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xiv Overview

that reached more than 10 million beneficiaries, or one-third of the total population. In contrast, many Pacific 
Island countries have underdeveloped social protection systems and need to institute flexible coverage that can 
adapt and be scaled up in response to large shocks.

•	 Devising strategies for smart schooling to protect students, staff, teachers, and their families—sanitary 
protocols, social distance practices, student re-enrollment—could prevent long-term losses of human capital, 
especially among the poor. School closures due to COVID-19 could result in a loss of 0.7 learning-adjusted years 
of schooling in EAP countries. As a result, the average student in the region could face a reduction of 4 percent 
in expected earnings every year of their working lives. 

•	 Support for firms is needed to prevent bankruptcies and unemployment without unduly inhibiting the efficient 
reallocation of workers and resources to firms and sectors. Most EAP governments have extended support to 
firms but access was uneven, with only 10–20 percent of firms in some surveyed countries receiving assistance. 
Support must be based as far as possible on transparent and objective criteria related to not just past performance 
or current pain, but the potential to thrive in the future. And to avoid assistance being prolonged unduly, 
governments can commit to phasing it out by linking it to observable macroeconomic indicators of recovery. 
Many micro and informal firms operate outside of financial and tax systems, are hard to reach, and are best 
supported through social protection interventions.

•	 The crisis is accelerating four existing trends in trade: early recovery in the EAP region is reinforcing regionalization; 
aversion to overdependence in supply chains is encouraging the relocation of global value chains (GVCs) from 
China; digitization is boosting servicification; and a craving for self-reliance is increasing protection in some 
areas, even as countries liberalize in others. EAP countries need to deepen trade reform, especially of still-
protected services sectors—finance, transport, communications—to enhance firm productivity; avert pressures 
to protect other sectors; and equip people to take advantage of the digital opportunities whose emergence the 
pandemic is accelerating. China alone could add 0.5 percent to its own and regional GDP by extending the 
preferences in its bilateral agreement with the United States to all countries, while embarking on a program of 
deeper domestic reform and market opening.
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From Containment to Recovery 

From Containment to Recovery 
The COVID-19 pandemic has inflicted multiple shocks on the EAP region: the disease, domestic economic 
shutdowns, and reverberations from the rest of the world (Figure 1). Today, the domestic picture is positive with 
qualifications. The pandemic has so far been contained in part of the region, but not in Indonesia and the Philippines, 
and still threatens other countries, most recently Myanmar (Figure 2). The shutdowns have been mostly phased out and 
replaced by more targeted measures. However, the international picture is cloudy, albeit with a slim silver lining. The 
region is exceptionally exposed to a world in difficulty, where tourists fear travel and investors balk at uncertainty. After 
a precipitous fall, trade is beginning to recover, and after a dramatic exit, short-term capital has quietly returned to the 
region. Governments are seeking to mitigate the economic pain but at the cost of growing fiscal strain.

Figure 1. COVID-19 has hit countries with direct and indirect shocks which governments are trying to mitigate
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Source: World Bank Staff elaboration.

Figure 2. �EAP countries have so far suffered less from COVID-19, and the disease has been largely contained, except in Indonesia 
and the Philippines
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Box 1. The correlates of successful containment 

The measures taken to contain COVID-19 across the world range from lockdowns and curtailing travel; to testing 
tracing, isolating, or quarantining; and providing economic support, such as sick pay to encourage sick people to 
stay at home. EAP economies have, on average, employed more stringent mobility restrictions and more tests per 
case (an indicator of contact tracing) than the rest of the world (Figure B1.1).

Figure B1.1. Comparing containment measures between EAP and rest of the world
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Sources: EAPCE staff, based on data from google; Oxford Covid-19 Government Response Tracker 2020.
Note: The figure depicts the difference in means between the EAP region countries and the rest of the world using standardized z-score variables that allow comparisons in terms of standard deviations. Dashed 
lines denote 95 percent confidence intervals.

These measures are associated with a slower spread of COVID-19 infections (Figure B1.2). However, there is 
significant heterogeneity in the time frame over which different policies are effective. A more stringent lockdown 
policy is almost instantaneously effective in reducing cumulative growth of infected cases. In contrast, the 
effectiveness of a “smart-containment” policy such as open testing is observed with a lag. Economic support 

(continued)

Containing COVID-19

Many EAP countries have been relatively successful in containing the spread of the virus. However, the number 
of new cases is still high in Indonesia and the Philippines, and beginning to increase in Myanmar (see also Annex A1 for 
a comparison of the COVID experience of EAP countries). Other countries in the region have also experienced sporadic 
spikes in the number of new cases in certain localities. Our understanding of what has worked in the battle against 
COVID-19 is still evolving. Box 1 presents some suggestive empirical evidence that lockdowns, smart containment 
based on extensive testing, and economic measures such as sick pay have helped contain the disease, Annex A2, which 
compares the strategies of Indonesia, the Philippines, and Vietnam reveals the importance of early and decisive action 
as well as of clear and consistent communication.
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From Containment to Recovery 

a projected long duration; and a high degree of uncertainty (Figure 5). It has been described as “the most adverse 
peacetime shock in over a century” (World Bank 2020a) and is bringing about the largest contraction in global GDP per 
capita since World War II—a 5.6 percent decline in the first half of this year. 

The Economic Impact

As a consequence of the domestic and foreign supply and demand shocks, economic activity in the region 
has declined in the first half of 2020 more sharply than in decades (Figure 6). Regional output contracted by 

Figure 5. COVID-19 has created exceptional uncertainty
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Figure 6. Domestic and external shocks have sharply reduced growth in the region
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Figure 7. �GDP growth was pulled down by shrinking private consumption and investment, and by contracting manufacturing  
and services

GDP growth by expenditure categories	 GDP growth by industrial sectors
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Box 3. COVID-19 and rebalancing China’s economy

China’s recovery has been fast, but the pattern reveals underlying fragility and emerging imbalances. With 
containment measures largely removed, the supply side has rebounded quickly. On the demand side, the recovery 
was driven by public investment and net exports. Meanwhile, private consumption and private investment have 
trailed, reflecting still dampened investor and consumer confidence (Figure B3.1). Subdued domestic demand, 
low commodity prices, and limited outbound tourism have led imports to contract even as exports surged. The 
current account balance to nominal GDP ratio surged to 3.4 percent in 2020Q2, the highest level since 2012. 

This recovery path partly reflects a fiscal policy response focused on mitigating impacts on firms and boosting 
public investment. In contrast, support to households and consumption has been relatively limited, despite some 
measures to scale up social assistance, unemployment benefits, and social pensions. While supporting a short-
term rebound, an imbalanced recovery path poses risks to China’s long-standing objective of rebalancing the 
economy from investment and export driven growth toward a more consumption driven growth. Such rebalancing 
would make China’s recovery more sustainable, reduce external imbalances, and hence contribute to lowering 
international tensions. 

(continued)
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At the peak of the crisis, up to 20 of the school systems in EAP were affected by closures. Schools closed in China, 
Mongolia, and Vietnam in January; several other countries followed in mid-to-late March. The data indicate that every 
student in the region was out of school at one time or another since January 2020, and many for significant durations 
(Figure 11). Between January 1 and August 31 of this year, schools in the region were closed for an average of 2.7 
months or 46 percent of the total time they would have otherwise been in session. 

Figure 10. Up to 38 million more people are being pushed into poverty as a result of the pandemic

a. Change in number of poor in China	 b. Change in number of poor in EAP excluding China 
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Source: World Bank staff estimates.  
Note: Poverty estimates are based on growth forecasts, population projections, and historical growth elasticities of poverty. US$5.50/day (2011 PPP) indicates the poverty line for upper-middle-income countries. The 
baseline and lower-case forecasts are as of September 17, 2020.

Figure 11. Students in East Asia and the Pacific have lost significant school time due to COVID-19 

Number of countries with schools closed or open with limitations due to COVID-19 and the percentage of the region’s students affected
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Figure 14. A fraction of firms received policy support
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Note: The survey was conducted in June for Indonesia and Vietnam, and July for the Philippines.

Figure 15. Governments have also loosened monetary policy and increased support for the financial sector

a. Monetary policy support measures	 b. Financial sector support measures

–1

0

1

2

3

–4

0

4

8

12

M
on

go
lia

M
ya

nm
ar

Vi
et

na
m

In
do

ne
sia PN
G

Ch
in

a

Ph
ili

pp
in

es

La
o 

PD
R

M
al

ay
sia

Th
ai

la
nd

Pe
rc

en
ta

ge
 p

oi
nt

s

Policy rate cutLatest policy rate
New asset purchase (RHS) Reserve requirement ratio cut

Pe
rc

en
t o

f G
DP

       

0

20

10

40

30

50

Ph
ili

pp
in

es

Ch
in

a

In
do

ne
sia

M
al

ay
sia

Th
ai

la
nd

M
ya

nm
ar

Ve
itn

am

M
on

go
lia

PN
G

Ca
m

bo
di

a

La
o 

PD
R

Fi
ji

SL
B

Sa
m

oa

FS
M

East Asia Paci�c Islands 

Nu
m

be
r o

f m
ea

su
re

s

Other
Payment systems Financial markets/NBFI

Liquidity/fundingBanking sector

Sources: Haver Analytics; International Monetary Fund Policy Tracker; World Bank staff elaboration.
Note: A. Red bars denote cumulative policy rate cuts since the outbreak. Green lines denote cumulative cuts in reserve requirement ratio. Orange diamonds denote recently announced asset purchases by central banks 
in the primary market, expressed relative to respective 2019 nominal GDPs. RHS refers to right-hand side. B. PNG refers to Papua New Guinea, SLB refers to Solomon Islands, and FSM to Federated States of Micronesia. 
NBFI refers to nonbank financial institutions.

10187-EAP Economic Update_74701.indd   1410187-EAP Economic Update_74701.indd   14 9/28/20   1:42 PM9/28/20   1:42 PM



15

FROM CONTAINMENT TO RECOVERY

From Containment to Recovery 

Prospects for Recovery

Recovery from the present crisis depends on both domestic and external conditions. A key step toward recovery 
is resolving the problem that created the crisis. In the present context, sustained revival of domestic economic activity 
requires the successful containment of the infections or at least their suppression to a rate that allows transition to less 
disruptive “smart containment” strategies. But for countries in the region, the strength of recovery in the rest of the 
world also matters, as does the capacity of the government to stimulate economic activity without creating financial 
stability risks (Figure 16).  

Figure 16. Recovery depends on suppression of the disease, global economic conditions, and state support

Government capacity to
provide economic stimulus

Expansionary monetary
and �scal policy
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Country economic
conditions 

Developing the capacity to contain outbreaks is vital for recovery. For most countries in the EAP region that 
have largely contained the disease, the key public health policy issue is to strengthen their ability to respond to future 
outbreaks through more targeted and less disruptive interventions. In this respect, Cambodia, Myanmar, and the PICs, 
rank low on the capacity scale, based on the Global Health Security Index. Even though Indonesia and the Philippines are 
ranked in the middle of the capacity scale, they still need to find a way of managing COVID-19 (Figure 17). 

Figure 17. The capacity to detect and respond to epidemics is uneven across countries

a. Early detection and reporting epidemics	 b. Rapid response to and mitigation 	 c. Treating the sick and protecting health 
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But domestic containment is not sufficient for a full-fledged recovery because the regions’ economies are 
integrated into the global economy. Trade is beginning to recover as economic activity gradually resumes in other 
parts of the world, but tourism will remain subdued (Figure 18). Global uncertainty still inhibits domestic and foreign 
investment, but industry indicators show signs of recovery, and short-term capital is no longer flowing out (Figure 19). 

Figure 18. Trade is recovering, and capital flows are stabilizing

a. Exports growth, goods	 b. Net nonresident purchases of EM stocks and bonds 
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Figure 19. Global economic activity is beginning to recover

a. Global purchasing managers’ indices	 b. Industrial production 
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Figure 20. Output is unlikely to catch up to the precrisis trend 

a. China	 b. Indonesia 
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Note: Red and orange lines show quarterly projections of GDP growth. GEP refers to Global Economic Prospects. Baseline refers to a scenario of severe growth slowdown followed by a strong recovery. Lower case refers to 
a scenario of a deeper contraction followed by a sluggish recovery.
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Implications for Inclusive Growth 

COVID-19 will have a significant adverse impact on inclusive longer-term growth (Figure 22). The scars left 
by the COVID-19 crisis will hurt investment, human capital, and productivity growth (Figure 23). Public and private 
indebtedness, along with worsening bank balance sheets and increased uncertainty, are likely to inhibit public and 
private investment. These factors also pose a risk to economic stability. Sickness, food insecurity, job losses, and 
school closures could lead to health and learning losses that could last a lifetime. The poor will be disproportionately 
disempowered because of worse access to hospitals, schools, jobs, and finance. Bankruptcy of firms and disruption in 
firm-worker and firm-firm relationships could hurt productivity by leading to a loss of valuable intangible assets. The 
disruption of trade and global value chains (GVCs) could deprive countries of their productivity-enhancing benefits 
through the improvement of resource allocation across firms and sectors, and the diffusion of technology. But these 
adverse effects on growth and distribution may be partially offset by the COVID-19-induced acceleration in the diffusion 
of technologies, which have the potential to boost productivity and improve access to services for the poor. For these 
benefits to arise, these technologies must be broadly available.

Figure 21. About four-fifths of the regional economies, including all Pacific Island economies, are expected to contract in 2020

a. Developing East Asia	 b. Pacific island economies 
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Figure 25. Private debt in EAP has been gradually increasing, driven by households and nonfinancial corporates

a. Total debt	 b. Nonfinancial corporate foreign currency denominated debt 
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Source: Institute of International Finance. 
Note: Data shown is for Q1 2020, with the exception of Vietnam; that data availability ends in Q3 2019. 

Figure 26. Existing levels of debt are high in some countries but most of the debt is domestic and private

a. Domestic and external debt	 b. Drivers of debt in EAP 
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Impact on bank balance sheets 

Economic hardship may further worsen banks’ balance sheets. Available data for 2020 suggest that nonperforming 
loans (NPLs) and other measures of financial sector strength have deteriorated only slightly in recent months (Figure 27). 
However, these data may understate the actual level because COVID-19-related regulatory relaxation and forbearance 
may have led to a more lenient classification of poorly performing loans. High levels of NPLs are problematic because 
they impair bank balance sheets, depress credit growth, and delay economic recovery (Aiyar et al. 2015; Kalemli-Ozcan 
et al. 2015).

Table 1. �The region’s economies have been fiscally prudent, but existing vulnerabilities coupled with the size of the shock are a 
cause for concern

Government 
gross debt  
% of GDP

Fiscal balance 
% of GDP

Government 
revenue  

% of GDP

Domestic credit 
to private sector 

% of GDP
External debt  

% of GDP

Gross external 
financing needs 
% of reserves

2020f 2020f 2020f 2019 2019 2020f

China 53 –11.8 25 205 14 26
Indonesia 37 –6.3 10 41 36 46
Malaysia 58 –5.9 16 136 60 84
Philippines 45 –8.7 14 48 23 20
Thailand 49 –5.0 19 116 33 20
Vietnam 56 –6.0 23 110 36 23
Cambodia 30 –10.5 17 97 55 30
Lao PDR 69 –7.6 11 — 86 259
Mongolia 83 –11.4 26 50 226 144
Myanmar 44 –7.1 17 26 22 67
Papua New Guinea 48 –8.1 15 14 70 —
Timor–Leste 17 –30.4 39 16 10 50

Sources: International Monetary Fund; World Bank; World Bank staff estimates.
Note: Cell colors are assigned according to the following criteria: Orange: the country is at the bottom 10th percentile level among EMDEs; Light orange: between the 10th and 25th percentile range; Yellow: between the 
25th and 50th percentile range; Light green: between the 50th and 75th percentile range; Green: above the 90th percentile level. Gross external financing needs = current account deficit plus short-term external debt. 
Short-term debt includes all debt having an original maturity of one year or less and interest in arrears on long-term debt. Total reserves includes gold. External debt data refers to 2018 for Lao PDR, Myanmar, Timor-Leste 
and Vietnam. The interquartile range for gross external financing needs (% of reserves) in EMDEs refers to 2018. 
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Figure 27. Financial institutions in EAP are relatively well capitalized but nonperforming loans are increasing

a. Regulatory capital to risk-weighted assets	 b. Nonperforming loans to total gross loans 
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as determinants of NPLs.

Figure 28. School closures are expected to have lasting impacts on students’ learning in the region
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Long-term effects on human capital

If schools are closed for an additional four months, beyond the closures experienced from January to August 
2020, COVID-19 could result in a loss of 0.7 learning-adjusted years of schooling. In China and the ASEAN-5, 
for example, learning-adjusted years of schooling are expected to drop by 0.8 points, whereas in the small East Asian 
economies, learning-adjusted years of schooling is expected to decline by 0.7 points (Figure 28). Because school closures 
have been less common in the Pacific Island countries, the expected decline in learning-adjusted years of schooling is 
somewhat less, estimated at 0.4 points. 
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Box 4. Accelerating and anticipating the development of the COVID-19 vaccine

What is the status of vaccine development and production capacity?

There are over 250 vaccine candidates being pursued, and 37 are in human trials. At least US$6.7 billion has 
been invested in vaccine research and development. Results from early phases of the clinical trials are promising, 
and at least nine candidates have progressed to Phase III trials of safety and efficacy. Results from some front-
running candidate vaccines are expected in October 2020, after which regulators will review the results and 
decide whether to approve them. In EAP, Indonesia is hosting trials of Sinovac’s vaccine, and the Philippines will 
begin trials in October 2020 of a vaccine developed in Russia.

Global production capacity is optimistically estimated at one billion doses by the end of 2020, rising to an 
estimated eight billion by the end of 2021. Deals between countries, vaccine developers, and manufacturers have 
already been arranged to produce vaccines for specific countries. In EAP, AstraZeneca has negotiated production 
agreements with Chinese and Japanese companies to produce hundreds of millions of doses of its vaccine for use 
in those two countries. 

How will the vaccine be financed?

Some countries, many of them high-income, have signed agreements with manufacturers of front-runner 
candidates. To promote equitable access, the COVAX Facility is an agreement with countries to pool global 
demand and resources for eventual COVID-19 vaccines. The COVAX Advanced Market Commitment (AMC) is 
a financial instrument that mobilizes official development assistance to subsidize the purchase of COVID-19 
vaccines for low- and lower-middle-income countries and other IDA-eligible economies. The COVAX AMC will 
procure vaccines for eligible countries through the COVAX Facility, both of which will be administered by the 
secretariat of Gavi. All countries are eligible to join the COVAX Facility, while the COVAX AMC is only open to 92 
eligible countries (based on GNI or size or fragility of state); 18 EAP countries are eligible. Of the 80 countries 
that have expressed interest in self-financing participation in the COVAX Facility, Singapore, Republic of Korea, 
and Palau are those from EAP that have agreed to be publicly named. 

Questions remain about the costs of the vaccines and their delivery, how countries utilizing COVAX AMC may 
cofinance the vaccine, how development partners will choose to support COVAX AMC, and how federal and local 
financing and systems may interact in implementation. 

How should vaccine delivery be managed?

Despite decades of implementation, there are many weaknesses even in current routine immunization programs; 
in EAP, Papua New Guinea’s recent polio outbreak and Samoa’s measles surge are clear evidence. While the 
COVID-19 vaccine will need to be administered primarily among adults, most immunization systems worldwide 
are designed for children, which suggests that new strategies may need to be developed. 

Vaccine delivery mechanisms for COVID-19 will also depend significantly on the characteristics of the approved 
vaccine. Different leading candidates have different cold chain maintenance requirements and different numbers 

(continued)

10187-EAP Economic Update_74701.indd   3510187-EAP Economic Update_74701.indd   35 9/28/20   1:42 PM9/28/20   1:42 PM



36

EAST ASIA AND THE PACIFIC ECONOMIC UPDATE, OCTOBER 2020

FROM CONTAINMENT TO RECOVERY

Fiscal policy

Revenue constraints create sharp trade-offs between government spending on relief, recovery, and growth. 
Governments today must consider three needs. Fiscal relief is required and has already been provided by the EAP 
governments in the current recession to prevent business closures, widespread unemployment, and a collapse in 
household incomes. Further fiscal stimulus could facilitate recovery by helping to overcome the coordination problems 
which can trap economies in underemployment equilibria—when social distancing no longer dampens the propensity 
to consume, and hence fiscal multipliers. Fiscal resources for investment in the hard and soft infrastructure, from 
broadband to health and educational capacity, could support stable, inclusive growth. As noted above, some types of 
spending—such as support that helps high potential firms to survive—can fulfil all three needs. In other cases, there is 
an opportunity cost: significant expenditure on relief today or a consumption-supporting stimulus tomorrow will leave 
an indebted government less equipped to invest in infrastructure and hence growth (Box 5).

The intertemporal budget constraints are difficult because EAP economies have narrow revenue bases 
and financing conditions are not easy. Revenue mobilization is exceptionally low in the EAP region (Figure 40). 
Furthermore, the greater reliance on indirect taxes has amplified the revenue loss in a crisis where consumption has 

of required doses. These factors will influence the immunization infrastructure that needs to be developed and 
the requirements for vaccine recipient monitoring. 

Countries must ensure effective vaccine communication campaigns; end-to-end supply chain and logistics 
management systems for effective vaccine storage, handling, and stock management; cold chain control; service 
and coverage tracking systems; and well trained, protected, motivated, and supervised health care workers to 
administer the vaccine. Raising the visibility of early adopters of the vaccine and other mechanisms of social 
influence may help mitigate legitimate vaccine apprehension among the general public. 

EAP countries with relatively low routine vaccination coverage, including Samoa; Micronesia, Fed. Sts.; the 
Marshall Islands; and particularly Papua New Guinea (all with DTP3 coverage <80 percent) may benefit from 
concerted efforts now to identify existing bottlenecks. Addressing known weaknesses in the immediate term can 
facilitate rapid dissemination of the vaccine once it is available. 

How should vaccine administration be prioritized?

Since vaccine administration may need to be allocated strategically until a sufficient supply is available, the 
World Health Organizatin (WHO) recommends that health care workers (including health facility support staff) 
be prioritized first, followed by the elderly and those with pre-existing conditions, and then followed by essential 
workers. Countries may also need to consider trade-offs between minimizing deaths or years of life lost, preventing 
mortality as opposed to infections; and whether to prioritize certain subpopulations, such as young people who 
are more likely to spread the disease asymptomatically, vulnerable and/or low income individuals who cannot 
socially isolate or take other precautions, or members of the population whose return to work would hasten 
economic recovery.

(Box 4. continued)
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contracted sharply. Governments therefore confront hard choices on the financing side. Even though the levels of 
indebtedness are not high in most countries, they are growing, and excessive borrowing could lead to an unsustainable 
fiscal situation, resulting in debt crises. Inducing central banks to buy sovereign bonds beyond a point could undermine 
central bank independence and inflation control, which have been crucial for macroeconomic stability in the region. And 
overreliance on the banking system, as a conduit for support by relaxing prudential measures and allowing permissive 
accounting, could threaten financial stability in countries where bank balance sheets are already weakening (Figure 41).

Figure 41. Most countries financed their fiscal deficit through increased domestic borrowing
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Note: Information is not available for Lao PDR. The Philippines’ government borrowing is expected to exceed its estimated deficit in 2020. 

The EAP economies have traditionally had small governments and raised limited revenues. Most EAP countries, 
except China, Mongolia, and Vietnam, have defied the conventional logic that open economies need to have larger 
governments whose spending plays a risk-reducing role in economies exposed to significant volatility (Rodrik 1998). 
That commitment to limited government has been consistent with the objective of creating a business-friendly low-
tax environment where dynamic firms helped deliver not just growth, but also ensure it was inclusive by shifting the 
distribution of incomes to the right. Those actions are also consistent with the goal of stability, because firm performance 
was seen as critical to recovery from recessions which would help the region “grow out of debt.” Even in this crisis, as 
discussed above, government measures have complemented support for households with support for firms.

But COVID-19 may reinforce the argument for revisiting the low-tax model. In the early phases of their 
development, the low-tax environment yielded high investment and growth rates, which compensated for limited state 
capacity to stabilize or redistribute. As the EAP economies incomes converge toward those of richer countries and returns 
to investment decline, the incremental growth benefits of low taxation may also decline relative to the costs of volatility 
and worsening distribution. Particularly, given the enormity of the COVID-19 shock and its capacity to inflict durable 
and debilitating scars, the scale of government action needed to meet both growth and distributional goals needs to be 
supported by a stronger revenue base.

Reform can soften the fiscal trade-offs and lead to better social outcomes. The increased need for government 
spending and the increasing debt could hurt the goals of longer-term stable and inclusive growth. For example, how 
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governments distribute the burden of the economic losses incurred during the crisis will matter. Reducing the burden 
of public debt through inflationary measures or indirect taxation could be regressive. Dealing with debt through 
financial repression could inhibit growth. Governments may need to consider deeper reforms where the revenue base 
is widened and includes a greater role for direct income and corporate taxes to supplement the reliance on indirect 
taxes. Currently, the region’s systems of taxes and transfers do not worsen inequality, but they have had relatively little 
effect on mitigating it. This contrasts to the effects of taxes and transfers in some advanced economies, which tend to be 
strongly equality enhancing. In parallel, there is of course need for expenditure reform, including of subsidies that are 
not socially desirable, such as those that are regressive and keep the price of carbon-based energy artificially low (Box 6). 
The speed of such reform may be influenced by the current global environment, where the costs of borrowing are likely 
to be durably low, both because of loose monetary policy and diminished global growth.

Box 6. Carbon pricing: Sustainable finance for sustainable development?

The pandemic has triggered an unprecedented increase in public spending. Governments are struggling to fund 
extensive recovery packages without cutting other expenditures or reducing public investment. Energy pricing 
reforms could alleviate this fiscal pressure while addressing the threat of global warming. 

Carbon tax revenues could be substantial for EAP economies, even from a modest tax that would keep fuel prices 
below the 2019 pre-pandemic levels. Despite recovering recently, global oil prices remain about one-third below 
their pre-COVID levels. Coal prices are now above the levels immediately prior to the crisis, but below the average 
prices over the last three years. Against this backdrop, introducing, for example, a US$50 carbon tax in the 
Philippines would raise longer-term gasoline prices by 14 percent, roughly equivalent to the differential between 
current and pre-COVID prices, while generating more that 1 percent of GDP in additional revenue. 

Fiscal space can also be created by curbing fuel subsidies. These still have a significant footprint in government 
budgets, accounting for as much as 0.25 percent GDP in China, 0.50 percent in Vietnam, 1.31 percent in 
Malaysia, and 2.58 percent in Indonesia (Coady et al. 2019). In recent years, progress toward limiting fuel 
subsidies has halted in Vietnam and has actually been reversed in Indonesia (Figure B6.1). The dramatic fall in 
energy prices due to the global economic slowdown reduces the rationale for such subsidies and presents the 
opportunity for substantial fiscal savings. 

Figure B6.1. Fossil fuel subsidies account for substantial share of GDP
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(continued)
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Support for firms

Trade-offs also arise in implementing support for firms during the COVID-19 crisis. Crises are bad selectors with 
both good and bad firms driven out. Therefore, policy support is crucial, but difficult to design. Government support 
faces one key tradeoff: immediate indiscriminate versus slower, targeted implementation. Firms highly reliant on cash 
flows may not survive a shock of the magnitude and depth generated by the pandemic for long. Prompt government 
action is needed to avoid igniting downward spirals. But prompt action is likely to be indiscriminate, at least initially, 
since designing new, targeted policies takes time. The downside is that broad support may keep zombie and unproductive 
firms afloat, along with productive firms with intangible assets that are important for the recovery. When more capital is 
sunk in zombie firms, the resources available for productive firms to scale up are more limited.

Nevertheless, policy should strive for a more efficient allocation of financial support even in the short term. 
Support is rarely indiscriminate. Even when it is in principle available for all firms, only some firms may be adequately 
informed, identified, or politically connected to take advantage of it. Therefore, the challenge is to define objective 
and transparent criteria, to both avoid supporting unproductive firms and to mitigate concerns about picking winners. 
Ideally, such criteria would be based not just on past performance or current pain but on a firm possessing intangible 
assets that will be valuable in a post-COVID-19 world. Micro and informal firms which operate outside of financial and 
tax systems will have few such assets and are in any case hard to reach. Therefore, they are better supported through 
social protection interventions. In some cases, past performance, as revealed by previous years’ profits, tax revenues 
or trade flows, or present performance, as reflected in stock prices, may provide clues on firm potential. For example, 
controlling for market risk, there is as much as a 25 percent gap in cumulative return between more and less resilient 
firms in U.S. asset markets. Support may be directly tailored to encourage investment in intangibles and promote long-
term productivity growth, for example by incentivizing R&D or skills training. In any case, governments must credibly 
commit to terminating assistance when it is no longer needed to avoid the risk of capture by politically connected firms. 
For example, in Brazil, credit market interventions in response to the financial crisis continued to expand even after 
the economy recovered. One option is to legally link the continuation of support to certain objective macroeconomic 
indicators of recovery.

Figure 42. The Debt Service Suspension Initiative can have significant benefits for some EAP countries
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Source: World Bank COVID-19 Debt Service Suspension Initiative: https://www.worldbank.org/en/topic/debt/brief/covid-19-debt-service-suspension-initiativ 
Note: DSSI refers to Debt Service Suspension Initiative. Estimated debt service payments owed. World Bank International Debt Statistics (IDS) data based on monthly projections for May–December 2020, based on end-
2018 public and publicly guaranteed debt outstanding and disbursed.
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If the China-U.S. trade agreement was implemented through reforms and market opening in China that benefitted 
all trading partners, then it could provide a 0.5 percent income boost to the world economy. The agreement, in 
its original form, averted a damaging trade war and provided relief from the trade tensions that hurt the EAP region’s 
economic performance in 2019. Now COVID-19 may make it difficult, at least in 2020, to meet the quantitative import 
expansion commitments made by China because of the contraction in China’s demand and the likely contraction in U.S. 
production. Instead of renegotiating the bilateral commitments, all countries would benefit if China opens its market to 
all trading partners rather than to the United States alone. China’s income, and that of most developing countries in EAP, 
could be nearly 0.5 percent higher. Moreover, turning the agreement into a model of nondiscriminatory market opening 
could be a credible down payment toward the revival of a multilateral trading system—which is in the interest of both 
the region and the rest of the world.

Other countries in the region seeking to take advantage of the relocation of global value chains must also 
focus on goods and services trade policy reforms. For example, Indonesia is considering phasing out restrictions on 
foreign investment that had reduced inflows to a relative trickle (2 percent of GDP), and is investing in roads and ports 
to enhance the competitiveness of non-resource sectors of the economy. However, Indonesia also needs to make it easier 
for firms to import-to-export by reforming its pre-shipment inspection, technical standards, and port-pricing strategies. 
Many countries in the region penalize their firms by restricting trade and investment in services, and deprive them of 
access to efficient transport, finance, communication, and other business services (Figure 46). Liberalizing services 
policies is also essential to take advantage of the new opportunities in services in the post-COVID-19 world.

Figure 45. �Recourse to trade-restricting measures has declined significantly and to trade liberalizing measures has increased 
slightly
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Figure 46. EAP countries still maintain relatively restrictive services trade policies
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Annex A1. Figures

EAP countries can be divided into three broad groups: countries that have seen a relatively low number of cases 
(Cambodia, Fiji, Lao PDR, Mongolia, Myanmar, Papua New Guinea, and Timor-Leste); countries that saw an initial surge 
in cases, but were able to contain further spread of the virus (China, Malaysia, Thailand, and Vietnam); and countries 
that are still struggling to contain the spread of the virus (Indonesia and the Philippines) (Annex Figure A1.1). The depth 
and duration of mobility restrictions in the three groups of countries appears to roughly reflect the spread of the disease 
spread. Vietnam appears to have resumed activity soon after successful containment, and mobility in Malaysia and 
Thailand is now close to where it was in January. 

Figure A1.1. Countries that have contained the disease have curtailed mobility less

a. COVID-19 new confirmed cases (7-day moving average) in developing EAP
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b. Workplace mobility (percent change from baseline in January 2020, 7-days moving average)
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Vietnam Indonesia Philippines

Was 
communication 
clear and 
consistent 
throughout?

Clear, strong communication 
from central government about 
the dangers of the illness even 
before the first case was reported. 
Risk communication strategy took 
advantage of Vietnam’s high use 
of social media. Overall, public 
and private telecom companies 
have collectively sent billions of  
messages on COVID-19 prevention 
to mobile phone users so far.

Public communication coordinated 
by the National Task Force. 
Focused on behavior change: 
wearing masks in public, 
social and physical distancing, 
handwashing, and workplace 
prevention. 
The national and local COVID 
task forces public communication 
webpages include ‘Hoax Buster’ 
feature to counter misinformation.

Information programs are still 
limited and need to be expanded.
Department of Health (DOH) 
established a dedicated website 
to provide latest information and 
updates. Several Local Government 
Units (LGUs) provide information 
by social media.
DOH provides daily bulletin on the 
current nationwide total cases.

Table A2.2. Developing East Asia and Pacific: baseline and lowercase GDP growth projections

2017 2018 2019a

Forecastd

Baseline 
2020

Low case 
2020

Baseline 
2021

Low case 
2021

Developing EAPa 6.5 6.3 5.8 0.9 0.3 7.4 4.5
China 6.8 6.6 6.1 2.0 1.6 7.9 4.8
Developing EAP excluding. Chinaa 5.4 5.2 4.8 –3.5 –4.8 5.1 3.4
Developing ASEANa 5.4 5.3 4.8 –3.5 –4.7 5.1 3.4

Indonesia 5.1 5.2 5.0 –1.6 –2.0 4.4 3.0
Malaysia 5.7 4.7 4.3 –4.9 –6.1 6.3 4.4
Philippines 6.9 6.3 6.0 –6.9 –9.9 5.3 2.9
Thailand 4.0 4.1 2.4 –8.3 –10.4 4.9 3.5
Vietnam 6.8 7.1 7.0 2.8 1.5 6.8 4.5
Cambodia 7.0 7.5 7.1 –2.0 –2.9 4.3 3.0
Lao PDR 6.9 6.3 4.7 –0.6 –2.4 4.9 2.8
Myanmarc 5.8 6.4 6.8 0.5 –0.9 5.9 3.0
Mongolia 5.4 7.0 5.0 –2.4 –4.3 5.6 3.6
Fiji 5.4 3.5 –1.3 –21.7 –25.0 6.4 5.1
Papua New Guinea 3.5 –0.8 5.9 –3.3 –4.1 3.2 0.6
Solomon Islands 5.3 3.9 1.2 –4.8 –7.4 3.2 2.8
Timor-Lesteb –3.8 –0.8 3.4 –6.8 –9.8 3.1 3.0

Source: World Bank staff estimates.
Note: a. Estimate. b. Nonoil GDP. c. Myanmar growth rates refer to the pre- and post-pandemic period for fiscal year from October to September. d. Baseline refers to a scenario of severe growth slowdown followed by a 
strong recovery. Lower case refers to a scenario of a deeper contraction followed by a sluggish recovery. Weighted averages are calculated for developing EAP.
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