The Comprehensive Asia
Development Plan 3.0 (CADP 3.0):
Towards Integrated, Innovative,




The Comprehensive Asia
Development Plan 3.0 (CADP 3.0):
Towards an Integrated, Innovative,
Inclusive, and Sustainable Economy

Gria



The Comprehensive Asia Development Plan 3.0 (CADP 3.0):
Towards an Integrated, Innovative, Inclusive, and Sustainable Economy

Copyright © 2022 by Economic Research Institute for ASEAN and East Asia (ERIA),

Published by

Economic Research Institute for ASEAN and East Asia (ERIA)
Sentral Senayan Il 6th Floor

Jalan Asia Afrika no.8, Gelora Bung Karno

Senayan, Jakarta Pusat 12710

Indonesia

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system, or transmitted in any form by any means electronic or mechanical without prior
written notice to and permission from ERIA.

Layout by Artmosphere
Cover design by Antasena Adi Perdana

ISBN: 978-6025-460-42-5



Preface

Many countries are still struggling with the coronavirus disease (COVID-19) pandemic,
which has brought various negative impacts upon the Association of Southeast Asian
Nations (ASEAN) and East Asia economy, including trade disruptions; a decline in foreign
direct investment; and scarring effects on poverty, education, and women. Alongside
these, the pandemic has also revealed some positive aspects. International production
networks in the East Asia region have been resilient to the pandemic, with Factory Asia
continuing to produce and export throughout the pandemic, in contrast to other major
production network regions such as North America and Europe. Furthermore, COVID-19
has accelerated the uptake of digitalisation, especially in the field of information and
communication technology (ICT). This increasing deployment of ICT has created a positive
impact on economic growth. Moving forward to the post-COVID-19 phase, maintaining
the competitiveness of international production networks and leveraging the increased
momentum of digitalisation are the keys to the region’s development.

Based onthatunderstanding,in 2022,the Economic Research Institute for ASEAN and East
Asia (ERIA) has compiled the Comprehensive Asia Development Plan (CADP) 3.0, which is
a key deliverable for the ASEAN and East Asia Summit. Nearly 7 years have passed since
the previous plan, CADP 2.0, was published in 2015. While the basic concept of the CADP
still applies — enhancing connectivity within the region — CADP 3.0 explicitly considers
the above-mentioned urgent challenges and discusses economic development and
social problem-solving in the region from the comprehensive perspectives of integration,
innovation, inclusiveness, and sustainability. CADP 3.0 has 18 original chapters, discussing
various topics related to the above four perspectives and digitalisation.

For the readers of the book, | have three points to emphasise. First, ASEAN and East
Asia are at a historical turning point where industrial and economic structures are
undergoing major changes, such as the rapid progress of digitalisation, the integration
of manufacturing and services, and the promotion of a circular economy. COVID-19 has
expedited the deployment of digital technologies in our daily activities. The integration
of manufacturing and services is transforming the industrial structure (e.g. from
manufacturing gasoline automobiles to providing Mobility as a Service (MaaS) that
uses electric vehicles and autonomous driving). The principle of the circular economy
will require turning current supply chains that span multiple countries into circular
ones in which everything — from product planning and design to parts, assembly, and
consumption —is unified under the common concept of recycling.
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Second, it is urgent to create a completely digital society by building a digital single
market in which all businesses, governments, and public institutions in the region use
common data — aiming for a fully digitalised supply chain. To do so, it is essential to build
a common ASEAN and East Asia data infrastructure (platform) and realise a society in
which everything is connected through mutual compatibility (interoperability) of systems
amongst ASEAN and East Asia countries. Of course, it is also necessary to promote
unified cybersecurity measures within the region that support the digital society at the
same time.

Third, more practical policy planning will be required when moving to the concrete
implementation phase in the near future. In doing so, it is essential to widely reflect the
voices of private businesses, which are key players in realising a fully digitalised circular
economy.

| hope that, based on the directions outlined in CADP 3.0, more ambitious and realistic
policies will be formed, new social and economic foundations will be constructed, and
a completely digitalised society will be achieved, and that ASEAN and East Asia will
continue to lead the global economy.

UeRm )

Professor Hidetoshi Nishimura
President, Economic Research Institute for ASEAN and East Asia
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Executive Summary

It has been more than 3 years since the beginning of the coronavirus disease (COVID-19)
pandemic. Countries around the world are gradually transitioning to endemic phases and
shifting to the new normal after COVID-19. A survey by the Economic Research Institute
for ASEAN and East Asia (ERIA) on business activities during the pandemic showed
that global value chains (GVCs) in the East Asia Summit (EAS) region were robust and
resilient. Factory Asia remained resilient throughout the pandemic crisis, reconfirming
the continued importance of the manufacturing sector at the core of the regional
economy. Maintaining and strengthening competitive GVCs and international production
networks (IPNs) is critical for the growth of the EAS region post pandemic. COVID-19 also
accelerated the uptake of digitalisation, mainly in the use of communication technologies,
which created a positive impact on economic growth. The Association of Southeast Asian
Nations (ASEAN) and East Asia countries must use the opportunity presented by the
pandemic to accelerate the necessary economic and social transformation.

While we have witnessed the acceleration of information and communication technology
(ICT) in the ASEAN and East Asia region, increasingly complicated global geopolitical
tensions have emerged. Countries that formerly supported free trade and investment now
seek greater control over their economic activities. This political trend may weaken the
rules-based trading regime, which negatively affects production, trade, and investment in
the EAS region. Furthermore, the Russia—Ukraine waris resulting in inflationary pressures
on the EAS economy, as well as food and energy insecurity, which will negatively and
unevenly affect people’s lives, especially the poor or marginalised communities.

Further, global warming and the quest for a low-carbon economy have heightened
environmental concerns. The COVID-19 pandemic temporarily decreased energy
consumption and carbon emissions due to the measures adopted to mitigate its impacts.
However, it seemed that many parts of the world would concentrate on more immediate
problems rather than the environment. Nevertheless, Europe's green movement did
not stop and even escalated, while the Biden Administration in the United States (US)
rekindled global warming concerns. The Russia—Ukraine War may increase demand for
fossil fuels in the near term, but civil society’s environmental concerns have not abated.
ASEAN and East Asia rely greatly on fossil fuels. Manufacturing-based economic growth
is energy-intensive and carbon-emitting. Climate change makes the area vulnerable to
natural calamities. ASEAN and East Asia’s decarbonisation agenda may not be advanced
enough for the global movement.

The ASEAN and East Asia region needs a new development framework with deep

consideration of the COVID-19 experience, the impact of digital technology, and the
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geopolitical uncertainty. The Comprehensive Asia Development Plan 3.0 (CADP 3.0),
the third version of ERIA's development framework for the region, provides such a
framework. It covers the following four pillars: integration, innovation, inclusiveness,
and sustainability. In ensuring recovery and resilience to global uncertainty, the ASEAN
and East Asia region should move towards a more integrated, innovative, inclusive, and
sustainable economy laid out in the CADP 3.0.

Pillar 1: Integration - fully use the new wave of the international division of labour by
enhancing connectivity

The ASEAN and East Asia region has developed competitive and resilient IPNs by
leveraging multinational corporations’ strategy of global optimisation of production
locations and the relative advantage of economic disparities in the region. The driving
force was the reduction in service link costs connecting production units, enabled by
early-stage ICT advancement, coupled with a generally liberalised trade environment.
Multinationals’ production units, located in less developed countries, have promoted
building industrial agglomeration there by trading with local firms. Local firms that have
engaged in IPNs have obtained indirect access to overseas markets and have acquired
technology transfer and managerial know-how from multinationals. For less developed
countries, participating in IPNs or GVCs or joining the international division of labour (IDL)
became an effective way to develop their economies.

Now, the trend of digital technologies such as robotics and wireless broadband networks
(e.g. 5G networks) has dramatically lowered service link costs in terms of face-to-face
communication, and is unbundling individual production units or tasks performed by a
dedicated group of people in a fixed location into subdivided units performed remotely
by discrete people in multiple locations. This is the new wave of the IDL, which is not
dependent on location. To illustrate, it allows a person in an urban area to run an
agriculture business in a suburban area remotely via digital tools. For example, Upwork
Global Inc provides matching services for freelancers throughout the world; Coconala Inc
provides a matching platform for online service individuals and customers; Philippines-
based enterprises offer business processing services worldwide; and online English
lessons from instructors in Cebu compete with on-site lessons in Japan.

Digitalconnectivity is key to participating in the new wave of the IDL. Upgrading connectivity
stands for not only better physical infrastructure, but also smooth and safe information
flows in cyberspace. Securing free flow of data with trust is indispensable. The public
and private sectors in the region must work together to improve infrastructure, rules and
regulations, and the data usage environment.
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Effortstopursuefurtherregionalintegrationarealsorequiredgivenincreasing geopolitical
uncertainty. The geopolitical tension strengthens the popularity of protectionist policies —
weakening the rules-based international trading order, which is an essential condition for
effective and efficient functioning of IPNs in the region. ASEAN and East Asian countries
should uphold the importance of implementing the trade and investment agenda set by
the Regional Comprehensive Economic Partnership (RCEP) and update other regional
integration frameworks under ASEAN centrality. In addition, although the dispute
settlement mechanism in regional trade agreements has barely been used, we should
think of the possibility of harnessing the potential of this mechanism. Ultimately, ASEAN
and East Asia should work together and support the World Trade Organization (WTO) as
an anchor for the rules-based trading regime.

Pillar 2: Innovation - shift some weight from incremental innovation to disruptive
innovation

Digitalisation has remodelled the nature of innovation from incremental to disruptive.
Digital businesses have shifted their weight from simply providing a market-matching
function to helping to upgrade other industries, including traditional industries. Digital
technology has generated vast opportunities for new businesses, and the deployment
or social implementation of digital technology itself can be a good business. Newly
developed countries also have ample room for exploring the advantage of backwardness
by catching up with and even leapfrogging to a higher development stage.

ASEAN can benefit from digital innovation by tapping into the potential of younger
generations, which have an affinity for digital technology. The growing number of ASEAN
start-ups and unicorns led by young leaders is a positive development. The ASEAN and
East Asia governments have played an essential role in establishing Factory Asia and
accumulating incremental innovation through research and development (R&D). Now, the
region needs to combine the accumulated incremental innovation with disruptive digital
innovation. Not only R&D but also the deployment of technology must be emphasised. The
ASEAN and East Asia governments should support innovative activities of the private sector.

To do so, they need to provide a favourable ecosystem for start-ups. First, they should
create a trial-and-error business environment. For high-risk, high-return investments,
venture capital is required. Incubators, co-working spaces, accelerators, and university
education for entrepreneurs provide vital technology hubs. Second, they should nurture
and attract human capital. Creative entrepreneurs and programmers are required. Urban
facilities need to be improved to attract domestic and international human capital and
ensure the mobility of educated individuals. Third, they should link global technology
stocks and deployment. Universities and research institutions should allocate resources
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to start-ups. They should refrain from safeguarding infant industries without careful
consideration. Competition, technology, and management skills are crucial.

COVID-19 increased the use of ICT when the second ICT revolution lowered the cost
of face-to-face communication online. However, face-to-face encounters still have
value, especially in spontaneous encounters amongst intellectuals and intellectual
agglomeration. Attracting creative individuals and activating innovation will be an
important policy agenda for ASEAN and East Asia. Four urban amenities attract well-
educated people: a variety of services and consumer goods, aesthetics, good public
services, and speed. Creative jobs and urban amenities reinforce one other. ASEAN and
East Asian cities are entering the era of competition. Attracting both foreign and domestic
creative talent will be vital for full development.

In the digital age, data and data-related businesses require relevant policies. These
policies are frequently not aligned with economic reality. Improper data policies may be
costly. The free flow of data offers efficiency, but government action may be required to
improve efficiency and productivity and to solve economic and social problems. Policies
may be categorised into the following areas: (i) further liberalisation and facilitation; (ii)
correcting or mitigating market failures; (iii) reconciling values or social concerns with
economic efficiency; (iv) accommodating data flows and data-related businesses in
domestic policy; and (v) industry, trade, and investment.

Data governance policy disputes continue. Privacy is contentious and easily politicised.
Excessive or ineffective protection may hinder data transfers and lead to digital isolation;
worldwide agreement should be sought. Giant platforms need adequate competition, taxes,
and information transparency. The digital economy also requires government discipline
over private data. Cybersecurity requires international collaboration (e.g. a monitoring
system similar to that of the financial market and a joint taskforce to coordinate and/or
synchronise actions against fraudulent attacks).

The WTQO's Joint Initiative on E-commerce appears to be making headway, although
a global policy framework remains impossible in the short term. Even in ASEAN and
East Asia, the legislative structure and digital governance philosophy are different.
Technological growth and economic innovation are fast, thus an international legislative
framework for free flow of data with trust is needed. To develop new international norms,
like-minded countries must collaborate.

Institutionalising governance structures and methods (e.g. in-country coordination and
dialogue amongst digitalisation authorities, effective stakeholder engagement with
industries, and a monitoring system for digitalisation programmes) may also help.
Sharing best practices and enhancing collaboration with regional organisations could
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strengthen the efficacy of the monitoring system. Institutionalising a governance structure
for effective implementation is also required.

Pillar 3: Inclusiveness — address from three dimensions: geographical, industrial, and
societal

Inclusiveness or equity is a significant value that cannot be completely realised through
economic efficiency. Achieving inclusion may be economically expensive at times, yet
inclusiveness and economic efficiency are not always inverses. There are three ways to
approach inclusiveness: geographical, industrial, and societal.

The geographical dimension includes income and welfare disparity across countries and
regions, as well as urban versus rural areas. Balancing urban and rural regions is a key
difficulty in economic growth. Rural communities are often separated from urban growth,
so improving connections is crucial. However, connectivity alone may not improve rural
well-being.When urban-ruraltransport costs fall, two economic forces are generated. One
is concentration forces. Urban agglomeration produces economies of scale and market
proximity. These draw economic activity from rural areas. Dispersion forces are another.
Agglomeration causes land price rises, labour increases, traffic jams, and pollution. Rural
areas may provide benefits such as cheap labour, which drive the relocation of urban to
rural economic activity. Policymakers may relocate certain economic activities to rural
areas for geographical inclusion. The equilibrium between concentration and dispersion
forces must be assessed. To manage these two forces, rural location benefits such as
industrial estates are typically needed.

Three measures may benefit the welfare of rural people. First, providing favourable
geographical advantages in rural areas shifts economic activity from the centre. Location
benefits include inexpensive labour and industrial estates, with dependable economic
infrastructure. Digital technologies, especially communication technology (CT), must
be vigorously promoted to boost food processing, cottage businesses, and software
outsourcing. Second, rural workers could be enabled to relocate to urban areas and
send money home. Industrialisation causes some rural residents to relocate to cities
and suburbs, which enriches rural families. However, too much relocation would hollow
out rural regions, so both measures must be balanced. Third, the scope of the supply of
goods and services should be expanded in rural areas. Rural people’s well-being could be
greatly enhanced. Digitalised services — including medical, educational, and government
services — could be offered to bridge geographical distance by overcoming the digital gap.

The industrial dimension includes multinational corporations versus local firms; large
firms versus micro, small, and medium-sized enterprises (MSMEs); and manufacturing
versus other industries. Industrial inclusiveness is crucial — there is a massive
development gap between large companies and MSMEs. Government subsidies for MSMEs
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have long been the subject of argument. However, at least to eliminate market/failures,
disadvantageous conditions must be removed for MSMEs. At a lower development stage,
MSMEs have internal limits on their product quality and delivery schedule, business
strategy, bookkeeping, entrepreneurship, and engineers. Building core MSME capabilities
should be a priority. At a higher growth level, external limitations become vital. Improved
access to finance, market/matching, and technological resources will be necessary.

Filling the gap between multinationals and local enterprises is also an important issue.
Several empirical studies indicate vertical technology spillovers in manufacturing — local
enterprises acquire access to innovation from multinational purchasers in the same
industrial cluster. Firms in developing countries may learn technologies from (i) foreign
countries, (ii) local colleges and research organisations, and (iii) multinational plants in
the country. While Japan, the Republic of Korea, and Taiwan relied on the first and second
channels, ASEAN has used the third for process innovation and efficiency improvements.
Agglomeration fosters interfirm links.

Additionally, the aggressive use of digital technologies should be encouraged. COVID-19
has hastened the adoption of CT in GVCs. MSMEs are often sluggish to embrace digital
technologies, but they must catch up with the irreversible shift. E-payments and e-IDs
continue to spread, which could help MSMEs expand their operations. The digital divide
must be overcome. Strengthening digital skills education (the abilities, skills, and knowledge
necessary to keep up with digital transformation), as well as technical and financial support
for MSMEs, will not only contribute to digitalisation in the region but also help MSMEs
overcome their sensitivity to economic shocks in the post-pandemic era.

The societal dimension includes gender, ageing, disability, healthcare, education and
human resources development, economic and social resilience, food security, and social
protection. The digital divide amongst people has widened during the pandemic — people
who can secure a computer and internet connection can continue to work and learn, but
those who cannot are left behind. ASEAN and East Asian countries should cooperate in
developing digital infrastructure and digital skills at the individual level.

Financial inclusion is another long-term challenge. Smartphones, e-payments, and
e-banking have enhanced impoverished rural people’'s access to the payment system
and bank accounts. Digital technology is shifting the paradigm, yet financial inclusion
needs to be developed. Social protection is another concern. Ageing populations may
require a pension system, but health insurance is a more serious concern. An immediate
task is to establish universal coverage. Further, although traditional social protection with
familial connections remains, the government burden of social protection such as caring
for older persons will certainly increase. The lack of a progressive tax structure and
wealth redistribution policies in ASEAN and East Asian emerging nations will be a serious
political problem in the future.
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Pillar 4: Sustainability — three key areas: energy and environment for low-carbon
growth, resource and waste management, and disaster management

For the ASEAN and East Asia region, sustainability is not only a long-term issue but also
responds to immediate and urgent problems. The impacts of climate change and natural
disasters are more pronounced in ASEAN than in any other part of the world. By 2050,
climate change is projected to reduce ASEAN's gross domestic product (GDP) by up to 6%.
In 2021, ASEAN adopted the Framework for Circular Economy for the ASEAN Economic
Community, developed with the support of ERIA, emphasising the role of digitalisation as
one of the strategic priorities.

Fully utilisingdigitalisation and creating solutionsthatcomplementeconomicdevelopment
are key for a region with countries at different development stages. Technologies of the
Fourth Industrial Revolution have proven to be effective accelerators for the circular
business model or circular supply chains in several industries such as ICT, mining and
manufacturing, education, and healthcare.

As Parties to the Paris Agreement, ASEAN Member States (AMS) are making vigorous
efforts towards a low-carbon energy transition. Following the Glasgow Climate Pact, the
ASEAN region will need to intensify such efforts to reach carbon neutrality. Pathways
towards carbon neutrality could be diverse between countries as one size does not fit all,
and each country’s specific national circumstances must be taken into account.

In pursuing their respective carbon neutrality goals, AMS need to explore a variety of
options and use all available fuels and technologies. Their decarbonisation pathways
also need to ensure other policy objectives — availability, accessibility, and affordability.
Given the high priority placed on poverty eradication, affordability is of great importance.
Technology development (e.g. carbon capture, utilisation, and storage), international
cooperation, and a technology-optimal approach will be needed to minimise the cost of
decarbonisation.

ASEAN and East Asia are vulnerable to natural disasters as well as disasters induced
by human behaviour, such as drought, floods, typhoons, earthquakes, tsunamis,
and volcanoes. Preparedness, early reactions, and recovery are crucial for disaster
management. The region’'s good and bad experiences can be shared. Satellites, early
warning systems, and swift rescue schemes should be pursued.
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COVID-19 raised concerns about GVC interruptions. Providing additional options for
private sector expansion and diversification will make GVCs more robust and resilient.
Participation in GVCs by developing countries improves diversification and risk
management. The digitalisation of supply chains and trade and market integration
improve GVCs' robustness and resilience. Investing in digital technology may help map
and monitor supply networks to detect risks and bottlenecks. Fa