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Summary

, WUV CU VJG '"#2 TGIKQP YCU YGCVIGTKPI VIG TGEWTTGPV %18+&
horizon, which will mean lower economic growth and higher poverty.

» Most recently, shocks emanating from the war in Ukraine are disrupting the supply of commaodities, increas
BPCPEKCN UVTGUU CPF FCORGPKPI INQDCN ITQYVJ

e The war comes on top of not just the lingering pandemic, but two other developments.

e 75 KPAaCVKQP KIPKVGF D[ VJG UVKOWNWU NGF TGDQWPF CPF I
VIJCP CPVKEKRCVGF BPCPEKCN VKIJVGPKPI RGTJCRU VKOGN]J |
recovery is incomplete.

« %JKPCAU UVTWEVWTCN UNQYFQYP FGNGXGTCIKPI QH VJG TGC
COVID policies, could dampen regional exports.

Set against these shocks, are some opportunities.

e 5JKHVU KP VJG ETGFBTENCVRBECPRGE GZRQTV PKEJGU KP OCPWHCEV
production moves out of China; in services, as digital delivery, renders tradeable a wider variety of tasks.

e 6JG FKHHWUKQP QHE GWIXN ONX) Y G¥ FPTQFWEBKXKV[ PQV LWUV QH
HTQPVKGT DWV CNUQ QH VJG OCP[ KP VJG KPGHREKGPV KPVGTK

* 6JG KPETGCUGF XKCDKNEKQW NDH QNG QF WREHQQYWWYMKGEGW VQ EWV E
the new energy insecurity without unacceptable cuts in consumption or growth.

To mitigate the risks and grasp the opportunities, countries must take four steps:

« 'PJCPEG GHREKG Pfaqredvery il QNWRDINK BHREKGPV CPF VCTIGVGF UWR
BTOU YQWNF NKOKY RCKP HTQO VIJG EWOWNCVKXG UJQEMU CPF ET
energy, and technology diffusion. Fiscal support implemented by entities like local governments and state-ow
GPVGTRTKUGU OWUV PQV WPFGTOKPG VJGKT BPCPEKCN XKCDKNKV]
expenditure would help reconcile spending needs with tightening budget constraints amidst growing debt

* S5VTGPIVIGP OCETQRTWGEIGWPK/IKENE REN KEKBTQ Glohblapypalisy MEsCréntaiaC N V|
CNGTV VQ PGY KPAaCVKQPCT[ RTGUUWTGU DWV CV RTGUGPV ECP EC
TGNCVKXGN[ JKIJ CPF EQTG KPaCVKQP TGNCVKXGN[ NQY 5VTGUU V
that might fester behind the veil of regulatory forbearance and implicit guarantees. Measures could then be ta
where needed to capitalize banks, hedge and extend the maturity of debt, and enhance liquidity buffers

* 4GHQTO VTCFG KB NCOBYF RN KEKREGEKCNN|[ KP UVKNN RTQVGEVGF '
in the global trade landscapd? CFFKVKQP HCEKNKVCVKPI FQOGUVKE NCDQT OQL
allow reallocation of resources in response to the global shocks. Refraining from national export restrictions in the
of rising global prices could help avert an even worse global outcome. Participation in deep trade agreements c
catalyze reform at home and secure access to markets abroad

e 2QNKE[ TGHQTO CPF CUUKUVCPEG Mdeasdd Bapasicaha intekniatidnd odRedtiapH Vv
could strengthen incentives for productivity-enhancing technology aéopR.EKPI OCPCIGTKCN CP
UMKNNU CPF KORTQXKPI CEEGUU VQ BRPCPEG CU YGNN CU FKIKVC
CFQRVKQP 'NKOKPCVKPI FQOGUVKE FKUVQTVKQPU UWEJ CU VJQUC
could encourage the adoption of green technologies

SUMMARY Xiii
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Overview

#V VJG DGIKPPKPI QH VIG '#2 EQWPVTKGU CRRG&DGadEQemd QR the G R
FKHBRBEWNYV &GNVC YCXG CPF UWHHGTGF TGNCVKXGN[ NKVVNG HTQO 10KE
CPF IQXGTPOGPVU YGTG EQPVGORNCVKPI BUECN EQPUQNKFCVKQP 5KPE
GZRGEVGF BPCPEKCN VKIJVGPKPI %JKPC UCY C URKMG KP %18+& KPHG
and Russia invaded Ukraine. While some larger countries may be better equipped to weather these shocks, the repercus
VIGUG GXGPVU YKNN FCORGP VJG ITQRfyjertiBrib @udgyicriaNgtowi ih 2022 baveKerefares ' #
been reduced from 5.4 percent in the previous Update to 5 percent. In a low case scenario, if global camditions worse
national policy responses are weak, growth could slow to 4 Rerféit.G 1 *QYGXGT VJIG VWTOQK
VJG PGY CXGPWGU HQT ITQYVJ VITQWIJ VTCFG CPF KPPQXCVKQP $QNF T
JGNR '#2 EQWPVTKGU CXGTV VJG OCP[ TKUMU CPF ITCUR VJG HGY QRRQT

Figure O.1Forecasts for growth in 2022

Previougorecast ZS
Baseline 5
B Low case——— 4 g
38
> 2
1
E 2 8 g o © [ o 0 © g |
< > £ = 9 3 a 3 g 3 B
3 < g © 5 g S = T SE
> =z E 2 <4 3 = 28
[a R
5 Q WWl6 Bank staff estimates.
0 Q VRBIG stands for Papua New Guinea
The backdrop
#HVGT VJG &GNVC FKR KP 3 QGEQRFP® OKE TIGH KEQR GITG LKW O@W EK P 3
3 FGURKVG VJG 10KETQP QWVDTGCM %QWPVTKGU KP VJG TGIKQP
D[ aRGTEGPV KP BIWTG 1 *QYGXGT VIG TOBEXQNUWCWIBEBG P W
and Vietnam have already surpassed pre-pandemic levels of output, while Cambodia, Mialgaysd? Mippites
CPF 6JCKNCPF CTG GZRGEVGF VQ FQ UQ KP *QYG PRV NRAWERNY W & P
RTG RCPFGOKE NGXGNU GXGP D] 9JKNG UGEVQTU NKMG CITKEWNYV

been resilient, output in transportation, accommodation and catering remains well-below pre-pandemic levels. The year
saw no decline in poverty in countries other than China, but in 2022, 30 million people are projectedty astaipepo
to the upper-middle income class poverty line of US$5.50/day (2011 PPP).

Why?

6JG GEQPQOKE RGTHQTOCPEG QH EQWPVTKGU KU DGKPI UJCRGF D[ JQY (
by changing conditions in the rest of the world, and how much support governments provide. Natural disasters, notabl
volcanic eruption which affected Tonga, and other idiosyncratic factors, like the unrest in the Solomon Islands, also playec
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1%18+& UJQEM CPF EQPVCKPOGPV UVTCVGI]

Thanks to the increased immunity conferred by vaccination and Delta variant infections, most countries in the region

so far been less vulnerable to new spikes in infection by the Omicron variant and have therefore imposed fewer restri
on mobility and economic activit Y GXGT UQOG EQWPVTKGU UWEJ CU VJQUG KP VJG

Omicron wave and China has recently seen a spike in cases prompting strict lockdowns. The Delta variant in

KPaKEVGF C OWEJ ITGCVGT JWOCP EQUV QP VJG TGIKQP VJCP VJG KPI
contraction induced by the Delta variant was smaller than in the earlier wave. Nevertheless, across countries, the viru
related measures continue to dampen domestic consumption, private investment, and international tourism.

ITrade

Since demand in the rest of the world remained buoyant even in the face of the Omicron spike, and logistics constr,
are beginning to ease, trade has continued to grow. The fear of saturating global demand for consumer electronics, v
are important exports for countries like China, Malaysia, and Vietham, has not yet materialized. However, the incoming
point to a slowdown of global trade growth in 2022. While trade in digitized services, which are important for countries
%JIJKPC CPF VJG 2JKNKRRKPGU TGOCKPU TGUKNKGPVY VQWTKUO YJKE.
and Thailand, is recovering much more slowly.

IMacroeconomic support

A combination of tightening intertemporal budget constraints and what had until recently seemed like diminishir

PGGF YGTG NGCFKPI VQ C TGFWEVKQP KP BUECN UWRRQTV HTQO
A further decline to 1.5 percent of GDP on average was projected in 2022, although China was projected to e
BRUECN RQNKE[ UKIPKBRECPVN[ VQ UWRRQTV ITQYVJ +P CXGTCI
bank target ranges in all major economies, allowing central banks to keep an accommodative monetary po
stance over the course of the year.

New growth risks: Three international developments

Financial tightening, especially in the United States, changes in the growth and composition of economic activ
GURGEKCNN[] KP %JKPC CPF VJG YCT KP 7TMTCKPG CTG PQY UJCR|

6JG TCRKF UVKOWNWU NGF TGDQWPF KP VJG 7PKVGF 5VCVGU JCU E
monetary tightening in response could make recovery even harder in other countries. Financial conditions in the US
QH RCTVKEWNCT UKIPKRBRECPEG HQT FGXGNQRKPI "#2 EQWPVTKGU GURC
aQYU 6JG TKUM QH ECRKVCN QWVaQYU YJKEJ EQWNF RWV RTGUUWTG (
A monetary policy shock in the U.S., assumed to increase interest rates by at least 25 basis points, is likely to hurt g
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KP FGXGNQRKPI '#2 BRGUEGWECIGUR@RRYUGKPUVKOCVGF KORCEWORQP '#2 E
JCNC[UKC VQ aRGTEGPVCIG RQKPVU KPR EPFOPRAWT G 1

S 04
Growth is expected to slow down both in China, becéusg%
of the structural slowdown and regulatory regime cha@e:,g'.z
and in the US, because of the cyclical slowtievaiore, S 06

|
!
.

> | & a ® R
both are expected to make smaller contributions to glébal’®| & 7 % |& £ £ ¢ s
growth in 2022 and 2023 than in 2021-the year in which é s LE’ £ 2 £ 3 L%
output rebounded from the COVID contraction. However, . Q| > }; 7 3z
VIJG CDUQNWVG UK\G QH %JKPC CPF VJG 75@ E%PS’TI@DWVKQP VQ
1]

growth, is estimated to be almost as large as in the
pre-<COVID years. A one percent slowdown in US growth is |United  China War in Ukraine Gy
estimated to have a slightly larger impact (0.4 percentage 'St
RQKPVU QP VJG '#2 TGIKQP VICR, GehQQRGICDNG UNQYFQYP KP

%JKPCAU |TQYVJ RGTEGPVCIC@\IQPE%%JWEIDM? KFG.UCTQWIJ UGPUG QH VJG KORCEV QH CNVGTPCVKX

J UJQEM CTG RTGUGPVGF KP VJG VGZV 'HHGEVU QH 7
TGUVTKEVGF UVTWEVWTCN 8#4 OGVJQFQNQI[ %JKPC TGCN GUVCVG \GT
KP 7TMTCKPG CTG OQFGNGF CPF GUVKOCVGF WUKPI VJG 1ZHQTF 'EQPQC

5RGEKRE UJQEMU VQ GEQPQOKE G KRR kR et Bainandoch G NRFACRTER U
VQ CHHGEV '#2 EQWPVTKGU YJQUG VTCFG KU KPETGCUKPIN[] QTKGPVGF
VQ %JK P C.ACongir@fion, Gonstrained by efforts

potentially to reduce leverage, industry, by efforts potentially to reduce emissions; and services, constrained by effo
EQPVTQN %18+& CPF OQPQRQNKUVKE RTQXKFGTU CTG GCEJ C UKIF
VJG TGCN GUVCVG UGEVQT CUUWOGF VQ OCVEJ C RTQLGEVGF FGEN
HTQO VQ EQWNF TGFWEG VJG '#2 TGIKQPAU ITQYVJ D] aRGT
assumed to be equivalent to the impact of the Delta shock on consumption in China for only one quarter of 2022, c
TGFWEG "#2 ITQYVJ D] aRGTEGPVCIG RQKPVU

5 JQEMU GOCPCVKPI HTQO VJG YCT KP 7TMTCKPG CPF VJG TGNCVGF U
FKUTWRVKPI VIG UWRRN[] QH EQOOQFKVKGU CU YGNN CU D[ KPET(
TGIKQPAU FKTGEV FGRGPFGPEG QP 4WUUKC CPF 7TMTCKPG VJTQWIJ KOR
But the war and sanctions are likely to increase international prices of food and fuel, hurting consumers and gro
6JG PWODGT QH RQQT KP VJG 2JKNKRRKPGU HQT GZCORNG EQWN
CV VJG NQYGT OKFFNG ENCUU RQXGTV[ NKPG FC[ KH EGTGCN R
PCVKQPCN KPEQOG KP EQOOQFKV[ KORQTVGTU NKMG %CODQFKC CPF
RTKEGU KPETGCUG D[ CP CXGTCIG QH aRGTEGPV QXGT VJG [GCT

RTGUUWTGU VJG MPQEM QP GHHGEVU QH VJG YCT OC[ PQV DG VTCPUF

6JGUG VIJTGG UJQEMU EQWNF JCXG DQVJ QHHUGVVKPI CPF TGKPHQTEF
KP 7TMTCKPG OC[ NGCF VQ C UNQYGT VJCP RNCPPGF VKIJVGPKPI Q
pressures. Similarly, the increase in commaodity prices due to the war may offset the decline in prices due to real ¢
contraction in China, though the commodities affected would not be the same. On the other hand, each shock
adversely affect global growth by hurting economic activity in the directly affected countries as well as indirectly in
restofthewdNF # UNQYFQYP KP VJG ITQYVJ QH ) EQWPVTKGU DJ| aRGT
EQWPVTKGU CPF JGPEG C FGENKPG KP VIJIGKT CXGTCIG ITQYVJ D[ CU
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ThGUG UJQEMU CTG NKMGN[ VQ OCIPKH[ GZKUVKPI RQUV %18+& FKHREW
reported payment arrears in 2021, will be hit by new supply and demand shocks. Households, whose 8 million membe
back into poverty during the pandemic, will see real incomes shrink even further as prices soar. The microeconomic r
will have to contend with macroeconomic miserliness. Indebted governments, who have seen their debt as a share ¢
KPETGCUG D[ aRGTEGPVCIG RQKPVU UKPEG YKNN UVTWIING VQ RT
KPaCVKQP CV NGCUV QPG RGTEGPVCIG RQKPV CDQXG RTGXKQWU GZR
OQPGVCT[ GCUKPI #PF QXGTGZRQUGF DCPMU YKVJ ETGFKV CU C UJCT
YKNN JCXG VQ EQRG YKVJ PGY BPCPEKCN UVTGUUGU CPF KPETGCUGF 1

Some countries in the region may nevertheless be more resilient than others in the face of these shocks because o
attributes and prior prudence. Commodity exporters, like Indonesia and Malaysia, may absorb international price incre
YKVI NGUU FKHRBREWNV[ VJCP EQOO Q%KW RKRWOIKGTLV GIUV NBKIEGEEKWUL&FCRB |
restraint in the early phases of the pandemic have the policy space to countdfacesiaokie, China reduced its
UVTWEVWTCN BUECN DCNCPEG D[ CU OWEJ RGTEGPVCIG RQKPVU Qt
in 2022 to meet its growth tardetcontrast, Mongolia, with government debt equal to nearly 80 percent of GDP and
CPPWCN KPaCVvVKQP TWPPKPI CV QXGT R G T E GBuhall dodntrids K ¥he e@o Q Q O
D[ XKTVWG QH VIJGKT QRGPPGUU VQ VTCFG CPF BPCPEG HCEG UGTK(
Regional growth in 2022 could decline from the 5.4 percent projected in the October 2021 Update, to 5 percent in t
present baseline scenario and in the low case scenario to. 4 percent

New growth opportunities: Trade, digital technology, and green production

The incentives to diversify production and imports, already strong because of the dependence aversion in the afterm:
%18+& YKNN DG O ChtRuafaBd-sdnftionsd.GncentWES tG relocate production were already strengthening
DGECWUG QH VJG KPETGCUG KP %JKPCAU TGCN YCIGU FTKXGP D[ ITQY)\
6JG UJCTG QH '#2 EQWPVTKGU QVJGT VJIJCP %JKPC KP 75 BPCN IQQF KORQ
OKF DGHQTG VJG &GNVC UJQEM YJKNG %JKPCAU UJCTG HGNN QXGT "
growing scope for automation is narrowing the window of opportunity for other countries to engage in GVCs by specializ
NCDQT KPVGPUKXG VCUMU 6JG GZVGPV VQ YJKEJ KPFKXKFWCN EQWPVTEK
RTQFWEVKQP CPF VTCFG EQUVU $WV FGXGNQRKPI '#2 EQWPVTKGUA CFX
low labor productivity.

Technology is a key driver of productivity and the COVID-19 shock has accelerated the diffusion of digital technologit
VJG '#2 EQWPVTKGU HTQPVKGT BTOU VGPFGF VQ CFQRYVY DGVVGT VGEJ
FKHHWUGF OQTG UNQYN[ VQ QVJGT BRTOU 9JKNG VJIG %18+& UJQEM JC
technologies, such as ecommerce, it has been associated with divergence in the use of more sophisticated produc
enhancing technologies, such as data analytics.

The pandemic-induced diffusion of technologies is also changing the structure of services trade. While tourism and t
JCXG DGGP FKUTWRVGF VTCFG KP FCVC KPVGPUKXG UGTXKEGU JCU ITQ
consumers during the pandemic are durably reducing the costs of international trade relative to domestic transactions
result will be increased opportunities for trade in digitized services even as tourism and travel recover more slowly.

High fossil fuel prices could increase incentives to switch to renewable energy. And the adoption of green production technc
YQWNF CNNQY '#2 EQWPVTKGU VQ EWV ECTDQP GOKUUKQPU CPF EQRG
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consumption or growth. But not all current changes will favor green technologies. The high fuel prices could also in
more investment in the production of fossil fuels. And the war in Ukraine could reduce availability of key inputs in
production of green goods, like palladium and nickel.

What must be done?

(KUECN 'RD BIQE\WeKe TaKeady struggling toFigure 0.3.5VCVG QH TGEQXGT[ CPF OCETQRF
TGEQPEKNG BRUECN UWRRQTV HQT TGWheGHiteTGEQXGT[ CPF ITQYVJ
YKVJ UJTKP MK For &@rﬁmbNtheJ@tMGn

debt-by more than 10 percentage point of GDP in mgst «CH . ynM

'#2 EQWPVTKGU CPF D[ OQTG VJICP8VITGG VKdGU CU OWEJ KP

FijrKU KPETGCUKPI RTGUUWTG HQT BRUECN EQPUQNKFCYKQP GXGP
YJGTG TGEQXGT[ KU KPEQORNGVGG BIWTG 1. -.'{%YJVJGTOQTG RUECN

support implemented by entities like local governmefits 0~ .”"’;.’.’ﬁ{ﬁ[*’_’iﬁ,’,&,’é""KHM”_”’- ”””””””””””

and state-owned enterprises risks undermining tl‘iblr 4. . 0 THK‘ et *MNG
RPCPEKCN XKCDKNKV[ 6JG PGY gJJQEMU YLgNN UJCTRGP VIG VTCFG
offs, and lower investment in the infrastructure of tra@e -8 .

energy, and technology diffusiehich are needed to & _;»
harness the new growth opportunities by enhancing dom?stlc6

capacity and international connectivity. 8

°*MMR

oFJl -
5 4.0 4%

-20
Three measures can helKk TUV OQTG GHREKGPV UOEKC
RTQVGEVKQP YQWNF HTGG RUECN URCEGV'aW‘Ej”‘f'a'V(i)"\?lﬂ‘ésf“ebPFu #2
countries have shielded households from recent COMNarse sank staft estimates.

. - VIGCZKU UJQYU VJG NCVGUV SWCTVGTN[ CPPWCN TGCN )&2 NGXC
related income shocks though a broad-based |anea§<§/lﬁ§GTCDKNSV[ KPFGZ EQORTKUGU HQWT[ FKOGPUKQPU IEDXGTPOG

SOC|aI protectlon and from p”Ce ShOCkS throug ecl rIzgarlrt]grsgdawdaﬁlsvzclg;ﬁ]rg|gc\gorlgt|nl]|ltgsThe scale 1-5 refers to quintiles compared to a sample of all
combination of price controls and subsidies (or tax cuts).

Both types of measures may be the only form of assistance

VIJCV KU HGCUKDNG KP VJG UJQTV VGTO DWV PGKVJGT KU GHBEKGPV Q
once the relevant digital infrastructure is in place, would alleviate the pain from the cumulative shocks without distor
price signals or subsidizing the wealthy. For example, a means-based transfer could deliver a 2 percentage point g
reduction in poverty rates than a universal transfer in a typical middle-income country. Second, public resources com
with investment policy reform could encourage greater private investment in the creation of public infrastructure. Fin
IQXGTPOGPVU UJQWNF TGEQPEKNG URGPFKPI PGGFU YKVJ VKIJVGPKP|
FKUEKRNKPG VIJTQWIJ VIJG TG KPVTQFWEVKQP QH BUECN TWNGU CU +P
enactment of legislation to be implemented conditional on objective measures of recovery. For example, new tax re
legislation in Indonesia is expected to raise revenue by 1.2 percent of GDP in the medium term.

ICETQRTWFGPAMKEQWRMWKEIU OWUV IWCTF CICKPUV VJG TKUM QH BPCPE
in major marketd. QPGVCT[ RQNKE[ OWUV TGOCKP CNGTV VQ PGY KPaCVKQPCT]
TGEQXGT[ KP OQUV '#2 EQWPVTKGU DGECWUG TGCN KPV @hie bawk§ CVG U
KP OQUV '#2 EQWPVTKGU CTG YGNN ECRKVCNK\GF CPF TGRQTVGF NGXG
help identify vulnerabilities that might fester behind the veil of regulatory forbamraepending on circumstances,

countries must ensure adequate capitalization of banks with large loans at risk; hedge and extend the maturity of de
address currency mismatches and rollover risk; enhance liquidity buffers and secure lines of credit to anticipate pot
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KPETGCUGU KP GZV&GTRCANVEFRGREXRY PHBBWUVCKPCDNG GZVGTPCN FGD
WQWPVTKGU YQWNF DGPGRV HTQO VIJG FGXGNQROGPV QH C OQTG GHH!

6TCFG RQNKE[ CRFrORAIBTGBUYKRKWEWWTEG TGNCVGF TGHQTOU YQWNF GPC(
in the global trade landscdgiest, liberalizing and facilitating trade, rather than retaliating in response to reshoring policies
abroad, could lead to a net increase in real incomes by as much asAspegiehal restraint on export restrictions in

the face of commodity price shocks would avoid creating price spirals and an even worse dhazalinol)tiomkiag

beyond goods trade, reforming still-high restrictions on trade in transport, communication, and other business services, (
reduce trade costs and boost economy-wide produgtiyjtynplementing measures to facilitate domestic labor mobility,
such as retraining and placement assistance, would allow resources to move to new areas of comparative advantag
boosting productivity and incorkéglly, participation in deep trade agreements could both catalyze reform at home and
secure access to markets abroad. For example, China joining is estimated to quadruple the global income gains frot
CPTPP to around $630 billion compared to the current gains of about $150 billion. Deep agreements could include no
trade liberalization, but regulatory cooperation and infrastructural coordination that further deeper economic integration

6GEJPQNQIKECN FKHHWUK QIR rdpi@ NiffuEi¢n GfRtechKabblyTiIC tHe/gogt-EQMUWNDTp@8riod could
boost productivity. But harnessing technology will require policy reform and assistance. First, enhancing competitior
GNKOKPCVKPI DCTTKGTU VQ GPVT[ CPF GZKV HQT DQVJ FQOGUVKE CPI
would strengthen incentives for technology adoption and diffusion. Second, measures to enhance relevant managerie
VGEJPKECN UMKNNU CU YGNN CU CEEGUU VQ VJG PGEGUUCT[ BPCPEG
in their businesses. Third, while digital infrastructure for basic technologies is often available, broadband access, wh
YKFGURTGCF HQT GZCORNG KP %JKPCAU 'CUVGTP RTQXKPEGU PGGFU
to facilitate the use of more advanced technologies. Finally, eliminating domestic distortions, such as those due to f
fuel subsidies and local content requirements, could encourage the adoption of green technologies.
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6 C D N G®P growth forecasts

October 2021 April 2022
forecast for 2022 Baseline Lower case
'CUV #UKC 2CEKRE 5.4 5.0 4.0
'"CUV #UKC 2CEKBE GZENWEFKPIBRIKPC 4.8 4.2
ASEAN-5 5.2 4.9 4.3
2CEKRE +UNCPF %QWPVTKGU 5.4 2.9
%JKPC 54 5.0 4.0
Indonesia 5.2 5.1 4.6
Malaysia 5.8 55 4.8
Philippines 5.8 5.7 4.9
Thailand 3.6 2.9 2.6
8KGVPCO 6.5 5.3 4.0
%CODQFKC 4.5 4.5 3.8
Lao PDR 4.5 3.8 3.3
Mongolia 5.2 2.5 0.7
Myanmar 1.0
Papua New Guinea 4.0 4.0 3.0
Timor-Leste 3.7 2.4
Palau 12.0 7.2
Fiji 7.8 6.3
Solomon Isl. 4.5 2.9
Tuvalu 3.5 85
Marshall Isl. 35 3.0
8CPWCVW 3.0 2.0
Kiribati 2.6 1.8
Tonga 2.6 1.6
Samoa 15 0.3
Micronesia 1.0 0.4
Nauru 0.9 0.9
5 Q WW1& Bank; World Bank staff estimates and projections.
Marysa CRF BKGVFCO 8ONWGU HOT 6KOOT .6UVG TGRTGUBRY POP QKN )&2 (0T V16 HONNOYKPI EQWPVTKG U (BEHMIRSMONT G URQPF v
OCWTW 5COQC CPF 6QPIC ,WN[ ¢(,WPG /[CPOCT ITQYVJ TGieG IEGd BGh-léQuericy @atd, e BaVe [BtRDdtEdf@echiy/fQr e Bw\CQeSGRMEGI@ D G T

/[CPOCT 6KOQT .GUVG CPF VJG 2CEKRE +UNCPF EQWPVTKGU
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Table 0.2)TQYVJ VJIG FKUGCUG VTCFG CPF BPCPEKCN GZRQUWTG CPF BUECN

COVID-19 Commodity dependence 6TCFG CPF RPCPE KMatro&zrRicpalityGpace
GDP
Country egsJ:i(:nvgthes COVID-19 Restriction Netenergy  Net food exporf Gross goods &  External 'gé;’eneral ot %2+ KPACVKP
cases per . export (grains) services export BPCPEKP g;”ET} Feb 2022
(2022) million index (% 0f GDP,  (%0fGDP, | (%0fGDP,  (%0fGDP, | ? Gt ( el or
(March 2022) (March2022) “55151q) 2015-19) 2015-19) 2022 est.) (/02?)21)DP’ atest)
China 5.0
Indonesia 5.1
Malaysia
Philippines
Thailand b
Vietnam 45 14
Cambodia
Lao PDR
Mongolia
Myanmar
PNG .
Timor-Leste 5.4
Fiji
Kiribati
Marshall Is.
Micronesia 15
Nauru 28
Palau
Samoa 50 8.5
Solomon Is. 21 3.3
Tonga 46 6.0
Tuvalu 6
Vanuatu 14 28 4.5

5 Q W UNE Gomtrade; Fitch Solutions; Haver Analytics; International Monetary Fund; Oxford Covid-19 Government Response Tracker (OXCGRT), WHO Coronavirus (COVID-19) Dashboard; World Devel
Indicators; World Bank.

0 Q WRéstrictiomdex refers to a measure of COVID-19-related government restriction policies, rescaled from 0 to 100 (100 = strictest). For countries missing March 2022 data, February 2022 data were used. Net ene
export includesinerafuels, oils and waxes (HS code 27) less electrical @n@érlfy HQQF GZRQTV ITCKP KPENWFGU EGTGCNU CPF ITCKPU *5 EQFGs, %2+ KPaCVKC
Tonga, Tuvalu and Vanuatu show 2021 end-of-period estimates. Color scale represents quintiles relative to the group of emerging markets and developing economies, with red denoting the worst exposure and
VJG NGCUV )GPGTCN IQXGTPOGPV FGDV QH UOCNN KUNCPF GEQPQOKGU KU PQV EQNQT UECNGF DGECWUG FGDV VQNGTCPEG QF
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1. Recent Developments

The region’s economic recovery resumed in the fourth quarter of 2021.G '#2 EQWPVTKGU EQPVKP
FWTKPI CNDGKV KP CP WPGXGP HCUJKQP %JKPCAU GEQPQOJ[ ITC
ITGY DI aRGTEGPV 1WVRWV KP %JKPC CPF 8KGVPCO JCF CNTGCF[ GZ
in the fourth quarter of 2021 undid some of the sluggishness in economic growth during the Delta-dip in the third qual
VICV YCU JKIIJNKIJVGF KP VJG RTGXKQWU '"#2 7TRFCVG 1WVRWYV KP +PF(
end of 2021. While output in the Philippines and Thailand remains below the pre-pandemic level, growth acceler:
KP VJG HQWTVJ SWCTVGT QH DQQUVGF D[ HWTVJGT GCUKPI QH %1

Output remains below pre-pandemic levels in many of the region’s econoifiiesrecovery has been uneven across

'#2 EQWPVTKGU 6JG YQTUV CHHGEVGF CPF VJG UNQYGUV VQ TGEQXG
Cambodia, Mongolia, the Philippines and Thailand are expected to surpass pre-pandemic levels of output in 2022
QWVRWYV KP OCP[ 2CEKRE +UNCPFU KU PQV NKMGN[ VQ TGVWTP VQ R~

(K 1W TGD® recovered in 2021Q4, after the Delta-dip in 2021Q3

a. GDP relative to pre-pandemic level b. GDP relative to pre-pandemic level
120 < 120
8 o
n 3 110
nouo 2
o 1l
(o)) o
1
S 100 g 100
ﬁ o 9
o 9 P
z
80
80 Q4| Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Q41 Q1L Q2 Q3 Q4 Q1 Q2 Q3 Q4 2019 2020 2021
2019 2020 2021
= Indonesia Malaysia = Philippines
— World excluding EAP — EAP excluding China= China = Thailand = Vietnam
5 Q WHalzes Analytics, World Bank.
0QWEG RIWTGU UJQY UGCUQPCNN[ CFLWUVGF TGCN )&2 KPFGZGF VQ 3
(K1 W TTBearecovery is uneven across countries . . .
%JCPIG KP )&2 DGVYGGP CPF
15
10
- 5
I
g -10
-15
-20
-25 x < w o n [} -
8 E2 3 2358888 -5 90T 8TTT S 2 8 3. 3
Ef%e 38228 8EFssasRS8EETS
C8FPgzsrFrsEEE Ef2Z 538§ ¢
> 4 2 =87 % F=s36% >g =
2 ce ¢
B °
3 =
5 Q WHalzeB Analytics, World Bank.
0QWEG BIWTG UJQYU TGCN )&2 FGXKCVKQP DGVYGGP VJG CPF (5/ UVCPFU HQT (GFGTCVGF 5VCVGU QH /KETQPGUKC CP
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Private consumption and investment have negatively (K | W T.G.aineven in terms of components of aggregate
affected growth since the pandemic startebh demand . ..

contrast, goods exports, and to a lesser extent publig

URGPFKPI JCXG UWRRQTVGF ITQY}/J TGaAaGEVKPI TQDWUV INQDCN
FGOCPF RBIWTGa 5GTXKEGUW: GZRQTVU JCXG TGOCKPG
sluggish, disproportionally affecting tourism- depend@nt 2 l

countries.
The recovery has been uneven across sedidhile I
sectors like information and communication technology,
RPCPEG CPF CITKEWNVWTG JCXG GP TGUKNKGPV QWVRWYV
in transportation, accommodation and catering sectors®  Private  )TQUU BZB@¥ice Government )QQF U

TGOCKPU YGNN DGNQY RTG RCPFGBREPRGXRENU FIW Foesgrn

Percentag

H H H 5 Q WHalzeB Analyti
The number Of poor In developlng EaSt ASIan andO 8 \Figure shg\?vgnt%se percentage point difference between the contribution to GDP growth of the 2021Q4

2CEKBE EQWPVTKGU KU GZRG BYEENMILFGERK PG GOKpL average of indonesia, Maizysia
NGXGN KP I3 CWINEGthe estimated

number of poor has continued to decline during the

pandemic and has already returned to levels predicted prior to the pandemic, based on strong GDP growth in 2(
'NUGYJGTG KP FGXGNQRKPI "#2 VIG %18+& GEQPQOKE UJQEM EQWHF
back progress on poverty reduction in 2020 and 2021. However, with expected economic recovery, poverty is proje
to decline again in 2022 and to reach pre-pandemic levels. For the region, 11 million people are expected to esc
poverty between 2021 and 2022 using the lower-middle income class poverty line of US$3.20/day (2011 PPP), and 30 m
people are projected to escape poverty using the upper-middle income class poverty line of US$5.50/day (2011 F
Recent food price increases in the region, reinforced by food and fuel price rises related to the the war in Ukraine c
threaten expected progress in poverty reduction in 2022, as poor households tend to spend substantial share
their incomes on food and energy. Simulation analysis suggests, for example, that if cereal prices rise by 10 percent i

(K 1W T.G.and uneven across sectors

120

110

100

2019Q4

90

INDEX: 100

80
70

60
Indonesia Malaysia Philippines Thailand Vietnam

HW+%6 BRPCPEG ® #ITKEWNVWTG 'l Wholesale & Retail trade
B /CPWHCEVWTKEI4GCN GUVCVG RTQHE%QRQNC W BWKWKPP G U U
B #EEQOOQFCVK @HArangg@@ton & Storage

5 Q WHakzés Analytics.
0 Q VFigure shows sectoral real value added in 2021Q4 indexed to 2019Q4.
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BRAVING THE STORMS

(KIWT&]G PWODGT QH RQQT KP FGXGNQRKPI '#2 EQWPVTKGU KU GZRGEVGF \

a. US$3.20 a day poverty line b. US$5.50 a day poverty line
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Q 91 87 2L 250
=% o
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5 u“—
2 @ 200
c c
S 5
S 40 §
21 150
24 == _1§ == 14 11
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100
2019 2020 2021 2022 2019 2020 2021 2022
pre-COVID projections, EAP excluding China pre-COVID projections, EAP excluding China
== pre-COVID projections, China -- pre-COVID projections, China
COVID estimates, EAP excluding China COVID estimates, EAP excluding China
= COVID estimates, China — COVID estimates, China
5 Q WW16 Bank Staff estimations. Poverty estimates are based on growth forecasts, population projections, and historical growth elasticities of poverty.
OQM@TGECUVU CTG DCUGF QP )&2 ITQYVJ RTQLGEVKQPU CU QH /CTEJa 75 RGT RGTUQP RGT FC[ CPF 75 RGT RGTU
NQYGT OKFFNG KPEQOG CPF WRRGT OKFFNG KPEQOG EQWPVTKGU TGURGEVKXGN[ 9QTNF $CPM C 6JG RTG %18+& HQTGEC

Philippines, this would be expected to increase the poverty rate by 1 percentage point—about 1.1 million addition poor—-mea
using the lower-middle-class poverty line ($3.20/day). If the low case GDP growth scenario were to materialize, 6 million
people would remain trapped in poverty in 2022 at the US$5.50/day poverty line.

6JG %18+& RCPFGOKE JCU KPETGKIWGFUK RGSWENKVE YRGIKPGSW

several developing EAP countrie8JKNG QHREKCN GU \'/#(%P%Q/\%'EJV TKGU JCU KPETG

on income/consumption inequality are available only ndemic

for a few countries, such estimates, based on nationally.e

representative household survey data, suggests that in§onaq

KPGSWCNKV[ JCU KPETGCUGF 9@TN
+P +PFQPGUKC HQT GZCORNG,

during the pandemic (from 37.0 in March 2019 to 3753

in March 2021), driven by increasing inequality in urk?an

areas. In China, the income Gini also increased sllghtly, S E g g g g9 5 & 2z g’%
from 46.5 in 2019 to 46.8 in 2020, again the result of S £ 8 £ 6 5B - L
increasing urban inequality. Preliminary simulations suggest 2 > Z E s - 8 = = 52

VJCV VJG )KPK EQGHREKGPYV OC[ CNUQ J&XG TKUGP KP /QPIQCN-'KC
Vletnam’ the Ph|||pp|nes, Myanmar’ Lao PDR’ and P GWIJKPC CPF +PFQPGUKC QHREKCN UQWTEGU (QT QVJIGT EQWPV

i I 1 1 d based on household d high-f h
New Guinea, but decreased in Thailand during the InfigE;e=shry e Ti5Vt RETERRUEI R E o 10 o s kpraz oo

year of the pandemic (Mahler, Yonzan and Lakyer o cnns ik e Phipones: evendtue desed ori e for e e of e coonns,

H Q TV J E qn WFT |G a estimate is |nc|uded instead of 2020 because the available data are from March of each year, and the March
2021 better captures the impact of the pandemic.

$GVYGGP /CTEJ CPF /CTEJ QPN[ VJG VQR aRGTEGPV QH WTDCP JQWUGJQNFU KP +PFQPGUKC GZI
middle to upper-middle income classes, experienced negative to zero consumption growth. By contrast, consumption growth of rural households was more equitable across the
distribution and the rural Gini ratio remained stable.

"%'06 &'8'.12/'065 3



EAST ASIA AND THE PACIFIC ECONOMIC UPBRRE 2022

2. What Explains Economic Performance

Four broad factors are shaping the recovery across EAP couritiiesheterogeneity of economic performance
CETQUU '#2 EQWPVTKGU KU GZRNCKPGF RTKOCTKN[ D[ VJG UECNG Ql
being contained, the extent to which external conditions are favorable to recovery, and the capacity of the governr
VQ RTQXKFG UWRRQTV RIWTGa /IQUV '"#2 EQWPVTKGU JCXG DGGP C
hurt domestic economic activity. Until recently the buoyant external environment helped sustain exports of the coun
that export manufactured goods and commodities, but international tourism remained subdued, hurting countri
NKMG 6JCKNCPF VJG 2JKNKRRKPGU CPF OCP[ 2CEKRE +UNCPFU '#2
differed, with some increasingly constrained by rising debt.

(KIWT@&@2 EQWPVT[ RGTHQTOCPEG KU DGKPI UJCRGF D[ %18+& EQPVCKPOGF

COVID4 pandemi Ability to implement an
Qpandemic R N of Rient containment stegy
Country economic
canditions

Economic conditions in / \ GO\_/ernment ca\_pacity to
the rest of the world provide economiaipport

5 Q WW&I6 Bank staff elaboration.

Some countries’ performance was also shaped by idiosyncratic factoeanilitary takeover in Myanmar in February
2021 and the subsequent third wave of COVID-19 cases have severely impacted economic activity. Tonga was affe
a volcanic eruption.

%18+& UIJQEM CPF EQPVCKPOGPV

6JG EQOKPI QH VIJG &GNVC XCTKCPV KP KPaKEVGF C OWEJ ITGCVGT

of infection in early 2020.However, the economic contraction induced by the Delta variant was relatively small.
Thanks to increased immunity conferred by vaccination and Delta infections, COVID-19-related mortalities in the re
have remained less severe during the ongoing Omicron-variant wave, despite new spikes in infection. As a resul
UVTKPIGPE[] QH IQXGTPOGPV TGUVTKEVKQPU QP OQDKNKV[ CPF GEQPQ
Because there are less disruptions to mobility and interaction, we are beginning to see economic recovery. How
some countries are yet to feel the full force of the Omicron wave and China has seen a recent spike in infections and re
TGUVTKEVKQPU 6JG 2CEKRE +UNCPF EQWPVTKGU 2+%U JCXKPI OCF
2022, have seen the Omicron variant spreading rapidly through the region, requiring strict lockdowns and public he:

4 9*#6 '12.#+05 '%101/+% 2'4(14/#C



BRAVING THE STORMS

(K 1 W TT®anks to increased immupi ' # 2 A U1B4elaeddnortality remains low even though the Omicron-variant wave is
WPFGTYC[ "#2 IQXGTPOGPVU JCXG PQV JGKIJVGPGF OQDKNKV[ TGUVTEK

a. COVID-19 new infections b. COVID-19 new deaths
i 1.0 Dellta Omlcron 3 Delta Omicron
§ 08 variant variant § variant variant
= 06 E 10
2 -
n 0.4 c
o 0.2 a /4
R e R R R 05— o = = N o
S BN A S B IO N VIO U B B UL Ny STy TN
c Qo = — > C = o Q = > Q c o — 1 ) h A 1 1 N h ) A h I ) ) h
@ S %) @ C O = = > C o 2 " > O < O =
SES2<23°288288¢832 SPE£2233388288¢ ¢
= China — Indonesia — Malaysia — China — Indonesia — Malaysia
— Philippines — Thailand = Vietnam — Philippines — Thailand = Vietnam
¢. Vaccination coverage by region d. Government stringency index
100 100
80 80
% 60 60
2
& 40 40
20
20
OOOOOOOH\—!HﬁHHNN
0 A Qg g Qg o g g g g
NAR EAP ECA LAC SARMENA S3\ S 535 3 5555355558
S = = n oz - = = n =z o =
M Fully vaccinated M Partially vaccinated
- - World average (at leastedose) = World Average — EAP Average

5 Q WOxgo@&l COVID-19 Government Response Tracker (OXCGRT), Our World in Data (OWiD).
0 Q \L&@est observations as of March 21, 2022. Stringency Index is an aggregate policy score based on the number and strictness of government policies (Panel D). 0 to 100, 100 = strictest.

measures (box Al). Across countries, the virus and related measures continue to dampen domestic consumption,
investment, and international tourism.

High rates of vaccination reduce the sensitivity of economic activity to infectibligh frequency indicators of economic

activity suggest that recent economic activity has been relatively resilient to infections in countries with high vaccin:
rates. In addition, in most countries, the public health measures provoked by the outbreak restrict overall mobility |
CPF GEQPQOKE CIGPVU JCXG NGCTPGF VQ HWPEVKQP KP VJG HCEG QH
countries adapt to living with surges of infection, and vaccination rates continue to increase across the region, new infe
are likely to hurt economic activity less. On average, countries having fully vaccinated one percentage point larger sh.

their population during H1-2021 experienced a 6-basis points higher GDP growth in 2021 relative to the pre-pandemic
in 2019 (box 1).

9*#6 ':2.#+05 '"%101/+% 2'4(14/#0%"' 5
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$ Q Z &accination, GDP growth, and household economic circumstances

Cross-country correlation analysis suggests vaccination progress—especially before the Delta-variant outbreak-

KU UKIPKBECPVN[ EQTTGNCVGF YKVJ GEQPQOKE TGEQXGT]

GXGP C

containment measures (proxied by border lockdown stringency), baseline economic exposures (groxied by th

FGRGPFGPEG QP OCPWHCEVWTKPI
On average, countries having fully vaccinated a one percentage point larger share of their popul

H1-2021, experienced a 6-basis points higher GDP growth in 2021 relative to the pre-pandemic le

BIWTG $ *KIJGT RTG RCPFGOKE VQWTKUO FGRGPFGPEG
index-point of tourism dependency and an additional GDP-equivalent percentage point in debt is as
a 13-basis points and a 5-basis points lower GDP growth, respectively.

'ORKTKECN GXKFGPEG WUKPI OKETQ NGXGN FCVC HTQO (CEGI
VICV XCEEKPCVKQP KU UKIPKRECPVN[ EQTTGNCVGF YKVJ KOR
aRGTEGPVCIG RQKPVLU
RQKPVU NQYGT NKMGNKJQQF QH C JQWUGJQNF HCEKPI RPCPE

XCEEKPCVGF KU CUUQEKCVGF YKVJ C

Figure B1.1Correlation between vaccination

Figure B1.2 Correlation between vaccination and
and GDP growth

household economic circumstances

c 3 & o
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Vaccination Border Manufacturing Gross ~ Tourism -8

rate lockdowns export debt dependenc Unemployment *QWUGJQNF RP EEKP I
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5QWTR2GUVCHH TGUGCTEJ DCUGF QP FCVC HTQO 9QTNF 'BQWJIEGE VIGHHN Q@WIC @TE J1 D\VCRSSETQP FCVC HTQO (CE
World Development Index (WDI); OWiD. Survey (Facebook GTIS).
0QWEG RIWTG UJQYU RQKPV GUVKOCVGU HTQO ETQUU UGEVRQMIGFRPETE .BEQYVUs RWEEH FEMG TGRHPY UKy TG P
EQWPVTKGUA )&2 ITQYVJU KP TGNCVKXG VQ VJIG NGXARJI MESERPORTGNVC W@MW@%W@R;@EKBE
EWOWNCVKXG UJCTG QH VJG RQRWNCVKQP HWNN[ XCEEKPCREFGIRFGWP E1G E QIR T FIRAFK 6 P W1E M\OIEW
(OWID index), manufacturing export (share of GDP), tourism dependency index (calculated usirgpuntry), and week. Dependent variables are derived from individual responses to the f
2015-2019 averages for the total contribution of tourism to export receipts; scaled between 0 andjuestion in the Facebook surve?*VJG RCUV aYGGMU FKF [QW FQ
100), and gross debt position (share of GDP). All explanatory variables are standardized as untRC[ YG OGCP CP[ MKPF QH DWUKPGUU HCTOKPI QT
QH FGXKCVKQP HTQO VJG INQDCN CXGTCIG $CT JGKIJVU TORMEMaployment*QX\¥Q TJ K &/F & 6@ RYC ¢8R W ¥ GIIEXKEPd F&
9JKUMGTU TGRTGUGPV RGTEGPV EQPRFGPEG KPVGTXCNU (@pd vergitg aidK Q¥ VGRTTKGFE CTG [QW CDQWV [QWT JQWU
JQWUGJQNF RPCPEG UGEWTKV[ 6JG TGITGUUKQPU E
RZGF GHHGEVU %QXCTKCVGU KPENWFGU UGNH EQPV
mask. Standard errors are clustered at the country level.
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$ Q Z dlot all endemicity is benign

9JCV PGZV HQT VIG %18+&#U VGG RO@KEG KPP YE£XG UYGGRU VJT
that vaccines are doing exactly what they were designed to do: prevent serious illness, not infecti
with high levels of population immunity through varying combinations of prior infection and vaccin
TGRQTVGF UKIPKBECPVN[ NQYGT NGXGN QH OQTVCNKV[ EQO
well-placed to achieve 70% vaccination coverage or higher by mid-2022, the focus is now on mzg
endemicity of COVID-19 and preparing health systems for future pandemics.

Does endemicity imply a benign state of the diseagei?endemic disease is one that is constantly pr
in a certain area, irrespective of severity. The move towards endemicity implies reaching a dynami
where on average, one person infects one other person. It does not mean that the disease reaches|
it causes minimal harm. Malaria for example is endemic in tropical and sub-tropical areas and kille
600,000 people in 2020.

#TG JGCNVJ U[UVGOU KP '#2 CFGSWCVG VQ OCPCIG GPFGOKE
6JG )NQDCN *GCNVJ 5GEWTKV[ +PFGZ CUUGUUOGPV QH EQ
December 2021A FGURKVG UKIPKRECPV UVGRU VCMGP D[ EQW

DWIJ VJ
bn. Countrie
ation have
RCTGF
anaging the

esent

C equilibriun
a stage wh
] more than

KV[ QH
NPVTKC
PVTKGI

EQWPVTKGU TGOCKP FCPIGTQWUN[ WPRTGRCTGEOWD-1O @&&detH WV WT (

ETKVKECN ICRU KP JGCNVJ U[UVGOU ECRCEKV[ KP "#2 EQWH
health (Figures B2.1, B2.2).

Figure B21. % TKVKECN ICRU KP JGCNVJ U[UVGOU ECRCEKV[ KP '#2 EQW

a. Critical care beds per hundred thousand people (2017) b. Physicians per thousand people (2016-2020)
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$QZ EQPVKPWGF

Figure B2.2./QUV '#2 EQWPVTKGU CTG KNN RTGRCTGF VQ ECTT[ QWV T(
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5 Q WGl&hal Health Security Index (2019).

What are no-regret investments in health sector in EAP?

%18+& YCU DQVJ C JGCNVJ UJQEM CPF CP GEQPQOKE UJQE
must address the health crisis as webJG QXGTCNN RWDNKE BPCPEKPI NCHF
'#2 EQWPVTKGU KPETGCU G in ahkGorRd coqrairkive] pAKd8rGid? but Qouh@i€s Nver
YKVJ JCXKPlI VQ OCMG FKHRBREWNYV EJQKEGU DGVYGGP TGURC(
strengthening surveillance and preparedness. In the short-term, managing endemicity will require
surveillance, treatment, and wide-spread coverage of COVID-19 vaccines. In the long-term, pro
universal health coverage (UHC)—including pandemic preparedness—and sound population health
a sustainable and inclusive longer-term economic recovery and poverty reduction.

“No-regret investments” that address the health crisis includes strengthening health systems to sus
towards Universal Health Coverage, managing endemicity of COVID-19, and building resilience a
pandemics.# 2 E Q W PMdikvEstin ¥rdergency preparedness where surges can be handled on top
YQTM OCMG GZVTC JQURKVCN ECRCEKV[ AOQFWNCTA YJKEJ
on demand; adopt technologies for low-cost/modular ICUs, such as oxygen generation capacity, that
universal coverage expansion of ICU capacities; reduce inequalities in access to critical care capacit
remote areas; and digitize health management and information systems and increase laboratory netw
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BRAVING THE STORMS

External environment

Trade continued to grow in 2021 because demand in the rest of the world remained buoyant in even in the
face of the omicron spike 3 1 W T GHowver, logistics constraints disrupted trade and global value chains, hurting
RTQFWEVKQP CPF GORNQ[OGPV KP VJG UGEQPF JCNH QH $QZa
TMTCKPG OC[ ETGCVG PGY FKHREWNVKGU 6JG HGCT QH UCVWTCVKPI

HQT EQWPVTKGU NKMG %JKPC /CNC[UKC CPF 8KGVPCO JCU PQV [GV
slowdown of global trade growth in 2022.

(K 1'W TG®ads exports have recovered and are growing, whereas services exports still languish, except in China

a. Change in goods exports b. Change in services exports
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5QWYE@GDCN 'EQPQOKE /QPKVQT 9QTNF $CPM +PVGTPCVKQPCN /QPGVCT[ (WPF $CNCPEG QH 2C[OGPV #EEQWPVU 9QTNF 6TCF!
0 Q Vi@ chart shows growth relative to 2019-Q4.

(KIWTGEPWHCEVWTKPI JCU NGF |T QpoNs) widredstPavel Qv PandpkirGace/a dr@gR s&vices exports
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H Travel services

5QW%HBMUVQOU FCVC HTQO %JKPC VJG '7 ,CRCP CPF VJG 75

+/( $CNCPEG QH 2C[OGPV 5VCVKUVKEU
0 Q & chart shows decomposed export growth relative to 2019-Q4.
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Services trade continued to languisB. QW TKUO FKF PQV UJQY CP[ UKIPU QH T

GXKXCN

services, which are important for countries like China and the Philippines, remains resilient. International tourism, wl

KU XKVCN PQV LWUV HQT UGXGTCN 2CEKRBRE KUNCPFU DWV CN

UQ EQW

'#2 EQWPVTKGU JCXG GCUGF TGUVTKEVKQPU QP KPVGTPCVKQPCN VC

some increase in international travelers.

$QZHBHQWTKUO CPF ITQYVI KP VJG 2CEKRE

%QWPVTKGU YJKEJ YGTG OQUV VQWTKUO FGR G P HigRodrisihdépsntién
economies of Fiji, Palau, Samoa and Vanuatu saw the largest declines in GDP as international b
halted overseas arrivals. Large declines in output were seen in 2020 with the four countries exp
aRGTEGPV TGNCVKXG V

CXGTCIG FGENKPG KP QWVRWYV QH

YKV CXGTCIG QWVRWYV FGENKPKPI D[ aRGTEGPV KP H

the region as borders remained closed to overseas arrivals. However, as borders have reopened
CTTKXCNU JCXG DGGP NCTIGT VICP GZRGEVGF YKVJ OQTG V

QH VJG PWODGT QH CTTKXCNU KP ,CPWCT]|

%QWPVTKGU VICV YGTG FGRGPFGPV QP EQOOQFKVKGU GZRQ

declines in output.The economies of Kiribati, Tuvalu, FSM, and Republic of the Marshall Islands (RM
NCTIGN[] FGRGPFGPV QP RUJKPI GZRQTVU UCY OQFGUV FGEN
NCTIGN[ WPCHHGEVGF D[ VJG RCPFGOKE 1P CXGTCIG QWVR
CPF TGOCKPGF EQPUVCH

aRGTEGPV HQT VJG TGIKQP KP
Papua New Guinea which is also a large commodity exporter, including gold, copper, palm oil and
aRGTEGPV FGENKPG KP QWVRWV KP

growth in both 2020 and 2021.

Figure B3.1.GDP growth and dependence on tourism

GDP growth
GDP growth
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5 Q WW @& Development Indicators and Fiji Bureau of Statistics.

DWV TGEQXGTGF V
largely dependent on revenues from the regional processing center did not experience a recession
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$ Q Z dhe effects of global supply chain disruptions

The economic recovery in the aftermath of COVID-19 was affected by supply chain disruptions during

of 2021. These disruptions were seen in the form of large shipping delays, port congestion, and the en

KP UJKRRKPI EQUVU # PGY UVWF[ #NGUUCPFTKC GVaCN HQ

shipping delays margin and inventory holdings to evaluate the aggregate effects of supply chain disrup

6JKU CPCN[UKU GZVGPFU VJG VYQ EQWPVT[ KPXGPVQT[ OQFGN

and sectoral heterogeneity in the use and consumption of imported intermediates. A key feature of the

that it explicitly models the differential costs in time, resources, and delivery risk for domestic and i
VTCPUCEVKQPU 6JGUG TKUMU CTG TGaGEVGF KP VJG FKHH
domestic transactions.

6JKU HTCOGYQTM KU WUGF VQ UVWF[ C INQDCN KPETGCUG D
KPFKECVG VJCV UWEJ CP KPETGCUG KP UJKRRKPI FGNC[U EC(
aRGTEGPV CP

RTQFWEVKQP CPF GORNQ[OGPV FGENKPG D]

Recently, there has been a reduction in shipment delays due to the relaxation of port, retail, and producti
across the world. The analysis suggests a corresponding dissipation of the negative effects on trade
GORNQ[OGPV QXGT VKOG
once again lead to delivery delays.

Figure B4.1Immediate effects of international and domestic supply chain disruptions

a. Supply delays b. Impact of delivery delays on the economy
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2.3. Macroeconomic policy

A combination of tightening intertemporal budget constraints and diminishing need are leading to a reduction
KP %18+& TGNCVGEWVEEONW RMRROFEENKPGF HTQO CP CXGTCIG QH
BIWTGa # HWTVIGT FGENKPG VQ aRGTEGPV QH )&2 KU RTQLG

(KIWT@dKNG %18+& TGNCVGF BUECN UWRRQTV HQT JGCNVJ JCU KPETGCUC

a. Government support—health b. Government support—non-health
3 8
a a
O 2 a 6
5 8
g1 g, I I I
0 ‘-T!J.g I.E = .w = -}2 -m_ 0 = = = = s =
5 8 b = [} c o c 8 c [ ‘B S ° 2
o} [S] o} s = < > = = = > @ ] o c o
s} =) c = a = o S 5 T 2 = kel a s
= 5§ S ¢ g2 g s © g o 3 E§ 8 E & 8
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o - o
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5 Q WW@6 Bank staff estimates.
0QVBsEgureUJQYU BUECN UWRRQTV GZENWFKPI JGCNVJ OGCUWTGU DGNQY VJG NKPG OGCUWTGU CPF EQPVKPIGPV NKCDKNKVKG

+P CXGTCIG EQPUWOGT RTKEG KPaCVKQP TGOCKPGF YKVJKP VJG EG
&QTOCPV KPAaCVKQP CNNQYKPI EGPVTCN DCPMU VQ MGGR CP CEEQOC
RIWTGa &GURKVG VJG UKIPU QH OQPGVCT[ VKIJVGPKPI KP VJG 75 RPC
VIG '#2 TGIKQP

During the crisis, governments increased spending, relaxed monetary policy, and exercised regulatory forbearance
VQYCTF VJIG BRPCREKRCNGUBW/ERWQ RQNKE[] URCEG PCTTQYGF KP EGTVCKP Fi

*QYGXGT RTKEG RTGUUWTGU CTG DWKNFKPI TCRKFEN[ KP OQUWTEQ@QWPVT
+PaCVKQP KU PQY CDQXG VJG VCTIGV TCPIG KP 6JCKNCPF CPF UKIPK
HTKEVKQPU CUUQEKCVGF YKVJ %JKPCAU \GTQ %18+& RQNKE[ EQPVT
RTGUUWTGU +P /[CPOCT EQPUWOGT RTKEG KPaCVKQP YCU PGCTN]
RTKEGU CPF C UJCTR FGRTGEKCVKQP KP VJG M[CV COKF QPIQKPI YCT
accelerated in Cambodia, Fiji, Lao PDR, and Timor-Leste. A sustained increase in producer prices, driven by high
prices could further add pressure to consumer prices. Indonesia and Malaysia announced price stabilizing measut
crucial food items such as rice, meat, and cooking oil in early 2022 to cap the increase in food prices. While helpft
EQPVCKPKPI RTKEG RTGUUWTGU KP VJG UJQTV VGTO UWDUKFKGU V(
poor households (box 5).
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(KIWTGQPGVCT[ RQNKE[ TGOCKPGF UWRRQTVKXG DGECWUG KPaCVKQP TGO

a. Policy rate b. Core inflation
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— China — Indmesia Malaysia = China = Indnesia Malaysia
— Mongplia Myarmmar = PNG — Mongplia = Philipphes = Thailand
— Philipphes = Thailand = Vieham = Vienam
5 Q WHalze® Analytics.

0Q¥Z@eKPaCVKQP OGCUWTG GZENWFGU HQQF CPF GPGTI[ HTQO %2+ KPaCVKQP

6CDN@WUECN RQNKE[ URCEG JCU PCTTQYGF CETQUU FGXGNQRKPI '"CUV #UKC

Fiscal Monetary ReservefRars
General Danmestic credit } . .
) . Key pticy Headline Ination Reserves,

goverment Fiscal balance to private . - .

grossdebt (% of GDP) sector (% of rate, in m_aatlon rate, targetin mpnths of

(% of GDP) GDP) percent inpercent 2022 imports

2021 change 2021 change 2021 changs Feb-22 change Feb-22 change 2021 change

W— l S - | B
China 5 : -|7 3.7 ! 3= R
Indonesia 41 -2 P 2 . 35 [ 1 2— | 0
Lao PDR 78 _ | s 30 | { 1
Malaysia 64 3 64 N _ -l 18 | 2514 | 2
Mongtia 80 2 31 | 1 [ 65 B 4-8 {1
Myannar 57 - E 5 12 7.0 B 1 2
Phlippines 55 - -8 1 p 2.0 i 12
Thailand 58 — 1 78 N -F I h
Vietnam 45 i 0 -3.8 -1 25 2

5 Q WWle Development Indicators; Haver Analytics; Fitch Solutions; World Bank staff estimates.

0 Q \Cdlor scale represents country quintiles relative to the group of emerging markets and developing economies, with red denoting the worst exposure and green the least. Change denotes percentage point char
compared to 2015-2019 average.

(KIWTGKIJGT RTKEGU QH HQQF CPF VTCPURQTV CTG FTKXKPI KPaAaCVKQP

8

Percerdge point
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0
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— o (o] (o (o] (o (o] o (o)) (o
‘BeiTEyTassiayfaseivayiaseiiayEassivay
© © © ©
§S323H32S2 2832332228323 FR2228323F3822932I8¢
Indonesia Malaysia Philippines Thailand Vietnam
M Food& beveage [ Housig & furnishing M Tarsport & comnunication M Ohes = CPI
5 Q WHalze® Analytics.

0QWAEG BIWTG UJQYU VIG FGEQORQUKVKQP QH JGCFNKPG %2+ [GCT QP [GCT KPaCVKQP 6JG NCVGUV %2+ YGKIJV KU CRRNKGF
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BRAVING THE STORMS

$QZ EQPVKPWGF
Figure B5.1./QUV EQOOQP RTKEG EQPVTQNU KP '#2

40
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0 -
Paroleum Milk, Rice Cooking Water Sugar Fish, Coal, ga
products butter, oils (Bh electriciy
cream praducts

l Number dcountries with pricenatrols
W Totalnumber & price controls
H Median number of price controls

5 Q WGuegette (2020); World Bank; World Trade Organization.
0 Q \i&ted price control policies are retrieved from the latest (2003-19) country Trade Policy Review publication.

6JG PGZV SWGUVKQP KU KH VJG TGNCVKXGN[ NCTIG PWODGT QH RT
KPaCVKQP FWTKPI VIG UGEQPF JCNH QH CPF YJGVJGT UWEJ C
KPaAaCVKQP FQGBW ®AKBVNEVIC NN VIKU SWGUVKQP YG TGITGUUGF V
of 2021 on the number of price controls for a subset of countries for which we have consistent data on both
OGCUWTGU RIWTG $ 6JG BRXG KPENWFGF '#2 EQWPVTKGU NKG (
some other factors are at play. However, a strongly negative relationship holds at the global level.

Figure B5.2.'"HHGEV QH RTKEG EQPVTQNU QP KPaCVKQP

6_
5 4

In aation Rate in Thir@Quarter of 2021

0 5 10 15 20 25 30 35 40 45 50
Number of Price Controls

95% Corfglencelnterval — Regressen Line
® EARauntries ® Other untries

5 Q WWar@ Bank Economic Monitoring; World Bank staff calculations; World Trade Organization.
0QW®PAaCVKQP TCVG TGHGTU VQ %2+ KPaCVKQP

EQPVKP
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T
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EAST ASIA AND THE PACIFIC ECONOMIC UPBRRE 2022

$QZ EQPVKPWGF
Figure B5.3.4GNCVKQP DGVYGGP EQPVTQNNGF GPGTI[ RTKEGU CPF KP3J

20

15

10

Percent

2020 2022

H Price contribution of fuel I Price contribution of coal briquette
— #PPWCN KPaCVKQP- SCUFDRN OMCPTM U F

5QWTEBKQPCN 5VCVKUVKEU 1HBREG $CPM QH /QPIQNKC 9QTNF $CPM UVCHH GUVKOCVGU
0QWEGPVTCN DCPM VCTIGVU KPaCVK&RPGTCEGRRGTEGPV YKVJKP C DCPF QH

An instructive case study can be found in Mongolia. The price of coal briquettes and fuel is partially an
controlled by the government through a variety of instruments. Figure B5.3 illustrates how the eas
EQPVTQNU QP EQCN DTKSWGVVGU QXGT VJG EQWTUG QH

6JG DQVVQO NKPG KU VJCV YJKNG KPGHREKGPV KP OQUV ECU
VQ CXQKF UWFFGP RTKEG URKMGU KP PGEGUUKVKGU 6YQ EQ
like staple foods and cooking fuels, make up a larger share in the consumption basket of poorer house
to richer ones. An abrupt and large increase in their prices would thus hit poor households partic
throwing them deeper into poverty. In the absence of highly dynamic social protection programs, pt
while costly to the public purse, constitute an effective measure of protection. Second, since such g
C NCTIG RCTV QH VJG QXGTCNN EQPUWORVKQP DCUMGYV

+H KPaCVKQP GZRGEVCVKQPU CTG PQV YGNN CPEJQTGF VJ
VIJG CUUQEKCVGF GHREKGPE[ EQUVU PQV NGCUV VJG PGGH
previous levels.

That said, caution must be exercised when implementing pric&leeptfo8.P VJG TKUM QH KP
EQUVU FWG VQ RTKEG FKUVQTVKQPU CPF OC[ NGCF VQ WPCH
lead to severe shortages and possibly the emergence of black markets. Monopolistic situations asid
PQV DG WUGF VQ RZ RTKEGU DGNQY VJGKT NQPI VGTO QT CX
levels that prevent sudden temporary price spikes but are non-binding (i.e. above the market price) in 1
+P CP[ ECUG FKTGEV VTCPUHGTU VQ RQQT JQWUGJQNFU CPF
alleviate the pain from the price shocks without distorting price signals or subsidizing the wealthy.
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BRAVING THE STORMS

3. Risks, Opportunities and Outlook
3.1. New growth risks: three international developments

The global economy has become increasingly interconnected over the past decades, leading to growing spillovers

VITQWIJ DQVJ TGCN C P Fh8ilhporahse@NCliEtnh@RIRHe Nrited States to the global economy implies
VICV FGXGNQROGPVU KP VIGUG VYQ EQWPVTKGU JCXG HCT TGCEJKPI
QT KPXGUVOGPV KP %JKPC TGaGEVKPI C UVTWEVWTCN UNQYFQYP CPF
VTCFG VKGU 5JQEMU VQ OQPGVCT[] RQNKE[ QT BPCPEKCN OCTMGVU

KPETGCUKPI KPaCVKQP QT OCTMGYV EQTTGEVKQPU EQWNF URKNN QXG’
RPCPEKCN OCTMGVU

Shocks emanating from the war in Ukraine and the related sanctions could affect the EAP region by disrupting the

UWRRN[ QH EQOOQFKVKGU KPETGCUKPI RPCPERBIMN UV KWPA UCPHT GE N WFE
Russia and Ukraine through imports and exports of goods, services, and capital, is limited. However, the war and sancti
NKMGN[ VQ KPETGCUG KPVGTPCVKQPCN RTKEGU QH HQQF CPF HWGN JwW
+PETGCUKPI KPXGUVQT TKUM CXGTUKQP EQWNF NGCF VQ ECRKVCN QWV:
TKUKPI TKUM RTGOKC 4GFWEGF EQPRFGPEG ECP KPJKDKV EQPUWOGT U

(K 1W T Glaee international developments are shaping external conditions

7PKVGF 5V( %JKPC 4WUUKC 7MT
« Cyclical slowdown E S5VTWEVWTCN EFQ¥%BPOOQFKV[ F
E +PaCVKQP E (KPCPEKCN U J (KPCPEKCN U
E (KPCPEKCN GPKRIGIWNCVQT] :

4GCN UJQEMU
EQWPVT[ U VT WET@GW PV T[ U RPC
CPF TGUKN CTKF TGUK

"#2 EQWP
GEQPQOK
RGTHQTO

5 Q WWdrl6 Bank staff.
13.1.1. Financial channel

0GY BPCPEKCN UVTGUUGU CTG GOGTIKPI FWG VQ KBenerdlikeQ f#s€ ifi [jnedie U U W
TKUM CXGTUKQP EQWNF NGCF VQ ECRKVCN QWVaQYU EWTTGPE[ FGRTGE
OCTMGVU 6JG KPETGCUKPI BPCPEKCN UVTGUU EQWNF EQORQWPF RQUYV |

+PaCVKQP GZRGEVCVKQPU KP VJG 7PKVGF 5VCVGU CTG KPETGCUKPI N
The market-implied path of US policy rates shifted upwards from three to six 25-basis point increases this year followi
,CPWCT[ (1/% OGGVKPI BIWTGa 6JG (GFGTCN 4GUGTXG KU OQXKPI H

4+5-5 12214670+6+'5 #0& 176.11- 17



EAST ASIA AND THE PACIFIC ECONOMIC UPBRRE 2022

(KIWTG®#aCVKQP QWVUKFG VJG TGIKQP KU KPETGCUKPI HCUV CEEGNGTCVKF

a. US inflation and 10-Year Treasury Note Yields b. Market-based expectations for the Fed Funds rate
8 3.0 2.0
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— CPlI = 10-Year Treasury Note Yield (RHS) B Shock Mid December = End of January

5 Q WHakzes Analytics.

KP /CTEJ IKXGP VJG [GCT JKIJ KPAaCVKQP TCVG KP (GDTWCT[ FGURKYV
'ZRGEVGF GWTQ CTGC RQNKE[ TCVGU JCXG CNUQ OQXGF WR YKVJ VJ(
VKIJVGPKPI KP JCXKPI HQTGUGGP QPN[ QPG DCUKU RQKPV KPETC

AWUUKCAU KPXCUKQP QH 7TMTCKPG QP (GDTWCT][a NGF VQ C UJ
EQPVTKDWVGF VQ C HWTVJGT VK MNIShKdeon@rtit PGP Bdek, NurEpadiaaV K Q P U
VJG JKIJGUV NGXGN UKPEG INQDCN UVQEMU HGNN aRGTEGF

(KIWTGBHQDCN BPCPEKCN XQNCVKNKV[ KPETGCUGF CPF BPCPEKCN EQPFKVKQ

a. Financial markets indices D '/$+ URTGCFU DCUKU RQKPVU
Avg. Dec-31-91 = 100 Jan. 3, 2022 = 100 Jan. 3, 2022 = 100
60 53¢ 180 28C
40
5 2 e =
(8]
= \/\ 150
o 0 NG
\'—'\/\-J 50C 180
-20
—40 a6c 120
N N N N o~ 13C
N N N N o
: s 8 3 5 LS
. 3 & & = N Vg
3 S 8 J 3 90 80
05-Jan-22 25-Jan-22 14-Feb-22 06-Mar-22
= Citigroup Economic Surprise Index: Based on USD . . .
= China Indonesia Malaysia
= Dow Jones Global Index: World (RHS) = Philippines = Vietnam (RHS)

5 Q WHakze® Analytics.
0 Q VAECitigroup economic surprise index is based on US$.
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BRAVING THE STORMS

CRRTGEKCVGF D[ OQTG VJCP aRGTEGPV CICKPUV C DCUMGYV QH EWTTGP
QH '#2 EQWPVTKGU GURGEKCNN[ 8KGVPCO YKFGPGF 7PEGTVCKPV]
UCPEVKQPU VQYCTFU 4WUUKC D[ QVJGT OCLQT GEQPQOKGU DQZa

'#2 EQWPVTKGU FKHHGT KP VIGKT XWNPGTCOPNKYQPEGEF KK GRGRJRQ DCCILIEF
appear to be relatively well equipped to cope with those shocks. They generally have a strong pre-COVID track re«
ITQYVJ aGZKDNG GZEJCPIG TCVG TGIKOGU CPF TGNCVKXGN[ TQDWUV

$ Q Z &anctions imposed on Russia in response to the escalation of war in Ukraine

(QNNQYKPI VIG GUECNCVKQP QH 4WUUKCAU OKNKVCT[ KPVGT

TCPIG QH UCPEVKQPU QP 4WUUKC 6JGUG KPENWFG UCPEVK(

XGPVKC
)PU QP

URGEKRBRE KPFKXKFWCNU 6JG HQNNQVYKPI KU CP KNNWUVTCVKXG NK
Oil and gas

6JG 75 KU DCPPKPI CNN 4WUUKCP QKN CPF ICU KORQTVU CPF MJG 7- Y
YJKEJ IGVU C SWCTVGT QH KVU QKN CPF aRGTEGPV QH KVU |ICU HTC

GPGTI[ CPF TGFWEG '"WTQRGAU FGRGPFGPEG QP 4WUUKCP GPCG

for the Nord Stream 2 gas pipeline from Russia to open.

Financial measures

9GUVGTP EQWPVTKGU JCXG HTQ\GP VJG CUUGVU QH 4WUUK
TGUGTXGU 5Q0G 4WUUKCP DCPMU CTG DGKPI TGOQXGF HTC(
is used to transfer money across borders. This will delay payments to Russia for energy exports. Th
VJG CUUGVU QH OCLQT 4WUUKCP DCPMU CPF VJG 4WUUKCP
QT DQTTQY OQPG[ KP VJG 7- 6JG '7 KU EQPUKFGTKPI VCTIG
UVCVG QYPGF BRTOU

Targeting individuals

Assets belonging to Russian President Vladimir Putin and his foreign minister Sergei Lavrov are being fr
'7 7- CPF %CPCFC 5CPEVKQPU JCXG DGGP KORQUGF QP YGCNV\
ENQUG VQ VJG -TGONKP KPENWFKPI HTGG\KPI VIGKT CUUGVU
imposed sanctions on 386 members of the Russian parliament. The UK is limiting the sale of “golden
allowed wealthy Russians to get British residency rights.

Targeting specific traded products

ICP[ EQWPVTKGU KPENWFKPI '7 7- CPF VJG 75 JCXG CPPQWPE
KVGOU VIJCV EQWNF JCXG DQVJ C EKXKNKCP CPF OKNKVCT[ RW
UCNG QH CKTETCHYVY CPF GSWKROGPV VQ 4WUUKCP CKTNKPGU
airspace. The UK has also banned private jets chartered by Russians.

EQPVKP

TI[ AYG

CAU EG
O VJG
> UK is free:
UVCVG
VKPI

.
[

pozen in the L
J| DWU

CPF T¢
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$QZ EQPVKPWGF

Private sector response

Many companies in the energy sector have refrained from buying and transporting Russian produced energy produc
even at a discount. At the same time, a growing number of international companies have suspended [all operation
in Russia.

Russia’s response

Russia has banned exports of more than 200 products, including telecommunications, medical, vehicle, agricultural
electrical equipment and timber. In addition, it is blocking interest payments to foreign investors| who hold

IQXGTPOGPV DQPFU CPF DCPPKPI 4WUUKCP BTOU HTQO RC[KPI QXGT
who hold Russian stocks and bonds from selling them. Russia has also warned that it could shut off gas supplies
response to oil sanctions.

EQWPVTKGU CTG UWUEGRVKDNG VQ BRPCPEKCN UJQEMU KP EGTVCKP T
Mongolia); large stock of foreign portfolio liabilities (Malaysia, Mongolia, the Philippines, Thailand); elevated public (F
Lao PDR, Mongolia) and private (Cambodia, China, Lao PDR, Thailand, Vietnam), and especially external (Camboc
PDR, Malaysia, Mongolia, Papua New Guinea), debt; considerable foreign holdings of domestic debt (Indonesia, Ma
6JCKNCPF CPF UK\CDNG BRUECN FGREKVU /[CPOCT 2JKNKRRKPGU 6JC

IQUV '#2 GEQPQOKGU CTG OQTG BRPCPEKCNN[ KPVGITCVGF YKVJ VJG C
BRIWTG&JG TGIKQP KU OQUV GZRQUGF VQ VJG 75 QP RQTVHQNKQ aQ)
BRPCPEKCN KPVGITCVKQP JCU ITQYP CU %JKPC JCU ITCFWCNN[ GCUC
transactions and Chinese banks have gained a stronger foothold in the region. Financial volatility in these two coun
YKNN CHHGEV GEQPQOKE CEVKXKV[ KP VJG '#2 EQWPVTKGU VJTQWIJ

(KIWTGAVGTPCN UGEVQT XWNPGTCDKNKVKGU
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5 Q WIntEr@ational Monetary Fund. World Development Indicators. World Bank. Fitch Solutions.
0QWAEG RIWTG UJQYU FGEQORQUKVKQP QH GZVGTPCN RPCPEKPI PGGFU KP GUVKOCVGU '/&" UJQYU VJG WPYGKIJVGF CXGTCI
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BRAVING THE STORMS

(KIWTGEKPCPEKCN NKPMCIGU

QH FGXGNQRKPI '"#2 YKVJI VIG 75 CTG O

QTG KOI

a. Portfolio liabilities

b. Financial inflows by source (EAP ex. China)

Share of GDP
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5 Q WHIE, GVIF, World Bank.

0QW& YN[ KPFWUVTKCNK\GF GEQPQOKGU

0+'U KPENWFG -QTGC 4GR 5KPICRQTG CPF 6CKYCP %JKPC

%JKPC KPENWFGU *QP

$QZdUVKOCVGF BRPCPEKCN URKNNQXGTU HTQO VJG 7PK

The PKVGF 5VCVGU KU CV VJG JGCTV QH VJG INQDCN BPCPEKCN U
CPF HCT TGCEJKPI OCETQGEQPQOKE EQPUGSWGPEGU /KTCPFC

4GEGPVN[ OQPGVCT[ RQNKE[ CPF BRPCPEKCN UJQEMU GOCH
BRPCPEKCN CPF CEVKXKV[ XCTKCDNGU /KTCPFC #ITKRRKPQ OGP

6JG VTCPUOKUUKQP QH J[RQVIJGVKECN BPCPEKCN UJQEMU
China can be evaluated using a suite of structural vector autoregressive models in sequential orde
TGUVTKEVGF XGEVQT CWVQTGITGUUKXG OQFGNU 8#4U CTG
shocks in China and the United Stat& EQPF TGEWTUKXGN[ KFGPVKRGF 8#4
QH VIJGUG UJQEMU QP QWVRWYV ITQYVJ KP QVJGT 'CUV #UKC

Financial tightening shocks emanating from the United States are estimated to have large negative spillg
KP VJG DTQCFGT '#2 TGIKQP RBIWTG $ +P CNN EQWPVTKGU
QWVRWY VJCP VIG EQTTGURQPFKPI UJQEMU HTQO %JKPC 1P
than their monetary policy counterparts. This may be due to a much larger negative impact on equity
VIJG TGIKQP RBIWTG $ #OQPI '#2 EQWPVTKGU /CNC[UKC KU
HTQO BRPCPEKCN UJQEMU QEEWTTKPI KP %JKPC CPF VJG 7PKV
RPCPEKCN OCTMGVU COQPI QVJGT HCEVQTU

Monetary policy tightening shocks emanating from the United States tend to have a larger impact on :
TGIKQP VJCP VIGKT %JKPGUG EQWPVGTRCTVU YJKEJ KU DTQUQ
Nenova, and Rey (2020). However, there is heterogeneity in the impacts across countries, with estir
ICNC[UKC CPF 6JCKNCPF UJQYKPI UVCVKUVKECNN[ UKIPKRBECP

2 This step exploits the stylized fact that both China and the United States can be considered large, closed economies
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$QZ EQPVKPWGF

Figure B7.1.(KPCPEKCN UJQEMU HTQO 75 CPF %JKPC JCXG UK\GCDNG GHHGEV

a. 1-year impact of financial shocks b. 1-year impact of monetary policy shocks

0.8

Percentage points
Percentage points

Indonesia Malaysia  Philippines Thailand

Indonesia  Malaysia  Philippines  Thailand

M U.S.hock H China shock
M U.S.bock H China shock

5 Q WW6 Bank staff estimations.
0QViBancialCPF OQPGVCT[ RQNKE[ UJQEMU CTG IGPGTCVGF WUKPI C UKIP TGUVTKEVGF UVTWEVWTCN 8#4 OGVJQFQNQ|[ 'HHGEVU QF
%JKPC CTG GUVKOCVGF WUKPI TGEWTUKXGN[ KFGPVKBGF UVTWEVWTCN 8#4 OQFGNU

13.1.2. Real channels

Growth spillovers from China and the US

%JKPC CPF VJG 75 CTG GZRGENIGH Ghith a@lCMeB Sthkdd &d\nj@G dontributors
contributions to global growth in 2022 and 2023 than to global growth

in 2021. Growth was exceptionally high in 201,
year in which output rebounded from the COVID%"QF)VTKDWVKQPU VQ INQDCN ITQYV)
EQPVTCEVKQP RBIWTGa *QYGXGTe VIG CDUQNWVG "o nut 22 JKPC
CPF 75A EQPVTKDWVKQP VQ INQDCN ITQYVJ Y®\uN D » CU KP
the pre-COVID years. 5

oints

4 4
%JKPC CPF VJG 75 CTG CNUQ C UKJPKRECPV C WTI
demand for the countries in the regio®irect and indirect g 3 2 3

value-added exports to reveal how much economic acglvity -

KP CP '#2 EQWPVT[ KU GZRQUGF k“i(ﬁ_ ui, EMU FQ( DJCPF
in foreign countries. This measure excludes both the valye I I I

L 2

of imported inputs and gross exports to a particular country
that are headed for other countries positioned downstrearn.
%JKPCAU KORQTVCPEG CU CP WNVK&EVG F&BVKPCE¥kor 80U DGGP
growing and is now comparable to that of the US:about one-m china ® United States m Euro area = Othe's ¢ Worlc

tenth of value added in Lao PDR, Malaysia, Myanmar, Thaitand,

CPF 8KGVPCO KU WNVKOCVGN[ cPUTTHEFRP %wIJKPC RIWTGa
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(KIWTGRPCAU ITQYKPI KORQTVCPEG CU VJG WNYV KaQddad@expo@sJ VKPCVKQP QH VJ

A4GNCVKXG KORQTVCPEG QH WNVKOCVG FGUVKPCVKQP HQT VJG XCNWG CFF
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5QWIBRES 6TCFG KP 8CNWG #FFGF FCVCDCUG -
0QWEG EJCTV RNQVU VJIG UJCTG QH '#2 EQWPVTKGUA VQVCN XCNWG CFFGF VJCV KU CDUQTDGF KP OCLQT GEQPQOKGU 6JG XC

(WTVIGTOQTG VJIG VITGG UGEVQTU N KdoGsttiictobddahise df &ffiQrs KoPrédudeQ Y V
leverage, industry because of efforts potentially to reduce emissions, and services because of efforts to control CO'
CPF OQPQRQNKUVKE RTQXKFGTU¢{CTG GCEJ C UKIPKRECPV FGUVKPCYV
%JKPC CPF VJG 75 ECP PGICVKXGN[ CHHGEV ITQYVJ KP "#2 EQWPVTK(

(KIWT®dG KORQTVCPEG QH %JKPGUG UGEVQTU CU C UQWTEG QH FGOCPF JC

4GNCVKXG KORQTVCPEG QH %JKPCAU UGEVQTU CU CP WNVKOCVG FGUVKP

Percent of GDP

O R, NWHOUUIO N 0O

B Marufacturing B Construction B Services

5QWIBEs 6TCFG KP 8CNWG #FFGF FCVCDCUG ~ -
0QWGEG EJCTV RNQVU VJG UJCTG QH '#2 EQWPVTKGUA VQVCN XCNWG CFFGF YJKEJ KU CDUQTDGF KP %JKPCAU OCPWHCEVWTKPI
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$ Q Z &stimated growth spillovers from China and United States to developing East Asian economies

)TQYVI UJQEMU KP %JKPC CPF VJG 7TPKVGF 5VCVGU YRMoOWR TGXGTD
UJQEM QTKIKPCVKPI KP %JKPC QT VJG 7PKVGF 5VCVGU YQWNF KO
KPENWFKPI VTCFG KP KPVGTOGFKCVG IQQFU VIJTQWIJ INQDGN CPF 1
aQYU KPENWFKPI HQTGKIP FKTGEV KPXGUVOGPV (&+U #P WPGZF
aRGTEGPVCIG RQKPV YQWNF NQYGT VJG CIITGICVG ITQYV] TCVG

RQKPVU CHVGT QPG [GCT # UKOKNCT UJQEM VQ 75 )&2 ITQYVJ YQW
RQKPVU CHVGT QPG [GCT 6JKU GUVKOCVG ECRVWTGU DQVJ VJG W
75A GEQPQOKE ITQYVJ 6JGUG TGUWNVU CTG EQPUKUVGPV YKVJ RTGX
6JG GHHGEVU QH C UKOWNCVGF aRGTEGPVCIG RQKPV UNQYRQYP KP
RQKPV KP +PFQPGUKCAU ITQYVJ TCVG VQ C FGENKPGF QH CNOQUYV

(KIWTG BWVRWYV ITQYVJ FGENKPGU KP %JKPC CPF VJG 7PKVGF 5VQVGU YKN

0
1
-0.2 _!_zl

-0.4

—0.6

-0.8

Percentage points

-1

-12
Indonesia  Malaysia  Philippines Thailand

B US hock M China shock

5 Q WW a6 Bank staff estimations.

O0QVEBIMEM TGHGTU VQ QPG RGTEGPVCIG RQKPV FGENKPG KP %JKPC CPF 75 ITQYVJ TGURGEVKXGN[ 'HHGEVU GUVKQCVGF WUKPI C
EQOOQFKV[ RTKEG ITQYVJ '#2 EQWPVT[ )&2 ITQYVJ CPF TGCN GHHGEVKXG GZEJCPIG TCVG

The regional impact of China’s property market downturn and Zero-COVID policy

5RGEKRE EJCPIGU YKVJKP %JKPC CNUQ JCXG KOkQioecde\tomtrackaN KiE C V K:
residential investment, including a sluggish recovery over the remaining three quarters of 2022, is expected to rec
TGCN GUVCVG KPXGUVOGPV ITQYVJ RBIWTGa # JCGXGEQUYKIWVWIEECKRR \GIEQHA
TGXGTDGTCVKQPU #EVKXKV[ CPF KPXGUVOGPV KP VIJG TGCN GUVCVG L
CFFGF CPF BRZGF CUUGYV KPXGUVOGPV DQZa 6JG UGEVQT KU CP KOR
UKIPKRECPV KPEQOG UQWTEG HQT C NCTIG UJCTG QH JQWUGJQNFU #T
6JG EQODKPGF QPUJQTG CPF QHHUJQTG NKCDKNKVKGU KP TGCN GuUvVCVv

%JKPCAU <GTQ %18+& 2QNKE[ KU CNNK® KCPIENGKEPIKIB 1 SSHRQ P KO KB E\ER/G K I \
of testing-tracing-isolation and targeted shutdowns entailed a relatively small economic cost when the COVID-19 var

24 4+5-5 12214670+6+'5 #0& 176
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(KIW T ®Geclininginv VOGPV KP %JKPCAU TGCN GUVCVG UGEVQT TGaGEVU JKIJ NG

a. Fixed asset investment b. Real estate sector liabilities
16 ~ 30
T
12 %
>
- a 20
g 8 o
o L
[0} '3 [
o 4 o
o~ 10
0
4 0
2012-19 2020 2021 2022 Real estate sector
B Manufacturing = Real estate B 1VIGT NKUWGHBDOU KVJI FKUVTGUUGF DQ
Infrastructure € 6QVCN RZGF CUU W XGTITCPFG

5 Q W H&avernalytics; Morgan Stanley Capital International; Wind Information, Co; World Bank.
O0QWG 0QOKPCN BZGF CUUGYV KPXGUVOGPV KP WTDCP CTGCU $ .GHV DCT UJQYU NKCDKNKVKGU QH TGCN GUVCVG BRTOU CU UJCTG QH

were less infectious. However, the highly transmissible but seeming less potent Omicron variant has increased the ec

EQUVU CPF TGFWEGF VJG JGCNVJ DGPGRVU QH CP GNKOKPCVKQP UVTC
TGaGEVKPI %18+& aCTG WRU CPF UVTKEV EQPVTQN WPFGT $GKLKPIAU
offs, China is maintaining the strict strategy, perhaps because (a) tolerating low levels of infection may not be a st
GSWKNKDTKWO D C URKMG KP KPHGEVKQPU EQWNF QXGTYJGNO %JK
XCTKCPV OC[] UVKNN JCXG UGTKQWU JGCNVJ EQPUGSWGPEGU HQT %JK
been inoculated with a less effective vaccine.*

(KIWTG@IKPC <GTQ %18+& 2QNKE]

a. COVID-19 cases and lockdown stringency b. Manufacturing and services PMIs
250 Delta Omicronm0 - 57
' outbresk loutbreak 2
: | 2 55
1 ©
: 80 o &5
) | = @)
q(l'; 1 Lg ! 51
g B - -
1
> ! A1
'g i 40 3 P
E g E4
— — — — — N — — — — - N
Y] N o N N & o o N N N N
o c o ] [*) o o & o> = o o
0 S 5 e o o |2 S O o
$883835858888 ©f o8 biRA o8t
g £ 2 98 88 8 & £ 2 8 g 8 i
<3 z2048f 32028t Manufacturing PMI Services PMI
— COVID-19 cases - Lockdown strirgcy (rhs) = Caixin = Of(tial
5QWTIEGQTF 'EQPQOKEU 9QTNF $CPM 5 Q WHakeB Analytics.

*https://www.healthdata.org/covid/covid-19-vaccine-efficacy-summary
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$ Q Z dhe simulated regional impact of China’s property market downturn and Zero-COVID

'EQPQOKE FGXGNQROGPVU KP %JKPC ECP JCXG OGCPKPIHW
spillovers can be simulated using a global macroeconomic projection model.

Methodology.6 JG UEGPCTKQU CTG FGXGNQRGF WUKPI VJG 1ZHQT

UVTWEVWTCN RTQLGEVKQP OQFGN VJCV DCNCPEGU VJGQTGYV,
GZRNKEKVN[ OQFGNGH

'EQPQOKEU
frequency.

+V HGCVWTGU QXGT

%JKPCAU 2TQRGTV[ /ICTMGV &QYPVWTP

YTQYVJI KP %JKPCAU RTQRGTV[ KPXGUVOGPV KU GZRGEVGF V(Q
2021Q1 to 8.3 percent in 2022¢16JG OQFGN SWCPVKRGU VIJG FQOGUVK

UNQYFQYP D[ UKOWNCVKPI C UJQEM VQ %JKPCAU TGUKFGPVK

The model simulation matches the sharp decline in residential investment over the course of 2021
UNWIIKUJ TGEQXGT[ QXGT
year in 2021 and 2022 compared to an alternative scenario without a property markeTdewhturk.woul

policy

N URKN

F )NQDC
KECN R
- EQWP\

FGENK
E TGIK
CN KP X

nd projects ¢

+P VIJKU UKOWNCVKQP TGUKFGRVKCN K

havea small impact on private consumption due to its limited effect on the level of personal disposable income. As a
TGUWNV VJIG QXGTCNN KORCEV QP QWVRWV ITQYVJ YQWNF DG|TGNCVK

KP EQORCTGF VQ VJG CNVGTPCVKXG UEGPCTKQ QH TQDWU
QP %JKPGUG KORQTVU YQWNF DG OQTG RTQPQWPEGF KP RCT
resulting decline in global commodity demand would lower global commodity prices.

ITQYVJ
FWG V(

6JG TGIKQPAU GEQPQOKGU YQWNF DG CHHGEVGF XKC UGXGTCN EJCP
with a deterioration in competitiveness caused by the depreciation of the Yuan, would lower trading partner exports

Second, the decline in commaodity prices induced by the contraction in residential investment would further weigh
QP CEVKXKV[ KP VJG TGIKQPAU EQOOQFKV[ GZRQTVKPI GEQPRQOKGU

investor risk appetite across the region, contributing to a mild downturn in equity markets in several neighboring
EQWPVTKGU 1XGTCNN ITQYVJ KP FGXGNQRKPI '"#2 GZENWFKPI %JKP
BRIWTGa$ $ 6JG JGVGTQIGPQWU KORCEV CETQUU "#2 EQWPVTKGU T
in China.

3 The model exhibits “Keynesian” features such as sticky prices in the short run, and neoclassical properties in the long run, such that prices adjust fully
is determined by supply factors. Countries are assumed to be small open economies, in the sense that exports are determined by aggregate demand
ultimately determine its terms of trade. Consequently, exports are a function of world demand and real exchange rates.

1ZHQTF '"EQPQOKEU GUVKOCVGU CU QH /CTEJ

+P VJG CNVGTPCVKXG APQ RTQRGTV[ OCTMGV FQYPVWTPA UEGPCTKQ TGUKFGPVKCN KPXGUVOG

EQPVKP

and the equilibrium
and a country cann

PV ITQYVJ K

GF
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BRAVING THE STORMS

$Qz
(KW T G S#nulated exogenous contractionliK € Gilléntidl @vestment

EQPVKPWGF

a. Residential investment, imports and GDP growth—

simulated shock b. Growth spillovers to other EAP economies

0 — o 02
€
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(=) (4]
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S -6 o —0.
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12 55928855288 et
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Residential Imports GDP =8 -=22 >k 2 8E -
investment n =

SQWTIZEBQTF 'EQPQOKEU 9QTNF $CPM

%JKPCAU <GTQ %18+& 2QNKE]

6JG EQPVKPWCVKQP QH %JKPCAU \GTQ %18+& RQNKEKGU K
KP %JKPC CPF JCXG PGICVKXG URKNNQXGTU QPVQ VJG TGU
RTKXCVG EQPUWORVKQP UJQEMU VICV JKV %JKPC FWTKPI V
following Guenette and Yamazaki (2021). These shocks represent exogenous disturbances to privat
WPTGNCVGF VQ VJG OQFGNAU RTGFKEVGF GXQNWVKQP QH
imposition and subsequent relaxation of strict pandemic control measures, including lockdowns (G
Yamazaki 2021). Then, these shocks are scaled to match the relationship between epidemiological
and economic activity. During the Delta wave in 2021Q3, the size of the exogenous shock to private
YCU CRRTQZKOCVGN[ aRGTEGPV QH VJCV QH VJG BRTUV RC
ECNKDTCVG %JKPCAU \GTQ %18+& UJQEM FWTKPI VJG 10KET
1'/ CU CP CNYV G TPIGamegat elsitockRadrns@nption is assumed to occur in 2022Q1 fol
an immediate rebound in 2022Q2.

+P VIJKU UEGPCTKQ RTKXCVG EQPUWORVKQP KP %JKPC KU TG
6JG NGXGN QH KPXGUVOGPYVY YQWNF HCNN D] aRGTEGPV
an alternative baseline without an Omicron wave. Much of the fall in output experienced in 2022Q
TGXGTUGF KP 3 YKVJ VIJG NGXGN QH QWVRWYV TGEQXGTHK
be nearly fully recovered. Overall, for 2022, the zero-COVID shock would be expected to reduce ol
D[ CDQWYV aRGTEGPV RIWTGa #

6  See Guenette and Yamazaki (2021) and World Bank (2022a).
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$QZ EQPVKPWGF
(KIWTG %JKPC \GTQ %18+& UJQEM KP VJG 1ZHQTF 'EQPQOKEUA OQFGN

a. Annual impact on investment, imports and output b. Spillovers to other EAP countries
0.0 0.0
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5QWTIZGQTF 'EQPQOKEU 9QTNF $CPM

6JG URKNNQXGTU VQ '"/&'U YQWNF DG OQFGUV QYKPI VQ VJG UJQTV FWT(
KP CEVKXKV[ KP VJG UGEQPF SWCTVGT 5VKNN '#2 EQWPVTKGU |[YQWNF
RQKPV VQ UKIPKRBRECPV JGVGTQIGPGKV[ KP VJG KORCEV QP CEVKXKV]|[ CE
commodity-exporting and tourism-focused economies such as Lao PDR, Myanmar, and the Solomon Islands. In contr
URKNNQXGTU VQ VJG NCTIGT DGVVGT FKXGTUKRGF VTCFKPI RCTVPGTU
OKPKOCN KP NKPG YKVJ VJQUG VQ '/&'U QWVUKFG QH 'CUV #UK|C RBIWTC

aRGTEGPV KP CUC TGUWNV QH %JKPCAU \GTQ %18+& UVTCVGI[ KP

The regional impact of the war in Ukraine

#RCTV HTQO VJG BRPCPEKCN URKNNQXGTU VJG TGIKQP YKNN CNUQ UWHF
uncertainty. AWUUKCAU KPXCUKQP QH 7TMTCKPG CPF QVJGT EQWPVTKGUA TG
of heightened policy uncertainty. The war could trigger uncertainty about a potential escalation, resulting in spillover:
economic and political stresses to other countries High policy uncertainty is associated with weaker investment and trz
BRTOU UGGM VQ JGFIG CICKPUV CFXGTUG QWVEQOGU (QT GZCORNG C (
KU CUUQEKCVGF YKVJ C aRGTEGPVCIG RQKPVU NQYGT INQDCN KPFW!

However, the most tangible impact will be felt through disruptions in the commodity marBel.G TGIKQPAU FK
dependence on Russia and Ukraine through imports and exports of goods, services, and capital, is limited. However, the v
sanctions are likely to increase international prices of food and fuel, hurting consumers and growth, because the cour
KPXQNXGF CTG NCTIG UWRRNKGTU DQZa CPF

In the EAP region, Thailand among the larger countries and Fiji among the smaller countries are most dependent

on fuel imports BIWTGa %CODQFKC /[CPOCT 6JCKNCPF CPF 8KGVPCO CTG
PGV ITCKP KORQTVGTU 'XGP VIJQWIJ OQUYV '#2 EQWPVTKGU EQPUWOG O
price increases. First, since wheat and rice are substitutes, a negative supply shock to wheat also tends to increase ric
as some consumers shift their demand from wheat to rice. Second, the increase in fuel prices feeds through to incr
fertilizer prices and hence the price of all agricultural products.
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(KTW T GAP region is exposed to oil and food market developments

a. Belarus, Russia, and Ukraine’s commodity exports as a share
of global GDP b. EAP countries’ net exports of ores and mineral fuels

g
-_—
| |
| | |
c. EAP countries net exports of rice, corn, wheat, and fertilizeﬁ d. Correlation between rice, wheat, and fertilizer prices
| |
|

SourcedJN Comtrade, Consensus Economics, Haver Analytics, World Bank.
Notes: A. Share of selected countries in total global exports of each commodity, in 2020. B.C. Net export of selected commodities as a share of GDP in average 2015-19.
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$Qz EQPVKPWGF

equilibrium model. While coal, oil, gas and petroleum products are represented as separate comm

illustrative.

9G EQPFWEYV VJG HQNNQYKPI RQNKE[JGKOUWNEVK QWVPTQ EGEW \CR

KP VJG INQDCN ITCKP RTKEG QH CTQWPF aRGTEGPV

6JG KORCEV QP UGNGEVGF '#2 EQWPVTKGU KU RTGUGPVGF DG
%JKPC CPF 6JCKNCPF RBIWTG $ UGG C EQPVTCEVKQP KP T
GZRQTVGT

BIWTG $ DGPGRV HTQO VJG KPETGCUG KP VJG RTKEG QH
and Malaysia, suffer a slight decline.

Figure B10.1Impact of fuel and grain price changes on real incomes
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5 Q Watezliev et al. (2022).

6JG KORCEV QH DQVJ RTKEG KPETGCUGU ECP DG UKOWNCVGH

model, wheat is not separated from a broader category of crops. Therefore, these simulations shot

YJKEJ NGCFU VQ CP KPETGCUG KP VJG INQDCN RTKEG QH QKN

ICNC[UKC UGGU CP KPETGCUG KP TGCN KPEQOZ(

WUKPI
pdities in the
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$ Q Z aPossible effects on poverty: A simulation from the Philippines

Figure B11.1 panel A shows household consumption baskets in the Philippines, by decile, using nationally|
JQWUGJQNF UWTXG[ FCVC HTQO 'PGTI[ CEEQWPVU HQT CP
Philippines, shares that are fairly constant across the welfare distribution. The food share is much larg

aRGTEGPV HQT aRGTEGPV QH VJG 2JKNKRRKPGU RQRWNC
UJCTG QH JQWUGJQNF HQQF GZRGPFKVWTG GURGEKCNN][ CO
among households in the poorest 2 deciles.

EQPVKP

representati
CXGTCI
er: more tha
CVKQP
DPI VJG

WGF
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$Qz EQPVKPWGF

The welfare effects of increases in cereal prices dominate the effects of the same percentage increase in energy pr

BIWTG $ $ (QT GZCORNG KH EGTGCN RTKEGU TKUG D[ aRGTEGPV
VIJIG RQXGTV[ TCVG D[ aRGTEGPVCIG RQKPV{CDQWV N OKNNKQP (
RQXGTV[ NKPG FC[ +H GPGTI[ RTKEGU TKUG D[ aRGTEGPV VJ(

CDQWYV

GZRGEVGF VQ KPETGCUG VJG RQXGTV[ TCVG D] aRGTEGPVCI

RGQRNG 6QIGVIGT VJIG GHHG EWdctdals prives WalBImbY KPE T

G RQKP

the energy price effects simulated here represent lower-bound estimates. While they capture the effects related to dire

energy consumption, they do not include the indirect effects of rising energy prices on the costs of tran
other non-food goods.

Figure B11.1Potential poverty impacts of energy and cereal price increases in the Philippines

b. Simulated change in poverty rate for energy

a. Household consumption shares of energy, food,
and cereal selected price increases

and other nonfood items, by decile
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5QWIRENF $CPM UVCHH GUVKOCVGU DCUGF QP (+'5 FCVC
0 Q \Bidwlations of energy price increases capture effects via direct energy consumption, but not the indirect effects associated with higher transport prices or higher goods prices that result fi

The Philippines does not control prices in the markets for gasoline, diesel, and rice. Rather, for th
the approach of policymakers has been to provide targeted social transfers to vulnerable categories aff

sportation o

om higher energy pric

e most part
ected by pri

increases, which has been shown to help lower poverty (see also Section 4.1). In the present crisis, anticipating t

RQVGPVKCNN[] UKIPKRECPVY GHHGEVY QH TKUKPI RTKEGU QP RQ
to vulnerable groups such as public transporters and farmers.

GTV[ V

3.2. New growth opportunities: trade, digital technology and green production

I 5JKHVKPI )NQDCN 8CNWG %JCKPU

A simple analytical model can help us understand how alternative shocks are likely to affect the location of
production and hence the structure of global value chaiBiay the cost of relocatidf fer unit cost saving in the new
locatiore, and expected outfipit # BTO YKNNWN TQNBREOVA RBT WPKYVY EQUVU YKNN FGR(

RTGOKWO NQIKUVKEU EQUVU VCZGU CPF FGUVKPCVKQP VCTKHHU

facilities and technological choices.
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6JG KPETGCUG KP TGCN YCIGU KP %JKPC CU YGNN VJG VCTKHHU KORQL
increase incentives for relocation to other countrie KIW T G a $WV EQPVTCT[ VQ EWTTGPV
like shock that reduces the level of oltgaiF WEGUKPEGPVKXG HQT BRTOU VQ OQXG 6JG TG(
FKHHGTGPEGU NQYGT QWVRWY KORNKGU NGUU RTQRVU VQ EQXGT VJ(
KU FKHHGTGPVY DGECWUG KV YKRGU QWV GZKUVKPI HCEVQTKGU OCMK
costs must be incurred in both existing and new locations.

(KW T GHifting GVCs: the relocation decision will depend on the shock

F<cQ
Shocks Relative unit cost Quantity Relativelked cost Relocation
savigs (c) Q) F) likelihood
Sheks ha reduce levelfeemnanic activity (Grat Lover Less
Recessioand COVIDhaxk) sales
Shaks ha increase locatnspeci [k riskandor " Increased local 'Needfor new More
destroyfacilities (Tenami, COVID) risk premium l investnens in
curren locatbn
US-China &detersions Increased M
destination tariffs ore
. . . . Increased relative
Relative wage iresses in China I real wages More
Domestic oborder caibontaxes I Depend ondamestic Deends
andforeign action
; Needfor new
Newtechnologies Reduced relative . .
9 l costs bprodtction investnerts in Degnds

currert locaton

5 Q WWl6 Bank staff illustration.

In general, an increase in perceived risk could evoke a range of possible respdimgs® responses could be to:

T G U (if@isk&are perceived to be higher in trade per &N @ &sk iMdusive ¢ outweigs F K X Gf Tisk kEljsive

¢ outweighs nFKPE T G C U G (KIBweGriBK ehfaGutweighs inventory costs). It is conceivable that the COVID
shock has increased the perceived riskiness of concentrating production in any one location. Today, China accounts
GZEGRVKQPCNN[ NCTIG UJCTG QH KPRWVU HQT OQUV EQWPVTKGU RBIW~
encourage importers to diversify away from China.

9G OC[ VIGTGHQTG GZRGEV VQ UGG C TGFWEVKQP KP FHAKIENMNY TCFG
could be due to (a) rising wages in China, or (b) an increase in the trade barriers imposed on China, or (c) increx
TKUM CXGTUKQP VQ RQUYV %18+& QXGT FGRGPFGPEG QP %JKPC 5QO0GC
BIWTGa *QYGXGT CU XCNWG EJCKPU JCXG DGEQOG KPETGCUKPIN
KPRWVU HQT VJG GZRQTVU QH QVJGT '#2 EQWPVTKGU %JKPCAU XCNW
CPF %CODQFKC KPETGCUGF HTQO C NKVVNG QXGT aRGTEGPV KP
GXGP CU VJG 75 KORQTVU OQTG HTQO QVJGT '#2 EQWPVTKGU VJGI
from China.
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(K1W T Glana accounts for a large share of inputs for most countries

(QTGKIP KPRWV TGNKCPEG KP
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57 | 11| 0.6 | 0.7 31
6.5

MEX | 28 2
DEU | 3.9 0.4
GBR | 5.6 12 | 0.2
FRA | 4.9 0.6 | 0.3 9.1
ITA 3 04 | 03 7.7 2.2
CHN | 3.3 0.7 | 0.2 15 05| 0.6
JPN | 3.6 06 | 0.2 11 06| 05
KOR | 6.6 0.7 | 05 3 13 | 11

IND | 4.2 0.7 | 0.3 1.6 13| 0.7
USA | CAN | MEX | DEU| GBR FR

5 Q WHakI®in and Freeman 2021.
0 Q & numbers denote foreign input reliance (%). ROW stands for the rest of the world.

(KIWTG#2 PGGFU VQ CFCRV VQ C EJCPIKPI VTCFG NCPFUECRG # UV[NK\GF F

5 Q WWl6 Bank staff.

%JKPCAU UJCTG KP VJG BRPCN IQQF KORQTVU QH VJG 75 JCU KP HCE
increased UGG RIWTGa CPF BIWTGU # ¢# HQT NQPIGThi¥yhift @ongTwahr FU K
TKUKPI "#2 UQWTEKPI QH KPVGTOGFKCVGU HTQO %JKPC UKIPCNU UJK
JOQYGXGT FKUTWRVGF YJGP %JKPC TGEQXGTGF HCUVGT VJCP VJG TGU
KP TGEGPV OQPVJU YJGP VJG '#2 EQWPVTKGU UWHHGTGF DKIIGT RTC
remains to be seen whether the longer term trend resumes once the COVID pandemic subsides.
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(KIWTG@IKPC C ITQYKPI UQWTEG QH KPRWVU HQT '#2 GZRQTVU

5JCTG QH WNVKOCVG HQTGKIP UQWTEG HQT XCNWG CFFGF KP "#2 EQWPVT

30
25
20
15

Percent

10
5
0

B China WEU M hpan HUSA

5QWIBRt& 6TCFG KP 8CNWG #FFGF FCVCDCUG

0QWEG EJCTV RNQVU VJG UJCTG QH OCLQT GEQPQOKGU XCNWG CFFGF KP '#2 EQWPVTKGUA GZRQTVU¢{C OGCUWTG QH DCEMYCT

(KIWTBaCIKPCAU UJCTG QH 75 RPCN 1QQéstak ®®QTVU HGNN VJG TGUV QH '#2
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5QWwE&PC '7 ,CRCP CPF 75 EWUVQOU VTCFG FCVC

6JG KPETGCUG KP '#2 GZENWFKPI %JKPC UJCTG KP 75 KERYPCOAMC
aRGTEGPV VQ aRGTEGP
BIWTGa BIWTGU # ¢# HQT NQPIGT VGTO VTGPFU KP '7 ,CRCP CPF

UJCTG KPETGCUGF HTQO CP CXGTCIG QH

RTQFWEVKQP HTQO %JKPC VQ 8KGVPCO
countries did not see comparable growth during this period.

34

6JGTG YCU
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(KIWT@BKGVPCO CEEQWPVGF HQT OWEJ QHfUSBGWWKISETGCUG KP '#2 EQWPVTKG

16 US-China COVID19 pha COVID19 Delta
Trade tensions
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5QW%E&PC '7 ,CRCP CPF 75 EWUVQOU VTCFG FCVC
0QWEG BIWTG UJQYU VIG UJCTG KP 75 RPCN IQQFU KORQTVU

While the shifts described above arise from contemporaneous policy and exogenous shocks, the longer-term trade
implications are indicated by the response to an earlier shock, the 2011 earthquake in Jpahnatural disaster

JCF NCTIG KOOGFKCVG TKRRNG GHHGEVU CETQUU VJG YQTNF DWV CNI
presumably because of increased awareness of the risks associated with overdependence on a particular source. As ¢
VIKU TGNQECVKQP YCU FTKXGP D[ KPFWUVTKGU YJGTG ,CRCP JCF C JK
DGPGREKCT[ QH VJG TGNQECVKQP YJKNG EQWPVTKGU NKMG +PFQPGUK

(K 1W T @Gast shocks suggest production relocation to countries with more trade friendly conditions

4GNQECVKQP KP RTQFWEVU QP YJKEJ FGRGPFGPEG QP ,CRCP YCU JKIJ CHVGT VJG

Japan Market Share pre > 15 Japan Market Share pre > 15
Vietnam Share Indonesia Share
25 3
2
15 2
1
1
5
0 0
2005 2010 Year 2015 2020 2005 2010 2015 2020
M Medi Year
ean edian Mean Median

5 Q WHré&ugd, Mattoo, Mulabdic, and Ruta (2020). -
0QWAEG BRIWTGU RNQV GCEJ EQWPVT[AU OGCP CPF OGFKCP OCTMGV UJCTG KP EQWPVT[ RTQFWEVU KP YJKEJ ,CRCP JCF CP CXGTCIG
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9JCV FGVGTOKPGU VJG CVVTCHVWKXGPGRITW FQWHE VE XY R [G\EKAFE) VQ GTQ
location?Labor costs are clearly an important factor as a key labor cost advantage

determinant of relative unit costs. It is, however, not just{es Tc16 0QPVIN[ UCNCT[ CPF RTQFWEVKXKV|
wage level but productivity-adjusted wages that matter fodtheR TQFWEVKXKV[ CFLWUVGF YCIGU

relative cost advantage. Accumulated human capital thrgugh

education, availability of complementary capital, and bejger 3

labor matching and management, all contribute to higksy
labor productivity—which can even make high absohdte

wage costs worthwhile, especially for the high value agsied * 15
production. On the face of it, we have a puzzle: Viethamdoe 1
PQV JCXG CP CFXCPVCIG QXGT QVodQ@T pi# Odk QH

GEQPQO[ YKFG RTQFWEVKXKV][ CF LW
picture in exportable goods sectors may be quite different.8
We explore other factors that may affect the relocation §
choice in the policy section. ©

India

c
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13.2.2. Accelerating technology diffusion I EeL ywTxsl 94

0 Q \OBuntries on the horizontal axis are sorted by productivity-adjusted wages (wages/productivity),

and adoptlon shown on the right-hand scale, in decreasing order.

EAP countries have large scope for broader technology diffusidif QPVKGT BRTOU CTG CFQRVKPI P
SWKEMN[ VJCP KP VJG RCUV JQYGXGT VJIJGUG VGEJPQNQIKGU CTG FKF
WUGF NGUU KPVGPUKXGN[ KP '#2 VJCP 1'%& GEQPQOKGU CU TGaGEVGF
KPVGPUKV[ ICR KU YKFGPKPI HQT PGYGT VGEJPQNQIKGU UJQYP D[ VJG |
(QT GZCORNG KP VJG GNGEVTKE HWTPCEGU KP '#2 YGTG WUGF YKVJ
1'%& EQWPVTKGU +P EQPVTCUV OQTG OQFGTP QZ[IGP HWTPCEGU KPX
KP '#2 EQORCTGF VQ OQTG VJCP KP 1'%& EQWPVTKGU 6Q ENQUG V
GEQPQOKGU TGSWKTGU FKHHWUKPI OQFGTP VGEJPQNQIKGU OQTG YKFG

$QZa.KOKVGF VGEJPQNQI[ FKHHWUKQP COQPI '"CUV #UKCP RBRTC

Although Vietnam has near universal diffusion of more basic technologies, use of modern so called industry
VGEJPQNQIKGU KU TCTG RIWTG $ CNN#NK\GWYWINAN B KEGMPROW\GE TG
VQ VIJG KPVGTPGVY CPF PGCTN] QH BRTOU WUG OQDKNG RUQPGU
QH BRTOU JCXG CFXCPEGF OCPWHCEVWTKPI OGVJQFU VJCV WUG
CPF NGUU VJCP QH BTOU WUG DKI FCVC QT #+ KP VIGKT DWUKPG
these advanced technologies and adoption is even more anemic for small enterprises. In addition, there are larg
FKHHGTGPEGU KP VGEJPQNQI[ WUG YKVJKP BTOU 5Q0G DWUKPGUU
UCNGU CPF UQWTEKPI CPF RTQEWTGOGPVY TGOCKP TGNKCPV QP DC
upgrading. Differences in factor prices, such as labor costs, between developing and advanced economies, m¢
explain part of the limited adoption of Industry 4.0 technologies, especially automation.

EQPVKPWGEF
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$QZ EQPVKPWGF
Figure B12.1 Despite widespread diffusion of basic technologies, advanced technology use is nascent in Vietham
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5 Q WQitera et al. (2021a) using country technology-level estimates from Comin and Mestieri 2018.
OQV&BIM5 XGTVKECN ITG[ NKPGU UJQY VIJG FKHHGTGPEG KP WUG KPVGPUKV[ DGVYGGP VJG 1'%& CV VJG VQR QH VJG NKPG CPF I
the points at the top (bottom) of the grey lines. Use intensity is measured in 2003 or earlier, depending upon the technology (see Comin and Hobijn, 2009).
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(KIWTG@18+& JCU CEEGNGTCVGF VGEJPQNQI[ CFQRVKQP

a. E-commerce b. Data analytics
.
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Event weeks Event weeks
Source9 QTNF $CPM C
Note:'XGPV UVWF[ RNQV YJGTG VJG Z CZKU UJQYU GXGPV VKOG KP YGGMUATGNCVKXG VQ VJG BRTUV %18+& ECUGU %18+& ECU
CFQRVKQP HQT RTOU KP $TC\KN %JKPC VJG %\GEJ 4GRWDNKE *WPICT[ +PFKC /GZKEQ 2QNCPF VJG 5NQXCM 4GRWDNKE CPF 6.

EQPRFGPEG KPVGTXCNU %QGHREKGPVU CTG PQTOCNK\GF TGNCVKXG VQ VJG QOKVVGF ECVGIQT[ CV YGGM V VJG YGGM DGHQ®
HWPEVKQPU UWEJ CU XKUKVQT EQWPV VTCEMKPI HGGFDCEM HQTOU CPF GTTQT VTCEMKPI

COVID-19 accelerated technology diffusion — particularly( KIWTGEOKVGF GXKFGPEG VICV %18+& CEE
those for reaching customers onlingVeeks after the
BTUV %18+& ECUGU VJGTG YCU NCTIG ITQYVJ KP G EQOOGTEG
CPF FKIKVCN BPCPEG CU YGNN €U VGEIPCNQIKGU VQ CPTCTNIVG VJIG
FCVC IGPGTCVGF QPNKPG RIWTGa 6JG RCPFGOKE HQTEGF

EQORCPKGU VQ CFLWUV DWUKPGUU OQFGNU FWC 2o~ NOEMFQYP
DCTTKGTU VQ KP RGTUQP UCNGU CPFW YRKNNKPI VQ X
UVQTGU KP RGTUQP &GURKVG YKFG GCF CPGEEQVCN TGRQTV QH
TQDQVU TGRNCEKPI NQEMGF FQYP YQIMGHFI~ CWVQOCVKQP FQGUPAYV

UGGO VQ JCXG CEEGNGTCVGF FWTKPH—VYIGREPFGOKEYOHECT— +P
OQUYV '"#2 EQWPVTKGU GZENWFKPI %JKPC TQDQV EKHHWUKQGP UNQYGF
KP VJG [GCTU RTGEGFKPI VJG RCPFGOKE CPEFE UKOKNCT CFQRVKQP

VIGPFU CTG QDUGTXGF FWTKPI RIWTGa (QL GZCORNG
CWVQOCVKQP FKHHWUGF TCRKFN[L DGVYGGP CPE HTQO
VQ TQDQVU RGT YQTMG TRRR P AT K R TARY, G RQ B 5 53 o krrwivs

JOYGXGT VJKU QPN[ HWTVJIGT KPEPEGCU G VRt VFQDQ VU RGTES
YQTMGTU DJ

While the COVID-19 shock led to convergence in the use of basic consumer-facing technologésesgommerce,

it is also associated with divergence in the use of more sophisticated productivity-enhancing technologies such

as advanced data analyticst ETQUU EQWPVTKGU VJIJQUG YKVJ TGNCVKXGN[ NQY W
OCTMGVKPI RTG RCPFGOKE GYRGKKGWPEGCFMIECUNCGOWUQXVICKEF 6KOOK
EQWPVTKGU VJG ITQYVJ KP BGHCTOVUGTEDQYRICPQRRHAQPYR®T BRTOU VJIQ
CPF KH CP[VJKPI UOCNNGT +P EQPVTCUV CFXCPBXKRFCVGN]PEONHKE
KP TKEJGT EQWPVTKGU CPF COQPI VJG OQUYV RTQFWEVKXG CPF NC
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The rapid adoption of technology presents an opportunity to unlock productivity growth—particularly fomadda
technologiesUse of more sophisticated technologies, such as data analytics, have previously been found to be impo
for data driven decision making OP K\CVKQPCN EJCPIG CPF RTQFWEVKXKV[ ICKPU $T]
GVacCN *QYGXGT CFQRVKQP QH VIJGUG CFXCPEGF VGEJPQNQIKG
UWIIGUVKPI VIG RTQFWEVKXKV[ ICKPU OC[ PQV DG YKFGURTGCF +P CFFKk
business models to take advantage of new technologies, with access to more data and completremtzag sidis, an
OQTG HWNN[ CETQUU VIGKT DWUKPGUU %KNEMGEBVIEQNCFQRV5WQIG/ Y& BIFL
most for productivity and better able to transform these technologies into growth.

The pandemic is changing the structure of services tralfdile tourism and travel have been disrupted, trade

KP FCVC KPVGPUKXG UGTXKEGU JCU ITQYP RBIWTGa +TTGXGTUKDNC
during the pandemic are durably reducing the costs of international trade relative to domestic transactions. -
result will be increased opportunities for trade in digitized services even as tourism anekr tnavesd idoonly.

While the pandemic affected the structure of services trade, the war in Ukraine is likely to affect the energy transition.

Oil and gas prices have soared due to the supply disruption and sanctions, as countries start diversifying away from |
a major exporter of oil and gas. These price increases may catalyze the competitiveness of retewable energy.
past decade, renewable power generation has become substantially cheaper, thanks to steady impnolegiesits in tech
GEQPQOKGU QH UECNG EQORGVKVKXG UWRRN[ EJCKPU CPF FGXGNQ
UQNCT RIQVQXQNVCKEU 28 JCU DGEQOG aRGTEGPV EJGCRGT VJCP KP
HTQO GKVJGT UQNCT 28 QT QPUJQTG YKPF YGTG CNTGCF[ DGNQY VJG EJ
may widen this cost differential.

(K1W T Gle COVID-induced digital diffusion is changing the structure of services trade

'"ZRQTV ITQYVI QXGT EQTTGURQPFKPI SWCTVGT KP
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Yet other developms in the wake of the war could (KIWTGRGTI[ EQUV KPETGCUGU EQWNF OC
inhibit the switch from fossil fuels to renewable energy technologies more economically viable

in the short term.The increase in fuel prices is likely ,

to induce further investments in fossil fuel production.

The war is also disrupting availability of key metals, Iike)_3

palladium and nickel, used in the production of green

products, such as catalytic converters and |Ith|umd=.0n

)
batteries for electric vehicles respectively. 2 :
Foss fuel

Domestic distortions could also inhibit the transitions

despite recent net capacity changes in favor of renewable,

UQWTEGU CPF #5'#0AU CODKVKQWUZERQOKRVQGPVSVE EGIKXG
aRGTEGPV QH KVU VQVCN RTKOCTP GPGCTM UWWRRN] MTQO

TGPGYCDNGU DJ UQEKCNN][ KP G HB&E#Hsdoic R Onbdfelnd GU EQWNF

be an impediment. For example, in Indonesia, fossil fuel **- Offshorewind Concentrating solar power

subsidies and renewal energy regulations contrlbure 0 o

imiting the development of renewable sources withiefch cre vse open vexiiver cxereie naxenKer EQUY an

the highest potential. Corporate users are prevented '

from purchasing renewables other than on-site solar, thus

hampering the growth of geothermal power—for which Indonesia has the worldwide highest potential. Similarly, lc

content requirements negatively affect the production of technologies that typically rely on foreign-made equipmen

3.3. Outlook

In the base line scenario, growth in region is projected to decelerate from 7.2 percent in 2021 to 5 percent in
2022, which is half a percentage point slower than expected in October 208&.slowing growth will be mostly due
VQ %JKPC YJGTG ITQYVJ YKNN UNQY VQ RGTEGPV KP CHVGT VJG
rest of the region is projected to rebound to 4.8 percent in 2022 from 2.6 percent growth in 2021, the acceleratic
will be less than the 5.2 percent expected in October 2021 (table 2). The forecast assumes lingering COVID-19 re
disruptions and varying degrees of QUpfy KX G BRUECN CPF OQPGVCT[ RQNKE[ KP VJG HCE

6JG DCUGNKPG UEGPCTKQ T Gkhe sdhdridis\based dh\thedall i & &s8uvhKitiQriz WMost of the

% QXKF TGNCVGF GEQPQOKE UJQEM YKNN DG HGNV KP VJG BTUV JCN
year. The current COVID-19 outbreak, in China and elsewhere, will largely affect the demand side with a limited inr
QP RTQFWEVKQP %QOOQFKV[ RTKEGU YKNN FGENKPG HTQO VJGKT E\
the war because of disruptions production and trade and the lingering sanctions. Global growth will be only 1 percen
RQKPV NQYGT VIJCP RTGXKQWUN[ GZRGEVGF CU VJG 1'%& RTGFKEVU |
China, and a few other countries in region, will be able to mitigate the impact of the adverse shocks on growth to a var
GZVGPV VIJTQWIJ GZRCPUKQPCT[ BRBUECN RQNKE[ CPF UWRRQTVKXG 0OQ

Some countries in the region may be more resilient than others in the face of these shocks because of their
CVVTKDWVGU CPF RTKQComRrodity expdetas, keElbddr@ésia and Malaysia, can absorb international
RTKEG KPETGCUGU YKVJ NGUU FKHRBREWNV[ VIJCP EQOOQFKV[ KORQTVC
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6 C D NGBb® growth forecast

April 2022 October 2021

2020 2021 Baseline Low case Forecast for 2022
'CUV #UKC 2CEKRE 1.3 7.2 5.0 4.0 5.4
'CUV #UKC 2CEKRE GZENSFKPI %2&8PC 4.8 4.2 5.2
ASEAN-5 3.9 34 4.9 4.3 5.2
2CEKRBRE +UNCPF %Y QWPVT&L U 3.2 29 54
%JIJKPC 2.2 8.1 5.0 4.0 5.4
Indonesia 2.1 3.7 5.1 4.6 5.2
Malaysia 5.6 3.1 55 4.8 5.8
Philippines 9.6 5.6 5.7 4.9 5.8
Thailand 6.2 1.6 2.9 2.6 3.6
8KGVPCO 2.9 2.6 53 4.0 6.5
%CODQFKC 3.1 3.0 4.5 3.8 4.5
Lao PDR 0.5 2.5 3.8 3.3 4.5
Mongolia 4.4 1.4 2.5 0.7 5.2
Myanmar 3.2 18.0 1.0
Papua New Guinea 3.5 1.0 4.0 3.0 4.0
Timor-Leste 8.6 1.6 2.4 3.7
Palau 9.7 17.1 7.2 12.0
Fiji 15.7 4.1 6.3 7.8
Solomon Isl. 4.3 0.1 2.9 4.5
Tuvalu 44 2.5 35 35
Marshall Isl. 2.2 25 3.5 3.5
SCPWCVW 6.8 1.2 2.0 3.0
Kiribati 0.5 1.5 1.8 2.6
Tonga 0.7 0.8 1.6 2.6
Samoa 2.6 8.1 0.3 1.5
Micronesia 1.8 3.2 0.4 1.0
Nauru 1.1 1.5 0.9 0.9
5 Q WWoEdGBank; World Bank staff estimates and projections.
0QVReidentt TQYVJI QH )&2 CV OCTMGV RTKEGU B8CNWGU HQT TGRTGUGPV HQTGECUV B8CNWGU HQT HQT VJG UOCNN KU
Philippinessf CNC[UKC CPF 8KGVPCO 8CNWGU HQT 6KOQT .GUVG TGRTGUGPV PQP QKN )&2 (QT VJG HQNNQYKPI EQWPVTKGU XCNWG

(October ; 5GRVGODGT OCWTW 5COQC CPF 6QPIC ,WN[ ¢,WPG /[CPOCT IG\@iYthellatkdW@hHreqReny Tatd Qre\ha@ ndtbEed Bblg B@MDAHLE Q O 1 E \
HQTGECUVU HQT VJG NQY ECUG UEGPCTKQ HQT /[CPOCT 6KOQT .GUVG CPF VJG 2CEKRE +UNCPF EQWPVTKGU

%CODQFKC /CNC[UKC 8KGVPCO CTG OQTG XWNPGTCDNG VQ EQPVTCEV
needs, either in the form of short-term capital, as in Cambodia, Indonesia and Malaysia, or because of high overall
CU KP .CQ 2&4 CPF /IQPIQNKC CTG OQTG UWUEGRVKDNG VQ INQDCN BP
policy restraint in the early phases of the pandemic have the policy space to counteract shocks. For example, China ri
KVU UVTWEVWTCN BRUECN DCNCPEG DI0Z1UallowmMhg ifto plamad h&r€ase\oi2l &pdRo@rik P V |
in 2022 to meet its growth target (box 13). In contrast, Mongolia, with government debt equal to nearly 80 percent of (
CPF CPPWCN KPaCVKQP TWPPKPI CV QXGT RGTEGPV JCU NKVVNG TQ
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$ Q Z aChina’s growth in 2022: between shocks and stimulus

VQ VIJG YCT KP 7TMTCKPG CPF VIJG RCPFGOKE TGUWTIGPEG

The analysis rests on the following assumptions:

%18+&
will largely affect the demand side with a limited impact on production.

e Terms of trade and external demand shoCkina will experience a deterioration in its terms of trads
YKNN HCEG C UKIPKBECPV UNQYFQYP KP INQDCN ITQYVJ Y

6JG KORCEV QH VJGUG EQODKPGF UJQamulatiopssugdes) &) hdesE shdl
could shave off around 1.6 percentage points from the earlier 5.1 percent baseline projection in 2
EQWPVGTCEVGF D[ CFFKVKQPCN QHHUGVVKPI UVKOWNWU

point of this 1.6 percentage point decline is due to the terms of trade shock, 0.3 percentage point is
slowdown in global growth, which is expected to weigh on manufacturing investment growth, and th
0.4 percentage points are related to the negative impact of the COVID-19 resurgence and the assoc
restrictions and impact on the demand for s€rvices.

+P VJG HCEG QH VJGUG UJQEMU VJG CWVJQTKVKGU JCXG C
RQNKE[ URCEG CHYVG TThe @rewous®aselidd)groviki JoreedaKiicluded the assumpti
OQFGTCVG BUECN NQQUGPKPI D[ CTQWPF DRU QH )&2

6JG DWFIGV IQGU DG[QPF VJKU GZRGEVCVKQP CPF NGA(
)&2 BIWTG $ $ ¢
RQNKE[OCMGTU YKNN PGEGUUCTKN[ HWNN[ GZJCWUV VJG RUE
targets and actual outturns. For instance, fragile local government balance sheets, weak land and real €
CPF VIJG NCEM QH UJQXGN TGCF[ RTQLGEVU OC[ EQPUVTCKP

We examine the effect of the different shocks on growth by applying a Structural Vector Autoregression (SVAR) model with a Cholesky decompositi
seasonally adjusted, HP filtered monthly data. On the COVID shock, we use the loss in GDP in 2020Q1 as the main reference. For the services sectq
growth impact of the current COVID outbreak on cities with medium and high-risk districts would account for about one-third to two-third of the magnitud
in 2020Q1. For the industry sector, we assume only cities in lockdown would be impacted by the same magnitude of growth impact.

6JKU DQZ G ZRrbMEhpRojgclomskid? ZOAR2J Itlpresents the estimated impact of the twin shock
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BRAVING THE STORMS

$QZ
Figure B13.1.)&2 ITQYVJ CPF BUECN DCNCPEG

EQPVKPWGEF

a. GDP Growth b. Augmented fiscal balance
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5 Q WHakze® Analytics; World Bank.
0QWs HQTGECUV 9QTNF $CPM UVCHH ECNEWNCVKQPU 6JG CWIOGPVGF BUECN DCNCPEG PCTTQY FGRPKVKQP CFH
social security fund budget.

6JG CPCN[UKU GZRNQTGF VJTGG UEGPCTKQU YKVJ FKHHGTG
80% execution; and (iii) 90% execut®d.G CPCN[UKU HWTVJGT CUUWOGU C R L
GZRGTKGPEG 6JG RTQLGEVKQPU WPFGT VJG FKHHGTGPV UE
offset the growth impact of the combined shocks, with growth ranging from 4.8 to 5.2 percent. The n
forecast of 5.0 percent growth for 2022 adopts the middle range of these scenarios. It does not aca

U WR VJG RW|

PV GZC
JECN O\
*GPCTK
ew baseline
ount for any

additional forms of policy loosening, such as measures to stimulate credit growth to the private sector.

Table B13.1. )&2 ITQYVI HQTGECUV WPFGT BUECN RQNKE[ UEGPCTK(

2022
4.8
5.0
5.2

RGTEGPV GZGEWVKQP QH BUECN KORWNUG
RGTEGPV GZGEWVKQP QH BUECN KORWNUG
RGTEGPV GZGEWVKQP QH BUECN KORWNUG

5 Q WW 6 Bank calculations.

6JGUG RTQLGEVKQPU CT@heseibcluGeRincevt@ntlgddddut B Qurationmahdlivagnit
the war-related shock, which could lead to even higher commodity prices, weaker export demand ang
BRPCPEKCN OCTMGV EQPFKVKQPU VICP GZRGEVGF KP VJIG T
%18+& QWVDTGCMU EQWNF NGCF VQ OQTG UGXGTG CPF D
among property developers could also create negative spillovers to upstream sectors and weigh o
employment and consumption.

DU RGTI
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GXKUGF
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$Qz EQPVKPWGF

There are also uncertainties about the size, composition, and effectiveness of the policy response. Boosting domes
demand through investment-led stimulus could exacerbate risks in the real estate sector and run into diminishing
TGVWTPU CU %JKPCAU UVQEM QH RWDNKE KPHTCUVTWEVW[TG CRR
IQXGTPOGPV CEVKQPU OC[ HCKN VQ TGUVQTG RTKXCVG KPXGUVQT E
effects of the stimulus.

(KPCNN[ GZEGUUKXG UVKOWNWU EQWNF HWTVJGT FGN&dadenid® CAU FK
JCU NGF VQ RGTUKUVGPVN[ NQYGT EQPUWORVKQP CPF %JKPC AU TGV W
KODCNCPEGU UGG RIWTG $ # J/QTGQXGT VJIG TGEQXGT[ WR VvVQ C
infrastructure based, leading to a temporary halt in the reduction in emission intensity of the economy.|The reliance
QP CNTGCF[ JGCXKN[ NGXGTCIGF 51'U VQ GPUWTG GEQPQOKE| UVCDKI
hamper the shift towards productivity-based growth.

#ICKPUV VJKU DCEMITQWPF VJG CWVJQTKYVK G3hduld)GhiREKE RirtkeE TIGV Q
negative shocks, policy makers may want to settle for lower growth and maintain policy buffers rather than jeopardiz
hard-won rebalancing gains. Providing more support to households, consumption and green investment could als
ease the trade-off between near term stabilization and long term rebalancing targets.

Given the large uncertainty, we also consider a low-case scenario in which regional growth in 2022 could
decline to 4.0 percentThis more dismal scenario is based on the following assumptions. The COVID-19 related shc
will persist and any bounce back in the latter half of 2022 will only partly offset the disruption caused by the outbreal
VJG BTUV JCNH QH /IQTGQRXGT VIJG EWTTGPV QWVDTGCM YKNN CH
prices will stay at their current highs because of worsening geopolitical tensions and tightening sanctions. Global gr
will be more than 1 percentage point lower than previously expected. Financial conditions will be both tighter thar
the baseline scenario and continue to be volatile. All the countries in region will have largely exhausted their capaci
mitigate the worsening impact of the adverse shocks on growth.

%QWPVT[ URGEKRE EKTEWOUYV C RriEvyahnyaK thélecombnyis @rGiéctet Q growib@ &mvedger 1
percentin 2022, after a sharp contraction in 2021 due to the impact of the military takeover in February 2021 and the th
wave of COVID-19 infection. Prolonged border closures with China, which is hurting coal exports, and import-depenc
on Russia will further hurt growth prospects in Mongolia. Continued weakness in tourism and increased COVID-19 infe
CTG NKMGN[ VQ UNQY VJG TGEQXGT[ CETQUU VJG 2CEKRE +UNCPF %QW
RGTEGPV KP TGAGEVKPI VIG PGICVKXG KORCEV QH VJG TGEGPV EI
coronavirus. Investments to replace damaged productive capacity caused by the riots are unlikely to gain pace until la
the year. A volcanic eruption in early 2022 has damaged economic prospects in Tonga.

'#2 CPPWCN OGFKCP JGCFNKPG KPaCVKQP KU PQTisSaréerasEs/abdve\previold/ TR C
GZRGEVCVKQPU CPF KORNKGU VJCV KPaCVKQP YKNN QXGTUJQQV VIJG W
HQQF CPF HWGN RTKEGU TGRTGUGPV C UKIPKBECPV TKUM VQ VJG WRYC
by faster-than-expected monetary policy tightening in the United States could put pressure on regional currencies, and
VITQWIJ KPVQ JKIJGT KPaCVKQP GURGEKCNN[ KP EQWPVTKGU VJCV TG
some extent Indonesia).
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4. Policy Priorities

4.1. Enhancing efficiency of fiscal policy

JOQXGTPOGPVU KP VJG TGIKQP JCXG TGNKGF QP BUECN OQPGVCT[ CPF T
in response to shock§ hese policies are expected to play a demanding triple role of supporting relief, recovery, an
ITQYVJ RBIWTGa 9JKNG GEQPQOKGU CTG KP FGGR TGEGUUKQP JQWUC
During the recovery phase, further policy support could help avoid an underemployment equilibrium trap. Once recover
in, macroeconomic policies could help facilitate a transition to more sustainable and inclusive growth.

(KTW T ®lacroeconomic policy is expected to play a demanding triple role
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0 Q & horizontal line indicates the level of GDP in December 2019.

7TPVKN TGEGPVN|[ IQXGTPOGPBWRGP BXFG KR TKBPVEGWRYTRFU TGNKGH
shock rather than investmenMost countries focused their support on providing income support to households
CPF BTOU RIWTGa AGNCVKXGN[ HGY EQWPVTKGU KPENWFKPI %Jk
through public works and the acceleration of already approved public investment projects. Other countries, like Viet
accelerated already planned public investment spending to help the economy during the shock.

$QZ COVID-19-related policy issues examined in recent economic updates

Previous updates have focused on a number of other policy issues, including: (1) vaccination to contain COVID-1

BRUECN RQNKE[] HQT TGNKGH TGEQXGT[ CPF ITQYVJ ENKOCVG
COVID-19, especially through non-pharmaceutical interventions like testing-tracing-isolation; (5) smart schooling
to prevent long-term losses of human capital, especially for the poor; (6) social protection to help|households
UOQQVJ EQPUWORVKQP CPF YQTMGTU TGKPVGITCVG CU EQWPVTKGU |
WPGORNQ[OGPV YKVIQWYVY WPFWN[ KPJKDKVKPI VIJG GHREKGRV TGCN
ROQNKEKGU VQ UWRRQTV TGNKGH CPF TGEQXGT[ YKVIQWYV WRPFGTOK
RTQVGEVGF UGTXKEGU UGEVQTUARPCPEG VTCPURQTV EQOOWPKEC
protect other sectors, and equip people to take advantage of the digital opportunities whose emergence|the panderr
KU CEEGNGTCVKPI CPF ETGCVKPI QRRQTVWPKVKGU HQT RTOU CPI
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(KITWT G@VID-19 related spending focused more on relief than on growth

a. COVID-related support to households and firms b. Public investment and income support
8 20
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| 2020 2021 2022 M Income support and revenue measuré Public investmen

5 Q WWl6 Bank staff estimates.
OQVHEU+PEQOG UWRRQTY CPF TGXGPWG OGCUWTGU KPENWFG FKTGEV VTCPUHGTU CPF TGXGPWG OGCUWTGU UWEJ CU VCZ GZG
VQ RWDNKE 51'U HQT KPXGUVOGPV YJKEJ KU NKMGN[ VQ DG UKIPKRECPV KP C EQWPVT[ NKMG %JKPC &CVC UJQY UWO QH é

Before the war in Ukraine, governments were beginning to cut expenditure even though output remained below

potential B 1W T Gsupport to indv CNU CPF BRTOU YCU YCPKPI 6JG HQEWU YCU UJI
handouts to households in the informal and agricultural sectors) to measures that supported the economy, ranging |
cashback for spending on goods and services and subsidy programs for domestic travel (Thailand) to improving conne
infrastructure (China, Indonesia). This consolidation was happening even though output still remained below poter
'EQPQOKE UNCEM KU OQUVN[ EQPEGPVTCVGF KP UGEVQTU UWEJ CU VT
NKMG KPHQTOCVKQP CPF EQOOWPKECVKQP VGEJPQNQI[ BPCPEG CPF C

Fiscal consolidation was being induced by a tightening intertemporal budget constrBynt2021, public debt
JCF KPETGCUGF D[ OQTG VJCP RGTEGPV QH )&2 KP OQUV FGXGNQRE

(KIWTGQGQUV IQXGTPOGPVU CTG DGIKPPKPI BUECN EQPUQNKFCVKQP GXGP VJIC

a. Change in structural balance b. Output gaps after policy support in EAP excluding China
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5 Q WIME;®Vorld Bank Staff estimates.
0OQVHBUBIG BRIWTG UJQYU VIG UVTWEVWTCN DCNCPEG GUVKOCVGU CU C UJCTG QH RQVGPVKCN )&2 TGNCVKXG VQ NGXGN $
DCPFU TGaGEV aRGTEGPV EQPRFGPEG KPVGTXCNU
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(KIWTG®XGTPOGPV FGDV JCU ITQYP UKIPKRECPVN[ DGECWUG QH NCTIG RTK

a. General government debt b. Drivers of debt in EAP
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5 Q WIME,®Vorld Bank.
0 Q WGigure shows gross general government debt as a share of GDP.

D[ OQTG VJCP CPF RGTEGPV KP VJG 2JKNKRRKPGU CPF (KLK TG
FTKXGP D[ RTKOCT[ FGREKVU CPF NQYGT GEQPQOKE ITQYVJ FWG VQ

(KUECN FKHBREWNVKGU CTG CNUQ FWG VQ#2TE®GW\PR/QRGNNT ONQYG TTIRGMNEIPWK(
QP CXGTCIG NGUU VJCP RGTEGPV EQORCTGF VQ ENQUG VQ RGTE!
government revenue is lowest in Indonesia, Malaysia, and the Philippines. Among the smaller economies, revenue gen
ECRCEKV[ KU YGCM KP .CQ 2&4 CPF 2CRWC 0GY )WKPGC '#2 EQWPVTKGI
JCXG FGENKPGF YKVJ %18+& EWVU KP EQPUWORVKQP RBIWTG 6Q KP
+PFQPGUKC KU FQKPI DQZz (KUECN FGRBEKVU CTG UK\CDNG KP CNN OC
.GUVG +PVGTGUV RC[OGPVY DWTFGP KP XGT[ UKIPKBECPV KP +PFQPGUKC

IQXGTPOGPV ITQUU FGDV KU UKIPKRECPV KP /QPIQNKC CPF (KLK YJKNG |
the Philippines.

(K1TWT G.aand relatively low revenue mobilization

a. General government revenue b. Indirect taxes as a share of total government revenue, 2020
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5QWTHG+PVGTPCVKQPCN %GPVGT HQT 6CZ CPF &GXGNQROGPV CPF 7PKVGF OCVKQPU 7PKXGTUKV[ 9QTNF +PUVKVWVG HQT &GXGNQRC
0 Q WGAverages are computed with current U.S. dollar GDP weight. B. Total revenue excludes social contributions and grants revenue. 2020 or latest available year. Commodity exporter denotes countries of whic
60 per cent of its total merchandise exports are composed of commodities (UNCTAD).
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$Q Zalndonesia'staf GHQTOU VQ ETGCVG RUECN URCEG

+PFQPGUKCAU NQY CPF XQNCVKNG RWDNKE TGXGPWGU EQPU
development priorities. Tax revenue was 9.2 percent of GDP in 2021, which is well below its estimate
and about half the average of similar emerging markets. The tax system is characterized by high tax-fr
wasteful exemptions, uneven treatment across sectors, and unduly low health, wealth and environ
Altogether, these result in a narrow tax base from which government must fund most of its activities.

Indonesia has opportunities to increase tax revenue, as its tax gap, the difference between what is collectec

VTCKP
d tax potenti
ee threshold
mental taxes

1 and what co

be collected given economic and other conditions, was about 6 percent of GDP in 2018. A stochastic frontier analys
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+PFQPGUKCAU GHREKGPE[ UEQTG CXGTCIGF UKPEG KU COQ
HTQO VJG GHREKGPE[ HTQPVKGT 6CZ GHREKGPE[ JCU CNUQ
16.3RGTEGPV QH )&2 KP YKVJ CITQYKPI VCZ ICR GUVKOCVGF
Z
Figure B15.2Indonesia has experienced a widening
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6JG VGCO CRRNKGF C UVQEJCUVKE HTQPVKGT CPCN[UKU 5(# VQ RTQXKFG C HKTUV CRRTQ
characteristics) to a specific output (tax to GDP). The analysis uses a sample of countries, covering high and middle-income countries, with a population
(with exception of a few HICs for which population may be lower), and natural resource rents below 20 percent of GDP.

9 This is the ratio of actual taxes over tax potential as a measure of the efficiency of tax collection.
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$Qz EQPVKPWGF

The recently approved Tax Harmonization Law is expected to increase tax revenue in the near term an
KPETGCUG BRUECN URCEG HQT Rhelavl @prd\kedirAdie ROR Darkl @ QelintplBns:
in steps between 2022 and 2025, expands the tax base and increases tax rates. It expands the tax

the introduction of a carbon tax, removal of VAT exemptions, VAT collection on domestic e-comme

UKORNKRBRECVKQP QH VJG CRRTQXCN RTQEGUU HQT GZEKUGU
increases tax rates in 3 different areas: The VAT rate is set to be increased from 10 to 11 percent in A

to 12 percent in 2025. A top income tax bracket of 35 percent has been added for high income earners
legislated corporate income tax rate cut from 22 to 20 percent in 2022 has been abandoned.

The reforms also make the tax system fairer through several measures, including notably: (i) ratig
exemptions improves the horizontal equity of the VAT (i.e., fewer distortions with fewer exemption:s

more equal treatment of different business sectors); (ii) shifting the personal income tax burden to
PGV YQTVJ KPFKXKFWCNU KKK GHHGEVKXG VCZCVKQP QH
PQP FKIKVCN DWUKPGUUGU KX VJG KPVTQFWEVKQP Q Hst@cterG
HTKPIG DGPGRVU TWNGU

The Tax Harmonization Law is expected to reduce the tax gap. Preliminary estimates suggest that the Ta
Law could raise revenues by 0.7 percent—1.2 percent of GDP in the medium-term, all other things ¢
YQWNF DTKFIG VJG VCZ ICR DJ| RGTEGPV¢, RGTEGPV CRRTQ(Q
DG C UKIPKBRECPV VCZ ICR QH CTQWPF RGTEGPV QH )&2 YJK

Such tax reforms should be complemented by improvements in the competitiveness of the businésgkn
of competitiveness raises the costs of doing business and induces informality and thereby tax leakage
CEEGUU VQ BRPCPEG KU C FKOGPUKQP QH EQORGVKVKXGPGUU

JCXG KNNWUVTCVGF VJG NKPM DGVYGGP BPCPEKCN UGEVQT F
VIJCV BPCPEKCNN[ EQPUVTCKPGF RTOU VG P P ReGenGiReSHBntORralZatic
TGHQTOU CPF WREQOKPI BPCPEKCN UGEVQT TGHQTOU EQWNF
with tax reforms

5GG HQT GZCORNG #NO .KW CPF <JCPI
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6JG PGY UJQEMU YKNN UJCTRGP#Z JEBQMUBECIK BQ YIGH[GVTRFG CFH HIW TWIINK
HQT TGNKGH TGEQXGT[ CPF ITQYVJ YKVJ UJTKPMKPI BUECN URCEG 6.
EQPVTCEVKQP KP TGXGPWGU 1PG TKUM KU VJCV BUECN UWRRQTV KO
GPVGTRTKUGU EQWNF WPFGTOKPG VJGKT BPCPEKCN XKCDKNKV[ #PQV.
and technology diffusion—-which are needed to harness the new growth opportunities by enhancing domestic capacit
international connectivity.

Three measures can hefirst OQTG GHREKGPV Y XWQMEKE R ROQOVEBEVKQPXWNPGTCDNG C
ends.' #2 EQWPVTKGU JCXG UJKGNFGF JQWUGJQNFU HTQO TGEGPV %18+&
social protection and from price shocks through a combination of price controls and subsidies (or tax cuts). Both tyy
OGCUWTGU OC[ DG VJG QPN[ HQTO QH CUUKUVCPEG VJCV KU HGCUKDN
5GEVKQP QP UQEKCN RTQVGEVKQP DGNQY CPF $QZ QP RTKEG EQPV"
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6CDNERXGTPOGPV BPCPEGU JCXG YQTUGPGF KP OQUV '#2 EQWPVTKGU

General Fiscal Interest General dSé)verelgn Short-term

gor\(/a(\ez:aznt balance payment (% ggc;\(/)irsn?eebr:t emtai]ﬁ;fge debt (% of

(% of GDP) (% of GDP) of revenue) (% of GDP) (years) GDP)

avg. 2019-21 change 2021 change 2021 change 2021 change 2020 change 2020 change
China 36 7 —4.4 0 2 0 45 -5 7.9 0 5 0
Malaysia 16 -5 —-6.4 —4 7 -3 64 8 1.1 3 8 1
Indonesia 12 -3 —4.6 -2 12 1 41 12 13.3 0 3 0
Philippines 16 -3 -8.6 -8 14 8 55 17 7.6 -5 5 1
Vietnam 19 0 -3.8 -1 5 0 45 0 4.4 -1 3 0
Thailand 21 -1 -7.8 -8 3 0 58 16 23 3
Lao PDR 14 -3 -1.4 4 15 4 78 21 2 1
Mongolia 30 2 -3.1 1 7 -15 80 4 2.9 -1
Cambodia 23 1 -5.7 -6 4 1 35 5
Myanmar 16 -3 -8.8 -5 5 0 57 19
Timor-Leste 46 -10 —44.2 -9 25 19
Fiji 23 -3 -12.8 -9 8 4 86 41
Solomon Islands 31 -8 -5.4 —4 1 0 21 12
Papua New Guinea 15 -2 -7.6 -4 16 -2 52 18
Samoa 37 6 1.9 3 2 0 50 -2
Vanuatu 41 3 -6.0 —6 1 0 28 -16
Tonga 43 3 -0.4 -2 2 0 46 0 0 0
Palau 45 3 —24.0 —28

5 Q WIntEr@ational Monetary Fund, World Bank, Fitch Solutions.
0 Q \CGlor scale represents country quintiles relative to the group of emerging markets and developing economies, with red denoting the worst exposure and green the least. Change denotes percentage ch:
compared to 2015-2019 average.

relevant digital infrastructure is in place, would alleviate the pain from the cumulative shocks without distorting pri
UKIPCNU QT UWDUKFK\KPI VJG YGCNVJ[ 5GEQPF VJG ITQYVJ DGPGRVU
with KP X G UV O G P VtorezbuKaBq gie@téf Qrivade investment in the creation of public infrastructure. Such reforms
CTG DGKPI WPFGTVCMGP KP +PFQPGUKC CPF VJG 2JKNKRRKPGU UGG
IQXGTPOGPVU UJQWNF TGEQPEKNG URGPFKPI PGGFU YKVJ VKIJVGPKP
discipline through the (re)introductior?3df) E C {éed beéltv@;dnd (b) U E C NthfoBdh @nh&ment of legislation

to be implemented conditional on objective measures of recovery. For example, new tax reform legislation in Indone:
expected to raise revenue by 1.2 percent of GDP in the medium term (Box 15).

JOXGTPOGPVU UJQWNF EQOOKYV VQ TGUVQTKPI BUECN FKDERKRMNKPG VI
%18+& RCPFGOKE RBRUECN TWNGU CPF RBUECN EQWPEKNU YGTG VGUVG]
QH BRBUECN TWNGU CPF OQFKRECVKQP QH BUECN TWNG NKOKVU YGTG C
'#2 EQWPVTKGU +PFQPGUKC /CNC[UKC /QPIQNKC 6JCKNCPF CPF 8KG
'XGP DGHQTG %18+& URGPFKPI BRUECN TWNGU JCF PQV RTGXGPVGF C
HTCOGYQTM CU RCTV QH VJG VTCPUKVKQP VQ TGKPUVCVG VJG BRUECN
BRUECN TWNGU %QWPVTKGU YKVJ C IQQF VTCEM TGEQTF TGICTFKPI RU
(Davoodi et.al., 2022).

6CDN/®P[ '#2 EQWPVTKGU CFQRV BUECN TWNGU VQ GPUWTG BRUECN FKUEKRN

Budget Rule Status Actual Debt Rule Status Actual
Cambodia no 55
Indonesia r suspended 60 suspended
Malaysia r revised 65 revised
Mongolia r revised 70 revised
Thailand no 70 revised
Vietnam r revised 65 48

5 Q WIME Biscal Rules Database 1985-2021.
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I'HREKGPV UQEKCN RTQVGEVKQP

Many households’ incomes remain below pre-pandemic levels, creating a risk of rising poverty if government
assistance programs are unwound too quickgcent high-frequency survey data collected by the World Bank indicate
that more than one-third of Malaysian households and more than half of Indonesian and Laotian households repc
JCXKPI NQYGT KPEQOGU KP VJG BRPCN SWCTVGT QH VJCP RTKQT VQ
KP VJG TGIKQP DGICP UECNKPI DCEM JQWUGJQNF UWRRQTV KP 31V
VQQ SWKEMN[ TCKUGU C TKUM VJCV EQWPVTKGUA GHHQTVU VQ TGFWEG
DG UGGP KP +PFQPGUKC YJGTG FCVC UJQY VJCV KP TGCN GCTPK
+PFQPGUKCAU UQEKCN CUUKUVCPEG TGURQPUG YCU KPUVTWOGPVCN
simulation analysis indicates that reductions in social assistance budgets in 2021 may have resulted in further increa
RQXGTV[ RIWTGa $

(KTW T @&lthough household incomes have not completely recovered, most countries have already begun to reduce suppor
to households

a. Share of households with lower labor incomes than prior

to the pandemic b. Public spending on cash transfers, 2019-2021
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5 Q WWl6 Bank staff estimates, using HFPS data. 5 Q WWl6 Bank staff estimates, using HFPS data.

0QVQUUGU QH NCDQT KPEQOG FGRBPGF CU JCXKPI GZRGTKGPEGF C FGENKPG KP YCIG CITKEWNVWTG QT PQP HCTO DWUKPGUU
income relative to the pre-pandemic period. For countries where labor income is not reported separately (Lao

PDR Round 4, Malaysia Round 2, Vietnam) total household income is reported. For country-periods with more

than one round, the average is taken across rounds.

Improved targeting of government assistance could ensure continued protection of those who need it most while

conserving scarce government resourdasdate, social assistance programs have not been targeted strictly to those wh
GZRGTKGPEGF RCPFGOKE TGNCVGF KPEQOG UJQEMU RBIWTG # )QXGTF
GPUWTG VJCV CUUKUVCPEG IQV KPVQ VJG JCPFU QH VJQUG YJQ PGGFGF
JCXG TCKUGF VJG PGGF VQ URGPF UECTEG IQXGTPOGPV TGUQWTEG OQT
that they will reduce assistance budget in 2022 raising the need for better targeting of scarce public resources. Analysis
clear that countries in the region can still protect those most in need by improving the targeting of government sup
RTQITCOU RIWTG $ HQEWUKPI QP RQQT JQWUGJQNFU CPF VJQUG VJC’
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(KIWT®&KVJ C RGTUKUVGPV UNWOR KP GCTPKPIU YKVJFTCYKPI UWRRQTV VQQ T

a. Real earnings by sector in Indonesia b. Estimated poverty levels in Indonesia
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5 Q WW I Bank staff estimates. 5QWTEGCPF BIWTGU DCUGF QP 575'0#5 UWTXG[ GUVKOCVG Gl

based on different SP funding levels.

(KTW T Gavernment assistance has been poorly targeted; better targeting could provide more “bang for buck” in terms of
poverty reduction

a. Share of households receiving government assistance b. Simulated poverty impacts of cash transfers using different
during the pandemic targeting approaches, given a fixed budget
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5 Q WW6 Bank staff estimates using HFPS data. 5 Q WAdagted from Grosh et al. (2022).

0 Q \BiEnulations illustrate the poverty impacts of better targeting social assistance resources in a large
middle-income country.

#FFTGUUKPI OCETQRPCPEKCN XWNPGTCDKNKVKGU

'#2 EQWPVTKGU OWUV FGCN YKVJ OQPGVCT[ VKIJVGPKPI CDTQCF KPacC\
BRPCPEKCN G ANdit TeQueridémiieed to include: a monetary policy stance that provides economic support withc
EQORTQOKUKPI BPCPEKCN UVCDKNKV[ CPF TQDWUV GHHQTVU VQ CFFTG
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I/QPGVCT[ RQNKE[ KP CPVKEKRCVKQP QH RPCPEKCN VKIJVGPKI

%GPVTCN DCPMU CETQUU VJG TGIKQP JCXG UQ HCT OCPCIGE KRaCGUKR\
TGOCKPGF YKVJKP VCTIGV TCPIGU CPF VJG TGIKQP GPLQ[GF TQDWUYV ECR
KP VIGKT RQNKE[ UVCPEG CU KV DGECOG GXKFGPV VIJCV RTKEG KPETGCL
VITGCVGPU VQ RWUJ WR EQOOQFKV[ RTKEGU HWTVJGT CPF VQ TQKN RBP
CFXCPEGF EQWPVTKGU VQ UVTKMG C DCNCPEG DGVYGGP VJG PGGF VQ E

IQPGVCT[ RQNKE[ OWUV TGOCKP CNGTV VQ PGY KPaCVKQPCT[ RTGUUW/
VQ UWRRQTWGEBEEWXGTIGCN KPVGTGUV TCVGU CTG TGNCVKXGN][ JKIJ C
TGIKQP HCEG C VTCFG QHH DGVYGGP UWRRQTVKPI GEQPQOKE CEVKXK
QH KPaCVKQP GZRGEVCVKQPU (QT OCP[ '#2 EQWPVTKGU RQUKVKXG F
TGCN RQNKE[ TCVG FKHHGTGPVKCNU YKVJ VJG 75 RBIWTGa 6JGUG |
UQOG EWUJKQP CICKPUV ECRKVCN QWVaQY RTGUUWTGU 7PVKN CPF Y
EQUYVY RTGUUWTGU EQPVCKPGF EGPVTCN DCPMU ECP OCKPVCKP C UW]
EQWPVTKGU NQYGT TGUGTXG TGSWKTGOGPVU *QYGXGT KP EQWPVTK
VCTIGV RQNKE[ VKIJVGPKPI OC[ DG PGGFGF VQ RTGXGPV FG CPEJQTKI

(KIWTGQUV "#2 EQWPVTKGU JCXG JKIJGT TGCN KPVGTGUV TCVGU VJICP VJG 1

a. Real interest rates b. Reserve requirements
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Note # 6JG TGCN KPVGTGUV TCVG FGPQVGU PQOKPCN RQNKE[ TCVG OKPWU %2+ KPAaCVKQP CV VJG GPF QH ,CPWCT] $ 6JG B

I+FGPVKH[KPI CPF CFFTGUUKPI RPCPEKCN UGEVQT XWNPGTCD}

6JG DCPMKPI UGEVQT KP VJG TGIKQPAU GEQPQOKSUPKW TKPRQPV B FNZ E
CTG YGNN ECRKVCNK\GF CPF TGRQTVGF NGXGNU QH PQP RGTHQTOKPI
FGRPKPI CP 02. FWTKPI VJG ETKUKU CPF VJG CXCKNCDNG FCVC OCJ[ |
GXGPVWCN TGXGTUCN QH HQTDGCTCPEG OGCUWTGU YKNN TGXGCN VJi
RTQRVCDKNKV[ JCU DGGP FGENKPKPI TKUMU TGOCKPU VQ NKSWKFKV][
EQTRQTCVG UGEVQT KU CP CFFKVKQPCN UQWTEG QH TKUM
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6 C D NFthancial sector is well-capitalized, but risks remain to solvency, liquidity and corporate health

Capital Asset Credit

Adequacy Quality 2TQRVCDKNKYV [Solvency Liquidity Expansion Arrears
Regulator - Domestic credit . .
Capitgal to R?/sk- NGPLS to Total Return on asset Deposit to loan Liquid asset (% to private Firms in arrears
. ross Loans o P short-term or expect to fall
Weighted ) (%) ratio (%) liability) sector (% of in 6 months (%)
Assets (%) GDP)
2021 change 2021 change 2021 change 2021 change 2021 change 2021 change 2021
Indonesia 24 3 3 2 1.8 -5 m 10 28 4 39 1 31
Cambodia 22 1 2 -1 2.0 -1 86 -8 25 0 143 52 29
Thailand 20 2 3 3 1.0 -4 91 1 34 2 135 13
Malaysia 18 1 2 .0 1.2 -2 117 3 154 15 145 14 57
Lao PDR 17 2 2 -9 0.6 -3 31 2 46 5
Philippines 17 2 4 2.6 15 A 132 7 50 -3 52 2 79
China 15 1 2 .0 0.6 -3 113 -12 59 7 205 17
Vietnam 11 -1 2 -5 16 7 112 -8 32 -1 117 -9 48
Myanmar 11 -2 4 9 0.7 3 188 30 15 =27 27 2
Mongolia 8 5 —0.2 -5 119 27 64 18 46 -7 93

5 Q WIME,Gitch Solutions, World Bank, national sources.
0 Q \Z@lor scale represents country quintiles relative to the group of emerging markets and developing economies, with red denoting the worst exposure and green the least. For capital adequacy, the relative ranki
adjusted following Basel Ill requirements. Change denotes percentage change compared to 2015-2019 average.

Some forward-looking indicators, such as loans at risk, restructured loans, and special mention loans, have all

deteriorated during the crisis.(QT GZCORNG KP +PFQPGUKC NQCPU CV TKUM JCXG O
5GRVGODGT +P VJG 2JKNKRRKPGU TGUVTWEVWTGF NQCPU KPETGCL
QH VJG VQVCN NQCP RQTVHQNKQ KP &GEGODGT VCDNGa 2TQRVCD
%CODQFKC +PFQPGUKC VJG 2JKNKRRKPGU CPF 6JCKNCPF UGGKPI VJG

OQP BPCPEKCN EQTRQTCVG UGEVQT UWUVCKPCDKNKV[ TKUMU CRRGCT
in debt level compared to pre-pandemic level® JCTG QH RTOU HCEKPI UQNXGPE[ TKUMU
Thailand,an8 KGVPCO 6JG UJCTG QH BRTOU HCEKPI NKSWKFKV[ TKUMU KU J
YKVJI JKIJ NGXGTCIG UKIPCN RGTUKUVGPV NKSWKFKV[ EQPUVTCKPVU
VIKTF KP %9JKPC CPF /CNC[UKC CPF QPG JCNH KP +PFQPGUKC 6JCKN
NGUU VJCP BXG OQPVJU QH ECUJaQY CXCKNCDNG CU QH (GDTWCT]
surveyed reported having less than one month of cash available as of May 2021.

.CTIG UJCTG QH BRTOU KP /QPIQNKC 2JKNKRRKPGU CPFInGdbgddakK C TGR
CU QH /CTEJ C NCTIG UJCTG QH BRTOU YCU TGRQTVKPI FKHREWNYV
BTOU YGTG TGRQTVKPI FKHREWNV[ KP RC[KPI YCIGU +P +PFQPGUKC
FKHREWNV[ KP RC[KPI TGPVU CPF WVKNKVKGU CPF NCTIG UJCTG QH C

'#2 EQWPVTKGU OWUV IWCTF CICKPUV VJG TKUM QH BRPCPEKCN KPUVC]
worsened the quality of loanstress-testing diagnostics can help identify vulnerabilities that might fester behind the
veil of regulatory forbearance. Then, depending on circumstances, countries must ensure adequate capitalizatic
banks with large loans at risk; hedge and extend the maturity of debt to address currency mismatches and rollover
GPJCPEG NKSWKFKV[ DWHHGTU CPF UGEWTG NKPGU QH ETGFKV VvQ C

%QWPVTKGU CETQUU VJG TGIKQP UJQWNF UVTGPIVIGP VIGKT KPUQN
restructuring and exitMany countries, including China and the Philippines, have recently introduced policies to improv
their insolvency processes. But more needs to be done to facilitate low-cost restructuring and liquidation, especially of r
UOCNN CPF OGFKWO GPVGTRTKUGU %QWPVTKGU YKVJ JKIJ NGXGNU Q
% QWPVTKG U frofr e tleivelDpgBrEds a more effective international debt resolution framework.
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6 C D NF@ravard-looking measures of asset quality

China Debtatrisk far5 KIPKRECPV KPETGCUG FWTKPI V9& GO NH RRCCINVEQ/HN @ Y B QREEUWP HX
NKUVGF BHF®BEINKPGF EQPUKFGTCDN[ KP TEEGEVNCIMECTVGTU aRGTE
3 aRGTEGPV 3 aRGTEGPV
3 aRGTEGPV 3 anRGTEGPV 3
aRGTEGPV 3 aRGTEGPV 3 aRGTEGPV
3
+PFQRI®a&hK&risk |[+PETGCUGF UKIPKRECPVN[ UKP[KgiaW $t@biith¥ IKetiahg@HBahkG RCP F G
.#4 TCVKQ aRGTEGPV &GE aRGHPGERWP GECRC 1,- TRFCVGU N
aRGTEGPV ,WP aRGTKERWCDHDMRE 5GR
aRGTEGPV &GE ICT aRGTEGPYV
,WPG CPF 5GR
AGUVTWEVWHTGGECUGF HTQO aRGTEGPV |[WPFCVCV@GCPMRGBGFREBWUKC
loans as ashafe& G E VIGP FGENKPGF VQ RRRBEEGRWVCPGOGPVU OG
of total loans |CPF aRGTEGPV /C]J
/ICNC[UKC AGUHI@QPWANRIKN VQ ,WPG VIG PWODGVYVRHU CRRFNKEEY KHQRUWH
TGUVTWEWWEKBEBEUU VQ TGUEJGFWNG CARFQBWUYUGWRWEYWTG VIGKENAT
NQCPU 4 4 VKOGU ETGFKV RFH
)TQUU KORCHKRGFEGPV ,WP aRGTIHEPRUS5GRYY DPO IQX O[ FQE
loans aRGTEGPV &GE aRGTEGPV /CT3 A)&2A
aRGTEGPV ,WPG aRGTBEERYGRGERIODGT
/(45 UVCIG aRGTEGPV ,WP aRGTE@NVRUBEGRYYY DPO IQX O[ FQE
loans* aRGTEGPV &GE aRGTEGPV /CT 3 A)&2A
5NKFGU RFH
IQPIQNKC %QX[KFRRRGTEGPV QH VQVCN NQCPU CU QH 3 (KVEJ
TGUVTWEBVWTGF &CUJIJDQCTF 0QXGODGT
loans
2JKNKRRKPGU 4 6RETOEYVGFTBFQO aRGTEGPV|XR2 ,ARVRUVQVYY DRIGRT EGP R
loansas ashaté® & GE aRGTEGPV KP /CT |5GNGE¥Y¥RETRGAFVUXIFOCPEG +
of total loans | , WP aRGTEGPV KP #WIWUVCURZCPF aRGTEGPV
KP &GE
Thailand | 5RGEKCN «PERGKOQURGF HTQO aRGTEGPV| X6 3JVVRVQ YY ¥RIJNE ®AVVI
loans as a shaj&K P 3 aRGTEGPV KP 3 $60OBRA56#86 RGVIEVGKFUOVKEU 4GR
of total loans | 3 aRGTEGPV KP 3 CURZ!TGR QNTO/RIANER G

6CDN®JCTG QH BRTOU CPF FGDV CV TKUM RGTEGPYV

China
Vietnam
Malaysia
Thailand
Philippines
Indonesia

Credit Depth Solvency Liquidity 2TQRVCDKNKV]
Interest Leverage . C_u_r_rent
Corporate Coverage (debt to Net debt to Quick Ratio liabilities to Return on Market to
debt to GDP rag EBIT long term asset Book Ratio
Ratio asset) liabilities

2021

change 2021, DaR change 2021, DaR change 2021, DaR change 2021, DaR change 2021, DaR chamg@21, DaR change 2021, DaR change
6

Source*++( $NQQODGTI 9QTNF $CPM 5VCHH ECNEWNCVKQPU
Note:+PFKECVQTU HQT UQNXGPE[ NKSWKFKV[ CPF RTQRVCDKNKV[ UJQY VJG UJCTG QH FGDV CV TKUM &C4 FGRPGF D[ VJG OGVJQ

'$+6 FKXKFGF D[ KPVGTGUV GZRGPUGU
BRTOU YKVJIKP VJG UCOG KPFWUVT[ CPF CETQUU EQWPVTKGU FWTKPI

D[ DQQM

XCNWG VIG TG

2
URGEVKXG VIJTGUJQNFU CTG GSWCN VQ VJG

(QT .GXGTCIG 4CVKQ OGV &GDV VQ '$+6 4CVKQ CPF %WTTGPV .KCDKNKVKGU VQ .QPI
(QT BWKEM 4CVKQ EWTTGPV CUUGYV GZENWFKPI KPX
VJ RGTEGPVKNG XCNWG QH VJG KPFKECVQT D[ KPFWUVT]

ITQWR QH GOGTIKPI OCTMGVU CPF FGXGNQRKPI GEQPQOKGU YKVJ TGF FGPQVKPI VJG YQTUV GZRQUWTG CPF ITGGP VJG NGCUV
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4.3. Trade policy

% @rehensive trade-related reforms would enable EAP countries to take advantage of shifts in the global trade
landscapeFirst, liberalizing and facilitating trade, rather than retaliating in response to reshoring policies abroad, could le:
to a net increase in real incomes by as much as three percent. Second, looking beyond goods trade, reforming restri
on trade in transport, communication, and other business

services, could reduce trade costs and boost economy-Witle/ T Ga2 EQWPVTKGU ECP VCMG CEXCPV
productivity. Third, implementing measures to facilitate opportunities

domestic labor mobility, such as retraining and placemgetc N KPEQOG EJCPIG WPFGT TGUJQTKPI D[ N

assistance, would allow resources to move to new @ea§FPVTKGU CPF KP VJG )8% HTKGPFN[ UEGP
of comparative advantage, also boosting productivity 8dd> . UJCRG % 18+& TGEQXGT[ RGTEGPYV

incomes. Finally, participation in deep trade agreements _
could both catalyze reform at home and secure access {0
markets abroad. Such agreements could include not just trade
liberalization, but regulatory cooperation and infrastructural .
coordination that further deeper economic integration.

0

%QWPVTKGU UJQWNF EQOOKVavQ VT NXDGTCNK\
environment where other countries are resorting to protection
or encouraging reshoring, it may be tempting for countries©
to respond in a like manner. Recent analysis suggest that
YQWNF DG C OKUVCMG RBIWTGa 9 XKk Gala)bid SilippiteCREsKoN [ThfahdGelrda
FGRGPFGPV '#2 EQWPVTKGU YQWNF NQUG HTQO TGUI®TKPI RQNKEKGU
in leading countries, responding in kind would lead to even Reshorig leading economies M Reshorig all

bigger losses in income. Instead, liberalizing and facilitating B GVC friendly liberalization + TF imports

trade could lead to a net increase in real incomes by as much—

as three percent. o Q WaTERlostal 2021

Percent

Non-tariff barriers remain high in the regioriWhile tariffs are currently low outside of agriculture, textiles and leather
goods, non-tariff measures (NTMjnareasingly used as an instrument of trade policy. While certain NTMs, such as
product standards, have legitimate regulatorih@semany are frequently used as a tool for protectionism. Non-tariff
DCTTKGTU QP KORQTVU CHHGEV VJG RGTHQTOCPEG QH FQOGUVKE RT
EQORGVKVKQP YJKEJ CNUQ PGICVKXGN[ CHHGEVU VIJGKT GZRQTV RG
largest share of imports by value subject to new trade restrictions, also has had a relatively stagnant share of trade in

There has been a slight improvement in trade logistics of EAP countries over the years, with the exception of
Malaysia BIWTG a *QYGXGT VIGTG KU EQPUKFGTCDNG XCTKCVKQP C|
%JKPCAU RGTHQTOCPEG TGOCKPU DGVVGT VJCP QVJGT '#2 EQWPVTKG!
transport infrastructure.

While EAP countries are relatively open to trade in goods, several continue to have relatively ligsttieide

policies in services B 1| W T Q'laere is growing evidence that reforming restrictions on trade in transport, communication,
and other business services could redueedsis] enhance global value chain (GVC) participation, and boost economy-
YKFG RTQFWEVKXKV[ 4GEGPV OGCUWTGU QH UGTXKEGU VTCFG TGUVI
UGEVQTU RIWTGa +PFQPGUKC CPF 6JCKNCPF JCXGRFP 8KGE/TPCIGC &BQT
KP VGNGEQOOWPKECVKQPU RBRPCPEKCN VTCPURQTV CPF RTQHGUUKQ
CXGTCIG 1'"%& EQWPVT[ 6JG CDKNKV[ VEGVXWGCUGHXEGEGWI ¥ TQH & GYC
the persisttEG QH TGUVTKEVKQPU TGXGCNKPI KPVGT CNKC C TGNWEVCPE
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(K1TW T GBlen-tariff barriers penalize exports in a GVC world

a. Share of import value subject to new import restrictions b. Export performance in East Asia
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5 Q Wal&bal Trade Alert; World Integrated Trade Solution (WITS) database.

(KIWT®AG '#2 TGIKQP JCU UGGP UNKIJV DWV WPGXGP KORTQXGOGPV KP NQI
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5 Q WWd 6 Bank Trade Logistics Performance Index, 2007 and 2018.

0QWAEG NQIKUVKEU RGTHQTOCPEG KPFGZ .2+ KU VJG YGKIJVGF CXGTCIG QH VJG EQWPVT[ UEQTGU QP VJG UKZ MG[ FKOGPUKQ
(iii) ease of arranging competitively priced shipments; (iv) competence and quality of logistics services; (v) ability to track and trace consignments; and (vi) timeliness of shipments in reaching destination wit
UEJGFWNGF QT GZRGEVGF FGNKXGT[ VKOG 'CEJ UEQTG TCPMU DGVYGGP CPF YKVJ TGRTGUGPVKPI VIG DGUV RGTHQTOCP

Implementing measures to facilitate domestic labor mobility, such as retraining and placement assistance,
would allow resources to move to new areas of comparative advantagéaasting productivity and incomes.

&CVC HTQO VJIG %18+& 52, 2QNKE[ +PXGPVQT[ HQT J+% EQWPVTKGU L
policiesinresponsé Q VJG E T K Bdlities tatgatingdirect economic support to workergfgeichgaaage subsidies,
reducing income taxes, or boosSihB GORNQ[OGPV DGPGRVU Y GT GofGh® pandenicrow Newd FW T
been phased out completely by the end of 2020. In contrast, policies aiming at facilitating labor mobility and adaptati
such as provision of publrks, training and placement assistance, suppeattépgeneurship, and adjusting labor
regulations, remain active in several countries.
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(KIWTG;%tZAljcéﬂs@ddﬁrestrictiveness index (KIWTGKIPKBRECPV JGVGTQIGPGKV|[ KP FK
by sector (2021) restrictions across countries
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ranspor omputer aqjistics Istribution 0QWAG 1'%& &KIKVCN 564+ KU C EQORQUKVG KPFGZ GZRTGUUKPI DC
services. The index takes values between zero and one, one being the most restrictive to foreign services

providers.
5QWIBE& 564+ CPF 6K8# FCVCDCUGU
0Q WBe Services Trade Restrictiveness (STRI) indices takes values between zero and one, one being the
most restrictive. The logistics index is an equal-weighted average of cargo-handling, storage and warehouse,
freight forwarding, and customs brokerage. The professional services index is an equal-weighted average of
accounting, architecture, engineering, and legal. The transport index is an equal-weighted average of air,
maritime, road freight, and rail freight transports. Financial index is an equal-weighted average of commercial
banking and insurance.

(K1W T Bdlicies that facilitate rather than inhibit labor mobility can enhance the gains from new trade opportunities
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0 Q \Geaph based on 55 developing countries implementing labor market programs.

(KPCNN[ RCTVKEKRCVKQP KP FGGR VTCFG CITGGOGPVU EQWNF DQVJ I
abroad. Such agreements could include not just trade liberalization, but regulatory cooperation and infrastructur
coordination that further deeper economic integration.

%IJKPCAU %2622 Qlxatdny ik Taintti€slin th©EAP regioth JKPCAU OQVKXGU VQ LQKP E
policy reform, much as it did by joining the WTO and to use the CPTPP to credibly commit nadqdaybgmthe
GUVKOCVGU UWIIGUV VICV %JKPCAU LQKPKPI YQW N&oBWWSBIODIWORN G VI
EQORCTGF VQ VJG EWTTGPV ICKPU QH CDQWYV DKNNKQP RBIWTG
GUVKOCVGF VQ DG DGVYGGP DKNNKQP¢;EQWNF $3BCHIidh TG RVU Q
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(K 1W T @egotiating shifting constellations of trade agreements

b. Real income increase in 2030 associated with different actual

a. Asia Pacific Regional Groups and potential agreements
RCEP
S i Indonesia \ 1.400
f AuStI’E%“El | Philippines ’g ! 1225
USMCA — JBrunel Darussala Korea, Rep. _g 1,200
. anada apan ;
United States . ] . Thailand 0
[ Mexico Malaysia Cambodia = 1,000
Chile New Zealand China g
Peru Singapore India g 800 632
\ Vietnam Lao PDR g 600 492 449
\ Myanmar 0
2 400 284
Regional groups discussed in the text, charts, and tables: o
USMCA US-Mexico-Canada Agreement 2 200 147 -
CPTPP Comprehensive and Progressive Agreement é -
HQT 6TCPU 2CEKRE 2CTVPGTUJKR® 0
RCEP Regional Comprehensive Economic Partnership TPP CPTPP CPTPP CPTPP16CPTPP16 RCEP
CPTPP16 CPTPP + RCEP economies shown in italics + Taiw. —200 + China + China
5 Q WHefi@nd Plummer (2019). M China Japan M Others

0QVIG/%# UVCPFU HQT 75 /IGZKEQ %CPCFC #ITGGOGPV %2622 UVCPFU HQT %QORTGJGPUKXG CPF 2TQITGUUKXG #ITGGOGPV HQT
UVCPFU HQT %2622 4%'2 GEQPQOKGU UJQYP KP KVCNKEU 6CKYCP %JKPC 622 UVCPFU HQT 6TCPU 2CEKRBE 2CTVPGTUJKR 62

on third countries will depeowd whether their exports are (a) destined for ulttmasemption in China; (b)
compete horizontally withJKPCAU VIJKTF OCTMGVU CU KU VJG ECUG VQ C EGTV(
QH GNGEVTQPKE RTQFWEVU QT E CTG XGTVKECNN[ NKPMGF VQ %JKF
coalor-QTGC UGBKEDRPFWEVQT GZRQTVU QT WUG %JKPGUG GZRQTVU CU
CPF 8KGVPCO COQPI VJG DKIIGUVY DGPGREKCTKGU QH VJG RTGHGTGPVI
QH VIQUG RTGHGTGPEGU KH %JKPC LQKPGF VJG %2622 DWV CNUQ DG
FKF KORNGOGPV OQTG OGCPKPIHWN FQOGUVKE TGHQTO QH UGTXKEGL
RTQFWEVKXKV[] YQWNF KORN[ BGTEGT EQORGVKVKQP HQT KVU TKXCNU
like Cambodia, Australia, and KoreaR¢pN RCTVKGU VQ VJG CITGGOGPVY YQWNF DGPGRYV
access to the Chinese market.

4.4. Enhancing innovation

Whilst infrastructure for basic technologies is widely available, the prerequisites for more advanced technologies

are often lacking.The widespread availability of basic infrastructure (e.g., mobile broadband) and the prevalence
QPNKPG RNCVHQTOU CNNQYGF OCP[ RTOU VQ TGCEJ EWUVQOGTU QPN
OKPKOCN CFLWUVOGPVY EQUVU CPF CNNQY BRTOU GXGP YKVJ TGNCVK)
online. In contrast, data-driven business models that rely on sophisticated data analytics technologies need mc
digital infrastructure (World Bank, 2021b). Storing and processing data is often less expensive using cloud compu
YJKEJ JCU UGGP TCRKF ITQYVJ FWTKPI VIJG RCPFGOKE DWV TGSWKTG
VIGTG KU YKFGURTGCF CEEGUU VQ DCUKE ) OQDKNG DTQCFDCPF CE
CPF YKVJKP EQWPVTKGU RBIWTGa %JKPCAU '"CUVGTP RTQXKPEGU JC
like Indonesia or Myanmar have much slower speeds, and these average speeds mask inequality at more granular

21.+%; 24+14+6+'5
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(KIWT@@&GSWCN CEEGUU VQ HCUV DTQCFDCPF CETQUU CPF YKVJKP '"#2 EQWF

ZGF DTQCFDCPF URGGF VGUV FCVC HQT 3

5QWIRGENF $CPM ECNEWNCVKQPU WUKPI 1QMNC B
URGGFU YKVJKP GCEJ MKNQOGVGTU EGNN UWDLGEV VQ C OKPKOWO PWODGT QH \

N
0QVBQOQNQTU TGaGEV VJG CXGTCIG TGRQTVGF UR

Worker skills, including management quality, are critical for innovation and technology diffusion—but EAP remains far
fromthe frontier. /CPCIGOGPYVY SWCNKV[ COQPI BTOU KP FGXGNQRKPI 'CUV #UK(
CU RTQZKGF D[ VJG 7PKVGF 5VCVGU RIWTGa $WUKPGUU CFXKUQ
ECP DG GHHGEVKXG KP UVTGPIVJGPKPI OCPCIGOGPV SWCNKV[ CPF VJW
GURGEKCNN[ KH VCKNQTGF VQ RTOUA URGEKRE PGGFU $G[QPF OCP
JKTKPI UMKNNGF YQTMGTU CETQUU C TCPIG QH UMKNNU RBIWTGa R C
HQWPFCVKQPCN UMKNNU KP TGCFKPI OCVJ CPF UEKGPEG KP OCP[ Q
to the development of the more advanced cognitive, technical, and socioemotional skills needed to support innoval

Financial constraints affect innovation—not just its development or diffusion but also its qualitcess to external

BRPCPEKPI KU EJCNNGPIKPI YJGP BRPCPEKCN OCTMGVU CTG PQV HWNN
compounded by the large sunk costs, high uncertainty, and lack of collateral that characterize these investments. °
BRPCPEKCNN[ EQPUVTCKPGF BRTOU NKMGN[ 5/'U OC[ UJKHV VIJGKT KPXG!

21.+%; 24+14+6+'5



BRAVING THE STORMS

(K1W T Gteengthening management quality and remedying weaknesses in human capital are critical to greater innovation

in the region
a. Insufficient management quality b. Inadequate workforce skills (Malaysia)
.81
Foreign language skil
Managerial and leadershj
6 skills
> Writing skills
2 4 _
8 Technical (other than |
XQECVKQPCN QT UMKNNU
Computer o
27 general IT skill
Interpersonal an
communication skill
0-
r T T T 1
1 2 3 4 5 Work ethic and commitme)

Overall Management Score
0 20 40 60 80 10C

= China =+ Myanmar = Vietnam USA Percent

5 Q WQitera et al. 2021a.

0 Q VRakl Abased on World Management Survey (WMS) data. WMS scores (collected over several years) range from 1 (worst practice) to 5 (best practice) across key management practices used by orgal
FKHHGTGPV UGEVQTU 6JGUG RTCEVKEGU CTG ITQWRGF KPVQ BXG CTGCU 1RGTCVKQPU /CPCIGOBRVQYGTHIGT OCCEG QRIPKVQU K
FKHREWNV[ D[ UMKNN DCUGF QP 9QT N Flrfcnrakibn’ eahGoloBidsK UG 5WTXG[ FCVC KP +6

(KIWTG&NCZGF RPCPEKCN EQPUVTCHAWIT GTG CBILRFIQRVSWCTVGT QH NGC
with higher innovation quality RTOU JCXG C VITGG RGTEGPV JKIJGT
GPJCPEKPI KPPQXCVKQP VJCP VJG CX

=] %0 leads to suboptimal innovation production but allows

g 49 IGPGTCVKPI ECUJ aQY OQTG SWKEMN|

G5 48

g % Public support may alleviate these constraints and

B % 47 contribute to productivity-enhancing innovation when

8 4 carefully deployedDirect investment subsidies and R&D

$8 VCZ KPEGPVKXGU ECP CNNGXKCVG BT

%E 45 promote more productivity-enhancing innovation (Cao,

b HQTVJEQOKPI %JIJKPGUG UVCVG QY
with government subsidies contiliéb more productivity-

B> 3 2 5 8 7 8 9 10 enhancinginnovation thifwose without subsidies, but for
Financial Constraint Index RTKXCVG N[ QYPG FRBTOU VIG FKHHGT
- OCKPN[ UVCVG QYPGF RTOURKOP ECWU
OOVELG BIWTG UIGYU VIG EQPFKVKOPCN RTGFKEVKQP oH U skt e TG NBY @R ERBEN KRPQXC V!
EQPUVTCKPGF 676 BTO NGXGN BPCPEKCN EQPUVTCKPY Krroz RNR Cuw Y bk Y GUvVosry Edubaol g wedd - UV CV
70% OQTG UWDUKFKGU VICP RTKXCVGH!
BRTO UK\G YJGTGCU UVCVG QYPGF RTRXKCRMNGOI[ QHEGFGATROV GEXGE TV D
more effective if targeted towards more productive private sector innovators.

21.+%; 24+14+6+'5
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Financial support can also shape the direction of technological change—towards green technologies. Between 200(
%JKPCAU UJCTG QH RCVGPVU HQT UQNCT RIJQVQXQNVCKE 28 CPF
QPG QH VJG NCTIGUV KPPQXCVQTU KP VJKU BGNF +P VJG RCUV FGECFC
CPF BPCPEKCN UWRRQTV VQ RTQOQVG TGPGYCDNGU JGNRKPI OCMG R°
Subsidies can assist the transition to green technologies, but these should be limited to investments that are not priv
RTQRVCDNG DWV UQEKCNN[ FGUKTCDNG 6JG VGORQTCT[ HTGG\G QH 2¢
DWV NCTIGT FGXGNQRGTU YGTG NCTIGN[ WPCHHGEVGF D[ VJG UWDUGSV
TGNWEVCPV VQ NGPF VQ RTKXCVG EQORCPKGU YJKEJ JCXG NGUU FKX
CPF OGGVKPI VJG UECNG QH VJG KPXGUVOGPVU PGGFGF TGSWKTGU UK
CEEGUU VQ BRPCPEG CPF 4 & UWDUKFKGU VQ DGVVGT GPEQORCUU RTKXC
if coupled with reforms of fossil-fuel subsidies which in 2020 amounted to 0.2 percent of GDP (World Bank. 2022b., b

QP +'# HQUUKN HWGN UWDUKF[ FCVC

21.+%; 24+14+6+'5
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Annex

Figure Al.Vaccination may help curb mortality during the Omicron wave and allow economic activity to continue

a. Indonesia b. Malaysia
300 10C 700 10C
240 80 560 80
180 . 60 420 60
120 40 280 40
60 20 140 20
0 0 0 0
-60 -20 140 _oC
Mar-20  Jul-20  Nov-20 Mar-21Jul-21  Nov-21 Mar-22 Mar-20  Jul-20  Nov-20 Mar-21Jul-21  Nov-21  Mar-22
H Casepe million [ Deahsper hunded ths. W Cases per million m Deaths per hundred ths.
— Vadnation rate(rhs) = Mhility redwction (rhs) = Vaccination rate (rhs) = Mobility reduction (rhs)
= ManuacturingPM (rhs) = Manufacturing PMI (rhs)
c. Philippines d. Thailand
350 10C 350 100
280 80 280 80
210 60 210 60
140 40 140 40
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-70 -2C -70 -20
Mar-20  Jul-20  Nov-20 Mar-21Jul-21  Nov-21  Mar-22 Mar-20  Jul-20  Nov-20 Mar-21Jul-21  Nov-21 ~ Mar-22

W Caseper million
— Vadnation rate(rhs)
= ManuacturingPM (rhs)

[ Deahsper hunded ths.
= Mbhility redwction (rhs)

l Caseper million
= Vadnation rate(rhs)
-~ ManuacturingPM (rhs)

W Deahsper hunded ths.
= Mhility rediction (rhs)

5 Q WHalze® Analytics; Our World in Data (OWiD); Oxford Covid-19 Government Response Tracker (OXCGRT).
0 Q \Céses show new cases per million. Deaths show new death per thousand. Last observation is February 23, 2022. PMI = Purchasing managers Index.
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$QZa#18+& EQOGU VQ VJG 2CEKRE

6JG 2CEKRBRE +tUNCPF EQWPVTKGU 2+%U OCPCIGF VQ NCTIGN]
On 11 March 2020, the COVID-19 outbreak was declared a pandemic by the World Health Organiz
(KLK CPF 2CRWC 0GY )WKPGC TGRQTVC
under control through international border closures and domestic lockdowns. All other PICs mana

.CVGT KP VJG OQPVJ

domestic outbreaks throughout 2020 and 2021 due to strict border closures to foreitn travelers.

+P

outbreaks.1 P 0QXGODGT VJG 9*1 ENCUUKRGF VJG $
cases have increased exponentially in the region, with domestic outbreaks of the Omicron variant
New Guinea, Kiribati, Palau, Solomon Islands, and Tonga. In 2022, the latter four countries reporte
VTCPUOKUUKQP HQT VJG BTUV VKOG UKPEG VJG DGIKPPKPI Q

numbers are most likely understated.

2+% IQXGTPOGPVU JCXG DGGP SWKEM VQ RWV KP RNCEG FQO

public health systemsSince the beginning of the pandemic, the PICs have largely avoided domestic

as international border closures and quarantine requirements on overseas arrivals allowed countries

to remain COVID-free. However, following the rise in Omicron cases, several countries, including Kiri
Islands, and Tonga, implemented domestic lockdowns to prevent overburdening weak public health s
have limited resources and have to serve very remote regions. In Tonga, the recent volcanic eruption
complications, with the country having to rely on international aid which further exposes them to the virus.
NCEM QH KPVGTPGYVY CPF EQOOWPKECVKQP UGTXKEGU KP VJG
VIJG EQWPVT[ JCU OCFG KV FKHRBREWNY HQT RGQRNG VQ YQTI

There is wide heterogeneity in vaccination rates across the reghsof February 2022, Palau has dou
vaccinated virtually their entire population, while Papua New Guinea and Solomon Islands have doub
TCVGU CU NQY CU CPF aRGTEGPV TGURGEVKXGN][ 1VJG
5COQC CPF 6QPIC JCXG OCPCIGF VQ XCEEKPCVG aRGTEG
XCEEKPCVKQP TCVGU DGVYGGP CPF aRGTEGPV B8CEEKPC(
years, increasing the risk of severe health and economic consequences in the region, as well as in
the emergence of new variants, with potential for global repercussions.

&GURKVG TKUKPI XCEEKPCVKQP TCVGU VJG 2+%U EQPVKPW
continue to keep borders shut and restrict domestic activitiBecent outbreaks in Kiribati, Tonga, a
Solomon Islands resulted in these countries keeping their international borders closed and introc
domestic lockdowns despite rising vaccination rates. In PNG, borders remain shut while internal mobili

/ICTUJCNN +UNCPFU TGRQTVGF KVU BTUV %18+& ECUG KP 0QXGODGT DWV ECUGU Q
ECUGU QPN[ TGCEJGF C VQVCN QH VJTGG 8CPWCVW TGRQTVGF KVU BTUV %18+& ECUG
%18+& ECUG KP 1EVQDGT YJGP C VTCXGNGT HTQO 0GY <GCNCPF VGUVGF RQUKVKXG
Tuvalu have not reported any COVID cases.
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$QZ #
Table B.A1COVID-19 in the PICs

EQPVKPWGF

Cases Deaths Vaccinations

Total vaccine

doses
Cumulative Cases—newly Deaths—newly administered Persons fully
Cases (% of reported in Cumulative reported in per

Date when
60% full
vaccinated per vaccination

Country population) last 7 days deaths last 7 days 100 population 100 population  reached

Kiribati 2235 1322 2 2 101.0 385 Not reached
(1.9%)

Nauru 0 0 0 0 139.6 68.0 20/2/21
(0.0%)

Tuvalu 0 0 0 0 102.7 49.9 Not reached
(0.0%)

Fiji 63398 192 816 7 142.7 68.5 25/10/21
(7.1%)

FSM 0 0 0 0 78.5 38.4 Not reached
(0.0%)

RMI 4 0 0 0 83.0 39.2 Not reached
(0.0%)

Palau 3045 930 0 0 241.8 94.2 29/8/21
(16.8%)

Papua New Guinea 38222 832 610 13 4.3 2.6 Not reached
(0.4%)

Solomon Islands 4203 1846 50 29 40.4 11.7 Not reached
(0.8%)

Samoa 33 0 0 0 134.6 63.0 13/12/21
(0.0%)

Tonga 73 66 0 0 130.2 60.3 11/1/21
(0.0%)

Vanuatu 7 0 1 0 59.9 24.0 Not reached
(0.0%)

5 Q WW 6 Health Organization.
0 Q \D&ta as of 14/02/2022.

are lenient despite the outbreak which has led to increased mobility relative to levels seen in 201
closed borders in Vanuatu have ensured that a domestic outbreak has not occurred which has allow
domestic restrictions. Of all the countries, only Fiji and Palau which have the highest vaccinatior
opened their borders to foreign arrivals because of their dependence on tourism, resulting in increa
mobility.

The current outbreaks are likely to stall growth and increase poverty in the near-tEatfowing a deep
TGEGUUKQP KP FWG VQ KPVGTPCVKQPCN DQTFGT ENQUW
growth was expected to rebound in 2021 and future years. However, recent domestic outbreaks ha
international border closures have continued, delaying recovery of the tourism sector. Domestic 1o
further hurt the economies of the PICs particularly in sectors such as hospitality and construction. Th
shocks and slow recovery will also greatly increase the risk of poverty, particularly as households d
and assets to cope with lost incomes.

EQPVKP

D. Similarly,
ed for limite
1 rates have
sed interna

TGU VI

ve meant th
ckdowns wi
ese econon
cplete savin

WGF
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Figure B.A1Mobility, stringency and vaccination rates in selected PICs, 2020-2022
a. Fiji b. Kiribati
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Table A1.'ZVGTPCN UGEVQT XWNPGTCDKNKVKGU

External Short-term
Current External debt Financing external debt Reserves
account (% N 0 o (months of
of GDP) (% of GDP) needs (% (% of imports)
of GDP) reserves)

2021 change 2021 change 2022 est.  change 2021 change 2021 change
China 1.8 0 16 2 6 -2 35 3 12.8 -4
Malaysia 35 1 68 3 29 2 49 -31 9.1 2
Indonesia 0.3 2 40 5 9 -4 33 -4 8.0 0
Philippines -1.8 -1 27 4 8 0 12 -9 10.3 2
Vietham -0.8 -2 36 1 5 -5 23 -15 5.3 2
Thailand -2.2 -10 35 2 11 2 26 -6 9.9 1
Lao PDR 1.3 14 91 6 20 -1 39 —24 3.1 1
Mongolia -12.7 -1 145 0 43 -19 115 —-29 8.3 1
Cambodia -28.5 -18 72 19 36 12 21 2 9.5 2
Myanmar -2.8 2 16 0 3 -3 1 -1 7.4 2
Timor-Leste -33.5 -25 13 5 18 8 0 -3 4.8 1
Fiji -15.6 -9 25 10 14 2 5 -2 9.2 4
Solomon Islands -5.2 -1 24 3 21 12 6 0 7.0 -2
Papua New Guinea 20.5 -5 66 -14 -9 4 29 6 7.3 3
Samoa -15.3 -14 54 2 10 6 0 0 9.4 6
Vanuatu 5.0 2 46 5 14 13 7 -6 16.9 7
Tonga -6.9 -1 39 0 12 4 0 0 11.0 -3
Palau -59.3 —43 73 41

5 Q Wimter@ational Monetary Fund, World Bank.
OQVQ@PIQNKCAU GZVGTPCN FGDV CPF GZVGTPCN RPCPEKPI PGGFU GZENWFG VJG KPVGTEQORCP[ VTCPUCEVKQPU COQWPVKPI
the group of emerging markets and developing economies, with red denoting the worst exposure and green the least. Change denotes percentage change compared to 2015-2019 average.
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Figure A2AsCKPCAU UJCTG QH '7AU RPCN IQQFRde W@2RQTVU HGNN VJG TGUV QH '#
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Figure A3.8KGVPCO CEEQWPVU HQT OWEJ QH VJG KPETGCUG KP '#2 EQWPVTKGU.
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Figure A4.#U %JKPCAU UJCTG QH '7AU RPCN IQQFU KORQTVU HGNN VJG TGUV Ql
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Figure A5.BKGVPCO CEEQWPVU HQT OWEJ QH VJG KPETGCUG KP '#2 EQWPVTKGU

5JCTG KP '7 HKPCN IQQFU KORQTVU
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(KIWT@sZ£hicAU UJCTG QH ,CRCPAU BRPCN IQQEWsSsEORQTVU HGNN VJG TGUV QF

20
60
16
50
12
% 40
o
5 8
o
30 4

US-China COVID19
Trade tensions

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

— %JKPC U UJCTG KP ,CRCP BRPCN IQQFU KORQTVU
- %JKPC U UJCTG KP &GX '#2 KPVGTOGFKCVG KORQTVU
— &GX '#2 GZE %JKPC UJCTG KP ,CR

5QWYMGDCN DKNCVGTCN VTCFG FCVC HTQO %'2++ $#%+

Figure A7.Vietnam accounts for much of the DdleG KP '#2 EQWPVTKGUA impgoat§ G KP ,CRCPAU RBPCN

5JCTG KP ,CRCPAU HKPCN IQQFU KORQTVU
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(KIWTGZEZEORNGU QH TGNQECVKQP QH RTQFWEVKQP HTQO %JKPC VQ 8KGVPC

5Q Wik 2021.
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