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Forewords

The Hon Pat Conroy MP Senator the Hon Don Farrell
Minister for International Development Minister for Trade and Tourism
and the Pacific Government of Australia

Government of Australia

Australia is pleased to support the Asian Development Bank’s 2022 report on Aid for Trade in Asia and
the Pacific—Leveraging Trade and Digital Agreements for Sustainable Development. It will make an important
contribution to the eighth Global Aid for Trade Review, focused on the theme of Empowering Connected,
Sustainable Trade.

The Government of Australia is steadfastly committed to a stable, peaceful, prosperous, and secure
Indo-Pacific, where trade is a key part of Australia’s engagement. The potential for growth and economic
complementarity throughout the Indo-Pacific is significant. It is vital that we work together to secure a
sustainable future for all.

Australia’s aid for trade initiatives support partner countries across the region seeking to capture the
benefits of a more open trading environment and rules-based trading system. We will do this by targeting
our aid for trade assistance to help address the contemporary challenges faced by developing and least
developed countries (LDCs) in our region while promoting inclusive and sustainable development.

This report underlines the critical role of trade in promoting economic resilience in developing countries
and LDCs, especially in the coronavirus disease (COVID-19) context. In particular, the report highlights
the benefits of trade and digital agreements in facilitating regional trade and recovery.
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The report demonstrates the need for updated approaches to aid for trade in the region to support
effective participation in such agreements, undertake reforms, and promote access to digitalization in
ways that promote inclusive development and deliver the 2030 Agenda for Sustainable Development.

Australia supports targeted, needs-based aid for trade initiatives to help our Indo-Pacific partners
tackle the challenges of effective participation in the digital economy. For example, through the Pacific
Digital Economy Programme and Pacific Regional E-Commerce Strategy and Roadmap we are actively
supporting regional approaches to address infrastructure and digital connectivity, e-commerce policy,
and regulations and digital literacy.

To fully realize the benefits of trade liberalization and the digital economy, access must be available
to all. This means promoting policies and programs that analyze and prioritize inclusivity to benefit
women; young people; and micro, small and medium-sized enterprises (MSMEs), all of which have been
disproportionately affected by the COVID-19 pandemic. This is the right thing to do, and it is essential to
economic recovery and ongoing prosperity. Societies and economies prosper when women and girls can
participate equally.

Australia actively promotes women’s economic empowerment and MSMEs throughout its aid program.
Ourrecently concluded A$5.6 million E-commerce Aid for Trade Fund had a particular focus on addressing
barriers to e-commerce faced by women, MSMEs, and other marginalized groups in Southeast Asia and
the Pacific.

We commend this year’s report as a useful contribution to understanding the contemporary trade
challenges and opportunities in our region, which demonstrate the important role aid for trade can play in
sustainable and inclusive economic growth in the Indo-Pacific.

vii



Albert Park

Chief Economist and Director General

Economic Research and Regional Cooperation Department
Asian Development Bank

The 2022 Global Aid for Trade Review discusses how global trade is recovering from the coronavirus
disease (COVID-19) pandemic, and how to deal with the weaknesses it exposed within the international
trading system. With trade central to development and economic prosperity, the disruptions in global
supply chains contributed to reversing recent gains in poverty reduction and exacerbated inequality. For
example, inflation from rising energy and food costs clearly hurts the poor more than those better off.

Recovery remains uneven across the Asia and the Pacific region. This report, Aid for Trade in Asia and the
Pacific—Leveraging Trade and Digital Agreements for Sustainable Development, examines the catalytic role
aid for trade can play in helping the least developed, lower-middle-income, and small island developing
countries build or enhance their trade links with the global economy. It discusses how the Aid for Trade
Initiative can mobilize resources effectively to accelerate integration into international markets, address
supply-side constraints, and overcome other trade barriers.

Asia and the Pacific has long benefited from trade liberalization. As trade agreements proliferated,
they helped the region integrate with new markets and deepen relationships with existing ones. As the
pandemic showed, trade under regional agreements was more consistent and efficient than trade outside.
There remains much room for improvement, and regional trade agreements present many opportunities
as well as challenges.
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The two current “mega-regional” agreements—the Regional Comprehensive Economic Partnership and
the Comprehensive and Progressive Agreement for Trans-Pacific Partnership—require countries and
businesses to better understand what the agreements provide, how they relate with existing agreements,
and how best they can be used. As global value chains become increasingly complex, so do the challenges
of international cooperation. Negotiating with many partners on technical policy instruments that
promote comparative advantage while defending specific interests requires advanced legal skills and
trade expertise. Specifically, economies graduating from the least developed countries category require
assistance when evaluating policy options and avoiding, for example, preference erosion.

The global trade landscape continues to evolve rapidly. Aside from new trade agreements, there is growing
complexity, depth, and rationalization of global supply chain structures, along with the wider, more
extensive use of the digital economy. COVID-19 continues to accelerate this digital transformation. Yet,
just 0.4% of aid for trade focuses on digitalization. Authorities must carefully review the digital regulatory
landscape to help businesses join and maximize gains from a more inclusive—yet increasingly secure—
digital economy. The Aid for Trade Initiative, therefore, should refocus on programs that narrow the digital
divide and navigate the emerging trade rules in digital agreements, making trade more inclusive, resilient,
and sustainable.

The 2022 World Trade Organization ministerial conference emphasized that trade should raise standards
of living, ensure full employment, and pursue sustainable development for all. Aid for trade can help
developing countries meet the challenges of efficiency, effectiveness, and inclusiveness. Assistance
on trade policy and regulations can help countries quantify the costs and benefits of trade and digital
agreements; ensure regulatory convergence and coherence; and bring more micro, small, and medium-
sized enterprises the benefits of trade and digital trade. | hope this report adds to our understanding of
how the Aid for Trade Initiative can help all economies meet these objectives.
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As the coronavirus disease (COVID-19) pandemic swept through Asia and the Pacific in 2020, it
slashed economic growth and gave rise to new trade challenges that need addressing to ensure inclusive
and sustainable recovery. The Aid for Trade initiative of the World Trade Organization (WTQO) has an
important role to play.

Recovery has begun, but it is fragile and uneven. AfT can help establish firmer, trade-led economic growth
that reduces inequalities worsened by the pandemic, and it can help ensure that new digital technologies
benefit everyone. However, aid for trade, particularly category 1, trade policy and regulations, requires
reform and refocusing to be effective in these circumstances. More emphasis could be placed on
adjustment assistance and digitalization.

This report explores the promise of aid for trade in economic recovery and the need for reorienting it for
maximum benefit.

In 2017-2019, the Asia and Pacific region received 35% of average global aid for trade flows. In 2019,
aid for trade inflows to the region totaled $16.4 billion. This made the Asia and the Pacific the second-
highest recipient of AfT disbursements in the world after Africa. Within the region, South Asia received
53%, the largest share; Southeast Asia 29.6%; and Central Asia 10.3%. The Pacific received about 4%
of total inflows. Least developed countries (LDCs) in Asia and the Pacific accounted for 36.1% of
total inflows in 2020 with substantial increases to Bangladesh, Myanmar, and Solomon Islands, and a
substantial decrease to Afghanistan® in the last 5 years.

Since 2009, regional support for aid for trade outpaced contributions by nonregional donors. In 2020,
the Asian Development Bank, Germany, Japan, and the World Bank contributed about three-quarters
of AfT disbursements to Asia and the Pacific. Contributions have been highly sector-specific. Between
2002 and 2019, the services sector grew fastest among all sectors, with strong growth in transport and
storage. Energy investments made up the second-largest share of aid for trade. Agriculture ranked third,
and banking and financial services fifth. Disbursements to the primary sector and industry declined; the
two sectors grew much slower than other sectors.

Toward an Inclusive and Sustainable Recovery: The Role of Aid for Trade

Aid for trade can support recovery in Asia and the Pacific, particularly lower-middle-income countries
and least developed countries. Aid for trade can help by enabling regional trade agreements to deliver on
economic growth, providing adjustment assistance, and importantly, enabling the growth of the digital
economy. The region’s recovery is advancing, with merchandise trade rebounding 19.7% in 2021 after

2 ADBplaced on hold its assistance in Afghanistan effective 15 August 2021. ADB Statement on Afghanistan | Asian Development
Bank (published on 10 November 2021). Manila. This report was prepared based on the information available for Afghanistan as
of 31 July.
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falling 7%-8% in 2019-2020. However, the services sector has not yet recovered from the steep decline
of 21.2% that followed global pandemic control measures. These measures proved catastrophic for
tourism and transport services. Foreign direct investment in the region increased during the pandemic,
with inflows outpacing growth in North and South America.

Overall recovery in the region hinges on effective trade policy making, recovery of severely affected
sectors, and the strategic growth of the digital economy. Digital technologies supported economic growth
during the pandemic, and the pandemic accelerated the emergence of the digital economy. Recovery will
require greater focus on addressing inequality in the region, including digital inequality.

Recovery is highly uneven among and within countries. Substantial increases in pandemic-related debt
are a problem for many lower-middle-income and least developed countries. Growth in transport and
tourism lags almost everywhere, Asia and the Pacific must also overcome challenges in lingering supply
chain disruptions, shortages of key production inputs, spillover from the February 2022 Russian invasion
of Ukraine, global inflationary pressures, the rising costs of energy and food, and debt.

COVID-19 exacerbated inequalities within countries. White-collar workers were able to sustain incomes
by shifting to work-from-home as social distancing measures took over. But low-paid, low-skilled, blue-
collarworkers faced redundancy as factories, manufacturing plants, and offices closed. Worse still, frontline
workers saw working conditions grow more dangerous from infection and faced rising redundancies. Even
as the pandemic accelerated the shift to the digital economy, more than 2 billion adults in Asia still had
no access to the internet and 1 billion had no access to financial services. As countries struggle to recover,
poor access to the digital economy and lack of education on how to use it risk worsening inequality
between and within countries.

Many of the most severely affected manufacturing and services sectors were staffed by women. These
included textiles, apparel, footwear, tourism, travel, telecommunications, and health care. In prepandemic
Bangladesh, 80% of the workforce in the readymade garment sector were women. In the first quarter
of 2020, orders declined 45.8% compared to 2019, reaching an 81% contraction in April 2020 alone.
Order cancellations hurt women’s employment in Cambodia, Viet Nam, and several other countries in the
region. Women were also disproportionately harmed by the collapse of hospitality and tourism during the
pandemic, since they made up a large share of the workforce in those service subsectors.

Aid for trade should address inequality within the region. Globalization, trade liberalization, and financial
deregulation have created considerable inequality in Asia and the Pacific, exacerbated by COVID-19. To
benefit from trade liberalization, countries must be able to identify vulnerable sectors and respond by
upgrading skills, retraining workforces, and providing adjustment assistance. Trade liberalization needs to
be accompanied by policies and programs that promote inclusivity. Aid for trade should provide much
more analysis of inequality and the means to overcome it.

Aid for trade can support trade liberalization and access to digitalization and provide adjustment assistance
to affected sectors. These three areas are key to future growth in the region. Aid for trade, particularly
category 1, trade policy and regulations and category 4, adjustment assistance need to be reconfigured
and increased to support recovery. Aid for trade expenditures on the digital economy could be increased
and applied to enabling universal access.

Aid for trade can help deepen intraregional trade. Exports from the Asia and Pacific region are still
concentrated on the United States and the People’s Republic of China. Considerably more work is

xiii
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needed in raising living standards to grow and diversify regional markets, through creating value-
added products, high-quality jobs, and skills training in digitalization. More work is needed on creating an
enabling environment for global value chain investment, liberalization of trade in intermediate goods, and
regulatory clarity and coherence in the emerging digital economy. Aid for trade can help countries build
capacity to meet these challenges.

Tradeagreementsplayedakeyrolein maintainingeconomicactivity duringthe pandemicandwill continue
to do so in the future. The region is home to mega-regional trade agreements—the Comprehensive
and Progressive Agreement for Trans-Pacific Partnership and the Regional Comprehensive Economic
Partnership—along with many bilateral and regional trade agreements. Twelve new agreements entered
into force during COVID-19. Five other agreements were signed or concluded negotiations. Trade
under trade agreements was more resilient than trade not under trade agreements. The potential for
economic growth under trade agreements is enormous if countries are able to (i) benefit from them,
(i) negotiate access on favorable terms, and (iii) enhance regulatory convergence.

Aid for trade is needed to help identify the costs and benefits of trade agreements. Amid stalemate at
the World Trade Organization (WTQO), many countries now lack a benchmark from which to assess the
costs and benefits of the new agreements. In many regions, regional trade agreements infamously offer
a “noodle bowl” of overlapping rules and regulations. Some agreements liberalize trade rules, others less
so; the difference is often in the fine print of the agreements on rules of origin, cumulation, nontariff
measures, and a host of other regulatory issues.

Aid for trade can help regional trade grow and develop by using better-evidenced approaches to the
design, negotiation, and implementation of trade agreements. Countries enter into trade agreements
hoping to participate in the most effective trade regimes. However, new agreements do not always
bring additional market access over the existing ones, resulting in low preference uptake. Regulatory
convergence, a key element in attracting investment and building digital capacity, is even more opaque,
and much more work is needed to determine which agreements improve convergence and coherence
and which do not.

Aid for trade should help make trade agreements transparent. Trade agreements should be quantified
and assessed for their contribution to growth and development, and their impact on inequality and
sustainability. Governments need to have a better idea of best practices in negotiating and implementing
trade agreements. Small, medium-sized, and even micro enterprises, so important to Asia and the Pacific,
need user-friendly information to take advantage of regional trade agreements. Aid for trade could shift
from explaining trade liberalization and trade agreements to a more rigorous, research-based approach.
Engaging experts, aid for trade could support activities to (i) quantify and assess costs and benefits of
existing and new agreements and their potential for economic growth, (ii) estimate preference utilization,
and (iii) assess degrees of regulatory convergence..

Aid for trade could support developing economies overcome graduation and preference erosion. Least
developed country graduation is an overarching objective of the international community. Graduation
means that countries are growing economically and are making progress in meeting the Sustainable
Development Goals (SDGs). Market access in the form of unilateral and/or nonreciprocal preferential
tariff treatment for products originating in LDCs is one of the most utilized special and differential
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treatment provisions in the WTO. Graduating countries will eventually lose highly preferential access,
which is a key, and in some cases the main driver of economic growth. Preference erosion is also driven
by the proliferation of regional trade agreements (RTAs) in Asia and the Pacific. Aid for trade can help
graduating LDCs and developing countries explore policy options and identify new market access
opportunities through regional cooperation and RTAs.

Aid for trade could level the playing field between small countries negotiating with larger countries or
clarify the issues for small countries negotiating with each other. To do so, it could provide well-researched
and quantified evidence of costs and benefits—that is, what agreements will deliver and what countries
may lose. This shift to a win-win approach to trade negotiations and trade agreements is in the interest of
all countries; the failed Doha Round ended because some countries simply had too much to lose from the
outcome. A more evidence-based approach can help all countries maximize benefits.

Only 0.4% of aid for trade goes to digital economy issues—yet more digitalization means more trade.
The WTO rules in the General Agreement on Trade in Services do not address the new challenges of the
digital economy. From 2005 to 2019, trade in services in the region almost tripled, and trade in digitally
deliverable services expanded from $403.4 billion in 2005 to $1.4 trillion in 2019. Digital services trade
holds substantial promise for developing Asia and the Pacific. Countries with better digital connectivity
have greater trade openness and sell more products to more markets. Digitally deliverable services trade
proved more robust and resilient during the pandemic.

Aid for trade can help developing countries, particularly the least developed, engage in the digital economy.
Countries that lack the infrastructure, human capital, and regulatory environment to trade digitally may
suffer a “digital divide” that erodes their resilience to future shocks. Many countries in the region need aid
for trade to support them in meeting challenges including digital connectivity, infrastructure, access to
technologies, and digital literacy and skills.

Aid for trade can help identify regulatory heterogeneity and ways to promote cooperation and coherence.
Digitalization can offer specific advantages for small enterprises and women entrepreneurs. However,
regulatory heterogeneity can add to the costs of exporting, with small businesses least able to absorb the
high fixed trade costs. Regulatory barriers are emerging in many countries. Micro, small, and medium-
sized enterprises (MSMEs) make up 97% of regional businesses and employ 69% of the workforce in Asia.
Regulatory barriers pose a serious risk to growth and employment in MSMEs. Digitally delivered services
face a range of barriers in international markets, and services exporters can struggle if regulatory settings
at home or in foreign markets are diverse, opaque, and costly.

Aid for trade could support the design and implementation of trade and digital agreements by developing
international, regional, and national capacities to analyze and assess trade and digital agreements,
disseminate useable information on them, and enhance the capacity of governments to negotiate in
their best interests. How aid for trade might be deployed to ensure that trade and digital agreements
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are effective in promoting both trade and inclusive economic growth are the subjects of the first four
chapters of this report.

Chapter 5 then proposes revised directions in aid for trade along the following lines:
e Building technical tools and knowledge to support policy dialogue and awareness raising
*  Country-specific technical assistance and capacity building
e Trade adjustment assistance

* Reorienting aid for trade from “hard infrastructure” toward supporting effective policy
development and regulatory coherence, and promoting regional or subregional approaches for
cross-border related issues

The report highlights the importance of the Aid for Trade Initiative for development in Asia and the
Pacific and recommends ways to refocus and modernize it. By supporting trade and investment, aid
for trade can reduce vulnerability, strengthen resilience, foster economic growth, and help developing
Asia meet its SDGs. The initiative needs refocusing and modernizing. It dates back to 2005, and must
now better reflect new economic and trade realities. For this purpose, multilateral, regional and bilateral
cooperation is needed among donors and recipient countries, thus ensuring sustainable and inclusive
development for all.
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1. Aid for Trade in the Context

of COVID-19

The coronavirus disease (COVID-19) pandemic revealed weaknesses in the international trading system.
Trade performance was severely impacted by supply chains disruption and labor shortages. There were
production delays and economic woes across the world. The pandemic also exposed structural issues
related to aid for trade support programs as fiscal policies and the traditional aid for trade assistance
proved to be insufficient to support trade recovery. In the last 2 decades, most of aid for trade has been
directed toward economic infrastructure. Yet, the global trade landscape has changed: bilateral, regional,
and plurilateral trade agreements have increased in number and scope, countries have relied on trade
policy measures to respond to crisis, and the growing importance of the digital economy creates new
challenges. These changes highlight an overdue need to refocus the aid for trade program. Developing
countries need support in “soft” infrastructure to be provided with the necessary policy and regulatory
tools to effectively reap the benefits of international trade.

1.1 COVID-19 Trade and Fiscal Policy Responses
1.1.1 Trends and Impact of COVID-19 on Merchandise and Services Trade

Introduction

Economic growth in developing Asia rebounded strongly to 7.1% in 2021 from 0.9% in 2020, and may
grow to 5.1% in 2022, boosted by increasing domestic demand and healthy exports. However, Asia and
the Pacific now faces renewed challenges in its recovery from COVID-19 with lingering supply chain
disruptions, spillovers from the Russian invasion of Ukraine in February 2022, and global inflationary
pressures. Recovery from the pandemic is particularly uneven among countries in the region. Increasing
trade-led growth and trade openness will be an important part of the recovery.

Trade performance

Asia and the Pacific’s share of global trade grew markedly from 2005 to 2020 (Figures 1.1 and 1.2). In the
period before and during the COVID-19 crisis, 2018-2020, the region’s share of world merchandise exports
rose just 2.6 percentage points, slower than in previous years. Its share of global merchandise imports
stabilized around 34% in that period. However, during 2019-2020, the value of global merchandise trade
dropped sharply, by around 7%-8%. And in 2020, the region’s share of global imports of services dropped
to its lowest level in 7 years while its share of services exports remained stable around 25% (Figure 1.2).
The values of exports and imports of services declined 20%-23% during 2019-2020, a decline similar to
the total global decline in services trade during the same period. The contraction in trade notwithstanding,
Asia and the Pacific was the world’s most resilient region during the pandemic, experiencing the slowest
decline of exports and imports by value.
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Figure 1.1: Share of Asia and the Pacific in Global Merchandise Trade
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Figure 1.2: Share of Asia and the Pacific in Global Services Trade
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Wide disparities in trade performance existed within Asia and the Pacific during 2019-2020. Trade in all
subregions contracted during the pandemic, with sharper declines in services trade (Figure 1.3). Among
the subregions, the reduction in trade at the onset of the pandemic was sharpest in the Pacific developing
member countries: merchandise imports declined 27.3% and exports 18.7%, and the value of services
exports fell 64.3% during 2019-2020. Central Asia was the second-hardest-hit subregion: merchandise
exports declined 18.1% and services exports 37.4% in the same period.
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Figure 1.3: Merchandise and Services Trade Value, 2019-2020
(constant 2019 $, annual change %)
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Exports for all merchandise subsectors declined during 2019-2020, with the exception of textiles,
machinery, and transport equipment, which grew marginally. Trade in fuels and mining products, which
represented more than two-thirds of trade in primary products in 2019, decreased by approximately
20%. Conversely, machinery and transport equipment, which accounted for more than half of trade in
manufactures, grew in current value. Trade in manufactures did not decline as sharply as trade in raw
materials and services.

As aresult of cross-border restrictions during the pandemic, trade in travel services, the services subsector
with the second-highest value in 2019 (25.5% of exports and 30.0% of imports), fell by more than half
during 2019-2020 (Figure 1.4). Within trade in travel services, business, and personal services fell more
than 70%, and the value of tourism-related services in travel and passenger transport fell more than 99%.

Figure 1.4: Annual Change in Trade Value by Subsector, 2019-2020
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Merchandise trade

Manufacturing has dominated Asia trade since 2005. Machinery and transport equipment represent the
bulk of manufacturing trade (59.2% in 2020); within this subsector, the share of integrated circuits and
electronic components increased continuously from 2012 (+9.8 percentage points) to reach 30.1% of
manufacturing trade in 2020. The manufacturing sector, which accounted for about two-thirds of total
trade in 2005, declined steadily to 60.2% of total trade in 2019. The share of services trade grew during the
same period. During 2019-2020, the share of manufactures rose 4.3 percentage points while the share of
services fell 3.1 percentage points. The total value of manufacturing trade contracted more slowly (-0.7%)
than trade in services (-21.2%) during the pandemic.

Exports from all merchandise subsectors declined during 2019-2020, with the exception of textiles,
machinery, and transport equipment. Trade in fuels and mining products, which represented more
than two-thirds of trade in primary products in 2019, decreased about 20%. Conversely, machinery and
transport equipment, which accounted for more than half of trade in manufactures, grew in current value.
As aresult, trade in manufactures did not decline as sharply as trade in raw materials and services.

Services

Services trade varied considerably. Trade in transport and tourism declined sharply, with negative
implications for tourism-dependent economies and Pacific island countries. Digitally delivered services
increased rapidly.

In 2020, at the height of the pandemic, Asia and the Pacific’s share of global service imports dropped
to its lowest level in 7 years, while its share in services exports remained stable at around 25%. With
cross-border restrictions during the pandemic, trade in travel services (25.5% of exports and 30.0% of
services imports) declined more than half during 2019-2020. Trade in travel, business, and personal
services fell more than 70% while the value of tourism-related services in travel and passenger transport
fell by more than 99%. Conversely, trade in digitally delivered services increased possibly by as much as a
decade’s worth of growth in 2 years.

Between 2019 and 2020, the countries most affected by the downturn in services trade included nine
small Pacific island countries (Fiji, Kiribati, the Marshall Islands, Niue, Palau, Papua New Guinea, Samoa,
Solomon Islands, and Tonga); Maldives in the Indian Ocean; and three landlocked developing countries
in Central Asia (Azerbaijan, Kazakhstan, and Turkmenistan).

Trade openness

Trade openness in all subregions contracted during the pandemic, with sharper declines in the services
trade. Since 2018, the costs and time to trade associated with inspection procedures, customs clearance,
and documentary compliance with rules of the destination, proof of origin, and transit countries, declined
markedly in Asia and the Pacific. Since 2018, average export costs declined 7.8% and import cost 6.2%.
Services trade barriers also declined, but more slowly.

South Asia recorded the highest combined reduction in time to trade (Figure 1.5). During 2018-2020,
the average combined time to export and import fell 21.4%. By contrast, the reduction was smallest in the
Pacific (-4.5%), followed by Central Asia (-12.5%). The Pacific was the only subregion where trade costs
in current United States (US) dollars rose during 2019-2020 (+0.6% for exports and +2.1% for imports).
In Asia and the Pacific, average export costs declined 7.8% and import costs 6.2%.
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Figure 1.5: Average Time and Cost to Trade by Subregion, Documentary,
and Border Compliance, 2015-2020
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However, data from the Organisation for Economic Co-operation and Development (OECD) Services
Trade Restrictiveness Index show that removal of trade barriers declined during the pandemic.
Restrictions on trade in services fell for the vast majority of categories during 2014-2021. Openness in
13 out of 22 categories also declined during 2018-2021. In particular, trade openness declined in 80%
of the categories listed in the transport and distribution supply group: notably, the air transport index
declined by 0.015 from 0.474 to 0.459 from 2014 to 2017 but remained stable between 2018 and 2021.

While WTO rules permit use of trade restrictions in public emergencies, they require these to be
temporary, lasting only for the duration of the crisis. Export controls can lead to negative spillovers,
including constraining the ability of firms to ramp up production. This, in turn, results in increased prices
and impedes the ability of other countries to import supplies. Trade restrictions may impede the flow
of trade without necessarily meeting their objective of increasing domestic consumption or consumer
protection, as discussed in the next section.


https://stats.wto.org/

Aid for Trade in the Context of COVID-19

During emergencies, open trade can be pivotal in ensuring the supply of essential goods get to
where they are needed, such as medical supplies and food. In response to the COVID-19 pandemic,
countries implemented temporary trade liberalizing and trade-restricting measures on essential items,
particularly medical products and food. Countries imposed most trade policy measures, multilateral and
bilateral, during the first peak of the pandemic, March 2020, and/or in months immediately following
(Figure 1.6). However, the introduction of new trade policy measures has slowed significantly since 2020.
Many countries reverted to the precrisis status quo in trade policy measures by 2021 as their ability to
manage the pandemic progressed.

Figure 1.6: Evolution of Aggregate Measures over Time by Type
and Global Trade Alert Classification, 2020
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Countries with the highest number of COVID-19 cases instituted a greater number of trade liberalizing
and trade-restricting, both multilateral and bilateral. Some heavily affected countries chose to control
trade in food products to meet domestic needs and protect local producers. Medical goods attracted
a greater proportion of liberalizing policy measures (68%) aimed at facilitating essential imports and to
meet the surge in both domestic and international demand.

Authorities implemented many policy measures to liberalize exports and imports of food and medical
goods. Many measures restricting trade in medical goods in 2020 were no longer in force by 2021,
conversely, about half of measures imposed to restrict trade in food products in 2020 remained in force
in 2021.

Developing Asia introduced most multilateral measures, restrictive and liberalizing, while developed
Asia instituted bilateral trade-liberalizing measures. Developing Asia implemented about twice as many
multilateral trade liberalizing measures as trade-restricting measures, although bilateral trade policy
measures demonstrated a more varied profile. Countries either liberalized bilateral imports or restricted
exports to meet increased domestic demand during the peak of the crisis. Over time, the number of export
restrictions declined drastically.
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A comparison of the number of COVID-19 cases in each of the Asian Development Bank (ADB) members
(Figure 1.7), found a positive relationship between the higher number of import-liberalizing measures
and a high incidence of infections. The People’s Republic of China (PRC), India, and Indonesia had the
highest number of cases and of trade-restricting measures. The number of trade-liberalizing measures
also increased as the number of cases dropped.

Figure 1.7: Trade Measures versus Total COVID-19 Cases in 2020
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Trade-restrictive and liberalizing measures included 112 import policy reforms implemented across
22 jurisdictions. Many liberalized imports of drugs and medicines (including vaccines), medical
consumables, and medical equipment. There were also 23 export controls aimed at restricting exports
of these medical products. Among ADB developing member countries (DMCs), Bangladesh, Indonesia,
the PRC, and Thailand displayed the most policy activity, closely followed by India and Uzbekistan
(Figure 1.8a). For food products, 13 DMCs imposed 44 import policy reforms to restrict imports, and
37 policy reforms to liberalize food imports. Only 11 export control measures were imposed, 50% of
which restricted food exports. In South Asia, Pakistan and Sri Lanka implemented a number of policy
measures, 18 and 13 measures, respectively. While Pakistan mainly liberalized import of food products,
Sri Lanka tended to restrict such imports (Figure 1.8b).

In all countries, measures varied across the 12 months of the year. As expected, authorities imposed most
import measures on medical products in March 2020 and in the months that followed to meet growing
demand for medical goods around the world during the first peak of the pandemic. In March, 73 import
policy measures were applied on medical consumables, medicines, and drugs and medical equipment.
On the export side, measures to liberalize exports of medical products surged in March and August to
ensure global demand was met for essential items, central to containing the spread of the disease. For food
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products, the number of import measures outweighed the number of export measures throughout the year.
This was especially true during March-August, when authorities imposed over 85% of the import policy
measures, with the highest spike in March, with 31 measures applied across 13 jurisdictions. Authorities
also implemented a large majority of export measures on food products during the same period, making it
the most active period for trade policy activity in response to the pandemic.

Figure 1.8a: Measures Imposed on Medical Figure 1.8b: Measures Imposed on Food
Products by Type and Implementing Products by Type and Implementing
Jurisdiction Jurisdiction
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Impact

During the pandemic, governments imposed export control measures and requisitioned domestic
supplies of essential goods. Such policies tended to exacerbate rather than facilitate provision of vital
equipment to health care workers by increasing prices and market volatility, and distorting investment
decisions. A structural gravity model analyzing the passthrough between trade policy and trade suggests
that they may not have yielded expected outcomes. Appendix 1 discusses the methodology applied and
detailed regression results.

In summary, among bilateral measures, import liberalization increased bilateral exports by 8.4%; bilateral
exports of medical products by 11.0%; and of medical consumables by 5.4%. Counterintuitively, however,
bilateral import restrictions increased bilateral imports of food products and raised bilateral imports
and medical exports; all results were estimated at the 1% level of statistical significance. Bilateral export
liberalization undertaken during 2020 reduced medical equipment exports in the following months,
though the result is only weakly significant.
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Exports of drugs and medicines and imports of food products did not necessarily respond to policy
measures along expected lines (food imports were more consistent with traditional theory), suggesting
that other, short-term or political economy factors likely determined the trade policy passthrough to
trade flows. Targeting aid for trade (AfT) at trade policies and regulation may not be optimal for these
products; more direct aid interventions aimed at building productive capacity or improving the social
and economic infrastructure may be more appropriate to attain desired outcomes.

While DMCs made use of multilateral and bilateral policy measures to ensure supply of essential
products during the pandemic, these efforts may not have always yielded the desired outcome. This has
implications for DMCs that are particularly reliant on trade policy as an instrument, and for AfT donors
in the context of aid design and implementation.

Accommodating policy support and prospects for recovery buoyed financial conditions in the first half
of 2021. However, financial uncertainties have emerged as inflation concerns in advanced economies
have signaled early monetary policy normalization. This scenario may lead to tighter liquidity, lower
capital inflows, and weaker regional currencies. Higher interest rates, coupled with growing debt from
governments and corporations, may also lead to higher borrowing costs and payment difficulties.

Many governments reacted to the sharp economic decline precipitated by the pandemic by providing
support to households and businesses. The support package generally comprised wage support for
workers, tax relief for companies, and direct income to households. By March 2021, the Asian member
economies of the Asia-Pacific Economic Cooperation (APEC) forum had announced policy packages
of $3.29 trillion, or 17.2% of regional gross domestic product (GDP), according to the ADB COVID-19
Policy Database. Much of this support focused on providing direct income support to households
and firms.

Developed economies in Asia and the Pacific had the fiscal resources to provide these support packages;
many developing economies did not. According to the International Monetary Fund Fiscal Monitor,’
average additional spending and foregone income among G20 advanced economies was 12.9% of GDP
from January 2020 to June 2021.2 In contrast, the corresponding figures for emerging economies is 4.3%
of GDP and 3.2% for low-income economies.

The additional spending has reduced the fiscal space of countries, which was exacerbated by the
reduction in tax revenues from slower economic activity. According to the World Bank and International
Monetary Fund’s joint Debt Sustainability Framework for Low-Income Countries, many such countries
were already at high risk of debt distress, including DMCs such as the Lao People’s Democratic Republic
(Lao PDR), the Marshall Islands, Papua New Guinea, Samoa, Tajikistan, and Tuvalu. The COVID-19
support packages have increased government indebtedness and may reduce financial resources to
implement other government priorities.

' Source: See International Monetary Fund Fiscal Monitor Database of Country Fiscal Measures in Response to the COVID-19
Pandemic. https://www.imf.org/en/Topics/imf-and-covid19/Fiscal-Policies-Database-in-Response-to-COVID-19  (accessed
May 2022).

2 The G20 advanced economies are Australia, Canada, the European Union, France, Germany, Italy, Japan, the Republic of Korea,
Spain, the United Kingdom, and the United States. The average number includes spending on the health sector (2%) and
nonhealth sector (10.9%).
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These responses are straining governments’ fiscal positions. Sharply slower economic growth and fiscal
stimulus are raising public debt ratios. The COVID-19 pandemic sharply lowered short-term growth
forecasts across the region. Falling fiscal revenue coupled with unplanned spending and countercyclical
policies used to stem the crisis will sharply widen primary deficits. The average public debt ratio among
APEC’s Asian member economies is projected to reach 47.8% of GDP by 2021, up sizably from 40.6% of
GDPin 2019.

Inward foreign direct investment suffered during the pandemic. A silver lining has been investments into
digital services sectors—such as telecommunications and information services, financial services, and
other business services that proved more resilient than manufacturing and nondigital services sectors.
Regional cooperation will be essential to facilitate investment into these sectors and to balance investment
openness with regulatory measures.

The tight fiscal space among the developed economies will have implications for future AfT flows.
Governments may reduce their development assistance, exacerbating already insufficient financing for
developing countries. Governments may also pivot their AfT program or prioritize certain countries and
topics due to constrained budgets. For example, Australia has provided significant budget support toward
keeping core services (such as healthcare) going in the Pacific in response to the COVID-19 pandemic.3

Even prior to 2020, the amount of domestic and external financing for developing countries was
inadequate to support spending on the Sustainable Development Goals. If the OECD/Development
Assistance Committee members maintain their 2019 official development assistance (ODA) as a share
of gross national income, total ODA may decline by $11-$14 billion (OECD 2020). The 2009 financial
crisis offers insight into how economic recessions can affect AfT to developing Asia. During that time
(2008-2009), the commitments by committee members to all recipient countries fell by 6% from
$157.87 billion in 2008 to $148.48 in 2009. The commitments remained stagnant around 2009 levels
during 2010-2013, and only surpassing 2008 commitment levels in 2015.

Aid for Trade is important for developing countries to tackle the changing trade environment,
including the lingering COVID-19 pandemic, which has raised inequalities, disrupted supply chains,
and accelerated movement toward the digital economy. It is essential for AfT to help countries and
regions adjust as efficiently as possible and benefit from the rules, regulations, and requirements of
the global value chain trade landscape and the new digital economy. Aid for Trade in trade and digital
agreements is required to build resilience and robustness in the most vulnerable economies and fulfill
the requirements of specific SDG targets. These include:*

e SDGtarget 17.11 aiming to “significantly increase the exports of developing countries, in particular
with a view to doubling the least developed countries’ share of global exports by 2020.”

* SDG target 1712, which requires “the timely implementation of duty-free and quota-free
market access on a lasting basis for all least developed countries, consistent with World Trade
Organization decisions, including by ensuring that preferential rules of origin applicable to

3 In October 2020, Australia approved a large package to the Pacific in response to COVID-19 with A$100 million for
2020-2021, A$304.7 million for 2021-2022 and A$525 million for 2022-2023.

4 Thelistis not exhaustive. Trade and digital agreements contribute to a wide range of SDGs, particularly 8,9,10, and 17.

1
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imports from least developed countries are transparent and simple, and contribute to facilitating
market access.”
* SDG target 17.7 to “promote the development, transfer, dissemination, and diffusion of
environmentally sound technologies to developing countries on favorable terms, including on
concessional and preferential terms.”

From 2002 to 2019, AfT flows to Asia and the Pacific almost tripled to $16 billion in 2019, but then
declined 5% during 2019-2020. The region was the second-highest recipient of AfT disbursements
in the world after Africa (Figure 1.9). While the region’s average share in total AfT inflows was 40.8%
during 2002-2004, that number declined to 32.2% in 2011-2013 (Figure 1.10). Subsequently, this share
increased slightly to 35.3% in 2017-2019. However, 2020 marked a trend reversal, as the region’s share
reverted to its 2011-2013 level.

5

Figure 1.9: Aid for Trade Disbursements by Region, 2002-2020
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Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

Figure 1.10: Distribution of Aid for Trade Disbursements by Region, 2002-2020
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Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

Calculations in this section only include developing economies. Economies not receiving aid are therefore excluded, namely,
Brunei Darussalam; Hong Kong, China; the Republic of Korea; Singapore; and Taipei,China.
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Aid for trade is unevenly distributed within Asia and the Pacific

The volume of aid for trade to South Asia increased substantially (230%) during 2002-2019, but the
region also had the second-largest decrease during 2019-2020 (10.3%) after the Pacific (17.9%) among
all subregions (Figure 1.11). Between 2006 and 2019, per capita AfT inflows tripled in Central Asia and the
Pacific, and more than doubled in South Asia. However, per capita AfT flows in the Pacific also dropped
most during 2019-2020 (19.3%), followed by South Asia (11.3%) and Southeast Asia (1.0%), while the
ratio increased in Central Asia and East Asia.

Figure 1.11: Aid for Trade Flows to Asia and the Pacific, 2002-2020
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GDP = gross domestic product, ODA = official development assistance.
Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

Following the COVID-19 crisis, the Pacific and South Asia were the only two subregions in which aid
for trade declined as a percentage of GDP, because GDP declined slower than AfT flows in both
subregions. From 2002 to 2019, the share of aid for trade in total ODA disbursements increased in
four of the five subregions. The value of AfT disbursements increased 74.0% and the sector’s share
in total ODA rose by 11.2 percentage points from 2009 to 2019 in these four subregions combined.®
East Asia is the exception, as the sector’s share in the region declined 5.1 percentage points from 2002

Simultaneously, disbursements to social infrastructure and services—which include aid directed to health, education, water
supply and sanitation, government, and civil society—stabilized at around $14-$16 billion. The sector’s share dropped
7.8 percentage points from 2009 to 2019. As a result, aid for trade became the first category in ODA disbursements in 2019
instead of social infrastructure and services, which prevailed from 2009 to 2018.
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to 20187 The year 2020 marks a turning point, as the share of AfT in total ODA disbursements
dropped in all five subregions. The decline was sharpest in the Pacific (14.1 percentage points), followed
by Southeast Asia (11.6 percentage points), Central Asia (5.8 percentage points), and South Asia
(5.6 percentage points). These declines are due to the dramatic growth in total ODA in most regions
during 2019-2020. Total ODA increased by more than 20% in Central Asia, East Asia, the Pacific, and
Southeast Asia, mostly driven by social infrastructure and services.® For South Asia, ODA increased
about 4%, but, as shown above, AfT flows declined 10.3%. The COVID-19 pandemic most likely
precipitated the decline in AfT flows into Asia and the Pacific, restricting the supply of aid (as donors
diverted aid flows to combatting the pandemic) and disbursement flows (as recipients struggled to
implement projects amid social restrictions and the competing health crisis).

In 2020, South Asia received the bulk of AfT directed to Asia and the Pacific (53%), followed by
Southeast Asia (29.6%), and Central Asia (10.3%) (Figure 1.12). During 2005-2009 to 2015-2019,
South Asia rose 7.5 percentage points, the Pacific 1.2 percentage points, and Central Asia 1 percentage
point. Southeast and East Asia’s shares in total AfT regional disbursements continuously dropped
during the same period. Changes in 2020 exacerbated this trend, as the share of Central Asia and South
Asia further increased while East Asia and Southeast Asia both declined. The Pacific’s share almost
remained equivalent to its 5-year average for 2015-2019.

Figure 1.12: Distribution of Aid for Trade Flows to Asia and the Pacific by Subregion,
2005-2020 (%)

2005-2009 2010-2014 2015-2019 2020
7.8 8.1 8.8 10.3
3.4
v /3.2
104 v
336 / 34.1% / 30.8 296 /
454 49.3 529 53.0
@ Central Asia East Asia (@ Pacific South Asia Southeast Asia

Note: Period averages are calculated using constant 2020 United States dollars.
Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

At a more granular level, Table 1.1 shows that countries located in South and Southeast Asia are the major
regional recipients of AfT flows. Nine of the top 10 recipient countries during 2017-2020 were located in
these two subregions, while 7 of the bottom 10 were in the Pacific.

While AfT disbursements declined in East Asia from 2002 to 2019, disbursements to the first category in volume, namely, social
infrastructure and services, remained around $1.0-$1.5 billion. As a consequence, the share of AfT in total ODA dropped.
Social infrastructure and services increased about one-third in Central Asia and the Pacific, 11% in East Asia, 14% in South Asia,
and 46% in Southeast Asia from 2019 to 2020.
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Table 1.1: Top 10 and Bottom 10, Selected Aid for Trade Indicators, 2017-2020
(annual averages)

Top 10 Top 10 Top 10 Top 10
India 3,532.1 Niue 2,823.5 Tuvalu 25.511 Thailand 61.5
(-29.0) (-27.4) (-0.04) (-9.1)
Bangladesh 2,169.7 Nauru 1,621.8 Niue 18.965% India 58.7
(+25.0) (-80.4) (-11.6)
Viet Nam 1,393.5 Tuvalu 995.6 Nauru 14.528 Uzbekistan 58.2
(+14.1) (-0.5) (-26.4) (-12.2)
Pakistan 1,110.2 Palau 705.2 Kiribati 12.825 Viet Nam 48.5
(-20.3) (+138.6) (-7.1) (+3.7)
Indonesia 1,073.1 Tonga 409.7 Tonga 8.470 Maldives 44.5
(+16.9) (-52.4) (-6.0) (-17.4)
Myanmar 784.9 Cook Islands 297.2* Samoa 6.442 Tajikistan 43.7
(+20.4) (-5.4) (-20.4)
Afghanistan 779.3 Samoa 279.6 Vanuatu 5.836 Philippines 41.9
(-4.0) (-72.5) (-0.3) (-37.1)
Uzbekistan 661.9 Kiribati 218.9 Micronesia, 5.723 Nauru 41.7
(-3.4) (-57.7) FS (-3.5) (-45.0)
Philippines 600.1 Micronesia, 206.8 Palau 4.619 Bhutan 41.0
(-41.2) FS (-49.0) (+5.7) (-6.2)
Nepal 474.7 Vanuatu 181.3 Solomon 4.345 Indonesia 40.8
(+0.9) (-15.4) Islands (-2.9) (-21.4)
Bottom 10 Bottom 10 Bottom 10 Bottom 10
Micronesia, 23.4 Azerbaijan 8.1 Srilanka 0.368 Kyrgyz 25.6
FS (-48.4) (+67.2) (+0.02) Republic (-9.6)
Nauru 17.4 Philippines 5.6 Azerbaijan 0.181 PRC 23.0
(-80.3) (-42.0) (+0.15) (+2.6)
Palau 12.7 Pakistan 5.2 Philippines 0.162 Micronesia, 21.5
(+139.8) (-21.9) (-0.1) FS (-22.7)
Tuvalu 11.5 Thailand 4.2 India 0.126 Fiji 20.9
(+0.7) (-19.7) (-0.02) (+7.9)
Marshall 9.9 Indonesia 4.0 Indonesia 0.099 Cook Islands 19.3%
Islands (+22.1) (+15.7) (+0.02)
Kazakhstan 9.7 India 2.6 Thailand 0.056 Turkmenistan 18.8
(-17.6) (-29.7) (-0.005) (+29.3)
Malaysia 9.6  Turkmenistan 1.1 Turkmenistan 0.010* Afghanistan 18.7
(-19.9) (+1071.0) (+0.2)
Turkmenistan 6.3 Kazakhstan 0.5 Kazakhstan 0.005 Marshall 11.0
(+1088.6) (-18.6) (-0.001) Islands (-9.7)
Cook Islands 5.7* Malaysia 0.3 Malaysia 0.003 Malaysia 10.1
(-20.9) (-0.0002) (+0.5)
Niue 5.2 PRC 0.2 PRC 0.002 Kazakhstan 8.4
(-26.4) (+20.3) (+0.0004) (-3.0)

AfT = aid for trade, FS = Federated States, GDP = gross domestic product, ODA = official development assistance, PRC = People’s Republic of China,
2 Annual average is for 2017-2019 instead of 2017-2020 due to missing data for 2020.
Notes: Four-year averages calculated using 2020 constant United States dollars. Numbers in parentheses are percentage changes for total aid for
trade ($) and per capita ($) and the percentage-point change for % of GDP and % of ODA during 2019-2020.
Sources: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022); World Bank. World Development Indicators,
https://databank.worldbank.org/ (accessed April 2022); for Cook Islands’ population and GDP: ADB. Key Indicators for Asia and the Pacific 2021.
https://www.adb.org/publications/keyindicators-asia-and-pacific-2021 (accessed April 2022).
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However, accounting for population size and GDP, a more nuanced picture emerges. Pacific countries
represented all of the top 10 countries with the highest per capita AfT inflows and AfT inflows as a
percentage of GDP. Aid for trade in all these countries, except Palau, declined significantly during 2019-
2020. India, ranked first in total AfT inflows in 2020, was among the last countries on aid for trade per
capita and relative to GDP. Indonesia and the Philippines also ranked in the bottom 10 for these two
indicators, while the two countries were among the major recipients of total AfT disbursements.

Aid for trade represented more than half of total ODA disbursements received by Thailand, India, and
Uzbekistan in order of disbursements. By contrast, three Central Asian countries (the Kyrgyz Republic,
Turkmenistan, and Kazakhstan) and four Pacific countries (Micronesia, Fiji, Cook Islands, and the Marshall
Islands) were classified among the bottom 10 of this category. Aid for trade accounted for less than 26%
of total ODA in these economies.’

Turkmenistan and Kazakhstan, two Central Asian countries classified as landlocked developing countries,
as well as Malaysia, were among the bottom 10 of all four categories. Almost all indicators in Malaysia and
Kazakhstan declined significantly during 2019-2020.

Most aid for trade is directed to economic infrastructure while flows targeting trade policies
and regulations remain limited

The portion of ODA going to AfT in Asia and the Pacific rose to 40% in 2019. However, this share
dropped considerably following the COVID-19 crisis, and the magnitude of this decline was larger for
Asia and the Pacific countries (7.5 percentage points) compared with all developing economies taken
together (2.3 percentage points). The 6% decline in total AfT in Asia and the Pacific during 2019-2020 is
entirely attributable to the decrease in disbursements directed to the economic infrastructure category
(13.1%). By contrast, disbursements targeting the building productive capacity category increased 13.6%
(Figure 1.13). Disbursements to the trade policies and regulations category also rose during the same
period (30.9%) but it did not recover to its 2018 levels.

Economic infrastructure remains the largest category in cumulative AfT disbursements. In 2020, official
donors disbursed more than $10 billion to support economic infrastructure in Asia and the Pacific. The
category accounted for 71.4% of the regional AfT disbursements over 2017-2019 (Figure 1.14), which was
about 16 percentage points above the corresponding share for all developing economies.

On average, building productive capacity accounted for a significantly smaller share of total AfT
disbursements in Asia and the Pacific (30.9%) compared to all developing economies taken together
as a group (43.1%) during 2010-2020. As Figure 1.14, the category’s share dropped from 2002-2004 to
2017-2019 (-16.9 percentage points) in Asiaand the Pacific as average disbursements directed to building
productive capacity grew at the slower rate (67.2%)'° than those targeting economic infrastructure
(250%) between the two periods.

?  Low shares indicate that aid and assistance is needed beyond trade-related issues. In 6 of these bottom 10 economies in AfT as

a percentage of ODA, social infrastructure and services accounted for 58%-74% of total ODA in 2019. By contrast, the countries
in the top 10 may receive a larger share of aid targeting trade due to the importance of trade in their economies or the potential
for trade to support development.

Average disbursements to building productive capacity more than doubled for all developing economies taken as a group
between the same two periods (+160%).
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Figure 1.13: Aid for Trade and as a Share of Official Development Assistance, 2002-2020
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Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

Figure 1.14: Distribution of Aid for Trade Inflows to Asia and the Pacific by Category
(3-year averages)
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Note: Three-year averages are calculated using constant 2020 United States dollars.
Source: Asian Development Bank calculations using data from the Organisation for Economic Co-operation and Development. Creditor
Reporting System. https://stats.oecd.org/Index.aspx?DataSetCode=CRS1 (accessed April 2022).
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Disbursements to trade policies and regulations more than halved in Asia and the Pacific from 2018 to
2020. While its 3-year average increased 1.4 percentage points from 2002-2004 to 2017-2019, the share
of trade policies and regulations fell to 1.3% in 2020.

Transport and storage and energy are the top sectors supported through aid for trade

As Figure 1.15 shows, the share of transport and storage markedly increased from 2005-2009 to
2015-2019 (6.9 percentage points) but its value in 2020 was 1.1 percentage points lower than its 5-year
average for 2015-2019. Energy, which made up the second-largest share (25.2%) in 2020, followed a
very similar trend, with a continuous rise from 2005-2009 to 2015-2019 and a decline (1.7 percentage
points) in 2020. The shares of agriculture (ranked third in size) and banking and financial services
(ranked fifth) declined between 2005-2009 and 2015-2019 but grew in 2020 (0.6 and 2.3 percentage
points, respectively).

Figure 1.15: Aid for Trade Flows to Asia and the Pacific by Broad Sector, 2005-2020
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Note: Period averages are calculated using constant 2020 United States dollars.
Source: Asian Development Bank calculations using data from the Organisation for Economic Co-Operation and Development. Creditor
Reporting System. https://stats.oecd.org/Index.aspx?DataSetCode=CRS1 (accessed April 2022).

Within economic infrastructure, the value of AfT disbursements grew in all broad sectors from 2005-
2009 to 2015-2019 (Figure 1.16, panel A). The share of transport and storage remained stable around
59%, the share of energy increased by 1.5 percentage points, while the share of communications decreased
1.7 percentage points (panel B). However, from 2019 to 2020, disbursements targeting communications
halved, while those targeting transport and storage decreased by 17%. Energy declined least (-3%) among
the three broad sectors.

Agriculture, banking, and finance, as well as industry, are the dominant broad sectors within the building
productive capacity category (panels C and D). Together, they accounted for approximately 80% of
disbursements in 2015-2019. The average shares of agriculture, banking, and finance and industry
increased from 2005-2009 to 2015-2019, while business and other services declined. In contrast with
economic infrastructure, the building productive capacity category grew from 2019 to 2020 (Figure 1.13).
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Figure 1.16: Aid for Trade Flows to Asia and the Pacific for Aid Categories
by Sector 2005-2020
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Among the broad sectors, banking and finance experienced the most marked growth as disbursements
almost doubled. The share of agriculture declined relative to its average for the period 2015-2019
(-4.2 percentage points). In addition, disbursements targeting tourism decreased by 18% from 2019
to 2020.

Trade policy and administrative management, as well as trade facilitation, dominate the trade policies
and regulations category (panels E and F). Together, these two components accounted for 95% of
disbursements targeting the category in 2020. The share of trade policy and administrative management
decreased between 2005-2009 and 2010-2014 before growing sizably from 2010-2014 to 2015-2019
(+12 percentage points). By contrast, trade facilitation declined 10 percentage points from 2010-2014 to
2015-2019.

Aid for trade targeted at regional trade cooperation and integration policies remains limited. Looking at
period averages, aid to support regional trade agreements," which represented 2.4% of total disbursements
directed to the category in 2020, increased threefold from 2005-2009 to 2015-2019. However, between
2015 and 2020, disbursements to the regional trade agreements subcategory more than halved. Overall,
from 2018 to 2020, the value of disbursements directed to the trade policies and regulations category
dropped considerably (Figure 1.13). Most of this decline was due to disbursements for trade policy and
administrative management, which decreased more than 70%, while trade facilitation increased 16%.
Consequently, the share of trade facilitation grew to reach 43.3% in 2020 and the share of trade policy
and administrative management declined to 51.7%.

As Figure 1.17 shows, AfT flows targeting the trade policies and regulations category are mostly directed
to individual countries. For example, country-specific disbursements accounted for 97% and 76% of total
AfT flows to the multilateral trade negotiations and trade facilitation subcategories in 2020. The regional
trade agreements subcategory is an exception as the bulk of aid is provided at the regional and subregional
levels. In general, subregional and regional aid dropped considerably in 2020 relative to the averages for
2015-2019. For regional trade agreements, regional aid halved, subregional aid decreased by 42% while
country-specific aid declined 24%. Regional aid directed to trade facilitation declined almost two-thirds.

" The subcategory also includes support to work on technical barriers, sanitary and phytosanitary measures, inclusion of special

and differential treatments, and elaboration of rules of origin.
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Figure 1.17: Aid for Trade Flows to Trade Policies and Regulations by Subcategory,
2005-2020 (constant 2020 $, million)
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Source: Asian Development Bank calculations using data from the Organisation for Economic Co-operation and Development. Creditor
Reporting System. https://stats.oecd.org/Index.aspx2DataSetCode=CRST (accessed April 2022).

Disbursements from multilateral organizations on the rise

The amount of aid for trade from donor countries located in Asia and the Pacific considerably increased
from 2002 to 2020 (Figure 1.18). Asia and Pacific donor countries were the fastest-growing group, as
disbursements made by these countries increased fivefold from 2002 to 2019, but contracted about 15%
from 2019 to 2020.

After initial growth from 2006 to 2015, disbursements from multilateral providers stabilized around
$5 billion between 2017 and 2019 and grew 9.6% during 2019-2020.

The year 2009 marks a turning point in the distribution of donors. The share of AfT disbursements from
donor countries not located in Asia and the Pacific decreased from 41.4% to 19.6% (-21.8 percentage
points) between 2009 and 2020. By contrast, the share of AfT disbursements from multilateral providers
(including ADB) increased 15.8 percentage points during the same period.
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Figure 1.18: Aid for Trade Disbursements to Asia and the Pacific by Type of Donors,
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A few countries and multilateral organizations account for most of regional disbursements. Germany,
Japan, the World Bank, and ADB represented about three-quarters of AfT disbursements to Asia and the
Pacific in 2020.

A Deeper Dive: Least Developed Countries in Asia and the Pacific

Asiais home to 11 of the 46 least developed countries (LDCs) as defined by the United Nations. Of the 11,
four are in South Asia (Afghanistan, Bangladesh, Bhutan, and Nepal); three in Southeast Asia (Cambodia,
the Lao PDR, and Myanmar); and four in the Pacific (Kiribati, Solomon Islands, Timor-Leste, and Tuvalu).
Maldives, Samoa, and Vanuatu™ transitioned out of LDC status in 2011, 2014, and 2020, respectively;
Bangladesh, Bhutan, the Lao PDR, Nepal, and Solomon Islands are scheduled to graduate before 2026.%

2 Maldives, Samoa, and Vanuatu are not included in the calculations and the figures as the three countries graduated during the
period of analysis.

3 For more information, please see the graduation eligibility, process and timeline here: United Nations. Graduation from the LDC
Category. https://www.un.org/development/desa/dpad/least-developed-country-category/ldc-graduation.html.
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The global community has been supporting the LDCs through AfT, among a variety of development
programs. From 2010 to 2020, over $43 billion' were directed to LDCs in the Asia and Pacific region to
build trade capacity and infrastructure.

After a decline from 2011-2013 to 2014-2016, the share of LDCs in AfT disbursements targeting Asia
and the Pacific increased 7 percentage points to 30.3% in 2017-2019. The share increased a further
5.8 percentage points in 2020 compared with the average for 2017-2019 (Figure 1.19). As shown in
Table 1, 4 of the 10 top regional AfT recipients were classified as LDCs: Afghanistan, Bangladesh,
Myanmar, and Nepal. Inflows to LDCs as a percentage of GDP declined from 2008-2010 to
2014-2016 (-0.52 percentage points), but subsequently increased 0.14 percentage points from
2014-2016 to 2017-2019. The share slightly increased in 2020 compared with the 3-year average for
2017-2019 (panel C).

Figure 1.19: Aid for Trade Flows to Least Developed Countries, 2002-2020
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Democratic Republic, Myanmar, Nepal, Solomon Islands, Timor-Leste, and Tuvalu.

Rest of Asia and the Pacific are all developing countries in the region excluding the 11 LDCs.

3-year averages are calculated by constant 2020 United States dollars.

Source: Asian Development Bank calculations using data from the Organisation for Economic Co-operation and Development. Creditor
Reporting System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

4 Constant 2020 US dollars.
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Inflows on a per capita basis and as a percentage of total ODA increased considerably from 2002-2004
to 2017-2019 (panels B and C). The share of aid for trade in total ODA was consistently lower for LDCs
than for non-LDCs over 2002-2004 to 2017-2019 (panel D) because a significantly higher portion of
ODA went to social infrastructure,”® debt-related aid,’® and humanitarian aid in LDCs relative to other
countries in Asia and the Pacific.”” This reflects that LDCs are more likely to face urgent needs in these
areas than other countries. While AfT flows as a percentage of ODA dropped significantly for the rest of
Asia and the Pacific in 2020 relative to the average for 2017-2019 (-10.3 percentage points), it dropped
1.9 percentage-point only in least developed countries.

Dispatrities are widening in the distribution of aid for trade among Asia and Pacific least
developed countries

Aid for trade flows grew in all LDCs from 2002 to 2019 (Figure 1.20). The countries with the most
substantial increases in aid for trade from 2009 to 2019 included Myanmar (3,165%); Bangladesh (584%);
and Solomon Islands (342%). Afghanistan is an exception, as AfT total inflows to the country declined
dramatically ($1.1 billion'®) during the period.

Figure 1.20: Aid for Trade Disbursements Trends by Least Developed Country Subregion,

2002-2020
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Lao PDR = Lao People’s Democratic Republic.
Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting
System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).

This category includes education, health, conflict, peace and security, and aid targeting government and civil society.
This category includes debt forgiveness, debt relief, debt swaps, and buy-back.
On average over 2002-2019, 46.9% of ODA targeted social infrastructure in LDCs in Asia and the Pacific, while this proportion

was 38.8% for non-LDCs. 8.8% of ODA was allocated to humanitarian aid in LDCs (4.8% in non-LDCs) and 3.5% went to actions
related to debt in LDCs (1.5% to non-LDCs).

8 Constant 2020 US dollars.
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However, AfT inflows declined in more than half of LDCs from 2017 to 2019. The largest declines were
in two Pacific countries, Tuvalu (38.9%) and Kiribati (21.1%). In 2020, Kiribati saw the largest reduction
(571%) among all LDCs, followed by Solomon Islands (50%), and Timor-Leste (21.8%). In contrast with
these three, AfT flows increased in six LDCs amid the COVID-19 crisis, with Bangladesh and Myanmar

highest (25% and 20.4%, respectively).

Despite these recent downward trends, Kiribati and Tuvalu were still among the first three countries in AfT
inflows as a share of GDP and inflows on a per capita basis (Figure 1.21). Aid for trade accounted for 26.4%
of GDP in Tuvalu and 15.4% in Kiribati in 2017-2019, well above the average for Asia and Pacific countries
(3.7%)" (Figure 1.21, panels A and B). However, among all LDCs, declines in the three indicators in 2020
were largest in Kiribati relative to the 3-year average for 2017-2019. Cambodia, Bangladesh, Bhutan, and
Myanmar were the only four countries in which AfT flows increased per capita and as a percentage of
GDP. Nevertheless, AfT flows as a percentage of total ODA decreased in all least developed countries.?®

Figure 1.21: Aid for Trade Flows to the Least Developed Countries
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Note: Three-year averages for 2017-2019 are calculated using constant 2020 United States dollars.
Source: Asian Development Bank calculations using data from Organisation for Economic Co-operation and Development. Creditor Reporting

System. https://stats.oecd.org/Index.aspx?DataSetCode=crs1# (accessed April 2022).
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Unweighted average.
Mostly driven by social infrastructure and services, total ODA increased in all LDCs during 2019-2020, except Afghanistan,

the Lao PDR, and Solomon Islands. During the same period, AfT flows either increased but at a slower rate than total ODA
(e.g., Cambodia, Myanmar, Nepal, and Tuvalu), or declined (e.g., Bhutan, Kiribati, and Timor-Leste). As a result, AfT flows
decreased as a percent of total ODA.
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Multilateral and Asia and Pacific providers also account for the bulk of disbursements
for least developed countries

Aid for trade disbursements from Asia and Pacific donor countries and multilateral organizations to
LDCs had increased tenfold as of 2009 and sixfold by 2020 (Figure 1.22). By contrast, disbursements
made by donor countries not located in Asia and the Pacific dropped considerably during the same
period (-64.1%). However, this trend is mostly due to Afghanistan and excluding the country from the
analysis (panel B) shows that disbursements from rest-of-world countries to LDCs increased from 2009
to 2018. Concomitantly, disbursements to Afghanistan from multilateral providers grew significantly
(panel B). These disbursements more than doubled from 2015 to 2020 (+$266 million).

Figure 1.22: Aid for Trade Flows to the Least Developed Countries by Donor Category,

2002-2020
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However, disbursements made by rest-of-world countries dropped 17% during 2019-2020. By contrast,
flows from Asia and the Pacific donors increased 30.6% during the same period.

Only three providers—Japan, the World Bank, and ADB—accounted for about three-quarters of AfT
disbursements to LDCs in Asia and the Pacific in 2020.
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Aid for trade can help developing Asia achieve the Sustainable Development Goals in many ways and
support their integration into global markets. However, the Aid for Trade initiative launched in 2005 at
the WTO Ministerial Conference in Hong Kong, China will need reform to reflect new trade realities and
emerging challenges.

As discussed in this chapter, the region has been active in trade liberalization and disparities are
widening among AfT recipients. Least developed countries need particular attention: while AfT flows
have increased to LDCs in the last 10 years, there has been some large decreases in the last 3 years,
particularly to LDCs in the Pacific. In addition, countries may face challenges of inclusive growth and
supply chain reliability as further developed in Chapter 2.

Aid for trade is complex and broadly defined. This chapter shows that the bulk of AfT disbursement
goes to economic infrastructure while flows targeting trade policies and regulations remain very limited.
The trade landscape has changed: multilateral negotiations at the WTO have stalled and regionalism
has become the most common approach to liberalize trade. Supporting developing economies, and
in particular LDCs, in assessing the potential gains from regional trade and new digital agreements to
negotiate, draft, and implement these agreements should be a priority component of Aid for Trade.
More specifically, assistance is needed in leveraging trade agreements to address new challenges of
exports diversification, supply chains disruption, and preference erosions, an issue that is particularly
important for LDCs. These discussions are further discussed in Chapter 3. The COVID-19 pandemic
has also accelerated digitalization among its enterprises and households, raising the importance of
understanding digital regulations and digital agreements. This will help to prepare developing Asia
for the digital economy in a context of growing international regulatory heterogeneity as discussed in
Chapter 4. Chapter 5 presents the policy recommendations on how to support developing Asia to
leverage trade and digital agreements for their sustainable development.
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The regression results from estimation are reported in Table Al.1. Columns 1 and 2 pool food and medical
products together. Columns 3 and 4 only include medical products, which are further categorized as
medical consumables (columns 5-6), medical equipment (columns 7-8) and drugs and medicines
(columns 9-10). Finally, columns 11 and 12 include only food products. Note that the underlying data in
columns 1-4 are organized in monthly panels varying at the HS6-digit level; the associated specifications
can therefore accommodate importer-product-time and exporter-product-time fixed effects. However,
the product variation is missing in the data in columns 5-12; the associated specifications therefore only
include time-varying exporter and importer fixed effects. The bilateral fixed effects are included in all
specifications.

Among bilateral measures, import liberalization is found to increase bilateral exports by 8.4%' in the
pooled sample (column 1), bilateral exports of medical products by 11.0% (column 3), and medical
consumables by 5.4% (column 5). These results, precisely estimated at 1%, can be easily explained
in a world of integrated regional and global value chains, where exports are dependent on imports of
intermediate inputs from abroad. These results also provide evidence of a reversal of the Learner’s
symmetry argument, wherein a tax on imports is equivalent to a tax on exports.

Counterintuitively, however, bilateral import restrictions are found to increase bilateral imports of food
products and raise bilateral imports in the pooled sample and medical exports in column (3); all results
are precisely estimated at 1%. These findings likely emanate from endogeneity when import restrictions
are precisely imposed when the surge in imports (that could have been even more important without
the measure) is expected. In contrast, bilateral restrictive subsidy measures seem to have had the
expected adverse effect on exports in the pooled sample (column 1) and for food exports (column 11).

Meanwhile, bilateral export policy seems to have had largely counterintuitive effects in these results.
Export liberalization undertaken during 2020 is found to have reduced medical equipment exports
in the following month (column 7), though the result is only weakly significant. Such measures also
seem to have reduced imports of drugs and medicines (column 10) and food imports (column 12).
Counterintuitively, again, bilateral export restrictions are found to have increased bilateral exports of all
medical goods, and within these, medical consumables and medical equipment in particular (columns 3,
5,and 7, respectively), alluding again to endogeneity or simply suggesting that these policy measures may
not have had the desired effect. However, these measures curtailed food exports and imports of drugs
and medicines.

Among aggregate measures rendered bilateral by construction, a reporting country’s import liberalization
had a positive impact on medical imports (column 4) and within those imports of drugs and medicines
(column 10) when such measures were accompanied by export liberalization by its trading partner.
This combination of measures also increased exports (column 1) in the pooled sample (possibly via the
reverse Learner’s symmetry effect) though it reduced exports of medical equipment (column 7) and
drugs and medicines (column 9).

! The percentage changes are calculated as [exp(coefficient_estimate)-1]*100.
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Meanwhile, a reporting country’s export liberalization accompanied by its partner’s import liberalization
enhanced its bilateral exports of medical equipment and food products (albeit only at the 10% level of
significance; columns 7 and 11, respectively) but it reduced its exports of drugs and medicines (column 9),
which is counterintuitive.

In other results, a reporting country’s import restriction had the expected adverse effect on its imports
of drugs and medicines (column 10) when such measures were accompanied by export restriction by
its partner; this combination of measures also reduced the reporting country’s bilateral exports of
medical equipment (column 7), which suggests the role of integrated value chains in the production of
medical equipment.
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2. Trade, Inequality, and Vulnerability—

Challenges and Opportunities for
a Resilient and Inclusive Recovery

2.1 International Trade and Inequality

2.1.1 Impact of Trade Liberalization

Trade liberalization can increase growth and decrease inequality between countries, but it may also
increase inequality within countries. COVID-19 has enhanced existing inequalities, particularly for
frontline and blue-collar workers. Digitalization of economic activity driven by COVID-19 means that
more capacity building will be needed to address the digital divide, in particular by ensuring that micro,
small, and medium-sized enterprises (MSMEs) and working people shift to the digital economy.

International trade theory maintains that trade liberalization has significant and long-term redistributive
impacts. Trade liberalization may affect income differently among different social groups, skilled and
unskilled workers, women, and men. As an economy becomes more open to trade, domestic relative
prices shift, leading to income redistribution and trade gains. Gains and losses among various groups in
society are determined by changes in the relative pricing in each group, and the overall socioeconomic
characteristics of the group.

Income inequality

Empirical research in Asia and the Pacific and other countries shows that the impact of trade liberalization
on inequality is far more varied than is often maintained. Export-oriented industrialization and trade
competitiveness can be engines of growth, as the East Asian markets demonstrate, especially the PRC.
Conversely, severe import competition may lead to deindustrialization, as in the United Kingdom (UK)
in the 1970s.2' Trade liberalization may force labor reallocation from the manufacturing sector to lower-
productivity sectors, reducing wages and exacerbating inequality. Trade liberalization can help significantly
reduce inequality between countries, but it may aggravate inequality within countries.

Empirical evidence shows that globalization has led to an increase of in-country income inequality.
Studies have found that greater financial openness is linked to higher income inequality. In particular, Pal
and Ghosh (2007) argue that trade liberalization can harm the agricultural sector, which employs low-
wage workers, while benefitting just a small segment of the manufacturing sector. These disparities lead to
rising inequality.

2 See Gregory and Greenhalgh (1987) for a discussion.
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Industry- or employer-specific employee skills can widen the gap between trade winners and losers.
Workers’ difficulty in moving across regions within a country can also affect the distribution of benefits from
trade. Both theoretical and empirical studies suggest that income redistribution due to trade liberalization
hurts the less fortunate, especially in advanced economies. The disadvantaged are, for the most part,
poorer and less skilled or educated employees, and regions already suffering from deindustrialization and
job losses.

Governments can compensate by providing social benefits for job losses, but such benefits can
sometimes capture a large share of the gains from trade, reducing the net welfare effect of trade. Further,
trade liberalization may decrease revenues from tariffs so government has less revenue to finance social
programs.

Freer trade may enhance productivity growth within an economy, but even medium- or long-run growth
may not always lead to a rise in welfare. Welfare-enhancing growth is most likely when trade increases
productivity within sectors, either within firms or by reallocation among firms. This is especially true if
import competition forces less-efficient firms to exit the market, while making the rest more efficient.

Gender

Global and local variables—such as resource endowments, labor market institutions, consumer
preferences, and government interventions—can influence the impact of trade liberalization and foreign
direct investment on gender disparity. If men and women are imperfect substitutes in the production
process and in different industries, trade liberalization may positively affect the wages and income of
women. But whenever a positive relationship is discovered between the liberalization of trade and demand
for female labor, a proviso often exists. Where trade leads to the installation of capital- and skill-intensive
technology, both the demand for female labor and women’s relative wages may decrease. Studies have
found that poor, elderly, or unskilled female laborers are hurt most. However, if trade liberalization is
accompanied by an understanding of the barriers and impacts, including data, and greater acquisition of
education and skills along with incentives, such as women’s legal rights and access to technology, it can
lead to gender-responsive actions and thereby increase gender equality.

Empirical evidence

Several authors have explored the relationship between trade liberalization and inequality (Table 2.1).
While the review is not exhaustive, the evidence in these studies is mixed. In some countries, trade
liberalization has aggravated income inequality among various segments of the worker population, while
in others it has been successful in abating wage inequality through wage premium channels.
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Table 2.1: Economy-Specific Findings on Impact of Trade Liberalization on Inequality

Autor, Dorn, and
Hanson (2013)

Mah (2013)

Kumar and Mishra
(2008)

Aldaba (2013)

Amiti and Davis
(2012)

Anwar and Sun (2012)

In the United States (US), exposure of local labor markets to growing Chinese
imports led to a decline in the share of manufacturing employment in the US
working population. Import shocks triggered a decline in wages primarily outside
the manufacturing sector. Reductions in both employment and wage levels led to a
decline in the average earnings of households. This resulted in rising transfer payments
through multiple federal and state programs.

In the People’s Republic of China (PRC), several variables were used to measure
income inequality and trade liberalization. Regardless of the measure, the empirical
evidence showed that trade liberalization had a strong, positive effect on the PRC’s
income inequality. The higher the ratio of trade openness the higher the resulting
income inequality.

The evidence of the positive effect of foreign direct investment inflows on income
inequality is at most weak. The authors could not find any evidence that the pursuit of
decentralization leads to higher income inequality.

In India, results pointed to a significant relationship between trade policy and industry
wage premiums. In sectors with the largest tariff reductions, wages increased relative
to the economy-wide average.

Trade liberalization led to decreased wage inequality between skilled and unskilled
workers in India. Results show that since tariff reductions were proportionately larger in
sectors that employed a larger share of unskilled workers. Unskilled workers benefited
relative to skilled workers.

In the Philippines, openness and trade liberalization led to increases in import
competition. This seemed to have lowered the wage skill premium as domestic firms
shifted their manufacturing process toward low, value-added activities requiring
relatively less skill-intensive production. This, in turn, reduced the wage skill premium
within firms.

Results suggest the need to transform and upgrade manufacturing in the Philippines
and shift toward more diversified and sophisticated export products. Technological
upgrading should be an important channel to drive the demand for skilled labor and
skill-intensive manufacturing processes.

The empirical results of a 1991-2000 study on the trade liberalization experience of
Indonesia show that firm heterogeneity matters when it comes to trade liberalization.
The wages of their workers are also affected by trade liberalization. The modes of
globalization of the firms at which they work, i.e., whether liberalization occurs in final
or intermediate goods, also have an impact on wages. Cuts in output tariffs reduce
wages at firms oriented exclusively to the domestic market but raise wages at firms
that export a sufficient share of their output. Cuts in input tariffs raise wages at firms
that import inputs while having an insignificant effect on wages of workers at firms that
fail to import. In short, liberalization along each dimension raises wages for workers

at firms that are most globalized and lowers wages at firms oriented to the domestic
economy or which are marginal globalizers.

Results suggest that trade liberalization has contributed to an increase in the skilled-
unskilled wage gap in the PRC and increased market competition has contributed to a
decrease in the wage gap. Results also suggests that the impact of firm characteristics
like labor productivity positively affects the wage gap and an increase in foreign
invested firms contributes to rising wage gap.

continued on next page



Trade, Inequality, and Vulnerability—Challenges and Opportunities for a Resilient and Inclusive Recovery 35

Table 2:1 continued

Berik et al. (2004) Competition from foreign trade in concentrated industries is positively associated with
wage discrimination against female workers.

In Taipei,China, greater trade openness in concentrated industries is associated with
wider residual wage gaps between men and women. Import competition appears
to widen the wage gap by hurting women’s relative employment prospects, leading
to a loss of bargaining power for them. Women thus appear to be bearing the brunt
of employers’ competitive cost-cutting efforts. In the Republic of Korea, a slight
reduction in export openness appears to be associated with less wage discrimination
by gender in concentrated industries.
Tejani and Milberg The authors find that the relative employment of women increased in developing
(2016) countries but decreased in the high-income ones.

Results show that while Latin American countries continued to experience rising
female intensity of employment, most Southeast Asian and Pacific countries
experienced a “defeminization” of employment. Evidence suggests that initial low
levels of female intensity and slower industrial upgrading explain the increase on
female employment participation in manufacturing in Latin America, while initial high
levels of female intensity and a dramatic industrial upgrading experienced in Southeast
Asia explains the defeminization of manufacturing labor in that region.
Mugan (2020) In Viet Nam, firms that adopt new technologies and restructure their organization
are likely to move part of their activities to more value-added and skill-based. This
restructuring increases the wage gap between the skilled and unskilled workers due to
the increase in demand for skilled workers. Firms that are part of production networks
and value chains are likely to undertake more restructuring and international activities.
Kohpaiboon et al. In Thailand, the impacts of engaging in the global production network on the wage
(2013) skill premium varies among firms and tends to be an increasing function of a number
of skilled operation workers. When the mean value of skill share in Thailand is used,
evidence shows that participation in networks requires more skilled workers than
unskilled ones and slightly widens the wage skill premium within firms. Results
also show that output tariffs were important in determining the industry wage skill
premium across firms in Thailand. Opening up to the international trade would lead
to specialization across countries according to their comparative advantage (in firms
where output tariffs are high) and ultimately reduce the wage skill premium. Reduction
in input tariff could help reduce the wage skill premium, but only for firms that import
their intermediate input.

Source: Compiled by ADB.

The pandemic affected advanced and poorer economies differently, with developing countries and LDCs
most heavily affected. Since March 2020, workers in developing countries experienced a 43% greater
reduction in working hours and incomes than did workers in high-income countries. Governments in
advanced countries supported workers through social security nets, unemployment benefits, and
relaxation in tax laws. However, governments in emerging and poorer economies did not have access
to the required funds to mitigate the impact on affected workers. International trade can help alleviate
these disparities. The reduction of inequality between countries requires multilateral cooperation
to improve trade options for developing countries. The WTQO’s Agreement on Trade Facilitation
demonstrates that linking trade obligations with development assistance programs is viable: its Aid for
Trade initiative is important in encouraging governments and donors to recognize the role that trade can
play in development.
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COVID-19 also exacerbated inequalities within many countries. Social distancing measures and
government mandated lockdowns affected working people differently. High-paid, white-collar workers
were able to shift to a work-from-home environment, but low-paid, low-skilled, blue-collar workers
were not. They faced redundancies caused by factory, manufacturing plant, and office closures. Some
became delivery agents engaged with e-commerce portals (food, medicines, groceries) and household
staff (cleaners, refuse removal). Other groups of blue-collar workers engaged in sectors most hurt during
the pandemic simply became redundant, such as in hotels, restaurants, tourism services, and factories.

Frontline workers, on the other hand, were engaged in providing essential services during the pandemic:
health workers (nurses, hospital staff ambulance drivers), providers of government services, and staff at
essential services, pharmacies, and groceries faced dangerous working conditions. These workers were
more exposed to the virus and faced redundancies because of infection.

The disparities between both blue-collar and frontline workers and white-collar workers led to a
rise in inequality within the working population. Increased out-of-pocket health care expenses also
worsened the gap and led to inequality in access to health services. A survey revealed that 64% of
households in Indonesia, 50% in Pakistan, and 46% in the Philippines were unable to receive medical
attention in the beginning of the pandemic due to lack of financial resources. By October 2020, fiscal
stimulus packages announced in developing countries reached only 13% of population impacted by the
pandemic. Indonesia, Pakistan, and the Philippines reallocated domestic spending to help scaleup social
protection, but it was not enough. Consequently, governments were forced to borrow large amounts
from international funding and financial institutions, adding to their growing debt while collecting lower
government tax revenues during the pandemic. Because of this, the divide between wealthier and
poorer countries widened during the pandemic and may take years to close.

Women make up a larger share of employment in the textiles, apparel, footwear, tourism, travel, and
telecommunications sectors. These sectors were severely affected by declines in export activity. For
example, in prepandemic Bangladesh, 80% of the workforce in the readymade garment sector were
women. That industry witnessed a decline of 45.8% in orders in the first quarter of 2020 and an 81%
decline in April 2020 alone. Order cancellations also affected women’s employment in Cambodia,
Viet Nam, and other Asia and Pacific countries. In other export-oriented industries women constituted
about 33.2% of the total work force. About 36.7% of the workforce of firms engaged in global value chains
were women.

If international trade is to be sustainable even during pandemics, it needs to be more inclusive. Poorer
countries, small businesses and producers, marginalized workers, women, and youth should all be able to
benefit. Removing trade barriers and enhancing trade facilitation and finance can increase market access
for disadvantaged groups. Improvements in the capacity (such as better education, health systems, and
infrastructure) can also enable them to take advantage of these opportunities. In addition, gender-specific
programs such as all-women training programs or gender-responsive loan financing programs may be
required to overcome sociocultural biases in certain countries. Aid for trade has a role to play in promoting
skills upgrading via programs specifically aimed at small businesses and digitalization.

Ramping up export promotion programs is critical for small businesses. These programs should provide
small businesses with up-to-date information on market access conditions—tariff preferences, quotas,
rules of origin, standards, and the complicated processes associated with regulatory compliance.
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Levelling the playing field for small and large firms is important. This includes enabling diversification
of markets and portfolios, information and communication technology (ICT) services, and introducing
skills development programs. Two programs stand out as examples: Malaysia’s MyDigitalWorkforce
Work in Tech program rolled out by the Malaysia Digital Economy Corporation and Singapore’s
SkillsFuture program (Box 2.1).

Box 2.1: Examples of Skills Development Program to Address Globalization Challenges

In 2021, the Malaysia Digital Economy Corporation rolled out the initiative MyDigitalWorkforce Work in
technology to incentivize employers to hire Malaysians via digital upskilling and reskilling programs. Through
its Digital Business Services program, the initiative aims to increase digital literacy and skills among Malaysians
to curb rising unemployment. The Government of Malaysia funds the program and offers a 40% salary subsidy
for 6 months and training incentives for in-house and external or third-party training. Anybody unemployed
for a minimum of 2 months, retrenched, or a fresh graduate is eligible for this program.

In 2015, the Singapore government rolled out the SkillsFuture program, a national movement to maximize the
potential of Singaporeans and to enable them to achieve potential regardless of starting point. The key aim is
to empower individuals to take ownership of skills acquisition and to support lifelong learning. The movement
encompasses a range of initiatives that target various segments of the population, such as SkillsFuture Credit,
SkillsFuture Earn and Learn, SkillsFuture Mid-Career Enhanced Subsidy, and the SkillsFuture Study Awards.
The SkillsFuture Credit provides every Singaporean aged 25 and above 500 Singapore dollars to pay for a
variety of courses, from cooking to photography. The government also planned to invest $1 billion annually
between 2015 and 2020 on a slew of initiatives like student counselling, internships, and midcareer learning.

Source: Asian Development Bank.

As the discussion shows, trade liberalization can lower income inequality between countries and raise it
within countries. COVID-19 has exacerbated that latter situation, particularly for blue-collar and frontline
workers. Post-COVID-19, many countries in Asia and the Pacific will need to focus on reintegration of
marginalized sectors and workers, particularly women, into the mainstream economy, such as through
programs that provide trade-related adjustment support. A focus on technical education and training is
particularly important. So is ensuring that limitations created by digital inequality are reversed and that
all businesses and citizens are able to participate in the digital economy.
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Advances in science and technology coupled with trade liberalization have created a more integrated
world economy and increased the number and reach of global value chains (GVCs). As GVCs dominate
international trade, ensuring their ability to deliver is a critical part of the COVID-19 response. Global
sourcing and outsourcing have not only made supply networks complex, they have increased the risk
of supply chain disruptions. Firm failures to manage these risks will disrupt the efficient functioning of
supply chains and profits, and the profits of direct and indirect suppliers and customers. There are five
distinct types of risks that GVCs face:

(i) Risks internal to the firm such as low value-added, failure of managerial processes, and supply
chain controls.

(i) Risks external to the firm but internal to the supply chain network. These include demand or
downstream dependency and supply or upstream dependency.

(iii) Risks external to the supply chain network, including environmental, socioeconomic, political, or
technological hazards.

(iv) Demand-side risks from a sudden fall in demand as well as supply-side risks, e.g., a drop in the
quality of supply.

(v) Catastrophic risks external to the supply chain.
Firms often choose between robustness and resilience in addressing these risks.

Robustness is the ability to cope with changes and sustain function and value creation despite disruptions
and disturbances. Simply, robustness is the ability to withstand or overcome adverse conditions without
disruption. Robustness can be increased, for example, through proper selection of efficient supply chain
partners. Static robustness includes ensuring viability of factories and warehouses, the right size of
networks, and strong linkages between different operations. Dynamic robustness addresses processes in
the supply chain, including efficient delivery systems.

Resilience is the ability of a system to recover quickly from difficulties and return to an original state
or move to a new, better state. It is the ability to quickly resume production when interrupted. Resilient
approaches require shorter reaction times to absorb negative shocks and a faster recovery period.
Resilience often relies on advanced digital tools such as Logistics 4.0 (discussed below), which connects
subsystems across all levels of production to logistics networks through ICT.

The choice to invest in building robustness or resilience involves a managerial tradeoff between
investment in visible capacity and investment in inventory. Highly complex supply chains will build
robustness while firms competing on agility and flexibility will invest in building resilience.

Firms can develop proactive strategies by increasing agility to react to an unpredictable event. Such
strategies build greater adaptability to change achieved by following redundancy practices. They include
more buffers, inventories, or slack times and capacity, as well as resource pooling or multiple suppliers to
manage uncertainty in demand and supply. In contrast, reactive strategies imply that supply chains adjust
to contain a negative shock. They are often undertaken by companies with greater flexibility in operations
and recovery capacity. “Flexibility” is the ability and agility to reconfigure supply chain operations quickly
and effectively.
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Supply chain agility can be defined as the ability to respond rapidly to unpredictable changes in demand
or supply. It can be further broken down into visibility and velocity. Visibility is the ability to see a supply
chain end-to-end with close collaboration with customers and suppliers, and internal integration. This can
be facilitated through an increase in speed and quality of information sharing. Visibility also allows firms to
mitigate threats and safeguard performance, boosting resilience and robustness. Velocity refers to quicker
responses through streamlining and synchronization of processes.

Some of the most effective tools used to manage network-wide risk and improve resilience and robustness
of supply chains through collaboration along the network are collaborative planning, forecasting,
and replenishment initiatives developed by Ireland and Bruce (2000). Other forms of supply chain
management tools can also be used, such as demand management through collaborative designing and
merchandising, collaborative transportation management, joint optimization across the supply chain, and
real-time collaboration to minimize discrepancies or stoppages that may arise during execution. Supply
chain risk management combines these different strategies, focusing on business and process continuity
through greater risk control, to support both supply chain resilience and robustness.

The COVID-19 pandemic resulted in supply- and demand-side risks. The supply-side risk emerged from
geographical clusters located in the same region. In the worst-case scenario, this risk halted production
and caused furloughs and layoffs. The demand-side risk originated from a global recession due to
government-initiated lockdowns, restrictions on the movement of people, and erosion of consumer
confidence. Because the pandemic was recent, we do not yet have empirical evidence of its impact on
supply- and demand-side risks for supply chains.

However, preliminary observations exist. This crisis has created the need to make supply chains more
robust to anticipate possible disruptions, including diversification of supplier networks, information
sharing, and greater knowledge or visibility of inventory and output levels along the supply chain. Risk
assessments and supply chain monitoring are also important. Fostering a long-term relationship with
a single supplier or a set of safe suppliers may also help increase resilience but may not be ideal for
robustness of supply chains. The pandemic could also accelerate a shift in global production away from
the manufacturing hubs in the PRC, a trend that emerged before the US-PRC trade tensions.

Digitalization: The future of supply chain management

During the pandemic, large global supply chains, particularly automobile manufacturingand airline services,
were severely affected. High dependence on a few suppliers for imports of automobile components
reduced overall demand, and restricted global movements of goods and services. Regionalization of
sourcing, real-time information systems, use of digital connectivity, and supply chain automation were the
most widely used resilience strategies by automobile manufacturers. Airline companies preferred to use
virtual marketplaces and business continuity plans to minimize the impact of the pandemic. The impact
of COVID-19 has compelled companies to embrace a digital transformation to increase information
processing and streamline supplier selection procedures.

A new concept, Logistics 4.0, has been developed for supply chain management. Logistics 4.0 connects
subsystems across all levels of production to logistics networks through ICT. This concept uses the
Internet of Things to increase transparency along the chain, in addition to Big Data mining and analysis to
facilitate sharing of information, and synchronization of optimization strategies for robust supply chains.
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Supply-chain nodes also need to be integrated to assist firms in remobilizing their networks and
protecting human capital. Thereis scope for building partnerships with governments, as well asindustries,
to ensure logistic continuity and to collaborate on combined resilience and recovery strategies.

Companies across sectors are yet to fully understand the impact of the COVID-19 pandemic on their
production, supply,and demand patterns. Although some governments have already announced strategies
to reopen their economies, factories continue to have shortages in supply of inputs and demand for their
products. COVID-19 is likely to continue affecting the economy and any recovery strategy must include
coordinated effort across industries and economies to ensure greater resilience.

The COVID-19 pandemic reignited discussions about repatriation of value chains, near-shoring,
and geographical or supplier diversification. The persistence of COVID-19 and the possibility of new
contagions are prompting firms to formulate new international strategies on GVCs under the assumption
that this could again disrupt movement of people, goods, and services. Policy debates after COVID-19
focus on reshoring and greater international diversification of GVCs as options, with the latter possibly
offering more resilience to macroeconomic shocks.

However, diversification of GVCs—redesigning products to make their components less specific and
reorganizing the production chains accordingly—entails significant costs, which in turn discourage
diversification.

An analysis is performed to investigate the extent to which ADB countries rely on certain partners
as export markets for their GVC-based exports and as sources for their GVC-based imports, and the
potential for geographical diversification of GVCs. The analysis uses prepandemic merchandise trade
data at the HS 6-digit level. Appendix 2 details methodology and findings.

Several factors determine geographical diversification. These include market size, labor costs, quality of
infrastructure and institutions, regulatory framework, such as trade and investment policy, and political
and social stability in potential investment destinations. National and international economic policies
can also play a vital role in promoting GVC diversification—economic cooperation or provision of
economic assistance can contribute to building and improving the quality of soft and hard infrastructure
in developing countries and make them attractive destinations.

The empirical results point to countries’ vulnerability along multiple dimensions including (i) a rise over
time in the number of HS6-digit products that are traded between just a few partners, and (ii) large
shares of the highly concentrated goods in the total count of HS6-traded products, for Pacific island
states and low-income countries in particular. The top 20 destinations and sources of ADB member
countries account for nearly 70% and over 90% of highly concentrated exports and highly concentrated
imports, respectively. This concentration highlights another dimension of GVC vulnerability to
macroeconomic shocks.

In remaining concentrated in both suppliers and markets, ADB member countries may have become
more vulnerable over time. The absolute number of highly concentrated exports (HCGx) and highly
concentrated imports (HCGm) increased between 2010-2011 and 2018-2019 (Figure 2.1).
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Figure 2.1: Increase in the Absolute Number of Highly Concentrated Exports
and Highly Concentrated Imports between 2010-2011 and 2018-2019
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(b) Highly Concentrated Imports
1,400

1,200
1,000
800
600
400

200

AZE
BAN
BRU
INO
JPN
NEP
NZL
PAK
PAL

N
RS
v

UZB
VAN
VIE

RE:
¥¥

AFG
ARM
AUS

TOU
Q_EE

BHU
CAM
COO

FlJ

FSM
GEO
HKG

IND

KOR

LAO
MAL
MLD

RMI
SAM
SIN
SOL
SRI
TAJ
THA
TIM

TKM
TON

TUV

Z<2
% =z
B HCGmM_2010-11 = HCGm_2018-19

AFG = Afghanistan; ARM = Armenia; AUS = Australia; AZE = Azerbaijan; BAN = Bangladesh; BHU = Bhutan; BRU = Brunei Darussalam;

CAM = Cambodia; COO = Cook Islands; FIJ = Fiji; FSM = Federated States of Micronesia; GEO = Georgia; HCGM = highly concentrated
imports; HCGx = highly concentrated exports; HKG = Hong Kong, China; IND = India; INO = Indonesia; JPN = Japan; KAZ = Kazakhstan;

KGZ = Kyrgyz Republic; KIR = Kiribati; KOR = Republic of Korea; LAO = Lao People’s Democratic Republic; MAL = Malaysia; MLD = Maldives;
MON = Mongolia; MYA = Myanmar; NAU = Nauru; NEP = Nepal; NZL = New Zealand; PAK = Pakistan; PAL = Palau; PHI = Philippines;

PNG = Papua New Guinea; PRC = People’s Republic of China; RMI = Marshall Islands; SAM = Samoa; SIN = Singapore; SOL = Solomon Islands;
SRI = Sri Lanka; THA = Thailand; TAJ = Tajikistan; TKM = Turkmenistan; TIM = Timor-Leste; TON = Tonga; TUV = Tuvalu; UZB = Uzbekistan;
VAN = Vanuatu; VIE = Viet Nam.

Source: Asian Development Bank calculations based on Base pour 'Analyse du Commerce International database (accessed May 2022).
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The increase in HCGx is found to be inversely related to per capita income levels (Figure 2.1a), suggesting
that lower-income ADB countries may have become even more vulnerable over time and underlying the
significance of partner diversification in destination markets. In contrast, the increase in HCGm between
2010-2011 and 2018-2019 is positively correlated with per capita income levels, suggesting that lower-
income ADB countries may have become less vulnerable along this dimension.

The United States (US) and the PRC remain the top export markets followed in order by the Russian
Federation, Japan, and Australia for ADB members’ highly concentrated exports in 2018-2019. The US
and the PRC were also the top two destinations in 2010-2011 (Table 2). The PRC, India, the US, Turkiye,
and New Zealand were among the top five sources of ADB members’ highly concentrated imports in
2018-2019; the PRC and India were also the top two sources in 2010-2011 with Australia, Japan, and the
US and the next three most important (Table 2.2).

Figure 2.2: Highly Concentrated Exports and Highly Concentrated Imports Increase between
2010-2011 and 2018-2019—Correlation with Per Capita Income
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HCGm = highly concentrated imports, HCGx = highly concentrated exports.
Source: Asian Development Bank calculations based on Base pour ’Analyse du Commerce International and World Bank. World Development
Indicators. https://databank.worldbank.org/source/world-development-indicators (accessed May 2022).
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Table 2.2: Top 20 Destinations and Source Countries of ADB Members’
Highly Concentrated Exports and Highly Concentrated Imports Over Time

Highly Concentrated Exports

USA 2,682 11.75 USA 3,902 11.57
PRC 1,233 5.4 PRC 1,963 5.82
AUS 1,175 5.15 RUS 1,739 5.16
RUS 977 4.28 JPN 1,514 4.49
JPN 945 4.14 AUS 1,381 4.1
UKG 895 3.92 SIN 1,304 3.87
IND 854 3.74 GER 1,259 3.73
SIN 802 3.51 UKG 1,207 3.58
GER 794 3.48 HKG 1,031 3.06
HKG 708 3.1 MAL 874 2.59
FRA 524 23 FRA 870 2.58
MAL 494 2.16 IND 859 2.55
KOR 475 2.08 THA 842 25
NZL 475 2.08 KOR 757 2.25
INO 461 2.02 NZL 650 1.93
THA 429 1.88 INO 617 1.83
VIE 348 1.52 CAN 588 1.74
ITA 347 1.52 ARE 573 1.7
GEO 345 1.51 NET 544 1.61
TUR 332 1.45 VIE 517 1.53
Top 20 15,295 67.0 Top 20 22,991 68.2

Highly Concentrated Imports

PRC 8,577 31.48 PRC 14,681 38.52
IND 1,629 5.98 IND 2,480 6.51
AUS 1,418 5.21 USA 1,865 4.89
USA 1,416 5.20 TUR 1,713 4.49
JPN 1,387 5.09 NZL 1,461 3.83
THA 1,320 4.85 AUS 1,397 3.67
TUR 1,267 4.65 THA 1,361 3.57
NZL 1,266 4.65 JPN 1,324 3.47
SIN 1,116 4.10 SIN 1,040 273
GER 827 3.04 ITA 933 2.45
ITA 642 2.36 MAL 924 2.42
KOR 603 2.21 GER 831 2.18
HKG 574 211 HKG 776 2.04
RUS 522 1.92 RUS 766 2.01
MAL 464 1.70 VIE 749 1.97
IDN 455 1.67 KOR 700 1.84
FlJ 400 1.47 IDN 552 1.45
UKG 373 1.37 ARE 547 1.44
IRN 302 1.11 FlJ 540 1.42
FRA 265 0.97 N/A 348 0.91
Top 20 24,823 91.1 Top 20 34,988 91.8

ARE = United Arab Emirates; AUS = Australia; CAN = Canada; GER = Germany; F1J = Fiji; FRA = France; GEO = Georgia; HCGm = highly
concentrated imports; HCGx = highly concentrated exports; HKG = Hong Kong, China; INO = Indonesia; IND = India; IRN = Iran; ITA = Italy;

JPN = Japan; KOR = Republic of Korea; MAL = Malaysia; NET = Netherlands; NZL = New Zealand; PRC = People’s Republic of China; RUS = Russian
Federation; SIN = Singapore; THA = Thailand; TUR = Tiirkiye; UKG = United Kingdom; USA = United States; VIE = Viet Nam.

Source: Asian Development Bank calculations based on Base pour ’Analyse du Commerce International database (accessed May 2022).
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There is considerable diversity within ADB members, however. Higher-income countries in Asia and the
Pacific relied on a larger number of ADB trading partners, both as destinations for their highly concentrated
exports and as sources of their highly concentrated imports, and both in 2010-2011 and 2018-2019.
Lower income and Pacific countries showed much higher levels of concentration.

Australia, the PRC, the Republic of Korea, and Singapore reported the largest number of destination
countries while the PRC, Japan, and the Republic of Korea reported the largest number of source countries
(Figure 2.3). This group of higher-income countries may be relatively less vulnerable to macroeconomic
shocks as they already trade with a more diversified set of partners even when it comes to highly
concentrated GVC-based products.

Figure 2.3: Destinations for and Sources of Highly Concentrated Imports
and Highly Concentrated Exports Among ADB Members
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AFG = Afghanistan; ARM = Armenia; AUS = Australia; AZE = Azerbaijan; BAN = Bangladesh; BHU = Bhutan; BRU = Brunei Darussalam;
CAM = Cambodia; COO = Cook Islands; F1J = Fiji; FSM = Federated States of Micronesia; GEO = Georgia; HKG = Hong Kong, China;

IND = India; INO = Indonesia; JPN = Japan; KAZ = Kazakhstan; KGZ = Kyrgyz Republic; KIR = Kiribati; KOR = Republic of Korea; LAO = Lao
People’s Democratic Republic; MAL = Malaysia; MLD = Maldives; MON = Mongolia; MYA = Myanmar; NAU = Nauru; NEP = Nepal;

NZL = New Zealand; PAK = Pakistan; PAL = Palau; PHI = Philippines; PNG = Papua New Guinea; PRC = People’s Republic of China;

RMI = Marshall Islands; SAM = Samoa; SIN = Singapore; SOL = Solomon Islands; SRI = Sri Lanka; TAJ = Tajikistan; THA = Thailand;

TKM = Turkmenistan; TIM = Timor-Leste; TON = Tonga; TUV = Tuvalu; UZB = Uzbekistan; VAN = Vanuatu; VIE = Viet Nam.

Source: Asian Development Bank calculations based on Base pour ’Analyse du Commerce International database (accessed May 2022).
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Exports from some low- and middle-income countries and LDCs are highly concentrated in the EU and
the US markets. Pacific DMCs and low-income DMCs report among the highest shares of HCGx and
HCGm during 2018-2019 in exported and imported products (Figure 2.4). Vulnerability is comparatively
higher on the export side, suggesting that a policy priority should be to locate alternative destinations for
highly concentrated exports from some of these countries.??

Figure 2.4: Shares of Highly Concentrated Imports and Highly Concentrated Exports
in Total Count of HS6-Digit Traded Products, 2018-2019 (%)

100
80
60
40
ML |
0 w ol BN ILLLI LI. |llILL . ] (] fp. -
R EEE R R LR E FL P EELE LR
B Share of HCGx in count of HS6 products Share of HCGm in count of HS6 products
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CAM = Cambodia; COO = Cook Islands; FIJ = Fiji; FSM = Federated States of Micronesia; GEO = Georgia; HCGm = highly concentrated
imports; HCGx = highly concentrated exports; HKG = Hong Kong, China; IDN = Indonesia; IND = India; JPN = Japan; KAZ = Kazakhstan;

KGZ = Kyrgyz Republic; KIR = Kiribati; KOR = Republic of Korea; LAO = Lao People’s Democratic Republic; MDV = Maldives; MMR = Myanmar;
MON = Mongolia; MYS = Malaysia; NPL = Nepal; NRU = Nauru; NZL = New Zealand; PAK = Pakistan; PAL = Palau; PHI = Philippines;

PNG = Papua New Guinea; PRC = People’s Republic of China; RMI = Marshall Islands; SAM = Samoa, SIN = Singapore; SOL = Solomon Islands;
SRI = Sri Lanka; TAJ = Tajikistan; THA = Thailand; TKM = Turkmenistan; TLS = Timor-Leste; TON = Tonga; TUV = Tuvalu; UZB = Uzbekistan;
VAN = Vanuatu; VIE = Viet Nam.

Source: Asian Development Bank calculations based on Base pour 'Analyse du Commerce International and World Bank. World Development
Indicators. https://databank.worldbank.org/source/world-development-indicators (accessed May 2022).

Other countries can be potential alternative sources and destinations for ADB members’ exports and
imports. Belgium, Ghana, Italy, Mexico, the Netherlands, South Africa, Spain, Switzerland, and the United
Arab Emirates did not appear among the top 20 destinations of ADB members’ HCGx but were prominent
recipients of HCGx of non-ADB countries, alluding to their potential for diversifying ADB members’
partner distribution on the exports side. Similarly, Bangladesh, Belgium, France, Guyana, Mexico, the
Netherlands, South Africa, and Switzerland did not appear among the top 20 sources of ADB members’
HCGm but these countries were prominent sources of HCGm for non-ADB countries, alluding to their
potential for diversifying ADB members’ partner distribution on the imports side.

Across sample countries, HCGx and HCGm are concentrated in product codes that are classified for
use both as intermediates and final goods in GVCs (Figures 2.5 panel A and 2.6 panel A); moreover,
the respective distributions did not change over time. For 20 of the 47 ADB members, more than half
of the HCGx were destined to another ADB member in 2010-2011; this number fell marginally to 19 in
2018-2019 (Figure 2.5, panel B). Only 7 ADB members sourced their HCGm from a non-ADB partner
in 2010-2017; this number further fell to 6 in 2018-2019 (Figure 2.6, panel B). Thus, there seemed to be
far greater reliance on other ADB members for sourcing HCGm compared to exporting HCGx and this
reliance may have also intensified over time.

2 A preliminary analysis following the methodology reported in Appendix 2 has been conducted for Kiribati, Micronesia, and
Tuvalu on the export side; and the Cook Islands, Nauru, and Tuvalu on the import side. Results are not reported but are available
upon request.
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Figure 2.5: Distribution of Highly Concentrated Exports
by Product Type (A) and Destination (B), 2018-2019
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ADB = Asian Development Bank; AFG = Afghanistan; ARM = Armenia; AUS = Australia; AZE = Azerbaijan; BAN = Bangladesh; BHU = Bhutan;
BRU = Brunei Darussalam; CAM = Cambodia; COO = Cook Islands; FIJ = Fiji; FSM = Federated States of Micronesia; GEO = Georgia;

HKG = Hong Kong, China; IND = India; INO = Indonesia; JPN = Japan; KAZ = Kazakhstan; KGZ = Kyrgyz Republic; KIR = Kiribati;

KOR = Republic of Korea; LAO = Lao People’s Democratic Republic; MAL = Malaysia; MLD = Maldives; MON = Mongolia; MYA = Myanmar;
NAU = Nauru; NEP = Nepal; NZL = New Zealand; PAK = Pakistan; PAL = Palau; PHI = Philippines; PNG = Papua New Guinea; PRC = People’s
Republic of China; RMI = Marshall Islands; SAM = Samoa; SIN = Singapore; SOL = Solomon Islands; SRI = Sri Lanka; TAJ = Tajikistan;

THA = Thailand; TKM = Turkmenistan; TIM = Timor-Leste; TON = Tonga; TUV = Tuvalu; UZB = Uzbekistan; VAN = Vanuatu; VIE = Viet Nam.
Source: Asian Development Bank calculations based on Base pour ’Analyse du Commerce International database (accessed May 2022).
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Figure 2.6: Distribution of Highly Concentrated Imports by Product Type (A) and Source (B),
2018-2019 (%)
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Source: Asian Development Bank calculations based on Base pour ’Analyse du Commerce International database (accessed May 2022).
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The distributions of HCGx and HCGm by broad sector may have remained relatively stable over
time across ADB member countries, textiles, and apparel accounted for the bulk of HCGx/ HCGm in
2010-2011 and 2018-2019 followed by electrical machinery, other machinery, and transport equipment
(Figure 2.7).22 The absolute number of distinct, highly concentrated goods also increased over time for
the ADB sample.

23

Figure 2.7: Distribution of Highly Concentrated Exports and Highly Concentrated Imports
by Broad Sector, 2018-2019
1,200

1,000
800
600 ‘
400
. ‘ I
n -
! !i ! ! i |! 'i

200 | g

1,200

1,000

800

600

400

200

PAL (s se——
PHI (r mme s
PNG (s s

PRC | i

SR (s e

TAJ |-

KIR | sm—

KOR | mm-

SIN | ——
SOL (e ———

FIlJ [——

FSM (mmm sm—
IND | mmn

INO | s ——

JPN |memmmn

AFG |mmm s s
KAZ | m——mmn
KGZ | m—

ARM | mmn

AUS | s——

AZE |

BAN s s s—
BHU |[mm s ——

BRU | s

CAM | mmn

GEQ | i
HKG | ommn

LAO | s sess—
MAL | m———————

MLD [ o n

MON | ——e—

MYA | m—-n

NZL | —m e——

PAK  |me— m——

SAM |
UZB | s s

VAN | s—
VIE | ——

RMI | sm——
THA | —

TIM | — ———
TKM | e s—

TON | s———

COQ |wm-mmn
NAU | e
NEP |-
TUYV | s

M Electrical Footwear W Headgear Leather B Machinery 1 Metals Miscellaneous
machinery chemical products
B Miscellaneous Pharmaceuticals ~ m Plastics m Scientific M Textiles W Transport

manufactured equipment equipment
products
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Cambodia; COO = Cook Islands; F1J = Fiji; FSM = Federated States of Micronesia; GEO = Georgia; HKG = Hong Kong, China; IND = India; INO
= Indonesia; JPN = Japan; KAZ = Kazakhstan; KGZ = Kyrgyz Republic; KIR = Kiribati; KOR = Republic of Korea; LAO = Lao People’s Democratic
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Source: Asian Development Bank calculations based on Base pour ’Analyse du Commerce International database (accessed May 2022).

These broad sectors comprised 1,032 and 1,135 HCGx products at the HS6-digit level in 2010-2011and 2018-2019, respectively;
the corresponding number of HS6-digit HCGm products was 966 and 1,085. The top-20 HS6-digit HCGx and HCGm are
reported in Table A2.1 along with the absolute number of highly concentrated goods per HS6-digit code and its share in the total
number of highly concentrated goods.
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The COVID-19 pandemic has highlighted the vulnerability of countries integrated in GVCs and
reignited discussion around repatriation of value chains, near-shoring, and geographical and/or supplier
diversification. Many ADB members are vulnerable to overconcentration of exports and imports in
multiple ways, including a rise over time in the number of HS6-digit products that are only traded with a
few partners. Pacific island countries and low-income countries are particularly vulnerable. An important
policy initiative would be to identify options for geographical diversification, both for alternative sources
and destination countries for exports and imports of ADB members. Vulnerabilities can be reduced
through diversification, and diversification can be achieved both by building productive capacity and
ensuring the best possible access to other countries’ markets.

This chapter highlighted the potential downsides of international trade: the deepening of within-country
inequalities and supply chain vulnerability. Trade liberalization can generate welfare gains for a country,
but the benefits may not be shared equally among workers and enterprises. In addition, openness and
participation in GVCs can bring productivity gains and higher value-added, but the COVID-19 pandemic
has highlighted the risks of just-in-time supply chain practices and the importance of supply chain
resiliency.

Trade liberalization can be an engine for economic growth and development, particularly if accompanied
by policies and programs that promote inclusiveness. Aid for trade has a key role to play in ensuring that
sustainable and inclusive trade liberalization can benefit poorer economies, small businesses, marginalized
workers, women, and youth, while fostering economic diversification. Aid for trade is also crucial in
supporting supply chain resiliency, in promoting the productive capacity of enterprises, and improving
trade facilitation measures of countries. Supporting the design and implementation of trade and digital
agreements by developing the ability to research and assess their effectiveness both as trade instruments
and their potential inclusive economic growth are discussed in Chapters 3 and 4.
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Methodology

The methodology involves classifying global value chain (GVC)-based HS6-digit products traded by
Asian Development Bank (ADB) members as highly concentrated goods-exports (HCGx) and highly
concentrated goods—imports (HCGm). To enable this analysis, we begin by computing export and import
Herfindahl-Hirschman indices (HHIx, HHIm) of geographical concentration and/or diversification for
ADB memberiand product k at the HS6-digit level. For each country, HS6-digit products with an HHIx or
HHIm exceeding 95th percentile of the respective HHI distribution are classified as “highly concentrated
goods”, which are then further analyzed to identify major regional or international suppliers (for imports)
and destinations (for exports).

For all HCG identified above, we compute indices of revealed comparative advantage for all countries
to compare the competitiveness of ADB members with existing suppliers. The analysis aims to enable
us to make policy recommendations about the most competitive alternative suppliers in the world (or
regionally) to ADB members with highly concentrated imports. The five largest alternative world exporters
of the specific HCG with revealed comparative advantage values exceeding 1 could be considered viable
alternatives for diversifying imports.

The largest world importers of a specific HCG that are not part of the main export destinations of a given
Asian country are considered good candidates for potential export diversification.?

Data

The analysis is based on bilateral merchandise trade data sourced at the HS6-digit level from UN
Comtrade via BACI at two different points in time separated by a decade, i.e., 2010-2011 and 2018-2019.
We average the years in each case to minimize fluctuations in reporting practices. The definition of GVC-
based products is based on the World Bank World Integrated Trade Solution classification for GVC-based
intermediates and final products.

Discussion on the definition of highly concentrated goods

The definition of highly concentrated goods—exports (HCGx) and imports (HCGm)—depends on the
respective HHI percentile distribution used as the threshold; in each case, a good is classified as highly
concentrated if the corresponding HHI at the HS6-digit level exceeds the threshold.

Obviously, the absolute number of HCGx and HCGm declines as the HHI percentile distribution threshold
is increased. Interestingly, the rate of decline varies by income status, with countries classified as lower-
middle-income countries according to the World Bank income classification showing the largest rate of
decline; for high-income countries, the rate of decline is virtually constant for both HCGx and HCGm.
This is shown in Figure A2.1, where the number of HCGx and HCGm for each income group at the HHI
fifth percentile distribution threshold (i.e., the sample maximums) are scaled to 100.

2 Full results are not reported in the present report but are available upon request.
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Figure A2.1: Rate of Decline in the Absolute Number of Highly Concentrated Exports
and Highly Concentrated Imports at Different Percentile Distribution Thresholds with
Countries’ Income Status
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Table A2.1: Top 20 HS6-Digit Highly Concentrated Exports and Highly Concentrated Imports
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851780
851790
847330
610910
300490
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847989
840999
844390
852520
854230
847180
870323
630790
847130
903289
854389
610990
847160
Top 20

106
104
99
97
90
87
87
82
80
78
77
77
75
73
71
71
70
68
67
67
1,626

0.46
0.46
0.43
0.42
0.39
0.38
0.38
0.36
0.35
0.34
0.34
0.34
0.33
0.32
0.31
0.31
0.31

0.3
0.29
0.29
7.10

392690
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610990
847330
630790
851762
903289
847990
300490
847989
840999
847130
851770
847160
620462
870829
620342
650500
852520
Top 20

HCGm = highly concentrated imports, HCGx = highly concentrated exports.
Source: Asian Development Bank calculations based on BACI database (accessed May 2022).
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3. Accelerating Sustainable Trade

Through Better Designed
and Effective Trade Agreements

3.1 Trends and Opportunities of Regional Trade
Agreements in Asia and the Pacific

3.1.1 Trade Liberalization in Asia and the Emergence
of the Mega-Regionals

From March 2020—when the World Health Organization characterized the COVID-19 outbreak as
a pandemic—to February 2022, trade liberalization negotiations in Asia and the Pacific have continued
despite travel restrictions and physical distancing. Twelve regional trade agreements (RTAs) entered into
force, four were signed, and one was concluded—that is 17 new trade agreements in 2 years. (Table 3.1).

Table 3.1: New Regional Trade Agreements in Asia and the Pacific
Involving Developing Countries, March 2020-February 2022

Intraregional

PACER Plus In force, 13 December 2020
RCEP In force, 1 January 2022
Cambodia-People’s Republic of China In force, 1 January 2022

Cambodia-Republic of Korea
Indonesia-Republic of Korea
Bangladesh-Bhutan?
Philippines-Republic of Korea
Interregional
Indonesia-EFTA
EAEU-Serbia®
India-Mauritius
Azerbaijan-Turkiye?
PRC-Mauritius
Georgia-United Kingdom

Singapore-United Kingdom
Viet Nam-United Kingdom
Republic of Korea-Israel

Republic of Korea-United Kingdom

Signed, 26 October 2021
Signed, 18 December 2020
Signed, 6 December 2020
Concluded, 26 October 2021

In force, 1 November 2021
In force, 10 July 2021

In force, 1 April 2021

In force, 1 March 2021

In force, 1 January 2021

In force, 1 January 2021

In force, 1 January 2021

In force, 1 January 2021

In force, 1 January 2021
Signed, 13 March 2021

EAEU = Eurasian Economic Union, EFTA = European Free Trade Association, PACER Plus = Pacific Agreement on Closer Economic Relations Plus,

PRC = People’s Republic of China, RCEP = Regional Comprehensive Economic Partnership.

2Goods only.

Source: ADB compilation based on information available as 28 February 2022.
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The pace and scope of economic integration in Asia and the Pacific are unprecedented. Regional trade
agreements are proliferating and expanding. The region is now home to two so-called mega-regionals,
the Regional Comprehensive Economic Partnership (RCEP) and the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership (CPTPP). Several established intraregional agreements exist
and, increasingly, interregional agreements. Bilateral agreements between regional members are also
increasing.

Asia and the Pacific’s mega-regionals are the RTAs of the 21st century, with integration partnerships
between countries or regions that account for a substantial share of world trade and gross domestic
product (GDP). Two or more members are usually in a leading position or are hubs in global value chains.
The RCEP is the most recent, a large and significant mega-regional agreement signed in November 2020
after 8 years of negotiations, entering into force in January 2022.2> Among the 15 signatory states, and
unlike the CPTPP, six are lower-middle-income or least developed countries.

In addition to the mega-regionals, the UK has negotiated four RTAs with Asia and Pacific developing
nations. The EU and the US also have preferential agreements and RTAs in the region. The RCEP, CPTPP,
and others have continuously widened the scope, depth, and complexity of RTAs covering goods, services
(in most cases), and increasingly foreign investment, competition policy, and other behind-the-border
measures.

The region is also developing the digital economy by forging new deals ahead of the conclusion of any
formal agreement at the World Trade Organization. This topic is discussed in section 4.2.

Mechanics of trade liberalization and key factors for effective use
of trade preferences

Trade liberalization is about market access and regulatory convergence. Agreements seek to increase
exports and imports and improve the business environment. However, the region’s ability to assess the
effectiveness of these many new agreements is very limited, and specific challenges exist in the inclusion
of and benefits to low- and middle-income and least developed countries. The intensity of development
of new trade agreements in Asia and the Pacific raises questions that confront all developing countries:
What is the incremental value and the cascading effect of successive and often overlapping FTAs¢ Do
they improve market access? Do they increase regulatory convergence?

These questions are important. Free trade agreements with no or minute incremental value are not only a
cost to the international trading system, but also to the countries that negotiate and implement them. The
most controversial question arising from the region’s multiple FTAs is how to measure the value of trade
liberalization from each FTA. There are few rigorous analyses of this issue and very little is known of how
firms are making use of each of the FTAs.

The CPTPP and RCEP both cover the “classical” elements of trade, i.e,, tariffs and behind-the-border
measures. ADB has also emphasized that gains will depend on effective implementation of the agreement
and the extensive built-in agenda (Crivelli and Inama 2022). Further intergovernmental work and strong
political will is needed to unlock the potential of the RCEP and expand its coverage.

% On1January 2022, the RCEP entered into force for 10 out of 15 signatory states: Australia, Brunei Darussalam, Cambodia, the
People’s Republic of China, Japan, the Lao People’s Democratic Republic, New Zealand, Singapore, Thailand, and Viet Nam.
The agreement became effective for the Republic of Korea on 1 February 2022 and Malaysia on 18 March 2022.
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Developing countries, including the least developed, are particularly challenged in entering new trade
agreements, particularly identifying the benefits of new RTAs. These challenges came at a juncture when
Asian LDCs—Bangladesh, Cambodia, Myanmar, and Nepal—that traditionally relied on nonreciprocal or
unilateral trade preferences, e.g., the EU’s Everything but Arms scheme and several other regional and
international duty-free and quota-free schemes, were graduating from these preferential arrangements.
Least developed country preferences are also eroding because of entry into force of other regional
countries’ bilateral RTAs with large trading partners such as the EU and other preference-granting
countries. Least developed countries, on graduating from unilateral preferential arrangements, are now
challenged to identify or negotiate RTAs that will be to their benefit. Negotiating beneficial agreements
will require capacities and expertise that LDC governments will need to develop.

Developing countries have recently signed a number of RTAs, but it is unclear what the value-added may
be. Viet Nam has signed four RTAs with Japan: the ASEAN-Japan FTA, the Viet Nam-Japan bilateral
FTA, the RCEP, and the CPTPP. The value and utilization rates of these overlapping agreements are
unclear and require review with greater aid for trade support.

The size and scope of these issues is significant, and in these negotiations, the devil is always in the
details. Aid for trade support for research and support for low- and middle-income countries and
LDCs, as well as emerging upper-middle-income countries, like Armenia, which attempt to assess the
incremental benefits of overlapping negotiations is urgently needed. For example, evaluating the market
access of overlapping FTAs for goods requires comparison of overlapping tariffs schedules, complex rules
of origin, and thousands of tariff lines. Comparisons also require text-based or side-by-side reviews of
legal provisions to (i) identify the meaning of such provisions for market access and national treatment,
and (ii) employ a quantification methodology to rank the degree of liberalization. When trade in services,
technical barriers to trade, sanitary and phytosanitary measures, and other regulatory issues also require
evaluation, the comparison exercise enters complex and uncharted territory.

Aid for trade programs can help address issues by developing neutral methodologies for assessing
and quantifying the impacts and benefits of existing RTAs and potential new agreements; and also by
providing clear direction to countries on the agreements that are most beneficial. Such analyses will
need to address tariffs and rules of origin; sanitary and phytosanitary measures and technical barriers
to trade; and trade in services, investment, intellectual property rights, including the most recent issues
of e-commerce and digital services. For example, Australia and New Zealand provide ODA support to
the Pacific island members of PACER Plus to negotiate and ratify the agreement, and subsequently a
A$25 million AfT package to support its implementation.

Trade policymaking in developing countries, including the least developed, should be based on informed
analysis and public-private dialogue. The decision whether to negotiate new RTAs should be informed
by technical calculations of perceived advantage and calculations that quantify the specific proposed
language in agreements. Aid for trade can help countries with limited capacity and can provide crucial
capacity in assessing and negotiating trade agreements in least developed, low-income, and lower-
middle-income, and some emerging upper-middle-income countries. This can help ensure they benefit
from them. The following sections describe areas that require deeper research and policy options.
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Review of preference utilization rates

Preference utilization rates can be used to assess the incremental value of new RTAs (Inama and
Crivelli 2021), particularly for market access and regulatory convergence. Utilization rates assess (i) the
effectiveness of subsequent and overlapping RTAs; (ii) the extent to which new initiatives provide new
trade opportunities for developing countries, especially least developed and lower-middle-income; and
(iii) how this progress is measurable and quantifiable.

Cambodia’s recent RTAs raise issues of incremental value. Cambodia recently signed an FTA with the
PRC—although Cambodia has been a member of the ASEAN-PRC FTA since 2004 and is a member of
the RCEP. Again, the RCEP came into force in January 2022, at the same time as the Cambodia-PRC FTA.
The PRC and Cambodia both produce textiles and apparel, so Cambodia benefits most under the RCEP
from the elimination of many customs duties on its several agricultural exports. Countries with relatively
large apparel industries based on intra-RCEP imports, such as Cambodia, should also benefit from the
RCEP’s Rules of Origin and modern cumulation rules. Observers may ask what additional benefits the
PRC-Cambodia agreement offers in better market access for agricultural exports.

These questions point to the need for assessments of preference utilization rates. Studies can reveal a
disturbing picture of trade preference utilization, whether unilateral or reciprocal. Low utilization rates
suggest that a preference scheme is not working properly. High utilization rates may or may not be a
positive sign, since they may hide low trade volumes and/or low coverage of the RTA or the preferential
arrangement. This is the case for the US Generalized System of Preferences and the African Growth and
Opportunity Act, in which trade flows are relatively low. In contrast, the spectacular rise in utilization rates
of the EU’s Everything but Arms Initiative and Canada’s Least Developed Country Tariff following a reform
of rules of origin was accompanied by increasing trade volumes (WTO 2014). Like a medical check-up,
the analysis of utilization rates should be carried out by trade experts able to draw conclusions from a
variety of datasets and evidence from firms.

Governments have become wary of preference utilization studies. Objections could be raised, as some
trade preferences may not be used, simply because these preferences or other competing duty rebates
schemes overlap, such as duty drawbacks.?® Yet, utilization rates are key to increasing transparency by
measuring the effectiveness of various overlapping trade preferences. For instance, Cambodia’s utilization
rates in the ASEAN-Japan FTA were as low as 10% in 2018; but utilization rates were more than 80%
for the Japanese Generalized System of Preferences scheme in the same year. The latter provides more
lenient product-specific rules of origin, especially in the garment sector.

Given the overlapping nature of RTAs or preference schemes like the Generalized System of Preferences,
studies of utilization rates mean that governments will be able to determine the preference scheme that
best suits their firms. They will also be better informed on formulating rules of origin, tariff dismantling,
and trade facilitating administrative measures for future RTAs.

Aid for trade should be focused on these issues. New research methodologies to measure the effectiveness
of overlapping RTAs should support governments in determining the value of sanitary and phytosanitary
measures, technical barriers to trade requirements; trade in services; investment; state-owned enterprises;

% For instance, the Generalized System of Preferences/African Growth and Opportunity Act for unilateral trade preferences
might be overlapping. For FTAs, a valuable example is the Viet Nam-Japan preferential trade relations, in which there is
(i) aJapan-ASEAN FTA, (i) a Viet Nam-Japan bilateral FTA, and (iii) CPTPP and RCEP. In addition, Viet Nam is still a beneficiary
of the Japan Generalized System of Preferences.
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and intellectual property rights. So far, no one has attempted systemically to devise an appropriate and
tailored methodology to each of these new disciplines, nor to assist developing countries with tailored
capacity building in these new areas. Such rigorous analysis and its results should be put in place to
support governments and trade officials, as ignoring findings of low utilization rates may lead to flawed
policy decisions and ineffective RTAs.

Least developed country graduation is an overarching objective of the international community. Most of
the 12 LDCs in Asia and the Pacific are on the verge of graduation from the special treatment provided by
the international community in trade and in development cooperation. The WTO contains special and
differential treatment provisions for LDCs, over and above flexibilities accorded to developing countries.
Market access in the form of unilateral and nonreciprocal preferential tariff treatment for products
originating in LDCs is one of the most utilized special and differential treatment provisions in the WTO.
Least developed countries enjoy unilateral preferences of duty-free and quota -free market access under
schemes like the EU’s Everything but Arms Initiative and schemes offered by several Asia and Pacific
countries. These preferences offer unilateral and nonreciprocal duty- and quota-free market access to
least developed countries. Once these countries graduate from that category they will eventually lose this
special treatment. The impact of graduation in scope and magnitude will range from high to low depending
on countries’ export concentrations of products and destinations and the extent of the LDCs’ reliance on
unilateral trade preferences.

Asian economies are the success stories of trade preferences. During the 1980s and early 1990s, the
Asian tigers (Hong Kong, China; the Republic of Korea; Singapore; and Taipei,China) were able to make
efficient use of opportunities created by trade preferences. After their graduation from the Generalized
System of Preferences schemes, low- and middle-income countries such as Sri Lanka and Viet Nam have
increasingly benefitted. The present performance of Asian LDCs has been impressive.

Graduating LDCs have diverse economic profiles, with marked divergences in export structure, as well
as diverse utilization rates of—and reliance on—unilateral preferential market access (WTO 2020).
Countries such as Bangladesh and Cambodia have been very successful in taking advantage of the
preferences to become leading garment exporters. In contrast, the export structure of small islands and
developing states of the Pacific, such as Tuvalu, may not allow them to leverage trade preferences in
boosting economic performance.

Graduation from preferences is a main concern of the LDCs that have benefited the most. Preference
erosion is also being driven by the proliferation of RTAs in Asia and the Pacific. And while LDCs are
particularly vulnerable to preference erosion, the phenomenon is not restricted to LDCs but potentially
concerns any developing economy, such as Armenia’s loss of preferential access to the EU (Box 3.1).

When devising policy options to remedy to the loss of preferences, factors to be examined should go
beyond graduation policy to take into account the overall, constantly changing trade scenario in Asia
and the Pacific. A most likely option is that LDCs join RTAs. However, given their proliferation, the need
is urgent for accurate analysis of tariff and product-specific rules of origin levels across RTAs. Such
analyses may show countries and firms the best options for replacing unilateral preferences by RTAs with
the most favorable market access and rules of origin. Aid for trade has a role to play in this exercise, as
discussed later.
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Box 3.1: Preference Erosion—Armenia’s Loss of Preferential Access to the European Union

Armenia was a beneficiary country of the European Union (EU) Generalized Scheme of Preferences Plus
(GSP+) from 2014 to 2021. GSP+ grants duty-free access to the EU market for 66% of products. However,
EU legislation provides that a country classified by the World Bank as high income or upper middle income for
3 consecutive years should no longer benefit from GSP or GSP+ schemes. As it has been classified as an
upper-middle income country since 2018, eligibility ceased for Armenia on 1 January 2022 (EU 2020).?

According to ADB 2021,° the loss of preferential access to the EU market will reduce Armenia’s manufacturing
exports to the EU by 11.5%, corresponding to $34.5 million (see table). Exports to Germany are projected to
be the most affected (-$23 million), followed by exports to Italy (-$6 million) and France (-$2 million). Part
of the foregone exports to the EU, however, are expected to be reallocated to other markets. Exports to the
Russian Federation are notably expected to increase by 1.6%. Overall, Armenia’s total exports of manufactured
goods are expected to decline by 0.9%, corresponding to $16.6 million. This reduction in exports is expected to
translate into a minimal reduction of Armenia’s welfare (or real consumption) of about 0.1%.

Impact of Loss of Preferential Access to the EU Market on Armenia’s Welfare
and Exports of Manufactured Goods

Aggregate impact (0.13) (16.6) (0.9) =
of which European Union — (34.5) (1.8) (11.5)
of which Russian Federation 8.8 0.5 1.6

O = negative, EU = European Union.

Note: For simplicity, the United Kingdom is included within the EU as its withdrawal from the EU also means that it is no longer part of the
EU’s Generalized Scheme of Preferences Plus program.

Source: Asian Development Bank. 2021. The Impact of Tariff Changes on Armenia’s Foreign Trade. Manila.

This moderate effect is mostly due to the low coverage of GSP+ for Armenia’s exports to the EU. As of
2018, copper ores accounted for 38% of Armenia’s exports to the EU; and the EU does not impose tariffs on
copper (see table). GSP+ thus does not provide any advantage for Armenia’s top export product to the EU.
For ferro-molybdenum alloys—which accounts for 23% of Armenia’s exports to the EU—GSP+ does provide
an advantage, but only minimal as the default most-favored nation tariff is only 2.7%. The moderate effect
of GSP+ on Armenia’s exports to the EU thus mostly arise from aluminum foil and textile, which are also
significant bilateral exports.

The structure of Armenia’s exports makes its case specific. Preferential access to the EU market might be more
critical for other beneficiaries of the GSP+ scheme or more generous schemes such as “Everything but Arms”.
These economies may incur significant losses and suffer long-term adverse effects if the preferential tariff
scheme they benefit from are removed. Alternative options therefore need to be explored in a forward-looking
trade policy agenda.c

continued on next page
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Box 3.1 continued

Armenia’s Exports to the European Union: 2018

Exports to the EU 831 100 =
Copper ores 313 38 0.0
Ferro-molybdenum alloys 193 23 2.7
Aluminum foil 97 12 7.5

- means data not available, ADB = Asian Development Bank, EU = European Union, MFN = most-favored nation.

2 European Union. 2020. Commissions Delegated Regulation (EU) 2021/114 of 25 September 2020.

® ADB. 2021. The Impact of Tariff Changes on Armenia’s Foreign Trade. Manila.

¢ See recommendations contained in Chapter 1 of the Cambodia Trade Integration Strategy 2019-2023.
https://cambodiancorner.fileswordpress.com/2019/12/cambodia-trade-integratio-strategy-2019-2023-1.pdf.

Sources: International Trade Centre. 2021. Market Access Map; and Centre d’Etudes Prospectives et d’Informations Internationales (CEPII).

2021. Base pour ’Analyse du Commerce International (BACI). This box was written by Pramila Crivelli and Jules Hugot of the Economic

Research and Regional Cooperation Department, ADB.

Most developing economies and some LDCs participate heavily in GVCs. Regional trade agreements
such as the CPTPP, RCEP, and ASEAN FTAs that address behind-the-border issues, strengthen existing
GVCs, and promote new ones. However, we know less about how to attract GVCs and enhance their
positive impact through RTA-related institutional and policy reform. Much more analysis is needed
of what policies support GVCs and promote GVC investment. Technical and economic assistance are
also required to help governments address these issues, as is adjustment assistance that enables labor
mobility in line with changes in production and export patterns.

Within the group of lower-middle-income countries—the main beneficiaries of Aid for Trade—GVC
participation rates for Indonesia? and the Lao PDR are below the regional average (ADB 2021a).
Indonesia’s ranking is partly explained by the high share of petroleum and agricultural products in its
exports. Meanwhile, over the past 20 years, Cambodia, the Lao PDR, and Viet Nam experienced extremely
high growth in their gross exports, as well as indirect exports, i.e., the portion of their value added exports
embodied as intermediate inputs in other countries’ exports. The most striking case is Viet Nam. The big
volume of indirect exports ($165 billion in 2019) is mostly related to labor-intensive industries, which
account for a continuously declining share in the PRC’s exports. The PRC has also been an important
source of foreign direct investment flows to Viet Nam.

The relative share of forward and backward linkages?® in overall GVC participation significantly varies
across countries. Forward linkages are more important in countries that are rich in natural resources, such
as Indonesia. The Lao PDR’s high degree of forward integration can be explained by its landlocked position,
which causes the country to use Vietnamese and Thai port facilities for shipping its exports to the rest of
the world (ADB 2021b). Conversely, in Cambodia and Viet Nam, backward linkages prevail by far over
forward linkages, due to the high share of final, rather than intermediate, products in the composition of
their exports.

27 In 2020, Indonesia stepped down from the upper-middle-income category to the lower-middle-income category as a result of
the negative impact of COVID-19 on its economy.

2 Backward linkages: share of foreign value-added in total exports of a country; forward linkages: domestic value-added embodied
in intermediate exports that are further re-exported to third countries.
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Gains from GVC participation are not inevitable. The benefits of GVCs can vary considerably depending
on whether a country operates at the high or low end of the value chain. A study on the textile and clothing
sector in graduating, Asian LDCs concluded that a “successful” country like Cambodia has been caught
for decades in the low-value segment of the GVC, resulting in extremely low profit margins (Box 3.3).

Governments and trade agreements have a key role to play in promoting GVC participation. Tariff
reduction is important to attracting GVCs. Multiple border crossings of intermediate goods magnify costs
to GVCs, particularly compared to trade in final goods produced in a single country. Tariffs applied on the
gross value of imports, rather than on value added, do the same. Any marginal decrease in gross tariff rates
can significantly lower costs for trade in intermediate goods and enhance options for GVC participation.

Nontariff barriers or behind-the-border measures are often more restrictive role than tariffs and quotas.
The most important factors affecting developing country participation in GVCs are intellectual property
rights protection, standards and logistics, such as trade facilitation. In fact, in the context of RCEP, full
implementation of the trade facilitation commitments could have a greater impact on trade liberalization
and strengthening GVCs than tariff reductions alone (ADB 2022).

The long-standing stalemate in multilateral trade negotiations within WTO’s Doha Round means that
RTAs and, more recently, the mega-regionals, are attempting to fill the gap in global governance of the
international trading system. In Asia and the Pacific, two mega-regionals stand out: the CPTPP, which
entered into force in December 2018, and the more recent RCEP.* These agreements are similar, but
stark differences outweigh the similarities. Seven countries are parties to both agreements—Australia,
Japan, New Zealand, and the four ASEAN countries of Brunei Darussalam, Malaysia, Singapore, and
Viet Nam. They share the ultimate goals of greater market access and enhanced trade and investment
flows. They also use the same approaches to achieve these goals: cutting tariffs and lowering
behind-the-border barriers to trade and investment. However, they have five key areas of difference:
genesis, geographical coverage and size, scope, depth, and accessions (Box 3.2).

2 ADB (2022) provides a detailed analysis of the RCEP and how it differs from the CPTPP.
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Box 3.2: Comparing the Comprehensive and Progressive Agreement for Trans-Pacific
Partnership and the Regional Comprehensive Economic Partnership

Genesis. The Regional Comprehensive Economic Partnership (RCEP) is the result of a long-standing integration
effort centered on the Association of Southeast Asian Nations (ASEAN), starting with the ASEAN Free Trade
Agreement (FTA), followed by FTAs between ASEAN and five Asia and the Pacific countries: Australia, the
People’s Republic of China (PRC), Japan, New Zealand, and the Republic of Korea. The RCEP’s content has
been shaped by the “ASEAN way” of conducting step-by-step negotiations by consensus and postponing
unresolved issues to future negotiations under a robust built-in agenda. In fact, the RCEP has been termed a
“work in progress” (Park, Petri, and Plummer 2021).

The Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP) originated in the
Trans-Pacific Partnership. In 2017, the United States (US) withdrew from the agreement, and remaining parties
concluded the agreement as CPTPP by suspending a number of provisions, especially in the investment area.
The CPTPP is a high-quality and ambitious regional trade agreement, with no built-in agenda.

Geographical coverage and size. The CPTPP has a smaller membership of 11 countries; the RCEP has 15.
The CPTPP has no least developed countries and only one lower-middle-income country. Unlike the RCEP,
four of its members are extraregional—Canada, Chile, Mexico, and Peru. The CPTPP features smaller income
disparities between parties than the RCEP. With the exception of Viet Nam, the CPTPP is composed of high-
income and upper-middle-income countries exclusively. The RCEP covers six lower-middle-income countries,
including three least developed countries. Furthermore, the RCEP is the first agreement in which the PRC,
Japan, and the Republic of Korea—all non-ASEAN nations—share membership.

The RCEP covers 30% of the world population, versus the CPTPP’s 7%. It also covers 31% versus 13% of
global gross domestic product and 29% versus 14% of global merchandise exports. In 2020, intra-RCEP trade
accounted for 44% of members’ global trade, against 36% for the CPTPP. However, the CPTPP’s gross domestic
product per capita ($19,000 in 2020) was about twice the RCEP’s ($11,000).

Scope. Both agreements deal with areas covered by the World Trade Organization (WTO)—trade in goods, in
services, movement of natural persons, intellectual property, and government procurement—as well as WTO-
plus commitments in investment, competition, electronic commerce, and small and medium-sized enterprises.
The CPTPP covers three behind-the-border areas that do not appear in the RCEP, namely, state-owned
enterprises, labor, and environment.

Depth. The CPTPP is considered more comprehensive than the RCEP because of its wider coverage and more
ambitious commitments. Such differences include:

Trade in goods. Unlike the CPTPP, the RCEP is composed of 38 different tariff schedules with very long
timelines of 20 years (or even slightly more). Some countries—Australia, Brunei Darussalam, Cambodia, the
Lao People’s Democratic Republic, Malaysia, New Zealand, Singapore, and Thailand—created a single tariff
schedule to apply equally to all other trading partners. Japan used a “hybrid” schedule. Other RCEP members,
such as Indonesia and Viet Nam, have made differentiated offers depending on RCEP partners. This complexity
has in turn generated other layers of provisions in reading and understanding tariff schedules, including the
potential for tariff differentials to impact cumulation.

Trade in services. In comparison to the CPTPP, the RCEP annex on financial services is more weighted toward
prudential regulations and states’ right to regulate over financial liberalization. Furthermore, the RCEP lacks an
investor-state dispute settlement mechanism, which is available in the CPTPP for the enforcement of financial
service suppliers’ rights, including minimum standards of treatment. The CPTPP’s annex on professional
services is far more detailed than the RCEP’s. In fact, it contains not only general provisions but also specific
commitments in a number of areas.

continued on next page
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Box 3.2 continued

Intellectual property. The RCEP aims to reconcile “the rights of intellectual property right holders and the
legitimate interests of users and the public interest.” The CPTPP instead is tilted toward the rights of intellectual
property rights holders. However, the RCEP’s chapter on intellectual property can be defined as a quantum leap
compared to the shallow treatment in ASEAN+1 FTAs.

Government procurement. While the RCEP focuses only on transparency and technical cooperation, the
CPTPP deals with market access.

Competition. The CPTPP’s and the RCEP’s chapters on competition are quite similar. However, the RCEP has
no specific provisions on state-owned enterprises, while the CPTPP devotes a separate chapter to them.

Investment. The RCEP’s market access commitments on investment appear to be below those offered under
the CPTPP. The latter also contains specific provisions for investor-state dispute settlement, which are absent
from the RCEP. Admittedly, this agreement offers a state-state dispute settlement mechanism. This means
that if a host state does not meet its obligations under the investment chapter, investors can request their
home state to support their claims, which it can eventually bring against the host state.

Electronic commerce. The RCEP provisions are neither as comprehensive nor as strict as those in the
CPTTP. The RCEP does not address issues related to source code, such as the one underpinning Microsoft
Office, a fundamental component of software. Unlike the CPTTP, the RCEP’s electronic commerce chapter is
not now subject to dispute settlement. The RCEP’s rules on data flows and data localization, allowing slightly
wider policy space.

Accessions. So far, Hong Kong, China alone has announced its desire to apply for RCEP membership once
the Agreement opens for accession from 1 July 2023. India opted out of negotiations in November 2019.
The RCEP remains open for India to commence accession discussions at any time (RCEP Article 20.9). The
United Kingdom (February 2021); the PRC (September 2021); Taipei,China (September 2021); and Ecuador
(December 2021) have applied to join the CPTPP. Indonesia, the Republic of Korea, the Philippines, and
Thailand have expressed interest in acceding to the agreement.

Source: Asian Development Bank.

Economic effects and the future of mega-regional trade agreements

The RCEP and the CPTPP have the potential to shape future regional trade and investment patterns and
international economic cooperation in the post-COVID-19 era. However, their impact will be uneven.
Except for Viet Nam, the benefits accruing to LDCs and lower-middle-income countries—Cambodia,
the Lao PDR, Indonesia, and the Philippines—in terms of increase in income and exports are expected to
be much smaller than those of Japan and the Republic of Korea, unless the RCEP’s built-in agenda is fully
implemented (see Crivelli and Inama 2022). Several Asia and Pacific lower-middle-income and LDCs are
not parties to the CPTPP and are expected to be hurt by trade diversion (Park, Petri, and Plummer 2021).

A recent study by the World Bank, also based on computable general equilibrium modeling, indicates
that RCEP tariff liberalization alone brings little benefit, but when it is accompanied with flexible rules
of origin, the gains in real income could be substantial (Estrades et al. 2022). The study estimates that
trade among RCEP members could increase 12.3% in 2035 relative to the baseline. However, the study
also argues that these aggregate effects mask a large variety of outcomes across countries, with Viet
Nam expected to register the highest trade and income gains.
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As with several other studies,® this research relies on the econometric assumptions of full implementation
of the commitments contained in the RCEP and its built-in agenda.

Aid for trade has a role in assisting least developed and other developing countries in identifying how to
enhance gains from the mega-regionals and offset losses stemming from the deals and/or to address trade
diversion, preference erosion, and graduation.

Can mega-regionals promote trade resilience? Widening market access and input sourcing
possibilities through cumulation benefits?

Mega-regionals and RTAs have mitigated the COVID-19 downturn. In developing Asia, intra-RTA trade
declined significantly less than trade under no agreement. Trade within deep RTAs was more resilient than
trade within shallow RTAs. Inevitably, during an economic crisis, demand turns to more reliable suppliers
and lower trade costs, such as lower tariffs and smaller regulatory differences, both associated with RTAs.
On the supply side, suppliers can be selective in complying with contracts. As forfeiting of contracts
covered by RTA enforcement rules can be costly, intra-RTA trade becomes less volatile (Nicita and
Saygili 2027).

Cumulation is the plumbing of global value chains as it allows countries to consider inputs originating in
other countries as domestic inputs for duty-free purposes. More specifically, cumulation provisions allow
identification of intermediate materials, work, and processing in a region to be considered as originating in
the country of export. This allows ease of market access for firms by facilitating compliance with the origin
criteria and the application of reduced duties or duty-free treatment.

Mega-regional RTAs are-expected to streamline the “spaghetti bowl!” of overlapping regulations, boosting
creation of regional value chains. However, firms will use these mega-regional deals only if they provide
value added over existing RTAs including a competitive margin of preferences, flexible product-specific
rules of origin, and related administrative procedures (Crivelli, Inama, and Pearson 2022). It remains to
be seen if the RCEP’s trade preferences are fully utilized: assessing that will require close monitoring of
utilization rates.

The absence of a most-favored nation clause in the Trade in Goods chapter of RCEP and the
differentiated tariff offers among member countries are likely to make cumulation provisions difficult to
use. Specific provisions to determine the country of final origin when different preferential tariffs apply
are contained in the tariff schedules of each RCEP member, formulated with different wording and, at
times, different criteria. In contrast, the CPTPP adopts one single pragmatic criterion for determining
the country of origin for the application of tariff differentials for all CPTPP members: the country where
the last production process took place unless such process is a minimal operation.

The RCEP parties should therefore rapidly activate article 2.5 to accelerate and simplify tariff commitments
aswellasarticle 2.21on sectoral initiatives to facilitate trade. In addition, they should extend the application
of cumulation to working and processing undertaken in the RCEP, as provided for in article 3.4, and where
possible, introduce self-certification as a preferred proof of origin. They should also implement promptly
the approved exporters mechanism and self-certification.”

30 See Economic Research Institute for ASEAN and East Asia (2022).
3 These recommendations are drawn from Crivelli and Inama (2022).
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The evolving contest for market access further marginalized Asian LDCs such as Bangladesh, Cambodia,
Myanmar, and Nepal that have been relying on unilateral trade preferences such as the EU Everything
but Arms initiative or other duty-free quota-free schemes. Several LDCs so far have not engaged in new
RTAs, because of the lack of capacity to engage in negotiations or implement such agreements.

Exports of the 12 Asia and Pacific LDCs represent close to half of the total exports of the 47 LDCs.
Bangladesh, Cambodia, and Myanmar are the three largest Asia and Pacific LDC exporters. These
graduating LDCs show differences in destination and product concentration of exports and trade
context. For some of these countries (e.g., Bhutan, Nepal, and Pacific LDCs) exports are predominantly
intraregional, while for other LDCs (e.g., Bangladesh and Cambodia) exports are mainly concentrated in
the EU and North America. The direction of exports will to a large extent determine decisions on market
access and on membership of RTAs following graduation.

According to the United Nations Conference on Trade and Development (UNCTAD), Cambodia has
attracted dedicated analysis within the country’s Diagnostic Trade Integration (UNCTAD 2020),
illustrating these various challenges and outlining a series of detailed trade policy initiatives needed in
the region’s LDCs to surmount a difficult juncture. These trade policy initiatives require capacities and
expertise that LDC governments may lack.

Least developed country governments may be motivated to seek additional market access to compensate
preference erosion due to graduation by entering quickly into new RTAs. However, this policy option
requires building considerable technical competence and negotiating capacity within these LDCs,
particularly given uneven distribution of benefits in some RTAs.

Assessing the incremental value of RTAs or mega-regionals that LDCs may consider is a challenging task.
An in-depth analysis of utilization rates of trade preferences under current and future RTAs would need
to be carried out, including identification of the best cumulation options. Governments of LDCs will also
need to identify the complex and challenging issues surrounding regulatory concessions or proposals for
concessions that may be elaborated in the context of RTA negotiations.

Cost-benefit analysis also needs to be undertaken on the coverage and ambition of LDC accession
to RTAs. Even more challenging would be to build a framework and design mechanism in RTAs for
regulatory convergence on areas of special interest to least developed countries. These are areas in
which aid for trade can play a role.
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Country-specific analysis of least developed country graduation challenges

The stakes are not the same across graduating LDCs in Asia and the Pacific. Exports of Bhutan, the Lao
PDR, Myanmar, and Timor-Leste are concentrated in primary commodities (including fuels and minerals)
and selected markets. Bangladesh and Cambodia are dependent on clothing, and Nepal’s reliance on
certain textile items such as carpets is very high. Kiribati, Solomon Islands, Tuvalu, and Vanuatu mainly
export agricultural and fishing products. Differences in destination, product concentration, and general
trade contexts determines, to a large extent, the market access scenario following graduation.

The following illustrates challenges faced by Bangladesh, Cambodia, the Lao PDR, Nepal, and Solomon
Islands on graduation from duty-free and quota-free preferences.

Bangladesh and Cambodia face particular challenges, as they are both heavily dependent on market access to
few export destinations, and export a limited range of products under trade preferences.

Bangladesh relied on the EU market for 57% of its exports in 2020 (Figure 3.1, panel A). Bangladesh
garments (HS 61 and 62) accounted for 85% of total exports in 2020 (Figure 3.1, panel B).

Panels D and E show a slightly less pronounced picture for Cambodia, with the US (30.8% share), the EU
(23.4%), and ASEAN (21.5%) as the main export destinations in 2020. It is remarkable that the US is the
first export destination, even if in that market Cambodia does not benefit from trade preferences. The
US Generalized System of Preferences in fact does not provide trade preferences for textile and clothing
apparel. By export composition, the basket of Cambodia exports also appears to be less dependent on
garments, since it also includes shoes (HS 64), bags (HS 42), and bicycles (HS 87).

Panels C and F show the main market destinations of Bangladesh and Cambodia, including alternative
market access opportunities provided by mega-regionals such as the RCEP and CPTPP. It is evident that
destinations are heavily skewed toward preference-granting countries, with Bangladesh ranking first, with
a 57.2% share in the EU alone. Panel F shows that in 2020 Cambodia’s exports to member countries of
mega-regionals (RCEP and CPTPP) reached a share of 40.5%.

Figure 3.2, panel A shows the reliance of Bangladesh exports of garments on the EU Everything but Arms
preferences. Utilization rates have been well over 90% since 2011, also showing an additional dependence
of the favorable rules of origin associated with Everything but Arms after the reform of the EU rules of
origin32in 2011. Utilization rates of HS 62 show a vertical increase from around 43% in 2010 to over 90% in
2011 after the EU reform of rules of origin, allowing a single transformation: fabrics to garments replacing
the former requirement of double transformation, i.e., yarn to fabrics and fabrics to garments. This change
allowed Bangladesh garments producers to use nonoriginating fabric from the PRC, making compliance
much easier.

32 On the impact and significance of the EU reform of rules of origin for LDCs, see Crivelli and Inama (2021).
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Figure 3.1: Export Destinations and Export Shares by HS Chapter, Bangladesh, and Cambodia
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ASEAN = Association of Southeast Asian Nations; CPTPP = Comprehensive and Progressive Agreement for Trans-Pacific Partnership;
EU = European Union; HS = Harmonized System; HS3 = Fish and crustaceans, molluscs and other aquatic invertebrates; HS10 = Cereals;
HS15 = Animal or vegetable fats and oils and their cleavage products prepared edible fats; animal or vegetable waxes; HS24 = Tobacco and

manufactured tobacco substitutes; HS30 = Pharmaceutical products; HS39 = Plastics and articles thereof; HS40 = Rubber and articles thereof;

HS41 = Raw hides and skins (other than furskins) and leather; HS42 = Articles of leather; saddlery and harness; travel goods, handbags and
similar containers; articles of animal gut (other than silkworm gut); HS43 = Furskins and artificial fur; manufactures thereof; HS44 = Wood
and articles of wood; wood charcoal; HS49 = Printed books, newspapers, pictures and other products of the printing industry; manuscripts,
typescripts and plans; HS53 = Other vegetable textile fibers; paper yarn and woven fabric of paper yarn; HS61 = Articles of apparel and clothing
accessories, knitted or crocheted; HS62 = Articles of apparel and clothing accessories, knitted or crocheted; HS63 = Other made up textile
articles; sets; worn clothing and worn textile articles; rags; HS64 = Footwear, gaiters and the like; parts of such articles; HS65 = Headgear and
parts thereof; HS67 = Prepared feathers and down and articles made of feathers or of down; artificial flowers; articles of human hair;

HS71 = Natural or cultured pearls, precious or semi-precious stones, precious metals, metals clad with precious metal and articles thereof;
imitation jewelry; coin; HS85 = Electrical machinery and equipment and parts thereof; sound recorders and reproducers, television image and
sound recorders and reproducers, and parts and accessories of such articles; HS87 = Vehicles other than railway or tramway rolling stock, and
parts and accessories thereof; HS94 = Furniture; bedding, mattresses, mattress supports, cushions and similar stuffed furnishings; lamps and
lighting fittings, not elsewhere specified or included; illuminated sign illuminated nameplates and the like; prefabricated buildings;

PRC = People’s Republic of China; RCEP = Regional Comprehensive Economic Partnership; US = United States.

Source: ADB calculations based on United Nations Comtrade Database. https://comtrade.un.org/data (accessed May 2022).
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Figure 3.2, panel B depicts Cambodian rates in using the Everything but Arms preferences for HS 61 and
62, showing that the garment sector remains the driver of the country’s performance in the EU, one of
its major export markets. Notably, Cambodia was temporarily suspended from Everything but Arms
preferences in August 2020.3 As with Bangladesh, Cambodia’s dependence on the more favorable rules
of origin contained in the EU reform is remarkable, as utilization rates have increased impressively since its
introduction, from slightly above 50% in 2010 to over 90% in 2011 and beyond, for HS 62 and for HS 61,
from around 70% to 90% and over in the following years.

Figure 3.2: European Union Imports from Bangladesh and Cambodia and Generalized System
of Preferences Utilization Rates
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HS = Harmonized System, GSP = Generalized System of Preferences.

Note: Articles of apparel and clothing accessories, HS 61 (knitted/ crocheted) and HS 62 (not knitted/ crocheted clothing and accessories).
Source: Asian Development Bank calculations based on United Nations Conference on Trade and Development. UNCTAD Database on GSP
Utilization. https://gsp.unctad.org (accessed May 2022).

Notably, Figure A3.2 panels A and B show a dramatic decrease in total imports of garments in 2020
compared to earlier years, mainly due to COVID-19. Yet, Bangladesh and Cambodia utilization rates
exhibit no significant variation, showing that high rates remained a constant feature, even during the
pandemic. The figure also shows that the importance of trade preferences, especially when coupled with
lenient rules of origin, cannot be overstated for these Asian countries.

The potential loss of the EU trade preferences for the Lao PDR may be mitigated by the
country’s reliance on regional markets

The Lao PDR records a trade volume of $190 million to the EU market for garments and enjoys a preference
utilization rate of around 90%. However, extreme reliance on the regional market with ASEAN (57%)
and the PRC (29%) as the main destinations can help the country mitigate the potential loss of trade
preferences (Figure 3.3, panels A and B).

33

See Commission Delegated Regulation (EU) 2020/550 of 12 February 2020 amending Annexes Il and IV to Regulation (EU)
No 978/2012 of the European Parliament and of the Council as regards the temporary withdrawal of the arrangements referred
to in Article 1(2) of Regulation (EU) No 978/2012 in respect of certain products originating in the Kingdom of Cambodia.
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ASEAN = Association of Southeast Asian Nations; AUS = Australia; CPTPP = Comprehensive and Progressive Agreement for Trans-Pacific
Partnership; EU = European Union; HS = Harmonized System; HST = Live animals; HS3 = Fish and crustaceans, molluscs and other aquatic
invertebrates; HS7 = Edible vegetables and certain roots and tubers; HS8 = Edible fruit and nuts; peel of citrus fruit or melons; HS9 = Coffee,
tea, maté and spices; HS10 = Cereals; HS12 = Oil seeds and oleaginous fruits; miscellaneous grains, seeds and fruits; industrial or medicinal
plants; straw and fodder; HS15 = Animal or vegetable fats and oils and their cleavage products prepared edible fats; animal or vegetable waxes;
HS16 = Preparations of meat, of fish or of crustaceans, molluscs or other aquatic invertebrates; HS18 = Cocoa and cocoa preparations; HS22
= Beverages, spirits and vinegar; HS26 = Ores, slag and ash; HS27 = Mineral fuels, mineral oils and products of their distillation; bituminous
substances; mineral waxes; HS31 = Fertilizers; HS40 = Rubber and articles thereof; HS44 = Wood and articles of wood; wood charcoal;

HS47 = Pulp of wood or of other fibrous cellulosic material; waste and scrap of paper or paperboard; HS62 = Articles of apparel and clothing
accessories, not knitted or crocheted; HS71 = Natural or cultured pearls, precious or semi-precious stoned, precious metals, metals clad with
precious metal and articles thereof; imitation jewelry; coin; HS74 = Copper and articles thereof; HS85 = Electrical machinery and equipment
and parts thereof; sound recorders and reproducers, television image and sound recorders and reproducers, and parts and accessories of such
articles; KOR = Republic of Korea; NZL = New Zealand; PACER Plus = Pacific Agreement on Closer Economic Relations Plus; PRC = People’s
Republic of China; RCEP = Regional Comprehensive Economic Partnership; USA = United States.

Source: Asian Development Bank calculations based on UN Comtrade Database. https://comtrade.un.org/data (accessed May 2022).

The Lao PDR’s export basket is also diversified, even with significantly lower trade volumes than
Bangladesh and Cambodia. Energy products and minerals represent a combined 37% of the total
export basket. Panel C shows the importance of the RCEP for the Lao PDR as the main destination of
its exports, with a share as high as 90%. In contrast to Bangladesh and Cambodia, the potential loss
of trade preferences may not be as high. The Lao PDR enjoys trade preferences in the EU market for
garments, recording a trade volume of around $190 million and a utilization rate well above 90%. Given
the Lao PDR’s export destinations, mainly focused on ASEAN and the PRC, the main issue is determining
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what the RCEP brings in incremental value in addition to existing FTAs with ASEAN countries (ASEAN
Trade in Goods Agreement and the ASEAN-PRC FTA). In addition, it would be necessary to identify
the preferential margin under these FTAs. While exports to the EU may appear of relatively small value
compared to overall export markets, it should also be noted that they represent a significant share of
manufactured products.

19% of exports to the EU and the US may suffer from the loss of preferential market access
Nepal’s main bilateral partner is India, with a 68% share of export destinations. The US and the EU still

represent 10% and 9%, respectively, as destinations for manufactured products exported from Nepal
(Figure 3.4), suggesting that trade preferences still play a role.>*

Figure 3.4: Nepal—Export Destinations
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ASEAN = Association of Southeast Asian Nations, AUS = Australia, EU = European Union, KOR = Republic of Korea, NZL = New Zealand,
PRC = People’s Republic of China, RCEP = Regional Comprehensive Economic Partnership, USA = United States.

Source: Asian Development Bank calculations based on United Nations. UN Comtrade Database. https://comtrade.un.org/data

(accessed May 2022).

The share of the RCEP economies as export destinations, somewhat below 5%, does not yet represent
a significant alternative. However, given that as much of the combined 19% of exports to the EU and
the US may suffer from the loss of preferential market access, possible accession to RCEP should be
assessed, taking into account the RCEP’s future development and possible enlargement to Nepal’s
neighboring countries.

3 The US is granting a special preference program to Nepal since 2015 following the earthquake that devastated the country.

The program covers a number of products such as carpets and bags that are not covered under the US GSP and lasts until 2025
(US Federal Code 19 US Code § 4454 - Trade Preferences for Nepal).
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With high export concentration, Solomon Islands will face challenges in diversifying exported
products and market destinations

Asin the Lao PDR and Nepal, the export composition and destinations of Solomon Islands show a unique
pattern (Figure 3.3, panels D and E): a heavy dependence for exports of wood products (HS 44) on the
PRC (66.7% share in 2018) and an even more pronounced one in export composition, since such exports
represented 75% of total exports in 2018. Solomon Islands benefits from Everything but Arms access to
the EU for its exports of canned tuna ($56 million in 2018) and palm oil ($15 million, in the same year) with
high utilization rates over 90%.

The RCEP appears to be the main export destination, given the inclusion of the PRC. Solomon Islands
is also a member of the Pacific Agreement on Closer Economic Relations Plus (PACER Plus). However,
as Figure 3.3 panel F shows, PACER Plus countries represent a minute share of Solomon Islands’ export
destinations (1.72%).

Trade policy responses

Each least developed country will need to elaborate its own trade policy responses to graduation and the
resulting preference erosion. The loss of LDC status may also have negative implications for GVC market
access due to exclusion or changes in the cumulation criteria in the rules of origin.

In addition, many Asian countries have negotiated bilateral FTAs with main preference, giving countries.
These agreements are further eroding the market access of Asian LDCs independently from graduation. It
follows that after graduation some Asian LDCs may find themselves facing negative market access relative
to non-LDCs in Asia that have entered into FTAs to build up their networks.

For example, Cambodia’s bicycle sector represents a success for the country’s export diversification
strategy. But according to non-LDC EU rules of origin, Cambodia’s bicycle producers will no longer be
able to use for cumulation purposes parts of bicycles originating in Viet Nam. This restriction will severely
disrupt the existence of the regional value chain. The Cambodian bicycle industry has initiated a procedure
for requesting the continuation of LDC cumulation requirements to the European Union.

Bangladesh and Cambodia, the most severely affected countries, have the option to apply for the EU’s
GSP+ (Special Incentive Arrangement for Sustainable Development and Good Governance) upon
graduation. Attaining GSP+ would provide Cambodia and Bangladesh with duty-free market access for
textile and clothing products, but not the lenient rules of origin that have made their recent success story
possible. Falling back to normal GSP status would see clothing exports levied with tariffs of 8% to 9.3%, or
even with higher MFN rates (Box 3.3 ). Further, for nontrade reasons, such an option may not be viable for
Cambodia and it may also be difficult to achieve for Bangladesh.

The current GSP regime of the EU expires in 2023 and will be replaced by a new one from the beginning
of 2024. However, the new GSP of the EU, including the GSP+ possibilities, does not provide market
access similar to what is currently provided under the Everything but Arms. Least developed countries
may attempt to embark on FTAs with previous preference-giving countries. This seems to be an option for
ASEAN LDCs since other ASEAN countries (Singapore and Viet Nam) have already entered an FTA with
the EU, while some other ASEAN countries are at different negotiating stages.
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Box 3.3: Textile and Clothing Exports in Graduating Asian Least Developed Countries

A recent study, produced by World Trade Organization (WTQO) and some United Nations entities, argues
that Asian graduating least developed countries are placed in the low-value stages of the textile and clothing
global value chains (GVCs) and the loss of trade preferences would hurt their competitiveness and export
performance. The findings of a survey carried out in the context of the study are the following:

Most textile and clothing factories, which are currently subject to lenient rules of origin for “cut, make and
trim” processing under trade preference programs, will have difficulties in complying with more stringent rules
of origin.

In Bangladesh, knitwear producers are more likely to meet rules of origin requirements than those making
woven apparel. AlImost two-thirds of knitwear firms said they are currently using domestic-made inputs (such
as yarns, dyes, chemicals, and accessories), in comparison with just 36% of woven apparel factories.

In Cambodia, textiles and clothing manufacturers corroborated the general opinion that low value-added
sewing work, associated with a high proportion of imported textiles as raw materials, results in extremely
low profit margins. Their production and exports are focused on relatively simple and basic clothing items
targeting primarily low-end markets, mostly in the European Union, the United States, Japan, and the People’s
Republic of China. For about two-thirds of manufacturers, at least 40% of their export receipts derive from
one or two key export markets. Some 60% of firms do not source any domestic textile raw materials because
of their limited availability. For nearly 40% of respondents, domestic inputs (mostly packaging materials and
label printing services) constitute below 10% of their total inputs.

The findings of the study basically replicate those of an earlier research® carried out in 2003 especially for
Bangladesh and Cambodia, where the heavy dependence on fabrics imported from the People’s Republic
of China and other suppliers was highlighted, together with the scarcity of alternative local sourcing and
backward linkages. However, some progress may have been achieved in Bangladesh for knitted garments.
Nevertheless, the consistency of the findings at an interval of twenty years suggests that alternative solutions
have to be pursued.

*World Trade Organization, United Nations Conference on Trade and Development, International Trade Centre, and United Nations
Department of Economic and Social Affairs. 2022. Textiles and Clothing In Asian Graduating Least Developed Countries: Challenges and Options.
>United Nations Conference on Trade and Development. 2003. Trade Preferences for Least Developed Countries: An Early Assessment of
Benefits and Possible Improvements. New York and Geneva: UNCTAD.

Source: Asian Development Bank.

Another possible option is an ASEAN-EU FTA. Yet, the timing, feasibility, and content of such negotiating
option may not offer the expected outcome for ASEAN LDCs since the design and objectives of the
negotiations may be tailored to fit the interests of the larger economies.

Alternatives provided by RCEP and CPTPP may be of some importance as possible substitution of the
market access granted by preference-granting countries. Recent studies have shown that tariff preferences
under RCEP are complex to detect and with long phasing out periods and tariff differentials (ADB 2022,
Crivelli and Inama 2022). CPTPP’s rules of origin for textile and clothing are stringent requiring a triple
transformation while RCEP’s are more lenient allowing cumulation with the PRC, the main fabric supplier.
However, the main limitation on LDC options is that RCEP countries, the PRC in particular, are major
producers of textiles and apparel, and are therefore unlikely to serve as alternative destination markets for
Bangladeshi and Cambodian exports.
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Developing Asia will need to raise its capacity to increase the efficiency and effectiveness of trade
agreements. This includes developing a roster of lessons and best practices as well as developing
human and institutional capacity to negotiate trade agreements that work in its favor. Asian LDCs face a
particularly urgent situation in the multiple challenges of graduation. They will need to assess their export
structure, reliance on market access, and most of all a new factor: the capacity of the public and private
sectors to develop and implement credible trade policy strategy. This will require urgent attention from
the aid for trade community, as outlined in section 3.2.3.

Creation of effective and trade liberalizing RTAs is one of the most important challenges for developing
and LDCs in Asia and the Pacific. The design and drafting of chapters of RTAs dealing with behind-the-
border measures require uncommon skills and a capacity from trade negotiators to enter into dialogue
with regulators of such policies. A public-private dialogue on domestic reforms and regulations is also
needed.

The UNCTAD Global Nontariff Measures Database reveals that such measures in Asia are rising and
that major potential markets, such as the PRC, have imposed the largest number of nontariff measures
(Suvannaphakdy 2022). More than 50% of total nontariff measures in the PRC and ASEAN are
accounted for by sanitary and phytosanitary measures. At the same time, the mechanisms inserted
in the various FTAs are not showing any WTO-plus disciplines that could diminish the increasing
incidence of nontariff measures.

As such, how to build research and capacity on trade and regulatory issues to diminish the impact of
nontariff measures should be a key topic in debate on aid for trade in the Asia and the Pacific. Trade
liberalization and economic growth require capacities to evaluate proposals, draft legislation related to
domestic regulatory frameworks, and constructively negotiate positions that many Asian developing
countries may not possess, especially the least developed. Limited human capacity is a major obstacle to
these countries’ participation in the global economy.

Without enhanced capacity to research, quantify, negotiate, and implement, governments risk having
their trade reform agenda frustrated by lack of technical capabilities. The drafting of trade language during
trade negotiations should be based on the coordinated involvement of the national authorities and the
private sector and should rely on substantive research carried out at national level to enhance clarity and
precision and achieve the best possible deal.

Lack of capacity can ultimately result in nonimplementation of commitments and may contribute to lack
of confidence of investors and trade policymakers in genuine effort to implement domestic reforms. The
following suggestions on how to increase aid for trade support for trade policy making and drafting of trade
agreements could address the pitfalls existing in certain FTAs. These considerations address the systemic
issues that need consideration when confronted with nontariff measures in the complex and sophisticated
Asia and Pacific region and how further work may be carried out under a focused and research-based aid
for trade agenda.
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Research, design, and drafting

An example of thorough research on a trade agreement was the preparatory work for the
EU-US Transatlantic Trade and Investment Partnership negotiations, the kind of exercise that AFT could
support in Asia and the Pacific. The research focused on expected and unusual ways to identify gains
and losses and establish cooperation among regulatory bodies in the US and the EU while maintaining
their independence. This architecture of regulatory convergence may be usefully adapted to Asia and
the Pacific, including the possibility of third parties joining the progressive building up of a regulatory hub.

The research found that overall dismantling of nontariff measures in all sectors was by far the most
economically beneficial measure for both the EU and the US. The EU, in its initial negotiating position
papers, set out an ambitious agenda for the elimination of nontariff measures. The agenda went beyond
reducing existing barriers by establishing a horizontal chapter containing principles and procedures on
consultation, transparency, impact assessment, and a framework for future cooperation. The intention of
the EU was to establish a “gateway” for handling sectoral regulatory issues via a consultation procedure
that discussed and addressed issues arising in EU or US regulations or regulatory initiatives. Either party
could request the consultation.

Great attention was paid to the use of multilateral instruments as the baseline for the negotiations. For
instance, the WTO technical barriers to trade and sanitary and phytosanitary agreements were taken
as the baselines to create WTO-plus disciplines in the Transatlantic Trade and Investment Partnership.
The EU intention was to foster cooperation on regulatory issues without creating an EU-US regulatory
authority. Where the new regulatory standards arising from the partnership did not require significant
adjustments for third countries, they were to be offered less time to adjust and comply than the original
parties, the EU and the US. This was expected to be an incentive for third countries willing to join or align
to the regulatory standards in the partnership.

Trade integration can contribute to important development goals, particularly if trade regimes are resilient,
stable, and less volatile. Nicita and Saygili (2021) note that (i) the proliferation of RTAs, (i) the deepening
of RTAs and behind-the-border measures, and (iii) LDCs facing preference erosion and graduation
challenges point to the need for regulatory convergence and stronger trade policy.

The case is strong for a research and capacity building program with extensive coverage of disciplines
that leads to establishment of a mature class of trade policy officials capable of using research findings
to negotiate, draft, and implement trade agreements. Aid for trade assistance is required to develop an
innovative research and capacity building program tailored to identification of appropriate methodologies
to assess incremental values in all these areas and lessons learned.

Initiatives should fall within the aid for trade category “trade policy and regulations” and include
“institutional and technical support to facilitate implementation of trade agreements”. Trade adjustment
assistance should also be given priority to ensure that trade is inclusive, and its gains are shared equally
among workers and businesses (Chapter 2).
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The beneficiaries of the proposed program would be all Asia and Pacific developing countries and
institutions with a strong focus on lower-middle-income countries and LDCs. The initiative could
involve a coordinated effort by donors and recipients, the ASEAN and RCEP secretariats, ADB, Asian
Infrastructure Investment Bank, World Bank, and the EU institutions. This new aid for trade instrument
should be designed and carried out at the multilateral level as a unifying factor for a renewed spirit of
multilateralism and implemented by trade-related international organizations and bilateral donor
initiatives. This will be important to ensure contemporary challenges and needs of developing countries
in Asia and the Pacific are addressed. Action should be targeted and demand-driven. Lessons from and
experience of previous programs such as the Joint Integrated Trade Assistance Programme and the
current Enhanced Integrated Framework (Box 3.4) can be considered. The program components of this
proposed initiative are developed in Chapter 5.

Box 3.4: Two Multilateral Trade-Related Capacity-Building Programs: Joint Integrated
Trade Assistance Programme and Enhanced Integrated Framework

The Joint Integrated Trade Assistance Programme, implemented by the International Trade Centre, United
Nations Conference on Trade and Development, and the World Trade Organization (WTO) began in 1996
to address the capacity building needs of selected countries in implementing new disciplines arising from
the Uruguay Round agreement and the establishment of the WTO as a negotiating forum for future WTO
agreements. It continued in a second phase from February 2003 until December 2007. By design, the Joint
Integrated Trade Assistance Programme built or strengthened human, institutional, and entrepreneurial
capacities in five main areas:?

e Trade negotiations, implementation of WTO agreements, and related trade policy
formulation: Through the Inter-Institutional Committees, the official frameworks for organizing
national stakeholder discussions and decision-making on the multilateral trading system.

*  Provision of reliable technical information on multilateral trading system, with attention
to standards and quality requirements: Through MTS Reference Centres and national enquiry
points.

*  Development of the national knowledge base on multilateral trading system: Through training
of trainers and creation of trainers’ networks.

e Development of goods, commodities and services policy frameworks, and sectoral strategies:
Including market knowledge of exporting and export-ready enterprises to develop and increase
production and exports.

¢ Networking of the institutional and human capacities built in each country: To encourage
synergy and the exchange of expertise and experiences (including at the subregional level) to ensure
sustainability of such capacities beyond the program’s life.

The Enhanced Integrated Framework replaced, to some extent, the Joint Integrated Trade Assistance
Programme with a focus on least developed countries and the ambition to assist them in mainstreaming trade
into their development policies. The second phase of the EIF will operationally end in 2024.

2Based on UNCTAD. 2004. The Joint Integrated Technical Assistance Programme: Capacity Building in Assuring Developmental Gains from
the Multilateral Trading System. Joint background note by the ITC, UNCTAD and WTO secretariats.
Source: Asian Development Bank.
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4. Preparing for the Digital Economy

4.1 Increased Digital Connectivity and Its Implications
for Digital Trade

The COVID-19 pandemic has accelerated the digital transformation of businesses of all sizes and across
all industries. The pandemic caused a deep contraction of international trade in 2020 and services trade
is still lagging, particularly transport and tourism. However, merchandise trade has largely rebounded and
reached record highs in 2021. Digitally delivered services have also grown, meeting the benchmarks of
“robustness” and “resilience” defined in Chapter 2.

This accelerated digital transformation could boost global output, trade and commerce, and employment
(ADB 2021a). For example, a 20% increase in the size of the digital sector over the baseline by 2025 will
increase global output an average of $4.3 trillion yearly from 2021to 2025 (equivalent to 5.4% of the 2020
baseline) or a cumulative impact of $21.4 trillion in 5 years. Asia would reap an economic dividend of more
than $1.7 trillion yearly (equivalent to 6.1% of the 2020 regional gross domestic product [GDP] baseline)
or more than $8.6 trillion from 2020 to 2025.

Yet, access to the digital economy and even the internet generally remains the biggest challenge. One
billion adults in Asia have no access to financial services and over 2 billion do not have access to the
internet. This lack of access to the digital economy, and of education on how to use it, risks worsening
inequality between and within countries, particularly if this “digital divide” widens. If countries, businesses,
and individuals are not equipped with the infrastructure, skills, technologies and an enabling regulatory
environment, then only a limited number of individuals and businesses will be able to take advantage
of digital opportunities. Countries may find themselves as rule-takers rather than rule-makers, and their
businesses and communities may be marginalized. Some low- and middle-income countries and many
LDCs face challenges in this area.

Digital services trade holds substantial promise for developing Asia and the Pacific. Countries with better
digital connectivity have a greater degree of trade openness and enable more products to be sold in more
markets: more digitalization means more trade (Lopez-Gonzélez and Ferencz 2018). Digitally deliverable
services trade is also more robust and resilient (see Chapter 2), and is thus valuable both as a strategy for
long-term economic development and short-term support for pandemic recovery.

This chapter examines the development of digital services trade, digital domestic regulations, and ways
to foster the participation of developing countries and LDCs in this trade. It proposes refocusing aid for
trade on capacity building for digital economy governance and digital trade policymaking. Refocusing aid
for trade (of which only 0.4% currently goes to digital service trade) will help equip developing countries
in Asia and the Pacific to participate more actively in domestic, regional, and global digital trade initiatives
and more fully realize the potential of digital trade for inclusive and sustainable growth.
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The establishment of digital platforms, and the proliferation of new digital business models offers
enormous economic opportunities. In 2019, digital platform business-to-consumer revenues reached
$3.8 trillion, equivalent to 4.4% of global GDP. Asia accounted for about 48% ($1.8 trillion; equivalent to
6% of regional GDP), the US for 22% ($836.7 billion, 3.9%), and the euro area 12% ($445.3 billion, 3.3%).
Asia will continue its rise as a major player in the global digital platform market as wider access reaches
more users and generates higher revenue growth (ADB 2021a).

Asia and the Pacific is the world’s second-largest exporter and importer of services and of digitally
deliverable services.®*® From 2005 to 2019, trade in services in the region almost tripled, while trade in
digitally deliverable services expanded from $403.4 billion in 2005 to $1.4 trillion in 2019, significantly
faster than in other emerging regions.

Both intraregional and extraregional trade in digitally deliverable services expanded. Intraregional exports
grew from 36% to 48%. Exports to the rest of the world grew faster from 48% in 2005 to 54%. In 2019, East
Asia (excluding Japan) was the top exporter and importer of digitally deliverable services in developing
Asia. The PRC accounted for half of all exports and 55% of imports. Exports grew faster than imports over
2005-2020 in most subregions. Some economies—India, the PRC, Singapore, Japan, and the Republic
of Korea— became hubs for imports and exports of digitally delivered services. The Philippines and
India were the main drivers of this rapid expansion. Bangladesh (growth rate in 2005-2020 of 13.3%),
Cambodia (11%), the Lao PDR (20.2%), and Nepal (14%) have also recently experienced rapid growth
albeit from a low base.

However, in the last 2 years, the COVID-19 pandemic dramatically reversed the growth trajectory of
global and regional trade in services. Nondigitally deliverable services fell 39% globally, 38% in Asia and
the Pacific. In contrast, nondigitally deliverable services experienced a mere 3% year-on-year contraction
globally, and a 1% increase in Asia and the Pacific.

Three main sectors dominate services trade in the region: travel services, transport, and “other business
services”. Of these three, the services that could not be digitally delivered—travel and transport—fell
precipitously during the pandemic, with severe implications for tourism-dependent and heavily transport-
dependent economies, such as small islands and landlocked states. By contrast, demand for services that
could be digitally delivered, many falling under “other business services,” grew significantly.¢

Trade by mode

Figure 4.1 breaks down services exports by mode of supply across 35 countries in Asia and the Pacific in
2017 (the latest year of available data for these countries). East Asian economies are significant exporters
of mode 3 (commercial presence) services, but for many other economies in the region, mode 1 “cross
border” services are prominent. In Southeast Asia and the Pacific, mode 2 “consumption abroad” is also

3 The discussion draws on key findings from the Asian Economic Integration Report 2022 on trends in services trade in the region
(ADB 2022a). “Digitally deliverable” services are those than can be supplied over the internet, including insurance and pension
services; financial services; charges for the use of intellectual property not identified elsewhere; telecommunications, computer
and information services; other business services; and personal, cultural, and recreational services. Nondigitally deliverable
services include manufacturing services on physical inputs owned by others, maintenance and repair services not identified
elsewhere, transport, travel, construction, and government goods and services not identified elsewhere.

36 This subsector includes professional services such as legal, accounting, and management consulting services; engineering and
scientific services; technical, trade-related, and other business services; and research and development services.
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common. Less trade is taking place via mode 4 “movement of natural persons” across the region, with
only a few countries (such as Afghanistan, Armenia, India, and the Philippines) registering close to 10% of
mode 4 services.

Figure 4.1: Distribution of Services Trade by Mode of Supply, 2017
(%)
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AFG = Afghanistan; ARM = Armenia; AUS = Australia; AZE = Azerbaijan; BAN = Bangladesh; BRU = Brunei Darussalam; BHU = Bhutan;
CAM = Cambodia; FIJ = Fiji; GEO = Georgia; HKG = Hong Kong, China; IND = India; INO = Indonesia; JPN = Japan; KAZ = Kazakhstan;

KGZ = Kyrgyz Republic; KIR = Kiribati; KOR = Republic of Korea; LAO = Lao People’s Democratic Republic; MAL = Malaysia; MLD = Maldives;
MON = Mongolia; MYA = Myanmar; NEP = Nepal; NZL = New Zealand; PAK = Pakistan; PHI = Philippines; PNG = Papua New Guinea;

PRC = People’s Republic of China; SAM = Samoa; SIN = Singapore; SOL = Solomon Islands; SRI = Sri Lanka; TAJ = Tajikistan; THA = Thailand;
TIM = Timor-Leste; TKM = Turkmenistan; TON = Tonga; TUV = Tuvalu; TAP=Taipei,China; UZB = Uzbekistan; VAN = Vanuatu;

VIE = Viet Nam; WLD=World.

Source: World Trade Organization Trade in Services by Mode of Supply database (Shingal and Agarwal 2021).

By value, mode 3 predominates for both exports and imports, with Australia; the PRC; Japan; the Republic
of Korea; and Taipei,China leading the way. The World Trade Organization (WTQO) Trade in Services by
Mode of Supply database shows that major mode 3 exports in East Asia prior to the pandemic included
construction, recreation services, and other personal services.

There were significant disparities in the impact of the pandemic on trade in digitally delivered services
across the region. In Timor-Leste, the Lao PDR, Brunei Darussalam, and Papua New Guinea declines
exceeded 40%,; by contrast, Afghanistan increased exports of such services by 37.2% and Georgia 24.1%,
(Shingal and Agarwal 2021). These differences may reflect pandemic-related impacts on demand across
particular destination markets.

Modes 2 and 4, both requiring person-to-person contact, declined significantly during the pandemic.
Mode 2, tourism-related services, declined 68.3% in 2020 relative to 2019. Tourism accounts for
50%-80% of total services exports in Armenia, Cambodia, Fiji, Georgia, Indonesia, the Lao PDR, and
Thailand. Exports declined significantly in these countries.

Figure 4.2 shows the decline in total services exports in 2020 relative to 2019, mapped against the share
of services exports in total exports delivered via modes 1 and 2, respectively. It shows that the fall in the
value of services exports in 2020 was less pronounced for countries whose services were transacted via
mode T; it was more pronounced for countries where the share of mode 2 in total services exports was
large. Mode 2 (tourism-related services) declined 68.3% in 2020 relative to 2019, with significant negative
implications for Pacific island countries and several regional countries.
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Figure 4.2: Shares of Mode 1and Mode 2 Exports Relative to the Decline in Value
of Overall Services Exports in 2020
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AFG = Afghanistan; AUS = Australia; AZE = Azerbaijan; BAN = Bangladesh; BRU = Brunei Darussalam; PAK = Pakistan; PHI= Philippines;
PNG = Papua New Guinea; PRC = People’s Republic of China; TAJ = Tajikistan; TIM = Timor-Leste; TON = Tonga; VIE = Viet Nam.
Source: World Trade Organization Trade in Services database, quoted in Shingal and Agarwal (2021).

The pivot to digital

Firms pivoted to digital products, tools, and channels in response to lockdowns, social distancing, and
supply-chain disruption. The share of partially or fully digitalized offerings by businesses in Asia and the
Pacific may have grown by more than a decade’s equivalent in the first few months of 2020 (McKinsey
2020). Businesses that were more digitalized prior to the pandemic, or that rapidly undertook digitalization
post-pandemic, tended to be more resilient. Digital platforms and digitally delivered services have many
positive impacts, such as bolstering economic growth, growing businesses, generating value chains, and
creating jobs (ADB 2021a and 2022a).

The pandemic saw business, consumers, and governments making more use of “tradetech”—technologies
to enable trade, such as blockchain—and governments shifting toward digital trade facilitation measures
such as digital “single windows” and electronic signatures. Tools such as paperless trading increased about
6% from 2019 to 2021, with rates now above 80% in East and Northeast Asia, over 70% in North and
Central Asia and Southeast Asia, and close to 100% in Australia and New Zealand.

Digitalization has fundamentally altered the scale, scope, and speed of trade and business models. The
ADB Asian Economic Integration Report 2022 highlights the important role that digital technology plays
in linking firms participating in global value chains—not only to coordinate sophisticated networked
production processes and for enabling communications, legal, and payments elements of global value
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chain transactions, but also as inputs into services and manufacturing-based global value chains
(ADB 2022a). Digitalization has also substantially transformed the nature of work, consumer behavior,
and perspectives on social and environmental protection. The pandemic has hastened this transformation.

Digital technologies are transforming trade in myriad ways, from what is bought and sold, the channels
through which trade takes place, to the way production and value chains are coordinated. Asia already
enjoys high internet penetration (around 61%) and high mobile subscriptions (OECD 2021b). The
broader Asia and the Pacific is already the most vibrant hub in the world for e-commerce, accounting for
over two-thirds of global e-commerce sales in 2020, and a key player in digital services, as noted. About
800 million people came online for the first time during the COVID-19 pandemic lockdowns. The region
should accordingly be well positioned to benefit from a shift toward digital trade.

Research by OECD (Lépez-Gonzalez and Ferencz 2018) suggests that a 10% increase in digital
connectivity between countries raises goods trade by nearly 2% and trade in services by over 3%. There
are also synergies between digital services trade and other sectors of the economy. An increase in physical
goods e-commerce, for example, creates opportunities for digitally delivered financial, logistics, and other
services. Digitally deliverable services also unlock opportunities for participation in global value chains;
the largest share of services trade, precrisis, was in demand for services inputs by firms operating within a
global value chain.

Access by micro, small, and medium-sized enterprises (MSMEs) to digitally deliverable business
services such as internet banking or cloud accounting helps drive export competitiveness. MSMEs with
a digital presence such as a webpage are more likely to become exporters. Digital tools can help women
entrepreneurs overcome impediments to establishing businesses, growing and exporting by improving
access to credit and information

Digitalization also supports overall productivity and inclusion. With the “servicification” of manufacturing,
blurring the lines between goods and services, access to more digitally delivered services can help even
domestically focused businesses to be more resilient to external shocks. Digital technologies improve
financial inclusion by providing access to financial services to the unbanked: 1 billion adults in Asia do not
have access to financial services, but 4.1 billion have a mobile phone which means they could potentially
access such services online.

These benefits may also accelerate the currently slow progress toward realization of the UN Sustainable
Development Goals. A large share of the UN SDG targets—one study puts it at two-thirds—are directly
influenced by digital technologies. In particular, digital technologies can help achieve “decent work
and economic growth” (SDG8); build resilient infrastructure and promote sustainable and inclusive
industrialization (SDG9); provide the means to progress goals relating to poverty through financial
inclusion (SDGT), gender equality (SDG5); and reduced inequalities (SDG10).

Economic risks

Digitalization also risks worsening inequality if the “digital divide” widens. Only 1.7 billion people in Asia
have access to the internet. If countries, businesses, and individuals are not able to access the internet, nor
equipped with infrastructure, skills, and technologies—as well as an enabling regulatory environment—
they may not be able to take advantage of digital opportunities. Without strong policy capabilities, they
may also find themselves as rule-takers rather than rule-makers on digital trade governance. This is a
particular risk for LDCs in the region (UNCTAD 2022a).
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Equally there are risks to broader societal interests, if cybersecurity threats are not addressed at both the
domestic and international level. There are also risks in relation to privacy violations, the reduction of
competition and innovation in markets, financial instability and other challenges.

Regulatory heterogeneity can also add to the costs of exporting, with small businesses least able to
absorb the high fixed trade costs. As discussed further below, divergent regulatory approaches are
increasingly common in the digital economy. Opaque or overly burdensome regulatory barriers are
emerging in many countries.. Since MSMEs make up the majority of the business community around the
region—over 97% of businesses and employing 69% of the workforce in Asia—these barriers are serious
risks to growth and employment.

Accordingly, a stronger and more coherent regulatory environment for digital trade is needed,
something on which participation in digital trade agreements can make a meaningful contribution
(particularly those designed as building blocks to broader outcomes, such as the Digital Economy
Partnership Agreement). Even simply achieving greater certainty in the trade environment and barriers
that exporters face has a value (Handley and Lim&o 2022), especially for the rapid transformation that
characterizes the digital economy.

Domestic regulations

If all trade costs declined, the share of developing countries in services trade would rise substantially, from
35% to almost 40%. Developing Asia and Pacific countries would benefit disproportionately from lower
trade costs because of the strong projected growth in the number of skilled workers in these countries
(WTO 2019). There is accordingly a strong case for seeking to ensure that good regulatory practices are
used in all economies.

The WTO Reference Paper for Services Domestic Regulation (WTO 2021a) seeks to facilitate services trade
in three main areas: transparency, legal certainty, and predictability of authorization requirements and
procedures, and regulatory quality and facilitation. The new disciplines seek to make information about
requirements and procedures for authorization of services suppliers more accessible, ensure that fair
treatment is given during licensing and authorization of services providers, and to require independence
and impartiality of regulatory authorities when dealing with authorization applications. The acceptance
of electronic applications is also encouraged (WTO 2021b). It therefore provides important guidance
on how economies ensure that the domestic and trade-related regulatory and policy settings are
transparent, enabling, trusted, and sufficiently responsive to tackle new challenges raised by ongoing
digital transformation.

Recent trade agreements in Asia and the Pacific include relatively strong commitments on services
domestic regulations. While the ASEAN-Australia-New Zealand Free Trade Agreement was
comparatively unambitious, for example, the Regional Comprehensive Economic Partnership establishes
binding commitments in a number of areas, in some cases even going beyond the WTO reference paper.
According to WTO analysis, South Asia scores lowest on approaches that are coherent with the reference
paper, with East Asia, the Pacific, and Central Asia all scoring higher. For example, the Pacific Agreement
on Closer Economic Relations Plus trade agreement (PACER Plus) between Australia; New Zealand; and
nine Pacific islands (the Cook Islands, Kiribati, Nauru, Niue, Samoa, Solomon Islands, Tonga, Tuvalu, and
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Vanuatu) strengthens regulation and establishes obligations on the publication of measures relevant for
service suppliers, procedural guarantees for the treatment of applications, and measures on consultation
of interested stakeholders (PACER Plus, Chapter 7, Articles 10 and 17, and Chapter 13 Article 2). South
Asia scored lowest in coherence with the reference paper, while East Asia, the Pacific and Central Asia
scored higher.

Regulatory approaches to digital trade

Digital transformation creates a wide range of policy and regulatory issues for governments, which
will need to balance commercial interests and market liberalization against sociocultural and security
interests, among others. Issues include foundational regulatory issues such as the development of overall
frameworks for electronic transactions and data protection; the protection of privacy, cybersecurity, and
consumer protection; and a more level playing field in the digital economy. They also include cross-border
regulatory divergences, opaque regulatory approaches, and a lack of interoperability at the technical and
legal or regulatory level. Domestic reforms for sound regulatory practices in services will also be key.

Regulation in digital services trade (along with investment in digital infrastructure) will be crucial to
establish countries’ comparative advantages in digitally enabled services sectors. Regulatory coherence
is particularly important. Domestic regulatory reform is needed alongside trade liberalization in order
to achieve changes to real incomes. This is because economies may tend to source the bulk of their
inputs in “digitally enabled” sectors domestically and sell their outputs there as well, meaning that price
implications of policy reforms are maximized when reforms are implemented in the domestic market and
internationally (ADB 2022).

Regulation can promote the development of the digital economy in several ways. It can create a level
playing field for business, advance consumer protection, and enable domestic objectives and international
commitments. Good regulation will promote digitalization within an economy by ensuring that the
economy stays open to digital competition while ensuring consumers are protected from privacy violations
and fraud.

Free trade agreements in Asia and the Pacific demonstrate aspects of regulatory promotion, coherence,
and convergence, along the spectrum of services, investment, and digitalization. Regulatory convergence
happens as regulatory requirements across countries become more similar or aligned over time, facilitating
trade and business. Regulatory cooperation can encourage interoperability of divergent digital regulatory
approaches through common standards, thus reducing redundancy, duplication of efforts, and trade costs.
Regulatory coherence refers to efforts by countries to create a more seamless and coherent digital market
for exporters. As the previous chapter noted, there are many such efforts, and approaches differ, making it
confusing for low- and middle-income countries and LDCs to determine optimal policy choices, not least
because of the sheer number of issues to be addressed. Further, regulatory barriers are appearing in many
countries, impeding liberalization efforts.

Table 4.1, which draws from the United Nations Conference on Trade and Development Summary of
Adoption of E-Commerce Legislation, illustrates the uneven legislative coverage of digital economy issues
across countries in Asia and the Pacific. Of the 49 countries in the table, 35 have electronic transactions
legislation (another 3 have draft legislation under preparation); 19 have consumer protection legislation
(3 with draft legislation); 25 have privacy and data protection legislation (3 with draft legislation in train);
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and 34 have cybercrime legislation (5 with draft legislation to come).” Nor does the table reflect the
quality of the regulations it includes.

Afghanistan
Armenia
Australia
Azerbaijan
Bangladesh
Bhutan

Brunei Darussalam
Cambodia

Cook Islands

Fiji

FSM

Georgia

Hong Kong, China
India

Indonesia

Japan
Kazakhstan
Kiribati

Republic of Korea
Kyrgyz Republic
Lao PDR
Malaysia
Maldives
Marshall Islands
Mongolia
Myanmar

Nauru

Nepal

New Zealand
Niue

Pakistan

Palau

Papua New Guinea
Philippines

PRC

Samoa

Solomon Islands
Singapore

Sri Lanka
Taipei,China
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Table 4.1 continued

Tajikistan Y No data Y Y
Thailand Y Y Y Y Y
Timor-Leste No data No data Y
Tonga Y No data No data Y
Turkmenistan Y No data Y Y
Tuvalu No data Draft
Uzbekistan Y No data Y Y
Vanuatu Y Y Y

Viet Nam Y Y Y Y Y

FSM = Federated States of Micronesia, Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China, UNCITRAL = United
Nations Commission on International Trade Law

Sources: United Nations Conference on Trade and Development (accessed April 2022). Summary of Adoption of E-Commerce Legislation
Worldwide; and Nemoto and Lépez-Gonzélez (2021).

Electronic transactions laws, the prerequisite for conducting commercial transactions online, recognize
the legal equivalence between paper-based and electronic forms of exchange. Nearly three-quarters
of ADB members have or are developing such legislation. Cybersecurity is a common feature of digital
trade agreements; around four-fifths of the countries surveyed have such legislation in place or in draft
(UNCTAD 2022b).

Consumer protection legislation supports consumer confidence, particularly business-to-consumer
e-commerce. However, only one-third of countries have such legislation in place. Privacy and data
protection laws govern the collection, use and/or sharing of personal and other types of data. These laws
are increasingly a core element in digital trade provisions, but only around half of the ADB countries have
them in place.

Eighteen ADB countries are signatories to the United Nations Commission on International Trade Law
Model Law on Electronic Commerce (Table 4.1). This law (and the earlier UN Electronic Communications
Convention) encourages harmonization of domestic laws and regulations on e-commerce transactions,
including provisions for functional equivalence between electronic communications and paper documents.
However, the need for digital economy regulation goes far beyond these five basic areas.

Rise in digital trade barriers

While Asia and the Pacific encompass some of the most open markets for digital trade in the world, the
region also includes some of the most restrictive. The OECD’s Digital Trade Restrictiveness Index notes
that Hong Kong, China; New Zealand; and Singapore are among the most open globally and regionally.

The index similarly ranks digital service trade restrictions across 44 economies, including 17 countries
in Asia and the Pacific. It finds that Cambodia, Kazakhstan, the Lao PDR, and the PRC, and are among
the most restrictive, while Australia, Japan, Malaysia, New Zealand, and Vanuatu are some of the least
restrictive. For 17 Asian economies with available data from the index, the total number of restrictions
increased from 138 in 2015 to 153 in 2020, with barriers related to cross-border data flows accounting for
around 20%, on average, over the period. On the other hand, Cambodia, Indonesia, the Lao PDR, Nepal,
and Vanuatu improved in restrictiveness.
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Regulations that restrict the flow of data are both increasingly widespread and can be costly for businesses
and economies. Restrictions apply to the location of the processing or storage of data, i.e., “forced data
localization”. They include local storage requirements as well as conditional flow regimes (where, for
example, a copy must be kept in-market, or ready access must be provided to the data on request).
Such restrictions often aim to address legitimate goals around protecting privacy, cybersecurity, law
enforcement, consumer protection, or public security. These goals are legitimate and important, but data
restrictions, particularly forced data localization, are not necessarily fit for purpose or not even the most
effective way to achieve those aims (Cory and Dascoli 2027).

Data localization is economically inefficient, with impacts on economic growth, competitiveness, and
investment. It constrains businesses’ ability to access networks, customers, and digital infrastructure,
as well as to make use of the synthesis of large data sets to enhance value-adding, productivity, and
innovation. Data flow restrictions create significant trade barriers to MSMEs in particular—reducing the
potential inherent in digital trade for low-cost scale and reach. Around the world, 13 countries within Asia
and the Pacific have imposed data localization requirements.

A further potential barrier may be the imposition of customs duties on electronic transmissions—
something currently prohibited by a WTO Moratorium on Customs Duties on Electronic Transmissions
but about which there is ongoing debate.?® Analysis shows that the revenues to governments would be
small, but the broader negative economic impacts would be significant.

A further impediment to participation in digital trade is lack of interoperability in regulatory or policy
approaches. Potential for cross-border trade cannot be fully realized without interoperability. Regulatory
heterogeneity is particularly challenging for MSMEs, as they may lack resources to handle the higher costs
of regulation compliance or defend their interests compared to larger firms with strong market power.

Digital trade rules are highly fragmented across the region and around the world. The Digital Trade
Restrictiveness Index shows that the global regulatory environment continues to be both complex and
fragmented (OECD 2022a). In the multilateral trading system, the core General Agreement on Tariffs and
Trade and WTO rulebook largely predates the internet and digital trade. Elements of existing rules apply
to digital trade in services through the General Agreement on Trade in Services and other agreements.

However, a more comprehensive and targeted set of rules is needed, particularly as the digital economy
continues to expand drawing in new wide-ranging issues. The General Agreement on Trade in Services
needs to be updated in areas such as classification of services, scheduling digital trade, a set of minimum
regulatory standards, and exceptions that apply to digital trade.

Eighty-six WTO members are considering these issues in the Joint Initiative on E-Commerce Plurilateral
negotiation in the WTO. These countries, including 15 from developing Asia, account for over 90% of
global trade. There is significant overlap in the approaches between the WTO exercise and regional Asia

3% More information on the WTO Work Programme on E-Commerce and Moratorium on Customs Duties on Electronic
Transmissions can be found here: WTO. Work Programme on E-Commerce. https://www.wto.org/english/tratop_e/ecom_e/
ecom_work_programme_e.htm.
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and Pacific agreements, for example, on e-invoicing, paperless trading, or consumer protection. The
WTO joint initiative negotiations are considering a range of topics, including digital trade facilitation, data
flows, nondiscrimination in the treatment of digital goods, trust in electronic commerce, transparency,
cybersecurity, telecommunications services, market access for digital services, and access to online
platforms and competition.

Good progress has been made on eight articles: online consumer protection, electronic signatures, spam,
open government data, electronic contracts, transparency, paperless trade, and open internet access. Work
is ongoing on electronic transactions frameworks and electronic invoicing. Some of the most contentious
issues, especially around data flows, will not be easy to resolve (WTO 2021b, 2022). The co-convenors
have emphasized the importance of supporting the engagement of developing members and to this end
launched the E-Commerce Capacity Building Framework in June 2022.%° India and South Africa maintain
that the plurilateral format is at odds with fundamental WTO principles and are not participating.

Other avenues to regulate digital trade

Other relevant aspects of digital trade, including regulatory design, standards, and measurement, are being
discussed in multiple institutions, including the OECD, International Organization for Standardization,
International Telecommunication Union, World Wide Web Consortium, various United Nations bodies,
World Customs Organization, World Intellectual Property Organization, and business organizations such
as the International Chamber of Commerce (Nemoto and Lopez-Gonzalez 2021).

These approaches tend to be piecemeal, and may be overlapping or inconsistent. The OECD’s Digital
Trade Inventory identifies 52 instruments that are directly relevant to digital trade discussions, currently
being addressed in 24 different forums. The number of jurisdictions that have ratified, signed, committed
to, or adhere to different regulations, treaties, or approaches varies by body, region, and topic (Nemoto
and Lopez-Gonzalez 2021).

Role of regional (and digital) trade agreements

Until the WTO reaches consensus, RTAs remain the primary source of development for cross-border
digital trade rules, bilateral, and plurilateral. Between 2000 and 2020, 188 out of 353 trade agreements
included at least some provisions relating to digital trade, 113 including specific e-commerce provisions,
and 83 with dedicated e-commerce chapters. Sixty-one percent of the trade agreements of the last
decade have included digital provisions and two-thirds of WTO members are now party to an agreement
with e-commerce provisions.

Diversity in these agreements and regulations is a challenge (Table 4.2). Just under half of the countries
in the region have negotiated trade agreements with digital trade provisions, with Australia, Japan, the
Republic of Korea, New Zealand, and Singapore active since the early 2000s, as well as ASEAN. Japan led
the development of an initiative in the G7 and G20 on “Data Free Flow with Trust” (WEF 2020).

3 Projects under the Framework, including the World Bank-managed DATA Fund, will provide capacity building and technical
assistance to help developing and least developed countries benefit from ambitious digital trade rules.
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Table 4.2: Participation in Bilateral, Regional, and Plurilateral Initiatives on Digital Trade

WTO Jlon
Services Other Free Trade
Domestic WTO Jlon AANZ- Agreement

Economy Regulation E-Commerce RCEP CPTPP FTA  (digital provisions) DEPA DEA

Afghanistan

Armenia VN-EAEU

Australia Y Y Y Y Y Singapore; US; SADEA
Thailand; PRC;
Chile; Malaysia;
Indonesia; Republic
of Korea; Japan;
Hong Kong, China;
PACER Plus

Azerbaijan

Bangladesh

Bhutan

Brunei Y Y Y Y

Darussalam

Cambodia Y Y Republic of Korea,
Chile, Singapore

Cook Islands PACER Plus

Fiji

FSM

Georgia Y

Hong Kong, Y Y NZ, Australia

China

India Singapore

Indonesia Y Y Y Australia

Japan Y Y Y Y Singapore, EU,
Australia, Mongolia,
Switzerland, US

Kazakhstan Y Y VN-EAEU

Kiribati PACER Plus

Kyrgyz VN-EAEU

Republic

Korea, Y Y Y Singapore, EU, Applied SKDPA

Republic of Australia, Canada,
US VN, Colombia

Lao PDR Y Y

Malaysia Y Y Y Y Australia, Turkiye

Maldives

Marshall

Islands

Mongolia Y Japan

Myanmar Y Y Y

Nauru

Nepal

continued on next page
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Table 4.2 continued
WTO Jlon
Services Other Free Trade
Domestic WTO Jlon LV.\\V & Agreement
Economy Regulation E-Commerce RCEP CPTPP FTA  (digital provisions) DEPA
New Zealand Y Y Y Y Y Singapore; PRC; Y
Thailand; Hong
Kong, China;
Taipei,China;
PACER Plus
Niue PACER Plus
Pakistan
Palau
Papua New
Guinea
Philippines Y Y Y Y
PRC Y Y Y Applied Australia Applied
Samoa PACER Plus
Singapore Y Y Y Y Y NZ, Australia, US, Y
Republic of Korea,
India, EU Jordan,
Panama, Peru,
GCC, CR, PRC,
Sri Lanka, Turkiye,
Taipei,China
Solomon PACER Plus
Islands
Sri Lanka Singapore
Taipei,China Y Y NZ, Singapore
Tajikistan
Thailand Y Y Y Y Australia, NZ
Timor-Leste
Tonga PACER Plus
Turkmenistan
Tuvalu
Uzbekistan
Vanuatu
Viet Nam Y Y Y Republic of Korea,
EAEU, EU

DEA

SADEA,
UKSDEA,
SKDPA

AANZFTA = ASEAN-Australia-New Zealand FTA, CPTPP = Comprehensive and Progressive Agreement for Trans-Pacific Partnership, CR = Costa
Rica, DEA = Digital Economy Agreement, DEPA = Digital Economy Partnership Agreement, EAEU = Eurasian Economic Union (Armenia, Belarus,
Kazakh, Kyrgyz Republic, Russian Federation), EU = European Union, FSM = Federated States of Micronesia, GCC = Gulf Cooperation Council,
Lao PDR = Lao People’s Democratic Republic, NZ = New Zealand, PACER Plus = Pacific Agreement on Closer Economic Relations, PRC = People’s
Republic of China, RCEP = Regional Comprehensive Economic Partnership Agreement, SADEA = Singapore-Australia DEA, SKDPA = Singapore-

Korea Digital Partnership Agreement, UKSDEA = United Kingdom-Singapore DEA VN-EAEU = Viet Nam-EAEU; US = United States.
Source: Adapted from Nemoto and Lépez-Gonzalez (2021) and Gao (2022).
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Data and digital trade models

Observers of the global digital economy identify three major “data realms” the US, the PRC, and the
EU (Aaronson and Leblond 2018). The US and the PRC together account for about 90% of the market
capitalization of the world’s largest digital platforms, half of the world’s hyperscale data centers, and some
of the highest rates of technological innovation in the world, including in robotics and artificial intelligence.
The US and the PRC approaches have, respectively, influenced the design of the e-commerce chapters
in the CPTPP and the RCEP, the two “mega-regional” FTAs in the region. The RCEP e-commerce chapter
is similar to the CPTPP in many respects (Box 3.2 in the previous chapter discusses the differences), but
provides considerably greater regulatory flexibility in the application of exception provisions to protect
essential security interests. The RCEP e-commerce chapter is not covered by the agreement’s dispute
settlement mechanism, unlike CPTPP.

Understanding the distinctions between CPTPP and RCEP

The differences among these three “models” are best understood in relation to the way that the US, the
PRC, and the EU seek to reconcile the respective roles and interests of individuals, businesses, and the
state. Broadly:

(i) the EU prioritizes the privacy of individuals as a fundamental right,
(ii) the US prioritizes the commercial interests of firms, and

(iii) the PRC prioritizes security (or national security) above all.

These various approaches drive management of cross-border data flow regulation in key regional trade
agreements, including the CPTPP and RCEP.

The CPTPP model

The pioneering CPTPP agreement includes many digital trade forerunners, including Australia, Canada,
Chile, Japan, New Zealand, and Singapore. The US, a nonmember, is widely seen as having driven the
design of the approach to data flows before it withdrew from negotiations.

The CPTPP provides for free flow of information or data across borders for business, but gives the parties
the ability to enact measures to regulate flows for a “legitimate public policy objective”. These measures
must not constitute a “means of arbitrary or unjustifiable discrimination or a disguised restriction on
trade” and must not impose restrictions on transfers of information “greater than are required to achieve
the objective”. There is no definition of “legitimate public policy objective”. There is also a prohibition on
forced data localization, with an exceptions clause along the same lines as the “legitimate public policy”
exception for data flows (see CPTPP Articles 14.11 and 14.13). Neither of these articles applies to financial
services (see definition of ‘covered person’in article 14.1), but there is a related provision on the transfer of
information for financial services in Section B of Annex 11.B.

These two data provisions provide strong protection of the interests of the firm, given—as has been
discussed above—data flows play a critical role in digital trade models, and restrictions on data flows can
inhibit the ability of businesses to engage across borders.
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The CPTPP includes provisions for privacy protection and cybersecurity cooperation. Privacy provisions
require Parties to have in place legal frameworks for data protection, taking into account already established
international principles, and encouraging the development of mechanisms to promote compatibility in
protection of personal information. Cybersecurity provisions simply recognize the importance of building
national capabilities in computer security and using existing collaboration mechanisms to identify and
mitigate malicious intrusions “that could affect the electronic networks of the Parties” (CPTPP Article 14.6).

Other core rules include the following:
(i) prohibition of customs duties on electronic transmissions,
(i) nondiscriminatory treatment for digital goods,
(i) implementation of an electronic transactions framework, and

(iv) prohibition of forced transfer of source code as a condition for market access.

The CPTPP also includes a number of other measures to facilitate digital trade and increase trust. These

span paperless trade rules, online consumer protection, and frameworks to minimize spam (CPTPP
Article 14.7).

The United Kingdom is currently engaged in the formal accession process, and the PRC; Taipei,China;
and Ecuador have asked to join. Other Southeast Asian countries and the Republic of Korea have also
signaled interest. Commentators are divided on the technical feasibility of the PRC’s application as the
PRC recently implemented a number of digital regulations that suggest a roll back from the CPTPP’s data
model. However, PRC’s membership of the CPTPP would be highly significant for the overall heft and
reach of the FTA. It may have positive dimensions for some, especially those already in the CPTPP, but
also raises complex and potentially adverse implications for ASEAN’s least developed countries.

The RCEP model

The RCEP agreement includes seven signatories to the CPTPP (Australia, Brunei Darussalam, Japan,
Malaysia, New Zealand, Singapore, and Viet Nam) along with the Republic of Korea, all other ASEAN
economies, and the PRC. In contrast to the CPTPP, on the core issue of data flow regulation, the RCEP
takes a considerably more flexible approach, preserving significant policy space for governments. This
likely reflects the central focus of the PRC on data security, national security, and sovereignty.

The RCEP’s e-commerce chapter is similar to the CPTPP, but the provisions on data flows and forced data
localization are more flexible. Members are allowed to “adopt any measure that they consider necessary
for the protection of its essential security interests.” Nothing prevents parties from adopting or maintaining
any measure that the party “considers necessary to achieve a legitimate public policy objective”, provided
that this is not applied in an arbitrary or protectionist manner.” (RCEP Article 12.14 and Article 12.15).
Unlike CPTPP, the chapter is not covered by the dispute settlement mechanism.

The RCEP provisions on privacy are weaker than the CPTPP, while the cybersecurity provisions in the
RCEP essentially mirror the CPTPP approach. On privacy, parties are required to adopt or maintain a legal
framework “which ensures the protection of personal information” of e-commerce users and takes into
account international standards, principles and guidelines. There is a grace period of 5 years for the LDCs
Cambodia, the Lao PDR, and Myanmar. The RCEP provisions merely instruct the parties to “cooperate,
to the extent possible, for the protection of personal information transferred from a Party” (RCEP
Article 12.8.5).
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The RCEP includes two provisions that could help to deepen policy coherence on digital trade.
A cooperation provision directs members “where appropriate” to work together to help SMEs, and identify
areas for targeted cooperation. This “will help Parties to implement or enhance their electronic commerce
legal framework, such as research and training activities, capacity building, and the provision of technical
assistance” and sharing best practices, encouraging businesses to enhance accountability and consumer
confidence, and participating in regional and multilateral forums (RCEP Article 12.4).

Second, the RCEP also includes “Dialogue on Electronic Commerce”, with the involvement of stakeholders
where appropriate, on the cooperation topics noted above, along with current and emerging issues (the
treatment of digital products, source code, data flow and data localization), competition policy, online
dispute resolution and skills development (RCEP Article 12.6). This provides a forum in which business
interests could be reconciled with wider sociopolitical objectives emerging from a multistakeholder
approach (ADB 2022b).

These CPTPP and RCEP models, particularly on data, reflect the different trade and economic interests of
the US and the PRC: the US perspective of a large digital services exporter versus the PRC’s perspective
of a large producer, consumer, and exporter of platform-based physical goods trade. The agreements
also reflect their different underlying political and governance philosophies. The PRC’s application to join
the CPTPP merits watching closely. If it were to go ahead, the inclusion of the PRC in the CPTPP would
necessitate a shift for the PRC’s approach to digital trade rules on data flows and forced data localization
and, in particular, a tighter set of exceptions including around “security” and dispute settlement.

The EU model

In contrast, the EU model centers on the privacy of the individual. The EU sees privacy as a core
human right and until recently did not negotiate on data flows. Instead, it relied on its 2018 General
Data Protection Agreement to prohibit the transfer of personal data outside the EU unless the privacy
protection standards in the foreign market are deemed adequate. Later, the EU has sought to develop
a new approach with a raft of new legislation including the Digital Services Act, Digital Single Market,
and a new Data Act under development. Its December 2020 Trade and Cooperation Agreement with
the UK includes a digital chapter with data flow and data localization provisions, as well as a number of
other topics (e-contracts, e-signatures, paperless trade, consumer protection, spam, and cooperation on
emerging technologies such as artificial intelligence and quantum computing).

A new approach to (DEAs) is being developed by some of the smaller economies in the region. These
countries have a strong interest in seeing a more seamless and coherent digital market for their exporters,
but also seek to address a range of broader policy issues. The DEA model accordingly includes core
disciplines on data flows and data localization drawn from the CPTPP, but also brings in a far wider range
of topics. Fundamentally, it is a governance model based in collaborative approaches, the development of
soft norms as pointers toward eventual legally binding commitments, and a bias toward interoperability as
a first step toward eventual harmonization.

The Digital Economy Partnership Agreement (DEPA), signed by Chile, New Zealand, and Singapore in
mid-2020 is an “open plurilateral”, which includes a formal accession process (DEPA Article 16.4). The
DEPA parties have publicly encouraged other countries to join provided they can meet the high standards
of the agreement.
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The Republic of Korea is in the process of accession, and the PRC and Canada have both signaled that
they would like to accede.*® PRC accession would mark a notable evolution in its digital trade approach,
building on its RCEP commitments. The accession of the Republic of Korea would likewise be significant
given the relatively limited scope of its previous digital trade commitments and the potential size and
dynamism of its digital economy.

Other DEAs negotiated or under negotiation in the region are bilateral agreements or new digital chapters
of existing FTAs, rather than standalone agreements. Singapore has led this approach with the Singapore-
Australia DEA, which entered into force December 2020. It constitutes a new chapter in the 2003
bilateral FTA. The United Kingdom-Singapore DEA, signed in February 2022, builds on the bilateral FTA
of February 2021. A digital partnership agreement between the Republic of Korea and Singapore was
substantially concluded (but not yet finalized) in December 2021.

The digital trade chapters of the Australia-UK FTA and New Zealand-UK FTA, signed in December 2021
and March 2022, respectively, follow a similar model, as does the December 2021 ASEAN E-Commerce
Agreement , although to a less ambitious extent. Nascent initiatives include: Singapore’s negotiations for
a DEA with Viet Nam, informal talks with the EU launched in December 2021, and a new “partnership” on
digital and green economy cooperation signed with France in March 20224

Coverage of Digital Economy Agreements

These agreements include a far wider range of issues than the preceding RTA e-commerce chapters. The
basic building block is the CPTPP template, in particular, affirmation of CPTPP-style commitments on
data flows, data localization, electronic transactions frameworks, and nondiscrimination in the treatment
of digital products. Other elements of the CPTPP e-commerce chapter are also included. Three of the
original country-authors of the DEPA were also founder-members of CPTPP.

However, the scope of the DEPA and DEAs is much wider than previous models. They seek a more holistic
“digital economy” approach rather than the narrower notion of “digital trade” in the CPTPP and RCEP.
Article 1 of the DEPA discusses “trade in the digital economy” (DEPA Article 1.1.1). Conversely, these
new DEAs do not necessarily encompass the full range of digitally relevant provisions in a typical regional
trade agreement, such as market access commitments for cross-border services, financial services, or
intellectual property.

This “holistic” conceptualization is consistent with OECD analysis which points out that the approach
to digital trade is not just about cross-border transactions, but needs to take account the entire value
chain, such as logistics or e-payments. The OECD notes that what is needed is to approach market
openness “thinking about measures affecting goods, services and digital connectivity more jointly, and
about measures affecting the full value chain, including the enablers of digital trade, and tackling all these
through greater international cooperation” (Lépez-Gonzalez and Ferencz 2018).

40 For more information, see Damien O’Connor. 2021. New Zealand Welcomes the Republic of Korea’s Formal Request to Joint the
Digital Economy Partnership Agreement. 6 October; Ministry of Commerce. 2021. China Has Submitted an Official Application
to Join the Digital Economy Partnership Agreement. 3 November 2021; Global Affairs Canada. Undated. Background: Canada’s
Possible Accession to the Digital Economy Partnership Agreement. https://www.international.gc.ca/trade-commerce/
consultations/depa-apen/background-information.aspx¢lang=eng.

4" The Straits Times. 2021. Singapore, Vietnam to Work On Digital Economy Agreements. 22 June 2021; The Straits Times. 2021.
Singapore, EU in Talks on Strengthening Bilateral Digital Trade, Forming Partnership. 8 December 2021; Ministry of Trade and
Industry Singapore. 2022. Singapore and France Sign Partnership on Digital and Green Economy Cooperation. 14 March.
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These new agreements cover four groups of issues, grouped within subject-specific “modules” in the
case of DEPA (see Box 4.1).

Box 4.1: Digital Economy Partnership Agreement Broad Categories of Groups of Issues

Category 1 comprises core disciplines around data, including data flows, data localization, and a
prohibition on the imposition of customs duties on electronic transmissions. Digital Economy Partnership
Agreement (DEPA) reaffirms the existing Comprehensive and Progressive Agreement for Trans-Pacific
Partnership (CPTPP) commitments, but does not create new obligations through the DEPA itself. Both the
Singapore-Australia Digital Economy Agreement (DEA) and United Kingdom-Singapore DEA, but not DEPA,
include financial services in the coverage of the prohibition on forced data localization. These provisions are
potentially valuable for business, given the central role of electronic payment services in trade.

Category 2 includes provisions to support the facilitation of end-to-end digital trade transactions and to
build up business and consumer trust. These include gold-standard rules on paperless trade and personal
information protection which go further than the CPTPP and Regional Comprehensive Economic Partnership
(RCEP) approaches. The DEPA approach mandates nondiscriminatory practices in protecting users’ privacy,
greater transparency in privacy protections, and directs parties “to pursue the development of mechanisms
to promote compatibility and interoperability between their different regimes”. These include autonomous or
mutual recognition, reference to international frameworks, use of trust marks, and other avenues of transfer
of personal information (DEPA Article 4.2).

This second group of issues also encompasses a host of novel issues, such as electronic invoicing, electronic
payments, online consumer protection, and transparency. Other CPTPP-style provisions, on spam and
cybersecurity cooperation (which do not go significantly further than the CPTPP template), are also included
(DEPA Modules 2,4, 5 and 6).

Category 3 sets up cooperative processes and frameworks for emerging technologies and policy issues including
artificialintelligence, digital identities, fintech, data innovation, open government data, including the importance
of a rich and accessible public domain. There are also undertakings for future cooperation on competition
policy, logistics and government procurement, as well as other issues. In most of these rapidly developing areas,
progress is on a best-endeavors basis, rather than through binding commitments, reflecting that the collective
understanding of the economic, legal, regulatory, and societal implications of these technologies for trade is still
evolving and they may not yet be ready for binding hard law (DEPA Modules 7-9).

The category 4 group of issues reflects the broader societal context of the agreement: there are modules
that seek to foster greater participation in digital trade by small and medium-sized enterprises (including
through greater access to information, knowledge-sharing on best practices, and the establishment of an
“SME Dialogue”), as well as an inclusion module that seeks to support the participation of women, Indigenous
communities, and other groups with untapped potential. There is also a brief best-endeavors nod to the
growing importance of a safe online environment (DEPA Modules 10 and 11).

Source: Authors.

As Table 4.3 shows, this inventory of issues goes well beyond the core elements of CPTPP (although
it should be noted that the table gives only a broad indication of the level of ambition of the various
provisions). Noris the coverage fully consistent across the agreements. DEPA goes furtherin somerespects,
for example, with a Module on “Inclusion” and provisions on logistics and cooperation on government
procurement. The Singapore-Australia DEA goes further in other areas, for example with its provisions on
standards and conformity assessment, fintech and regulatory technology (digital technologies to manage
regulatory compliance in the financial sector), submarine cables, internet interconnection charges,
stakeholder engagement, and regional capacity building. The United Kingdom-Singapore DEA similarly
includes submarine cables and capacity building, but additionally introduces the novel topics of “lawtech”
cooperation and electronic contracts.
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Table 4.3: Topic Coverage in Regional Trade Agreements, Digital Economy Partnership

No customs duties on
e-transmissions

Nondiscrimination on digital
goods

Free data flows
No forced data localization

No forced data localization
in financial services

Electronic transactions
framework

Personal information
protection

Online consumer protection

E-signatures,
e-authentication

No forced transfer of
source code

Cybersecurity cooperation
Cooperation

Paperless trading

Spam

Open government data
Cooperation on
competition policy
E-invoicing
E-payments
Transparency

Data innovation

Digital identities

Emerging technologies or
artificial intelligence

FinTech and regtech

Products containing
cryptography
SMEs

Digital inclusion
Safe online environment
Access to the internet

Interactive services
intermediary liability
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Table 4.3 continued

Logistics A
Government procurement
cooperation

Standards and conformity
assessment

Submarine cable

> > >
> > > b

Interconnection charge A
sharing

Stakeholder engagement

Capacity building A A
Lawtech cooperation A
Public domain A

DEA = digital economy agreement, DEPA = Digital Economy Partnership Agreement, fintech = financial technology, regtech = regulatory technology,
SMEs = small and medium-sized enterprises.

Note: Darker triangles denote a higher level of ambition than paler triangles. Inverted triangles denote a partial or low-ambition commitment.
Source: Asian Development Bank.

The level of ambition across these topics varies among DEAs, as Table 4.3 shows. In some areas of the
bilateral agreements, a higher level of binding commitments has been achieved than in DEPA. By contrast,
as a potential “building block” to broader outcomes, DEPA is designed to appeal to range of viewpoints,
not just like-minded partners, so focuses on building coherence over time. DEPA is intended as a “living”
agreement to which new issues can be added (DEPA Article 12.2). This reflects something fundamental
about the nature of the digital economy: its rapid transformation means that regulators are challenged to
design good trade rules in an unpredictable context, but also to design those rules in a way that adequately
addresses this continual evolution (Burri 2021). The DEPA approach is a more agile approach than many
previous RTA models, which have often required multiyear negotiating processes and lengthy periods
before upgrading. Potentially, innovations from subsequent DEAs could be added into the DEPA if the
parties wish it.

An important thread running through DEPA and the other DEAs is a strong focus on interoperability.
This is a critical concept when seeking to design rules that can apply across a range of jurisdictions
that potentially have quite different approaches to digital regulation. DEPA explicitly recognizes that
the regulatory and legal frameworks across the parties may be different, for example in relation to
personal information protection or digital identities, and seeks to encourage the parties to development
mechanisms for cross-border interoperability where possible (DEPA Modules 4 and 7).

These mechanisms are identified as including autonomous or mutual recognition of regulatory
approaches, the use of international standards, and technical mechanisms such as application
programming interfaces. For example, for electronic payments, the parties “agree to support the
development of efficient, safe and secure cross border electronic payments by fostering the adoption
and use of internationally accepted standards, promoting interoperability and the interlinking of
payment infrastructures...” (DEPA Module 2, Article 2.7).

Other DEAs establish institutional mechanisms to deepen coherence. The Singapore-Australia DEA
includes a detailed article on Digital Standards and Conformity Assessment, which seeks to build
common ground for potential harmonization. The Singapore-Australia DEA and the United Kingdom-
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Singapore DEA are both accompanied by memorandums of understanding detailing work programs on
specific topics—for the Singapore-Australia DEA, covering personal data protection, digital identities,
artificial intelligence, data innovation, electronic certification of agricultural commodities, digital trade
facilitation, and e-invoicing; and for the United Kingdom-Singapore DEA, covering cybersecurity
cooperation (collaboration in areas such as |OT security, cyber resilience, and capacity building); digital
trade facilitation; and digital identities. The United Kingdom-Singapore DEA also includes side letters
on fintech (launching negotiations on a revitalized UK-Singapore FinTech Bridge), and on customs
cooperation (to work on single window interoperability and supply chain digitalization).

A further key characteristic of this new model of digital trade agreement is a strong focus on
collaboration and cooperation. These agreements serve as a vehicle to allow the parties to deepen their
shared understanding of rapidly evolving technologies and policy. In DEPA’s case, the agreement also
establishes the Joint Committee to drive implementation and the continuing evolution of its coverage
(DEPA Article 10.4 and Module 12). The agreements also emphasize the need for engagement with
the business community and technical experts—for example, establishing various forms of stakeholder
outreach including to small and medium-sized enterprises and the fintech sector.

ASEAN e-Commerce Agreement

A collaborative, holistic approach also underpins the e-Commerce agreement of the Association of
Southeast Asian Nations, another important agreement in the region, which entered into force in
December 2021. As with the DEPA, it is largely based on cooperation and best endeavors, and designed as
a pathfinder toward a “regionally integrated digital economy” (ASEAN 2027).

The ASEAN agreement contains core commitments on maintaining or adopting domestic laws and
regulations governing electronic transactions and transparency. It also includes provisions on accessing
and moving data across borders, subject to certain safeguards, including relatively soft language about
“working toward eliminating or minimizing barriers to the flow of information across borders”, and on
personal information protection and online consumer protection. It commits ASEAN members to expand
use of paperless trading, electronic signatures and authentication, and electronic payments, to be more
transparent about consumer protection measures, and to endeavor to lower the cost of logistics.

There is also a list of areas for cooperation, including on information and communication technology
infrastructure, digital skills development, online consumer protection, trade facilitation, e-payments,
logistics for e-commerce, intellectual property rights, competition policy, and cybersecurity. The
agreement provides for stakeholder engagement, creates an institutional structure to make progress on
these issues, and mandates a review in 3 years. Overall, however, the balance of the provisions is toward
best-endeavors rather than binding commitments (Tham 2021).

PACER Plus

The PACER Plus agreement, involving Australia and New Zealand as well as most Pacific Forum
Island Countries, includes a range of development cooperation activities during the negotiation
of the agreement, including aid for trade in relation to the development of a digital customs border
management and trade facilitation system, ASYCUDA World. In services, PACER Plus includes a range
of measures, including access to specialized skills and transfer of technology from other PACER Plus
Parties (Zhuawu 2021).
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Future directions

The DEPA was explicitly intended to foster broader coherence across the region and globally. The
New Zealand Ministry of Foreign Affairs and Trade website expresses the “hope that this new agreement
will generate new ideas and approaches that can be used by members in the WTO negotiations, and by
other countries negotiating free trade agreements or engaging in international digital economy or digital
trade work” (MFAT 2022a). Individual modules from the DEPA can also be used by others in their own
regional trade agreements, contributing to greater coherence across agreements.

Figure 4.3: Digital Agreements and Agreements with Digital Provisions in Asia
and the Pacific
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Source: Asian Development Bank.

Bringing on board a broader range of economies would help to counter one of the challenges of the
increase in digital trade agreements, namely a growing regulatory heterogeneity. Figure 4.3 illustrates the
complexity of the current digital trade regulation landscape in Asia and the Pacific, with many overlapping
agreements potentially creating a “digital noodle bowl” of divergent provisions on core regulatory issues.
It is interesting to note that some of the strongest performers in growth of digitally deliverable services
in the region, such as Nepal, are not part of this web of agreements—nor is digital services giant, India.
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Potentially, the DEPA or DEA-style model may help streamline trade rules across the region—but equally
may struggle to build sufficient critical mass to achieve greater coherence overall.

Some elements of the DEPA could be included in the revision of existing agreements or negotiation of
new trade agreements in the region, such as a possible upgrading of the CPTPP (CPTPP Commission
2021). Another good candidate is the ASEAN-Australia-New Zealand Free Trade Agreement, which is
undergoing an upgrade negotiation that will focus, among other things, on e-commerce (MFAT 2022b).
The US also recently announced its intention to negotiate an “Indo-Pacific Economic Framework”
involving some countries in the region, which will have a digital component (White House 2022).

On the other hand, there is room for confusion about how these individual DEA models or upgraded free
trade agreements will interact with other agreements. For example, for the seven countries party to both the
CPTPP and RCEP, the exceptions clause in the e-commerce chapter for data flows and data localization is
more flexible in the latter than the former. Article 20 of RCEP provides that if a party considers a provision
of the agreement to be inconsistent with another agreement, the relevant parties will consult with a view
to reaching a mutually satisfactory solution. How this might work in practice remains to be seen.

Several conclusions can be drawn from the discussion above. First, digital services trade holds substantial
promise for developing Asia and the Pacific. Countries with better digital connectivity have a greater
degree of trade openness and sell more products to more markets: more digitalization means more trade
(Lépez-Gonzélez and Ferencz 2018). Digitally deliverable services trade is also more robust and resilient.
This is valuable as a strategy for long-term economic development and short-term support for recovery
from the pandemic.

Second, digital transformation can contribute importantly to the achievement of many of the UN SDGs, as
noted, particularly SDG1 (poverty), SDG5 (gender equality), SDG8 (decent work and economic growth),
SDG9 (industry, innovation and infrastructure), and SDG10 (reduced inequalities). Developing countries
will need to take full advantage of digital trade to achieve broader policy goals.

Digitally delivered services face a range of barriers in international markets, and services exporters can
struggle if regulatory settings at home or in foreign markets are opaque, costly, or highly heterogenous. Even
simply achieving greater certainty in the trade environment and barriers that exporters face has value—
especially for the rapid transformations of the digital economy (Handley and Lim&o 2022). Accordingly,
need exists to develop a stronger and more coherent regulatory environment for digital trade—something
on which participation in digital trade agreements (particularly those designed as building blocks to
broader outcomes, such as the DEPA) can make a meaningful contribution.

Governments face challenges related to the “digital divide” and inclusion. This is an issue both within
and across countries. Governments must grapple with challenges including the development of adequate
infrastructure, skills and technologies, as well as creating an enabling regulatory environment, in order to
support broader uptake of digital opportunities. At the same time, there are potent benefits for inclusion:
small and medium-sized enterprises, women entrepreneurs, and those from other underserved groups
may be able to leapfrog structural and other impediments that would otherwise curtail their ability to
participate in trade.
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Despite its importance, little aid for trade has gone toward supporting the digital economy. A mere
$0.4 billion went to aid for trade for digital economy issues in 2017-2019, representing only 0.4% of
total aid for trade disbursements. Developing economies and the international community will need to
invest in (or be supported to invest in) a range of important challenges around infrastructure and digital
connectivity, investment in and access to technologies, and digital literacy and skills; indeed, this has been
a focus of aid for trade to date (Mbise 2022, ADB 2022a). Even within the “infrastructure” category of aid
for trade, ICT is a small proportion relative to transport and storage (see section 1.1). Aid for trade has an
important role to play in meeting several related challenges, but doing so will mean ramping up the portion
devoted to the digital economy.
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5. Policy Recommendations

After several decades of rapid growth in Asia and the Pacific, the region faces at best sluggish growth or at
worst a deep recession in the wake of the COVID-19 pandemic, which saw some exports fall steeply and
supply chains disrupted, limiting output. Economic growth has rebounded in 2021 and 2022, boosted by
increasing domestic demand and healthy exports.

In the last decade, the region has also pursued trade liberalization as an engine to accelerate growth. This
includes negotiation of new bilateral and regional agreements, the inception of the Regional Comprehensive
Economic Partnership (RCEP), and implementation of the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership (CPTPP). With the exception of food exports, most economies have rolled
back protectionist measures taken during the pandemic. Digitalization of economic activity, meanwhile,
has helped Asian economies remain robust during the pandemic, and this accelerated digital shift is likely
to play a key role in future economic growth.

Yet, not all RTAs are created equal—some deliver substantial market liberalization and regulatory
coherence and some less so. Some agreements may not provide countries with additional benefits beyond
the market access afforded by their existing trade agreement networks. Developing countries, especially
the least developed, after losing market access due to graduation or preference erosion,*? are nonetheless
looking to negotiate market liberalization. It is important that aid for trade (AfT) support efforts to
generate more evidence-based analysis of RTAs to inform governments about best practices in market
liberalization and regulatory convergence.

Aid for trade has a strategic role to play in helping countries, particularly LDCs and lower-middle-income,
address graduation, inequality, and the emerging digital economy. The $16 billion in AfT deployed in the
region is primarily spent on promoting economic infrastructure and building productive capacity. If the
region is to emerge successfully from the pandemic, it needs to be selective about how it fosters its growth
trajectory, particularly how it shapes its trade agreements and its digital economy policies. Aid for trade
should help Asia and the Pacific become more competitive, better informed of best practices, and more
able to make strategic decisions promoting regulatory convergence. The assistance can help if it finances
research, capacity building, and information sharing to improve efficiency and effectiveness in trade policy
making and negotiations.

Despite its importance, a mere $0.4 billion went to AfT for digital economy issues in 2017-19, only
0.4% of total AfT disbursements. Information and communication technology represents a small share
of the “infrastructure” category in AfT relative to transport and storage (see section 1.1). Aid for trade
needs updating. Developing economies particularly LDCs and low- and middle-income countries will

42 Graduation refers to the exit of a country from the LDC list. Preference erosion can be the result of unilateral tariff reductions or
of the signing of free trade agreements among trading partners of a given country. For more details, see sections 3.1.2 and 3.2.1 of
this report.
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need international support to focus on a range of digital economy challenges, infrastructure and digital
connectivity, investment in and access to technologies, and digital literacy and skills (Mbise 2022,
ADB2022). AfT hasanimportantrole to play in meeting these challenges, but doing so will mean changing
focus and ramping up its assistance for matters related to the digital economy and adjustments to it.

Traditionally, technical assistance and capacity building in trade policy and regulations have focused on
(i) explaining agreements, (ii) showing how they work, and (iii) advising on implementation. Very little
of that advice is based on quantifying the value of trade agreements or on their effectiveness. Without
generating specific evidence of what is working and what is not, including addressing inequality, category
1 of the AfT agenda may fall short in meeting the challenges of the modern Asia and Pacific economy.
The challenge of noninclusive liberalization is a big one, as is the emerging digital divide. With expert and
research support focusing on the specifics of trade and digital agreements, a modernized approach to
AfT should provide an evidence-based view of trade liberalization agreements in all their complexity. This
includes digital areas, identifying best practices, ways to reduce inequality, and issues that promote failure,
such as overly restrictive rules of origin or nontariff measures (NTMs), and that promote effective trade
agreements.

In Asia and the Pacific, AfT should also focus on agreements that promote intraregional trade, particularly
given overconcentration of exports to the US and the PRC markets. And more AfT is needed to help
unscramble and liberalize the regulatory noodle bowl of digitalized services delivery and digitalized trade.

Trade liberalization has been helpful to economic growth and development. However, it has been
also noted that trade and trade agreements have not addressed the growing problems of inequality
and environmental sustainability in the region. If the benefits from trade liberalization are to be better
distributed, the countries must be able to provide labor market skills training and skills upgrading for
sectors hurt by liberalization. And policies and programs that promote inclusivity need to accompany
trade liberalization. Aid for trade likewise needs to provide much more analysis of inequality and the
means to overcome it, including adjustment assistance and workforce retraining and skills upgrading. Aid
for trade has a key role to play in ensuring that sustainable and inclusive trade liberalization can benefit
poorer economies, small businesses, women, youth, and marginalized workers while fostering economic
diversification.

The chapter proposes that AfT initiatives be refocused in several ways, each in its own section.
Section 5.1 looks at the technical tools and knowledge needed to support policy dialogue and raise
awareness; section 5.2 looks at country-specific technical assistance and capacity building; section 5.3
discusses trade adjustment assistance; and section 5.4 proposes how to reorient aid for trade.

(i) Assessing the incremental value of regional trade agreements and digital agreements

Aid for trade activities should identify the costs and benefits of trade agreements, best practices, and
lessons learned in existing and emerging trade agreements. The case is strong for a capacity building
program based on policy-oriented research with extensive coverage of disciplines that creates an expert
class of trade policy officials able to understand, apply and use research findings to negotiate, draft,
and implement trade agreements. Aid for trade assistance would be required to develop an innovative
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research and capacity building program tailored to identification of methodologies to assess the
incremental values in all these areas and provide lessons learned.

Aid for trade can support governments in the following ways:
(a) designing effective and trade liberalizing RTAs that deliver on expected economic benefits;

(b) assessing the liberalizing, regulatory, and economic benefits of existing RTAs and new trade
opportunities of subsequent overlapping RTAs;

(c) examining preference utilization rates to assess the effective market access of existing RTAs
and the incremental value of new ones;

(d) promoting the equitable emergence of the digital economy; and

(e) diagnosing the type of adjustment assistance countries and populations require.

Such activities will require improvements in human and institutional capacity among government and
trade officials. Aid for trade can help to build capabilities to assess export structures and reliance on
market access, to develop trade negotiations expertise (such as in drafting alternative language) and
trade policy strategies, and to address the challenges of LDC graduation and the challenge to smaller
economies looking to further integrate into the regional and global economies.

(ii) Building mechanism for notification of utilization rates, database, and user-friendly rules
of origin

Developing countries—particularly smaller, least-developed, and lower-middle-income—require far
more clarity on specific aspects of trade liberalization. Accordingly, AfT programming could provide or
support the following initiatives:

(a) In close consultations with government officials and the private sector, leading international
experts should explore rules of origin issues to determine which ones enable uptake of
preferences and which are less effective. Evidence-based policy options built upon demonstrated
best practices should suggest ways for policy makers to improve rules of origin and related
certification requirements to avoid repeating past pitfalls and failures. Research supported by AfT
could identify areas of significant convergence in product-specific rules of origin and options for
simplification. It could also recommend better trade facilitation provisions and self-certification.
These findings can form the basis for capacity building programs and for an intergovernmental
mechanism aiming for convergence and simplification of rules of origin. The RCEP built-in agenda
provides an opportunity to initiate this intergovernmental work in Asia and the Pacific.

(b) As exists for tariffs, a database and user interface could be established to give the private sector
accessible information on product-specific rules of origin and related certification procedures of
existing and future RTAs, including micro, small and medium-sized enterprises.

(c) Inbuilding an effective and conducive monitoring framework for assessing the incremental value
of RTAs in the Asia and Pacific region, web-based tools can be created for the notification of
utilization rates among parties to RTAs.*

(d) The ASEAN and RCEP secretariats—as well as the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership parties and Asia-Pacific Economic Cooperation—could take the
lead in this area with AfT assistance to build public knowledge. With availability of data and
research, countries could measure the extent to which Asian economies have used existing

4 Data should be made public using models that are already existing such as those provided by UNCTAD on the trade preferences
granted by the QUAD countries, namely Canada, the European Union, Japan, and the United States, to the LDCs.
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preferences available under overlapping RTAs. They could also measure utilization rates in trade
with preference-giving arrangements such as Everything but Arms and the Generalized Scheme
of Preferences. LDCs in particular would benefit from this knowledge.

(e) This database could also be expanded to include information on tariff line phase-out under
RCEP, CPTPP, and other existing and future RTAs. This information, which should constantly be
updated, should be publicly accessible online, facilitating the activities of the private sector and
researchers alike.

(iii) Exploring new models and other key areas for regional trade agreements

Aid for trade can examine new models and areas of RTAs through the following activities:

44

45

(a) Aid for trade could promote innovative research on the feasibility of GVC-based RTAs. This
research could be done in selected industrial sectors. It could support the move toward a “whole
of supply chain approach” in which all policies bearing on tariff and nontariff barriers at different
stages of GVCs are treated together (Hoekman 2014). For example, a pilot scheme could
develop a test of the effectiveness of future trade agreements or agreements under negotiation
on a specific supply chain of major interest to LDCs and low- and middle-income countries,
such as textiles and clothing. In such a scheme, cooperation with the private sector would be
essential for collecting information on factors affecting GVC operations. The research would
focus on key barriers along the entire supply chain.

(b) Efforts can be direct toward developing model RTA provisions to facilitate trade during a
pandemic. A recent handbook** (United Nations 2021) put forward such model provisions for
ensuring resilient trade during a pandemic. These provisions could be discussed, developed, and
tested for current Asia and Pacific RTAs, in cooperation with international stakeholders. The
template would cover areas such as definitions of a “public health emergency” or “shortage” of
essential goods; classification of “essential” goods; and adoption of international standards for
regulatory cooperation.

() Aid for trade programming could promote policy-aimed research, capacity building, and
implementing mechanisms to reduce the adverse impact of nontariff measures (NTMs),
especially those arising from sanitary and phytosanitary measures and technical barriers to trade.
Nontariff measures in Asia are rising and major potential markets, such as the PRC, have imposed
the largest number of such measures. More than 50% of total NTMs in the PRC and ASEAN are
sanitary and phytosanitary measures. No clauses in RTAs provide WTO-plus disciplines that
reduce the incidence of NTMs while their dismantling could generate wide benefits.*

(d) Aid for trade could help raise understanding about possible enforcement mechanisms and their
implications for the implementation of trade agreements. Few dedicated studies assess the
trend in use of trade remedies in the region, their impact, and the causes of and the increase in
disputes brought to the WTO Dispute Settlement Understanding. Aid for trade could fill the gap
by supporting dedicated studies on the use of trade remedies in the region, their impact, and
their causes. It could support studies on the intensity of the use of trade remedies in regional
integration, their trade, and economic consequences, and seek alternative options to dispute
resolution, such as mediation.

The United Nations Handbook on Provisions and Options for Trade in Times of Crisis and Pandemic is the outcome of a global
initiative on model provisions for trade in times of crisis and pandemic in regional and other trade agreements (IMP) launched
by ESCAP and UNCTAD, in collaboration with UN regional commissions, the WTO and other partner organizations.

Forexample, in the proposed Transatlantic Trade and Investment Partnership between the US and the EU, the overall dismantling
of NTMs in all sectors have been found far the most economically beneficial for both.
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The international community should develop and implement AfT capacity building programs to help
countries adjust to and identify their options in the CPTPP and RCEP.

At the country level, AfT could enable the following:

(a) Assist countries in the design and drafting of RTA chapters dealing with behind-the-border
measures, including building dialogue between trade negotiators and regulators of such policies.

(b) Help countries set up effective provisions regulating market access in a predictable and
transparent fashion, so that the private sector could take advantage of them.

(c) Address areas such as trade in services, investment, environment, e-commerce, and digital
services.

Aid for trade programming could build up negotiation and implementation capacity and seek to equalize
the different levels of technical preparation among the delegations. It should enable smaller delegations to
draft language based on substantive applied research, consultations, and expert advice. Beyond traditional
activities such as studies, workshops, training, and specific advisory services, multilateral development
banks and bilateral donors could fund activities for long-term engagements between international experts
and staff to provide regular and continuous assistance to trade ministries.

In this context, AfT could specifically address these issues:
(2) Implementation. Implementation of the larger trade agreements, especially the RCEP.

(b) Negotiations. Negotiations related to the RCEP’s built-in agenda and accession of LDCs
and lower-middle-income countries to the RCEP and CPTPP, which is becoming increasingly
attractive with forthcoming membership by the UK, despite its higher standards and deeper
commitments.

(c) Assistance to graduating LDCs. Adjustment assistance could also help enable LDCs and
displaced workers to meet the challenges of graduation.

(d) Negotiations and implementation of digital agreements. These agreements are proliferating
and increasingly complex. The future economic growth of the region is closely connected
with digitalization. The new generation of highly complex trade agreements dealing with the
digital economy requires specific technical skills. Least-developed and some other developing
countries may require capacity building in these skills.

The following are specific topics requiring priority attention.
(i) Trade policy making for graduating LDCs

A major challenge for graduating LDCs will be to develop and implement a credible trade policy strategy
(Chapter 3). Itis probable that LDCs will seek to negotiate RTAs with previous preference-giving countries
and, as a second option only available to ASEAN LDCs, to participate in the negotiations of an eventual
ASEAN-EU FTA. In both scenarios, a heavy dose of technical assistance would be required to ensure the
outcome of these negotiations substantially meets LDCs’ expectations.
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Assessing the incremental value of RTAs or mega-regionals that LDCs may consider is a challenging task.
An in-depth analysis of utilization rates of trade preferences under current and future RTAs would be
needed, including identification of the best cumulation options. Governments in LDCs will also need
to identify the complex and challenging issues surrounding regulatory concessions or proposals for
concessions that may be elaborated in the context of RTA negotiations.

A cost-benefit analysis could also be undertaken for the coverage and ambitions of LDC accessions to
RTAs. Even more challenging would be to build a framework and design mechanismsin RTAs for regulatory
convergence on areas of special interest to LDCs. These are areas in which AfT can play a role.

Each LDC will need to elaborate its own trade policy responses to graduation, because loss of this status
may also have negative implications for GVC market access, due to exclusion or changes in the cumulation
criteria for the rules of origin.

(ii) A regional website targeted at small and medium-sized enterprise users

Parties to an agreement could develop websites targeted at small and medium-sized enterprise (SME)
users to provide easily accessible information on the agreement concerned and how SMEs can take
advantage. Financial and technical assistance should be made available to LDCs in this endeavor. In line
with the RCEP’s specific provisions, SMEs in developing countries, especially LDCs, could be assisted
in the following priority areas: (i) promoting the use of electronic commerce; (ii) promoting awareness,
understanding, and effective use of the intellectual property system; and (jii) sharing best practices on
enhancing the capability and competitiveness of SMEs.

(iii) Digital trade policy

Work can be done to examine new approaches to digital provisions in trade agreements or as standalone
digital agreements. Aid for trade should assist countries in navigating the complexities of digitalization and
digital trade agreements, which are multiplying throughout the region (see Chapter 4). It could also assist
countries in managing digital regulation, negotiating, implementing and enforcing* digital agreements,
particularly in DEPA areas for promoting end-to-end digital trade, enabling trusted data flows, building
trust in digital systems, and facilitating opportunities for participation in the digital economy.

The region is rapidly creating access to digitally delivered services, and even domestically focused
businesses are more resilient to external shocks if they are digitalized. Both the RCEP and the CPTPP
have chapters on e-commerce, while the US-Japan Agreement is very similar to Chapter 19 of the United
States—Mexico-Canada Agreement (2019). The RCEP calls for members to work together on improving
the electronic, commercial, and legal frameworks for MSMEs and on a dialogue in electronic commerce.
Aid for trade should build on this momentum and to support digital trade policy making, while considering
inequality: 4.1 billion adults in Asia have a mobile phone, but 1 billion have no access to financial services,
and only 1.7 billion have internet access.

The RCEP recommends “targeted cooperation which will help Parties to implement or enhance their
electronic commerce legal framework, such as research and training activities, capacity building, and the
provision of technical assistance” (RCEP Article 12.4)). Similarly, in the ASEAN E-Commerce Agreement,
cooperation is proposed on a range of important elements of digital trade and the digital economy,

4 New approaches and solutions to enforce digital provisions need to be developed. For example, RCEP e-commerce chapter is at

present not subject to dispute settlement.
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including information and communication technology infrastructure, digital skills development, online
consumer protection, trade facilitation, e-payments, logistics for e-commerce, intellectual property rights,
competition policy, and cybersecurity (Tham 2021).

Aid for trade interventions could be extremely useful in the RCEP’s Dialogue on Electronic Commerce.
This forum could help:

(i) forge a common position for RCEP members within the WTO’s Joint Statement Initiative on
e-commerce;

(i) build convergence on social issues (inclusion, SMEs, access to internet, safe online environment)
and the most advanced topics in digital innovation, such as artificial intelligence and financial
technology;

(i) implement CPTPP commitments and accession of new members to the CPTPP; and

(iv) gain accession of low- and middle-income countries to digital economy agreements.

The Government of Australia’s regional approach to AfT and the digital economy is a useful example
(Box 5.1).

(iv) Domestic regulatory settings for the digital economy

Boosting AfT for the digital economy will require meeting several related challenges. Countries need to
ensure that domestic and trade-related regulatory and policy settings are transparent, enabling, trusted,
and responsive to tackle challenges raised as economies transform digitally. Cross-border regulatory
divergences, opaque regulatory approaches, and a lack of interoperability at the technical and legal or
regulatory level can add to transactions costs and may even prevent service suppliers from exporting.
Domestic reforms for services regulation along the lines of the Reference Paper for Services Domestic
Regulation (WTO 2021) constitutes a first step. The development of good regulatory practices for the
broader digital economy will also be key.

An important starting point is a national digital economy strategy to develop a coherent approach that
addresses the regulation of core elements, including electronic transactions, data protection, privacy,
cybersecurity, and consumer protection. It can also include important policy areas such as innovation and
entrepreneurship, competition, infrastructure, connectivity, taxation, and digital skills development. It will
be critical for future integration into regional and global digital governance that domestic regulation is as
compatible with international standards and best practices as possible (ADB 2022).

Digital services trade holds substantial promise for developing Asia and the Pacific. Countries with better
digital connectivity have greater trade openness and sell more products to more markets. In short, more
digitalization means more trade (Lépez-Gonzalez and Ferencz 2018). Digitally deliverable services trade
is also more robust and resilient. This is valuable as a strategy for long-term economic development and in
the short term to support pandemic recovery.



Policy Recommendations

Box 5.1: Australian Aid for Trade Supporting Digital Economy, Digital Trade,
and an e-Commerce Enabling Environment in the Indo-Pacific Region

The Pacific Digital Economy Programme, which began in April 2021, supports activities to enhance the inclusive
digital economy in the region. The program is jointly implemented by the United Nations Capital Development
Fund, the United Nations Development Programme, and the United Nations Conference on Trade and
Development. It aims to achieve the following:

e Enable policy and regulation: With (a) online training for the production of statistics on the digital
economy to build capacity in national statistical offices, and (b) an inclusive digital economy scorecard, a
policy tool developed by the Capital Development Fund to support countries in better understanding and
monitoring the status of their digital transformation, to make it more inclusive.

* Open Digital Payment Ecosystems: Through (a) a regional “e-commerce” request for proposal
submissions from Fiji, Solomon Islands, Tonga, and Vanuatu to support the development and/or expansion
of digital payment solutions for micro and small enterprises using mobile-based platforms such as
smartphones and computer tablets; and (b) a regional “ecosystem development” request for application
calling for the deployment, expansion, and improvement of innovative agent models to expand use and
access to digital financial services in Fiji, Vanuatu, Tonga, and Samoa. This targets marginalized segments
such as rural dwellers, women, youth, and small enterprises.

* Inclusive innovation: With a regional network analysis and mapping of institutions supporting
entrepreneurship to identify priority actions that will strengthen entrepreneurship and innovation in the
region.

*  Empowered customers: With the development of the digital and financial literacy survey questionnaire
and study protocol. It is the first international questionnaire to be developed to focus on the combination
of digital and financial skills. The survey protocol will facilitate collection and measurement of digital and
financial literacy across the population and within specific groups.

The Government of Australia also supported the development of the Pacific Regional E-commerce Strategy
and Roadmap, which is ensuring coordinated, cost-effective, and best practice approaches to address common
challenges on e-commerce that directly benefit Pacific governments and the region’s private sector. The road
map, developed by the Pacific Islands Forum Secretariat, led to a strong partnership between member countries,
donors, and development agencies to identify and pursue measures to improve the enabling environment for
e-commerce. The aim is that all businesses and consumers are actively and increasingly engaged in domestic
and cross-border digital trade—from tourism, fisheries and kava, to call centers. Endorsed by all Pacific trade
ministers, the road map has mobilized donor funds for regional priority actions that are under implementation
across seven policy areas: (a) national e-commerce readiness and strategy formulation, (b) information and
communication technology infrastructure and services, (c) trade logistics and trade facilitation, (d) legal and
institutional framework, (e) electronic payment solutions, (f) e-commerce skill development, and (g) access to
finance for e-commerce.

The Government of Australia’s A$5.6 million E-Commerce AfT fund helped developing and least developed
countries in the Pacific and Southeast Asia benefit from digital trade. Open to the private sector, governments,
and other organizations across the Indo-Pacifica, the fund helped address priority barriers to e-commerce, build
greater e-commerce capabilities, and leverage digital trade opportunities, including through COVID-19. Over

850 micro, small, and medium-sized enterprises have developed specialized e-commerce skills with support

from the fund. Project examples include:

*  Building the capacity of online businesses to implement response plans around cybersecurity issues in
Indonesia.

e Newdrafte-commerce laws in Tonga, Tuvalu, and Vanuatu under consideration for online buyer protection,
securing data privacy and cybercrime—if adopted will bring the three countries into line with international
regulatory standards on e-commerce.

e One stop national digital tourism booking platform in Vanuatu.

* A mobile app that promotes compliance with regulations and requirements for production and export in
Viet Nam allowing producers, exporters and consumers to access key information about products such as
coffee, pepper, mango, ceramics, and natural fibers.

2 The Indo-Pacific is a term used by Australia to refer to the region ranging from the eastern Indian Ocean to the Pacific Ocean connected by
Southeast Asia, including India, North Asia, and the United States.
Source: Australia Department of Foreign Affairs and Trade.

19



120

Aid For Trade in Asia and the Pacific

The legislative coverage of digital economy issues is uneven across countries in Asia and the Pacific.
Aid for trade programming could do the following:

(a) Investigate the range of important challenges around infrastructure and digital connectivity,
investment in and access to technologies, and digital literacy and skills.

(b) Explore cross-border regulatory divergences, opaque regulatory approaches, and a lack of
interoperability at the technical and legal or regulatory level and advise on the development of
good regulatory practices for the broader digital economy.

(c) Advise countries in developing trade-related regulatory and policy settings that are transparent,
enabling, trusted, and sufficiently responsive to tackle new challenges raised by ongoing digital
transformation.

(v) Capacity building in other trade-related matters

Trade agreements go beyond market access issues to include trade-related matters such as customs
procedures, competition, and procurement. The coverage of basic domestic regulatory structures
is uneven at best in Asia and the Pacific. In the recent WTO AfT Survey, one question asked survey
respondents whether they had a national strategy, policy, or plan for digital connectivity, including for the
digital economy and e-commerce. Over 70% of partner-countries and just over 50% of donors responded
positively—but it is also clear that, for many, this remains a work in progress. Countries will also need
assistance in implementing new regulatory frameworks effectively, and in adapting existing legislation to
new digital realities.

(a) Customs procedures

Regional and multilateral technical cooperation and capacity building as well as financial assistance could
be instrumental in helping developing countries and especially LDCs implement commitments under
mega-regional and other RTAs. Inefficient customs procedures lengthen lead times and raise trade costs.
AfT in this area will help enhance competitiveness in recipient countries and strengthen GVCs.

(b) Competition

Technicalassistance,including capacity-buildingactivities,can playanimportantroleintheimplementation
phase of the RCEP, and particularly of the CPTPP, which devotes an entire separate chapter to state-
owned enterprises, and provisions are much deeper, involving obligations in other critical areas such as
procedural fairness in competition law enforcement and transparency.

(c) Procurement
Aid for trade could assist developing countries in complying with the commitments embodied in CPTPP.

Although RCEP LDCs are exempt from virtually all current obligations, they could still benefit from the
proposed initiative, in the context of future negotiations under RCEP’s built-in agenda.
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(i) Financial assistance to graduating LDCs

In addition to technical assistance and capacity building, financial support to graduating LDCs, especially
Bangladesh and Cambodia, could help them deal with the costs of loss of trade preferences. Well-targeted
financial assistance, including budgetary support, could accelerate the medium and long-term process of
strengthening LDCs’ supply-side capacity, diversifying their export structure in products and destinations
and improving their competitiveness.

(ii) Assistance to developing countries suffering from trade diversion

Developing countries that are not members of RTAs, especially mega-regionals, may experience
adverse effects as a result of trade diversion (section 3.1.1). Financial and technical assistance could be
instrumental in supporting the affected countries’ efforts to adjust their economies to worsening trade
patterns.

This chapter suggests new directions for AfT programming and a possible new initiative to focus on
custom-made research and capacity-building tailored to countries’ specific needs. It would:

(i) develop applied research on trade liberalization agreements and their impact,
(i) become a key source of lessons and best practices,

(i) provide tailored trade policy guidance for governments to support them in developing policy
and negotiating positions, and

(iv) identify areas for and models of adjustment assistance programming.

Aid for trade needs the work of trade policy experts, economists, and statisticians able to quantify trade
agreements and trade policy issues across a broad spectrum of disciplines—economics, labor, trade,
and development. A new initiative could coordinate research and output with other expert trade policy
organizations. In particular, new approaches to AfT could be designed to ensure close consultation with
the private sector, labor organizations, universities, and specialist trade policy organizations from around
Asia and the Pacific.

The new AfT initiative could have four broad product lines:
* evidence-based studies, research on RTAs and relevant trade policy issues, such as digitalization;
* databases that track the specific performance of trade agreements;
*  country-specific technical assistance and capacity-building; and

* trade adjustment assistance.

The Joint Integrated Trade Assistance Programme format may serve as one reference model, with the
necessary adjustments and updates (Box 3.4). The program worked to create synergies among agencies
in delivering joint capacity-building activities. Under the program, agencies developed and refined
instruments and methodologies to act together to the benefit of recipient countries. Each agency
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simultaneously delivered the best of its expertise to the beneficiary countries, enabling comparisons and
cross fertilization.

However, the new AfT would differ from existing initiatives in that its research and advice could be
forward-looking based on investigating proposed or new agreements to study their impact and
effectiveness and provide country and/or region-specific advice to governments.

To implement the proposed aid for trade initiative, a multilateral trust fund could be established at the
WTO or other trade-centric body with a clear mandate to design and carry out a tailored work program.
The resources available will be shared at the outset among relevant institutions, based on the agreed
work program, and used to develop synergies and complementarities among them while exploiting their
comparative advantage.

This report highlighted the importance of AfT for development in Asia and the Pacific. By supporting
trade and investment, AfT could reduce vulnerability, strengthen resilience, foster economic growth, and
help developing Asia meet the Sustainable Development Goals. However, to achieve these long-term
objectives, a refocusing and modernization of the AfT dating back to 2005 is needed to reflect new
economic and trade realities. For this purpose, multilateral, regional, and bilateral cooperation is needed
among donors and recipient countries thus ensuring sustainable and inclusive development for all.
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Leveraging Trade and Digital Agreements for Sustainable Development

Aid for trade has an important role to play in supporting Asia and the Pacific’s recovery from the coronavirus
disease (COVID-19) pandemic, especially for the region’s lower-middle-income and least developed countries.
Aid for trade can help by supporting forward-looking trade and digital policies that reduce vulnerability,
strengthen resilience, and foster economic growth. This report looks at how aid for trade should be modernized
so it reflects new economic and trade realities including the risk of global value chains disruptions, preference
erosion, the emergence of new digital technologies, and the rising need for regional cooperation.
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