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n The COVID-19 pandemic turned previous tail risks into the baseline, with new

and potentially even more devastating) risks coming to the fore
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‘ There were early signs that the ASEAN+3 region’s manufacturing

AMRO sector and exports were turning the corner until the pandemic hit ...
ASEAN+3: Purchasing Managers’ Index Baltic Dry Index: Headline and Sub-indices
(PMI) for Manufacturing (January 1, 2019 = 100)
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‘ ... while the strong demand for tourism which was helping to carry the

AMRO external sector during the US-China trade conflict became decimated
ASEAN+3: Goods and Services Exports International Flight Departures, 2020
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‘ At the moment, some recovery in financial markets suggests that the region
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Equity index

Is slowly regaining investor confidence, but volatility remains elevated

N
ASEAN+3: Performance of Equity, Exchange Rate and Government Bond Markets, as of June 24, 2020
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Sources: Haver Analytics; and AMRO staff calculations.

Note: All indicators indexed to their levels on January 1, 2020. Numbers in parenthesis are the change since then.



n With countries at different stages of the Covid Cycle, safe exit from containment

measures will likely become the biggest challenge for policymakers ...
N

AMRO
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ASEAN+3: Confirmed COVID-19 Cases
(Days after 100th confirmed case; log scale,
as of June 18)
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https://www.amro-asia.org/where-are-we-in-the-covid-cycle/

‘ ... butthe projected regional rebound in 2021 is by no means assured if there is a

AMRO second wave of the pandemic, requiring further shutdowns and support measures
AMRO Growth Estimates and Projections, AMRO Growth Projections
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A The global environment will be shaped by five key trends as
the world transitions even more to the “new economy”

Source: AMRO staff. 10



‘ The rise of Factory Asiais a development which has unfolded
over decades, but has taken on a twist (or two) in recent years
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= Maximizing gains from comparative advantage: Heckscher-Ohlin (H-O)
= Developing new competitive advantage: Ricardian elements

= Development of the Regional Supply Chain

Evolving comparative advantage (H-O-R) flying geese model
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Sectoral shifts have been significant, but do not spell the end of
?\ the manufacture-for-exports strategy for growth catch-up

ASEAN 2 MACROEEONOMIC RESEARCHDERICE _

= Advanced ASEAN+3 countries and then the upper-middle income ones gained much from the
conventional manufacturing-for-exports growth model.

= Manufacturing’s contribution to growth and jobs will peak earlier and lower.

ASEAN+3 Economies: Shares of GDP by Sector
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‘ A shift of labor from agriculture to manufacturing and services
has been observed across economies in the region.
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= High-income economies in the region have been deindustrializing and have moved into services.

= Similarly, in less developed economies, employment in agriculture has been shrinking as countries have
undergone structural transformation.

ASEAN+3 Economies: Shares of Employment by Sector
(Percent of total employment)
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‘ Services will become increasingly important in manufacturing:
Thailand’s automobile industry is a prime example
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= Among case studies reflecting these trends, Thailand’s automobile industry is one — involving
Increasing integration between manufacturing and services. Domestic VA of Thai automotive services
exports in 2018 was nearly double that of other ASEAN countries combined.

= |ts production network is most connected with that of Indonesia and Vietnam.

Services along the Automotive Value Chain Thailand’s Automobile Value Chain
viétngm
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Insia Phiwes
Pre-production stage Factory Stage Delivery and sale stage
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+ Custom-related services for + Production Management + Packaging Services
imported raw materials Service + Freight transportation services
+ Storage of raw materials » Warehousing Services for » Storage and warehousing Singaporle
+ Freight transportation intermediate goods services for finished goods
services of raw materials + Sewage water treatment
services
+ Repair and maintenance .
services of machines and ao PDF
equipment
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Sources: Asia-Pacific Economic Cooperation (2015); and AMRO staff. Sources: Asian Development Bank; and AMRO staff calculations. 14



‘ More broadly, services are becoming a bigger part of the global
integration story: China’s experience attests to this too
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» Factory Asia increasingly resembles a services hub, and is much more involved in value creation
through R&D, product designs, and customizing service experiences.

= China becoming a key node in GVNs for services is a prime example.

China's integration into GVNs for service exports
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Sources: Asian Development Bank; and AMRO staff calculations. 15



‘ Regional integration in ASEAN+3 has continued apace, and
forms an important counterweight against protectionism
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= As alarge EM region, and the fastest-growing in the word, our region has a responsibility to be a key
counterweight to the rise of protectionist tendencies in some parts of the world in recent times.

» Elements of protectionism need to be addressed, and those trends reversed.
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2.9 140
International migrant stock e
@ . 120
(Growth, % YoY)
2010 2019 100
7.8
World trade a3 80
(Growth, % YoY)
2010 2018 60
9.6
) 40
Global capital flows i
._ _________________________________
(% of GDP) . 20
2165 O
New harmful trade O N < © 0 O N S © 0 O &N S ©W 0 O N < O
. . 1377 O O O W W O O O OO o0 o o o oo © «dH d d A
INnterventions O O O O o)} O O O O O O © © O O ©O O o
O e e e e a4 94 94 94 d d 949 4d 94 949 d d d d N N &
4 (Number) 1 . .
Trade openness Financial openness
Sources: World Trade Organization; United Nations Conference on Trade and Development; Sources: The World Bank; United Nations Conference on Trade and Development; and AMRO staff

Global Trade Alert; and AMRO staff calculations. calculations. 16



‘ Growth rebalancing in the region has been most pronounced
among a sub-group: ASEAN-4, China, and Vietham
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= At the aggregate level, domestic demand has become a much stronger driver of growth, especially in
ASEAN-4, China, and Vietnam.

= Global Financial Crisis and European Sovereign Debt Crisis led to a collapse in external demand and
major growth rebalancing towards domestic demand.

ASEAN-4, China, Vietnam: Contribution to GDP ASEAN-4, China, Vietham: Share of GDP
Growth, Import-Adjusted Method Components, Import-Adjusted Method
(Percentage point) (Percent)
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are based on 2015 share. Real GDP growth is actual data.



‘ However, Factory Asia is indeed a region-wide phenomenon,
with wave after wave of economies pursuing this growth strategy
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= But the rise of Factory Asia has been very much a broad region-wide phenomenon, not limited to China
and ASEAN.

= Furthermore, besides domestic demand, intra-regional demand has also strengthened markedly within
a decade.

ASEAN-4, China, and Vietnam: Shares of Domestically ASEAN: Share of Value-Added Exports
Manufactured Goods for Domestic Demand and Exports (Percent)
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Note: OECD Input Output tables are only available from 2005 to 2015. 18
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Shopper Asia came later, but is now an important half of the story
of growth catch-up, and of burgeoning intra-regional demand

» The rise of Factory Asia has enabled the emergence of Shopper Asia.

» ASEAN+3 economies have been highly successful in using the manufacturing-for-exports strategy to
industrialize and move up the production value chain —and just as importantly, climb the income ladder.
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‘ A large part of the Shopper Asia story continues to be about

manufacturing, with both regional and global demand being important
N

» China is at the core of this: Its demand for luxury goods is anticipated to double within the next five
years, from about RMB 770 billion to RMB 1.23 trillion — accounting for some 40 percent of the global
market. ASEAN+3 region could drive 42 percent of global urban consumption growth by 2030.

= This is about manufacturing. And global demand remains highly important.

China and the Rest of the World: Spending on
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‘ The new growth paradigm is therefore about bringing Factory Asia
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and Shopper Asia together, and dealing with attendant strains ...

The new growth paradigm of Factory Asia serving Shopper Asia also involves the rapid development of

certain sectors that enables the production capacity of the former to meet the pent-up demands of the

latter.

safety nets.

Need to put in place or strengthen public infrastructure, including that for financial safety nets and social

Traditional manufacturing for exp¢

= Comparative advantage based on
production costs
Global value chains (GVCs)
Physical goods
Specialization for cost efficiency; penalty
for product differentiation (less scale
economies)

= External demand, export-driven growth

= Growth: orderly, upward progression
Primary to manufacturing to services

= Capacity & connectivity
Labor upgrading, technology adoption
Physical infrastructure

New growth paradigm

Competitive advantage driven by (cost efficiency
and) demand drivers

Global value networks (GVNS)

New Economy: services and experiences, gig
economy

Customization to demand; product differentiation by
bundling goods with (different) services

Rebalancing: domestic & final demand in ASEAN+3

Eclectic growth: lateral & upward progression
Leapfrogging, potentially disruptive

Capacity & connectivity
Innovation, data analytics, new services
Physical, soft, digital, financial infrastructure
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‘ A good case study for the new growth paradigm is the tourism sector,
for which technology, services, and cross-border trade all feature

R LSRN _

= Case study: tourism: Customizing new economy services to Shopper Asia (e.g. medical tourism)

= Studies highlight that apart from its growing role in ASEAN countries’ growth, tourism exhibits extensive
linkages with other sectors of economies.

Development of Tourism

Traditional tourism .
New economy tourism
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Another case study for the new growth paradigm is the logistics sector,
whereby e-commerce drives demand, and new technologies are emerging

» E-Commerce will give a boost to the logistics industry

» The conventional logistics value chain is not highly automated, but new technologies are creating
potential for automation and productivity gains.

Logistics Value Chain

Degree of automation
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storage/loading distance
transport

—— ——O————
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storage/loading contract hub

& fulfillment

Source: McKinsey & Company. 23



‘ To sustain growth and jobs, trade deals will be important drivers,
and the region has two major deals underway: the CPTPP and RCEP
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» Peterson Institute for International Economics (PIIE) analysis suggests that the CPTPP and RCEP will raise
global national incomes in 2030 substantially, by an annual US$147 billion and US$186 billion respectively.

= Compared with “business as before”, the trade war generates large global losses rising to US$301 billion
annually by 2030. The new agreements offset the effects of the trade war globally, but not for US and China.

» The trade war makes RCEP especially valuable because it strengthens East Asian interdependence, raising
trade among members by US$428 billion and reducing trade among non-members by US$48 billion.

Global income effects of Asia-Pacific trade policies in 2030 (income gains/losses in billions of US dollars)
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A Key takeaways: the region has been a key part of the global production base
and marketplace, and must continue to integrate more deeply into both of these

Source: AMRO staff. 25
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Thank You

Contact Us:

ASEAN+3 Macroeconomic Research Office (AMRO)
Address: 10 Shenton Way, #15-08/9 MAS Building,

Singapore 079117
Tel : +65 6323 9844
Fax : +65 6323 9827
Email : khor.hoeee@amro-asia.org / enquiry@amro-asia.org
Website . WWw.amro-asia.org
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