
chapter 2

Global Economic 
Outlook

49 overview 

50 global economy 2026 		
Information Box 2.1 – ASEAN POWER GRID: THE 
MALAYSIAN PERSPECTIVE

63 global outlook 2027

66 conclusion

67 references





chapter 2   global economic outlook

economic outlook   2027 49

chapter 2

Global Economic Outlook

Overview
Global economic growth is expected to remain 
resilient in the near term, balancing the severe 
impacts of the West Asia Crisis against a 
booming technology sector. The closure of the 
Strait of Hormuz has triggered energy supply 
shocks, driving global inflation higher and 
heavily burdening energy-importing economies. 
However, massive ongoing investments in 
artificial intelligence (AI), technology and digital 
infrastructure are offsetting these negative 
effects and keeping global employment 
steady. This situation is creating a diverging 
global economy where tech-heavy and 
energy-producing economies are experiencing 
stronger expansion, while economies reliant on 
imported energy and traditional manufacturing 
are facing constraints.

Global growth is projected to improve and 
inflation will ease as energy-related pressures 
gradually subside. While global trade is 
anticipated to remain fragmented due to 
ongoing geopolitical tensions and changes 
in the supply chain, the continued expansion 
of AI, technology and digital investments is 
expected to support economic growth. This 
tech-focused future will help to reshape the 
labour market, shifting demand toward high-
skilled workers. In essence, economies that are 
highly integrated into the technology supply 
chain and attain energy security will thrive, 
while economies dependent on traditional 
manufacturing industries will face challenging 
economic prospects. 
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Global Economy 2026
Global economy growth is expected to remain 
resilient in 2026, despite geopolitical tension, 
energy disruptions and uncertainties in global 
trade. Global GDP growth is projected at 
3% in 2026, mainly supported by continued 
investment in AI, technology and digital 
infrastructure. Nevertheless, growth advantages 
will likely remain unequally distributed across 
economies, driven by structural differences in 
economic vulnerability to geopolitical conflicts, 
energy supply shocks and shifts in the global 
technology cycle.
 
In 2026, the global economy is facing 
significant pressure from the West Asia Crisis, 
mainly from energy supply disruptions. Global 
energy market volatility has escalated following 
the closure of the Strait of Hormuz, driving 
energy prices upward. These elevated energy 
expenses weigh on commercial operations 
by increasing production and transport costs, 
while concurrently dampening corporate 
activity and eroding domestic purchasing 
power. Energy-importing economies are 
particularly vulnerable, while economies with 
stronger energy supplies or technology sectors 
are in a better position to absorb the shock. 
Despite these pressures, strong investment 
in AI, technology and digital infrastructure is 
providing an important source of support to 
the global economy.
 

Among the advanced economies, growth 
is expected to remain moderate at 1.7% as 
higher energy costs, inflationary pressures 
and geopolitical uncertainty affect domestic 
demand and business confidence. However, 
economies with strong technologies are 
expected to benefit from increasing investment 
in AI, technology and digital infrastructure. 
This causes a growing divergence between 
economies that are closely connected to the 
global technology value chain and those that 
remain dependent on traditional manufacturing 
industries and imported energy.
 
Growth in emerging markets and developing 
economies (EMDEs) is also expected to remain 
uneven at 3.8%. Energy-importing economies 
are anticipated to experience greater pressure 
from higher energy and transportation costs, 
while energy-producing economies may benefit 
from stronger energy revenues. Meanwhile, 
economies that are integrated into AI-
related supply chains are expected to have 
better growth prospects as global technology 
investment continues. 
 
The global unemployment rate is expected 
to record 4.9%, indicating that labour markets 
remain resilient despite challenging economic 
conditions. Inflation is expected to remain 
elevated due to higher energy and commodity 
prices. Global inflation is projected to rise to 
4.7%, reversing some of the gains made in 
containing inflationary pressures in previous 
years.  
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information box 2.1 

ASEAN POWER GRID: THE MALAYSIAN PERSPECTIVE

The energy sector is undergoing a significant transformation as countries seek to reduce their 
reliance on fossil fuels and accelerate the adoption of cleaner sources of electricity. Electricity 
demand is increasing rapidly driven by the expansion of artificial intelligence (AI), data centres, 
electric vehicles (EVs) and the electrification of industries traditionally dependent on fossil fuels. 
The scale of this transformation is particularly evident in Southeast Asia. According to the 
International Energy Agency (IEA), regional electricity demand increased by more than 7% in 2024, 
which is nearly twice the global average. Under the IEA’s current-policies scenario, electricity 
demand in the region is projected to grow by approximately 4% annually through 2035, rising from 
more than 1,300 terawatt-hours (TWh) to over 2,000 TWh as shown in Figure 2.1.1.

The rapid growth in electricity demand is creating a need for additional generation capacity 
and investment in electricity transmission and distribution networks across Southeast Asia. IEA 
estimates that ASEAN will require more than USD300 billion in investment in electricity grids 
between 2025 and 2040, representing a 72% increase from USD174 billion investment during the 
2009 – 2024 period. Regional cooperation is becoming increasingly important because ASEAN 
Member States (AMS) have different electricity demand profiles, power supply mixes and renewable 
energy (RE) potential. 

The ASEAN Power Grid (APG) was established as a regional initiative to strengthen electricity 
connectivity, enhance energy security and facilitate cross-border electricity trade among AMS. 
Although the APG has been a longstanding regional objective since the 1980s, recent development 

FIGURE 2.1.1. The Growing Demand of Electricity in ASEAN

Source: Ministry of Finance, Malaysia
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indicates substantial progress of this initiative. These developments include the expansion of the 
Lao People’s Democratic Republic (Lao PDR)–Thailand–Malaysia–Singapore Power Integration Project 
(LTMS-PIP), progress towards a regional framework for subsea power cables and the establishment 
of new financing initiatives to support APG development.

The LTMS-PIP provides a practical example of progress in regional electricity integration. The 
project became operational in 2022 and enables electricity trading among Lao PDR, Thailand, 
Malaysia and Singapore through existing transmission networks. In 2025, the project entered its 
next phase, increasing the maximum electricity transfer capacity from 100 megawatts (MW) to 200 
MW, thus flowing from Lao PDR to Singapore through Thailand and Malaysia.

Malaysia plays an important role in this regional integration process. Its participation in the LTMS-
PIP provides experience in multilateral cross-border electricity trading. Malaysia also contributed 
efforts to develop financing mechanisms for the APG during its 2025 ASEAN Chairmanship, 
including engagement with financial institutions, multilateral development banks (MDBs) and other 
capital providers. The ASEAN Power Grid Financing (APGF) Initiative was launched in Kuala Lumpur, 
Malaysia in October 2025 by the World Bank Group (WBG), the Asian Development Bank (ADB), 
ASEAN and the ASEAN Centre for Energy to support investment in regional electricity infrastructure.

However, the development of the APG also presents several challenges, including the need 
for stronger regulatory and technical coordination, harmonised arrangements for cross-border 
electricity trading, appropriate investment and business models as well as substantial financing for 
grid infrastructure. For Malaysia, these challenges are particularly relevant as the country seeks to 
balance regional electricity integration with domestic energy security, infrastructure requirements 
and the development of competitive cross-border electricity markets.

From Vision to Reality 

The APG is based on a simple idea that AMS can benefit by connecting their electricity systems. 
At present, AMS largely manage their electricity systems at the domestic level. However, demand 
and supply do not always move in the same direction. One economy may have excess electricity 
while another is facing a shortage. Cross-border connections can help balance these differences. 
An economy with surplus electricity can export it, while another can import power when it needs 
additional supply. 

The IEA report shows that ASEAN electricity consumption has increased ninefold since 1990 and 
is expected to continue growing at 3 – 4% a year through 2040. The APG requires substantial 
investment between 2025 and 2040 to expand and modernise its electricity-grid networks. Thus, 
APG cannot be developed through government funding alone and will require funding from 
development banks, commercial banks, private investors and other financial institutions.

Malaysia’s Strategic Advantage

Malaysia is not simply one node in the current APG map; it is the only economy spanning two of 
the grid’s three main subsystems, with Peninsular Malaysia positioning in the South subsystem and 
Sabah and Sarawak in the East subsystem. Geographically, Malaysia is a natural bridge between 
mainland Southeast Asia and Borneo. Peninsular Malaysia is already interconnected with Thailand 
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and Singapore while Sarawak exchanges power with West Kalimantan. Malaysia is also a wheeling 
economy in ASEAN’s first multilateral electricity trade. In January 2026, LTMS-PIP enabled Malaysia 
to earn wheeling charges for the use of its transmission system independently of any energy sale.

Malaysia has been among the early AMS to participate actively in cross-border electricity trading. 
Its involvement began with the Lao PDR–Thailand–Malaysia Power Integration Project (LTM-PIP) 
in 2018 followed by the LTMS-PIP in 2022. Recently, Brunei Darussalam, Indonesia, Malaysia and 
the Philippines (BIMP) announced the BIMP Power Integration Project (BIMP-PIP) through a joint 
statement. The initiative aims to explore the potential for greater electricity interconnectivity across 
Borneo, strengthening regional energy cooperation and connectivity among the participating AMS.

Leveraging Malaysia’s Geographical Position

Malaysia’s unique geographical position gives it close physical links with several ASEAN electricity 
markets, including Brunei Darussalam, Indonesia, Singapore and Thailand. Existing and planned 
interconnections with these neighbouring systems create opportunities for Malaysia to play a larger 
role in regional electricity trade. Its position could allow electricity to move between different 
markets as more cross-border connections are developed. Malaysia is geographically divided into 
Peninsular Malaysia, Sabah and Sarawak with each region operating distinct energy networks 
and power infrastructure. Sarawak, in particular, has large hydropower resources and this gives 
Malaysia access to different sources of electricity that could support wider regional trade. 

Growing Electricity Demand

Malaysia is experiencing strong growth in electricity demand. In Peninsular Malaysia, peak 
electricity demand increased 4.9% from 20,066 MW in 2024 to 21,049 MW in 2025. This increase 
demonstrates the growing pressure on Malaysia’s electricity system and the need to ensure 
sufficient capacity to meet future demand. Malaysia therefore needs to expand and strengthen 
its electricity system even before considering additional demand that could arise from regional 
electricity exports. Tenaga Nasional Berhad (TNB) as the national electricity utility company, expects 
Peninsular Malaysia’s electricity demand to continue growing, forecasting approximately 141.87 TWh 
in 2026 and 148.66 TWh in 2027, representing an average annual growth rate of about 4.9%. These 
figures indicate that continued investment in electricity generation, transmission networks and grid 
infrastructure is necessary to ensure Malaysia meets growing domestic demand while maintaining 
reliable and secure electricity supply.

Infrastructure Readiness 

Malaysia’s electricity system is well-developed with an established power sector and extensive 
transmission infrastructure. TNB operates the National Grid in Peninsular Malaysia, which comprises 
132 kilovolts (kV), 275kV and 500kV transmission networks and is responsible for ensuring safe, 
reliable and economical operation of the electricity transmission system. However, the system will 
require expansion in line with increasing electricity demand, particularly in areas experiencing 
rapid growth in data centres and industrial projects. TNB reported that, as at December 2025, data 
centres accounted for 850 MW of actual load utilisation out of approximately 4.5 Gigawatts (GW) of 
capacity. TNB also reported projects in the pipeline that will require load utilisation up to 7.5 GW, 
demonstrating the potential for continued growth in electricity demand. 
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These grid expansions are important not only for supporting regional electricity trade but also for 
meeting Malaysia’s own growing electricity needs. A reliable power system is also important for 
attracting new investment because energy-intensive industries such as data centres require scalable 
and reliable electricity connections. TNB’s continued investment in grid capacity and resilience is 
therefore important for supporting economic growth while maintaining the reliability and security 
of Malaysia’s electricity supply.

Renewable Energy Potential

Malaysia has tremendous potential for RE development, especially in solar power as Malaysia 
receives a high level of sunlight throughout the year and significant hydropower resources are 
abundant in Sarawak. The Ministry of Energy Transition and Water Transformation (PETRA) reported 
that RE accounted for 31% of the nation’s installed generation capacity by October 2025 as shown 
in Figure 2.1.2. Malaysia has set a target of achieving 40% RE capacity by 2035 and 70% by 2050. 
The development in RE could help Malaysia reduce its dependence on fossil fuels over time. It 
could also create more electricity that can be traded with neighbouring economies. RE is becoming 
more important for businesses as international companies are trying to reduce carbon emissions 
linked to their operations. Having access to cleaner electricity will make Malaysia more attractive to 
these companies.

Supportive Financial Ecosystem

Large energy projects require substantial funding, especially for transmission lines, RE projects, 
power plants and energy storage. In Malaysia, potential sources of financing are from the 
Government, local banks, development financial institutions, MDBs and private investors. For 
example, ADB has committed up to USD10 billion over the next 10 years to support the APG, 
including the strengthening of cross-border connections, National Grid upgrades and RE projects. 
The WBG has contributed USD12.7 million in grants for APG project preparation, including an initial 
USD5 million grant in 2024 and an additional fund of USD7.7 million in 2025.
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FIGURE 2.1.2. Renewable Energy Potential

Source: Energy Commission and Tenaga Nasional Berhad
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Opportunities and Challenges

Electricity Trading Hub

One of the biggest opportunities for Malaysia to leverage on from this framework is electricity 
trading. Malaysia could potentially export electricity when it has surplus generation and import 
electricity when domestic supply is tight. This could create diverse opportunities for utilities 
and energy companies as well as financial institutions and other businesses to capitalise from 
this framework. Malaysia has started using mechanisms such as the Energy Exchange Malaysia 
(ENEGEM) to support cross-border RE sales to Singapore. The APG could allow such arrangements 
to grow over time and become part of a wider regional electricity market. 

Data Centre Growth

Data centres are one of the clearest examples of why Malaysia needs more electricity as Malaysia 
has attracted large amounts of investment in this sector. Recent data shows how electricity 
demand from data centres is increasing. By September 2025, 49 data centres had signed electricity 
supply agreements with TNB, representing a potential maximum demand of around 7.1 GW as 
shown in Figure 2.1.3. Actual electricity use from data centres had increased significantly, reaching 
approximately 710 MW, compared with 405 MW at the end of 2024. These figures show data 
centres are both an opportunity and a challenge for Malaysia as they bring significant economic 
activities but require a large and reliable electricity supply. 

FIGURE 2.1.3. Electricity Demand for Data Centres
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PETRA has projected that electricity demand from data centres could reach 12.9 GW by 2030 and 
20.9 GW by 2040 and the need to mitigate these challenges. To manage this growth, Malaysia 
needs to expand its electricity grid while increasing the availability of RE. PETRA has been 
promoting the development of RE and stronger regional electricity interconnections as part of 
Malaysia’s energy transition. APG can support this strategy by enabling greater cross-border 
electricity trade, giving Malaysia access to additional sources of electricity from neighbouring 
economies. Malaysia’s participation in the LTMS-PIP is an example of this regional approach and 
forms part of the wider APG initiative.

Green Manufacturing

Malaysia is expected to benefit from the growing shift towards green manufacturing, as 
multinational companies increasingly consider the carbon intensity and reliability of electricity in 
deciding the location of production. This is particularly relevant to semiconductors, electronics, 
electrical equipment and EV-related manufacturing, which require substantial and reliable power. 
The Government is also expanding corporate access to renewable electricity through the Corporate 
Renewable Energy Supply Scheme (CRESS), which allows businesses to procure green electricity 
through the National Grid. These initiatives strengthen Malaysia’s attractiveness to manufacturers 
seeking to reduce their carbon emissions and meet increasingly stringent environmental, social and 
governance standard. 

APG further supports this opportunity by increasing cross-border electricity interconnections and 
providing access to a more diverse electricity source, including RE. Malaysia’s National Energy 
Transition Roadmap (NETR) explicitly identifies the APG as a pathway for Malaysia to participate in 
regional green energy trade. Greater regional integration could therefore complement Malaysia’s 
domestic RE expansion, improve electricity system resilience and support the growing power needs 
of high value industries. Combined with reliable grid infrastructure and accessible renewable 
electricity, the APG could help Malaysia position herself as a competitive hub for lower carbon, 
technology intensive manufacturing while attracting investment from companies seeking cleaner 
production locations.

Workforce Development 

The Energy Commission has projected that Malaysia will require approximately 62,000 highly-skilled 
workers by 2050 and has placed continuous training and reskilling at the centre of its Energy 
Competency Excellence ST (ST-ECE) initiative. Grid infrastructure of the future will necessitate the 
need for specialised proficiency beyond conventional roles like wiremen, chargemen and substation 
personnel to skilled workers knowledgeable in high-voltage direct current (HVDC) technology, 
subsea power cables, variable renewable integration, battery storage systems, advanced digital 
controls and operational technology cybersecurity. Many of these skills are within Malaysia’s 
technical and vocational education and training (TVET) ecosystem, whereby certified competency 
and industrial excellence are equally important as academic qualifications.

Regulatory Harmonisation

AMS do not operate under one common electricity law or regulatory system. Each AMS retains 
authority over its own electricity sector including generation, transmission, distribution, licensing, 
electricity pricing, market access and system operation. This means that the legal rules governing 
cross-border electricity trade can differ significantly from one economy to another. The APG 
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framework recognises this issue and requires cooperation on national and regional legal and 
institutional frameworks, including regulatory harmonisation, electricity-trading arrangements and 
third-party access to transmission networks. One important legal issue that needs to be addressed 
is third-party access that concerns whether an electricity producer or trader from one economy 
should be allowed to use another economy’s transmission network to deliver electricity to a 
customer. To address this, ASEAN has specifically identified the need for arrangements governing 
third-party access and for a regional transmission-pricing framework. 
 
Another issue is electricity pricing and wheeling charges. Electricity prices are determined 
through different national market structures, subsidies, tariffs and regulatory mechanisms. Cross-
border trade therefore requires agreement on how the cost of transporting electricity across 
national transmission systems will be calculated. ASEAN studies have identified transmission 
pricing, wheeling charges and congestion management as important mechanisms for developing 
multilateral power trade. There are legal questions concerning contracts, liability and reliability, 
therefore, cross-border electricity agreements need to establish the responsible party in the event 
of electricity supply interruption, transmission infrastructure failure or any unfulfilled contractual 
obligations. ASEAN’s approach on multilateral power trading therefore emphasises not only physical 
interconnection but also appropriate institutional and contractual arrangements.
 
Further challenges faced by AMS are the different levels of electricity-market development and 
national policy priorities. Some markets are more liberalised, while others remain dominated by 
state-owned enterprises or centrally-regulated utility providers. ASEAN has therefore favoured a 
gradual and voluntary approach rather than immediately imposing one uniform electricity market 
on all AMS. APG’s implementation strategy requires stronger market rules, regional institutional 
coordination and regulatory frameworks to operationalise multilateral power trade. Recent ASEAN 
efforts also highlight differences in technical standards and regulatory arrangements as obstacles 
to expanding multilateral electricity trading.

Strengthening Grid Resilience

While regional electricity trade under the APG enhances Malaysia’s ability to manage rising 
electricity demand, the increasing interconnectedness of power systems also makes grid resilience 
a critical priority. Malaysia therefore needs to maintain adequate domestic generation capacity, 
robust transmission infrastructure and diversified supply routes to ensure that disruptions, 
congestion or failures along any single corridor do not cascade across the wider system. A resilient 
grid will allow Malaysia to manage fluctuations in RE generation and cross-border power flows 
more effectively, while supporting reliable participation in regional electricity trading without 
compromising domestic system stability or its capacity to fulfil regional export commitments. 

Conclusion

The ASEAN Power Grid is expected to become the regional electricity network by 2045, allowing 
AMS to trade electricity seamlessly and increase the use of RE. The APG is also expected to shift 
from a mainly bilateral to multilateral electricity trading arrangement, allowing economies with 
excess electricity to supply to other AMS in need. Malaysia’s strategic geographical position, well-
developed power infrastructure and resilient financial framework are uniquely suited to capitalise 
on regional energy grid integration. However, challenges such as regulatory disharmonisation 
and grid flexibility need to be managed. Sustained investments in energy storage, transmission 
networks, grid technology, and renewable power remain essential to achieve APG goals. Beyond 
boosting economic growth and reinforcing ASEAN’s energy security, the APG offers Malaysia a vital 
opportunity to solidify its position in the regional energy market. 
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The US economy grew by 2.1% in the first 
quarter of 2026, before moderating to 1.5% 
in the second quarter of 2026. Growth in the 
first quarter of 2026 was stronger than the 
0.6% contraction recorded in the first quarter 
of 2025, while during the second quarter 
of 2026 the GDP expanded at a slower rate 
than 3.8% recorded in the second quarter of 
2025. Growth in the first half of 2026 was 
supported by increases in AI, technology 
and digital infrastructure investment and 
consumer spending. The ongoing conflict in 
West Asia has spiked global energy prices and 
exacerbated inflationary pressures, posing 
risks to the growth outlook. However, the 
impact of higher energy prices on the US 
economy is less severe as the US has been a 
net energy exporter since 2019. Overall, the 
second quarter slowdown suggests that the 
US economy remains resilient amid a more 
challenging external environment, particularly 
from higher energy prices and geopolitical 
uncertainty.

Overall, the US economy is projected to grow 
at 3.6% in 2026. Meanwhile the labour market 
is expected to remain relatively resilient, with 
the unemployment rate averaging around 
4.4%, supported by continued job creation. 
Inflation is forecast to be higher at 3.6%, 
reflecting persistent upward price movements 
in the services sector alongside higher energy 
and food prices arising from the conflict in 
West Asia. While the overall outlook remains 
favourable, risks to growth continue to stem 
from geopolitical tensions, trade fragmentation 
and the potential for a sharp correction in 
technology-related counters, which could weigh 
on investment and consumer confidence. 

The UK’s economy increased by 0.9% in the 
first quarter of 2026 as compared to 0.7% 
in the first quarter of 2025. Growth mainly 
emanated in the services sector, specifically in 
professional, scientific and technical activities, 
alongside wholesale and retail trade. The 
unemployment rate recorded at 5% in the 

1 Estimate
2 Forecast
Note: Trade for Advanced Economies and Emerging Market and Developing Economies refers to the average volume of exports and imports of goods
and services
Source: International Monetary Fund, World Economic Outlook Update (July 2026)

FIGURE 2.1 Global Gross Domestic Product, Trade and Inflation Growth 2025 - 2027 
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first eight months 2026 as compared to 4.5% 
in 2025 due to a rise in operational costs. 
Meanwhile, the inflation rate increased to 3.3% 
as compared to 2.6% in 2025. This upward 
pressure was propelled by rising transport 
costs, surging fuel and domestic heating oil 
prices.
 
In 2026, the UK’s GDP is projected to record a 
slower growth of 1% as compared to 1.4% in 
2025, owing to the negative supply shock from 
the conflict in West Asia weighing on economic 
activity. The unemployment rate is expected 
to rise from 4.9% in 2025 to 5.6% in 2026. 
Meanwhile, inflation is anticipated to moderate 
at 3.2% over the course of 2026, reflecting 
high base effects and softening domestic 
demand. 

The euro area expanded by 0.5% in the first 
quarter as compared to 1.6% in 2025 and 1% 
in the second quarter of 2026 as compared to 
1.4% in 2025. This sluggish pace was mainly 
due to conflict in West Asia which is continuing 
to weigh on economic activities, following a 
sharp decline in oil imports particularly diesel 
and jet fuel. Meanwhile, the labour market 
remains buoyant with the unemployment rate 
holding steady at 6.4%, the same rate recorded 
in the second quarter of 2025.
 
For the rest of 2026, the euro area economy 
is forecast to grow marginally at 0.9% as 
compared to 1.4% in 2025 as the conflict in 
West Asia contributes to weaker confidence, 
tighter financial conditions and heightened 
uncertainty. Private consumption is forecast 
to increase, supported by wage growth and 
employment gains. The labour market will 
continue to demonstrate resilience, with the 
unemployment rate projected to decline to 
6.2%. This is partly due to the extension of 
temporary protection for more than four 
million Ukrainian refugees through March 2027 
which continues to alleviate labour shortages 
in low-wage sectors across EU member states. 

Nevertheless, a higher forecast of inflation at 
2.6% compared to 2.1% in 2025 due to supply-
chain disruptions and  increased production 
costs. 

In Germany, the economy grew by 0.6% 
in the first quarter of 2026, compared to 
0.3% recorded in the corresponding quarter 
in 2025 and 0.9% in the second quarter 
of 2026 compared with 0.4% recorded in 
2025, supported by strong increases in 
public consumption, private non-residential 
investment and exports. Subdued economic 
conditions are weighing on the labour market 
with unemployment rising slightly to 3.8% as 
compared to 3.7% in the same period of 2025, 
despite employment gains in public services 
offsetting job losses in the manufacturing 
sector. The sudden energy price shock 
triggered by the conflict in West Asia drove 
fuel prices up, which led to an increase in 
inflation rate at 2.6% as compared to 2.1% in 
2025. 
 
For 2026, the economy is expected to grow 
by 0.7% from 0.2% in 2025 driven by private 
consumption and a strong public expenditure 
particularly in defence and infrastructure. 
Meanwhile, the unemployment rate is 
projected to increase by 3.9% as compared 
to 3.8% in 2025 following subdued demand 
for labour. Inflation is projected to increase 
by 2.7% as compared to 2.3% in 2025 due to 
higher energy prices and increased private 
consumption as a result of rising nominal 
wages. 

The economy of France remained modest 
in the first quarter and second quarter of 
2026, with GDP recorded at 0.7% and 0.5% 
respectively, compared to 0.8% recorded in 
both the first and second quarter of 2025. 
However, labour market conditions weakened, 
with the unemployment rate increasing to 8.3% 
in the second quarter 2026 compared with 
7.6% in the same period of 2025, reflecting 
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weaker hiring amid slower economic activities. 
Inflation increased to 2.1% in the second 
quarter 2026, compared with 1.1% in the same 
period of 2025. These conditions were partly 
driven by the conflict in West Asia, which 
broadly disrupted economic momentum and 
dampened hiring activity, while strong net 
exports in aeronautics and defence kept GDP 
growth positive.
 
For 2026, the growth is estimated at 0.6%, 
down from 0.9% in 2025, reflecting the impact 
of fiscal consolidation, weaker domestic 
demand and continued uncertainties in 
the global economy. Consequently, the 
unemployment rate is projected to rise to 
7.9% from 7.6% in 2025. Inflation is projected 
at 1.8% in 2026 compared to 0.9% in 2025 
as fiscal consolidation measures and higher 
energy prices continue to weigh on real 
disposable incomes and dampen private 
domestic demand.

The economy of Japan grew by 0.6% and 
0.9% in the first and second quarter of 
2026 respectively, as compared to 1.6% and 
2% in the corresponding quarters of 2025. 
This growth is supported by increases in 
private and public consumption, alongside 
higher exports of goods and services. The 
unemployment rate increased to 2.7% in 
the first quarter of 2026 from 2.4% in the 
corresponding quarter of 2025. Inflation 
moderated at 1.4% in the first quarter of 2026 
from 3.8% in the corresponding quarter of 
2025. 

For the whole year, the economy of Japan is 
projected to moderate to 0.6% as compared 
to 1.1% in 2025. The growth is expected to be 
supported by stronger global demand related 
to AI and various government measures which 
include reducing household burden arising 
from higher energy prices. The unemployment 
rate is projected to remain unchanged at 
2.5% in 2026 as in 2025. Meanwhile, inflation 
is forecast to moderate to 2.2% compared to 
3.2% in 2025. 

The economy of Australia recorded 0.3% and 
0.4% in the first and second quarter of 2026 
respectively, as compared to 0.3% and 0.6% 
growth recorded in the corresponding quarters 
in 2025. This growth was underpinned by 
household expenditure, contributions from 
manufacturing, construction, professional, 
scientific, and technical activities, as well as 
administrative and support services. This 
growth occurred alongside adjustments in 
broad private consumption, business capital 
expenditure and general government spending, 
which reflected changes in household 
social benefits. Employment indicators and 
price showed ongoing stabilisation as the 
unemployment rate stood at 4.5%, while 
inflation recorded at 3.5% in July 2026.
 
Building on these early-year trends, Australia’s 
2026 GDP is projected to expand by 1.9%. The 
growth is primarily contributed by strategic 
investments in AI, technology and digital 
infrastructure; defence and public services. 
Output in primary sectors such as agriculture 
and mining remains resilient as industries 
adapt to shifting input costs and climate 
factors. Conversely, private consumption, 
commercial investment and net trade 
continue to face headwinds from tight credit 
conditions and energy price volatility. The 
unemployment rate is projected to average at 
4.4% as compared to 4.1% in 2025, buffered 
by a resilient labour market that continues 
to sustain short-term strength in household 
spending. Inflation is projected at 4.1% as 
compared to 3.2% in 2025, underpinned by 
non-tradable price pressures in housing, 
utilities and insurance, alongside higher input 
costs across energy and freight.

The economy of the Republic of Korea 
expanded strongly by 3.8% and 3.7% in the 
first and second quarter of 2026, as compared 
to 0.2% and 0.7% in the corresponding 
quarters of 2025. The growth is mainly 
supported by the manufacturing sector, 
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particularly in semiconductors, machinery and 
equipment, as well as the services sector. The 
unemployment rate recorded 3.5% in the first 
quarter of 2026, slightly higher than 3.3% 
recorded in the corresponding quarter of 2025, 
while inflation remained stable at 2.1%.

In 2026, the Republic of Korea’s GDP is 
projected to grow at 2.6%, as compared 
to 1.1% in 2025. The economic activity is 
expected to strengthen, driven by robust 
semiconductor exports, despite continued 
uncertainties arising from the conflict in 
West Asia. The government’s supplementary 
budget is introduced to cushion the energy 
crisis, targeting households, businesses 
and local governments. The unemployment 
rate is projected to remain at 2.8% in 2026. 
Meanwhile, inflation is projected higher at 
2.5% compared to 2.1% in 2025. 

The economy of China recorded 5% and 
4.3% in the first and second quarter of 
2026, as compared to 5.4% and 5.2% 
in the corresponding quarters of 2025. 
The growth is mainly supported by the 
services sector following strong activities 
in information transmission, software and 
information technology services, and financial 
intermediation. However, the growth was 
partly weighed down by contractions in 
the construction and real estate sectors. 
The unemployment rate remained stable at 
5.3%, while inflation was at 0.9% in the first 
quarter of 2026, reflecting a gradual pickup in 
consumer prices.

China’s economy is projected to grow by 
4.6% in 2026, as compared to 5% in 2025. 
The growth is expected to moderate amid 
higher global oil prices, weaker global demand 
and persistent structural headwinds. The 
unemployment rate is projected to remain 
at 5.1% in 2026, unchanged as in 2025 while 
inflation is projected at 1.2%.

India’s GDP for 2026 is projected at 6.4% 
supported by strong momentum in the 
private consumption and services sector, 
indicating that domestic demand remains an 
important source of growth amid a tumultuous 
external environment. India’s outlook faces 
downside risks from higher energy prices 
and geopolitical tensions, particularly due to 
higher oil prices that increases the country’s 
import costs and puts pressure on domestic 
inflation and consumption. Overall, the 
projected growth demonstrates considerable 
economic resilience. Nonetheless, to sustain 
this growth momentum, there needs to be 
a balance between managing external risks 
and maintaining strong domestic demand. 
Meanwhile, the projected inflation at 4.7% in 
2026 suggests that price pressures remain 
relatively manageable.

The ASEAN-5 economies grew by 4.1% in 2026 
compared to 4.5% in 2025. The economies 
face risks from the conflict in West Asia, global 
trade tensions, commodity price volatility, 
climate events and political uncertainties, 
causing regional growth divergence at the 
beginning of 2026. While several economies 
experienced cooling momentum, this was 
largely offset by technology-driven exports, 
robust domestic demand and public spending. 
Meanwhile, the ASEAN-5 inflation rate recorded 
at 2.6%.

Indonesia’s GDP expanded by 5.6% and 5.3% 
in the first and second quarter of 2026 as 
compared to 4.9% and 5.1%, respectively in 
2025. The first quarter growth was driven 
by robust household consumption and a 
significant surge in government expenditure, 
fueled by civil servant festive bonuses and 
a free school meal programme. The highest 
growth was recorded in the accommodation 
and food services followed by transportation 
and warehousing sub-sectors. 
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The unemployment rate recorded at 4.7% while 
job creation continues to lag behind growth in 
the labour force. Inflation rate recorded 3.3% 
in June 2026 driven by the depreciation of the 
Indonesian rupiah. For 2026, Indonesia’s GDP 
is projected to grow at 5% with unemployment 
rate at 4.9% and inflation rate at 3%.

Thailand’s GDP recorded 2.8% and 1.9% 
growth in the first and second quarter of 2026 
as compared to 3.1% and 2.8% respectively 
in 2025 primarily driven by the E&E export 
segment, which in turn boosted manufacturing 
output. Private investment accelerated while 
private consumption, public consumption 
and exports of goods moderated as public 
investment contracted. The unemployment 
rate remained stable at 0.9% with structural 
shifts from new technologies like AI and 
electric vehicles risking over 8.7 million jobs. 
Inflation rate contracted by 0.5% due to the 
weakening of the Thai Baht against the US 
dollar following the conflict in West Asia. For 
2026, Thailand’s economy is projected to grow 
by 1.9% with unemployment rate at 1% and 
inflation rate at 0.9%.

Singapore’s GDP grew by 6.3% and 5.9% in the 
first and second quarter of 2026 as compared 
to 4.5% and 5.4% respectively in 2025 driven 
by strong performance in the manufacturing 
and services sectors particularly AI and digital 
infrastructure. The labour market continued to 
expand alongside sustained economic growth 
with the unemployment rate remaining low 
at 2% in June 2026. Inflation rate is recorded 
at 1.7% in the first half of 2026 contributed 
by the increase in household income groups 
which are food, motor cars, health insurance, 
accommodation and petrol. 
 

Singapore’s GDP for 2026 is projected at 
3.5% although downside risks have risen 
significantly as a result of the conflict in West 
Asia. Growth is expected to be driven by the AI 
investment surge. Looking ahead, despite the 
unemployment rate remaining low and stable 
at 2.1%, firms may adopt a more cautious 
approach in hiring workers amid external 
uncertainties. Inflation rate is projected to rise 
to 2.6% in 2026 due to geopolitical tensions. 

The Philippines’ GDP recorded 2.8% and 
2.3% in the first and second quarter of 2026 
respectively as compared to 5.4% in both 
quarters of 2025 driven by the growth in 
wholesale and retail trade; repair of motor 
vehicles and motorcycles; education and 
manufacturing. However, the overall economic 
performance was weighed down by sharp 
contractions in public infrastructure and 
capital spending in construction activities, 
as well as reduced industrial mining output. 
The unemployment rate recorded 4.9% while 
inflation averaged at 4.8%, primarily driven by 
the slower annual increase in the transport 
and household maintenance indexes. In 2026, 
growth in the Philippines’ GDP is projected at 
3.9% amid the energy crisis and a weak 2025 
baseline driven by a sharp decline in public 
investment and confidence. Meanwhile, the 
unemployment rate is forecast at 4.7% and 
inflation at 4.3%. 



chapter 2   global economic outlook

economic outlook   2027 63

Global Outlook 2027 
Global growth is expected to improve to 3.4% 
in 2027, as impact from energy shock gradually 
subsides and investment in AI, technology 
and digital infrastructure continues to support 
economic activity. The stronger growth outlook 
suggests that technological investment could 
increasingly offset some of the negative effects 
of geopolitical tensions. AI-related investment 
is expected to expand beyond the major 
technology economies, supporting demand 
for AI, technology and digital infrastructure. 
However, growth is likely to remain uneven 
because economies with weak technology 
sectors may not benefit to the same extent. 
 
Global unemployment is expected to 
remain around 4.9%, indicating continued 
resilience in global labour markets. However, 
technological changes and AI are expected to 
gradually affect the structure of employment 
by increasing demand for high-skilled workers 
while reducing demand for low-skilled 
conventional jobs. Meanwhile, global inflation 
is projected to decline to 3.9% in 2027 as 
energy-related pressures ease. Nevertheless, 
inflation is expected to remain an important 
concern because geopolitical disruptions could 
continue to affect energy and commodity 
prices. 
 
Global trade is expected to remain affected by 
geopolitical tensions, supply chain disruptions 
and increasing economic fragmentation 
throughout 2026 and 2027. Businesses may 
continue to diversify their supply chains to 
reduce exposure to geopolitical risks and 
disruptions to major transport routes. At 
the same time, investment flows are likely 
to focus on technology, AI, energy security 
and strategic industries. These may create 
new opportunities for economies that can 
attract technology-related investment, while 
economies that are less integrated into these 
sectors could face weaker investment and 
growth prospects.

Looking ahead to 2027, the US economic 
growth is projected at 2.2% supported by 
favourable financial conditions and continued 
investments in AI, technology and digital 
infrastructures. The US economy has remained 
relatively resilient despite the ongoing conflict 
in West Asia, supported by its position as a net 
energy exporter and its prominent role in the 
global technology value chain. While household 
consumption is expected to moderate 
from previous years, business investment 
in equipment and intellectual property is 
anticipated to contribute significantly to 
growth.
 
Private consumption is expected to remain 
sensitive to broader macroeconomic and 
financial conditions. A potential pullback in 
AI technology-driven expectations heightens 
downside risks, while depleted policy buffers 
could further exacerbate these vulnerabilities.  
Inflationary pressures are expected to ease 
gradually as energy market disruptions 
subside. While the labour market is projected 
to remain resilient with the unemployment rate 
at 4.2%, inflation is expected to remain above 
the US Federal Reserve’s 2% target throughout 
2027.

Growth in the UK is expected to recover 
to 1.3% in 2027 as the disruptions from 
the global energy shock begin to dissipate. 
However, the unemployment rate is projected 
to continue its upward trajectory into 2027, 
reaching a higher rate of 5.3% as the labour 
market continues to experience lagging 
adjustments. Inflation is projected to record 
2.4% in 2027 as the effects of higher energy 
prices gradually fade and the softening labour 
market cools wage pressures. 

Downside risks to the UK’s economic outlook 
in 2027 remain predominant stemming from 
localised vulnerabilities as well as cascading 
global shocks. Domestically, the lingering 
impacts of elevated energy costs continue 
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to drag on manufacturing and consumer 
confidence. Intensification of the conflict 
in West Asia presents an immediate risk to 
maritime transit routes, which could trigger an 
even larger energy crisis, extend commodity 
price volatility and abruptly tighten financial 
conditions. 

Growth in the euro area is projected at 1.2% 
in 2027, mainly supported by strengthening 
domestic demand and a rebound in trade 
growth. The overall euro fiscal stance is 
projected to be neutral in 2027 with the 
expiration of the Recovery and Resilience 
Facility spending being partially offset by small 
expansions in nationally financed components. 
The labour market is expected to remain 
tight and resilient, with the unemployment 
rate forecast at 6.1%. Private consumption is 
expected to strengthen as inflation moderates 
to 2.2%, supported by growing disposable 
income and a lower household saving rate. 
 
However, the outlook remains exposed to 
significant downside risks, primarily from the 
conflict in West Asia. Delays in restoring global 
energy supplies could stifle economic growth 
and exacerbate inflationary pressures. Broader 
spillovers from these geopolitical factors, 
alongside weaker confidence or financial 
market stress could further weaken demand. 
Concurrently, an escalation of the conflict in 
Ukraine or increased volatility regarding trade 
policies and tariffs, may suppress economic 
activity for a more prolonged period than 
currently anticipated.

Germany’s economy is forecast to grow by 1% 
in 2027, driven by stronger domestic demand 
and a gradual recovery in exports as global 
demand rebounds. The labour market is 
expected to improve with the unemployment 
rate projected to decrease slightly to 3.5%. 
Inflation is anticipated to moderate to 2.3% as 
energy price pressures are expected to ease, 
providing relief to consumers.
 

The economic outlook continues to face 
considerable downside risks, with Germany’s 
manufacturing sector being exposed to trade 
tensions and geopolitical uncertainties. A 
longer duration or escalation of the conflict 
in West Asia could trigger higher energy 
prices and inflation, eroding confidence 
and dampening private consumption and 
investment. Externally, mounting trade 
protectionism, rising tariffs and competition 
from other economies could threaten 
Germany’s export-oriented industries, leading 
to projections that overall exports will broadly 
stagnate in the near term. 

France’s GDP is expected to improve to 0.9% 
in 2027, driven by a recovery in external and 
domestic demand. Implementation of the 
France 2030 investment plan particularly in 
innovation, clean energy, digital technology 
and strategic industries, will bolster overall 
economic growth and strengthen resilience to 
shocks. The unemployment rate is projected to 
remain at 7.9%, while inflation is anticipated at 
1.7% in 2027. 
 
Risks to the outlook remain tilted to the 
downside. On the domestic front, heightened 
political uncertainty ahead of the 2027 
presidential election is expected to delay 
necessary fiscal consolidation and structural 
reforms. These delays, coupled with weaker 
private demand threaten to heighten market 
pressures and worsen the country’s debt 
dynamics. On the external front, a prolonged 
conflict in West Asia risks disrupting energy 
supplies and trade, fueling inflation and 
hampering economic growth. Additionally, a 
potential disorderly correction in the AI market 
could disrupt financial flows and dampen 
broader market sentiment. 

Japan’s GDP is projected to record a moderate 
expansion of 0.7% in 2027 supported by 
continued growth in exports, particularly those 
related to global AI investment. The growth 
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outlook is subject to downside risks arising 
from the conflict in West Asia, global AI-related 
demand and external economic conditions. 
Meanwhile, the unemployment rate is projected 
to remain unchanged at 2.5% and inflation is 
forecast to increase slightly to 2.3%.

Australia’s economic growth is projected at 
a slower rate of 1.7% in 2027, reflecting the 
impact of a tighten policy which weakens 
household consumption. In the external sector, 
structural realignments within China’s real 
estate market pose a challenge to exports, 
particularly for iron ore and coking coal. 
Nonetheless, investment in rare earth elements 
and green hydrogen infrastructure, alongside 
demand for steel from China’s automotive and 
renewable energy sectors, will help mitigate 
the challenges in the external sector. The 
unemployment rate is expected at 4.3%, while 
inflation is projected to moderate towards 3%.  

The Republic of Korea’s economy is projected 
to grow by 2.5% in 2027. The growth is 
expected to remain resilient supported 
by strong global AI-related demand. The 
continued strength in the semiconductor 
sector is also expected to improve income 
conditions and support a gradual recovery 
in private consumption. The outlook remains 
subject to downside risks arising from conflicts 
in West Asia and uncertainty in the global 
trade environment. The unemployment rate is 
projected to increase slightly to 2.9% in 2027, 
while inflation is projected to moderate to 
1.9%.

China’s economy is projected to grow by 
4.1% in 2027, as compared to 4.6% in 2026. 
The growth is expected to remain moderate 
amid the continued adjustment in the real 
estate and subdued domestic demand, 
particularly household consumption. Risks to 
growth remain tilted to the downside with the 
prolonged conflict in West Asia could continue 
to affect energy supplies and weigh on 

exports. The unemployment rate is projected 
to remain unchanged at 5.1% in 2027, while 
inflation is projected to increase to 1.5%.

India’s GDP growth is projected to strengthen 
to 6.7% in 2027, driven by strong domestic 
demand. However, the forecast faces downside 
risks from geopolitical tension and volatile 
energy prices. Reescalation in West Asia could 
spike energy and commodity costs, straining 
household purchasing power, business margins 
and financial conditions. Sustaining the 
growth momentum hinges on energy market 
normalisation, robust domestic demand and 
manageable inflationary pressure. Meanwhile, 
the unemployment rate is projected at 4% and 
inflation at 4.9%.

The ASEAN-5 economies are projected to 
expand by 4.3% in 2027 and remain resilient 
supported by strong domestic demand. The 
economies confront risks from global trade 
tensions, commodity volatility, climate events 
and political uncertainties. Meanwhile the 
ASEAN-5 inflation rate is forecast at 2.3%.

Indonesia’s GDP growth is projected at 5.1% 
in 2027 propelled by easing commodity market 
pressures, stronger private credit growth and 
the acceleration of investments and structural 
reform efforts. While commodity-based 
manufacturing, agribusiness, construction, 
services and digital sectors are forecast 
to remain the primary driver of growth, 
the recovery will depend on the pace of 
reform implementation and the capacity to 
attract private investment. Meanwhile, the 
unemployment rate is forecast at 4.8% and 
inflation at 2.6%.

Thailand’s GDP growth is projected at 2.2% 
in 2027, driven by technology-related exports 
and an expansion in data centre investments. 
While the delayed impact of higher trade 
tariffs tampers near-term momentum, 
recovery in global trade is expected to spur 
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growth. Meanwhile, the unemployment and 
inflation rates are both forecast at 1%. Risks 
to Thailand’s outlook remain tilted to the 
downside with growth and inflation remaining 
vulnerable to volatile global markets and 
domestic political changes. 

Singapore’s GDP is projected at 2.7% in 
2027 as higher input prices and supply 
chain disruption weigh on energy-intensive 
industries, compress income growth 
and tighten financial conditions. Both 
unemployment and inflation rates are 
projected to be stable at 2.1%.  Singapore 
faces significant risks from unpredictable 
geopolitical tensions given its strong reliance 
on international trade. 

The Philippines’ GDP is projected at 5.5% 
in 2027 as public investment normalises 
and borrowing costs decline. However, any 
intensification of global trade tensions is 
expected to weigh on external demand and 
export revenues. The unemployment rate is 
forecast at 4.6% due to better labour market 
performance. Inflation rate is projected to 
improve gradually to 3.2% as temporary effects 
from global energy prices fade. 

Downside risks that could adversely affect 
the outlook include natural disasters, 
energy supply disruptions and AI-driven 
labour market shifts. Ranked among the 
world’s most disaster-prone economies, 
the Philippines experiences an average of 
20 typhoons annually, alongside frequent 
flooding, landslides and earthquakes. These 
events impose persistent economic costs for 
damaged infrastructure, displaced communities 
and destroyed agriculture crops, which would 
divert fiscal resources away from development 
priorities.

Conclusion
The global economy will remain resilient in 
2026 while its outlook in 2027 is vulnerable 
to geopolitical tensions, energy disruptions 
and increasing economic fragmentation. The 
West Asia crisis may continue to affect energy 
prices, inflation and global trade. Energy-
importing economies are particularly more 
vulnerable, while economies with strong 
technology sectors and highly integrated in the 
AI supply chains are expected to benefit more 
from continued technological investment.
 
Overall, the global economy in 2026 and 2027 
is anticipated to be shaped by two opposing 
factors, namely geopolitical and energy-
related pressures which could dampen growth 
while technological innovation including 
AI, technology and digital infrastructure 
are expected to be an important source of 
economic resilience. Nevertheless, sustainable 
global growth is contingent upon economies 
effectively managing inflation, energy security, 
financial stability and geopolitical risks. 
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