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Outline

1. Recent developments and outlook

2. Industrial policy in the digital age
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Overall growth in EAP is forecast to decline in 2026,

GDP growth across country groups GDP growth, ASEAN-5 and PICs

but recover in 2027 in the region outside China
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External 

Source: World Bank staff illustration.

Factors affecting growth

EAP country 

economic 

performance

External factors

Macroeconomic policy

Conflict in the 

Middle East

Structural reforms

Trade restrictions and  

policy uncertainty

Domestic factors

AI boom

and domestic factors are affecting economic performance in EAP



Geopolitical risk has risen and energy prices are higher

Sources: Haver Analytics

A. Daily Brent prices, and ICE Dutch TTL gas price. Last observation is March 9, 2026. 

Geopolitical risk and the price 

of oil and natural gas

External factors
Conflict in the Middle East

Oil futures curves

, as are oil futures
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Higher costs of 
production

- Energy

- Fertilizer

- Food

Supply chain 
disruptions

- Production disruptions 

- Maritime chokepoints

- Higher transport costs

Tighter financing 
conditions

- Flight to safety

- Higher borrowing costs

 

Lower remittances, 
increased inequality

- Remittances from Gulf

- Share of poor household 

budget on oil and food 

Slower global 
growth

- Higher uncertainty 

- Weaker business 

sentiment

- Lower investment

Conflict in the Middle East can affect EAP economies through multiple channels

Geopolitical tensions



exposure, 

Source: World Bank staff illustration.

• Dependence on oil 
trade and 
energy-intensive 
imports

Exposure

• Pre-existing macro 
vulnerabilities: 
inflation, CA deficit

Vulnerability

• Room for monetary 
and fiscal response

Policy space

vulnerability

The overall impact of conflict in the Middle East on EAP will depend on

and policy space 



Sources: BACI, Haver Analytics, IMF, World Bank.

Note: Color scale represents country quantiles relative to the group of EMDEs.

EAP countries differ in exposure, vulnerability and policy space

Exposure

Oil & gas net imports  

(% of GDP, 2024)

Lao PDR 8

Mongolia 8

Thailand 7

Cambodia 6

Philippines 3

Myanmar 3

China 2

Viet Nam 2

Indonesia 1

Malaysia -1

Micronesia, Fed. Sts. 18

Tuvalu 17

Marshall Islands 15

Kiribati 15

Palau 12

Fiji 12

Vanuatu 11

Solomon Islands 9

Tonga 9

Samoa 6

Nauru 4

Timor-Leste 2

Papua New Guinea -16

Exposure Vulnerability

Oil & gas net imports  

(% of GDP, 2024)

External financing 

needs      

(% of GDP, 2025)

Lao PDR 8 19

Mongolia 8 38

Thailand 7 12

Cambodia 6 15

Philippines 3 11

Myanmar 3 1

China 2 4

Viet Nam 2 9

Indonesia 1 9

Malaysia -1 42

Micronesia, Fed. Sts. 18 0

Tuvalu 17 15

Marshall Islands 15 -11

Kiribati 15 19

Palau 12 20

Fiji 12 10

Vanuatu 11 12

Solomon Islands 9 -5

Tonga 9 9

Samoa 6 -6

Nauru 4 -3

Timor-Leste 2 48

Papua New Guinea -16 -12

Exposure Vulnerability

Oil & gas net imports  

(% of GDP, 2024)

External financing 

needs      

(% of GDP, 2025)

General government 

gross debt     

(% of GDP, 2025)

Lao PDR 8 19 81

Mongolia 8 38 41

Thailand 7 12 66

Cambodia 6 15 27

Philippines 3 11 63

Myanmar 3 1 63

China 2 4 71

Viet Nam 2 9 36

Indonesia 1 9 41

Malaysia -1 42 65

Micronesia, Fed. Sts. 18 0 9

Tuvalu 17 15 3

Marshall Islands 15 -11 15

Kiribati 15 19 8

Palau 12 20 50

Fiji 12 10 79

Vanuatu 11 12 49

Solomon Islands 9 -5 30

Tonga 9 9 32

Samoa 6 -6 21

Nauru 4 -3 40

Timor-Leste 2 48 15

Papua New Guinea -16 -12 49

Policy space



Oil price increases lead to higher inflation

Source: World Bank staff estimation.

Note: Bars show annualized percentage point increase in inflation after 6 months for a USD 20 increase in crude oil prices, based on current oil futures for 2026. Bayesian hierarchical panel VAR 

estimated monthly over 2000–2025 with 8 lags. Shaded bands denote 68 percent posterior intervals.

Inflation response to a USD 20 increase in 

crude oil prices

Industrial production response to a USD 20 

increase in crude oil prices
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Source: World Bank staff estimates.

Notes: Figure shows the impact of one percentage point increase in G7 and China growth. Effects estimated using a structural Bayesian VAR model that includes the following variables: US monetary policy reaction shock, U.S real 

GDP growth, China real GDP growth, commodity weighted prices for recipient country, recipient country real GDP growth, and recipient country exchange rate to the US dollar. EAP countries included in the estimation are Indonesia, 

Malaysia, the Philippines, and Thailand. The models are estimated from 2000Q1 to 2022Q4, except in Malaysia which starts in 2005Q1.

Slower growth in the rest of the world will negatively affect growth in EAP
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Marginal effect of a 1pp negative growth shock in G 7 and China GDP growth

Indirect effects



Government responses in EAP

Energy subsidies 
(implicit and explicit)

Cambodia, Fiji, Malaysia, Philippines, 
Thailand

Cash transfers and tax reductions

Lao PDR, Philippines

Agriculture input support
China

Trade measures
China

Alternative work arrangements

Malaysia, Philippines, Thailand, Viet Nam



US tariffs for EAP exports increased in 2025, 
Trade restrictions and economic policy uncertainty

US tariff rate and its increments

Source: World Bank staff estimates

Impact on Real Income, different US tariffs regimes

and are likely to lower real incomes

still higher than before in 2026
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Global economic policy uncertainty, especially around trade, remains elevated,

Global economic policy uncertainty 

and trade policy uncertainty

Impact of uncertainty shock

Source: Caldara et al. (2020); Ha et al. (2026); authors' estimates using Viet Nam's LFS (2011–2023). 

Note: A. Trade policy uncertainty index tracks frequency of uncertainty-related articles in major English-language newspapers, normalized so that 1 equals the 2000–2015 average. B. Firm 

quarterly panel OLS regression. Sample covers listed firms in Indonesia, Malaysia, the Philippines, Thailand, and Viet Nam, 2000–2024. C. Sector-level local projection estimates of labor 

market outcomes on external trade-weighted uncertainty. Dots show responses to a one-sector-standard-deviation increase in uncertainty abroad; bars are 95% confidence intervals clustered 

at the sector level. Blue lines control for trade-weighted external growth; red lines additionally control for sector trade volumes.

Likelihood of temporary job contracts 

increases with uncertainty abroad
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, 

Data center capacity in EAP (2025 Q2)Exports of AI-related goods

Source: Haver Analytics

Note: 12-month moving average indexed to December 2017 level.

AI boom

and driving investments in data center capacity

Exports of AI-related goods are rising across EAP
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Source: Microsoft

Early evidence suggests AI is diffusing more slowly in much of EAP
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Capital accumulation, not productivity improvements, 

have driven recent growth 

Source: APO, PWT

Note: EAP includes China, Indonesia, Malaysia, Philippines, Thailand and Viet Nam. Simple average.

Decomposition of labor productivity growth 

(EAP average)

Capital

Total Factor Productivity

Labor

Labor productivity growth



Source: Authors’ calculations using Statistical Office micro-data and Criscuolo et al. (2023) for global frontier; World Bank Firm-level Adoption of Technology (FAT). Cirera et al. (forthcoming).

Notes: National frontier is defined as the 90th percentile firm productivity for each country and industry. Digital intensity of sectors is defined according to Eurostat.

In EAP economies, leading firms’ productivity is falling behind the global 

frontier; 

Productivity gap between national and global frontier

Digital-intensive sectors
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II. Industrial Policy in the Digital Age



The number of new trade and industrial policy measures has increased significantly 

after 2020

Global IP new measures Share of different IP measures, 2009-2025 

Source: Panel A: GTA Database. Panel B: NIPO

Note: Panel B: The most prevalent instruments by category. Subsidies include financial grants, production subsidies, state loans, loans guarantee interest rate subsidies and tax 

exemptions. Import policy includes tariffs, quotas, import ban, import licensing requirements. Export policies include export bans, export licensing requirements and export taxes. 

Export incentives include trade finance, financial assistance in foreign markets, tax-based export incentives.  

, with differences between countries in types of measures chosen



Examples of industrial policy in the region

1. Indonesia

"Resource Downstreaming”

2. Viet Nam

The "Semiconductor Development 

Strategy 2030"

3. Thailand

The "EV 3.5" Policy

4. Mission-based Industrial 

Strategies: Malaysia New Industrial 

Master Plan (NIMP) 2030



Source: Lane (2025)

Korean industrial policies for heavy manufacturing increased output

Output Labor Productivity

Employment

, productivity,

employment;

Effectiveness vs. Efficiency

+ 3 to 4% welfare over 30 years

Source: Choi and Levchenko (2024)

Welfare

Policies were also efficient within sectors and allocated efficiently



Source: Barwick et al (2025); Barwick et al (2024)

Note: For Panel A, Figure 1 in Barwick et al (2025). For Panel B, ratio of estimated delta profits per subsidy unit from Table 1 in Barwick et al (2024). A number 

below one indicates that the estimated benefits are below the costs of the subsidy (i.e. the subsidy is inefficient). 

Chinese shipbuilding interventions increased market share; 

Shipbuilding China’s market share Benefits/Cost ratios of subsidies < 1

but the benefits were smaller than the costs 

Effectiveness vs. Efficiency

Comparison of different 

policy instruments

Industrial policy and the 

business cycle
Targeted industrial policy



IP 4 AI: public procurement contracts with access to government data led to 

Chinese AI firms developing new commercial software. 

Source: Beraja et al. (2023)

Notes: Estimates from an event study regression showing the cumulative software releases intended for commercial uses in periods before and after 

the award of a government procurement contract and resulting from data-rich contracts, relative to data-scarce ones.  Regressions control for firm 

and time period fixed effects. 

Spotlight



Chinese open-source AI models are widely used in other developing countries 

Source: WTO based on Github data 

Spotlight

Use of open-source AI models by origin and destination

0 20 40 60 80 100 120

High-income economies

Upper middle-income 
economies

Lower middle-income 
economies

Low-income economies

United States origin European origin Chinese origin

Percent



What needs to be done?

Investing in human capital, 
infrastructure, and institutions

Reforming policy and regulations

Evaluating targeted interventions 

FOUNDATIONAL PUBLIC GOODS

ADDRESSING POLICY FAILURES

ADDRESSING MARKET FAILURES



Differences in progress in EAP countries

Increasing domestic capability

Viet Nam

FDI-led assembly

1

Tech

Foreign

Capital Labor

Domestic

FOUNDATIONAL PUBLIC GOODS
Strong secondary education
Core infrastructure

ADDRESSING POLICY FAILURES
Goods open
Services partly open

FDI incentives

Source: World Bank team illustration

Foreign

ADDRESSING MARKET FAILURES

Malaysia, Thailand

Domestic firm participation

2

Tech

Foreign

Capital Labor

DomesticDomestic

FOUNDATIONAL PUBLIC GOODS
Strong tertiary education
Stronger infrastructure

ADDRESSING POLICY FAILURES
Goods open
Services restricted

FDI incentives 
Domestic investment incentives 

ADDRESSING MARKET FAILURES

China,  Korea, Rep

Innovation-led growth

3

Tech Capital Labor

DomesticDomesticDomestic

FOUNDATIONAL PUBLIC GOODS
Strong STEM
Top infrastructure

ADDRESSING POLICY FAILURES
Goods open
Services (partially) open

FDI incentives
Domestic investment incentives 
R&D incentives

ADDRESSING MARKET FAILURES
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