in recent
years. Droughts occur somewhere in China most years, but affected regions vary. Many of China’s
largest cities are highly exposed to earthquake risk, with western China experiencing the most
severe impact. The eastern seaboard faces most of the country's exposure to typhoons, while
landslides are most common in mountainous and hilly areas. Rapid urbanisation of high-risk areas
is increasing human and economic exposure. China’s disaster risk management approach began
shifting from reactive to proactive in 1998, but challenges remain in regulation, financing,
international co-operation, data collection, risk assessment and emergency response, and low
coverage of disaster insurance. The development of comprehensive legislation on disaster risk
management could help streamline efforts to overcome challenges.

India is exposed to floods, droughts, heatwaves, cyclones, landslides, tsunamis and wildfires.
Floods are most frequent in the basins of the Ganges and Brahmaputra rivers, droughts are
becoming more common in southern areas significant to agriculture, and coastal populations are
most affected by cyclones. Current disaster risk management strategies remain focused mostly on
response. Moreover, despite rapid urbanisation, urban disaster risk management receives little
attention. Co-operation needs improvement, as gaps exist between national policy measures and
local implementation. Flood management is particularly hampered by these issues. Financing
challenges could be addressed via disaster risk layering, risk transfer and the fostering of public-
private partnerships. CAT bonds for severe disasters, would reduce dependence on budget
reallocation.

' Emerging Asia includes the ten member countries of the Association of Southeast Asian Nations
(ASEAN) —Brunei Darussalam, Cambodia, Indonesia, Lao PDR, Malaysia, Myanmar, Philippines,
Singapore, Thailand and Viet Nam — plus China and India.
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1 Macroeconomic challenges and
risks in Emerging Asia

Emerging Asian economies —the ASEAN member countries, China and
India — are showing resilience. Economic growth in the region will be driven
by robust domestic and regional demand and a continued recovery of the
services sectors, particularly tourism. The acceleration of the digital and
green economy could benefit services sectors and exports in the region.
Overall, inflation continued to moderate thanks to prudent monetary policies.
Extreme weather could threaten food and energy security and other
economic activities in the region, and mounting private debt could increase
the risks of excessive leverage.
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Introduction

Emerging Asian economies — the ten ASEAN countries, the People’s Republic of China (hereafter “China”)
and India — are showing resilience. Emerging Asia has contributed strongly to global economic growth,
and is expected to continue to account for more than half of total economic growth in 2024 (OECD, 20241)).
Economic growth in the region will be driven by robust domestic and regional demand, and a continued
recovery of the services sector, particularly tourism. The improvement of financial conditions is expected
to continue this year. However, the region faces several challenges.

This chapter discusses the key macroeconomic challenges and risks: external headwinds; the impact of
extreme weather; and elevated levels of debt, particularly mounting private debt.

Overview and main findings

The main findings of the 2024 Outlook include the following:

e Overall, growth in Emerging Asian economies is showing resilience, supported by robust domestic
and regional demand.

e Trade in Emerging Asia shows signs of recovery. Trade in intermediate goods will strengthen.

e The services sector continued to expand, becoming the largest contributor to growth. For major
economies in the region, the development of high-technology-based services is becoming a driver
of economic expansion.

e Foreign direct investment (FDI) should pick up. The region’s attractiveness for manufacturing
investments remains robust, supported by growth in greenfield project announcements.

e Financial markets in the region are stable in general, though monetary authorities need to monitor
the market carefully. Inflation continued to moderate in the region in 2023 thanks to prudent
monetary policies. However, sticky service price inflation could increase inflation pressures and
trigger financial market volatility.

o Extreme weather could cause disasters that cost lives, reduce agricultural output, destabilise
energy markets and increase inflationary pressures.

e Some Emerging Asian countries are experiencing elevated levels of debt, particularly private debt,
stemming from rising interest rates and increased costs of energy and staple foods.

Macroeconomic development in Emerging Asian countries

ASEAN-5

Indonesia

Economic growth in Indonesia is driven by domestic demand, particularly private consumption which
remained steady in the second half of 2023 while public consumption fell and investment grew modestly.
The economy is expected to benefit from lower inflation and increases in economic activity that took place
before the February elections and that are likely to occur during religious holidays and year-end holidays.
Household consumption recorded 4.5% growth in the fourth quarter of 2023 and is expected to remain
strong in the near term. This is supported by steady growth in the labour market across the service and
industry sectors, a recent 3.6% increase in minimum wages and government food subsidies. Investments
are expected to remain robust in the near term on the back of supportive domestic and foreign investment
policies, infrastructure development and downstream development of hard commodities. In particular,
foreign investment inflows are expected to remain strong in 2024, owing to several major investment
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policies aimed at industrial expansion, notably in the processing of nickel and other minerals for electric
batteries. In addition, the government is expanding its new investment list of priority sectors that are open
to foreign direct investment, including high-technology services and manufacturing industries. Overall
investment growth slightly moderated in the fourth quarter of 2023, posting year-on-year growth of 5.0%,
from 5.8% in the previous quarter. Rapid expansion continued in services exports, which peaked at
USD 9.2 billion in the third quarter of 2023. This served as a strong counterbalance to a contraction of
goods exports. Growth in goods exports remains weak, at 0.4% in constant prices in the final quarter of
2023. However, the Purchasing Managers’ Index (PMI) for manufacturing shows signs of steady
improvement. This should support further progress in economic activity, including higher overseas work
intakes, better demand conditions and positive business sentiment. Bank Indonesia is expected to bring
down key interest rates in the second half of 2024 as inflation continues to decline and the rupiah steadily
appreciates.

Malaysia

The country’s economic growth is driven by the steady expansion of investments, underpinned by a
resilient labour market. However, private consumption experienced a strong decline, on a quarter-on-
quarter basis. Weak external demand from major trading partners impacted the country’s export industry
for goods and services in 2023, with exports contracting by 7.9% in 2023, though the data for the first
quarter of 2024 show robust GDP growth signalling the country may be regaining their growth momentum.
On the supply side, major sectors registered an expansion in the first quarter of 2024, with construction
recording the strongest growth at 9.8% from 3.5% in the last quarter of 2023, and manufacturing growth
rebounding to 1.9% from -0.3% in the previous quarter. Services remain the largest contributor to economic
growth, recording 4.4% expansion. Overall, growth in industrial production improved in early 2024
compared to 2023. However, manufacturing export growth in March shows a mild recovery though still
weak but may signal that the worst of the slowdown seen in 2023 has passed and sets the manufacturing
sector on course for gradual recovery in 2024. Headline inflation showed an uptick in February driven by
non-food items such as housing, water, electricity, gas; recreation, sport, and culture; and transport.

Economic growth this year will be driven by the steady expansion of domestic demand underpinned by
benign inflation and interest rates, and by the robust growth of the services sector. A potential turnaround
in global trade, amid strong expectations of the United States should drive improved external demand,
particularly in the electrical and electronics subsector. However, risks remain, particularly increased
geopolitical tensions which could continue to disrupt supply chains and trade patterns.

Overall, headline inflation is expected to average between 2% and 3.5% in 2024. Upside risks will come
from price increases on food and energy items with the extent of these risks hinging on potential second-
round effects to which authorities should remain vigilant. Monetary policy will remain neutral as inflation
starts to stabilise to long-term average. However, policy stance should remain vigilant to potential inflation
pressures stemming from the planned withdrawal of energy subsidies and the continued depreciation of
the ringgit. Malaysia’s fiscal deficit will be improved in 2024, reflecting the government’s modest pace of
fiscal consolidation through a combination of spending cuts, new tax measures and reduced debt
payments. Selective subsidy spending is planned, such as the continuation of electricity rebates for the
poor in tandem with the phasing out of diesel subsidies. These policies, along with other fuel and food
subsidy cuts, may cause some inflationary pressure. Government debt will remain elevated at 64% of GDP
in 2024, up from 62% in 2023 (Ministry of Finance of Malaysia, 2023(2;). A significant drop in the value of
the Malaysian ringgit in 2023 was driven by external pressure from the country’s wide interest-rate gap
with the United States, Chinese economic growth and a decline in local demand for the ringgit. Expected
lower interest rates in OECD economies in 2024, as well as Malaysia’s robust current account surplus,
should contribute to the ringgit's recovery. The current account will continue to be supported by the
anticipated recovery of exports in the electrical and electronic sector and by commodity prices remaining
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elevated, driving the appreciation of the ringgit. However, the elevated commaodity prices have exacerbated
financial stress on poor households.

Philippines

The economy of the Philippines bounced back in the second half of 2023, recording robust real GDP
growth of 5.5% in the fourth quarter of 2023. On the demand side, better economic performance than
expected was driven by resilience in domestic demand, particularly private consumption, and a strong
rebound of investments. Household consumption grew by 5.3% year-on-year in the fourth quarter of 2023,
while investments grew by 10.2% year-on-year. Government spending dropped to -1.0% year-on-year
from a high of 6.7% in the third quarter of 2023, mainly due to the fiscal consolidation programme.
Economic expansion from the supply side has been driven by the services sector, which remains the
largest contributor to GDP growth, continuing its strong trajectory with 7.4% growth year-on-year in the
fourth quarter of 2023. Real GDP growth was expected to bottom out in 2023, largely due to weak external
demand affecting exports during the first half of the year. Nonetheless, it was expected to nearly reach the
low end of the government’s target of 6.0-7.0% amid easing inflation, a tight labour market and high
consumer spending, particularly during the holiday season in December. In 2024, the country will continue
its rapid economic recovery, driven by a robust household consumption, a healthy rebound of government
consumption and an improved global growth outlook. Other key drivers supporting economic growth
momentum in the near term include sustained remittance inflows, fast-growing exports in the information
technology-business process outsourcing (IT-BPO) sector and steady expansion of the tourism sector.

The share of the services sector in GDP has exceeded that of the industry sector in the Philippines since
the mid-1980s, growing to 55% in 2010 and 65% in 2023. The sector’s share in total employment has also
expanded steadily from 53% in 2012 to 60% in 2023. As of January 2024, the services sector employed
27.6 million people, far more than the 18 million employed in the agriculture and industry sectors
combined. Export-oriented services were particularly significant, with a total services export share steadily
expanding to reach 43% in the first quarter of 2024. However, services sectors generally offer lower
productivity jobs, which come with low real wages for the majority of the workforce.

Thailand

Economic growth in Thailand is mainly driven by robust growth in private consumption supported by an
expanding services sector, a tight labour market and improving wage growth prospects. Total investment
has stagnated, with year-on-year growth estimated at 1.2% 2023, down from 2.3% in 2022. Growth in
exports of goods and services also continues to slow, registering 2.1% growth in 2023, down from 6.1% in
the previous year amid the global economic slowdown and structural changes. On the supply side, the
industry sector, particularly the manufacturing sector, is registering lower levels of production and declining
business confidence. Inflationary pressure from higher raw material costs is pushing input costs up,
signalling another worrying trend for manufacturers.

Thailand’s services sector remains a bright spot in the economy, expanding by 4.3% in 2023. With
manufacturing sector’s share of the Thai economy shrinking, the services sector now holds the dominant
share at 65%. The services sector is driven by a rapidly expanding tourism sector, which is helping keep
unemployment at its lowest level since 2019 (0.8%). Total international tourism arrivals reached 28 million
in 2023, a 154% increase from 2022. A recent mutual visa waiver agreement between Thailand and China,
along with visa exemptions for tourists from India and Chinese Taipei, are expected to contribute to the
sector’s steady recovery in the near term. Authorities are targeting up to 35 million foreign tourists in 2024,
edging closer to the pre-pandemic record of 40 million. This, along with the anticipated rebound of the
goods exports and rising consumer confidence, will drive economic growth in 2024.

As of March 2024, headline inflation continued to register negative year-on-year growth for the sixth
consecutive month, underpinned by government subsidies on diesel and electricity. Nevertheless,
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inflationary pressures will continue and likely be driven by demand pull factors as private consumption
continues to grow steadily and higher oil prices persist amid growing tensions in the Middle East. The Bank
of Thailand’s decision to keep the benchmark interest rate at 2.5% following eight rate hikes since August
2022 and a cumulative rate increase of 200 basis points, has resulted in relatively high real rates. However,
the case for possible monetary easing should be carefully weighed against inflationary risks from
expansionary fiscal policy, higher freight costs related to geopolitical tensions, and currency developments.
The proposed handout scheme could stimulate the economy, while high household debt represents a
downside risk to growth.

Viet Nam

The economy is showing steady signs of recovery with goods exports growing steadily in the first quarter
of 2024 underpinned by robust increases in the shipment of electronics, smartphones, and garments.
Growth in household consumption slowed to 3.2% in 2023 from 7.7% in 2022, while growth in investments
moderated to 4.6% in 2023 from 5.6% in 2022, amid a slowdown in economic recovery and weak demand
for credit. On the supply side, the services sector is the main driver of growth, at 6.1% year-on-year,
supported by robust retail sales of goods and consumer services as well as transport. Tourism activities
are maintaining high growth momentum, contributing to the robust growth of the services sector. Viet Nam
saw a total of 4.6 million international visitor arrivals in the first quarter of 2024, an increase of 72% from
the same period in the previous year. However, the industry sector faced challenges, particularly the
manufacturing industry, which relies heavily on international trade for its expansion. The subsector’s
growth weakened in 2023, with growth of 3.6% compared to 8.2% in 2022, contributing to the overall
slowdown of the economy with its 23% share of GDP. Viet Nam’s economy is expected to recover in 2024
with the anticipated improvement of external trade coupled with a proactive monetary policy that should
keep inflation within the range of 4.0-4.5%. However, a longer period of high interest rates in OECD
economies could rekindle inflationary pressures. To close the gap from the fall in exports, the government
has taken proactive policies such as extending a cut in the valued-added tax to boost domestic
consumption, enhancing tax management on digital and e-commerce transactions, removing barriers for
enterprises and expediting public investment, mostly on infrastructure. While the March 2024 PMI
continued to show subdued demand, firms remain optimistic regarding 2024. For instance, data from the
semiconductor industry is pointing to improvements in sales, which will benefit Viet Nam’s exporters in the
tech sector. An expansionary fiscal stance and accommodative monetary stance will be maintained to
boost economic growth. The government is also providing support to households and firms through tax
cuts.

Viet Nam’s economy grew 5.7% in the first quarter of 2024 amid a steady expansion in exports. While
marginally slower than the growth rate from the fourth quarter of 2023, which was recorded at 6.7%, the
government is targeting 6.0-6.5% GDP growth for 2024.

Brunei Darussalam and Singapore

Brunei Darussalam

Growth was primarily supported by an expansion in private consumption and public investments amid
declines in government spending, private investment and exports. On the production side, growth was
attributed to the expansion in the non-oil and gas sector which increased by 4.5%, mainly driven by the
continued expansion in air transport, finance, and the non-oil and gas manufacturing sector which covers the
expansion of downstream activities, including production of petroleum and chemical products and other non-
oil and gas activities. The oil and gas sector, which represents 52% of GDP, picked up in the fourth quarter
of 2023, recording a growth of 11.1% year-on-year due to the increase in the activities of oil and gas mining
and manufacturing of LNG. The services sector grew by 5.9% in the same period, largely supported by
increases in air transport, finance, communication, and other transport services. Growth in the finance
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subsector corresponded with developments in banking and insurance. The economy will continue to recover
in the near term, mostly driven by higher exports from the recovery of oil and gas production and the continued
expansion in downstream petrochemical and fertiliser production, which will help to render the economy less
reliant on oil and gas output. Construction investment spending will also drive economic growth as work
continues on the redevelopment of the port at Muara and the Phase Il expansion of the Pulau Muara Besar
petrochemical complex. The banking sector remains healthy with declining non-performing loans, though
strengthening financial surveillance and risk monitoring remains key. Recent inflation estimates show a
decline of -0.52% in February 2024, reflecting a fall in clothing and footwear; housing, water, electricity;
transport and communications. The government’s extensive subsidy policies and price controls will continue
to tame inflation, which should help support private spending and the services sector. Risks to growth will
largely come from a less favourable external environment. A weak growth momentum of major trading
partners and a sharp decline in global energy prices could limit growth recovery.

Singapore

Economic activities show a faster pace of growth in the first quarter of 2024 than in the previous quarter.
The services sector, which comprised the largest share of the economy at 65%, recorded continued a
broad-based expansion of 3.2% primarily led by ICT, finance and insurance, and professional services and
followed by wholesale and retail trade and transportation and storage sectors. However, the manufacturing
sector expanded by 0.8% in the first quarter of 2024, a slowdown in growth from the previous quarter. The
construction sector expanded by 4.3% underpinned by an increase in public sector construction. Core
inflation remains sticky in the first three months of 2024, driven by a step-up in the GST rate, a carbon tax
hike, and increases in essential services fees.

The 2024 economic outlook for Singapore is upbeat amid signs of recovery in exports and manufacturing,
particularly an expected turnaround of demand for global electronics and the stabilisation of policy rates in
advanced economies. Expansion in domestic demand underpinned by steady increase in investment,
private consumption and government spending will also support near-term economic growth. Consumer-
facing sectors such as travel and tourism, retail trade and food & beverage services will likely rebound with
the expected return of tourists from China, which was Singapore’s largest pre-pandemic source of visitors,
at nearly 20% of visitors in 2019. Policy rates were maintained in the first monetary policy decision of 2024
as the Monetary Authority of Singapore (MAS) continued to monitor risks to inflation and growth. The MAS
estimates that headline and core inflation will average 2.5-3.5% in 2024, due in part to the one-off impact
of a hike in the goods and services tax (GST) by one percentage point from January 2024 onwards.
Inflationary pressures remain such as hikes in global food and energy prices and a boost in household
consumption amid a strong labour market. The construction sector will remain robust, driven by public
housing and infrastructure projects, while private sector construction will also expand via residential and
commercial developments. Direct investment liabilities, which are closely related to inward FDI, improved
in the fourth quarter of 2023, recording 10.9% growth year-on-year compared to 7.6% in the third quarter
of 2023. The government is contemplating recalibrations to align with the OECD global tax framework, a
move that could reshape the incentives offered to multinational enterprises operating within Singapore.
Potential challenges to the growth outlook include uncertainty over the monetary policy stance. This
uncertainty continues to limit businesses as it impacts borrowing costs and investment decisions. Global
uncertainty could potentially disrupt raw material supplies, and this could lead to cascading effects across
various industries, impacting production, pricing and supply chains.

CLM countries

Cambodia

Cambodia is on track towards gradual recovery, fuelled by a rebound in tourism, robust performance in
non-garment exports and a recovery of the garments and footwear sector. The electronics industry
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cushioned a large decline in garment and footwear manufacturing amid weak external demand in 2023.
Annual exports of electrical parts grew by 71% year-on-year, while corresponding imports registered a
substantial uptick amounting to USD 1.5 billion. The surge in import demand for technology, machinery
and electrical equipment demonstrates the economy’s pivotal shift towards higher production capacity.
However, while total trade improved, the main export earner — the garments, footwear, and travel goods
(GFT) sector — struggled in 2023 amid weak demand from US and European markets. Recent trade data
in first two months of 2024, however, are showing a rebound in the garment and footwear industry while
electrical parts registered a substantial decline.

Growth in the services sector is expected to increase in 2024, mainly due to tourism picking up since travel
restrictions have been completely lifted and visitor arrivals from China and other Asian countries have
increased, though tourist arrivals will remain below pre-pandemic levels. Cambodia will also see positive
effects from its free trade agreements with neighbouring countries, as well as the Regional Comprehensive
Economic Partnership (RCEP), which will promote inward investment by reducing regulatory uncertainty
and harmonising standards. The industrial sector may post robust growth in 2024 thanks to strong demand
for non-GFT goods as well as a recovery in certain pockets of the manufacturing sector, particularly
electronics. On the demand side, drivers of growth will include continued infrastructure investment and a
rebound in domestic consumption and investment, supported by strengthening tourism, transport and
related retail segments. However, the continued tight monetary policy of the US Federal Reserve will
constrain investments. Growth in 2024 will be hampered by external risks such as the moderate pace of
economic growth in OECD economies. Cambodia also exhibits high levels of debt, and a rise in non-
performing loans (NPL) poses major risks for the banking sector and the broader economy. Cambodia’s
proportion of non-performing loans in the banking and micro-finance sectors stood at 5.4% and 6.7% 2023,
respectively, while private credit reached 160% of GDP as of August 2023. The latest El Nifio episode will
have a moderately negative effect on the agricultural sector. Household consumption will be dampened by
elevated prices for energy, food, and other commodities. The country’s inflation rate is forecast to continue
to moderate in 2024 if the price of oil on the international market returns to normal. Meanwhile, fiscal policy
will remain focused on combatting the effects of inflation.

Lao PDR

Lao PDR’s economy remains in recovery mode, supported by improved performance in tourism, transport
and logistics services, as well as foreign investment. Growth is lower than expected amid a sharp
depreciation of the Lao kip, high inflation, labour shortages and unfavourable weather. The depreciation of
the kip and rising food and fuel prices saw headline inflation surge to more than 40% in the early months
of 2023 and it has remained high at 25% as of the first quarter of 2024. The elevated level of inflation will
weigh on private consumption. Furthermore, the kip continues to depreciate against the US dollar, hitting
a new low in March 2024. Rising production costs and the effects of drought on hydroelectricity generation
also impacted economic activity. Exports growth contracted year-on-year in the second and third quarters
of 2023 but rebounded in the fourth quarter of 2023, posting growth of 8.0%. Exports in agricultural
products earned more than USD 1.4 billion, exceeding the target for the year.

Real GDP growth is expected to improve moderately in the near term, led by steady expansion of the
services sector and exports. The opening of the Laos-China Railway is expected to boost trade with China,
particularly agricultural, metal and mineral exports. The industry sector will also benefit from investment in
the power sector through multiyear electricity contracts with Thailand and other neighbouring countries.
Downside risks include elevated external debt, estimated at 68% of GDP in 2022, and a continued decline
of the value of the kip, which is likely to remain under pressure amid high imports and large debt
repayments coming due. Demand for Lao exports may also decline due to moderate global and regional
growth. The services sector will improve amid expected increase in external demand from tourism and
logistics. Public expenditure remains well below pre-pandemic levels, especially in areas such as health
and education, with fiscal austerity measures being used to rein in Lao PDR’s sovereign debt stock.
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Changes in weather conditions, such as the those caused by the lingering effects of El Nifio, may still lead
to a decline in agricultural output and reduce water levels in the Mekong River while of La Nifia is expected
to arrive later in the year and exacerbate the risk of flooding.

Myanmar

Myanmar’s economic growth was primarily led by the agriculture, industry and services sectors. However,
economic growth is expected to remain weak in the near term amid heightened conflict, which risks
damaging the country’s macroeconomic fundamentals. Domestic demand is expected to deteriorate, while
supply chain disruptions, labour shortages and increased logistics costs will worsen trade activity and
agricultural production. The Myanmar kyat depreciated by approximately 18% against the US dollar in the
third quarter of 2023 and will continue to face downward pressure amid a persistent trade deficit and a
bleak foreign investment outlook. Inflation will remain high given the depreciating currency and disruptions
in supply chains and farming. Power outages, which persisted throughout 2023, will worsen amid
disruptions to power transmission and generation infrastructure. Outages have lasted for extended periods,
particularly in industrial zones, impacting businesses and further dampening growth prospects. Spending
cuts will target social services such as education and healthcare, as well as economic planning and
reforms.

China and India

China

Economic activity on the demand side was largely driven by steady private consumption, though its growth
was limited by low consumer confidence and the decline in asset prices. High precautionary savings after
the pandemic are weighing on private consumption. Overall fixed-asset investment grew at 3% in 2023
reflecting the continuing adjustment in the real estate sector, but with infrastructure and manufacturing
growing at a moderate but steady pace. Export and import growth picked up in the first quarter of 2024,
both growing at about 5% following a weak 2023 amid subdued global demand. The manufacturing sector
is showing signs of recovery, with PMI data of 51.1 in March 2024, signalling sustained increases in both
output and new orders.

Growth momentum in China will ease somewhat this year but will likely reach close to the target of around
5%. Adjustment in the property sector will continue but pick up of infrastructure and manufacturing
investment will more than make up for falling investment in real estate. Commitment to reach net zero
emissions will keep investment in renewable energy infrastructure robust and so will suburban railway
demand. Consumption will remain steady, but unlikely to pick up in the absence of social security reforms
that would reduce precautionary savings. Exports will also pick up as global demand gradually recovers.
Moreover, steady or falling prices will make Chinese products more competitive. Monetary and fiscal policy
will hold up economic growth in 2024. Monetary policy will remain expansionary, with falling effective
interest rates and fiscal policy will become looser. The People’s Bank of China has taken steps to support
the economy while managing economic risks and deflationary pressures. In February 2024, it cut the
reserve ratio requirements for banks by 50 basis points, which will provide USD 139 billion in liquidity
support. The interest rate on one-year policy loans was held steady at 2.5%, which helps reducing the debt
burden. On the fiscal front, additional spending of 0.8% of GDP financed by ultra-long-term government
bonds will be directed to priority projects. Furthermore, special local government bonds worth 0.4% of GDP
have been carried over from last year. Excessive indebtedness of some local government investment
vehicles that are key deliverers of urban infrastructure remain a key risk, even though plans to resolve their
debt have been adopted.

Consumer prices are expected to remain depressed, with headline inflation staying at a very low, but
positive level. Adjustment in house prices is expected to continue, in particular in smaller cities where there
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is a greater need to work off excess capacity. In contrast, there are still restrictions on home purchases in
place in big cities.

GDP grew by 5.3% year-on-year in the first quarter of 2024, following a moderate recovery earlier in 2023.
Growth was led by a steady expansion of the industry sector, including high-tech industries. The country’s
ongoing energy transition underpinned a surge in the production of sustainable energy products such as
solar panels, electric vehicles and power generation equipment.

India

The economy is reaping the benefits of strong macroeconomic fundamentals and financial stability. Large
capital outlays focused on infrastructure should boost business investments across key sectors such as
manufacturing and services. Increasing investments in residential property to respond to the rapidly
expanding urban population is expected to further boost private investments. Rapid growth in the digital
economy will accelerate growth in e-commerce, which will support a pivotal transformation in the retail
market. The manufacturing industry registered robust growth in 2023 and will remain strong amid
substantial expansion in production, moderation in input prices and positive business sentiment.
Meanwhile, exports show signs of recovery though still slow, growing by 4.9% year-on-year in the first
quarter of 2024 following a 3.4% increase year-on-year in the fourth quarter of 2023. Engineering goods,
electronics, and pharmaceutical products were among commodities recording the highest estimated
monthly export earnings during the financial year in 2023.

Retail inflation in India continued to decrease in the first three months of 2024, though food price inflation
remains elevated in March 2024. Monetary policy easing will start around late 2024 once the inflationary
pressure eases.

The ratio of total government revenue to GDP peaked at 12.5% in 2003, ranging between 8% and 10% of
GDP from 2011 to 2022. Improving domestic resource mobilisation will support the government’s
aggressive measures towards infrastructure investments, particularly in transport, renewable energy and
telecommunications. Fiscal consolidation and structural reforms will help improve resource allocation that
will benefit several sectors, particularly agriculture.

India’s tax-to-GDP ratio, which is expected to reach a record high of 11.7% in 2024/25, is still substantially
lower than the OECD average of approximately 34% (Ranjan and Ramesh, 2022(3)). Despite the marginal
improvement in the tax effort from 7.6% of GDP in 2022, challenges remain. The lack of progress in
revenue generation is attributable to several factors, such as the large informal economy, tax evasion, the
complexity of the tax system and inefficient tax governance.

Merchandise trade in Emerging Asia shows signs of recovery

Latest merchandise trade data in the initial months of 2024 are showing signs of recovery in ASEAN,
though recoveries for Indonesia, Malaysia, Philippines and Thailand are still weak. Singapore, however,
registered trade growth of 4.3% in the same period, signalling a positive start to the year. Viet Nam and
Cambodia show strong rebounds, each recording double-digit export growth in the first quarter of 2024.
The recoveries stem from a positive outlook in external demand particularly for electronics and
semiconductors, textiles, oil, and non-oil goods.
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Figure 1.1. Total merchandise trade in selected Emerging Asian economies

January 2022 to March 2024, year-on-year percentage change
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Manufacturing activity in Emerging Asia improves amid better external
conditions

Figure 1.2 shows that the quarterly growth of the manufacturing industry sector value-added in Emerging
Asia followed a trend similar to the monthly growth in manufacturing exports. The region, however, is
beginning to show signs of a recovery from its sluggish 2023 performance. The anticipated end of monetary
tightening by OECD economies in the second half of the year should help boost investments, adding fuel
to a global trade rebound. Emerging Asia’s manufacturing sector showed signs of improvement in the first
months of 2024. ASEAN’s manufacturing PMI recorded steady improvement in the first three months of
2024, signalling a continued recovery of the sector underpinned by better prospects in the electronics and
semiconductor sector as global demand for Al microchips increases. High-technology exporters in the
ASEAN will benefit from this trend though risks remain, in particular the continued high-interest-rate
environments in major trade partners. India’s manufacturing sector continues to perform well, with strong
customer demand and more favourable input costs boosting production. Export orders continue to expand,
signalling higher intake of new business from Africa, the Middle East, Asia, Europe and the United States.

ECONOMIC OUTLOOK FOR SOUTHEAST ASIA, CHINA AND INDIA 2024 © OECD 2024


https://stat.link/g8d41y

| 39

As of April 2024, the GEP Global Supply Chain Volatility Index reports a continued rebound in the overall
demand for raw materials, commodities and components. The index shows Asian producers are operating
close to full capacity with the region’s input demand growing at the fastest pace in over two years.

Figure 1.2. Total manufacturing exports and manufacturing value-added in selected Emerging
Asian economies March 2019 to December 2023 (year-on-year percentage change)
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Trade in intermediate goods will strengthen as external challenges ease

Recent transformations in global logistics chains — not just for finished products, but also for intermediate
goods — indicate that supply chain diversification has begun. One outcome in Emerging Asia is an increase
in the flow of Chinese industrial goods to countries where production activity is being redirected, including
Southeast Asia and India. This is expected to boost Emerging Asia’s critical role as an intermediate goods
provider for major export markets. Asia’s role as an assembler (Factory Asia) and intermediate goods
provider will remain significant, given how US and European industrial production indices are correlated
with Asia’s exports while Asia’s imports are largely aligned with its own regional industrial production (ADB,
20234)).

ECONOMIC OUTLOOK FOR SOUTHEAST ASIA, CHINA AND INDIA 2024 © OECD 2024


https://stat.link/1pa8rg

40 |

The evolving trade between ASEAN and China also mirrors recent supply-chain transformations. More of
China’s high-value-added intermediate products are being exported to ASEAN and India for final assembly
before re-export to the US market. Meanwhile, the ASEAN countries ramped up their sourcing of
intermediate goods from the European Union, with import growth in the second half of 2023 improving to
7.4%. This turn of events is largely driven by the rise of EU imports from Indonesia, Malaysia and Thailand.
The increase is linked with the automotive industry in Thailand, the region’s automotive manufacturing hub,
and Indonesia, which is increasingly becoming the region’s electric vehicle (EV) hub with its rich nickel
reserves. Exports from the European Union to Malaysia expanded by 10% and 8.4% in January and
February 2024, respectively.

There is a growing emphasis on ensuring sustainability in global value chains which should boost regional
trade in environmentally sustainable goods such as electric vehicles and renewable energy products
(UN.ESCAP, 20245). In one recent development with potentially significant consequences, attacks on
commercial vessels transiting the Red Sea have started disrupting key shipping routes. Shipping costs
have risen sharply since mid-December 2023 and delivery times have lengthened, especially for trade
from Asia to Europe (OECD, 2024)). This has disrupted production schedules in Europe, particularly for
automotive manufacturing, which accounts for a significant share of trade in certain countries of Emerging
Asia. Additional supply capacity this year, as reflected by stronger new orders for container ships after the
pandemic, should help to meet increased shipping demand and moderate upward cost pressures.
Nevertheless, OECD estimates suggest that the recent 100% increase in shipping costs could raise annual
OECD import price inflation by close to 5 percentage points if it persists for about one year (OECD, 2024).

Certain indicators hint at potential improvements in the near term, including the resolution of other supply
chain disruptions that lingered into 2022 as well as the impacts of the Russian invasion of Ukraine and the
ensuing economic sanctions stabilising. These developments have helped to ease pressures on goods
prices, which will contribute to the moderation of inflation in OECD economies.

Foreign direct investment is expected to pick up

Emerging Asia’s trade links will be strengthened through a gradual increase of FDI, particularly in
semiconductor and automotive manufacturing. ASEAN’s role as a manufacturing hub is expected to
strengthen over the medium and long term as it continues to attract global investment despite reshoring
trends elsewhere. A number of ASEAN countries are developing into critical links in the supply chain for
certain products and components and are thus expected to attract a sizeable share of FDI in the near term,
including Malaysia for semiconductors, Viet Nam and Cambodia for electronics, Thailand for automotive
products, and Indonesia for electric vehicles. In 2022, ASEAN recorded FDI of USD 224 billion, with
electric vehicles being the top haven for investors. ASEAN'’s share of global FDI rose to 17.3% in 2022
from 14.4% in the previous year. Meanwhile, the trend of international companies establishing facilities in
the region is expected to continue despite trade policy setbacks, such as reshoring, nearshoring and
legislation such as the US Inflation Reduction Act, which provides incentives for domestic production of
lithium-ion batteries and other EV components.

High-tech products, the rapid advancement of artificial intelligence (Al), and digital services will be key
drivers of regional trade in the long term, while a continued upturn in semiconductor and electronics
production in 2024 will help to underpin merchandise trade in the near term. The global semiconductor
industry is expected to rebound, with projected annual growth of 40% in chip sales by the first half of 2025
(Tan, 20237). This is largely driven by the rise in demand for Al-integrated electronics. The rapid
acceleration of Al and the digital economy has increased the role of chips in a wide range of products the
world depends upon. The long-term outlook for the semiconductor industry is thus strong, and most
economies in Emerging Asia are set to benefit. For instance, Singapore and Malaysia, active players in
the downstream semiconductor supply chain, are poised to experience rapid growth stemming from
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semiconductor-led exports. Demand for Al-integrated industrial electronics and 5G mobile phones is also
expected to surge on the back of Industry 4.0 transformation initiatives and 5G rollouts over the next five
years. In China, investment in high-tech manufacturing grew by 9.9% in 2023, beating the 6.5% increase
seen in overall manufacturing, but this was still the slowest pace of high-tech manufacturing investment
growth since records began in 2015.

The development of electric vehicles will deliver substantial gains to the ASEAN auto manufacturing
industry. The subregion recorded USD 18.1 billion of international investment in EV-related sectors in
2022, representing a growth of 570% from just USD 2.7 billion in 2021. The investment covers the mining
of critical minerals (nickel and cobalt), battery production and EV manufacturing. Further expansion is
expected, with Indonesia, Singapore and Thailand actively bolstering their EV industries. Indonesia will
benefit from sustained FDI for greenfield projects on nickel smelters and EV battery plants. In Thailand,
the Board of Investment has introduced the EV 3.5 scheme, which aims to maintain the momentum of the
country’s EV industry. Thailand recently approved investments by 16 EV battery manufacturers that
collectively amount to THB 39.5 billion (Thai baht).

The growth of ASEAN exports is expected to be strengthened by the Asia-Pacific (APAC) regional trade
liberalisation architecture. This includes the large Regional Comprehensive Economic Partnership
(RCEP), to which all ten ASEAN nations belong, as well as the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP) multilateral trade agreement, which includes a number
of ASEAN members. The region also benefits from the ASEAN Free Trade Area and a growing network of
major free trade agreements involving APAC economies.

Services trade moderated but will remain stronger than goods export growth

Strength in services trade in Emerging Asia in 2023 somewhat offset weak performance in goods trade
(Figure 1.3). In the Asia-Pacific region, growth in services trade is expected to outperform the rest of the
world in 2023, with exports growing at 8.8% and imports at 9.7% compared to 7.7% and 8.2% for global
commercial services exports and imports, respectively (UN.ESCAP, 2023s)). Strength in services trade is
attributed to its growing digitalisation as well as recovery in the travel and tourism sectors since the
complete relaxation of border restrictions post-pandemic. Trade in services remains concentrated in a few
Emerging Asian economies.

Trade in services has mainly been supported by the full recovery of the tourism sector. The strong rebound
is also supported by the return of international air passenger traffic to pre-pandemic levels. The tourism
industry is expected to be an important driver of growth for ASEAN exports over the medium term.
International tourism flows are expected to show robust growth as per capita household incomes in large
Asian consumer markets continue to increase rapidly, driving travel to ASEAN tourism destinations. This
will help ASEAN economies where tourism contributes a significant share of GDP, including Thailand,
Malaysia, the Philippines and Singapore.

However, barriers have gradually increased in services trade since 2014, both in Asia and worldwide.
Restrictiveness is significantly higher in Asia than in the rest of the world, according to the OECD Services
Trade Restrictiveness Index, with equal or higher restrictiveness across all sectors in 2022 (UN.ESCAP,
2023y9)). Restrictions on foreign entry dominate the limitations. Cross-border movements of labour are still
restricted by policies including limitations on stays, nationality, residency requirements and lack of
recognition of professional qualifications across borders.
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Figure 1.3. Export growth in goods vs. services in selected Emerging Asian countries

Q12019 to Q4 2023 (year-on-year percentage change)
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Financial markets show nascent signs of improvement though they are still
constrained by tight policy rates

Inflation in Emerging Asian countries continued to moderate in 2023 thanks to prudent monetary policies
across the region. As is the case globally, declines in energy and food price inflation and the gradual easing
of supply-chain bottlenecks contributed to the easing. However, price inflation of services has been stickier.
Persisting service price pressures could kindle inflation.

Financial market sentiments in the region fluctuated in 2023 amid uncertainty and changing views about
possible rate cuts by monetary policy makers in OECD economies. While the likelihood of lower interest rates
spurred rallies in equity markets, uncertainty about the timing of interest rate cuts was reflected in bidirectional
movements in the US dollar that resulted in mild currency fluctuations in the region, amid volatile capital flows.
Overall, currencies in Asia experienced rapid selling pressure, trading near their lowest levels between the
third and fourth quarters of 2023 as Emerging Asia continued to experience the adverse impact of higher
interest rates in the region and in advanced economies. In the second half of 2023, expectations that the
US Federal Reserve would keep key interest rates elevated for an extended period led to a weakening of
financial conditions in Emerging Asia. This drove capital outflows from emerging markets in Asia back to the
stronger US dollar in 2023. A similar trend is observed until April 2024 with the strength of the US dollar
resurging, fuelled by continued high interest rates, strong fundamentals sustaining GDP growth, and sticky
inflation in the United States. The Indian rupee plunged to a fresh low in April since November of last year
amid the strong dollar and continuous foreign fund outflows in the equity market. Similarly, the yuan is
weighed down by the strong dollar and sharp depreciation in the yen and some Asian currencies. The
Malaysian ringgit continued to depreciate, dragged down by reduced exports to China. Indonesia’s rupiah
dropped to a four-year low against the US dollar in April and Bank Indonesia increased its policy rate by
25 basis points.

External headwinds, including inflationary pressures amid elevated food and oil prices in some Emerging
Asian markets, continued to leave monetary policy makers in the region little room to loosen key interest
rates in 2023. Monetary authorities such as the Bank Indonesia, the Bangko Sentral ng Pilipinas and the
Bank of Thailand have resumed increasing key interest rates to keep inflation in check and safeguard
financial stability. This has led to higher risk premiums and a weakening of equity markets. Nevertheless,
Emerging Asian equity markets showed resilience towards the end of 2023. Furthermore, equity markets
in ASEAN fared reasonably well amid the challenging financial environment, displaying improved
performance in the last months of 2023.

Although inflation is broadly expected to continue easing in 2024, policy rates remain elevated to date for
most countries in the region as monetary authorities continue to manage lingering inflationary pressures
(Figure 1.4). Monetary policy rate paths in the region will likely diverge in the second half of the year as
policy makers prioritise domestic needs such as taming inflationary pressures in some countries or
supporting economic growth in others. US monetary policy will remain critical given its impact on bond
yields, particularly, long-term yields and currencies in the region.
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Figure 1.4. Evolution of policy rates in selected Emerging Asian economies
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The impact of the US Federal Reserve’s policy rate will remain a key driver for the region’s equity markets.
Expectations that the Fed will stay on track for further cuts may support stock market optimism in the region
this year. However, persistently elevated inflation in the United States coupled with a possible spike in oil
prices amidst increased tension in the Middle East may pose a risk in the timing of the US Federal
Reserve’s rate cuts. At the same time, the European Central Bank may cut interest rates this year.

Asian stocks rose to their highest level in late March 2024, powered by technology companies, while global
technology and commodity stocks led the charge in Europe amid greater confidence on lower interest
rates. US stock index futures rose as chipmakers tracked sharp gains. Equity markets in ASEAN
experienced a nascent rebound starting in December 2023, underpinned by an improving economic
outlook for the subregion (Figure 1.5). This is expected to extend into 2024 amid a rapid shift in supply
chains to ASEAN, a recovery in tourism that offers better prospects for the labour market, stronger currency
relative to the US dollar and robust domestic consumption. Potential rate cuts by the US Federal Reserve
in 2024 may be expected to boost the subregion’s technology and high-tech automotive sectors as well as
the digital services industry, particularly for major countries such as Indonesia, Malaysia, Singapore,
Thailand and the Philippines. The MSCI AC ASEAN Index, which captures large- and mid-cap
representation across these five economies, increased by 0.83% in 2023 and remained stable up to March
2024, both substantial improvements from the decline of 4.09% in 2022.
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Figure 1.5. Major stock market indices of selected Emerging Asian economies
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Viet Nam’s banking sector played a leading role in the recent market surge, with its net profit increasing
by 22.5% in the fourth quarter of 2023 compared to the same period of 2022. The increase was driven by
accelerated credit growth, strong non-interest income, industry-wide income growth and a 5% reduction in
provisioning expenses. The VN-Index, however, experienced a decline in April owing to mounting
uncertainties regarding the resignation of the country’s president. The National Stock Exchange of India
has now become the world’s fourth-largest stock market, overtaking the Stock Exchange of Hong Kong,
propelled by strong earnings and expected interest rate cuts (Joshi, 2024107). The Reserve Bank of India
(RBI) is guarding against upside risks to inflation, particularly food and energy prices, amid the impact of
the latest episode of El Nifio. Another risk is the escalating tensions in the Middle East which are showing
signs of impact in the stock markets, especially, with India and the Philippines experiencing a losing streak
in the first weeks of April. In contrast, the prolonged slump in China’s real estate sector and exports industry
has hurt the Chinese stock market, with the Shanghai Composite plummeting to a five-year low in February
2024. However, the Shanghai Shenzhen (CSI) 300 Index continued climbing back in March 2024 after
plummeting in the first week of February, signalling that the stock market may be headed towards a more
sustainable recovery. Hong Kong’s Hang Seng Tech Index has seen an improvement, supported by cost
cutting and improvements in efficiency by tech and renewable companies.

Meanwhile, with persistent high interest rates in OECD economies and in Emerging Asia, yields for both
short- and long-term bonds rose in almost all markets in the region during the second half of 2023
(Figure 1.6). As of April 2024, US 1-year and 10-year sovereign bond yields edged up on rising uncertainty
regarding the timing of the US Federal Reserve’s rate cuts. Despite the fluctuation in bond yields in the
United States, Emerging Asia’s bond yields remained stable in the same period. Asian local-currency
bonds are expected to improve if there are rate cuts in major economies in 2024.
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Figure 1.6. Bond market trends in selected Emerging Asian economies
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Bond market conditions in the region improved starting in December 2023 and remain positive into the first
quarter of 2024 despite the continued high interest rate in OECD economies and the recent resurgence of
the US dollar. In the near term, positive indicators may help central banks consider easing monetary
conditions to support economic growth and help drive better bond market conditions. In addition, banks in
most major countries in the region have strong capital buffers and rising profitability, which contribute to
financial stability.

Risks remain, however, including an escalation of geopolitical risks and continued tight global financial
conditions. It can be noted that the Bank of Japan recently ended its longstanding policy of negative interest
rates, raising its key policy rate to a range of 0% to 0.1% from -0.1%.
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Ongoing property market adjustment in China could present challenges for the
region

The development of property market adjustment in China could generate external headwinds for the other
economies in the region. China has implemented various policy measures to cushion the adjustment in the
real estate sector. Lending standards have been eased, depending on the location of the property and the
type of borrower. To prop up demand, the central bank cut its benchmark interest rate twice in 2023, from
3.65% to 3.45%, and it lowered the reserve requirement ratio to support liquidity in the banking system.
However, falling property prices are further deteriorating the debt repayment capacity of developers. The
price of newly constructed residential properties declined year-over-year in 58 of 70 major Chinese cities,
while prices of second-hand buildings had declined in all medium and large-sized cities as of January 2024.

Long-lasting adjustment of the sector is continuing, with annual property sales and real investment in real
estate recording a year-over-year drop of 17.7% and 16.5%, respectively, in March 2024. The share in
GDP of value added created by real estate dropped from 7% in 2019 to 6.1% in the first three quarters of
2023 (National Bureau of Statistics, n.d.j11]). Although emerging industries such as solar cell, lithium-ion
battery and electric vehicle production are offsetting some of the detrimental effects, the real estate sector’s
considerable influence on the overall economy is weighing on the income and wealth of households.

Real estate assets represent a substantial share of household wealth in China. Against this backdrop,
downward price movements and gloomy prospects in the property market weigh on consumption through
the wealth effect. Chen, Hardin and Hu (2018y12)) find that the wealth effect for housing in China, which is
about ten times greater than for financial assets, is much larger than previous estimates for advanced
economies. They calculate that a 1% rise in housing value translates into a 0.19% change in household
consumption, and that the current cycle of dwindling housing values thus undermines household spending.

The household savings rate rose in China after the onset of the disruptions in the real estate market,
reaching 33.6% in the third quarter of 2023 before easing to 31.7% at the end of the year (Figure 1.7). The
soaring savings rate of urban households has been the main driver of this trend. Despite moderation in the
fourth quarter of 2023, the savings rate for urban households remains above pre-pandemic levels.

Figure 1.7. Household savings rate in China
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Decelerating housing prices and concerns over housing market prospects create a substantial drag on
growth. Restoring consumer confidence via an orderly adjustment in the property market to curb further
uncertainty will be key to addressing the challenges presented by the slowdown.

Emerging Asia must cope with extreme weather

Climate change increases average temperatures along with the intensity and frequency of the weather-
related disasters globally. Emerging Asia needs to manage the economic impact of extreme weather,
together with making efforts to curb greenhouse gas emissions.

Surface temperatures near the Equator exhibit a persistent upsurge (Figure 1.8) and extreme weather events
such as heatwaves and heavy precipitation have been observed more frequently and with increasing intensity
for decades (IPCC, 202313)). Climate change has direct impacts on agricultural production, energy generation
and tourism receipts. ASEAN economies are among the most vulnerable against climate risks, facing a
severe threat to lose a significant share of their GDP, which could reach 37.4% in the case of the most severe
projected scenario of continuing global warming through 2050 (Swiss RE, 202114)).

The average number of reported annual occurrences of droughts and storms in the region increased from
1.9 and 25.6 respectively between 2004-13 to 2.4 and 29 respectively between 2014-23. Average annual
economic damages from these disasters more than doubled between those two periods (Table 1.1).

El Nifio events typically bring higher surface temperatures with more frequent extreme weather events for
the Southeast Asian countries and accordingly exacerbate the ongoing negative impacts of the climate
change. The latest El Nifio episode is one of the imminent challenges that countries in the region need to
deal with.

Table 1.1. Average annual number of occurrences of and damage from weather related disaster in
Southeast Asia, China and India

Disaster Type Between 2004-13 Between 2014-23
Average annual Average annual damage Average annual Average annual damage
occurrence (USD billion) occurrence (USD billion)

Drought 1.89 1.06 244 4.10
Flood 436 15.14 42 17.57
Extreme 2.20 2.14 1.88 0.20
temperature

Storm 256 6.53 29.0 13.39

Note: Data cover all economies in the region except Brunei Darussalam.
Source: EM-DAT Database.

The latest El Nifo episode adds to growth concerns

In July 2023, the World Meteorological Organization (WMO) declared that the tropical Pacific region was
on the cusp of a new El Nifio event after a seven-year pause. This climate phenomenon, one of the two
non-neutral phases of the El Nifilo-Southern Oscillation (ENSO), typically generates an upsurge in air
temperatures and adverse weather conditions (WMO, 202315)). El Nifio led 2023 to become the hottest
year on record, warmer by a substantial margin than the previous hottest year, 2016, when another El Nifio
event occurred (Abnett, 202416]). Average temperature anomaly in the equatorial zone in 2023 surpassed
the levels of the last 50 years, including three strong El Nifio episodes, while the level of deviation from
average temperatures between 1951 and 1980 reached 1.05°C in 2023 (Figure 1.8).
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Figure 1.8. Average land and ocean surface temperature anomalies in the equatorial region
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The latest El Nifio episode is expected to last around first half of 2024. The second year of the phenomenon
was expected to be warmer than the first due to the time lag between the heating of the Pacific Ocean and
surface temperatures, warranting continued efforts to monitor weather conditions to mitigate potential
damage (Hirji, Rugard and Kahn, 202417)).

El Nifio impacts Emerging Asian economies with diverse outcomes. A typical El Nifio period leads to higher
air temperatures and limited precipitation, along with more frequent extreme weather events such as
droughts, floods and storms across the region. Climate change increases the likelihood of observing
record-high surface air temperatures throughout El Nifio episodes in Southeast Asia, especially during the
month of April (Thirumalai et al., 20171g)). Overall warming coupled with extreme weather events can alter
economic activity in many ways. It can have a devastating impact on crop yields and livestock; curb water
supply; reduce hydro energy generation; and lead to decreased labour productivity and a drop in tourism
traffic and receipts.!

El Nifo as a supply-side drag can harm growth in numerous ways

Several empirical analyses have documented that previous El Nifio events adversely affected growth in
some Emerging Asian countries. For instance, Cashin, Mohaddes and Raissi (2017[19)) investigate the
impacts in a multi-country framework between 1979 and 2013 and found that sustained negative Southern
Oscillation Index (SOI) values (SOl anomalies) hurt the real GDP growth of India and Indonesia, while the
effect was opposite for Singapore due to a rise in shipping activity after the El Nifio shocks. According to
their analysis, GDP growth in Indonesia dropped by about 0.64% in the year following an El Nifio shock.
The impact was relatively high due to a slowdown in agricultural activity (coffee, cocoa and palm oil) along
with adverse effects on the mining sector arising from its high dependency on hydro energy generation.
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(Smith and Ubilava, 2017201)) demonstrated that the growth impact of ENSO events is more pronounced
for countries with a larger share of agricultural activity in GDP. In this regard, Myanmar, Lao PDR,
Cambodia and India are more vulnerable to the adverse consequences of El Nifio in the coming months
due to their relatively high dependence on agricultural production and labour in farming activities
(Figure 1.9). In 2022, value added in the agriculture, forestry and fishing sector is estimated to be more
than a fifth of GDP in Cambodia and Myanmar, while the share of employment across these sectors in the
total workforce reaches 69.6% in Lao PDR. In contrast, the importance of agricultural production in
domestic output is limited in Singapore and Brunei Darussalam, a critical factor softening the El Nifio
slowdown effect in these countries.

Figure 1.9. Share of agriculture, forestry and fishing in value added and total employment in 2022

Share in total employment
(%)

80
70 ® LaoPDR
60
5 r Myanmar
) o
@ India
40
) Viet Nam o
Thailand o Cambodia
3 ® ® Indonesia
China ®
20 RS Philippines
3 Malaysi
10 Singapore ® Malaysia

i/,/—B iD |
0 runel barussa gm } } }
0 5 10 15 20 25
Share in value added (% of GDP)
Source: World Bank and authors’ calculation based on ILOSTAT, ILO Modelled Estimates (ILOEST database),
https://ilostat.ilo.org/resources/concepts-and-definitions/ilo-modelled-estimates/.

StatLink Sa=m https://stat.link/g95iq3

The importance of tourism activities to the economies of Thailand and Cambodia introduces an additional
downside risk to growth in those economies during an El Nifio episode. Extreme weather events such as
cyclones can have significantly negative effects on tourism-related income (Hsiang, 2010p21). Furthermore,
the fact that the current episode of El Nifio comes in conjunction with expectations of mild global growth
and a slowdown in China adds to concerns about economic activity across the region in 2024.

El Nino can exacerbate inflationary pressures and threaten food security in the
region

The adverse impact of El Nifio events on agricultural and mining output as well as hydro energy generation
can exacerbate inflationary pressures on food products and other primary commodities. A major upward
movement in food and energy prices began before the expansion of the war in Ukraine. Although the prices
of most commodities have moderated since their peak in 2022, the cost of major fertiliser raw materials
(urea, diammonium phosphate and potassium chloride), as well as crude oil, rice and sugar, remain above
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the levels seen in early 2021, while wheat and sunflower oil prices have eased substantially below their
pre-invasion heights (Figure 1.10).

Figure 1.10. Cost of selected food, energy and fertiliser commodities (2021 January = 100)
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Brunner (200222]) noted that a 1-standard-deviation rise in El Nifio Southern Oscillation generates a hike
in real commodity prices of around 4% and accounts for about 20% of the fluctuations in these
commodities. The study showed that agricultural commodities are particularly susceptible to the inflationary
pressures of ENSO cycles, with rice and palm oil among the commodities most affected by SOl anomalies.
Naylor et al. (200123)) found that El Nifio episodes severely disrupt rice plantings and production in
Indonesia and delay the harvest, and that these losses are hardly recovered after high amplitude events.
Khor et al. (2021p24)) estimated the cost for the palm oil industry in Malaysia of lower rainfall and dry
conditions caused by a strong El Nifio event at around USD 3 billion. Cashin, Mohaddes and Raissi
(2017119)) note that El Nifio events also have a detrimental impact on energy prices caused by lower
generation from hydroelectric dams and an increase in energy demand for agricultural irrigation. Among
their sample countries, Indonesia saw the highest estimated increase in average inflation, with a jump of
73 basis points in the year after the shock, followed by India (48 basis points) and Thailand (44 basis
points). Malaysia, the Philippines and China saw adverse inflation effects on a lesser scale. The study
noted the importance of the share of food products in the consumer basket as a determinant of this
unfavourable impact.

Myanmar, Lao PDR and Cambodia are especially prone to the adverse price shocks generated by EI Nifio
events due to the relatively high share of food products in their consumer baskets (Figure 1.11), with more
than half of consumer spending attributed to food and non-alcoholic beverages in Myanmar and Lao PDR.
Sharp rises in the cost of food staples can thus severely damage the purchasing power of households and
disrupt demand for other consumer products.

Supplies of food staples are already under strain in the region. The drier weather conditions are expected
to affect the rice harvest and palm oil output in Indonesia and Malaysia, and wheat yields in India (Thukral,
2023p25)). Droughts in Indonesia caused significant delays in rice planting, with the area planted between
September and November 2023 dropping by more than half compared to a year earlier (Christina, 20232¢)).
Moreover, with this episode’s lessening effect on monsoon rainfall, India’s annual sugar yield may fall by
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more than 10% in the coming months, sparking expectations that the country, the second largest global
supplier of sugar over the last five years, may impose an export ban (Jadhav, 202327)).

Figure 1.11. Share of food and non-alcoholic beverages in consumer expenditures (2022)
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Source: US Department of Agriculture Economic Research Service, https://www.ers.usda.gov/topics/international-markets-u-s-
trade/international-consumer-and-food-industry-trends/ (accessed on 18 January 2024).

StatLink Sa=r https://stat.link/95lhe0

The accumulated impact of warming and prolonged droughts due to climate change and the latest El Nifio
cycle, in tandem with elevated energy and input costs, weigh on the farmers, creating a risk of further
inflationary pressures in the coming months. Declines in production volumes in conjunction with soaring
prices may threaten food security in the region. Harmful interventions in the international flow of agricultural
products, implemented after the sharp rise in food prices following the start of the war in Ukraine, add to
these worries. India banned exports of broken rice and imposed a 20% export duty on other types of rice
in August 2022. The export ban was extended in July 2023 to include non-basmati rice. Although India has
since relaxed the ban, approving rice export quotas for several countries including Malaysia and
Philippines, the measures are still curbing the international flow of one of the main nutrition sources in
Southeast Asia.

Mitigating the impact of El Nifio and safeguarding food security in the region requires a multifaceted
strategy and co-operation among the region’s economies. Closely monitoring weather developments,
improving early warning systems and keeping farmers abreast of adverse weather changes in a timely
manner are crucial to ensuring successful planting and harvesting seasons. Encouraging the use of
drought-tolerant crop varieties and supporting the efficient use of limited water resources would be a major
step towards increasing crop yields under conditions of a diminishing water supply.

The effects of El Nifio are quite heterogenous. Severe weather events can disproportionately strike one
subregion, while favourable weather elsewhere in the region can offset some of the output losses.
Exporting and importing countries may change their usual roles under extreme weather conditions. Thus,
maintaining the flow of food staples across borders and avoiding a vicious cycle of reciprocal trade
interventions are vital to enhancing food security.

Southeast Asian economies implemented various policies, such as subsidies, tax cuts and price controls,
to rein in the inflationary pressures on food and energy prices following the onset of the war in Ukraine.
These measures explain the relatively low inflation rates in the region compared to OECD economies
(OECD, 2023p28)). To soften the adverse impacts of El Nifio shocks on food security, it is important to
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maintain fiscal measures that preserve the affordability of food staples and to use targeted programmes to
help the low- and middle-income households most vulnerable to food price shocks, while keeping an eye
on the sustainability of fiscal policy.

Warmer weather conditions also decrease water resources for energy generation and create higher
demand for energy due to the increasing need for air-conditioning and the use by farmers of water pumps
to harness ground water resources for irrigation. The destabilising impact of warmer conditions on the
supply-demand balance of the energy market requires the diversification of energy sources in order to
lessen dependence on water resources and avoid disruptions in power supply and spiralling energy prices.
Such action throughout the period of rising temperatures caused by the climate change will also be
beneficial during El Nifio episodes.

Elevated levels of debt, particularly private debt could threaten the growth
prospects and financial stability

Concerns on debt management is increasing. Overall, public debt-to GDP ratios have remained stable,
but many economies still face public debt stocks larger in size than historical norms. More importantly,
private debt (especially household debt) remains a significant risk to growth prospects in Emerging Asia.

In the aftermath of the global financial crisis, low interest rates and ample liquidity in major advanced
economies led to a search for higher yields elsewhere and a rise in the capital inflows and private debt
stock of emerging economies. Despite short-lived breaks in loose global financial conditions during the
“taper tantrum” and the policy normalisation efforts of the US Federal Reserve, the funding cost for reserve
currencies stayed close to zero for more than a decade. During this episode of accommodative monetary
policy, private debt in Southeast Asian economies rose considerably.

Figure 1.12. Private debt in selected emerging market economies
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Total credit to non-financial corporations as a proportion of GDP averaged 22.9% in Indonesia, 54.6% in
India, 86.2% in Thailand, 88.3% in Malaysia, and 166.4% in China over the first three quarters of 2023.
Household debt as a proportion of GDP averaged 16.1% in Indonesia, 37.1% in India, 62.3% in China,
67.5% in Malaysia, and 91.7% in Thailand over the same span (Figure 1.12).

The global financial landscape changed dramatically after supply-driven inflationary pressures persisted
long enough to initiate a significant modification in the monetary stance of major central banks. A
synchronous rise in interest rates globally and tightening domestic financial conditions in the region have
increased debt payments and threaten to cause financial distress among indebted households and
corporates, especially in economies with higher private debt stock.

Policy rate hikes can usher in financial stress, particularly during an episode of supply-driven inflation
where external inflationary shocks have already deteriorated borrowers’ cash flows (Boissay et al.,
2023p29)). Many central banks in the region raised policy rates considerably starting from mid-2022.

Elevated prices for energy and food staples since the onset of the war in Ukraine have not only impaired
household purchasing power for other goods and services but have also worsened the prospects of debt
repayment given increasing interest payments. The expectation of rate cuts from major central banks
increased considerably beginning in mid-2023 on the back of subsiding inflationary pressures. However,
the size of monetary loosening in 2024 may be limited by resilient economic activity in some OECD
economies and the risk of further supply-side shocks to goods prices from factors such as geopolitical
tensions in the Middle East.

The share of income used to service the debt obligations of households and non-financial corporates, the
so-called debt service ratio, is an important indicator of the debt burden of the private sector. Debt service
ratios steadily increased in China and Thailand in the aftermath of the global financial crisis (Figure 1.13).
In China, the share of debt payments rose sharply between March 2009 and June 2023, from 12.8% to
21.4%. According to Thailand’s Household Socio-Economic Survey, the average debt to annual income
ratio per household rose from 53.7% to 62.7% between 2009 and 2021 (NSO, n.d.;30).

Figure 1.13. Debt service ratios for private non-financial sector in selected Asian economies
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Elevated debt burden puts growth at risk in countries with highly indebted
private sectors

The relationship between credit and economic growth depends on the level of financial development in an
economy. Financial deepening generally contributes to income at low levels of debt stock by reducing
transaction costs and allocating capital efficiently across the economy. However, credit growth can hinder
aggregate real growth of an economy when total private debt exceeds a certain threshold, such as annual
GDP (Cecchetti and Kharroubi, 201231)).

In Cambodia, China, Malaysia and Thailand, where the existing level of debt is higher than annual income,
elevated levels of accumulated private debt could damage economic growth. Although Singapore is an
important financial centre in Asia and typically holds a large credit stock, it could be affected to a lesser
extent due to the large-scale indebtedness of the private sector. Nevertheless, the impact of high debt
varies among economies depending on structural factors and macroeconomic fundamentals.

Excessive debt stock and increasing debt service costs can force households to prioritise debt repayment,
with fewer resources available for consumption. Likewise, financially distressed corporations can choose
to deleverage and spare limited funds for investment. These responses could weaken economic growth.

Rising property prices usually occur simultaneously with rapid private credit growth, the most noticeable
indicators of financial booms (Drehmann, Borio and Tsatsaronis, 201232;). A rise in the real cost of
residential properties since 2010 in Thailand (61.2%) and Malaysia (34.6%) has accompanied rapid credit
growth for households, while real appreciation of houses has been relatively subdued in Singapore
(Figure 1.14). Nevertheless, the speed of increase in property prices has eased in these economies and
has turned negative in China, where the long-lasting slump of the property sector continues.

Figure 1.14. Real residential property prices in selected Asian countries (2010 = 100)
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Real estate constitutes an important part of collateral for private debt obligations. Policy makers should
attempt to avoid a persistent decline in nominal property prices, as this can have serious economic and
financial ramifications. Expectations of a further depreciation in collateral values can impel borrowers to
liquidate properties, inducing an additional drop in prices. A fall in real estate prices impairs consumer
spending and economic growth via the wealth effect, and also deteriorates the credit quality of the financial
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institutions that provided the credit in the first place. Balance sheets of property developers also deteriorate
in response to declines in property and land prices, jeopardising the credit rating of leveraged companies.

Vigilant monitoring of financial institutions is key to ensuring the continuation of prudent lending practices
and maintaining an adequate level of capital buffers. The capital adequacy ratios of banks in the region
are generally compliant with regulatory limits, ranging from 11.8% in Viet Nam to 28% in Indonesia. Loan
to deposit (LTD) ratios in Cambodia and Thailand are relatively high, standing at 119.9% and 91%,
respectively (Figure 1.15). A banking sector with a higher LTD ratio relies more heavily on non-deposit
funds, such as wholesale funding, which makes financial institutions more vulnerable to rapid changes in
external financial conditions. The liquidity conditions of the financial sector should be scrutinised carefully,
especially when cross-border banking flows, which are susceptible to sudden changes in direction,
constitute the main financing source of rapid credit growth.

Figure 1.15. Capital adequacy and loan-to-deposit ratios in selected Asian countries
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Source: CEIC and national sources.

StatLink Sa=r https:/stat.link/tmwlifz

The deflationary environments that have developed in China and Thailand recently complicate matters
concerning the elevated levels of private debt in these economies. Debt deflation, a destabilising
interaction between deflating prices and high debt stock, emerges from the feedback from decelerating
money supply, a slump in asset prices and damaged credit intermediation against the distressed selling of
assets and debt repayment efforts in an economy (von Peter, 20053)). It is thus pivotal to avoid deflationary
pressures in order to prevent further disruptions in the debt repayment capacity of borrowers and a slump
in economic activity. Higher real interest rates stemming from depressed inflation would also dampen
domestic consumption and investment.

Concerted monetary, fiscal and regulatory policies may be needed
Policy prescription against rapid credit growth depends on an economy’s financial structure and level of

private debt. For low-stock, high-flow economies such as Indonesia, the Philippines and Lao PDR, where
new credit creation is high, but the overall financial depth is relative shallow, the first line of defence against
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rapid credit growth is implementing preventive measures to limit the build-up of financial imbalances. In
this regard, emerging Asian economies strengthened their macroprudential policy toolkits in the aftermath
of the global financial crisis, using instruments such as countercyclical capital buffers, limits on the loan-
to-value ratio, and liquidity ratio and reserve requirements (OECD, 202134;). In economies with growing
non-bank financial activity, it is vital to monitor credit activity through non-bank financial intermediation and
to implement similar prudential measures for the institutions involved in these transactions in order to
prevent excessive credit generation and ensure the establishment of adequate buffers to cope with
possible shocks during financial stress.

The region’s most active users of prudential measures to tackle financial stability risks are China and
Singapore, which implemented 49 and 32 net tightening measures respectively between 2009 and 2021
(Figure 1.16). Despite the rapid growth in indebtedness in Cambodia and Lao PDR, the range and use of
macroprudential policy measures has been relatively limited during this period. Among the more recent
steps, the Reserve Bank of India recently tightened credit standards for consumer loans, increasing the
risk weights for personal loans (excluding housing, education, vehicle and gold-backed loans) by
25 percentage points to curb excessive credit growth in specific components of consumer credit. Indonesia
and Lao PDR have more than doubled reserve requirement ratios for local currency deposits since 2022
in order to help boost the liquidity buffers of financial institutions and moderate credit growth. Nevertheless,
implementation of macroprudential policy has not been sufficient to prevent credit volume from growing in
tandem with income growth in some economies in the region. Employing capital flow measures for
prudential purposes during times of strong capital inflows can be effective in curbing excessive credit
growth during loose global monetary conditions, such as after the global financial crisis.

Figure 1.16. Number of tightening and loosening macroprudential policy measures, 2009-21
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Managing a large private debt stock requires a concerted effort from monetary, fiscal and regulatory policy
makers. Avoiding an abrupt decline in credit and a persistent fall of asset prices, especially property prices,
is crucial to limit the probability of realising major financial risks. A balance sheet recession, where
borrowers prioritise minimising their debt burden by repaying existing obligations, can generate long-lasting
slow economic growth.
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In a high private debt environment, an accommodative monetary policy can at best postpone the necessary
adjustment, but it is insufficient to spur domestic demand as long as the excessively indebted borrowers
are reluctant to expand their financial obligations (Borio, 201436]). Moreover, such an approach may also
conflict with the price stability objective of central banks, seeing that headline and core inflation figures
have yet to be completely reined in following several supply-side shocks since the onset of the pandemic.
However, the inflation outlook in China and Thailand diverges from other economies in the region, and
headline inflation remains in negative territory, providing some policy space to loosen monetary policy with
relatively fewer trade-offs between policy goals. Nonetheless, releasing capital and liquidity buffers that
accumulated during the implementation of macroprudential policy is a crucial step to help banks maintain
regular financial intermediation functions while staying complaint with regulatory requirements. In China,
the central bank has cut the reserve requirement ratios for both local and foreign currency deposits several
times, releasing liquidity for banks. Moreover, to facilitate the flow of funds from abroad, it raised the key
parameter for the upper limit of outstanding cross-border financing of enterprises and financial institutions.

To cope with the economic and financial risks of high private debt, it is important to repair the balance
sheets of highly indebted households and corporations gradually, without an abrupt phase of deleveraging.
In this regard, support for export and tourism driven growth can be effective towards curbing financial
imbalances. Policy efforts to redirect funds to the relevant sectors can achieve such an outcome. Funding
for lending programmes, which various central banks, including the Reserve Bank of India, started using
after the pandemic, can be a viable option.

While fiscal policy can provide debt relief for overindebted households, fiscal space should also be
accounted for to avoid exacerbating debt sustainability. Fiscal measures such as subsidies and various
forms of support for households were used to cushion inflationary pressures during the pandemic. On the
other hand, fiscal stimuluses can be used to encourage debt repayment rather than spending on
consumption and investment and may thus serve to spur further deleveraging (Borio, 20143g)).

In Thailand, the government has recently been working on a fiscal stimulus plan to provide about
50 million people with digital handouts of THB 10 000 (Thai baht) that can only be used for local spending
within a six-month period (Wongcha-um and Ghoshal, 202337)). The use of these digital handouts as a
substitute for regular household income should be carefully monitored to assess the possible net effect on
aggregate demand for consumption and investment. In addition, the Bank of Thailand has introduced a
wide range of debt assistance measures, including debt restructuring support for small and medium-sized
enterprises, credit cards and personal loans. The programme also includes targeted measures for
households with income lower than a threshold to convert their revolving personal loans into instalment
loans with an interest rate cap.

Notes

' See (Dell, Jones and Olken, 20143 for an extensive review of the literature on the effects of weather
on economic outcomes.
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Z A holistic approach to disaster-
resilient development

Disasters endanger people from all walks of life and all sectors of a country’s
economy. Beyond their devastating immediate effects, disasters hamper the
achievement of sustainable development. Achieving disaster-resilient
development requires a holistic policy approach. This chapter discusses key
policy areas to consider in designing a holistic approach: transforming
governance and improving institutional capacity, ensuring adequate budgets,
broadening financing options, strengthening disaster-risk reduction training
and education, investing in disaster resilient infrastructure, addressing
disaster-induced migration and adopting risk-sensitive land-use planning,
developing and adopting technology to bolster disaster response and
resilience, fortifying health responses to disasters, and facilitating the
contributions of the private sector.
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Introduction

The countries of Emerging Asia are located in the world’s most disaster-prone region' (Figure 2.1). The
region is affected by earthquakes, tsunamis and volcanic eruptions. In addition, rising temperatures are
contributing to increasingly frequent and severe climatological and hydrometeorological disasters, such as
floods, storms, landslides, droughts and forest fires.

Different countries face different types of disasters. Floods are the major threat in most of the region’s
countries, but some countries, such as Myanmar, the Philippines and Viet Nam, are more affected by
tropical storms, while Indonesia is more exposed to earthquakes.

The WorldRiskindex ranks the Philippines, Indonesia and India as among the countries most vulnerable
to natural hazards in the world, while the People’s Republic of China (hereafter “China”) and many other
countries in the region are also among the world’s most exposed to natural disaster risk. High vulnerability
levels are attributed to a high susceptibility to natural hazards, a lack of coping capacity and a lack of
adaptive capacity (Figure 2.2).

Figure 2.1. Total disaster occurrences in Emerging Asia, 2000-23
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Note: The figure only includes disasters with available data. Disasters include drought, earthquake, extreme temperature, flood, glacial lake
outburst flood, mass movement (dry, wet), storm, volcanic activity, and wildfire.
Source: Data from the EM-DAT database (CRED, n.d.j1)), EM-DAT, The International Disaster Database, https://www.emdat.be/.

StatLink = hitps://stat.link/2cO9m3p
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Figure 2.2. World Risk Index and its components for Emerging Asia, 2000-23
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Note: The WorldRiskindex is calculated on a scale of 100. Susceptibility describes the characteristics of a society that increase the risk that its
population will suffer damage from extreme natural events; coping capacity involves the capacity of societies to counter the negative impacts of
natural hazards and climate change; adaptive capacity refers to long-term strategies to counter or mitigate future long-term impacts.

Source: The WorldRiskIndex database, https://weltrisikobericht.de/en/.
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Beyond their immediate effects, which can be potentially devastating, disasters impede the achievement
of long-term development and sustainability by interrupting the production and distribution of goods and
services. Vulnerable groups and communities are particularly endangered by disasters. The effects of
disasters can be seen through the human, physical, economic, social and cultural challenges. For instance,
consumption changes and reduced human capital development are the effects disasters can have on
economic behaviour. Molnar-Tanaka, Ibrahim and Hean (20232) find that disasters reduce consumption
and change consumption patterns in the short term, based on evidence from Thailand and the Philippines.
Aladangady et al. (20173]) show that in the immediate aftermath of Hurricane Matthew in the United States
in October 2016, consumer discretionary spending decreased, falling by 4.1% at restaurants, and 6.8% at
clothing stores. Moreover, disasters also affect human capital development through health, education, and
migration. Husted, Opper and Park (202244)) find that disasters reduce a region’s stock of human capital
along multiple dimensions, including out-migration of productive labour, reduction of student achievement
and learning, and postponement or permanent reduction of higher levels of educational attainment.
Similarly, Baez, de la Fuente and Santos (2010s)) find that disasters bring substantial damages to human
capital through death and harmful consequences for nutrition, health and education.
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A holistic approach is needed for disaster-resilient development

Achieving disaster-resilient development is critical, and doing so requires the strategic introduction of a
holistic policy approach. A holistic approach is one that accounts for factors that strengthen synergies in
disaster risk reduction by identifying potentially beneficial opportunities across policies and programmes
(UNDRR, 2023). Such an approach considers the whole of the economy and integrates needs and
solutions for each sector. Therefore, robust co-ordination underpins a successful holistic approach. Weak
co-ordination also hampers quick and effective responses in times of emergency. Clarification of the roles
of each agency involved in disaster management is important for effective co-ordination (UNISDR, 20157).
In addition, approaches to disaster risk management should ideally be interdisciplinary. Disasters often
have a widespread impact on myriad systems and environments, so individual disciplines are unable to
address all risks and problems caused by natural disasters (Ingham et al., 2012s;; National Research
Council, U.S. Committee on Disaster Research in the Social Sciences: Future Challenges and
Opportunities, and U.S. Division on Earth and Life Studies National Research Council, 20069; Peek and
Guikema, 2021101

Disasters and development process are closely interlinked and a more thorough incorporation of disaster
risk considerations into development policies and strategies would lead to improved disaster-resilient
development (Molnar-Tanaka, forthcomingi11)). The Hyogo Framework — which represents a paradigm shift
from prevention to resilience — is reinforced in the Sendai Framework. At the 43 ASEAN summit, held in
Jakarta in September 2023, the ASEAN member countries reaffirmed the need for commitment to support
and accelerate implementation of the Sendai Framework for Disaster Risk Reduction (SFDRR), and also
emphasised commitment towards enhancing disaster resilience in the region through effective
implementation of the ASEAN Agreement on Disaster Management and Emergency Response
(AADMER). The ASEAN Leader’s Declaration on Sustainable Resilience focuses on enhancing regional
collaboration and partnership for climate and disaster resilience. The declaration, which sets 12 goals,
emphasises strengthening partnerships, sharing knowledge and information, and building capacity to
address sustainable resilience challenges. The declaration also calls for improving disaster risk
governance, refining early warning and dissemination systems, and financial resilience through risk
financing and insurance. It advocates leveraging science, technology and innovation; ensuring inclusive
resilience practices; and supporting local communities by integrating global commitments into a
harmonised approach.

This paradigm shift recognises the interplay between disaster risk and development, highlighting how poor
development practices can exacerbate vulnerability and lead to significant development setbacks.
Comprehensive risk assessment and management, and strategic development of a holistic policy
approach towards disaster-resilient development is required.

The policy areas on which this chapter builds its holistic approach are:

e improving governance and institutional capacity

e ensuring an adequate budget for coping with disasters
e broadening disaster risk financing options

e investing in disaster-resilient infrastructure

e establishing comprehensive land-use planning

e developing disaster-related technology

e strengthening disaster risk reduction education

e improving health responses to disasters

o facilitating the role of the private sector.
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Transforming governance and improving institutional capacity amid rising
disaster risks

Understanding disaster risk management in Emerging Asia requires analysis of the region’s institutions
and co-ordination networks. Current implementation frameworks and governance choices signal
misalignment of intent and actions on the ground. Weak disaster risk reduction strategies persist in many
parts of Emerging Asia, translating directly into more severe loss of lives and livelihoods, massive
economic losses, and a worsening of health and social systems when disasters strike.

This section focuses on the question of how countries in Emerging Asia can adopt or transform institutions
and governance systems to cope with the increasing risk posed by disasters. The governance structure
for addressing disasters requires integrating complex causal structures and dynamic institutional
transformation. New processes and rapidly evolving actions are also required in disaster risk management
to enhance community engagement and transformative change.

Institutional challenges inhibit progress towards proactive disaster risk reduction
implementation

Institutional and governance challenges present barriers to disaster risk reduction implementation.
Multilayered bureaucracies and fragmented national policies impede a unified, co-ordinated approach to
disaster risk management in both pre-disaster (ex-ante) and post-disaster (ex-post) response. They defy
efforts to delineate boundaries, identify causes or map the consequences of decisions, leading to a
situation that is difficult to manage through normal means.

At the same time, disaster risk management should aim to be proactive, although most national and local
governments in Emerging Asia tend to take a reactive approach. This can be attributed to factors including
complex governance structures and co-ordination issues across sectors and national and local entities;
lack of an updated legal framework for disaster risk management implementation; administrative
constraints in ensuring that disaster risk management funding cascades down to local governments; lack
of public awareness and technical capacity; and lack of well-integrated feedback mechanisms.

Many governments in Emerging Asia have not implemented disaster risk reduction policies fully. Factors
that contribute to such protracted progress include institutional traps and capability traps. Institutional traps
are self-reinforcing processes that keep the key institutions implementing disaster management in a
configuration likely to undermine the potential of a society to cope with the impact of natural disasters
(Lebel and Lebel, 2017112;). Capability traps involve persistent stagnation of administrative capability, which
constitutes a major constraint to disaster management progress (Pritchett, Woolcock and Andrews,
2010p3)).

Local systems well-aligned with well-functioning national systems are critical for
disaster risk management

In Emerging Asia, disaster risk management systems usually feature a high-level governing body
authorised to design and implement policy and lead co-ordination. This body is responsible for formulating
frameworks, strategies and action plans at the national level. However, well-aligned national government
and sectoral ministries could facilitate local authorities and communities taking a critical role in disaster
preparedness and response, while ensuring that their needs are met. Such a delegation of authority is
intended to address challenges such as geographic diversity, differences in local knowledge and expertise,
and layers of bureaucracy. This approach applies to many countries in Emerging Asia, where disaster risk
management governance systems often possess a combination of centralised and decentralised elements.
For instance, the Philippines’ National Disaster Risk Reduction and Management Framework (NDRRMF)
follows a two-pronged approach where authority is vested in sectoral agencies of the national government
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as well as multiple sub-national governments. Both aspects of the Framework are expected to converge
at the regional level, wherein regional development plans are well-aligned with the national sectoral plans,
and integrated into the activities at the provincial, municipal, city, and barangay level (Figure 2.3).

Figure 2.3. The Philippines’ Implementation Framework for Disaster Risk Reduction and
Management
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A decentralised disaster risk management system, however, presents implementation challenges due to
the institutional weaknesses of many countries in the region. The challenges include co-ordination issues,
fragmented disaster response, weak capacity and skills, ambiguous legal frameworks and disparities in
resources between regions. Decentralised systems can also raise accountability issues and suffer from
authoritative ambiguity due to the multilayered dispersion of power. For instance, in the Thai disaster risk
management institutional framework, the proper assessment of the severity of a flood is critical to avoid
ambiguity in authority and ensure appropriate response measures. During the severe floods in 2011,
national and local roles and responsibilities became unclear and ambiguous under the emergency and
disaster mechanism. At the provincial and local level, there was lack of c