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Executive Summary

Energy Security, Growth, And Asia’s Energy Transition

% The Hormuz disruption has hit Asia hardest due to its heavy reliance on Middle Eastern oil and LNG,
with Japan and South Korea highly exposed and China the largest overall importer

% The shock is driving inflation, weakening currencies, and raising production costs, but impacts differ
based on energy system resilience and diversification

% The crisis is accelerating a structural shift toward renewables and electrification, reinforcing China’s
advantage and highlighting that energy vulnerability depends on long-term policy and system choices

China: Resilience Through Structure

% China’s response relies on structural resilience rather than emergency measures, supported by coal
flexibility, strong reserves, diversified supply, and electrification

% Long-term investments have strengthened its position, with renewables nearing 40% of power
generation and large strategic reserves limiting macroeconomic impact

% Chinais not only absorbing the shock but shaping the transition, leveraging dominance in clean energy
supply chains to reinforce its role as the leading “electrostate”

Japan: Acute Exposure, Limited Room To Maneuver

% Japan is highly exposed to the Hormuz shock due to heavy reliance on Middle Eastern energy, with
rising costs hitting growth, real incomes, and financial stability

%  Strong reserves and initiatives like POWERR Asia provide short-term buffers, but do not eliminate
exposure to global supply constraints and higher prices

The crisis is accelerating diversification, nuclear restarts, and strategic coordination, but Japan still
faces a structural challenge of reducing long-term dependence

South Korea: Energy Vulnerability Meets Industrial Ambition

%  South Korea is highly exposed to the energy shock due to heavy import dependence, with rising LNG
costs driving inflation, increasing production costs, and weakening the currency

The government is balancing short-term stabilization with a long-term shift to renewables, but energy
disruptions are complicating industrial policy goals and exposing tensions between growth ambitions
and structural vulnerability
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Key Picture: Net Imports of Oil and Gas, % of GDP
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Energy Security, Growth, And Asia’s Energy Transition

The disruption of the Strait of Hormuz has triggered a systemic energy shock, with Asia at its center. As the
primary destination for roughly 80% of oil flows through the Strait and a major buyer of Gulf LNG, the region is
uniquely exposed. Japan and South Korea remain heavily dependent on Middle Eastern energy imports, while
China, despite its scale, is the largest absolute importer of Gulf energy.

The immediate impact is macroeconomic. Rising fuel costs are feeding into higher production expenses, eroding
purchasing power, and, particularly in more import-dependent economies, putting pressure on currencies and
external balances. In parts of Asia where inflation had remained relatively contained, the surge in energy and
food prices is now testing price stability.

Yet the shock is not uniform. Japan and South Korea are confronting a direct import-security crisis, while China
faces a more contained price and growth shock from a stronger buffer position. This divergence reflects
structural differences in energy systems, namely the degree of diversification, storage capacity, and the ability
to substitute away from imported fossil fuels.

Policy responses mirror these differences. Japan has relied primarily on short-term stabilisation tools: releasing
strategic reserves, subsidising fuel, conserving LNG through increased coal usage, and accelerating nuclear
restarts. South Korea has adopted a more centralized and interventionist approach, combining demand-
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management measures with supply diversification and rapid nuclear reactivation, while securing alternative
import routes outside Hormuz.

At the same time, the crisis is revealing a deeper divide: resilience is increasingly determined by prior investment
in energy systems. Economies with greater exposure to clean energy and diversified supply structures are
absorbing price shocks more effectively.

Beyond immediate crisis management, the implications are structural. The Iran war is accelerating Asia’s shift
toward renewables, grid infrastructure, and electrification. In this transition, China holds a decisive advantage,
leveraging its dominance across clean energy manufacturing, supply chains, and electrical systems. While this
may support global decarbonization, it also intensifies long-term geoeconomic competition, particularly with
the United States.

In this sense, the conflict is rightly described as “Asia’s Ukraine moment.” Just as Europe was forced to rethink

its dependence on Russian gas, Asia is now confronting the risks of oil dependence. The difference is that cleaner
alternatives are now more cost-competitive and scalable than they were just a few years ago.

The core lesson is straightforward: vulnerability is shaped less by trade balances than by structural and policy
choices. Energy security today depends on diversification, domestic control over key systems, and insulation
from global commaodity volatility. For fossil-fuel-dependent economies, the warning is sharper still, accelerating
global electrification risks leaving behind stranded assets and shrinking export markets.

China: Resilience Through Structure

China has not announced a dramatic emergency package on the scale of Korea, largely because its exposure is
cushioned by domestic coal, strong gas production, pipeline imports, strategic reserves, rapid electrification,
and diversified suppliers. China has even been able to re-export LNG cargoes, and its large buffers, coal-switching

capacity, and tighter energy links with Russia put it in a relatively strong position. In practice, China’s mitigation

strategy is less about emergency rationing and more about leaning on pre-existing resilience: coal flexibility,
inventories, storage, electrification, and continued diversification (Figure 1).

Figure 1: China’s Crude Oil Stockpiling vs OPEC+ Output
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Policy signals reinforce this approach. NDRC head Zheng Shanjie has emphasized expanding strategic reserves,

strengthening emergency preparedness, and deepening energy cooperation, particularly with Russia, while
maintaining coal as a security backstop. At the same time, Beijing is prioritizing supply chain security, risk
monitoring, and resilience to external pressures such as sanctions.

This structural advantage is the result of long-term investment. Renewables now generate nearly 40% of China’s
electricity (up from 26% a decade ago), and strategic oil reserves exceed 1.2 billion barrels. As a result, the
macroeconomic impact has been more contained, with growth revisions significantly smaller than in more
exposed economies.

Beyond resilience, China is also shaping the post-crisis landscape. Its dominance in solar panels, batteries, and
Evs, the “new trio”, is underpinned by control over critical minerals, industrial inputs, and manufacturing
systems. As global demand shifts toward electrification, China is positioned not just as a consumer, but as the
primary supplier of grid infrastructure, storage, and energy technologies.

The implication is clear: while the shock exposes vulnerabilities elsewhere, it reinforces China’s position as the
world’s leading “electrostate” (Figure 2). In the long run, this supports decarbonization; in the short run, it may
still rely on coal, but with a growing structural advantage in the global energy transition.

Figure 2: China’s Electricity Share of Final Energy
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Japan: Acute Exposure, Limited Room To Maneuver

Japan is among the most exposed economies to the Hormuz shock. It imports over 85% of its energy, with

roughly 94% of crude oil sourced from the Middle East, primarily the UAE and Saudi Arabia, despite decades of

diversification efforts. Public concern is high, with around 90% of respondents in mid-March polls expressing
anxiety about the economic impact.

The immediate shock has been visible across energy, shipping, and financial markets. Rising fuel costs are feeding
into higher electricity and food prices, eroding real wages and weighing on growth. Financial conditions have

tightened, with equity selloffs, foreign outflows, and a sharply weaker yen adding to the strain.

Tokyo has responded with a mix of short-term stabilization tools and regional coordination. It released 80 million

barrels from strategic reserves—about 45 days of demand—drawing on one of the world’s largest stockpiles,

totaling roughly 470 million barrels. LNG inventories provide an additional buffer of about three weeks. At the
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regional level, Japan launched the $10 billion POWERR Asia initiative to support emergency fuel procurement,
strengthen supply chains, and build long-term resilience.

Yet these buffers buy time rather than solve the problem. Japan remains exposed to global supply competition
and elevated prices. In response, it is pursuing diversification—exploring alternative routes such as shipments
via Saudi Arabia’s Red Sea ports, as well as new suppliers in the Americas—though at higher cost and with
refinery constraints limiting flexibility.

Figure 3: Sources of Japan's Qil and Liquified Natural Gas Imports
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The shock is also reinforcing broader structural shifts. It strengthens the case for nuclear restarts, deepens
energy cooperation with partners such as the United States, and accelerates efforts to secure critical minerals
and diversify supply chains. At the same time, prolonged high energy prices risk complicating fiscal policy and
raising stagflation pressures.

Geopolitically, the crisis presents a delicate balancing act. U.S. pressure for greater security involvement tests
Japan’s evolving defense posture, but legal and political constraints remain binding. Crucially, Tokyo is avoiding
bilateral arrangements for passage through Hormuz, favoring multilateral coordination to avoid setting
precedents with implications for China. In sum, Japan combines strong short-term buffers with high structural
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dependence. The key challenge is to use this temporary window to accelerate diversification and reduce long-
term vulnerability.

South Korea: Energy Vulnerability Meets Industrial Ambition

South Korea exemplifies both resilience and structural vulnerability. With energy imports covering about 97% of
demand, including roughly 70% of oil and 20% of gas from the Middle East, the Hormuz shock has been severe.

LNG costs have roughly doubled, raising production costs, straining households, and exposing the economy to
external price volatility.

The government has responded with a dual-track approach. In the short term, it has deployed emergency
measures, fuel price caps, alternative sourcing, relaxed coal limits, and accelerated nuclear restarts, to stabilize

supply and contain inflation. In parallel, it is advancing a longer-term transition strategy centered on renewables,
targeting 100 GW of capacity by 2030, alongside grid reform, electrification, and green industrial policy. Despite
higher upfront costs, solar and wind are already competitive with LNG on a marginal basis, offering greater price
stability.

However, the energy shock is colliding with South Korea’s broader industrial ambitions. Disruptions to energy
and input supplies are complicating President Lee Jae Myung’s push to scale up high-tech sectors such as

semiconductors. While large firms like Samsung and SK Hynix have buffers, smaller firms face tighter constraints,
and rising fiscal support risks widening deficits and undermining longer-term policy goals.

Financial markets reflect this tension. After a sharp selloff, equities have rebounded and attracted foreign
inflows, but volatility remains elevated. At the same time, the Korean won is near multi-decade lows (Figure 4),
increasing the cost of energy imports and limiting policy flexibility. Overall, South Korea’s position is mixed:
strong industrial capacity and investor interest on one hand, but persistent energy dependence and currency
weakness on the other.

Figure 4: Won Per Dollar
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