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Foreword

The Asia-Pacific region has long held a reputation as a strong performer in human devel-
opment. Yet, hidden beneath this surface are stark disparities, and recent years have
seen significant disruptions, in line with global trends.

Today, the world grapples with an unprecedented confluence of interconnected risks.
These risks render the path forward for human development far more challenging to
navigate and sustain.

It is against this evolving backdrop that the 2024 Asia-Pacific Human Development
Report examines how this region can renew, even redefine, human development
momentum, while steering through the turbulence ahead. The Report lays out the risks
and uncertainties of the future, gives structure to them, and articulates broad directions
for bold action to drive change.

In doing so, it makes three distinct contributions.

First, human development and growth strategies need to be integrated far better. All
too often, the focus on people becomes an after-thought. Going beyond concepts,
the human development approach needs to be better mainstreamed into countries’
decision-making. The clarion call is clear: prioritize people — both current and future gen-
erations — in every facet of our vision and action for the future. And start today.

Second, as we look to the future, we need to recognize that no one has definitive
answers to the complex challenges that the world faces today. It is clear however that
to thrive, we need to diversify our strategies and prepare for multiple potential futures.
The Report offers a panoramic view of strategic approaches, interlinking them where
feasible, and providing numerous practical country examples of applications.

Third, the Report goes beyond conventional diagnostics of bottlenecks and laundry
lists of policy solutions. It emphasizes the key question of how to make change happen.
It probes the politics of reform and explores how we can spark the spirit of change. It
examines how to enhance governance with foresight, adaptability, and agility to facili-
tate better implementation and turn new ideas into action.

The Asia-Pacific region wields a significant influence over global development outcomes
and prospects. Our hope is that this Report not only reimagines our approaches to reig-
nite the momentum of human development in the region, but also inspires the same, for
other regions and countries across the world.

Achim Steiner
Administrator
United Nations Development Programme
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Preface

Human development in Asia and the Pacific has been a tale of qualified success. The
birthplace of the export-led growth model and a pioneer in the human development
approach, the region has seen long-term and continued transformative progress in
reducing poverty, improving health and education, and enhancing living standards for
millions of people.

Yet, the Asia-Pacific region continues to embody wide and persistent disparities between
and within countries. Many people still face multiple forms of deprivation and insecurity
—economic, social, political, and environmental. On top of that, recent disruptions such
as COVID-19, the cost-of-living crisis and geopolitical tensions have brought about new
challenges.

We now stand at a crossroads where three major risk clusters converge. First, the exis-
tential threats stemming from climate change and pandemics. Second, the disruptions
to established drivers of growth and job creation, at a time of new trends in globalization
amid intense demographic and technological change. Third, the threats to the momen-
tum of change resulting from democratic backsliding, rising populism and polarization.

The 2024 Asia-Pacific Human Development Report, titled ‘Making Our Future: New
Directions for Human Development in Asia and the Pacific’ prompt us to ponder, with
full humility that there is much we do not know: How can the region advance human
development in this new era of turbulence?

How can it address the existing gaps and inequalities while building resilience and sus-
tainability for the future? How can it also harness new opportunities and cope with the
challenges arising from the convergence of the above risks?

Drawing from the latest data, evidence, and analytical insights, the Report provides a
comprehensive yet nuanced assessment of the state of human developmentin Asia and
the Pacific. Its focus is forward-looking. The region can draw inspiration from its past
successes and proven models. However, to drive human development in this evolving
era, countries will need to go beyond past approaches and update their playbooks. This
entails revisiting strategies towards human development and growth, better integrating
the two, as well as intensifying efforts to transform strategy into practice.

The Report charts a course through this turbulent era, empowering countries and their
citizens to thrive. It presents interrogations that underpin three strategic shifts:

« Unpacking ‘people first’. To prioritize people’s needs, the human development
approach needs to be mainstreamed better into countries’ decision-making arenas.
The analysis gives greater focus to enlarging individual, institutional and societal
capabilities, by tackling persistent exclusion and indignity, and enhancing peoples’
agency.
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« Sustaining smart growth. Economic growth, steered towards human development,
is and remains vital. Facing growing headwinds to growth and job creation and the
prospect of further disruption, it is time to recalibrate both export-led and domes-
tically oriented growth strategies. The Report highlights new bright spots in this
regard.

- Boldly driving change. The recommendations presented are only as strong as the
actions taken to bring them to life. To tackle the human development backlog and
prepare for the future, greater focus is needed on making change happen. This
requires enhanced focus on the delivery of change, where governance mecha-
nisms that are more anticipatory, adaptable, and agile can help. What this will take
is further unpacked.

In short, advancing with foresight and, more crucially, with proactive action are the pri-
mary principles this Report seeks to embed. It takes cognizance of the circularity of
human development that drives through the region’s turbulence and can reset directions
to accommodate voices of the new age. It calls on policymakers aiming for transforma-
tive change to place emphasis on scalable measures — ‘going big’ on universal internet
access, nurturing entrepreneurial skills for innovation, and financial incentives aligned
with growing capabilities. But it is equally important to frame such actions as palatable
political choices today, so that they outshine the temptation of pursuing short-term gains
or special interests at the expense of what serves human development in the longer
term.

Each country will arrive at its own strategies tailored to national and local circumstances,
but all countries stand to gain from a more integrated approach that puts people first,
delivers smart growth and effectively drives change. Come what may in this unpredict-
able future journey of development, we are betting on this path to ensure a more secure,
peaceful and sustainable way forward.

Kanni Wignaraja

Assistant Secretary-General, Assistant Administrator and Regional Director, Regional
Bureau for Asia and the Pacific

United Nations Development Programme
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Overview

Human development is about people, about expand-
ing their opportunities and choices, and improving their
well-being. People and communities should not be pas-
sive beneficiaries of development but active agents who
can engage fully in economic, social and political life, and
in building human security — while remaining committed
to a healthy environment and careful stewardship of the
planet for future generations.

In Asia and the Pacific, the human development journey
has been a story of progress, disparity, and disruption.
Alarmingly, the region is not on-track for achieving any
of the Sustainable Development Goals, and millions of
people live precarious lives with multiple threats to their
security. And in many respects the current position is
becoming more difficult. The region is faced with exis-
tential threats such as climate change, and a changing
technological and trade environment that can hamper
economic growth and job creation. There are also mount-
ing risks to effective policy implementation arising from
the erosion of democracy and national institutions, and
increasingly polarized public opinions.

To reinvigorate human development amidst a turbulent
development landscape, the 2024 Asia-Pacific Human
Development Report proposes new directions. Build-
ing on the region’s past successes, Making Our Future
sets out practical pathways and advocates a three-pillar
approach: mainstreaming human development, recali-
brating growth strategy, and making change happen.

Human development in the Asia-Pacific
region has been a tale of progress, disparity
and disruption

The region has been at the forefront of many economic
transformations. These can be traced back to Japan’s
early experience with export-led industrialization, which
was followed by the emergence of the Asian Tigers, and
the rise of the economies of South-East Asia, South Asia
and China. These shifts, featuring just-in-time produc-
tion and integrated value chains, established Asia as the
world’s manufacturing hub and enabled many countries

to climb the income ladder. Asia and the Pacific now
accounts for more than one-third of global output and is
expected to provide about two-thirds of global growth,
underscoring a shift to a multi-polar global economy.

Asia and the Pacific has pioneered new approaches to
human development. These range from extensive public
housing in Singapore to innovative microfinance in Bangla-
desh and mobile banking in Indonesia and the Philippines,
and the ideas that underpinned human development in
Bhutan, SriLanka and Viet Nam. Countries have been able
to learn from each other and adapt different ideas to their
own new specific contexts. Along with rapid economic
growth, this helped over 1.5 billion people in the region
exit from extreme poverty.

Building on these approaches, the region has made con-
siderable progress in long-term human development.
Over the last three decades, the human development
index (HDI) has surged by 19 percentage points — the
greatest leap in the world. In addition to rapid increases
inincomes, adult literacy rates rose from 66 to 86 percent,
tertiary completion rose from 19 to 36 percent, under-5
mortality plummeted from 83 to 22 per thousand live
births, and life expectancy increased from 64 years to 72.
These are remarkable accomplishments.

But the benefits have not been equally shared. There
are still widespread disparities among Asia-Pacific sub-
regions, and across and within countries, with rampant
and persistent structural exclusion.

« Inequality remains deeply entrenched — The richest
10 percent consistently command over half of total
income, and in South Asia in particular,income inequal-
ity has been worsening. There are also persistent
inequalities in the distribution of wealth, especially
in South-East Asia and South Asia, with the highest
wealth inequality observed in China, India, Myanmar,
Sri Lanka and Thailand. And human development
progress overall has been very uneven.

« Millions of people are trapped in poverty — Despite
massive progress in reducing monetary poverty,
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driven in large part by the ascent of China’s economy,
around 185 million people remain extremely poor in
absolute terms, earning less than $2.15 per day. Even
more are living in relative poverty, with around 1 bil-
lion classified as ‘societally poor’ — living on less than
half the median income. Another important measure is
the multidimensional poverty index (MPI) which takes
account of deprivations in the areas of education,
health, and living standards. Asia and the Pacific has
around half the world’s multidimensionally deprived
— 500 million. Of these, 400 million are in South Asia,
although since 2005 India has managed to lift 415 mil-
lion people out of multidimensional poverty.

Asia and the Pacific has deep gender biases —Women
have made gains, in education, for example, and in
health, and in financial access, as in South Asia where
their ownership of financial accounts jumped in one
decade from 24 to 66 percent. Nevertheless, women
are still held back by many biases and structural bar-
riers, and in some countries, women have suffered
serious setbacks in gender equality and empow-
erment, where the specific constraints of women
working in Afghanistan are of particular concern.
Throughout the region, about 800 million women are
out of the workforce. In The Islamic Republic of Iran,
for example, women’s labour force participation is 14
percent, despite high enrolment in education, and in
Pakistan it is 25 percent, compared with 69 percent
in Viet Nam.

Millions of workers are confined to the informal sector,
and there is a pronounced digital divide — Asia and
the Pacific has around two-thirds of the world’s infor-
mal sector workers, around 1.3 billion. In South Asia,
the proportion of workers in the informal sector is 87
percent, and even in East Asia it is 50 percent. At the
country level, at one end of the spectrum is Tonga at
97 percent and at the other the Republic of Korea at
27 percent. In addition, there are vast differences in
digital access: 40 percent of the region’s people are
digitally excluded, with notable gender and urban-ru-
ral inequities.

There is also a significant ‘planetary-pressures’ divide
— Asia and the Pacific has countries across the whole
greenhouse-gas spectrum, with emitters large and
small, and net positive countries such as Bhutan,
as well as some of the nations most exposed to the
impacts of climate change. Fossil fuels account for
85 percent of energy consumption, and over the

past three decades the Asia-Pacific contribution to
global CO, emissions has risen from one-quarter to
a half. The planet’s biodiversity is under threat due
to habitat loss, pollution, overexploitation, and inva-
sive species, and this is being accentuated by climate
change. Since 1970, the Asia-Pacific region has seen
the third-largest biodiversity decline in the world after
Latin America and Africa. Such ecological and envi-
ronmental pressures poses increasing risks for the
200 million people in the region who depend on for-
ests for their health and livelihoods. When accounting
for these environmental strains, the human develop-
ment picture darkens, especially for the richer nations
with larger ecological footprints.

Along with the rest of the world, Asia and the Pacific has
experienced a series of devastating disruptions, nota-
bly the COVID-19 pandemic, the impact of the war in
Ukraine and the cost-of-living crisis.

« The pandemic and the ensuing shutdowns affected
around halfthe region’s informal workforce — Numer-
ous countries suffered serious losses in income from
tourism, remittances and manufacturing that employ
a large number of informal workers, especially the
Pacific Island countries. In South Asia and South-East
Asiain particular, the shocks exposed the weaknesses
of healthcare systems. Then came the war in Ukraine
and the ensuing cost-of-living crisis. In 2020 and 2021,
combined with the pandemic, this series of blows led
to a broad decline in the human development index
in all subregions except for East Asia. Countries that
also had macroeconomic and debt crises suffered
even more.

« Hardest hit were women in poor households — The
region has recently seen its worst decline in gender
equality in two decades, particularly in South Asia and
the Pacific. During the pandemic, women bore a dispro-
portionate burden of domestic obligations, including
household chores and caring for children and for sick
and elderly family members. During 2020 and 2021,
there were serious setbacks in Papua New Guinea and
Myanmar, and especially in Afghanistan where women
saw decades of progress reversed, with grave infringe-
ments on their basic rights and freedoms.

« On climate change, good intentions are rarely
matched by action, and CO, emissions continue to
rise — By August 2022, 30 countries had pledged
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carbon neutrality, but most lacked well developed
and financed strategies to put this into effect. In 2022,
Indonesia, for example, increased coal burning by 33
percent versus the previous year. Governments have
often given greater priority to economic growth and
poverty reduction or used coal exports to offset rising
external debts.

- Finally, over the past decade the region has seen
a reversal in democratic practices — The pandemic
allowed governments to tighten restrictions on civil
liberties and infringe on political rights while weak-
ening mechanisms for accountability. Asia and the
Pacific has seen a recent shift towards the limiting of
public and civic spaces to a degree last seen in the
late 1970s, and there seems little prospect of animme-
diate democratic revival. This has major implications in
some locations for overall development trajectories —
and for inclusivity and equality. And if the above shift
also enables monopolies, this will reduce economic
competitiveness.

Unmet aspirations, heightened human
insecurity, and a potentially more turbulent
future create an urgent need for change

On current trends, the region is not on track to deliver
any of the Sustainable Development Goals (SDGs). A
significant gap has opened up between aspirations and
realities, with particularly alarming regressions for the cli-
mate change targets. It is now anticipated that the SDGs
will not be realized by 2030, but by 2065. Nevertheless,
the essence and ambitions of the 2030 Agenda remain
as pertinent as ever.

Across Asia and the Pacific, millions of people live
precarious lives with multiple threats to their secu-
rity — social, political, and environmental. In South and
South-East Asia in particular, countries are grappling with
conflicts, political unrest, or significant economic hurdles.
Unmet aspirations amid high levels of human insecurity
make for a volatile and potentially combustible combina-
tion, making it even harder to achieve cohesive human
development.

The region also faces a potentially more turbulent
future as the development landscape is being reshaped
by three clusters of interacting risks.

« Existential risks — One of the most profound existen-
tial threats is climate change. In addition, there is the
prospect of future pandemics akin to COVID-19, with
a predicted likelihood of recurrence of around 50
percent within the coming 25 years.! These risks are
heightened by the way human beings interact with
nature. Cities continue to grow rapidly, due to pop-
ulation growth, migration, and economic allure, and
the region now hosts six of the world’s largest coastal
mega-cities like Tokyo and Mumbai.

« Challenges to established growth and job creation
engines — As richer nations deal with aging populations,
straining their health and social systems, less affluent
ones strive to employ their youth and provide essential
services. In South Asia, 80 percent of young workers
are ininformal sectors, with 30 percent neither in educa-
tion nor employment. Youth unemployment is persistent
and, in several countries, rising. At the same time, glo-
balization is being weakened by geopolitical tensions,
sluggish recoveries in richer economies, and growing
disparities. Rapid technological advances and energy
transition create new opportunities but also significant
challenges for job markets and competitiveness.

+ Risks to the momentum of change — In an era defined
by unmet aspirations and looming uncertainties,
the potential for reform is being diminished by fac-
tors such as democratic backsliding, rising populism,
polarization and growing mis- and dis-information
on social media platforms. In addition, while digital
technologies bring many benefits, they can also have
negative results. And while retaining open access is
key, Al-driven social media platforms, for example,
have come to play an outsized role in shaping public
opinion and fanning the flames of division. Amidst a
noisy space of polarized opinion, itis becoming harder
to craft and implement forward-thinking changes.

These clusters and their components inevitably overlap.
Urbanization, for example, while facilitating the spread of
viruses, also fosters economic growth by bringing people
and businesses together. The use of Al and social media, if
not framed by positive behavioural and regulatory actions,
may not just eliminate jobs but also hamper policy imple-
mentation by heightening conflict and contributing to
misinformation. Policy actions too can cut across the clus-
ters — as when the deployment of solar power generation
to counter existential risks can also catalyse new engines
of growth.
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Setting new directions for human develop-
ment will require a revamp of old practices,
but the region can find inspiration in its
own proven models

The export-led growth and human development para-
digms, which originated in the region, remain rich sources
of ideas and inspiration, but they require adaptation to
maintain their effectiveness. The Asia-Pacific region
was the birthplace of the export-led growth strategy, and
where the human development approach, the brainchild of
two South Asian economists, was operationalized across
several countries. However, to ensure more prosperous,
equitable and environmentally sustainable outcomes in
the 21st Century, these paradigms need to be reshaped,
modernized and mainstreamed. In particular, the human
development approach should be more widely adopted if
it is to fulfil the rights and meet the needs of current and
future generations. And the export-led growth model needs
to evolve with the times if it is to generate the right kind of
growth that generates ample jobs and reinforces human
development in all its dimensions.

But truly 'making our future' means going one step fur-
ther and addressing issues of governance and the politics
of reform. Turning ideas into action will require more proac-
tive and visionary leadership. With anticipatory, adaptable,
and agile policymaking, pro-active governance can swiftly
re-allocate resources and priorities towards new poli-
cies and programmes. It can also support vision-oriented
development, while building consensus, collaboration
and partnerships, and facilitate investment in critical sec-
tors and human capacities. More fundamentally, it is also
important to incentivize change itself. This will require a
deeper understanding of and greater focus on socio-po-
litical roadblocks and how to devise ways around them.

By prioritizing people’s needs, both now
and in the future, countries can enlarge
opportunity for all, diminish human inse-
curity, and uphold obligations to coming
generations

The practice of human development could be more
closely integrated into the region’s core decision-mak-
ing arenas. People-centred perspectives and the voices
of future generations are often sidelined, as recent disrup-
tions have exposed and persistent disparities continue to

illustrate. It is important that this imbalance is rectified as
we anticipate the forthcoming changes that will reshape
our development landscape. For this, there can be three
broad priorities.

First — Expand people’s choices.

« Tackle persistent structural exclusion and uphold
human dignity. This applies, for example, to women,
youth, informal workers, persons with disabilities,
LGBTQI+ people, and marginalized groups. The aim
should be to end discriminatory laws, norms, and prac-
tices towards women, and champion the interests of
persons with disabilities and LGBTQI+ people. More
generally, this will also include creating better jobs
for the vast informal workforce, and providing young
people with education that can lead to productive
employment. This fulfils people’s basic rights. But it also
makes a good business case. Women'’s equality alone
could by 2025 add $4.5 trillion to the region's collec-
tive annual GDP, while disability-inclusive employment
might increase GDP by one to seven percent.

« Enhance human capabilities by increasing access to
quality education and health. Teaching methods will
need to be updated, with more digital education, and
curricula better aligned with industry needs. Bangla-
desh’s a2i Teacher’s Portal, for instance, has equipped
over half a million teachers with digital skills. It will also
mean commitment to universal health coverage. All of
the above will require a high-level commitment from
governments to design, implement, and finance edu-
cation and health systems and services to enhance
human capabilities for all.

Second - Enhance human security. Governments can
tackle some of the root causes of human insecurity while
cushioning the impact of sudden shocks, by:

« Overhauling social protection. Integrated national
social protection systems can provide cash support
along with skills training and job opportunities, partic-
ularly for the ‘missing middle’ — those in the informal
sector or marginally above the poverty line. Singapore,
for example, has emphasized lifelong learning to boost
productivity across all age groups. Nepal has shown
how merging cash transfers with livelihood support,
and better financial access and health benefits, can
help enhance resilience among vulnerable women.
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« Ensuring resilient health systems. This involves invest-
ing in national and community systems for universal
health coverage (UHC). Especially in countries where
populations are ageing, health systems need more
sustainable financing. This would also enable them
to incorporate greater climate resilience and respond
better to pandemics, while promoting equality and
creating gender-sensitive solutions. Thailand, for
example, has made a strong start on UHC, while
the Philippines, backed by tobacco and alcohol tax
reforms, has effectively extended UHC to its most vul-
nerable groups.

« Investing in risk-informed development. Asia and the
Pacific is highly exposed to natural disasters, and
needs to build greater community resilience, par-
ticularly in coastal areas, making full use of recent
technological innovations. Countries are also facing
climate-induced migration and displacement, which
will require regional cooperation. Many of the coun-
tries most exposed to natural disasters have been
aiming to ensure sufficient finance. In Tonga, for exam-
ple, the Government has embedded resilience in the
Ministry of Finance’s planning and budgeting systems,
and created a Resilient Development and Financing
Division.

« Bolstering food security. Countries can invest in agri-
cultural productivity and stronger supply chains while
promoting sustainable farming practices. Singapore for
example, is researching new agri-tech methods, aiming
by 2030 to produce 30 percent of its food through ver-
tical farms. Similarly in Thailand and Pakistan, fintech
and agri-tech, are harnessing artificial intelligence and
advanced analytics to boost production, while widen-
ing financial access for small-scale farmers.

Third — Safeguard the interests of future generations.
The region urgently needs to transition towards car-
bon-neutral and climate-resilient development. This
should support people currently suffering from climate
change impacts while also fulfilling responsibilities to
future generations. This will mean:

« Accelerating the Just Energy Transition and striv-
ing for net zero. Power grids can be revitalized and
strengthened using a systems approach to equip
them to handle the surge in green energy — from
solar, wind, and hydro. In areas with extensive grid
coverage, shifting to renewables can be challeng-

ing. Off-grid solutions may be an interim answer until
grids adjust. Meanwhile, workers in the fossil-fuel
sector should be enabled to transition to green jobs
by re-skilling. Social protection is vital for a just transi-
tion, building resilience and capabilities of vulnerable
people to weather shocks and seize opportunities
over a life cycle.

« Investing in adaptation and disaster-risk reduction.
While 27 Asia-Pacific countries have updated their
adaptation plans, only 8 percent of the regional
finance for climate change is devoted to adaptation.
Sri Lanka, for example, in 2016 took the lead with its
National Adaptation Plan, followed by Bangladesh,
Pakistan, and Papua New Guinea (PNG). But there are
significant financing gaps, for which it will be important
to engage more with the private sector. Mechanisms
to address these gaps include the 2021 Systematic
Observations Financing Facility, co-founded by UNDP,
the World Meteorological Organization and the UN
Environment Programme.

+ Repurposing subsidies that harm the environment so
as to protect ecosystems and conserve biodiversity.
PNG, for example, is evaluating the market value of
ecosystem services, while Sri Lanka is examining the
economic implications of subsidies for marine fish-
eries, energy, agriculture, coastal aquaculture, and
transport.

« Managing public finances more responsibly. Over-
burdening future generations with debt hampers
human development. Proactive debt management,
revenue mobilization, and SDG-aligned investment
are vital. Some Asia-Pacific countries, like Cambo-
dia and Nepal, have benefited from these practices.
Others, such as India, Republic of Korea, Malaysia, and
Thailand, reduced risks with national currency debt.
Innovative tools like debt suspension clauses during
disasters or ‘debt-for-nature/SDG swaps’ can unlock
resources for SDG investments.

While tackling overarching, systemic issues, each country
can devise its own strategies for mobilizing and allocat-
ing resources while negotiating necessary trade-offs.
Certain facets of human development are non-negotiable,
such as women’s rights, and equal and fair treatment in
accessing resources. But there will inevitably be multi-
ple calls on public funds that will require trade-offs and
compromises. In addressing such issues, governments
can use comprehensive financing approaches that optimize
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public funds, catalyse private finance, and direct investment
to sectors with the greatest anticipated impact to foster
an economic climate conducive to growth so that more
resources can be channelled into human development.

By recalibrating their growth strategies,
countries can unlock new drivers of growth
and job creation that stimulate positive
upward spirals of opportunity, prosperity
and security

Economic growth kindles the imagination. Think of what
a difference it can make. The global economic leaders
of the year 1700 had per capita incomes that surpassed
Afghanistan and Nepal’s figures in 2018, as long-term
comparisons based on the Maddison Project suggest. By
1870, the frontrunners of that year were ahead of mod-
ern-day Bangladesh and Cambodia. Or contrast this with
India, Lao PDR, Myanmar, Pakistan and Viet Nam, whose
2018 incomes were less than the top global players a cen-
tury earlier. While these comparisons might seem stark or
eclectic, with economic and historical roots, they highlight
the vast potential that could be unlocked by incremental
progress through steady and sustained growth.

While economic growth remains necessary for human
development, it needs to be the right kind of growth. In
Asia and the Pacific, as elsewhere, growth has been cru-
cial for reducing poverty and for human development by
creating positive upward spirals of opportunity and pros-
perity, while also contributing to security. But beyond the
pace of growth, it is also important to consider its nature
and quality. Growth may, for example, be pursued with
little regard for human rights, making people work long
hours with inadequate pay and poor or dangerous work-
ing conditions. And if the benefits of growth are mainly
seized by the more powerful groups in the formal econ-
omy, growth can result in dualistic economies, with most
of the population left behind in the informal sector and
vulnerable to external shocks. Also, rapid growth often
comes with large environmental footprints.

A robust growth strategy in this new era will require a
fresh approach towards export-led growth. Many coun-
tries will be looking to export-led growth, connected to
trade, foreign direct investment (FDI) and technology.
But with external market conditions becoming more
competitive, a razor-sharp focus on competitiveness and

diversification becomes even more essential. Atthe same
time, workers should also benefit from fair-wage policies
and employment rights, along with skills development
and training. Connecting export industries, particularly
those in free trade zones, with the domestic economy
can invigorate local industries and services. While coun-
tries like Bangladesh, Cambodia, the Philippines and Viet
Nam have made progress in this direction there is ample
room for more.

At the same time, all countries can maximize the poten-
tial of domestic markets. This is particularly important
in larger countries. National and local governments can
smooth internal trade by harmonizing regulations and
improving transportation, while encouraging subnational
specialization in particular goods or services. In many
Asia-Pacific countries, most workers remain on the periph-
ery of formal economies, with little institutional support,
social protection, or opportunities for training. Govern-
ments can improve productivity and workers’ rights by
enabling more people to join the formal workforce, while
also improving informal sector livelihoods. It is also vital to
dismantle gender barriers and ensure equal opportunities
for women. Beyond upholding the basic rights of half of the
region’s population, this move offers substantial economic
advantages. It enables countries to harness an underuti-
lized talent pool, with skill, and entrepreneurial spirit.

In Asia and the Pacific, countries can latch onto four key
areas of opportunity.

« Manufacturing — Over the past two decades, the con-
tribution of manufacturing to national economies has
been falling as many countries have steadily dein-
dustrialized. This could be deemed as premature.
Manufacturing can have side-effects that require
attention, such as lax labour standards, or environ-
mental hazards, or the creation of enclaves. But it can
still bring many benefits, with linkages to trade and
innovation. For many countries in the region, indus-
trialization still holds promise, even if it may require
pursuing different industrial pathways.

« Services and agriculture — Technological change has
been blurring traditional distinctions between ser-
vices and manufacturing, and also between services
and agriculture. To maximize productivity, ‘agricul-
ture 3.0’ makes full use of GPS and other digital and
biochemical technologies, and increasingly relies on
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inputs from manufacturing and from providers of ser-
vices. There are thus opportunities at the intersection
of all three sectors.

« Thegreen, blue and purple economies — Inthe green
economy, the need for decarbonization creates oppor-
tunities to innovate in value chains and infrastructure
and adapt, for example, to the EU’s Carbon Border
Adjustment Mechanism. In the blue economy, the
region’s rich marine resources can be optimized
and sustained through new technology and invest-
ment — which is especially important for Small Island
Developing States as well as for countries with long
coastlines. In the purple (care) economy, girls and
women typically spend long hours on unpaid care and
household work. But there should also be opportuni-
ties for commercial or state provision that is not biased
by gender and will free women for greater economic
and political participation.

«  Frontier technologies — Rapid technological advances
in a variety of fields are transforming manufacturing
industry, lowering entry barriers and allowing firms
in the Asia-Pacific region to produce complex, high-
er-value products such as electric vehicles, storage
batteries, solar panels, pharmaceuticals, or smart-
phones. In addition to assembly, firms are integrating
backward into the manufacture of parts and into R&D,
and forward into services that augment the value
generated by industry taking advantage of digital tech-
nologies that are sweeping through the services sector.

All these areas should help meet the aspirations of
younger generations. Manufacturing will remain a crucial
source of growth and employment for young people in
lower- to middle-income nations, especially in light- and
medium-tech domains. But manufacturers also need to
pivot to low-carbon options, which will add to costs and
uncertainties. Opportunities for employment will depend
on the composition of demand, the rate of technological
evolution, and the quality of workforce skills. Some work-
ers can also be expected to migrate overseas to make the
most of their potential.

Alongside people-centred measures, focused on such
areas as education and skills, several policy priorities
emerge to safeguard growth and spur job creation.
Effective leadership and governance form the founda-
tion. Macroeconomic stability requires fiscal discipline
and affords flexibility to pursue reform. And to tap into

markets created by the region’s booming middle classes,
governments and industry will need greater external
focus — seeking to deepen regional trade ties while also
fostering connections at the global level. Streamlining
business processes, reforming state enterprises, and fos-
tering start-ups and entrepreneurship remain essential
for market competitiveness. Techno-industrial strategies
should promote innovation, prioritize market cues, permit
firm exits, and consider environmental impacts.

To spark the spirit of change and put new
ideas into practice, greater focus is
needed on the politics of reform and the
effectiveness of delivery systems

The preceding recommendations are only as potent
as the actions taken to bring them to life. Proactively
'making our future' will need greater emphasis on the
politics of reform and the design of effective delivery
mechanisms — tasks which are more difficult at a time of
democratic backsliding, rising populism and polarization,
and declining citizen trust in public institutions. Policy
makers also need to engage with social media and deal
with information pollution.

The leap from strategy to action will also require a shift
in mindset among leaders and communities, as well
as stronger institutions for implementation. Genuine
transformation will rely on thoughtful consideration and
attention to practicality, as well as on the capacity to make
strategic course corrections. As demonstrated during the
pandemic, governance has to adjust rapidly to the needs
ofthe moment and execute necessary course corrections.

Governance that is fit for the future reflects an aspi-
ration, yet it is no utopia. It is a journey, a process of
continuous learning, experimentation, and improvement.
While the region boasts a spectrum of governance struc-
tures, all will benefit from mechanisms that are adept at
implementing the necessary course corrections to tap
into the opportunities of tomorrow.

Future-fit governance systems will need three main
characteristics:

« Anticipation — Foreseeing potential challenges, oppor-
tunities, and changes in the environment, by picking up
on arange of signals and imagining different scenarios.
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Adaptability — Being able to adapt to new information,
changing conditions or shifting priorities — through
iterative approaches based not just on learning, but
also unlearning.

Agility — Responding quickly to new information or
unexpected events by redirecting resources, based
on close collaboration across agencies and engaging
citizens in budgetary decisions.

And in the face of inertia, it is also important to spark
the spirit of change, through:

Nurturing political will — Political leaders or deci-
sion-makers may be unsure about venturing in new
directions, or feel they lack knowledge and capacity
to create new narratives. In this case they can benefit
from ‘strategic accompaniment’ by well-placed and
competent advisors who can provide sustained and
evidence-based advice.

Collaborative leadership — This will be necessary
to bridge gaps and build consensus around crucial
policies. It can be based on insider mediation to
resolve conflicts and facilitate conversations between
competing groups.

« Civic engagement — Active citizenry and multi-stake-
holder partnerships can ensure diverse perspectives,
promote social cohesion and solve problems at the
grassroots level. In addition to traditional forms of
engagement, citizens can now participate through
platforms for e-governance and innovation.

* * %

Each country will choose its own solutions, but all will
benefit from an integrated approach. Swift economic
growth will not suffice. Nor will promoting human devel-
opment at the expense of growth. In addition, no strategy
will succeed without accompanying actions to bring it to
life. Countries can instead employ all three components of
the proposed approach: mainstreaming human develop-
ment; recalibrating growth, and making change happen.
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Chapter 1. The State of Human Development:
Progress, Disparity, and Disruption

Efforts to drive transformative change, expand opportunity, and bolster resilience in
Asia and the Pacific can be grounded in a clear understanding of the region’s human
development experience — a story of progress, disparity, and disruption.

Over recent decades, with a few exceptions, the Asia-Pa-
cific region has made transformative progress in human
development. The leading economies, fuelled by the
Asian ‘economic miracle’, have achieved exceptional
development milestones. Lesser known perhaps is the
region’s ongoing evolution, as other countries continue
to make steady but consistent progress.

But the benefits have been distributed unevenly, perpet-
uating and amplifying historical disparities, both among
and within countries, and with some increases in absolute
deprivation. These differences partly reflect differing start-
ing points, but they are also a consequence of diverging
human development pathways, and ‘structural exclusion’
of different groups — based on gender, or informality, and
more recently on access to digital services.

Environmental disparities are equally conspicuous within
the region. Across Asia and the Pacific, countries pan the
entire spectrum of greenhouse gas emissions, with emit-
ters large and small, as well as some most susceptible to
the impacts of climate change. Variations in the speed
and patterns of growth have also yielded a wide range of
outcomes for biodiversity, with a rapid decline observed
in numerous countries.

Development momentum has been interrupted recently
by damaging disruptions. The COVID-19 pandemic, the
war in Ukraine, and the cost-of-living crisis have dealt
severe blows, eroding core elements of human devel-
opment in many countries and increasing the incidence
of poverty. Several countries have also seen backsliding
with regards to gender equity and the principles of dem-
ocratic governance. Climate commitments have been
weakened, too.

Long-term progress

Since the 1960s, the Asia-Pacific region has had a sequence
of transformations. Many countries experienced substan-
tial political reforms, along with rapid socio-economic
development, and deep structural change. In the van-
guard were the first-generation, newly industrializing
countries (NICs) including Singapore and the Republic of
Korea, followed by second-generation NICs like Malaysia,
Thailand, and China. All achieved exceptional milestones
in human development, typically underpinned by consis-
tent investment in infrastructure and education. Other
countries also made transformative progress, as in Ban-
gladesh, Fiji, India, Indonesia, Sri Lanka, and Viet Nam.

This dynamic progress positioned the region as an influ-
ential player on the global stage. From 1960 to 2021, the
Asia-Pacific share of global GDP soared, from 13 to 34
percent. Dubbed “factory Asia”, the region solidified its
reputation as the world’s manufacturing powerhouse,
making everything from basic apparel and footwear to
advanced electric vehicles, storage batteries, and semi-
conductors. By 2021, emerging Asian markets drove 17
percent of global trade and drew in over one-third of
global net FDI inflows (Figure 1.1). In 2023, Asia and the
Pacific is expected to make about two-thirds of global
growth, underscoring the shift to a multi-polar global
economy!
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Figure 11 Asia and the Pacific share of global output,
merchandise exports, and population
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Concomitantly, the region saw major improvements in
human development — as reflected in UNDP’s human
developmentindex (HDI), a composite measure ofincome,
educational attainment, and life expectancy (Figure 1.2).2

Figure 1.2 Human development index, 1990-2021
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Source: Based on the HDI database.

This progress has reached a high proportion of the
region’s population. This is evident from the changes in
HDI score by subregion (Figure 1.3). Between 1990 and
2021, the greatest jump in the world was in East Asia —
by 21 percentage points. But South Asia and South-East
Asia also made considerable progress, and in the future
Asia and the Pacific is likely to overtake the Arab States,
and close the gap with Latin America and the Caribbean.

Figure 1.3 HDI progress in global subregions, Asia and the
Pacific and the rest of the world
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More prosperous

Rapid economic growth has boosted living standards
and boosted most countries to higher income status. In
1990, the region had 15 countries classified as low-in-
come; fast-forward to 2023, and only two remained in
that bracket: Afghanistan and the Democratic People’s
Republic of Korea (DPRK). Many countries in South Asia
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climbed the income ladder towards lower middle-income
status, while others in East Asia were reaching the cusp
of the higher-income tiers. Moreover, some countries
leapfrogged straight from low to upper-middle-income
status — China, Indonesia, and Maldives. Concurrently, the
Republic of Korea (ROK) and Singapore joined Japan in
the high-income echelon.

This helped pull over 1.5 billion people out of extreme
income poverty (Figure 1.4), in large part driven by the
ascent of China. Between 1981and 2019, based on World
Bank metrics and regional classifications, the extreme
poverty rate in East Asia and the Pacific plummeted from
83 to 1 percent. This success was mirrored in South Asia,
where over the same period the extreme income poverty
rate dropped from 58 to 9 percent. Nevertheless, many
countries still have high poverty rates, such as in Pacific
countries like the Solomon Islands, Micronesia, PNG, and
Vanuatu. Nevertheless, by global standards the Asia-Pa-
cific poverty reduction story has been impressive.

Figure 1.4 Percentage of population in extreme poverty
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Better educated

Since 1990, the region has also made important strides in
education and literacy (Figure 1.5). East Asia has set global
benchmarks, and South Asia has seen a remarkable
leap in adult literacy, from 47 to 74 percent, surpassing
sub-Saharan Africa, though still trailing other Asia-Pacific
subregions.® Furthermore, many more people are com-
pleting tertiary education, especially in East Asia and
South-East Asia.*

Healthier

Over the same period, investments in infrastructure and
staffing have enabled more affordable and equitable
healthcare. This has produced striking results. One of
the most telling indicators is the under-five mortality rate
(Figure 1.6). In South Asia, between 1980 and 2021, the
number of deaths per thousand live births dropped from
169 to 33. East Asia had the region’s lowest child mortality
figures, while the Pacific had the highest at 39. On the
life expectancy front, people in East Asia are now living
longer, almost on a par with the OECD nations. This posi-
tive trajectory is evident across all Asia-Pacific subregions.

Sub-Saharan Africa

Source: Based on the WDI
database, World Bank.

Note: Extreme poverty is defined
as less than $2.15 per day. $PPP
2017. Subregions based on the
World Bank geographic regions.
Discontinuities in the series for
South Asia and Middle East and
North Africa were due to data
unavailability.

Latin America & Caribbean
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Figure 1.5 Adult literacy and short-cycle tertiary education completion
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Figure 1.6 Under-5 mortality and life expectancy
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Persistent disparities

Despite significant progress, the region still has many
stark and enduring disparities, both among and within
countries. In a vast region with a huge population, diverse
outcomes are inevitable. Even so, the contrasts are
striking.

Limited convergence across countries

The Asia-Pacific region encompasses nations at all stages
of income or human development. There are also nota-
ble differences in patterns of demographic change. Some
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countries have rapidly expanding youth populations, i.e.,
aged 15-24, as in Afghanistan, India, Samoa, Solomon
Islands, and Vanuatu. In other countries, the populations
are rapidly ageing — as in China, Islamic Republic of Iran,
Maldives, Singapore and Thailand. Similar differences in
development context apply within countries, as reflected
in large urban-rural disparities or the structural exclusion
of socio-economic strata.

Disturbingly, subregions have been growing further apart.
All subregions have made advances, but initial disparities
have been widened by different progress velocities. East
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Asia has been striding ahead, while the Pacific has been
trailing (Figure 1.7). For the classification of countries by
subregion, see Annex 1.

« East Asia — As a result of rapid and sustained HDI
growth, East Asia has widened its lead over other sub-
regions, and during recent disruptions has proved to
be more robust.

« South-East Asia — On the education component of
the HDI, South-East Asia has kept pace with East Asia,
though has lagged on health and income measures
(Figure 1.8).

« Pacific — Starting from a lower base, the Pacific initially
made good progress, but since the early-2000s this
has stalled. While the subregion made steady prog-
ress in education it did less well in income and health.

« South Asia — This subregion has seen steady over-
all progress and has moved ahead of the Pacific in all
three components of the HDI.

Figure 1.7 Human development index in Asia and the Pacific,
by subregion, 1990-2021
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Figure 1.8 Components of the HDI by Asia-Pacific subregion,
1990-2021
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As well as notable differences between subregions there
remain wide gaps between countries and convergence
has been limited (Figure 1.9) and (Figure 1.10). In 1990,
the region’s highest HDI value was for Japan, the lowest
was for Afghanistan, and the gap between them was 57
percentage points. By 2021, that gap had narrowed to 44
percentage points. If the ranking only included develop-

ing countries, in 1990 the highest HDI was in Malaysia,
and the gap with Afghanistan was 37 percentage points.
By 2021, that gap was 33 percentage points, and recent
developments in Afghanistan suggest the divide will per-
sist or widen. In terms of regional average HDI trajectory,
the median has been flatter than the mean, suggesting an
upward pull from high-performing countries.

Figure 1.9 Human development index in Asia and the Pacific, 1990-2021
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High inequality within countries

Forincome disparities within countries, based on the Gini
index for income or consumption, countries in Asia and
the Pacific fall broadly into one of three categories.® The
first comprises countries like Fiji, Kiribati, Nepal, Timor-
Leste and Maldives that have managed to curb income
inequality quite considerably. The second includes coun-
tries like Islamic Republic of Iran, Malaysia, PNG, Solomon
Islands and the Philippines that have made progress, but
still have Gini indices higher than the regional mean. The
third comprises countries where income disparities have
widened, like India (Box 1.1), Indonesia and Lao PDR.

Across the region as a whole, based on the World Inequal-
ity Database (WID), the richest 10 percent consistently
command more than half of total income (Figure 112,
panel a)” And in recent decades the gaps seem to be
widening, with an increasing concentration of income
and wealth among the higher echelons.® These data on
inequality have traditionally been based on household
surveys, which still provide valuable information and
cover a wide range of countries.® But household surveys
often miss the wealthiest individuals and it can be difficult
to make cross-country comparisons.”

Figure 111 Gini index across Asia-Pacific countries, circa 2000 and latest available data
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To address these limitations, the WID has amalgamated
various data sources, including national accounts, survey
data, fiscal data, and wealth rankings, and used these to
track income and wealth levels, from the lowest to the
highest." On this basis, since 1990, Asia has outperformed
other world regions, and the income share of the top 10
percent has slightly decreased. On the other hand, the
WID shows a worrying decline in income share for the
bottom 50 percent of the population, especially since
2000. Between 1980 and 2021, this share fell from 13 to
10 percent (Figure 112, panel a).
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Over the period, subregions in Asia and the Pacific were
also diverging. In South-East Asia, the share of the bottom
50 percent rose from 10 to 12 percent, and the share of
the top 10 percent declined from 55 to 50 percent. In East
Asia the share of the bottom 50 percent rose from 12 to 14
percent and the share of the top 10 percent also fell below
50 percent. In South Asia, on the other hand, the income
share of the bottom 50 percent fell, while that of the top
10 percent increased by 10 percentage points to 56 per-
cent. 2 The countries with the highest income inequality
measured by the income share of the richest 10 percent
are Maldives, India, Thailand, and The Islamic Republic of
Iran (Figure 113, panel on income inequality).
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Figure 112 Income inequality, 19980-2021
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The WID also tracks disparities in wealth. In Asia and the
Pacific these have been persistently high. Between 2000
and 2021, for Asia and the Pacific as a whole, the wealth
Giniindex stagnated at 0.81. In South-East Asia, the wealth
Gini index fell from 0.85 to 0.82, but was still the highest
among subregions. In East Asia, the wealth Gini index fell
slightly from 0.79 to 0.78. Over this period, driven by rising
income inequality, South Asia saw its wealth Gini index
rise from 0.71to 0.77. It is a serious concern that the wealth
share of the bottom 50 percent in many countries in the
region does not even exceed 6 percent. The countries
exhibiting the highest wealth inequality, as measured by
the wealth share of the top 10 percent, include Thailand,
China, Myanmar, India, and Sri Lanka (Figure 113, panel
on wealth inequality).
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This persistent wealth divide is driven by various factors.
Globalization and technological advances have, for exam-
ple, created new opportunities for some groups while
leaving others behind. This typically results in the owners
of capital getting a greater share of national incomes.
ILO data show, for example, that in Asia and the Pacific
labour has a lower income share than the world aver-
age® As a result, workers have less income to save and
invest, further worsening inequality. The most vulnerable
in this vicious feedback loop include those working in
the informal sector, particularly women. Inequality is fur-
ther exacerbated by corruption, and weak tax policy and
administration, as well as by the lack of effective social
safety nets.
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Figure 113 Income and wealth share of the top 10 percent
and bottom 50 percent, by country, 2021
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Once adjusted for inequality, the picture of human
development in the region is more sobering. UNDP’s
inequality-adjusted human development index (IHDI) dis-
counts the average value of each HDI dimension by the
extent of inequality™ If there were no inequality, the IHDIl and
HDI values would be identical, but as inequality increases,
the IHDI falls below the HDI. The results are shown by sub-

D

60

Wealth inequality

Population (million)

1

250

500

sop

1000

Source: Based on the World
Inequality Database.

Note: Calculation based on $PPP.
See details on the methodology
at https://wid.world/methodology.

65 70 75

Share of the Top 10%

region in Figure 114. While all subregions have significantly
lower IHDIs than HDIs, the discrepancy between the two is
largest for South Asia and the Pacific. However, the ranking
of subregions remains the same for both measures: East
Asia had the highest levels, followed by South-East Asia,
then South Asia and finally the Pacific. Since 2019, IHDIs
have fallen in the Pacific as well as in South Asia.

Figure 114 Inequality-adjusted human development index, 2010-2021
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Box 141 India: trends in the distribution of
income and wealth

Over recent decades, India has improved living stan-
dards, and significantly reduced poverty, but it is seeing
an increase in inequality.

Between 2000 and 2022, per capita income soared
from $442 to $2,389. And between 2004 and 2019,
poverty rates (based on the international poverty
measure of $2.15 per day) plummeted from 40 to 10
percent. Moreover, between 2015-16 and 2019-21,
the share of the population living in multidimensional
poverty fell from 25 to 15 percent.

Despite these successes, poverty remains persistently
concentrated in states that are home to 45 percent of

People being left behind

The region has achieved noteworthy advances in human
development, but millions of people are still being left
behind. In 2019, 185 million were in extreme poverty, a
number likely higher post-COVID. Compared with sub-Sa-
haran Africa, extreme poverty in Asia and the Pacific is
fairly shallow, with a significant proportion of people just
below the $2.15 extreme poverty line. Deeper in poverty
were the 47 million who lived below 75 percent of this

the country’s population but contain 62 percent of its
poor. In addition, many other people are very vulnerable,
hovering just above the poverty line. The groups at
greater risk of falling back into poverty include women,
informal workers, and inter-state migrants. Women are
only 23 percent of the labour force.

Amidst rapid growth but persistent disparity, the income
distribution has become more skewed. The top 10
percent of the population get 57 percent of national
income and the top 1 percent get 22 percent — one of
the most unequal income distributions. There are similar
gaps in wealth: the top 10 percent of the population
controls 65 percent of the nation’s total wealth. There
is growing evidence of a strong rise in wealth inequality,
mainly in the post-2000 period.

Sources: Bharti 2018; Nepal 2020; Chancel and others 2021, ILOSTAT.

line, and the six million who lived under half of it in ‘ultra
poverty’’

When the poverty line is drawn based on societal poverty,
the number of poor people increases significantly. Soci-
etal poverty incorporates a measure of relative disparity,
based on what the average person in each country con-
sumes.”® In Asia and the Pacific, around one billion people
live below this societal poverty line (Figure 1.15).

Figure 115 Extreme poverty and societal poverty, absolute headcount, millions
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The number of poor people also rises when the measure
is widened to incorporate other dimensions of poverty.
This is reflected in the multidimensional poverty index
(MPI) which measures the multiple deprivations that poor
people face in the areas of education, health, and living
standards. As per the latest estimates of 20217, in Asia
and the Pacific, 495 million people lived in multidimen-
sional poverty — far more than those who were income
poor, with the region accounting for almost half the global
total. Of these, the majority were in South Asia — 389 mil-
lion. Nevertheless, the trend over the short period over
which the MPI has been calculated is encouraging, partic-
ularly for countries in South Asia. For example, between
2005-2006 and 2019-2020, India decreased its MPI by
39 percentage points, lifting 415 million people out of mul-
tidimensional poverty.

The region has made some progress in narrowing the
gender divide but the extent and pace of change varies
across countries. There has, for example, been progress in
educational attainment, literacy, health and longevity, and
access to markets. More women are entering workforces,
partly as a result of family-friendly measures such as mater-
nity leave, more childcare support, and flexible work hours.
And more women have access to finance: in South Asia,
for example, between 2011 and 2021, the proportion of
women with financial accounts rose from 24 to 66 percent.
More women are also becoming political representatives;
between 2000 and 2020, the proportion of parliamen-
tarians who were women climbed from 13 to 20 percent,
albeit lagging behind the global average of 25 percent®

Nevertheless, there remain many deep-rooted gender
biases, and parts of the region have the world’s highest
levels of gender inequality. Historically, this was measured
by a gender equality index which was calculated between
1950 and 2000.° On this measure, Asia and the Pacific
improved more than other regions, yet its score remained
among the world’s lowest. Over a more recent period,
UNDP has calculated a gender inequality index (Gll), a com-
posite measure, covering access to reproductive health,
and women empowerment and labour market participation
(Figure 1.16).2° This indicates an overall advance, though
since 2015 progress has stalled in South Asia and, based
on the limited available data, also in the Pacific.

Figure 1.16 Gender inequality index, 1990-2021
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Note: Gll is a composite metric of gender inequality using three
dimensions: reproductive health, political empowerment and presence
in the labour market. A high Gll value indicates high inequality between
women and men, and vice-versa.

Another group being left behind are the region’s many
workers in the informal sector — often trapped in low-qual-
ity work because the formal sector has failed to offer
employment opportunities. Informality is especially prev-
alentin the region’s lower middle-income nations (Figure
1.17).%' East Asia is creating more formal sector jobs, but still
not enough to substantially reduce the proportion of infor-
mal work.?2 The most recent estimates of the proportion of
workers in informal work were 49 percent in East Asia, 71
percent in South-East Asia, and 87 percent in South Asia.
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Figure 117 Informal employment in Asia and the Pacific, percent of total employment,
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People in the Asia-Pacific region have embraced many
elements of digital technology, and in many respects
the region has been setting global benchmarks. But
this has been accompanied by widening digital divides.
For example, the subregion exhibits a pronounced dis-
parity in terms of internet accessibility. East Asia has an
internet penetration rate of 90 percent of the population
(excluding China and Japan), compared with 70 percent
in South-East Asia, 35 percent in South Asia, and only 20
percent in the Pacific.?

One oftheregion’s most notable digital divides is between
men and women — with a 6 percent gender discrepancy in
internet usage.?®> Women are least likely to be connected
in less developed countries; in 2022, only 30 percent had
access to internet, globally. In South Asia, women are 70
percent less likely than men to own a smartphone.?® The
digital gender gaps arise for a number of reasons, women
and girls may be less able to afford digital services, for
example, or can be hampered by socio-cultural norms, or
fears of harassment and online violence.?’

Older people can also be excluded. In Singapore, for
people aged between 25 and 74 years, internet usage
is around 97 percent, while the corresponding figure for
those aged 75 and older is only 15 percent.?®

A planetary-pressures divide

Asia and the Pacific also faces a divide in planetary pres-
sures, which arises from unsustainable resource use and
a surge in global carbon emissions. The region has coun-
tries across the whole greenhouse-gas spectrum, with
emitters large and small, and some of the countries most
vulnerable to the impacts of climate change and biodi-
versity loss. The energy landscape is dominated by fossil
fuels which account for 85 percent of energy consump-
tion. Between 1990 and 2022, the Asia-Pacific share of
global CO, emissions rose considerably from 23 to 48
percent — the region’s contribution was 18 gigatonnes in
2022. This, in part, can be attributed to the region’s sub-
stantial 60 percent share of the world’s population, but
also reflects its carbon-intensive industrial development
profile.?®

The country currently emitting the most greenhouse
gases is China, which in 2022 accounted for 32 percent
of global CO, emissions. India, the second largest emitter
of the region, is expected to have been recording con-
siderable rises in emissions last year. At the other end of
the spectrum are the small Pacific Island States, which
contribute only 0.01 percent to global emissions but must
grapple with immediate and existential threats such as
rising sea levels.
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Figure 118 compares historic and current carbon emis-
sions and country population sizes and provides some
perspective for the above. In the region, South Asia has
the largest population, which combined with relatively low
current emissions implies it also records the lowest per
capita emissions. Figure 119 shows the extent to which, as

elsewhere, the carbon emissions come primarily from the
top 10 percent of the population by income group. In East
Asia, the top 10 percent of the income group is respon-
sible for 40 tonnes of CO, emissions per year versus the
poorest 50 percent of the population emitting around
three tonnes per year.

Figure 118 Share in historic and recent emissions, and population, by world region
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Figure 119 Per capita emissions by income level and region, 2019
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The planet’s biodiversity is under threat due to habitat
loss, pollution, overexploitation, invasive species and all
these factors further accentuated by climate change.*
Threats arising from humans such as socioeconomic
pressures, include logging and urbanization have par-
ticularly been damaging to biodiversity.3' Since 1970, the
Asia-Pacific region has seen the third largest biodiversity
decline in the world after Latin America and Africa. As a
result, the risk is increasing for the 200 million people in
Asia and the Pacific who depend on forests for their health
and livelihoods.3?

The total environmental impact can be assessed through
the ‘material footprint’ which measures resources con-
sumed to satisfy domestic needs. This is the amount of

primary materials required to serve a country’s final
demand.®®* Among subregions, East Asia has the largest
footprint. But across countries, there is a wide spectrum
within the region — with Brunei Darussalam at the top end
and Afghanistan and the DPRK at the bottom.

The region’s human development progress must there-
fore be qualified by the damage to the planet. To take
this into account, UNDP has produced a planetary-pres-
sures-adjusted human development index (PHDI), which
corrects for environmental impact (Figure 1.20). The larg-
est adjustments are for countries at the highest levels of
human development, which also tend to have higher per
capita emissions and larger material footprints (Figure
1.21). The world’s largest gap is in East Asia (Figure 1.22)

Figure 1.20 HDI and planetary-pressures-adjusted-HDI in Asia and the Pacific, 1990-2021
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Figure 1.21 Planetary pressures increase with levels of human development
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Figure 1.22 Percentage gap between HDI and PHDI, by
subregion
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Widespread disruption

Beyond long-term progress and persistent disparities, the
Asia-Pacific region, along with the rest of the world, has
over recent years suffered from major disruptions that
have accentuated existing vulnerabilities and posed new
problems. The COVID-19 epidemic, the war in Ukraine,
and the cost-of-living crisis have dealt severe blows to
human development.

Decline in the HDI

From 1990 to 1999, the region’s average annual HDI
increased by 1.09 percent, and between 2010 and 2019
by 0.99 percent. Butin 2020 and 2021, as a result of the
pandemic, the average HDI fell (Figure 1.23). Lockdowns
and other restrictions affected 988 million of the region’s
1.3 billion informal sector workers —among the hardest hit
were those in low- and lower middle-income countries,
and people working in hospitality, tourism, construction,
and food vending.

In East Asiain 2020—-2021the HDI grew, but in South Asia
and South-East Asia it declined, exposing the vulnerability
of healthcare systems stretched to the maximum. There
were also impacts onincome and education. The HDI also
dropped in the Pacific, primarily due to disruptions to tour-
ism and lostincomes from remittances. Millions of people
in the Asia-Pacific region fell back into poverty.

The region then experienced the knock-on effects of the
war in Ukraine. Food prices soared, with falls in purchas-
ing power and declines in real income. A healthy diet
became unaffordable for nearly two billion inhabitants,
equivalent to 45 percent of the region’s population. In
2021, 396 million people in the region were undernour-
ished and an estimated 1.05 billion people suffered from
moderate or severe food insecurity.

Figure 1.23 Average annual growth in HDI, by subregion, percentage

Percent
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Overthe period 2019 to 2022, the number of poor people
will have increased.®® However, the impact of these cumu-
lative shocks on multidimensional poverty is less clear.
Data covering the last three years are available for only
three countries — Cambodia, India and Viet Nam. In all
three, the MPI fell.¥

In Myanmar, many of the poverty issues are related to
conflict and have been tracked at the subnational level
using various methods (Box 1.2).

Rising financial pressures

Compared to otherregions, Asia and the Pacific has histor-
ically seen less pressure on public finances. For instance,
during the debt crises of the early 2000s, Afghanistan
was the only Asia-Pacific country which went through
the Heavily Indebted Poor Countries (HIPC) initiative.
But the situation is changing, with a general shrinkage in
‘fiscal space’ — a government’s headroom for sustainable
spending.® In 2022, Sri Lanka became the first Asia-Pa-
cific country in decades to default on sovereign debt.
Pakistan and Lao PDR are going through acute debt stress
and six Pacific Island countries are rated at high risk of

Box 1.2 A subnational view of vulnerability and
conflictin Myanmar

Understanding poverty means looking beyond mon-
etary income or lack of financial resources, taking
a multidimensional perspective that embraces all
aspects of human development.

Higherincomes do not always equate to better health,
education, or living conditions. Nor do they necessarily
make people more resilient to natural disasters. Con-
versely, low incomes can be effectively mitigated by
ready access to essential public services, especially
during emergencies.

Assessments of poverty should therefore be multidi-
mensional — taking into account other factors such as
health, education, living conditions, and physical and
climate security. This can be illustrated for Myanmar
using the World Bank’s multidimensional disadvan-
tage index (MDI). This reveals a complex interplay

debt distress.*® Even relatively resilient countries like Ban-
gladesh and Nepal, have faced fiscal constraints.

Emerging debt stress in Asia and the Pacific has also been
affected by the structure of debt, which is owed more to
bondholders, exposing governments to greater pressures
from financial markets. Between 2010 and 2021, the pro-
portion of public and publicly guaranteed external debt
owed to bondholders increased from 19 to 45 percent.

Rising fiscal pressures, combined with economic crises,
reduce the resources available for investment in education,
health and social protection — jeopardizing hard-won devel-
opment gains. In Sri Lanka, for example, between 2019 and
2022, poverty rates surged from 11 to 25 percent — higher
than in 2006.*' As of March 2023, about 3.9 million people,
equivalent to 17 percent of Sri Lanka’s population, were
dealing with moderate to acute food insecurity, especially in
the Northern, Eastern, and Central Provinces.*? In Lao PDR,
spending on education and health declined from 4.2 percent
of GDPin 2017 to an estimated 2.6 percentin 2022.%* House-
holds have been impacted by series of crises and a survey
showed that around half of impacted households reported
spending less on education and health care.

between vulnerability, deprivation, and physical secu-
rity. The MDI assesses whether people achieve liveable
standards in areas like health, education, water and
sanitation, employment, housing, and assets. For
countries affected by political crisis and conflict, one
of the most critical components of human develop-
ment is security. For Myanmar, UNDP’s ranking of 330
townships using the vulnerability to conflict index (VCI)
found people in border areas initially had lower security
scores than the more urbanized central regions where
conflicts first broke out. This pattern changed over time.

The impact of conflict in Myanmar is also revealed in
UNDP’s vulnerability and conflict index (VAC). The VAC
uses eight equally weighted average of the VCI and
the MDI. In 2021, when conflict was more prevalent in
urban areas, the VAC and the MDI had differing geo-
graphical patterns. However, as the conflict spread to
more rural areas, such as Sagain and Thanintarya, the
two indices moved into greater alignment.

Source: Myanmar Development Observatory.

2024 REGIONAL HUMAN DEVELOPMENT REPORT FOR ASIA AND THE PACIFIC

27



28

CHAPTER 1

Backsliding on gender equality

There have also been serious setbacks in gender equality,
largely driven by trends in South Asia and in the Pacific,
as reflected in increases in their Gll scores (Figure 1.24).
This is due primarily to disparities in labour markets, and
especially to women’s caregiving responsibilities. During

the pandemic, women bore a disproportionate burden
of domestic obligations, including household chores and
caring for children and sick and elderly family members.
During 2020 and 2021, though not all directly caused by
the pandemic, there were notable setbacks in Papua New
Guinea and Myanmar as well as in Afghanistan (Box 1.3).

Figure 1.24 Average annual growth of gender inequality index, 2000-21, percentage
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Box 1.3 The gender equality crisis
in Afghanistan

Until 2020, women in Afghanistan had taken import-
ant strides towards gender equality. But in recent years
those gains have been reversed, denying basic rights
to women and girls and sharply reducing household
incomes.

Since 2020, Afghanistan’s GDP has fallen by 29 per-
cent. Around 85 percent of the population is below the
national poverty line of AFN2,268 ($29) per person per
month. The country faces a humanitarian crisis: around
34 million people need humanitarian assistance. While

South Asia

Source: Based on the HDI
database.

Note: Gll is a composite metric
of gender inequality using

three dimensions: reproductive
health, empowerment and the
labour market. A higher GlI
value indicates higher inequality
between women and men, and

South-East Asia vice-versa.

B 20202021

the ongoing humanitarian assistance is saving lives
by providing subsistence to millions of Afghans, live-
lihoods sustainability and local economic revitalization
are also clear priorities in tandem with the humanitar-
ian response. Particularly concerning is the rollback
of women'’s rights. By 2021, many women had been
working in a wider range of professions, from teach-
ing to aviation; they made up 20 percent of the seven
million people employed, and helped provide services
in health, education, and infrastructure. Empowering
women in this way led to marked improvements in
life expectancy, a reduction in infant mortality, and a
decline in the fertility rate — aligning Afghanistan with
other low-income countries.
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Since 2021, however, women have been denied fun-
damental rights to education, employment, and to
participation in public life. The de facto authorities have
issued 22 edicts excluding women from secondary and
tertiary education while severely restricting them from
working in the public sector, national or international
NGOs, or United Nations agencies. Women can neither
travel nor appear in public unless accompanied by a
male relative.

Denying women’s rights and freedoms has also caused
serious economic damage and undermined develop-
ment prospects.

«  UNDP estimates (from models) point to reduction
in GDP from constraints on female employment
ranging from 3 percent to 5 percent of 2020 GDP,

equivalent to $600 million to $1 billion in economic
impact. The lower estimate of output decline (3
percent) assumes that the limitations on women’s
employment are confined to wage-earning female
employees, whereas the higher estimate (5 per-
cent) considers the possibility that half of the female
workforce exited the labour market.*

» Households with at least one female worker have
higher incomes than those with none. If a house-
hold loses the income of a woman working in the
formal sector its per capita income can be almost
halved. Banning women’s employment could reduce
the income of 5.3 million households by on aver-
age six percent.

« People will then be less unable to afford educa-
tion, healthcare, and other essential services.

Household per capita income per month*

Reduction in household

Type of work income if women’s
With female workers Without female workers employment is banned
Formal AFN 2,066 ($25) AFN 1,080 ($13) 48%
Formal + SME work AFN 1,833 ($21.5) AFN 1,076 ($12.6) 41%
Formal + daily work** AFN 1,247 ($14.6) AFN 1,080 ($13) 13%

* Exchange rate — 85 Afghanis (AFNs) = $1
**Includes daily work in agriculture, livestock, and elsewhere.

Source: WoAA Survey, 2022.

Weakening climate commitments

The COVID-19 crisis and the fall in economic activity
temporarily reduced CO, output, but emissions subse-
quently resumed their upward trajectory (Figure 1.25).
Governments have conveyed willingness to ‘build back
greener’. But their will and capacity to do so is being
tested by recent shocks as they attempt to balance long-
term environmental priorities with the need for short-term
growth, jobs, and energy security.

Governments in the region have pledged to address cli-
mate change (SDG 13) but, as elsewhere, this resolve has

yet to be matched with consistent action.*® By August
2022, 30 Asia-Pacific countries had announced carbon
neutrality and net-zero initiatives, but most lacked robust
strategies linked to Nationally Determined Contribu-
tions.* The turbulence in the energy market has set back
decarbonization, and in a number of countries in the
region, there has been anincrease in the use and exports
of coal, pointing to the urgent necessity of accelerating
the clean energy transition and diversifying out of unsus-
tainable fossil fuels in terms of exports as well.
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Figure 1.25 Annual CO, emissions by global region, 1930-
2021
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Asia-Pacific countries have made many non-binding cli-
mate commitments, but these have yet to be followed by
consistent action. For example, ASEAN Member States
have made conditional and unconditional commitments
to achieve long-term net zero emissions. But as of 2021,
in ASEAN, 14 percent of primary energy came from renew-
ables — a share that has changed little in half a decade,
even though the total renewable share of the installed
capacity rose to around a third by 2020.#

Figure 1.26 Progress on NDC systems and architecture,
Asia-Pacific and global averages
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Erosion of democratic space

Over the past decade, reflecting global patterns, the Asia-Pa-
cific region has seen a noticeable decline in democratic
practices, a trend accentuated by the COVID-19 pandem-
ic.%8-4° The Bertelsmann Transformation Index has noted a
decline in the democratic quality of political institutions and
processes.® Other studies point to a limiting of public and
civic spaces to a degree last seen in 1978, and there seems
little immediate prospect of a democratic revival. 5! This has
serious implications for overall development trajectories — for
inclusivity, equality, and economic competitiveness, espe-
cially ifindustrial monopolization were to grow as a result.

* % %

In recent decades, Asia and the Pacific has thus achieved
transformative growth, but the benefits have been shared
unequally, leading to pronounced disparities. This prog-
ress has also been interrupted by recent crises.

But the region can derive strength from previous expe-
riences which offer valuable insights as countries look
to the future. Asia and the Pacific can also glean lessons
from the experience of recent disruptions to emerge
stronger than before. Chapter 2 considers the prospects
for future turbulence, and outlines potential directions for
revitalizing human development.
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Chapter 2. The Road Ahead: The Need for Change
and Directions for Progress

Progress in Asia and the Pacific will rely on a firm commitment to human development
andrevitalizing the region’s tried and tested model of export-led growth. By modernizing
and mainstreaming these strategies, with improved governance and stronger political
determination, the region can accelerate progress, diminish disparities, and prepare

for a potentially more turbulent future.

Recent shocks have disrupted human development in
Asia and the Pacific, and the situation is unlikely to get
any easier. Along with the rest of the world, the region
faces a number of overlapping risks that pose existential
threats, jeopardize growth and job creation, and challenge
governance and societal cohesion. In a more volatile and
unpredictable world, sustainable human development will
require not just commitment but flexibility and adaptability.

In many Asia-Pacific countries economic success and
poverty reduction have been based on two models that
were pioneered in the region: export-led growth, and the
principles and practice of human development.! Both
offer compasses for the journey ahead. But export-driven
growth can be further adapted to yield richer benefits.
And a commitment to human development, enabling all
socioeconomic groups to flourish, in both current and
future generations, should ensure that no one is left
behind, and that the furthest behind are reached first.

However, it will be important to go far beyond recalibrating
models. What is needed is a determination to be 'making
our future'. This in turn means making governance fit for the
future, so that governments are well equipped to deliver
such transformations. At the same time, it is also essential
to spark the spirit of change, through a deep understanding
of socio-political barriers — and of the ways round them.

The need for change

The need for change arises from a combination of unmet
aspirations and the prospect of a potentially more tur-
bulent future. Compared with other developing regions,
human development in Asia and the Pacific has been a
relative success story. Nevertheless, progress has been
accompanied by persistent disparities and in recent years
by a series of disruptions. The result is a mixed picture:

one of considerable human development progress in
many countries, but little or no convergence among them.

The future may be even more challenging. Three clusters
of risks - existential threats, challenges to growth and job
creation, and risks to reform and implementation - are
combining to reshape the region’s development landscape.
They present significant existential threats, and make it more
difficult to achieve growth with decent employment, and to
turn policy into practice. But it is crucial not to succumb to
pessimism and instead recognize that disruptions can
also generate new opportunities, and with the right course
corrections the challenges can be addressed head on.

Unmet aspirations

The starting point — the conclusion of Chapter 1 - is that
the region still has a long way to go to meet its human
development goals. And the baseline projections for clos-
ing existing gaps are not encouraging. Meanwhile, many
countries have high levels of human insecurity which,
taken together with unmet aspirations, create a volatile
mix, intensifying the need for change.

Progress gaps

On current trends, the latest projections suggest that the
region is not on track to deliver any of the SDGs by 2030
(Figure 2.1). In other words, large gaps have opened up
between where the region is and where it wants to be. In
most areas, this reflects slower progress than what was
foreseen when the goals were set in 2015. But in some
areas the region has seen actual regressing, such as with
respect to the climate goal. With each passing year, there
is the risk that weaker implementation will widen SDG
disparities even further. It is now anticipated that the SDGs
will not be realized in Asia and the Pacific by 2030 but
by 2064, even if the essence and ambitions of the 2030
Agenda remain as pertinent as ever.?
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Figure 2.1 Progress on the SDG Agenda in Asia and the Pacific
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Heightened insecurity

Across Asia and the Pacific, millions of people live precar-
ious lives with multiple threats to their security: economic
and environmental, social and political. To assess the
extent of these risks, UNDP has an index of perceived
human insecurity, using data from the World Values Survey

Figure 2.2 Index of perceived human insecurity (2017-2020)

(Figure 2.2).3 This indicates that several South and South-
East Asian countries have high levels of human insecurity,
particularly those grappling with conflict, political unrest,
or significant economic hurdles.
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While the data are limited, they indicate that the countries
with pre-existing high levels of insecurity experienced
further increases in the second half of the 2010s (Malaysia,
Pakistan, Philippines). The opposite was observed in
countries with lower levels (Japan, Republic of Korea, New
Zealand). As a result, there was significant divergence in
the region (Table 2.1).

Table 2.1: Index of perceived human insecurity, 2010-2016
and 2017-2020

Country 2010-2016 2017-2020
Australia 0.22 0.28
Japan 0.46 0.43
Malaysia 0.60 0.66
New Zealand 0.22 019
Pakistan 0.63 0.66
Philippines 0.66 0.67
Singapore 0.30 0.31
Korea (Republic of) 0.33 0.26
Thailand 0.47 0.51

Source: UNDP Human Development Report Office, based on Wave 6
and Wave 7 World Values Survey.

Note: Increase in value signifies increasing human insecurity. Green
colour indicates countries where human insecurity decreased and blue
colour shows human insecurity increased between two waves of survey.

Focusing on the issue of job insecurity, the World Values
Survey found that more than half of respondents in 15 of
the 17 countries surveyed worry about losing their job or
not finding one (Figure 2.3). Homing in on the issue of food
insecurity, and observing the change in perception, four of
the eight countries with data experienced an increase in
food insecurity (Japan, Malaysia, Pakistan, Thailand).

Figure 2.3 Share of respondents worried
about job loss or not finding one by extent
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Source: World Values Survey. Wave 7 (2017-2022).

Unmet aspirations amidst high levels of human insecu-
rity, in a world of instant digital communications, make for
a volatile and potentially combustible combination. The
spread of mobile telephony and the proliferation of social
media apps, with narratives and memes that spring up
within hours, can rapidly reshape the views of the public
at large. While many of these messages are disruptive
and destabilizing, others can pave the way for greater
cohesion and innovation. The challenge is to ensure the
primacy of the latter over the former — a task that becomes
more difficult the longer aspirations remain unfulfilled.

A potentially more turbulent future

The growing interplay of various trends and shocks has
captured increased attention in recent years. They have
been referred to as ‘polycrises’ — confluences of factors
that intertwine and interact, creating composite threats
greater than the sum of their parts.* A related term is ‘per-
macrisis’ — a polycrisis on steroids, implying a prolonged
period of instability or turmoil with no clear resolution
(Figure 2.4).°
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Figure 2.4 Global search interest in the terms “permacrisis”
and “polycrisis”, 2020-2023
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Source: Google Trends. Accessed August 2023.

Note: Numbers represent global search interest relative to the
highest point on the chart for the given time. A value of 100 is the peak
popularity for the term. A value of 50 means that the term is half as
popular. A score of 0 means there was not enough data for this term.

In the region’s ‘evolving development landscape’ these
risks are increasingly interconnected. Three broad clus-
ters emerge:

« Existential threats — Long-brewing and interwoven
trends, with particular emphasis on climate change
and pandemics, with risks that can be amplified by
existing patterns of urbanization and high-levels of
global interconnectivity.

« Challenges to economic growth and job creation —
These include new patterns in globalization amidst
intense demographic and technological change.

« Risks to reform and implementation — Rising inequal-
ity can provoke political polarization and populism,
while torrents of disinformation can dissolve social
cohesion, and undermine democratic governance
and freedoms.

These clusters and their components inevitably overlap.
Urbanization, for example, while facilitating the spread of
viruses also fosters economic growth by bringing people
and activities together. And Al algorithms can not only
affect job creation but may also hamper implementation
by spreading conflict and confusion. Actions too can cut
across the clusters as when solutions to counter existen-
tial risks, such as the development of solar power, also
catalyse new engines of growth.

Cluster 1. Existential threats

In an increasingly interconnected world, rapid economic
growth and technological innovation have enabled impres-
sive advances in human development. The connections
are often sources of strength and dynamism, but they
can also transmit pathogens or acts of malevolence that
threaten human survival.

Climate change — Countries in Asia and the Pacific region
are extremely susceptible to the adverse impacts of cli-
mate change, which pose existential threats in the near
term to Small Island Developing States as well as to
low-lying coastal areas. Asia has six of the world’s largest
coastal mega-cities, including Tokyo and Mumbai. At the
same time, the region relies for energy heavily on fossil
fuels, notably coal, so is also a huge producer of carbon
emissions — accounting for around half the global total.
Moreover, because the region’s coal fleet is relatively
young, it will demand greater sacrifices to upgrade to
cleaner energy sources. So, given the rapid economic
growth in many Asia-Pacific countries, without significant
policy interventions emissions will continue to surge.

Future pandemics — COVID-19 was not just a humanitar-
ian disaster, but also a stark reminder that dense urban
populations and mass movements of people within and
between countries provide conducive environments for
the spread of infectious diseases. Future viruses could be
even more transmissible and more deadly. The prospect
of future pandemics akin to COVID-19 are becoming ever
more likely predicting a 47-57 percent likelihood in the
coming 25 years.®

At the same time climate change is altering ecosystems
and increasing the frequency of extreme weather events,
which can disrupt traditional animal habitats, leading to
greater human-animal interactions and potential zoonotic
spillovers. Changes in extreme temperature and rainfall
patterns also affect the distribution of disease vectors
such as mosquitoes, bringing them into new areas. Over-
and inappropriate use of antibiotics, for both humans
and animals, is also creating antimicrobial resistance,
with South-East Asia judged by WHO to be a subregion
at particular risk.”

Climate change and pandemics are closely intertwined
with urbanization and migration. But it should be empha-
sized thattowns and cities, along with migrant populations,
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are also cradles for enterprise and innovation, leading to
new solutions based on sustainable urban planning and
green infrastructure.

Cluster 2. Challenges to growth and job creation
Human development in Asia and the Pacific will rely on
equitable and sustainable economic growth that creates
sufficientincomes and jobs for future generations. But this
vision may now be fading in the face of demographic pres-
sures, slower trade integration, and rapid technological
change that may sweep away many previous assump-
tions about work and employment,

Demographic change — Some Asia-Pacific countries are
aging rapidly; others are facing population booms. Fall-
ing birth rates and longer life expectancy, particular in
parts of East and South-East Asia, are increasing the pro-
portion of older people. By 2050, across the region the
number of people aged 60+ is set to double, to 1.3 billion.®
This ageing trend will put greater pressure on systems of
health and social protection. Conversely, other countries
face youth bulges and rising unemployment or underem-
ployment: in parts of South Asia, around one-third of youth
are out of education or employment, which could stir
political and societal unrest.® This combination of aging
in advanced economies and youth surges in emerging
ones is likely to stimulate more labour migration.

Slowing trade integration — From the last quarter of the
20™ Century and continuing through the first decade of
the 21 Century, trade integration helped lift millions of
people out of poverty. This process slowed following the
financial crisis of 2009 and an uptick in protectionism
worldwide. A restructuring of supply chains, triggered
by the disruption caused by the COVID-19 pandemic
and geopolitical tensions, are resulting in some transfer
of production from China to South-East Asia and South
Asia. Concomitantly, amidst complex geopolitical dynam-
ics, the major trading blocks are continuing to explore
greater self-reliance in critical production sectors. These
developments, if they continue, could affect the pattern
of trade and of FDI and lead to continued stagnation in
the share of global trade to GDP, with profound effects
on the region. Trade in services is, however, still rising,
as are cross-border financial transactions. While the
jury is still out as to whether globalization has reached
its zenith, a weakening of trade integration could jeop-
ardize export-led strategies and restrict opportunities for

labour migration, potentially increasing unemployment
and weakening social cohesion.

Rapid technological change — Digitalization and inno-
vations in Al, biotech and other fields can increase
productivity, accelerate economic development, and
contribute to societal and environmental progress. And
simultaneous advances across multiple domains — tech-
nological and social — can synergize, interconnect, and
amplify each another, providing new solutions to complex
challenges. But there are also worries that advances in
digital technologies, and automation will lead to further
job losses in (smart) manufacturing and that generative
artificial intelligence will eliminate many mid-level white
collar occupations in the services sector. This cluster
of converging risks poses a challenge to established
engines of growth and job creation. Much will depend
on the speed with which labour-displacing technologies
diffuse, and the extent to which new technology creates
new forms of employment. If new jobs are as plentiful
as in the past, they could absorb workers displaced by
automation. Countries that manage technological change
well can thus minimize labour-market disruption.™ And by
stimulating entrepreneurship and investment in start-up
activity, countries with growing youthful workforces, and
others with ageing ones, could ensure that their econo-
mies generate enough decent jobs.

Cluster 3. Risks to reform and implementation
Human development, now and in the future, will rely not
only on ingenuity from individuals and enterprises but
also on effective governance that can provide the incen-
tives for change, and resolutely implement the necessary
reforms. Unfortunately, when the need for effective gover-
nance has never been greater, some of the old certainties
of public administration are rapidly dissolving.

« Erosion of democracy and institutions — Rising
inequality and threats to people’s jobs or standards
of living can fuel public disillusionment, eroding trust
in institutions and magnifying the appeal of identity
politics and populist solutions that pander to parochial
interests and promise simple, quick fixes to complex
problems while undermining democratic foundations
and institutional integrity.

« Public opinion polarized by social media — Social
media platforms can be instruments of unity, promot-
ing dialogue and innovation, but they can also spread
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disinformation and fan the flames of discord and divi-
sion. Algorithms designed to capture and retain users
tend to accentuate extreme views, creating loud echo
chambers that block out subtle shades of opinion and
voice, and compromise the foundations of informed
and constructive discussion.

In a noisy space of polarized opinion and disinformation,
itis increasingly difficult to craft and implement effective
forward-thinking policies. Policymakers feel pressured
to appease immediate demands at the expense of long-
term goals.

Directions for progress

The United Nations Millennium Declaration that gave
rise to the Sustainable Development Goals was signed
in September 2000. This was only a couple of decades
ago, but it seems like a different age. And as the world
moves into more turbulent economic and political waters,
the individual goals and targets set for the year 2030 are
increasingly out of reach. But while the times may have
changed, the ultimate destinations remain the same.In a
region in which hundreds of millions of people have lives
of deprivation and uncertainty, there can be no wavering
from the goal of sustainable human development.

What does need to change is how countries in Asia and
the Pacific reach those destinations — how they ‘do devel-
opment better’. This can start with an acceptance that no
one has all the answers and that all proposed solutions
are provisional. There is an analogy here with the natural
sciences which proceed incrementally, displacing previ-
ous theories and paradigms with ones that better fit new
data and understanding.

Doing development better is a similar process of learning,
of finding new solutions to current crises and impending
threats. Indeed, as the experiences of the past decade
have shown, each crisis also carries within it the germs of
answers. The COVID-19 pandemic, supply-chain disrup-
tions, severe weather events, and geo-strategic fissures,
all squeezed into the past decade, have highlighted prob-
lems and pressure points, but also opened doors to fresh
solutions.

The need of the day therefore, and of the decades ahead,
is to translate these lessons into more effective action
— taking advantage of emergent opportunities in the
spheres of manufacturing 4.0, technology, trade, FDI,
decarbonization, Al and the digitalization of services, and
doing so in ways that meet each country’s specific needs.

This region is fortunate in that it can draw inspiration from
its own successful models. The Asia-Pacific region was
the birthplace of the export-led growth strategy and the
two South Asian pioneers of the human development
approach.® Both models remain valuable and rich sources
of ideas and inspiration.

Any evolving strategy will recognize that human devel-
opment should continue to be underpinned by economic
growth, and when the drivers of growth themselves are
under stress, this also jeopardizes the pursuit of human
development. Growth and human development strategies
should not therefore be travelling along separate tracks
but must instead converge and combine into one single
train of ideas and action.

Nevertheless, to ensure more equitable outcomes in the
21st Century, these models need to be reshaped, mod-
ernized and mainstreamed. The export-led growth model
should also evolve with the times, and the human devel-
opment approach should be more widely adopted if it is
to fulfil the rights and meet the needs of current and future
generations.

But doing development better will not just require new
strategies, it will also require stronger implementation,
through more capable and trusted governance. This
means paying closer attention to the ‘political economy’
of reform, arriving at better understandings of the shifting
relationships between individuals, states, and markets.
Otherwise, new forms of governance or policy implemen-
tation risk being derailed by entrenched interests and the
vagaries of electoral and political cycles. This means con-
sidering how to make change happen at a tactical level.

This chapter offers a brief overview of the bigger picture.
While delving later into the essential details in subsequent
chapters, it is important to keep the overall direction and
goals in view.
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Mainstreaming human development

Human development takes a holistic people-centred
approach, emphasizing well-being and empowerment,
particularly of vulnerable and marginalized populations.
It positions poverty, inequality, and environmental sus-
tainability on a par with economic growth in terms of their
significance to human and societal advancement. This
requires long-term commitments to health, education,
equity, sustainability, and human security, and to creating
enough decent employment. Human development also
underscores the critical roles of gender equality and inclu-
sive governance in unlocking human potential.

Human development is not to be confused with social
development. While related, they involve different areas
and considerations. Social development is usually con-
fined to social policy and is often managed by specific
parts of government. Human development on the other
hand considers the interrelation of economic, social, and
environmental factors and acknowledges their collective
impact on overall well-being. Human development goes
beyond social policies to include more extensive systemic
transformations and sustainable well-being in all facets
of society.

If countries are to enter new, complex, and more varied
markets, capitalizing on technological advances they will
need new human resource capacities and skills. Fulfilling
rights to good health and education, and human security
are human development ends in themselves, but they
also equip workers with the security and skills to offset
job losses in the face of automation, and thus smooth
technological transitions.

Many countries have learned to compete and find the
sweet spots by shaping markets and building the nec-
essary capabilities All governments, even those in
resource-starved countries, can work with their citizens
and partners to identify emerging opportunities and
potential problems, and any needs for structural change.
All such policies can reduce inequalities, empower the
structurally excluded, and ensure equal access to oppor-
tunities and resources, and more equitable, resilient, and
environmentally conscious societies.

At the heart of all these changes should be sustainability.
All policy and decision making — public and private — will
eventually be internalizing the realities of climate change

and will therefore incorporate natural assets, including the
air and the oceans, as never before. The balance sheets
of governments and enterprises would build in environ-
mental losses and costs.

Around the world, countries are reimagining a future
based on sustainable industries, jobs, cities, transporta-
tion, and energy systems. The United States, for example,
has had an important achievement with the Inflation
Reduction Act. The European Union similarly has the
Green Deal, coupled with its regulatory framework. The
EU’s Carbon Border Adjustment Mechanism will also have
significant implications for many Asia-Pacific countries.”®

Recalibrating growth

The export-led growth model, often hailed as the driv-
ing force behind the ‘Asian Miracle’, transformed many
Asia-Pacific countries. Not everyone gained, indeed
millions of people who did not have the opportunity or
capacity to participate, were left at the margins. And some
countries benefited more than others.

Nevertheless, export-led growth brought many ben-
efits that resonated across Asia and around the world.
Central to this model was a process of industrialization,
while tapping into larger, more affluent external markets
through trade and integration in global value chains. All
this was enabled by hefty investment in infrastructure
and industrial development, taking advantage of tech-
nological advances. But the export-led model was also
underpinned by significant investments in education and
health, to build the necessary capabilities and capacities
of the workforce — an early acknowledgement of the pri-
macy of human development.

To remain relevant, the export-led growth model needs
to be adjusted to both current and future realities. Com-
panies will face fiercer competition in global markets, as
both incumbents and new entrants vie to meet the new
demands for goods and services.® Many will fall by the
wayside. Less than half of companies in the top quintile
for profit generation in the top performing emerging econ-
omies were still there a decade later.

Multinational corporations in Asia and the Pacific and
around the world appear to have started to restructure
their global value chains, aiming to diversify their sources
of supply and reduce exposure to political and other risks.
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Moreover, given rapid technological change, the bar for
competitiveness is likely to rise, favouring early adopters
and increasingly leading to winner-takes-all scenarios. The
export-led growth model needs to adjust to this more com-
petitive environment, and, especially in the larger countries,
this can mean taking greater advantage of domestic oppor-
tunities.

The implications will be explored in Chapter 4, but four
areas of opportunity present themselves.

« Reiterate the importance of manufacturing — Coun-
tries should not deemphasize manufacturing; for most
this still holds considerable potential for growth. But
manufacturing alone will not do the trick; other sectors
must pull their weight as well.

« Harness opportunities in services and agriculture
— Countries can exploit prospects in services and
agriculture, along with opportunities at the inter-
section of all three sectors. Digital tech can enable
remote high-value services.” Rising incomes and a
projected two billion population rise by mid-century
will increase the demand for agricultural products.
Despite some losses in productivity due to climate
change, this should offer opportunities to countries
that have strengths in food production.

- Tap into the green, blue and purple economies —
There is a need to green and decarbonize economic
development and especially manufacturing. This
will not only improve sustainability but also enhance
growth, while also reaping other opportunities in the
blue economy (oceans) and the purple economy (care
economy).

«  Exploit technological opportunities — All countries
can, to a certain degree, seize opportunities pre-
sented by new technologies. For example, in order to
improve productivity and quality some countries in the
region are applying selective automation to processes
in the garments, footwear and consumer electronics
industries. Moreover, in some industries new tech-
nology has lowered the barriers to entry. Computing
power and new software tools make it easier to design
and model new products. Entry into the electrical vehi-
cle sector, for example, is easier because the vehicles
have fewer sophisticated parts, and major compo-
nents, such as battery packs, can be outsourced.
Manufacturers in China are taking full advantage of
this and have emerged as the leading EV producers.

Making change happen

Advancing human development will require more pro-
active and visionary governance. With anticipatory,
adaptable, and agile policymaking, pro-active gover-
nance of this kind can swiftly re-allocate resources and
priorities towards new policies and programmes — with
support for mission-oriented development, while building
consensus and facilitating investment in critical capacities
and sectors.® In this way, Asia-Pacific countries can unlock
the region’s growth potential, boost resilience and chart
paths towards more prosperous and secure futures.

Given the likely uncertainties and the potential turbulence
in the making, all procedures, policies, and programme
planning should be on a contingent basis, allowing for dif-
ferent scenarios. To keep pace with innovation, countries
can take advantage of platforms for social innovation,”®
use open-source development of new ideas and tech-
nologies,?® and incorporate creativity hubs within flatter
decision-making architectures.

This strategy entails knocking down silos between gov-
ernment departments while building partnerships with
civil society, academia, and the private sector — themes
to be picked up in Chapter 5.2 In this way, the Asia-Pa-
cific region can exploit collective knowledge, resources,
and expertise — with the exchange of best practices and
cross-sectoral coordination that can arrive at innovative
solutions. More integrated and synergistic development,
promoting transparency and engaging with local commu-
nities can ensure a more inclusive and sustainable future.

None of the above is feasible without also a clearer
understanding and more tactical application of the polit-
ical economy of reform. Merely tweaking development
models and revising governance structures is insufficient;
to truly succeed, there needs to be a clear pathway for
sparking the spirit of change.

Countries in Asia and the Pacific now have the opportunity
to snap out of the status quo and transition to a different
state. In this regard, later chapters consider the influence
of crises, legitimacy, and self-interest, and propose action-
able recommendations on the one paramount priority:
how to bring about change effectively.

In many countries, the path can be blocked by powerful
economic and political forces. Economic elites often act
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as rentiers with no developmental role, who might seek
to undermine or even capture the state. On the other
hand, some elites can be active champions of develop-
ment. Various political economists have considered how
developmental elites can contribute to a stable economic
environment and how to encourage them in this direc-
tion.?2 This phenomenon has appeared at various stages
in a number of Asia-Pacific countries, including India, Indo-
nesia, Japan, Republic of Korea, Malaysia and Thailand.?®

To snap out of status quo, stakeholders have to become
changemakers and adopt pro-development policies.
Chapter 4 will delineate several strategies:

« Fostering a demand for reform — By raising aware-
ness, and deploying compelling evidence and insights
about the current state of human development and
the looming potential challenges. This means actively
engaging with the public, which can be amplified
through social media.

«  Emphasizing immediacy — Reforms often happen
during crises, either out of sheer necessity or due to
external influences, such as market dynamics or con-
ditions for external financial support. If we are indeed
heading into a tumultuous era, terms like “polycrisis”
and “permacrisis” may become all the more relevant.
Stakeholders may have to be warned of the conse-
quences of inertia and the importance of shifting from
reactive responses to proactive measures.

- Identifying concerns for legitimacy — If progress stag-
nates and future challenges intensify, the general
public could become increasingly critical of deep-
seated power structures — threatening the legitimacy
of those at the helm.

« Enlightening self-interest — Pro-development poli-
cies may shift the balance of power, but this is not a
zero-sum game. Comprehensive growth and human
development strategies offer benefits at both individ-
ual and societal levels, and the whole is greater than
the sum of the parts. Hence, even if the elites see their
relative positions affected, they still stand to make tan-
gible absolute gains.

This chapter has highlighted the pressing need for change.
It has pointed out a clear gap between where Asia and
the Pacificis on the SDGs and where it aspires to be. And
across the region, millions of people experience deep
levels of human insecurity. This future filled with uncer-
tainty is marked by existential risks, challenges to the
traditional engines of growth and job creation, and risks
to the momentum for change. It is essential to be ready
and proactive.

Powering up human development will mean updating old
playbooks. This means putting people first, emphasizing
equity within and across societies and generations. It also
means revisiting what drives economic growth and cre-
ates jobs, and recalibrating growth strategy. At the same
time, future success will depend upon strengthening state
capacities, improving governance, and diving deeper into
the dynamics of reform.

None of this will be easy, especially for countries that bear
the scars of the COVID-19 pandemic and find themselves
in a highly charged and fissuring global environment. But
avoiding the problems is not an option. There is no duck-
ing the need to make the necessary changes in directions
and to make them simultaneously. Progress in all the
above areas will rely on a strategy that prioritizes human
development.

Part Il of this Report, and subsequent chapters, discuss
the essential policy pathways, offering tangible policy
suggestions for each key area while also considering their
interplay. The most appropriate policies will inevitably
differ from one country to another, so the Report provides
various options for change in different development sit-
uations, finishing with the best ways to “make it happen.”
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Chapter 3. Mainstreaming Human Development

Development strategy needs to be recentred so as to fully meet people’s needs and
rights, while easing pressures on the planet. This will enable countries to enlarge
people’s choices, build stronger human security, ensure environmental sustainability,
and help meet obligations to future generations.

The 21st Century has unfolded with sweeping transfor-
mations in societies and technologies — changes that
need to be matched with corresponding measures to
reinvigorate human development. In Asia and the Pacific,
this will entail sustaining economic growth while making
determined efforts to combat the disparities between dif-
ferent groups, based on household income, for example,
gender, age, ethnicity or where people live, and to restore
human dignity. Countries across the region also have to
face up to new threats to governance, to economies and
the environment, and to do so while fully engaging citi-
zens in the process of change.

In @ more complex and turbulent world, countries will
benefit from a renewed, people-centred approach that
can widen choices and opportunities. But marginal
adjustments will not suffice. 'Making our future' requires
a systemic reset, a new policy framework encompassing
well-being, fairness, and ecological sustainability.

This can be embodied in a new eco-social contract
between governments and citizens, which would cover
policies for achieving just transitions to a low-carbon
economy, and measures to mobilize the revenue needed
for investing in human development, ensuring that busi-
nesses can create productive and fulfilling jobs and that
citizens can engage and participate in political processes.

Changes on this scale will not occur spontaneously. They
need to be stimulated by intentional policy choices in at
least three domains:

« Enlarging people’s choices — This will include tackling
structural exclusion — which occurs when mainstream
society excludes particular groups from fully partic-
ipating in economic, social and political life — while
upholding human dignity, as well as enhancing human
capabilities. This will require repealing discriminatory

laws, confronting harmful societal norms and prac-
tices, addressing the concerns of different groups
including women, youth, persons with disabilities
and LGBTQI+ people, and also addressing the diverse
needs and vulnerabilities of the large informal work-
force.

« Human security in a more turbulent world — To thrive
in a potentially more turbulent future, people need
a safe and stable environment. Governments can
support them by providing sufficient social security,
investing in health and food security, and ensuring
disaster preparedness and response.

« Obligations to future generations — This involves
considering the long-term impacts of current propos-
als on the environment and society. Policy makers
can promote the just energy transition, invest in cli-
mate-resilient development, and protect nature, while
managing public finances responsibly. They can also
encourage the private sector to invest in ways that
help sustain the planet.

Mainstreaming human development means ensuring that
policy processes incorporate the human development
perspective. The objective is to expand people’s choices
and improve human security, now and in the future, and
this must be central to policy and programmatic design
at all levels. Mainstreaming will often mean reorganizing
how these policies and programmes are designed, imple-
mented and evaluated.

This Chapter will lay out policy options to accelerate
human development in the region while preparing for the
future. It will briefly revisit the importance of mainstream-
ing human development and then tackle the three critical
themes highlighted above: enlarging people’s choices,
reducing human insecurity, and fulfilling our obligations
to future generations.
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The importance of mainstreaming human
development

The human development approach needs to become more
central in the region’s decision-making arenas. Existing
disparities and recent disruptions indicate that the discus-
sion, formulation, and execution of development strategies
give insufficient weight to the needs and perspectives of
people —in either current or future generations. While the
pursuit of economic growth is important, it alone cannot
guarantee comprehensive human development. This
becomes increasingly evident in an environment marked
by heightened human insecurity and with the prospect of
a potentially more turbulent future.

Human development is not achieved automatically
by growth alone

Economic growth should not be an end in itself, rather it
is a crucial means of achieving human development. It
is also closely intertwined with human development but
the linkages can be stronger or weaker at different points
of time and across countries.! Growth alone is not likely,
for example, to link with or promote gender equality. As
indicated in Figure 3.1, countries with higher per capita
GDPs do not necessarily have lower gender disparities.

Figure 3.1 Higher incomes do not automatically reduce
gender disparities
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Nor do the benefits of growth always trickle down to the
majority of people. Free-market mechanisms may ensure
that resources are allocated efficiently, but they do not
ensure distributive justice. That is why governments
devise ways to transfer income and other economic
opportunities to vulnerable and poor populations.

Growth metrics also do not fully capture the comprehen-
sive aspects of human well-being. This is evident from the
OECD’s quality of life index (Figure 3.2). Despite a lower
per capita GDP, New Zealand outperforms the United
States in multiple indicators of well-being.

Figure 3.2 Well-being in the United States and New Zealand
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Source: Stiglitz, 2020.?

Note: OECD lists 11 indicators to measure quality of life. In the chart
above, though US fares better on per capita income, New Zealand
performs better in community, environment, health, safety, life
satisfaction.

GDP on its own is thus not a comprehensive measure
of well-being. It only assesses total economic output but
takes no account how that income is distributed, or its
contribution to well-being through healthcare, educa-
tion, housing, or social support. Also, GDP only covers
market-based transactions, missing out many crucial but
unpaid activities like caregiving and volunteering. Finally,
it neglects the environmental costs associated with eco-
nomic growth, from pollution and resource depletion to
habitat loss.

To provide more comprehensive and nuanced assess-
ments of human well-being, poverty and vulnerability,
there are a number of additional measures — the human
development index (HDI), the multidimensional poverty
index (MPI), and the multidimensional vulnerability index
(MVI). These recognize that human well-being is multi-
dimensional and incorporate measures of the risks and
vulnerabilities that affect individuals and communities.
Also useful is the more recent planetary-pressures-ad-
justed human development index (PHDI) which discounts
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a country’s HDI by the extent to which ever-increasing
output is degrading the natural environment.

Growth that is not directed to supporting human devel-
opment is lopsided and flawed in different ways. It can
be seen as:

Jobless growth — where the overall economy grows
but does not expand the opportunities for employ-
ment.

Ruthless growth — where the fruits of economic
growth mostly benefit the rich, leaving millions of
people struggling in ever-deepening poverty.
Voiceless growth —where growth in the economy has

not been accompanied by an extension of democracy
or empowerment.

Rootless growth — which causes people’s cultural
identity to wither.

«  Futureless growth — where the present generation
squanders resources needed by future generations.?

People at the heart of development strategy

The human development approach is centred on people.
Anchored in Amartya Sen’s human capabilities approach,
in 1990 the UNDP economist Mahbub ul-Haq introduced
the human development approach. This perspective
focuses less on the prosperity of economies and instead
emphasizes the depth and quality of human experienc-
es.* The goal is to help people lead lives they value,
by expanding their capabilities and choices, which go
beyond achievements in well-being to include agency
and freedoms.® The aim is to:

- Enhance capabilities — for people to lead long and
healthy lives, to be educated, to be well nourished,
and able to appear in public without shame.

« Widen choices — for people to do and be what they
value in life.

« Expand freedoms —including political freedoms, eco-
nomic facilities, social opportunities, transparency
guarantees, and protective security.

« Assure human rights — economic, social and cultural
rights, and civil and political rights.

Figure 3.3 Breaking the vicious cycle of social and planetary imbalances
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Since then, the human development paradigm has been
steadily renewed, in particular to achieve a better balance
between people and the planet — with a greater empha-
sis on sustainability and environmental protection. Thus,
while pursuing equity and innovation, human develop-
ment is now widely recognized to also involve easing
planetary pressures and instilling a sense of stewardship
of nature (Figure 3.3).%

Unfinished business and future turbulence
Human development now needs to be mainstreamed —to
become central at every level of intervention, redefining
policy processes and objectives around people’s choices
and their needs for security, now and in the future.

Countries that have done so effectively have ranked
highly on the human development index.” Japan and
the Republic of Korea, for example, while implementing
sound economic policies also invested heavily in educa-
tion and health care for decades. In the area of education,
Japan ensured equal opportunities for students across
socio-economic backgrounds — so students from poor
families became less disadvantaged. As a result, less
than 10 percent of the variation in student performance
in Japan is explained by a student’s socioeconomic
background. Across OECD countries, the proportion is
13 percent.® Similarly, in the area of health care, since
the 1960s, Japan’s system of universal health insurance
has provided comprehensive coverage to all citizens —
enabling the country to control and eradicate common
infectious diseases and achieve one of the world’s high-
est life expectancies.®

As indicated in Chapter 2, the Asia-Pacific region will likely
face a more complex and turbulent outlook for human
development, making it even more urgent for coun-
tries to foster more cohesive and equitable societies.
This entails tackling structural exclusion and investing
in human capabilities to enlarge people’s choices and
enhance competitiveness as well as fulfilling human secu-
rity needs, while meeting the needs of future generations,
especially through environmental stewardship.

Enlarging people’s choices
Expanding the social, economic and political choices of

all people, not just for one segment of society, should
be central to the region’s approach to human develop-

ment. It is about people being able to exercise choices
to pursue a full and creative life, and being able to live
in freedom and dignity® Structural exclusion, which is
widespread in the region, impedes certain segments of
the population from exercising these choices. It impacts
women, youth, informal workers, persons with disabilities,
LGBTQI+ people, and others. Addressing this exclusion
is not only needed to uphold human dignity, but also
essential to boost the region’s productivity. Beyond this,
we can bolster human potential by ensuring access to
quality education and healthcare, bridging the digital and
skills divides, and providing other fundamental necessi-
ties. Doing so equips individuals to actively engage in a
brighter and fairer future.

Tackle structural exclusion and uphold human
dignity

The rapid technological advances underway, coupled
with the drive to build competitive economies to reignite
growth in the region, can bring tremendous opportunities
for human development. It could provide economic and
employment opportunities, raise living standards, reduce
inequality, and lift millions out of poverty. These opportu-
nities, however, can only be realized if all segments of the
population are active participants in this transformation.

Yet, in Asia and the Pacific, millions of people continue to
find themselves structurally excluded. Structural exclusion
refers to systematic and enduring barriers that prevent
certain groups from fully participating in economic, social,
and political processes. Structural exclusion impacts
women, youth, informal workers, persons with disabili-
ties, and LGBTQI+ people, among other groups. They
can be systematically excluded from decent employment
opportunities, education, healthcare, finance, and from
meaningful participation in decision-making processes.
These barriers are often rooted in systemic inequalities,
discriminatory laws and practices, and in limited access to
resources, all of which perpetuate cycles of exclusion, and
compound the disadvantages and the indignity.

The social progress index (from the non-profit organiza-
tion Social Progress Imperative) shows that while Asia and
the Pacific has made significant progress in many aspects
of human well-being, it has been regressing on inclusive-
ness (Figure 3.4).

2024 REGIONAL HUMAN DEVELOPMENT REPORT FOR ASIA AND THE PACIFIC



MAINSTREAMING HUMAN DEVELOPMENT

Figure 3.4 Social progress index, Asia and the Pacific, 19990-2022
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In addition, poor people are systematically excluded from
many opportunities and can be trapped in cycles of pov-
erty and low human development. Without savings to fall
back on, they fear making investments in their futures that
risk significant and potentially ruinous losses. They may
also be excluded simply by living in poor neighbourhoods
characterized by low-quality services like healthcare, edu-
cation, or public utilities, and more often are pressured
to pay bribes for basic electricity or water connections.
And typically, they have limited voice or representation
to demand improvements.

Addressing structural exclusion will need sustained efforts
across institutions and society. It is a long-term endeavour that
requires political will, a consistent commitment to dismantling

systemic barriers, and the involvement of all stakeholders in
shifting societal attitudes. This will entail a shift away from
development approaches that focus on short-term gains
and neglect the underlying structural issues that perpetuate
inequalities. It is time to move on from the standardized
models that take no account of the unique circumstances
and challenges faced by individuals and communities, and
from the siloed approaches that result in limited impact in
tackling structural exclusion and human indignity.

Tackling structural exclusion and enhancing human dignity
will mean addressing the circumstances and challenges
faced by excluded individuals and communities and adopt-
ing a holistic and inclusive approach to development.

Women

Countries that systematically exclude women from eco-
nomic participation are not only denying women their
rights but losing half their population’s economic poten-
tial. Gender equality in economic participation is thus
essential for boosting the region’s productivity. Women’s
political participation is a fundamental prerequisite for
gender equality as their direct engagement in public deci-
sion-making helps ensure better accountability to women
and good governance. See Box 3.1 for the experience of
the Maldives.

One immediate priority is to repeal discriminatory laws,
and reverse harmful societal norms and practices. These
impede women'’s access to economic opportunities and
equal representation, hindering the realization of their full
potential. Combining policy action with cultural shifts and
community engagement can help address deep-rooted
structural barriers, social norms, and gender persistent
biases, particularly in South Asia and the Pacific.
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Box 3.1 Women'’s political representation rising
in Maldives

In many countries, women are unequally represented
in national and local parliaments. Maldives is

making progress by specifying that one-third of local
councilors should be women.

Research shows that gender-inclusive polities, societies
and workforces boost economic growth, spur innova-
tion, and increase investments in social protection,
health, and education. Yet women'’s representation in
politics and at the corporate board level has tended to
lag in the region. Nevertheless, there has been prog-
ress in recent years as in Maldives.

Although Maldives is in the high-development category
ofthe human developmentindex, in 2022 it ranked 179

Actions will require legislative reform, enacting and
enforcing comprehensive anti-discrimination laws that
cover all aspects of life, including education, employ-
ment, healthcare, and public spaces, and establishing
legal frameworks that criminalize harmful practices like
child marriage and gender-based violence.

All policies and programmes should aim to integrate a
gender perspective to ensure the specific needs and
experiences of women are considered, invest in better
gender-disaggregated data collection to inform policies,
and work with all stakeholders. Public and private sec-
tors, educational institutions, the media, and civil society
all will have to implement education and awareness
programmes that challenge gender stereotypes and pro-
mote gender equality. Estimates suggest that advancing
women’s equality in the region could add $4.5 trillion to
countries’ collective annual GDP by 2025.% %

There are good examples of policy actions taken to tackle
the structural challenges that women and girls face.

« India, Indonesia, Maldives, Nepal, and Timor-Leste —
Using quotas through direct means such as reserved
seats or legislated candidate quotas for women, these
countries have seen increases in parliamentary and/
or local government representation, although more
remains to be done to reach parity.” ® In India, as of

out of 189 countries for the number of women represen-
tatives in national parliaments." The implementation of
the amended Decentralization Act mandates a mini-
mum of 33 percent women in local councils, which
produced significant progress at the local level.? Local
councils now have 40 percent female representation.®

Women’s Development Committees (WDCs) play a
key role in promoting women'’s political participation
at the local level. Initiated in the 1980s, WDCs gained
more traction and legal recognition as platforms to pro-
mote women'’s political participation. They also play an
important role in providing an avenue for women to
network, fundraise, collaborate, and implement, initia-
tives for community development. The government
allocates a specific budget of five percent of each local
council’s budget for WDCs.*

2017, reserving one-third of seats for women in Pan-
chayati Raj Institutions helped elect over one million
women to government positions — globally the larg-
est absolute number of women in grassroots politics.”®
The country’s Parliament passed a constitutional
amendment bill in September 2023 to reserve one-
third of seats in both houses of Parliament and State
Legislative Assemblies.

« Indonesia — In its efforts to encourage women entre-
preneurship and support private sector development,
the Government of Indonesia abolished formal restric-
tions on independent asset ownership, credit access
and the assumption or disposal of property.°

« Japan, Mongolia, Republic of Korea, and Thailand
— All have mainstreamed time-use surveys in their
national statistical systems and collect the data reg-
ularly, helping develop gender-responsive policies.”!

+ Philippines — The Government has adopted a holis-
tic approach that covers curricula reform and training
of teachers in science, technology, engineering, and
mathematics (STEM) subjects that reinforce breaking
down gender stereotypes and gender roles.??

« Georgia —Beyondthe region, Georgia is a good exam-
ple where the Governmentincentivizes party reform to
increase women'’s political participation and achieve
gender parity.?® Political parties receive 30 percent
more funding if the first 10 names on their party list
have at least 30 percent of each sex. Additional fund-
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ing is provided to parties that successfully nominate
and have a woman candidate elected. Georgia has a
higher representation of women in parliament than
the median of countries that lack quota systems.

Informal workers

Many countries can make progress by recognizing and
addressing the diverse needs and vulnerabilities of their
large informal workforce. A related objective could be to
support the transition of these workers to the formal work-
force which would not only boost their earning capacity
but also increase overall labour productivity (Figure 3.5).
Action will require a multi-faceted approach that may
include the following areas:

« Legal frameworks — Develop legal frameworks that
acknowledge the human rights and dignity of infor-
mal workers and provide them with legal protection
against exploitation and abuse.

« Registration — Create mechanisms for registering
informal workers to ensure they have access to basic
rights, social protection,?* and public services.

« Information — Raise awareness among informal work-
ers about their rights, entitlements, and available
support services through targeted information cam-
paigns.

« Association — Support the formation of worker coop-
eratives, associations, or unions that enable informal
workers to collectively negotiate for better working
conditions and benefits.

« Education and training — Enhance the capabilities of
informal workers, improving their employability and
income-earning potential, through education and
training.

« Formalization — Develop pathways for informal work-
ers to access formal labour markets while ensuring
social protection.

« Collaboration — Foster collaboration between govern-
ment agencies, labour organizations, civil society, and
informal worker representatives to develop effective
and inclusive policies.

Figure 3.5 Correlation between informal employment and
labour productivity
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Efforts have been undertaken in a few countries to create
a more inclusive environment for the informal workforce.

« Cambodia - In terms of mechanisms to better nego-
tiate the needs of informal workers, the Independent
Democracy of Informal Economy Association, is a
union representing thousands of informal workers,
including street vendors, taxi drivers and tuk-tuk driv-
ers. It advocates for workers’ rights to social protection
benefits and assists workers in accessing the National
Social Security Fund’s ID card for free health care.?®

« India —the new Rajasthan Platform-Based Gig Workers
(Registration and Welfare) Act, 2023 is a first-of-its-
kind social security law that targets the fast-growing
platform-based gig work. It calls for the establishment
of a welfare board and a dedicated social security
fund for the state's platform-based gig workers. Itis to
be financed by a levy of between one and two percent
on each platform-based transaction.?®

« Indonesia — In some countries, legislation protects
domestic workers against violence and harassment
by expanding the definition of domestic violence
beyond traditionally understood family relationships.
In Indonesia, for example, live-in domestic workers are
considered as members of the household for which
they work and as such, are protected against physi-
cal, psychological, sexual and economic violence.?”

« Indonesia, Pakistan, Philippines and Viet Nam —
Social security laws protect migrant domestic workers
by extending social security coverage to them.?®
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Youth

Youth concerns can be addressed using a holistic approach
that targets education, employment, social inclusion, and
participation. As recorded in Chapter 1, many countries
grapple with youth unemployment. Here there is an oppor-
tunity to fully harness the potential of young people.

Actions may centre on the following areas:

« Equal opportunities — Advocate for labour policies
that prohibit discrimination based on age and ensure
equal opportunities for youth in the workforce.

« Participation — Youth participation is important in deci-
sion-making processes at all levels of governance,
ensuring their voices are heard in shaping policies
that affect them.

«  Social protection — Develop targeted social protection
programmes that address the specific vulnerabilities
of youth, including unemployment benefits and health
coverage, with access to quality mental health services.

« Education — Improve access to quality education at
all levels for all youth, regardless of socio-economic
background or location.

« Inclusion — Tailor policies to address the unique chal-
lenges faced by marginalized youth, including young
women and those from indigenous communities or
rural areas.

There are good examples from the region on efforts to
enable greater inclusion of youth in all spheres.

«  Philippines — The Republic Act 10869 was enacted
in 2016 to institutionalize the implementation of the
JobStart Philippines programme nationwide.?® The pro-
gramme, implemented by the Philippines Department
of Labor and Employment, prepares young Filipinos
for employment by providing career coaching, life
skills and technical training, and paid internships with
employers.®® The programme targets youth of 18-24
years and those not in education, in employment, or
in training at the time of registration. Through partner-
ships with the private sector, the programme helps
employers meet their manpower needs with qualified
young Filipinos. Over 7,000 youth have been assisted
through the programme as of 2022.%

« SrilLanka — In terms of the political participation of
youth, Sri Lanka is the first country in the world to
engage youth as representatives in its Parliamentary

Sectoral Oversight Committees.3 These Committees
function with the participation of parliamentarians rep-
resenting all political parties in the Parliament.

Persons with disabilities

Inclusive policies are needed to address the specific
needs and vulnerabilities of the region’s persons with
disabilities (PwDs). With over 700 million PwDs* in the
region — a population which is projected to increase
due to aging and a rise in non-communicable diseases,
among other issues — countries need to tackle the signif-
icant barriers they face. This would entail ensuring their
equal access to a range of rights, opportunities, and social
provisions, including transport, employment, education,
social protection, health care, and information. PwDs can
be fully productive members of society, particularly when
physical, social, and information barriers are removed. It
has been estimated that disability-inclusive employment
could raise GDP by 1to 7 percent.®*

Actions towards ensuring the well-being of PwDs can cover:

« Legislation — Enacting comprehensive anti-discrimi-
nation laws that protect the rights of PwDs in various
aspects of life, ensuring effective enforcement, and
providing avenues for legal recourse.

«  Employment—Implementing policies that promote equal
employment opportunities for persons with disabilities.

« Education — Implementing policies that ensure access
to quality, inclusive education for PwDs, and training
of teachers and educators to effectively support stu-
dents with diverse needs.

«  Accessibility — Introducing accessibility standards and
regulations for public spaces, transportation, infra-
structure, information, and digital platforms to ensure
full accessibility for all.

« Healthcare — Ensuring PwDs have access to afford-
able healthcare and assistive devices.

- Disability rights — Raising awareness about disability
rights to reduce stigma and foster a more inclusive
society.

Some countries in the region are working towards greater
inclusion of PwDs.

« China — The Regulations on Employment of Persons
with Disabilities, 2007, prohibit discrimination against
employees with disabilities in relation to promotion,
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performance evaluation and granting of professional
qualifications, remuneration, social security and wel-
fare benefits.®®

« Singapore — The Ministry of Social and Family Devel-
opment established SG Enable, an agency that works
on empowering PwDs and caregivers through provid-
ing timely access to information, referral services, and
grants. It also enhances employability and employ-
ment opportunities for PwDs requiring assistance, and
engages families, communities, and other stakeholders,
in enabling greater integration of PwDs into society.3®

« Viet Nam —The Labour Code, 2012, mandates employ-
ers to consult with employees with disabilities on issues
related to their rights and interests, and to provide per-
sons with disabilities with equal pay for work of equal
value, along with suitable working conditions, working
tools and safety and health provisions.®” To support
entrepreneurs with disabilities, the Government estab-
lished the National Employment Fund to enable access
to credit through subsidized loans. The Viet Nam Bank
for Social Policy provides loans for entrepreneurs with
disabilities at a preferential interest rate. Based on
national decrees, the lending interest rate for PwDs is
calculated at half of what it is for persons from near-
poor households. In 2018, around 15,000 PwDs were
working in more than 400 businesses owned by entre-
preneurs with disabilities.®®

Place

It is also important to address place-based disparities,
which result in unequal life chances and undermine the
inclusivity of development. Many young people in rural
areas experience systemic shortfalls in capital formation
— in early childhood development, in education, and in
learning important skills and competencies. As result,
many are unable to compete with their urban peers for
jobs. Nor are they well prepared for the new jobs that
are being created, or for employment in sectors that
increasingly have skill shortages. 3 Underemployment
and vulnerable livelihoods are also an issue in various
countries where there is significant pressure on land with
agriculture increasingly subject to climate change. The
sections on food security, diversifying agriculture and pro-
tecting people will delve more deeply into this.

Enhance human capabilities
The inequities created by the patterns and nature of eco-
nomic growth in many countries are accentuated by unmet

basic rights, such as access to education and healthcare.
The pandemic exposed the wide disparities beneath the
averages. Tackling structural exclusion, as discussed ear-
lier, will involve addressing historical inequities that limit
people’s ability to enhance human capabilities. The objec-
tive of this section is to highlight the need for access to
quality basic services to all, so that human capabilities can
lay the foundation for greater prosperity and resilience in
a more competitive and turbulent world.

Education

COVID-19 became a turning point in reaffirming education
as a common good and a universal right.*° Regardless
of wealth, remoteness, gender or language, the issue of
accessibility became a concern to all, alongside the need
for unhindered access to online education with connec-
tivity and ownership of devices. Almost every country
introduced remote learning in its education response to
COVID-19 — using online platforms, TV/radio programmes
and/or take-home packages, along with measures to
increase access to the devices and connectivity needed
for online learning through mobile devices or subsidized
/ free internet access. There was also support for people
at risk of exclusion, such as students with disabilities.*!
Inevitably, there were variations in the ability of countries
and localities to operationalize alternative learning, which
create an impetus for global and regional solidarity to
address inequities and inequalities.

Skills

Acquisition of future-oriented skills and competen-
cies is becoming necessary, with rapid technological
change and within the evolving nature of work. Ana-
lytical thinking and creative thinking, for instance, are
considered the most important skills for a produc-
tive, competitive, and adaptable economy.*? Science,
technology, engineering, and mathematics (STEM) edu-
cation is becoming increasingly vital with the need for
investments from an early age, as it fosters individual
capabilities, making it a powerful force for human devel-
opment and progress.

To ensure that the workforce remains competitive, inno-
vated, and prepared for the evolving job landscape,
countries must invest in upskilling. China and India, for
example, could gain economically by closing the skills
gap, by $1,986 billion and $571 billion respectively, under
an accelerated scenario (Figure 3.6).** Despite the eco-
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nomic potential, the needs for upskilling are insufficiently
accounted for in national development planning in many
countries and require urgent consideration.

Figure 3.6 Additional GDP potential due to upskilling in core
and accelerated scenarios, 2020-2030

GDP $ Billion (2019 prices)
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Source: World Economic Forum and PwC, 2021. The methodology
can be accessed in the ‘Upskilling for Shared Prosperity’ by the World
Economic Forum and PwC.

Note: The core scenario assumes the skills gaps are closed by 2030
and the accelerated scenario assumes the skills gaps are closed by
2028.

The skills mismatch in the region needs urgent atten-
tion. It will likely worsen if the region continues to rely
on the old model of skills supply.** Instead, countries can
work towards aligning educational curricula with industry
needs through facilitating joint curriculum development,
investing in technical and vocational education and train-
ing (TVET) that provides practical, job-specific training,
while also supporting entrepreneurship skills devel-
opment. Countries can also establish comprehensive
labour market information systems to monitor current and
emerging skill demands and gaps, and to inform policies.

Bearing in mind the increasing levels of urbanization,
strategies can include expanding vocational training and
apprenticeship programmes to provide practical, on-the-
job training. This prepares the urban workforce for skilled
positions in sectors like construction, manufacturing, and
hospitality, as well as in green sectors. It is important to
ensure that skills strategies are inclusive, addressing any
disparities in access to quality education and training.

There are examples of ongoing efforts to tackle the skills
mismatch in the region.

+ Republic of Korea — Through skill levy funds, larger
enterprises are required to contribute a fixed share of
their revenue or wage bill to support skills develop-
mentin TVETs, including public and private providers.*®

« Singapore — To leverage the opportunities of a green
transition, Singapore has established new training pro-
grammes related to the greening of its economy, along
with a training subsidy scheme that aims to encourage
professionals to upgrade their skills and obtain certifi-
cates in fields such as energy management.*®

Digital

Enabling access to digital technologies is imperative
to improve education outcomes and enhance human
capabilities. As recorded in Chapter 1, there is a large dig-
ital divide across countries and socio-economic groups.
Enabling digital access can empower individuals by
providing access to information, education, and oppor-
tunities regardless of geographical or socio-economic
constraints. Where feasible, the following areas may be
considered to improve access:

« Costs — Enable affordable internet access by reducing
data costs, subsidizing services for low-income popula-
tions, and eliminating taxes and fees on digital services.

« Access — Provide digital devices and internet access
to schools, enabling equitable access to online edu-
cation resources, particularly in underserved areas.

« Teaching methods — Update teaching methods
through digital solutions to prepare students to meet
the demands of the digital age.

- Digital literacy programmes — Implement digital literacy
programmes to equip people with the skills necessary to
use digital technologies, including basic computer skills.

Digital access, in essence, helps break down barriers,
amplifies human potential, and promotes inclusive devel-
opment, contributing to a more equitable and prosperous
society. Successful examples are highlighted below.

« Bangladesh — The Government of Bangladesh’s a2i
Teacher’s Portal initiative, established in 2011, is the
largest online educational content storage and pro-
fessional development platform in the country, with
more than 575,000 teachers as active members.*’
The Portal incorporates blended education while
developing the core digital skills of teachers across
the country.
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« Malaysia — Malaysia is a good example of national
broadband planning and of enabling affordable access
to the internet for all. An array of supply- and demand-
side regulatory interventions helped achieve the plan’s
broadband availability and adoption targets.*® 4°

« India - The country’s digital public infrastructure (DPI)
has facilitated significant financial inclusion, provided
the digital backbone for social transfers and access
to social and other services, and has been transfor-
mative for the country. It is underpinned by the India
Stack (often referred to as the JAM trinity), the inter-
linked building blocks of which are comprised of Jan
Dhan (J) free savings accounts; Aadhaar (A) the bio-
metric identification system which provides for unique
digital identities, and Mobile (M) which has become
the primary means of accessing financial services,
combined with the instant unified payments interface
(UPI) and the more recent Open Network for Digital
Commerce initiative which aims to facilitate a single
open network digital commerce solution to level the
playing field for businesses, including SMEs.*°

Health

The right to health is a human right and underpins human
development. The idea that every individual, regardless of
their socioeconomic status, should have access to quality
healthcare when they need itis rooted in the principles of
equity and social justice. Universal access to health and
universal health coverage foster healthier populations,
reduces inequalities, enhances productivity, and contrib-
utes to overall well-being. Over the past decades, many
countries in Asia and the Pacific have rapidly expanded
health coverage.

« China — China’s New Cooperative Medical Scheme
initiated in 2003 comprehensively covered hospi-
tal expenditures for rural households and registered
more than 800 million people within the first five
years.®' A number of positive impacts were observed,
including improvements in life expectancy, cost effi-
ciency and increases in healthcare utilization.

« Thailand — Thailand is a prime example of a country
that successfully achieved universal health coverage
(Box 3.3).

Itis essential to investin universal health coverage (UHC).
Good health and income security directly contribute to
well-being and productive capacities at the individual and

household levels. This requires high-level commitment by
governments to design, implement, and finance health
systems and services. These efforts must be informed by
key principles, including rights-based entitlements, col-
lective financing, and broad risk-pooling.5?

Fundamental to ensuring health security is re-doubling
investment in essential components of the health system
including a quality health sector workforce, improving the
delivery and quality of primary and community health care
services, and strengthening data.>® Despite progress in
health coverage in the region over the recent decades,
this right is not yet a reality for all. Only 63 percent of the
population in the region are protected by a health care
scheme, leaving about 1.6 billion people wholly unpro-
tected.>

These aggregate figures further mask inequalities within
and across countries. This situation is compounded by
coverage gaps for sickness benefits where less than
half of the region’s workforce enjoys legal entitlement to
income security when sick. Out-of-pocket expenditure
remains high, at 40 percent in low-and lower-middle-in-
come countries, 23 percent in upper-middle-income
countries and 18 percent in high-income countries, expos-
ing many people to catastrophic health incidents through
the course of their lives. Medicines constitute 60 percent
out-of-pocket spending, and even more among poorer
people, reflecting a disproportionate financial bur-
den.%® As countries brace for future health security risks,
expanding coverage to these poorer and more vulnerable
segments of the population is urgent.

The Philippines is advancing towards the progressive
realization of universal health coverage. In 2019, the coun-
try achieved a significant milestone with the passage of
Republic Act 11223, also known as the Universal Health
Care Act. This legislation automatically enrols all citizens
in comprehensive healthcare coverage to “ensure that all
Filipinos are guaranteed equitable access to quality and
affordable health care goods and services and protected
against financial risk”.%®

By ensuring universal access to quality education and
health coverage, we can unlock the boundless potential
of individuals, enabling them to not only overcome chal-
lenges but also reach new heights of human capability
and contribute to a brighter, more equitable future for all.
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Human security in a more turbulent world

Despite notable progress in human development in Asia
and the Pacific, there has been arise in insecurity — a situ-
ation exacerbated by the growing turbulence in the global
environment. While it is important to enlarge opportunity
for all by tackling structural exclusion and enhancing
human capabilities, it is also necessary to confront and
resolve the root causes of human insecurity.

More recently, the understanding of human security has
broadened to encompass the burden of mental health
problems, exacerbated by the pandemic and the growing
uncertainty of individual and societal futures. A holistic
approach to ensuring human security is necessary, and in
the subsequent discussion, we will zero-in on four areas
that demand attention and action: adapting social pro-
tection schemes, ensuring health security, investing in
risk-informed development and implementing proactive
disaster risk prevention and response mechanisms, and
guaranteeing food security.

Human security is a concept born from the human devel-
opment tradition. The 1994 Human Development Report,
in the aftermath of the end of the Cold War, advocated
for shifting the focus away from discussions surround-
ing nuclear threats to redirecting attention towards the
everyday challenges faced by people. “For most people,
a feeling of insecurity arises more from worries about
daily life than from the dread of a cataclysmic world
event. Their vision acknowledged the pressing concerns
individuals grapple with on a day-to-day basis, ranging
from access to sufficient food and job security to personal
safety in their neighbourhoods. This shift in perspective
recognized the intricate web of factors affecting human
security, encompassing issues like state repression, gen-
der-based violence, and persecution based on religious
or ethnic affiliations.”®” The growing turbulence in the
region has provided renewed relevance to this concept as
people’s well-being and opportunities depend on making
sure they remain free from fear, free from want and free
from indignity.

Transform social protection

Recent turbulence has highlighted the importance of
social protection. During the pandemic, $800 million was
directed towards social protection, 22 percent more than

for the 2008/2009 Asian Financial crisis.®® Cash trans-
fers, especially in the form of Temporary Basic Income
(TBI), became a staple in worldwide relief efforts. These
were mainly channelled as emergency, time-bound
payments to groups severely impacted by the socio-eco-
nomic fallout. Beyond merely ensuring a minimum income
to uphold well-being during the crisis, TBI served as a
lifeline, connecting individuals to opportunities, and pre-
venting extreme destitution and lasting damage. The
Islamic Republic of Iran, and Mongolia, for example, have
introduced Universal Basic Income (UBI).>* Mongolia, how-
ever, discontinued its UBI due to fiscal constraints and
lack of public and political support — the programme is
now replaced by a child grant programme.

However, even with these strides, there remains signif-
icant room for improvement in coverage (Figure 3.7).
Countries in the region invest on average 4.3 percent of
GDP on social protection, excluding health (simple aver-
age). When weighted by GDP levels, investment in social
protection (excluding health) is just 7.4 percent®®, which is
significantly lower than the global weighted average of 11
percent. While public service pensions are well covered,
they respond to the needs of only a small share of the
population, leaving a missing middle of those without cov-
erage, and limited protection for the poor and near-poor.®'

Figure 3.7 Coverage and expenditure on social protection,
c. 2020
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Note: Coverage refers to the proportion of the total population receiving
at least one contributory or non-contributory cash benefit, or actively
contributing to at least one social security scheme. Expenditure on
social protection includes public spending on services, and transfers
provided to individual persons and households as well as expenditure
on services provided on a collective basis. It excludes expenditure on
healthcare. Country coverage based on Annex 1 of this Report.
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Social protection needs to adapt to new realities. In light
of future uncertainties, the focus must be on the millions
who live on the brink and could easily spiral down back
into poverty. Rather than just “lifting” people out of poverty,
social protection can more fully encompass transformative
interventions that build long-term resilience.

Countries inthe region have differing financing, institutional
and delivery capacities. So rather than opting fora homoge-
nous set of benefits and services, social protection systems
and schemes would need therefore to be contextualized
and to adapt with agility to the evolving vulnerabilities.
Meanwhile, regardless of the constraints or stages of devel-
opment, the region is home to promising models that have
been demonstrated and operationalized with strong politi-
cal will, setting a vision for long-term systems building.

Meeting the moment

During crises, governments can harness the stabiliza-
tion potential of social protection systems by having in
place legal provisions and policy frameworks to be able
to swiftly operationalize response. Early warning systems
can help assess vulnerabilities, whereas an expansion
of benefits and beneficiaries can be supported through
contingency budgets and integrated registries. Digital
payments and social security systems can in turn improve
timely delivery.5?

During the COVID-19 pandemic, the emphasis on digital
beneficiary registration in Pakistan’s Ehsaas programme, for
example, built upon a registry with information on 85 percent
of the population. This not only enabled a quick response
but also facilitated economic opportunities for empower-
ment.®® Subsequently, 115 social protection schemes were
consolidated under Ehsaas, combining add-on interven-
tions such as to improve financial inclusion especially for
women, access to assets, behavioural change, and skills
development.®* A responsible governance structure made
these systems not only responsive but anticipatory.

The missing middle

Structural transformation calls for countries to bolster
productivity and resilience among the ‘missing middle’.
Increasingly, the missing middle remain entrenched in the
informal sector, neither covered by tax-based targeted
schemes for the poorest nor by contributory schemes.®®
66 Loss of jobs and income have far-reaching implications,
and forgone income cannot be solely covered by one-off

cash transfers. During COVID-19, social security systems
and labour market interventions kicked in and were
expanded in advanced economies, while many devel-
oping economies had inadequate systems and limited
financing in place to do the same.

In such contexts, pivoting towards secure livelihood will
require a transformative approach, combining cash trans-
fers with asset provision, skills training, entrepreneurship
development, job creation, financial inclusion, and social
security access.®” Here are two examples of countries that
undertook such initiatives:

« Cambodia — Cambodia’s pilot Graduation Based
Social Protection (GBSP) links social assistance to pro-
ductivity and livelihoods in view of tackling poverty
and vulnerability in the medium term and optimizing
fiscal space for social protection.®® GBSP has now
been prioritized by the Government’s new devel-
opment strategy, the Pentagonal Strategy Phase |
2024-2028, leading the way for institutionalizing the
pilot through a national scheme.

+ Nepal — The Prayash initiative (Box 3.2) built on the
local governance systems to deliver unconditional
Temporary Basic Income to vulnerable women during
the pandemic, alongside economic empowerment
measures.

Women and girls

Recent setbacks underscore the need for a heightened
emphasis on social protection for women and girls. Anal-
ysis reveals that of the various socioeconomic policy
response measures to COVID-19 introduced in the region
through April 2021, less than 30 percent were care-sen-
sitive and only 12 percent were gender-differentiated.®
The adverse impacts of the pandemic on women’s eco-
nomic security must be understood within the context
of a number of megatrends, including demographic
transitions, urbanization, and macroeconomic and tech-
nological restructuring, which have combined to present
a more challenging environment.

While cash transfers supplement essential household
income, and care services can address the care burden,
a mix of policies — including labour market interventions,
skilling, financial inclusion, and entrepreneurship devel-
opment — enable women to be economically empowered
and offer options to embrace opportunities. During COVID-
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19, governments in the region introduced measures to
address unpaid care work — focusing on care infrastruc-
ture, care-related social protection transfers and benefits,
care services, and employment-related care policies.” For
example, Malaysia provided income-tax relief for parents
on childcare services costs, increasing it by 1,000 ringgit
for 2020 and 2021”" Looking ahead, the Government
can enhance the empowerment and resilience of women
through an integrated social protection system that opti-
mizes equality in the economic, political and social spheres.

Intergenerational solidarity

Solidarity that addresses vulnerabilities across genera-
tions will allow countries to address the needs of both the
elderly and youth in a changing demographic landscape.
It is projected that by 2050, 25 percent of the popula-
tion in the region will be aged 60 or older”? Demographic
changes increase pressure on social protection systems,
including pensions, while young people may have limited
access to decent work with social security coverage.

Given this context, enhancing employability and productiv-
ity among young people would be essential for generating
income, and accumulating savings and assets that could
facilitate transitions to decent work, securing pension
contributions and health care costs in old age. In addition,
promoting employment opportunities that allow older per-

Box 3.2 Bolstering women’s economic
empowerment and resilience in Nepal

Nepal’s Prayash initiative built on local governance
systems to deliver unconditional Temporary Basic
Income in the form of emergency cash transfers to
vulnerable women during the COVID-19 pandemic.”®

To enhance the freedom and dignity of beneficiaries
and transform their lives, beneficiaries were able to
access cash transfers as well as economic empow-
erment opportunities, basic services and health
insurance. More than 60 percent of vulnerable women
accessed livelihood opportunities, of which 20 percent
were able to re-enrol their children in school.

Local governments also undertook outreach to
enrol beneficiaries without official documents, and
allocated their own budgets to offer livelihood oppor-

sons who are willing and able to continue working, can
provide an income and contribute to their pensions.

Amid longer life expectancy, cost-of-living crises and
technological transformations, the reciprocity between
the older and younger generations can also be furthered
through transfers of skills and experience. For example,
Mongolia developed the Senior Professional Advisory Ser-
vices Development Programme to involve older personsin
the policy making process across government institutions,
which helped transfer knowledge and experience.®

Expanding fiscal space and diversifying financing
options

The transition to a low-carbon economy could rebuild fiscal
space or offer alternative financing options for scaling up
social protection that might have been previously financed
through proceeds from mining and fossil fuels. In Indonesia,
fossil fuel subsidy reform in 2015 resulted in the realloca-
tion of around $15.6 billion towards broader development
goals, including increasing investments in education, social
protection, and food security programmes.” This may also
be complemented by robust and progressive tax reform —
including fuel excise duties, carbon taxes, auctioned GHG
emissions and environmental conservation taxes, offering
fiscally sustainable opportunities for countries to expand
their social protection systems.

tunities. Financial literacy sessions equipped women
with knowledge on savings and credit transactions,
Meanwhile, regardless of possession of national ID
or citizenship cards, women were able to open bank
accounts, enabling their legal access as well as finan-
cial inclusion.

All beneficiaries were covered by annual health insur-
ance premiums in partnership with local governments,
and opened bank accounts to facilitate financial inclu-
sion. Vulnerable communities like Musahar, a terai Dalit
community in Madhesh Province, have been able to
sustain income security through both cash transfers
and an additional relief package that allowed them
to earn from raising livestock. The subsequent Sam-
bodhan programme builds on the concept and lessons
learnt from the Prayash initiative, expanding coverage
to more vulnerable women, and enhancing their resil-
ience and empowerment.
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Ensure health for human security and development
Health security is centred around the “protection of the
vital core of all human lives in ways that enhance human
freedoms and human fulfilment.””® It is fundamental to
human development, underpinning the right to live in
freedom, dignity, and free from poverty. It is essential for
economic development,”” quality growth, and poverty
eradication.’®

The Asia-Pacific region has witnessed consistent improve-
ments in health outcomes over the past few decades, as
exemplified by the notable increases in life expectancy at
birth. The regional average for life expectancy increased
from 68.6 years in 2000 to 74.2 years in 2019.°In partic-
ular, three of the least-developed countries in the region,
Bhutan, Cambodia, and Timor-Leste, achieved the largest
increase in life expectancy since 2000, or 10.9, 11.4 and
10.5 years, respectively.®

At the same time, health security in the region is being
threatened by numerous challenges such as aging
populations, the double burden of communicable and
non-communicable diseases, and urbanization. Peo-
ple’s health is also affected by a lack of universal health
coverage and inequitable access to healthcare (Box
34). In addition, there are climate crisis-induced health
challenges, along with unhealthy diets, as well as poor
sanitation.®' The region is also subject to anti-microbial
resistance and is one of the areas likely to be worst
affected by emerging infectious diseases.®?

Resilient health systems

Success in overcoming health challenges hinges on
bolstering the resilience of health systems. As the world
faces multiple crises in health, environment, and secu-
rity, reinforcing the capacity of governments and public
sector systems has become an urgent imperative. It is
not enough for governments to mount a response when
forced by crises. National health systems also need to be
able to provide continuity of care when it comes to a crisis.

A resilient national health system is one that can respond
effectively to crises and anticipate health threats, as well as
manage and decrease vulnerability to existing health risks®
This includes addressing NCDs, such as diabetes, cancers,
cardiovascular disease, and chronic lung ilinesses, which
impose significant health and socioeconomic burdens. For
example, a 2021study found that NCDs in Thailand cost the

economy 1.6 trillion Thai Baht every year, which is equiva-
lent to 9.7 percent of its 2019 GDP.&

Universal health coverage

Universal health coverage is essential for health and
human security. In Thailand, for example, the introduction
of UHC significantly reduced impoverishment (Box 3.3)
and increased the use of healthcare particularly among
vulnerable populations such as low-income people, the
elderly, and women.®® Scaling up primary health care
across poorer countries could save 60 million lives and
increase average life expectancy by 3.7 years by 2030.8¢
This would more than restore the years of global life
expectancy that COVID-19 has erased.?”

It is increasingly clear that pandemic preparedness and
progress towards UHC go hand in hand. While addressing
ongoing pandemics, like HIV and COVID-19, and other
infectious diseases such as malaria and TB, as well as the
rise of non-communicable diseases, governments also
need to ramp up preparedness to thwart future pandem-
ics and secure global health.

Financing health care

Strengthening national health systems should include
the development of well-resourced national health secu-
rity plans with equity at their core. Support is needed for
resilient domestic financing that integrates pandemic pre-
paredness and response and recognizes the relevance
of multisectoral coordination across the value chain of
health functions at the national level.

Robust and equitable health systems are vital for pan-
demic readiness, UHC, and ultimately for safeguarding
health security. Achieving this requires a number of fac-
tors to align: securing sustainable financing for health,
scaling of innovation and digitalization, building climate
resilience of the health sector and advancing inclusive
and gender-responsive decision-making.

Increased public financing for health is a pivotal step
towards realizing UHC. Some countries in the region face
a substantial burden of out-of-pocket spending as per-
centage of their total health expenditures: 75 percent for
Afghanistan,® 61 percent for Cambodia, and 78 percent
for Myanmar.®® In Indonesia, the introduction of universal
health coverage increased government health expendi-
ture from 28.5 percent in 2013 to 55.1 percent in 2020,
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while OOPS declined from 51 percent to 32 percent during
the same period,®® demonstrating a positive impact, partic-
ularly for economically disadvantaged households.

These developments underscore the critical importance
of enhancing public financing in healthcare for the region’s
overall health, UHC and human security goals.® The Philip-
pines has made substantial strides in the implementation
of UHC, effectively enrolling vulnerable groups, includ-
ing older individuals and low-income households. These
achievements have been made possible by the establish-
ment of a sustainable financial foundation, accomplished
through a series of bold tobacco and alcohol tax reforms
executed over the past decade.®2 Strengthening public
financial management, including the prevention of cor-
ruption in the health sector, is also crucial.®®

Innovation and digitalization

The introduction of appropriate, innovative digital solu-
tions can improve the efficiency and effectiveness of
health systems. Enhanced with appropriate digital tools,
health systems can facilitate consistent and equitable pro-
vision of essential health services. During the pandemic,
digital platforms enabled more efficient tracking and man-
agement of COVID-19 cases, streamlined the distribution
of vaccines, and facilitated real-time data collection and
analysis. Itis essential to continue investing in these tech-
nological advances and innovations to ensure that health
systems are better prepared and equipped to respond to
current and future health challenges. It is also important
for governments and the private sector to adopt/adhere
to an inclusive and human rights-based approach in the
introduction and use of digital technologies for health.

Health, climate and biodiversity

Health systems need to be strengthened to be climate-re-
silient, ensuring that they can provide safe, good-quality
healthcare, especially for the most vulnerable populations
who face the highest exposure to environmental risks and,
consequently, adverse health outcomes. Climate change
imposes a significant burden on health systems by height-
ening the risk of infectious diseases, including pandemics.

This risk is magnified by the loss of biodiversity and of
nature, which fuels numerous health challenges, includ-
ing the emergence of zoonotic diseases. As humans
increasingly encroach upon new habitats and species,
they bring new pathogens to the human population.®*

Alarmingly, estimates indicate that due to the rate of dis-
ease emergence from zoonotic reservoirs associated with
environmental changes, the annual probability of extreme
epidemics could triple in the coming decades.®® Embrac-
ing green energy solutions is also essential for enhancing
access to high-quality, low-emission healthcare, espe-
cially for those living in remote rural areas.

Inclusive health responses

An equitable, gender-sensitive and inclusive approach
should underpin people-centred health system delivery.
This will help eliminate barriers to access for women,
people living in poverty, persons with disabilities, LGBTQI+
people, people living with HIV, and other vulnerable and
marginalized groups.

This involves strengthening regional and national civil
society and community-based organizations and key
vulnerable populations, enhancing their effectiveness,
advocacy, and contribution to policy dialogues, thus
diversifying voices in development agenda settings and
prioritizations. It is important to promote protective laws,
increase access to justice, shift discriminatory social
norms, support inclusion in governance and democratic
processes, improve the evidence base related to LGBTQI+
people and other vulnerable groups, and enhance service
delivery for excluded populations.

Nepal’s Public Health Service Act of 2018, for example,
prohibits discrimination against patients on the basis of
sexual or gender identity.®® Equity-oriented approaches,
which prioritize the unique needs of marginalized and vul-
nerable populations, are just as vital as sustainable public
financing in the pursuit of UHC and the broader objectives
of health and human security.

Strengthening regional cooperation.

Regional cooperation provides a means to leverage
scarce resources, strengthen capacities and build
political commitment to effectively address health as a
transboundary issue. This is relevant for a range of issues,
including collaboration forimproved disease surveillance,
early warning systems, strategic cooperation on pharma-
ceutical and vaccine research and development (R&D)
and manufacturing. Coordination of public-sector inter-
ventions at the regional level may bring forward solutions
for tackling health emergencies, through the coordination
of regional resources. This should include capacity build-
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ing in both the public and private sectors to localize
R&D and production within the region and enable more

Box 3.3 Universal health coverage in Thailand

Thailand has made a strong start on universal health
coverage - covering the entire population with one of
three public health insurance schemes?’.

By 2020, eight percent of the population of Thailand was
covered by the Civil Servant Medical Benefit Scheme
(CSMBS), 19 percent by the Social Security Scheme (SSS),
and 71percent by the Universal Coverage Scheme (UCS).

The CSMBS and SSS schemes are employment-re-
lated, but the UCS, which provides entitlement to
health care for all Thai citizens, is financed by taxes.
Unemployed SSS members, or dependents of CSMBS
members older than 20 years who have lost their cov-
erage, are thus automatically covered by the UCS.

This combination of schemes has improved access
to health and reduced the risk of catastrophic health
spending and impoverishment. The National Health

Box 3.4 Health inequalities in Asia and the Pacific

Across Asia and the Pacific there are significant
inequalities in health outcomes that are driven by
socio-economic, geographic, systemic, cultural, and
environmental factors.

Asia and the Pacific, home to over half of the global pop-
ulation (4.7 billion people), faces significant challenges in
addressing the growing burden of infectious diseases,
non-communicable diseases, and disabilities. Despite
these challenges, average health expenditure in the
region remains relatively low at 5 percent of GDP.*° The
region also counts 700 million people living with a dis-
ability,°® which has become an increasingly large share
of the global disease burden—rising from around a fifth
of the total burden in 1990 to more than a third in 2019.°'

There is a large mismatch between the number of
health workers and specialists available compared

timely and affordable procurement of health technolo-
gies, such as medicines, vaccines, and diagnostic tools.

Security Office, which manages the UCS, has the
power to negotiate the best prices for the more expen-
sive medicines and medical devices and thus enable
higher coverage.

However, there remain significantimbalances between
the three schemes, in terms of price-setting, purchas-
ing, and regulation. Expenditure per capita for the
CSMBS, for example, is four times higher than that of
the UCS. Across all three schemes, continued efforts
will be needed to strengthen the purchasing and reg-
ulatory functions to optimize resource allocation and
ensure value for money.

It will also be important to continue monitoring each
scheme — making the necessary adjustments to ensure
that all citizens, regardless of their employment status
or age, have access to quality healthcare without facing
financial hardship.

Source: Barber, Sarah L and Luca Lorenzoni, Paul Ong (2019);
ILO (2021)%8.

to population size. Some countries have among the
fewest physicians per capita in the world. In the abso-
lute, the shortage amounts to about 3.6 million, and
counting given the region’s rapidly aging population.
By 2050, a quarter of the region will be over 60; that is
almost 1.3 billion people, who need increasing levels of
healthcare. This mismatch between anticipated future
demand and the availability of medical care poses sig-
nificant risks to the carrying capacity and quality of care
provided by health systems. At the same time, there is
significant outmigration of health care personnel, with
medium-term implications for health systems in the
case of those countries in economic crisis which had
made significant investments.'°?

COVID-19 has further compounded these issues, test-
ing the resilience of economies and health systems,
and placing immense pressure on frontline health
workers. The pandemic had an unequal impact in the
region, amplifying inequities and inequalities. Insuffi-
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cient access to vaccines, medicines, and technologies,
and weak health systems, have impeded the realization
of people’s right to health. Moreover, the region, partic-
ularly East Asia and the Pacific, is identified as global
hotspots for pandemic emergence, having seen the
highest economic losses from epidemics of any region
in the world, costing the region $200 billion per year*?
These risks connect with agricultural strategies, as
rapid urbanization and agricultural expansion encroach
into wilderness areas, making pathogen spillover to
humans more likely.°*

Environmental factors, such as pollution, play a signifi-
cantrole in health inequalities in the region. South Asia

Invest in risk-informed development

The geographical characteristics of the Asia-Pacific region
make it particularly susceptible to a range of escalating
risks and multiple hazards. The region is surrounded by
two major oceans — the Pacific and the Indian — where
coastal vulnerabilities are particularly pronounced. These
vulnerabilities are aggravated by the extensive degrada-
tion of natural coastal defences such as mangroves and
coral reefs — crucial buffers against storm surges and
rising sea levels. Additionally, land subsidence, driven by
excessive groundwater extraction and rapid urbanization,
further heightens the region’s flood susceptibility. Climate
change exacerbates these vulnerabilities by intensifying
storms, elevating sea levels, and altering precipitation
patterns, thereby increasing the pressure on already-
strained coastal systems.

Moreover, the region is a hotspot for geological risks,
notably earthquakes and tsunamis. The Hindukush and
Himalayan Mountain regions are among the world’s
most seismically active zones, predisposing them to
earthquakes, landslides, avalanches, and glacial lake
outburst floods. A repeat of the deadly and damaging
Indian Ocean Tsunami of 2004 is probable.°® Countries
in the Pacific Ocean are constantly under threat from cat-
astrophic earthquakes and tsunamis with the Great East
Japan Earthquake of 2011 as the most recent reminder.
The density of the population in this region amplifies the
risks associated with these geological hazards, as many
communities are situated in areas of high vulnerability.
These geological risks intersect with various environ-
mental and societal aspects, often exacerbating existing

is home to the world’s four most polluted countries.°®
In 2018, air pollution generated by burning fossil fuels
has been linked to over one million premature deaths in
South Asia.°® Just 6.8 per cent of governments in Asia
provide fully open air quality data, and only one-third
of countries in Asia have air quality standards — both
foundational ingredients for policy action.”” Particle
pollution, including dust, affects more people than any
other pollutant, and there is no safe threshold. Chronic
exposure to fine particulates is associated with pre-
mature death due to cardiovascular and respiratory
disease, lung cancer, and acute lower respiratory infec-
tions (e.g., pneumonia).

challenges associated with sustainable water resources,
biodiversity, and transboundary issues.

Increasingly imperiled

As aresult, Asia and the Pacific suffers from more natural
disasters than other developing regions (Figure 3.8). Over
the period 1990-2020 the average Asia-Pacific country
experienced about six natural disasters in a year. This is
about twice as many as in developing countries of Latin
America and the Caribbean, and about three times as
many as in sub-Saharan Africa.'®

Figure 3.8 Trends in the annual incidence of natural disasters
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Source: Brueckner et. al (2023).

Asia and the Pacific also experiences more-severe disas-
ters. Natural disasters that occur in the region cause more
deaths than natural disasters in other developing regions.
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Natural disasters in Asia and the Pacific are also asso-
ciated with larger economic damage. Over the period
1990-2020, the total damage in a year due to natural
disasters was about $1.3 billion. This is about five times
as much as the total damage in developing Latin Amer-
ica and the Caribbean, and about 80 times as much as
the total damage due to natural disasters in developing
sub-Saharan Africa."

With large and uneven consequences

A large part of the Asia-Pacific economy is dependent on
its coastlines, with key industries such as tourism, fishing,
and trade being concentrated in coastal areas. The region
is home to 70 percent of the global population susceptible
to sea-level rise, and about one-third of total employment
is in natural resource-based sectors conditioned by cli-
mate, such as agriculture and fisheries. This economic
dependence on coastal regions amplifies the potential
impacts of coastal hazards on the region’s economy and
livelihoods. Coastal erosion and inundation not only result
in the loss of land but also have severe implications for
infrastructure, agriculture, and human settlements.

The climate crisis and natural hazards will continue to dis-
place the most vulnerable and poor people, disrupting
their livelihoods, endangering health, human develop-
ment and well-being, and reducing job opportunities,
social capital and mobility." Climate migration is taking
place at scale in the Asia-Pacific region, accounting for
over half of the total number of new disaster-induced
displacements, significantly greater than conflict-related
displacements in other regions. In 2022, internal displace-
ments due to disasters rose to 32.6 million, 41 percent
higher than the annual average of the previous 10 years,
and mostly due to weather-related hazards such as storms
and floods.™ The Asia-Pacific region accounted for nearly
70 percent of the global total. Climate change-induced
disasters pose an increasingly serious threat.

Analysis shows that the increased disaster incidence is
associated with increased poverty and a decline in human
development. A recent study has found that the coun-
tries with a greater mean incidence of natural disasters
have lower human development indices, less capital per
worker, lower total factor productivity, and higher poverty
rates. The study finds that this negative relationship also
holds true for Asia-Pacific countries (Figure 3.9). To fur-
ther illustrate the quantitative implications of econometric

model estimates, Indonesia’s example is used in the study.
Indonesia recorded 28 natural disasters in the year 2021,
29 natural disasters in 2020, 19 natural disasters in 2019,
and 15 natural disasters in 2018. Given that in the year
2020 Indonesia’s human development index was 0.71, the
cost to human development of 100 natural disasters will
be large: in the long-run, 100 natural disasters would set
Indonesia’s human development index back to a value of
0.60 — where it was in the year 2000.

A complex disaster riskscape

A riskscape of complex, compound and cascading
disasters is emerging."™ Areas already vulnerable to
transboundary disasters are expected to experience
intensifying hazards, such as floods, drought and heat-
waves. The onset of a strong El Nifio in 2023 coinciding
with a warming ocean and unabated increase in green-
house gases can outpace the region’s resilience. With
such an expanding and intensifying riskscape, continued
investment is needed to strengthen disaster resilience
locally and nationally, including to maintain effective
early warning systems in existing hotspots. It is critical to
respond to intensifying hotspots, strengthen regional and
subregional cooperation mechanisms, and widely intro-
duce nature-based solutions.

As a consequence of these characteristics, countries in
the region are not achieving their goals agreed under the
Sendai Framework for Disaster Risk Reduction."™ Over
two million people have lost their lives to disasters since
1970. In 2022, over 140 disasters struck the Asia-Pacific
region, leading to over 7,500 deaths, affecting over 64
million people and causing economic damage estimated
at $57 billion. The impact and magnitude of disasters
over the past decade, indicate that climate change is
making natural hazards even more frequent and intense,
with floods, tropical cyclones, heatwaves, droughts and
earthquakes resulting in tragic losses of life, displaced
communities, damage to health and properties, and mil-
lions of people pushed into poverty.

Strengthening disaster risk reduction and recovery and
risk-informed development are necessary to achieve the
Sustainable Development Goals."® Large-scale shocks
often resultin medium-term losses across economic, social,
and environmental development, calling for not only invest-
ments to prevent those already impoverished from falling
into deeper distress but also forward-looking investments.
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Historically, disasters have served as catalysts for change,
and policy and institutional reforms — driving advances in
disaster risk reduction, recovery, and social investments.
Therefore, it is imperative to leverage the climate crisis as
an opportunity to address emerging gaps and set the stage
for the next round of transformation (see Box 3.5).

Figure 3.9 Incidence of natural disasters and human
development in Asia and the Pacific
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Source: Brueckner et. al (2023).

Note: The figure plots the country average human development index
during 1990-2020 (y-axis) and the country average incidence of natural
disasters during 1990-2020 (x-axis) for all low and middle income
countries in Asia-Pacific excluding those with a mean annual natural
disaster incidence of ten or more. The R-squared is 0.065: i.e. nearly 7
percent of the cross-country variation in the human development index is
due to cross-country variation in the mean incidence of natural disasters.
Alinear fit yields a slope of -1.2. with a standard error of 0.9. Quantitatively,
the least squares estimate of -1.2 means that for each one-unit increase in
the mean incidence of natural disasters, a country is expected to have a
lower human development index by 1.2 percentage points.

The following priorities emerge:

Invest in risk-informed development

Policy planning and development projects must be informed
by a comprehensive understanding of the risks involved,
including those associated with climate change, geological
hazards, and socio-economic vulnerabilities. This includes
protecting cities, particularly those that are historically
exposed to multiple hazards, and those in climate hotspots,
and addressing climate loss and damages through resilient
recovery or the ‘build back better’ approach.

Ensuring that infrastructure, housing, and public services are
built or retrofitted to withstand natural disasters and imple-
menting nature-based solutions are crucial to safeguard
human development. In Tonga, for example, the Govern-
ment has integrated resilience into the Ministry of Finance’s
planning and budgeting systems. This includes formulat-
ing the new resilience-financing functions of the Resilient

Development and Financing Division™ to strengthen the
Ministry’s capacities to support the achievement of the
national resilient development agenda and to enable
risk-informed development at all levels of governance. This
enables the country to address the core drivers of vulnera-
bility to natural hazards and climate change impacts.

Build coastal and community resilience

As coastal areas in the region are so vulnerable, more
investments are needed in the restoration and conservation
of natural coastal defences, such as mangroves and coral
reefs, as well as in the implementation of sustainable land-
use practices. Enhancing human agency to make the right
choices through community awareness, preparedness, and
capacity to respond to geological hazards and climate-in-
duced threats is also important. This includes developing
early warning systems, conducting regular drills, and using
community-based disaster risk management that promotes
social cohesion and self-help actions during the immediate
aftermath of disaster events, in response and recovery.

In Palau, for example, the President issued Presidential
Proclamation No. 19-269,"¢ declaring September as the
National Preparedness Month, to support enhanced
coastal and community resilience.

Cooperate regionally

Transboundary issues, such as shared water bodies and
ecosystems, require collective action and cooperation
among countries. Promoting dialogue and cooperation
can help resolve disputes, facilitate the sharing of best
practices and knowledge, and foster collective action to
address shared challenges.

Regional cooperation can also facilitate the pooling of
resources and expertise to develop and implement effec-
tive risk awareness, in regional early warning systems,
preparedness, anticipatory actions and response strategies.

For example, ASEAN and the UN are working closely under
the ASEAN-UN Joint Strategic Plan of Action on Disaster
Management IV 2021-2025"™ and the ASEAN Agreement
on Disaster Management and Emergency Response Work
Programme 2021-2025," to strengthen regional cooper-
ation across five Priority Programmes: Risk assessment
and Monitoring, Prevention and Mitigation, Preparedness
and Response, Resilient Recovery, and Global Leadership.
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Harness technology and innovation

Technology and innovation play a critical role in enhanc-
ing disaster preparedness and response. This includes
leveraging advances in data collection and analysis,
remote sensing, and communication technologies.
This will improve risk assessment, early warning, emer-
gency response and recovery. Governments can also
promote the use of innovative and sustainable construc-
tion materials and techniques, along with nature-based

Box 3.5 Building resilience against disaster
risk in Bhutan

Bhutan is exposed to many types of natural disaster,
and to the impact of climate change, but has
opportunities to reduce the risks and boost the
resilience of its people and its natural environment.

Recent calamities in Bhutan have included flash floods
and rampant forest fires, and the enduring repercus-
sions of the COVID-19 pandemic and the impacts of
global warming. The country does not yet have the reg-
uisite physical, socio-economic, fiscal, and institutional
frameworks to address these pressures.

Guarantee food security

Food security is a systemic issue that requires tackling
multiple issues concomitantly. The COVID-19 pandemic
put enormous pressures on the ability of people to secure
their nutrition. Amartya Sen’s famous statement, “Star-
vation is the characteristic of some people not having
enough food to eat. It is not the characteristic of there
being not enough food to eat,” underscores a critical
point: food security goes beyond mere food availability. It
involves the capacity of people to command food through
markets and the exercise of rights.”

Food security thus encompasses not only the quantity of
food but also its accessibility, affordability, and quality. At the
centre of the definition is the ability of individuals and com-
munities to acquire and utilize nutritious food consistently.
As such, food security is a systemic issue and involves
addressing issues such as poverty, inequality, distribution,
and access to resources, healthcare, and education.

solutions, to enhance the resilience of infrastructure and
housing.

In the Philippines, for example, the Government developed
a Data Governance Study'' and a Digital Readiness Strat-
egy'? to supplement the National DRR and Management
Plan 2020-2030. These initiatives aligned with the Govern-
ment’s focus on digital transformation and data governance
for resilience through the country’s Climate Change Adap-
tation — Disaster Risk Reduction data ecosystem.

Certain hazards like earthquakes, glacial lake outbursts,
landslides, and fires are difficult to predict and prevent.
And addressing climate change necessitates a united
global effort. Nevertheless, the country can take steps
to diminish the fallout, through further improvement of
risk management and development strategies These
measures can be harmoniously integrated with national
and local adaptation initiatives.

Any resilience-building efforts must be coherent and
aligned with Bhutan’s ambitious climate policy and
its development policy of Gross National Happiness,
which asserts that economic growth must be equi-
table, inclusive, and, most importantly, coupled with
environmental conservation.

The agriculture sector has historically been vulnerable to
a multitude of external factors, including extreme weather
events, disease outbreaks, and fluctuating commodity
prices. These factors can lead to abrupt price spikes and
food shortages, affecting vulnerable populations around
the world. Even a modest reduction in the sector’s output
has the potential to trigger food-price inflation, significant
welfare setbacks for poor populations, and possibly polit-
ical unrest.?* The COVID-19 pandemic further highlighted
the fragility of global food supply chains, as disruptions
cascaded from farm to fork.

Diversifying agriculture

Diversified investments in agriculture play a pivotal role
in mitigating these risks by enhancing productivity and
building resilience within the sector. These encompass a
range of strategies and practices, which include the appli-
cation of advanced technology. Two examples from the
region include:
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« India — Various new technologies have been inte-
grated into agricultural production, including
solar-assisted irrigation in off-grid rural areas and
solar-powered multi-utility farming vehicles. Some
farmers have adopted precision farming techniques,
utilizing data and artificial intelligence to optimize the
use of inputs like water and fertilizers thatin turn led to
higher yields and reduced environmental impacts.>

« Singapore — There has been intensive research and
development into agri-tech and high-productivity
innovation in the effort to produce locally 30 percent
of the food supply by 2030. The Ministry of Trade and
Industry’s Enterprise Singapore initiative, through the
Startup SG scheme, collaborates with partners to col-
lectively invest over $65 million, aimed at stimulating
agrifood technology startups by providing financial
support and mentorship alongside organizing accel-
erator programmes and hackathons.'?®

Sustainable practices, such as no-till farming, organic
farming, and integrated pest management, can simulta-
neously enhance the resilience of farming systems and
soil health, conserve water resources, and reduce green-
house gas emissions. The use of biofertilizers and green
fertilizers is gaining momentum in the region."?”

Supply chains and markets

Enhancing agriculture is only one piece of the puzzle. To
ensure food security, resilient food supply chains are also
essential. Investment in infrastructure such as transporta-
tion, storage, and processing infrastructure, helps reduce
post-harvest losses, ensures food safety, and enhances
the efficiency of food supply chains. Reducing food losses
should also be a priority. Lost or wasted food represents
wasted energy and other resources, emits methane, and
results in lostincome and missed opportunities to provide
people with nutrition.

Facilitating access to markets for small-scale farmers,
especially in remote areas, enables them to sell their
produce at fair prices and contributes to food security by
reducing wastage. Designing supply chains with climate
resilience in mind involves climate-smart logistics, such
as improved refrigeration and transportation systems to
cope with extreme weather events.

Meanwhile, restrictions on trade in agricultural products,
whether in the form of government policies, such as tariffs
or bans, or due to inefficient customs systems and trade

infrastructure, have numerous adverse effects on food
security. Removing administrative and logistical barriers
that impede international trade and strengthen multina-
tional cooperation and transparency are essential steps to
mitigate the necessity for governments to resort to such
measures in future crises.

Protecting people

At the core of food security is safeguarding people’s
incomes. This was the premise of India’s 1972 Maha-
rashtra Employment Guarantee Scheme. It provided
guaranteed employment to rural households during sea-
sons of agricultural distress, creating labor-intensive work
on public projects, generating income for communities,
and providing food security for those in need. Accord-
ing to Amartya Sen and Jean Dreze, it averted famine by
employing nearly five million people, generating nearly
one billion person-days of work in just twelve months.®

In 2005, the Government of India passed the Mahatma
Gandhi National Rural Employment Act (MGNREGA),
a comparable demand-driven national wage employ-
ment programme, through parliamentary legislation.
This initiative serves as a powerful tool for enhancing
social protection and ensuring livelihood security. Fol-
lowing suit, the state of Rajasthan has implemented a
new urban employment scheme modeled after MGN-
REGA, guaranteeing 100 days of employment per year
to urban households. Several other states in the country
are currently evaluating the viability of similar schemes,
addressing the issue of substantial underemployment in
their respective regions.'?®

As many countries in the region are experiencing con-
strained fiscal situations, strategic investment towards
improvement of domestic agricultural production is vital
to mitigate risks from global market fluctuations and
supply disruptions, and ensure food security. Support to
small-scale farmers through training, access to credit, and
modern agricultural practices, and support to producer
cooperatives and associations, can boost local produc-
tion and reduce reliance on low-quality inputs, expensive
credit, and inadequate prices for their agricultural output.

In Pakistan and Thailand, for example, fintech and agri-
tech, which employ artificial intelligence and advanced
data analytics, are gaining traction in supporting access
to finance and productivity improvements for small-scale
farmers.*°
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Agricultural research and extension services

It is recommended that agricultural research and exten-
sion services be prioritized to develop high-yielding crop
varieties suited to local conditions, with localized irriga-
tion systems and storage facilities. In India, for example,
temperature-controlled storage and transport, without
the need for grid power, enable farmers to better time
the sale of their crops and consequently receive better
prices. Meanwhile, to overcome lack of storage space,
solar dehydrators help process food that would otherwise
be lost after harvesting’®'

In the face of climate change, volatile markets, and
fiscal constraints, productivity-enhancing diversified
investments in sustainable agriculture are essential for
achieving food security. These investments not only
increase agricultural resilience but also strengthen food
supply chains, reducing the vulnerability of populations
to food shortages and price spikes. Strategic domestic
production enhancements further contribute to the over-
all resilience of countries, making food security a reality
even in challenging times.

Obligations to future generations

Multiple responsibilities to future generations demand
immediate and longer-term actions. First, fast-tracking a
just energy transition towards net-zero emissions. Second,
investing in climate-resilient development, with due focus
on adaptation and risk reduction. Third, nature conserva-
tion. Last, managing public finances responsibly. Prudent
financial strategies that support impactful investment will
ensure a brighter, equitable future without burdening
upcoming generations with unsustainable debt.

Accelerate a just energy transition and achieve
net zero

A net-zero emissions future will require a major transforma-
tion of the economy — across all dimensions of societies,
institutions, and environments. These transitions will be
especially important in fast-growing developing countries
where future industrialization and development will be con-
centrated. From a technological perspective, renewable
and non-renewable (carbon-neutral) energy sources (e.g.,
solar, wind, geothermal, green hydrogen, etc.), technol-
ogies (e.g., renewable-based power generation, battery
storage, carbon capture and storage, etc.) and digital trans-
formation (smart grid, Al, smart energy solutions, etc.) will
play a role in regional and national energy transitions.

Investing in battery storage and transmission lines
Inadequate grid infrastructures designed to accommo-
date large shares of variable renewable energy sources
(e.g., solar and wind), result in high electricity losses and
low supply quality, among other issues. Investments
are needed in battery storage and in upgrades to trans-
mission lines. Several countries still hesitate to halt
their planned and future pipelines of fossil-fuel-based
electricity generation, given the urgent population and
economic development needs.®? But costs continue to
fall dramatically, making investment in renewables much
more affordable and feasible® There are numerous
opportunities to link energy supply with income-generat-
ing activities and public services across sectors, such as
health and agriculture, to maximize the benefits of access
and improve the viability of decentralized solutions.

A systems approach

The inherent complexity and scale of the energy transition
requires a systems approach that takes into consideration
the nexus of different areas, such as climate, environment,
gender, health, governance, economy, and finance.

The link between renewable energy and the extractive
industries reflects these complex interactions. Renewable
energy technologies and the electrification of sectors,
such as transport, are becoming the fastest-growing seg-
ment of demand for critical minerals. This is expected to
rise significantly in the next 20 years — by over 40 percent
for copper and rare earths, 60 to 70 percent for nickel and
cobalt, and almost 90 percent for lithium.** Currently, the
production of these minerals is highly concentrated in a
small number of countries,*® and also poses social and
environmental threats to people, their livelihoods, and
natural resources. This may require, among others, strin-
gent environmental regulations and monitoring alongside
comprehensive community consultations that could pro-
mote conflict resolution mechanisms and ensure fair
distribution of benefits.

Governments can work in partnership with the private
sector on enhanced sustainable mining practices, con-
sidering new approaches to fair and inclusive profit and
burden sharing, stakeholder involvement and adapted
trade policies. The objective must be a sustainable supply
chain of materials that allows the necessary scale up of
renewable energy technologies, minimizes impacts on
human rights and the environment, and maximises local
benefit sharing.
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Boosting renewable energy

Global scenarios that map pathways to net-zero project
that achieving a 1.5 °C global warming scenario requires
the share of primary energy from renewables (including
bioenergy, hydro, wind, and solar) to increase substan-
tially between 2020 and 2050, and that from fossil fuels
to rapidly decline. ™3¢

To align with the temperature goal of the Paris Agreement,
the share of renewables in total energy consumption in
Asia needs to reach 35 percent by 2030.%” Decisions on
the portfolio of technologies to deploy on the ground will
be linked to specific national and regional energy contexts,
political will, financial capacity and development needs.

Overall, an effective transition will depend on a combina-
tion of one or more of the following actions: (1) deploying
vast amounts of affordable, and reliable technologies,
this largely means the deployment of renewable energy
technologies such as solar and wind power, which are
now cheaper to operate than coal plants;*® (2) widespread
electrification of end-uses (mobility, cooking, etc.); (3)
digitalization of the energy sector; (4) improved energy effi-
ciency; (5) deep reductions in agricultural emissions; (6) the
use of alternative, carbon-neutral fuels and carriers (such as
green hydrogen) in difficult-to-decarbonize sectors (such
as long-distance transport, air travel, or steel and cement
manufacturing); and (7) strengthening equity, governance
and social justice to ensure that the transition is just.

Leaving no-one behind

The rapid transition to a net-zero economy must be
achieved in a manner that is just, and that leaves no-one
behind (Box 3.6). Experience shows that achieving a just
transition while combatting climate change has far wider
systematic implications for consumers, employers, and
communities, and thus requires economic transforma-
tion across all sectors and industries. The benefits of just
transition are many, from generating public support for
a green jobs revolution to helping drive local solutions.
Social protection is integral to meeting the objectives
of just transitions and broader structural transformation
by building the resilience and capabilities of vulnerable
people to weather shocks and take advantage of the new
opportunities. Importantly, a just transition also holds the
potential for deeper social change, by reforming existing
systems that undermine climate equity and social equality.

Managing trade-offs

A just transition is one where trade-offs are managed
effectively. The transition is often discussed in the context
of job security and livelihoods for those currently engaged
in fossil fuel-based activities. Policy makers also need to
recognize that the Asia-Pacific region is home to more than
350 million people with limited access to electricity and
150 million people with no access at all. Carefully targeted
and proactive policies will be required to ensure a just
transition for workers and communities and to manage
trade-offs. This will also include investing in human capital,
training, and education systems, and in social protection.
For example, the closure of coal mines, coal power gen-
eration and coal-reliant heavy industries in the Ruhr
region in western Germany, involved relocation of work-
ers by employers to other functions, or transfer to other
energy jobs with decent pay, re-skilling and up-skilling,
including to support worker transition into the service
sector, and temporary cash transfers.®® The Ruhr has
been transformed from a coal-driven industrial region to
a knowledge- and tourism-based economy. By the mid-
2000s, 100,000 workers were employed in research and
development of environmental technologies.*® These
transitions require a long-term approach along with mas-
sive public investments towards diversifying the economy.

Social dialogue

Building a strong social consensus on the goal and
pathways to sustainability through social dialogue is fun-
damental. When policies are underpinned by a consensus
of all stakeholders, including governments, employers,
and workers, they are more likely to reach their objectives.
Social dialogue mechanisms need to be formalized and
institutionalized to ensure their effectiveness.

For example, social dialogue involving local authorities,
trade unions and workers in the palm oil sector in Malaysia
was found to have a positive multiplier effect, including job
creation, productivity and decent work standards.™ This
involves a shared vision for business sustainability, aware-
ness of labour rights among the workers, reviewing wage
and realignment of the workforce and preventing loss of
working hours due to strikes. Efforts to achieve a just tran-
sition should be targeted towards achieving the objectives
of the Paris Agreement and the Sustainable Development
Goals. Given the urgency to achieve a just transition and
the complementarity in policy objectives of the two global
frameworks, countries should ensure that the objectives
toward achieving ajust transition are not pursued separately.
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Box 3.6 Towards a green, and just transition
in China

China, and other Asia-Pacific countries now have the
opportunity to transform their economic structures,
energy mixes, production methods and lifestyles
towards low-carbon pathways. Certain sectors, regions
and groups are affected more than others, and ensuring
a just and inclusive transition will mean mitigating
potential negative socio-economic impacts and risks.

The energy transition will have a significant impact on
job creation and livelihoods in China*? Over the next
ten years, coal power employment is expected to fall
by 30 percent, and by 2050 by 95 percent. Over this
period, the use of electricity, however, will continue
to rise, with more power generated from renewable
resources. Within 50 years, employment in wind gen-
eration is expected to double, and in solar power
generation it is expected to quadruple.

A just and inclusive transition provides an opportunity to
address some existing inequalities and disparities. The
coal industry is traditionally dominated by men, and as
the industry shrinks, women'’s share of employment has
been decreasing — between 2003 and 2020 from 22to0 13
percent. Coal miners are also likely to be informal workers.
A study in Tangshan in Hebei province, found that infor-
mal workers, mostly migrants from rural areas, dominated
the front line — accounting for 40 to 90 percent of miners.
There are also differences in the quality of jobs depending

Invest in climate-resilient development

Investing in climate-resilient development is of paramount
importance due to the region’s vulnerability to climate
change impacts. By directing resources towards climate
adaptation and disaster risk reduction measures, and cli-
mate risk projections, countries in Asia and the Pacific
can enhance their resilience to a changing climate. These
investments not only protect millions of people and vital
ecosystems but also promote economic growth and
regional stability in an era marked by climate uncertainty.

The imperative for adaptation

While countries in the region double down on the race to
net zero, they should not ignore the need for adaptation.
There is growing political momentum for adaptation glob-

on the size of the enterprise — most of the well-educated
professionals are found in the larger companies.

The energy transition will benefit from an overarching
policy framework guided by social considerations. This
can include a strong legal and regulatory framework with
clear responsibility and accountability arrangements.
And to achieve balanced progress in environmental
protection, economic development and employment
generation, policies must be implemented in a more
synchronized manner with stronger inter-agency coordi-
nation and stakeholder engagement.

To ensure that workers get the necessary support in
a fast-changing context, employment policies can be
continuously evaluated and adapted. Indeed, all coun-
tries will need medium- and long-term national plans for
green employment, with clear targets and priorities. And
to keep pace with the rapidly evolving job market, stan-
dards and certification systems for jobs in green and
new emerging sectors need to be regularly updated.
This can guide the forms of vocational education and
ensure that new positions are adequately staffed.

Employment policies should also be coordinated with
those for social protection so that they are mutually
reinforcing. This caninclude targeted measures based
on employees’ willingness to work, and their age, sex
and skill level. To provide affected workers with suitable
green-skills training there will also need to be invest-
ment in education and human capital.

ally. Established with support from both developed and
developing countries, the Call for Action on Resilience
and Adaptation (2019), the Global Commission for Adap-
tation (2018-2020), and the Adaptation Action Coalition
(formed in January 2021) are some of the highest-level
political coalitions elevating the importance of adaptation.

Currently, 33 countries in the Asia Pacific region have
submitted their new or updated NDCs. For six of them
this is their second update*®* These outline their adap-
tation ambitions that focus on priority areas such as food,
water, and nutrition security; the safeguarding of economic
assets from extreme climate events and disasters; and/or
the protection and regeneration of natural capital. Many
of these countries are also working on developing and
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implementing their National Adaptation Plans, with close
linkages to their NDCs, in an effort to tackle the effects of
climate change with a more resilient response mechanism.

Economic returns from climate investment

It is now widely accepted that investments in adaptation,
disaster-risk reduction and resilience building provide sig-
nificant returns. The Global Commission on Adaptation
found that investing $1.8 trillion globally in early warning
systems, climate-resilient infrastructure, improved dry-
land agriculture, mangrove protection, and resilient water
resources, from 2020 to 2030, could generate $71trillion
in total net benefits.

Furthermore, according to the UN Office for Disaster Risk
Reduction, every $1invested in risk reduction and preven-
tion can save up to $15 in post-disaster recovery Every $1
invested in making infrastructure disaster-resilient saves $4
through fewer disruptions and reduced economic impacts.

In Pakistan, for example, the sudden rise in temperature
in April 2022 resulted in rapid glacial melt and unprece-
dented monsoon rains through August, causing glacial
lake outbursts and flash floods that claimed more than
1,700 lives and inflicted more than $14 billion of damage.
Prior to this disaster, the Government of Pakistan had
constructed flood mitigation infrastructure in one of the
affected provinces, with support from UNDP and financing
from the Green Climate Fund. Gabion walls newly put in
place successfully diverted the floodwater to a nearby
water channel, safeguarding communities, agricultural
land, homes and local power stations downstream.
UNDRR also notes that spending $800 million on early
warning systems in developing countries would avoid
losses of between $3 billion and $16 billion annually.

The adaptation financing gap

Despite the benefits, availability and access to financing on
adaptation, both within the region and beyond, fall signifi-
cantly lower than the demand. Although finance flows on
adaptation measures gained some traction in 2019-2020,
much of it from public sources, the level is still far short of
needs® It is estimated that less than $50 billion is spent
worldwide on adaptation each year™ International adap-
tation finance flows to developing countries are 5-10 times
below needs and the gap is widening.*® Annual adaptation
needs are expected to swell to $160 billion-$340 billion by
2030, and to $315 billion-$565 billion by 2050.4°

Private-sector finance and engagement are critical to
meet the significant gaps and achieve climate targets.
Efforts are needed to foster innovation and investment in
climate-resilient livelihoods and value chain development,
mitigation, and adaptation. Regulatory and other policies
addressing risk and opportunity and accurate pricing of
carbon, can help shift investments from fossil fuels to
green technologies by the private sector and investors.
This can be enhanced by incentives and de-risking solu-
tions that make the case for investment where needed.

Partnerships with the private sector are key. Climate risk
financing and transfer, for example, is gaining traction in
Asia, however, only a third of the estimated economic
losses due to climate were insured. Scaling up risk transfer
can significantly reduce and manage climate risks, particu-
larly to agriculture and infrastructure.®° By linking initiatives
to start-up ecosystems, governments and partners could
leverage technological solutions for adaptation. The role of
governments remains critical in supporting the creation of
an enabling environment for private financing to accelerate
re-direction of funds. Strong signals, including promoting
carbon pricing that effectively consider externalities of fos-
sil-fuel based activities, would facilitate re-pricing in favour
of green(er) and nature-positive investment opportunities.

The UN Secretary-General has repeatedly called for devel-
oped countries to deliver the promised $100 billion a year
in climate finance for developing countries and for 50 per-
cent of all climate finance to be allocated for adaptation.
Initiatives such as the Systematic Observations Financing
Facility (SOFF) — a UN multi-partner trust fund co-founded
by WMO, UNDP and UN Environmentin 2021 — are emerg-
ing as mechanisms in support of adaptation financing (in
the case of SOFF, focused on closing the weather and cli-
mate-data gaps in countries with the most severe shortfalls).

Climate risk projections

Looking ahead, itis important to understand future climate
trends and hazards at national, sub-national and local
levels, and systematically improve climate risk projections
such that they inform policymaking and possibly reduce
investment risks. Science-based advances to understand
the effectiveness of responses to climate risks, coupled
with the availability of reliable data and information, will
assist in better understanding the effects of adaptation
policies. This in turn will render the development gains
resilient to the impacts of climate change.
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Protect nature

Nature underpins lives, societies, and economies, yet the
world is facing a multi-dimensional planetary emergency
of nature loss and climate change, exacerbated by widen-
ing inequality, conflict, insecurity, and the food, energy, and
health crises. The biodiversity and ecosystems that sustain
life-support systems, societies and economies are declin-
ing at an unprecedented rate, putting the lives of millions
of people in jeopardy and those of future generations. Asia
and the Pacific is at the heart of the biodiversity crisis, with
63 percent of the region’s GDP at risk from nature loss.™
The majority of the 169 SDG targets require nature-based
solutions. Without bold action on nature, and profound
changes in how the world values nature, efforts to realize
human development and advance the SDGs will fail.

The current crisis of nature loss in the region demands
bold shifts in policy and practice:

Put nature at the heart of development

Nature is not accounted for, nor sufficiently valued, in the
understanding of development and economics. There-
fore, it is critical for countries in the region to understand
that economic development and environmental develop-
ment are not mutually exclusive and that it is imperative to
transition towards sustainable and nature-positive devel-
opment models that recognize nature as the foundation of
human well-being and prosperity, and as a powerful driver
of poverty eradication and sustainable development.

In this endeavour, improving measures from GDP to natu-
ral capital accounting, and increasing financing to address
the nature crises and for the protection of nature, would
be essential. This will help to internalize the cost of nature
degradation into the operations of responsible entities.
The Government of Papua New Guinea, for example,
undertook an assessment of the country’s ecosystem
services with UNDP support. The ecosystem services
were estimated to generate up to $310 billion ($6,704 per
hectare), around 13 times the country’s annual GDP. This
assessment demonstrated that investing in protecting
nature could generate economic and health returns.'®2

Reform subsidies and incentives harmful to biodi-
versity

Nature-harmful subsidies need to be redirected, repur-
posed, and eliminated, including subsidies that promote
unsustainable production patterns. It will also be important

to reduce the use of chemical pesticides and fertilizers,
over-harvesting of fish, timber and other resources, and
the conversion of natural ecosystems to managed lands
(see Box 3.7). However, the removal of subsidies requires
careful planning to minimize negative socio-economic
impacts on vulnerable populations.

Mainstream nature within national and regional
development policies

Better coherence and alignment between Nationally
Determined Contributions (NDCs) and National Biodi-
versity Strategies and Action Plans (NBSAPs) can help
countries to be ambitious and meet the targets of the
Global Biodiversity Framework and the Paris Agreement
more effectively. This integration also offers opportunities
to take a rights-based approach that captures perspec-
tives of indigenous communities and maximizes the
potential role of nature-based solutions.

In the Asia-Pacific region, governments of developing,
middle-income, and small island developing states are
leading national efforts to fast-track early actions to align
their NBSAPs, including policy, monitoring and finance
frameworks, with the Kunming-Montreal Global Biodiver-
sity Framework and with relevant targets of the NDCs.
UNDP is supporting 18 countries in the region by bringing
together stakeholders from all sectors of society to draft
roadmaps for aligning their NBSAPs.

Increase coverage of protected areas and other
conserved areas

Itisimportantto conserve land and sea areas that are vital
for biodiversity and its contribution to development. This
should be done through inclusive governance practices
and policies that are based on a human rights approach
— which recognizes local communities and indigenous
peoples as stewards of natural resources and their
dependence on ecosystems and biodiversity for their
livelihoods and well-being.

Potential for job creation

Investing in protecting ecosystems and biodiversity in the
Asia-Pacific region can deliver cross-sectoral benefits at
scale. A 2022 Academy of Sciences Malaysia study esti-
mated that investing in measures to conserve biodiversity
and marine ecosystems in the ASEAN region could result
in $2.19 trillion of economic benefits annually while also
reducing the effects of climate change.®®
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Scaling green businesses, biodiversity-friendly enter-
prises and nature-based small businesses have the
potential to generate a significant number of jobs. The
region has more than two billion youth under the age of
30, which is 54 percent of the global youth population,
with rapidly growing needs for more resilient livelihoods.
The World Economic Forum’s New Nature Economy
Report highlights that investing in just 59 nature-positive
business opportunities identified in the region could gen-
erate about $4.3 trillion and 232 million jobs per year by
2030

Increase finance for nature

There is a pressing demand to increase financing for
nature, both public and private, and redirect flows of
finance from nature-negative to nature-positive outcomes.

Box 3.7 Eliminating fossil-fuel subsidies in Sri
Lanka

The Government of Sri Lanka, with UNDP support,
undertook an assessment on subsidies harmful to bio-
diversity, and the options available for re-purposing.™®

The assessment focused on five sectors, namely
marine fisheries, power and energy, agriculture, aqua-
culture and transport (see table below). Specific to the
fisheries sector, fisheries subsidies cost the govern-
ment Sri Lankan Rupee (SLR) 4.7 billion, while the cost

This remains an underutilized pathway across much of
Asia and the Pacific. One positive example in Malaysia
is ‘ecological fiscal transfers’ (EFTs) which provide a way
to lift the burden off the shoulders of local governments
and to channel funds for conservation, such as inter-
governmental fiscal transfer schemes, from the federal
government to states. The growth of EFT has been rapid,
rising from $300 million a year to $23 billion today.

Green, zero-carbon and resilient urban planning
Manufacturing-based, export-oriented growth is expected
to spur urbanization in cities across the region. It is import-
ant to ensure that urban plans prioritize sustainability,
environmental conservation, and social inclusivity to
create cities that can thrive economically while safeguard-
ing the well-being of their residents and the planet.

to the environment was estimated at 38.5 billion repre-
senting overfishing and pollution and its impact on the
potential ecosystem services from fisheries.

Aside from a net loss of SLR 2 billion, the indiscriminate
targeting of beneficiaries and the absence of a robust
impact monitoring mechanism within the subsidy policy
have led the Government to prioritize its removal. Con-
sidering all these factors, including the financial crisis
of 2021, in August 2022, the Government of Sri Lanka
eliminated all fossil fuel subsidies — petrol, diesel and
kerosene — in the fisheries sector.

Costs (Rs Billion) Benefits (Rs Billion) Total Costs - Benefits

Sector Subsidy | Environment | Beneficiaries Country (Rs billion)

Marine Fisheries 47 385 41.2 37.5* 2.0
Energy 67.6 73.8 509.3 87.6 -455.5
Agriculture 50.7 83.6 216.0 329.0 -410.7
Coastal Aquaculture 0.25 22.6 6.3 5.4* 16.6
Transport 86.9 148.4 NA 1550** 235.3
Total 210.2 366.9 772.8 2009.5 2539

* Country benefits are included in the beneficiary benefits.

**Due to data availability issues, benefits attributed to country has been calculated with less accuracy. Hence, it has been omitted from

calculation of cost benefit analysis.
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Manage public finances more responsibly

During the pandemic, the fiscal deficits of many low-in-
come and emerging countries in the Asia-Pacific region
widened, as they sought to protect their populations, and
their economies shrank, despite implementing measures
to buffer against the impacts.

Several years after the onset of the pandemic, public indebt-
edness remains high in several countries. This reflects
significant headwinds from the global economy. The fast-
paced monetary tightening in the United States and Europe
has raised refinancing costs and weakened exchange rates.
Countries have also had to cope with a global cost-of-living
crisis. These external headwinds were furthermore amplified
by pre-existing domestic macroeconomic vulnerabilities.

In 2022, the share of public debt to GDP in several
Asia-Pacific developing countries such as Bhutan and
Maldives exceeded 100 percent, while countries like Lao
PDR, Pakistan and Sri Lanka saw severe debt stress. In
2022, Lao PDR went through a major economic crisis.
The Lao kip depreciated by 50 to 60 percent against
the US dollar, putting significant exchange rate pressure
on foreign-denominated debt servicing. The foreign
reserves were depleted and were available for less than
two months of imports. As a result, imports were restricted
and in May 2022 some parts of Lao PDR experienced
fuel shortages, and the closure of petrol pumps. Coun-
tries burdened with significant external public debt, such
as Mongolia, Samoa, and Vanuatu, also face heightened
vulnerability to external shocks.®®

Debt constrains human development investment
The surge in debt and interest payments constrained the
ability of governments to allocate adequate funds to cru-
cial human development priorities, imposing a burden on
current and future generations. As interest payments rise,
the available resources for health, education, and other
priorities become increasingly limited. This situation has
hampered progress in human development and poses
long-term risks to social stability and economic growth."s”
For example, in Lao PDR the debt servicing obligations
amounted to about $1.1 billion annually between 2021and
2025, about the same as the country’s annual total for-
eign exchange reserves. Debt servicing has crowded out
social spending. In 2019, the Government of Lao PDR was
already spending five times more on debt servicing than
on public health.

Ballooning interest payments have put pressure on gov-
ernment revenues and spending. In 2022, 13 countries
in the region spent more than 10 percent of their total
government revenue just to pay the interest; in 2019 this
number was only 8.8 In the Asia-Pacific region, since the
pandemic several countries have allocated more funds to
interest payments than to health. Most notably, the low-
and lower middle-income countries are spending more
on interest payments than health and education expen-
ditures (Figure 3.10).

Figure 3.10 Public expenditure on net interest, education,
and health in Asia and the Pacific, percent of GDP, 2019—
2021

Percent of GDP

Low and lower
middle income countries

High income countries Upper middle

income countries

Interest A Education @ Health

Source: Based on UNCTAD 2023.°

Remarkably, some countries in the region managed to
weather the pandemic’s challenges without experienc-
ing fiscal and debt stress. Countries that entered the
pandemic with strong economic fundamentals (sufficient
fiscal space and low debt pressures) or had access to the
international system for liquidity and borrowing have been
able to weather the shock better. Overall, countries in East
Asia and South-East Asia (except Lao PDR) have main-
tained relatively stable levels of public debt. As a result,
interest payments have not overshadowed public expen-
ditures allocated to vital human development sectors like
education and health. For example, Thailand entered the
pandemic with relatively low debt to GDP ratio of 41 per-
cent, which provided space for an unprecedented policy
package to mitigate the impact of the shock."°

Towards a more equitable allocation of resources

Key strategies that can help ensure a more equitable
allocation of resources include timely debt restructur-
ing, proactive and efficient debt management, revenue
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mobilization, targeted social spending, reforming public
investment management, innovative financing instru-
ments and promoting economic growth.

However, these domestic policies must be complemented
by collective solutions beyond the realm of one country.
The move by International Financial Institutions towards
debt repayment ‘pause clauses’ in the context of disas-
ters and pandemics, which allow for the suspension of
a set of payments in the event of a pandemic/disaster,
is a promising step. However, more decisive actions
are urgently needed for reform and for the international
financing architecture to unleash resources for countries
to scale the implementation of equitable and sustainable
policies® Similarly, international experience shows that
innovative instruments like debt-to-nature swaps can play
a mitigating role in both environmental and debt stress.®2

With the increasing frequency of climate shocks and
disasters, there is an urgent need for reform of the global
financial system and the development cooperation archi-
tecture. Neither climate nor development finance are
fit for purpose for developing countries.'®® Based on a
decade's worth of data analysis, the Climate Policy Ini-
tiative notes that the grant finance share in total climate
finance remains low at less than 5 percent.®* Conces-
sional finance was only 16 percent of the total, while debt
consistently remained the main instrument for climate
finance.®> Out of approximately $133 billion SDRs allo-
cated to 48 Asia-Pacific countries that are members of the
IMF, only $5.5 billion, or 4 percent of the total amount, was
accessible by countries with special needs as a whole.®®

Private finance

The role of private finance is becoming increasingly
important given that the needs for meeting the SDGs
are very high. Annual additional investments required
for the SDGs are estimated at around $4 trillion globally
and $1.7 trillion for the region.”®” While publicly mobilized
finance constitutes the bedrock of SDG (including climate)
finance, there are significant funding gaps, and domestic
budgets have been significantly impacted in the wake of
COVID-19 and other shocks.

Further, as the Asia-Pacific region encompasses some of
the most climate-vulnerable countries, there is a need to
scale up investments for greening and for just transitions;
currently much of climate finance is largely in the form of

loans, which has the potential to add to indebtedness.'¢®
Hence, SDG and sustainability-oriented investment by
financial institutions and investors at country and regional
levels, as well as financing mechanisms, risk-transfer and
other measures, will be important.'s®

Overburdening future generations

Overburdening future generations with debt poses sig-
nificant risks to human development, social stability, and
economic growth. It is crucial that governments, inter-
national financial institutions, and private actors work
together to implement effective policies and reforms to
ensure a more equitable allocation of resources, and to
unleash the potential for sustainable developmentin the
Asia-Pacific region and beyond.

This includes not only domestic policies such as efficient
debt management, debt restructuring and targeted social
spending, but also collective solutions to reform the inter-
national financing architecture, exploring the potential
gains from adopting SDG-informed debt sustainability
frameworks,”® and collective measures to facilitate timely,
effective and fair sovereign debt restructuring. Together,
these efforts can help ensure that we fulfil our obligations
to future generations and create a more just, equitable,
and sustainable world today.

* k%

The chapter has emphasized the urgency of mainstream-
ing human development progress. The list of priorities
may seem extensive, but the shared challenges faced
across Asia and the Pacific justify the proposed pathways:
expanding choice, reducing insecurity, and catering to
future generations.

While some strategies are not new and adopted already
in several countries, the push for ‘new directions’ revolves
around two themes. First, a greater emphasis on placing
people at the heart of development strategy. Second,
a better connection with growth and governance, as
detailed in the next two chapters.
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Chapter 4. Recalibrating Growth Strategy

To achieve sustainable growth and job creation in these turbulent times, Asia-
Pacific nations must raise their games. They will need to re-evaluate and adjust their
approaches — by recalibrating growth strategies, identifying new opportunities, and
reinforcing these with consistent policy measures.

Economic growth remains vital for human development.
While imperfect and insufficient, economic growth, in Asia
and the Pacific as elsewhere, has been instrumental in
drastically reducing poverty and improving human devel-
opment indicators. For countries that have experienced
minimal growth the opportunity cost in terms of human
development, is large. Ideally, growth should neither
deepen divides nor neglect human rights or workers’
well-being. Equally important, growth should respect the
environment and should not compromise obligations
to future generations. But growth outcomes have often
fallen short of expectations.

Looking ahead, countries in the Asia-Pacific region must
cope with headwinds and do their utmost to realize
their growth potential. Their efforts may be reinforced
or undone by external developments, but to achieve
economic betterment they would have to pursue all pos-
sibilities.

At the same time, it is important that growth translates
into human development gains, and creates enough
high-quality jobs. While growth has lifted hundreds of
millions of people in the region out of poverty, the cur-
rent pace of job creation has failed to deliver equitable
outcomes. Were growth to falter and job opportunities
to dwindle, the legitimacy of some governments may be
imperilled potentially sparking social unrest. "2

To realize sustained and equitable growth, this chapter
explores the desirable adjustment of current strategies.
It examines opportunities in manufacturing, a key driver
of growth, as well as in services and agriculture. It also
discusses opportunities in the green and blue economies,
through harnessing land and marine resources to nur-
ture prosperity, while safeguarding terrestrial and marine
ecosystems. In addition, it examines the potential of new
technologies to create job opportunities, and concludes
by discussing the specific policy instruments required to
catalyse change.

The importance of economic growth

Economic growth should remain at the heart of any future
development strategy. Growth is a potent tool for poverty
alleviation and enhancing quality of life. It creates posi-
tive upward spirals of prosperity and opportunity, which
ultimately advance human development and in turn feed
back into propelling economic growth.

No growth, no human development

Robust growth generates employment, incentivizing
families to prioritize education, and contributing to the
rise of vibrant entrepreneurship. This in turn can induce
states to strengthen market institutions and governance.
Hence, robust economic growth stimulates human devel-
opment, which reciprocally amplifies economic growth.
Growth also correlates well with human development
more broadly, especially with basic indicators of human
material well-being and is a powerful driver of poverty
reduction. In growing economies, businesses expand,
more jobs are created, and rising productivity can lead to
increased wages and improved living conditions. More-
over, as incomes rise so does the government revenue
essential for funding public services and infrastructure.
Rising incomes facilitate access to healthcare and edu-
cation, fostering human development and alleviating
poverty.?

This is born out in Figure 4., which correlates measures
of per capita GDP and well-being and highlights countries
in Asia and the Pacific. The measure of well-being is the
basic human needs component of the social progress
index, which focuses on nutrition and basic medical care,
water and sanitation, shelter, and personal safety. This
shows a tight and strongly nonlinear relationship. There
are no countries with high per capita GDPs and low values
for the index, and there are no countries with low levels of
GDP per capita with high values for the index.
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Figure 4.1 GDP per capita and basic human material well-being, 2018
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Note: Figure shows the strong and non-linear relationship between basic human material well-being (e.g., health, nutrition, safety, shelter, sanitation)
and GDP per capita, based on Pritchett and Lewis 2022. At low levels of GDP per capita up to about $25,000, the rate at which basics are met
increases very steeply and beyond which there is little gain. Sufficiency is shown by no country having high levels of GDP per capita and low levels
of basics. Necessity is shown by no country having high levels of the basics at (very) low levels of GDP per capita. The horizontal axis shows GDP
per capita divided by 1,000 from the Penn World Tables 10.0 for the year 2018. The vertical axis shows the 2018 basic human needs component of
the Social Progress Index, which measures progress against nutrition and basic medical care, water and sanitation, shelter and personal safety.
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Box 4.1 Growth and poverty reduction in China
and India

Data from the region’s two most populous nations
demonstrates that poverty responds to economic
growth.

In 1978, China and India had comparable per capita
incomes, but subsequently their economic paths
diverged rapidly. Over a period of 40 years, China had
annual growth of around 10 percent, propelling it to the
status of upper middle-income country, and in 2022
it was on the threshold of the high-income category.

The data shows that India had slower and more uneven
progress. Growth however accelerated in the 2000s,

with rates exceeding those in many other regional
economies, and this helped move the country to the
lower middle-income bracket.

Different growth rates and other factors yielded dif-
ferent outcomes. In 1978, per capita incomes of China
and India had been at similarly low levels — half that
of sub-Saharan Africa and only one-sixth of that of
the Republic of Korea. By 2022, however, China’s
per capita income had increased to nine times that of
sub-Saharan Africa — though still only one-third that of
the Republic of Korea. Per capita income in India also
rose, but more slowly, reaching 1.5 times that of sub-Sa-
haran Africa — and one-fifteenth of that the Republic
of Korea. Latest trends exhibit an upward trajectory in
India, revealing a significant progression toward catch-
ing up in recent years.
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GNI per capita: Selected countries and sub-Saharan Africa 1978-2022
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Note: GNI per capita uses the Atlas method. The income scale is logarithmic. Income classification is that of the World Bank.

The different growth trajectories had corresponding
consequences for poverty. In China, rapid growth
virtually eliminated extreme poverty — the largest
poverty reduction in recorded history, while the popu-
lation grew on average by 0.5 percent per year. India’s
recent growth spurt also successfully reduced the

incidence of poverty, albeit more slowly. This was partly
because the population increased more rapidly, at 1.1
percent a year. Even so, over the last decade, the coun-
try has made rapid strides in reducing income poverty,
and done so faster than sub-Saharan Africa, where pov-
erty is deeper and population growth faster.

Extreme poverty rate and number of poor people at $2.15 a day, 1977-2019, $PPP 2017
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of reading.

Different countries, different priorities

The extent to which growth is a priority will depend on
how much growth the country has already had. Debating
the significance of economic growth may appear a luxury
for countries with per capita income levels approaching
those of high-income countries like Japan, Germany, or
the United States, as opposed to those at the levels of
Afghanistan or developing nations like Indonesia or Sri
Lanka where the marginal benefits of growth may be far
higher. For lower-income countries, economic growth is

essential if it is for enhancing livng standards and meeting
basic human needs.®

The relativity of priorities are illustrated in Figure 4.2, which
compares global frontrunners with selected Asia-Pacific
countries as of 2018.° This plots the GDP per capita esti-
mates of the top three nations in the world for each year
from 1700 and 2018. The individual observations over-
laying the figure are the names of Asia-Pacific countries
whose GDPs per capita in 2018 were closely exceeded by
those of the top three global nations in the specified year.
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Figure 4.2 GDP per capita of front-running economies globally (average in each year)
compared with 2018 GDP per capita of selected countries in Asia and the Pacific
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Note: Figure shows the average historical GDP per capita, $PPP (constant 2011 international $) of the top three global leaders (purple line), which
represents income growth of advanced economies, and plots the 2018 GDP per capita, PPP (constant 2011 international $) of Asia-Pacific countries
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This figure highlights the vast potential that could be
unlocked by incremental progress through steady and
sustained growth. By the same token, it also illuminates
the opportunity costs of missing out. The leading nations
in 1700 (the three front-runners at that time) had higher
GDPs per capita than Afghanistan and Nepal did in 2018
—the most recent year observed. The per capita GDPs of
Bangladesh and Cambodiain 2018 were lower than those
of the leading nations in 1870. A century ago, the global
frontrunners better than the Philippines, Viet Nam, India,
Lao PDR, Myanmar, and Pakistan did in 2018. Rewinding to
1950, the frontrunners of that era outperformed Mongolia,
China, Indonesia, Sri Lanka. Finally, The Islamic Repub-
lic of Iran and Thailand and were surpassed by leading
nations 50 years ago.

The need to recalibrate growth strategy
With external market conditions becoming more competi-

tive, an export-led strategy will need to be recalibrated to
increase productivity, promote the creation of better-paid

jobs and connect export enclaves to domestic markets.
What follows outlines the direction and content of policies
that would be desirable.

The export-led growth model

The export-led growth model has long served as the
region’s workhorse. For many years, the East and South-
East Asian countries especially hitched their growth to
exports, aided by foreign direct investment (FDI), which
also facilitated integration with global value chains (GVCs).
China may hold the record. Over the period 2006-2008,
it exported 57 per cent of its manufacturing output. Even
as recently as 2022, the proportion was 47 per cent —
in other words, almost the same as was used to meet
domestic demand. Economies in South Asia were less
outward-looking and did not prioritize a diversified manu-
facturing sector; on balance, their growth rates have been
lower and more variable (See Figure 4.3).
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Figure 4.3 Average GDP growth rates, Asia-Pacific sub-
regions, 19990-2021, percentage change
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Note: Figure includes Asia-Pacific countries with available data

from 1990-2021. Balanced panel, hence, countries excluded due

to unavailable full data are: Afghanistan, Bhutan, Cambodia, DPRK,
Maldives, Nauru, Palau, Timor-Leste, Tonga and Tuvalu. High-income
economies are excluded.

The benefits will differ across countries, but export-led
growth, connected to trade, FDI and technology transfer,
will remain an important means of accelerating growth.
Export-led growth helps bring in foreign currency, which
is key for importing essential goods and services. It helps
countries achieve economies of scale while accessing mar-
kets of larger sizes and higher levels of income — lowering
average costs and increasing efficiency. Countries can spe-
cialize in segments of a cross-border production network in
which they have an actual comparative advantage, again
increasing efficiency in the allocation of global resources.

Export-led growth helps generate jobs, and supports
technological advances and innovation, through greater
competition with, and exposure to, foreign markets.
Growth pulled by exports will be especially advantageous
for the mid-sized and smaller economies, including the
SIDS, Cambodia, and Lao PDR. For crisis-hit countries, and
those shouldering large debt burdens, such as Pakistan
and Sri Lanka, solid export gains can restore equilibrium
and enable a fresh start.?

The future of export-led growth

The external environment has become significantly more
competitive, hence export-led strategies must corre-
spondingly evolve (Figure 4.4). The momentum of trade
globalization and of FDI has waned — referred to as
“slowbalization”. This is evidenced by a stagnation in the
share of trade in global GDP and a decline in cross-border
investment. This deceleration might have been expected:
following the hyper-globalization of the 1990s and 2000s,
the law of diminishing returns would inevitably apply.

A considerable portion of trade is through global value
chains, and there is a limit to the extent to which produc-
tion can be optimized across international borders. The
stagnation in the global trade share is also influenced by
developments in China and in particular by the growth of
China’s domestic economy.® Since 2006, the country’s
trade-to-GDP ratio has receded:; it is currently below both
the global mean and its ratio at the time of accession to
the WTO in 2001.

Figure 4.4 Evolution of trade globalization, exports and imports as a percentage of global
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A slowing of globalization and of FDI together with an
increase in geopolitical tensions are introducing new chal-
lenges. The IMF characterizes the policy-induced reversal
of economic integration as geoeconomic fragmentation.
The potential repercussions of such fragmentation could
amount to a 7 percent loss of global GDP — equivalent to
the combined economies of France and Germany, or the
entirety of sub-Saharan Africa. These costs of fragmenta-
tion are amplified by the impact of the dissemination of
technology. When technological advances spread more
slowly across nations, this reduces growth, as reflected in
the upper-bound estimates shown in Figure 4.5.

Figure 4.5 Cost of geoeconomic fragmentation, Percent of GDP

However, these tensions also create new opportunities
as countries look to promote diversification and resilience
in global value chains. This was already emerging as a
priority post-COVID-19." The trends in globalization and
geoeconomic fragmentation make it even more important
that countries in Asia and the Pacific become more com-
petitive and that companies increase their external market
shares in manufactures, commodities, and services.

Reshoring and friend-shoring initiatives by leading
high-income economies have introduced additional com-
plications. As a result, global value chains are restructuring
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Estimates of global GDP losses

and a host of countries are bidding for FDI as multinational
corporation (MNCs) attempt to diversify their sources of
supply. To reap the rewards of export-led growth, will
need to be greater emphasis on external competitiveness
and diversification.

Domestic growth engines

The demand generated by exports is complemented by
domestic demand, and the two together determine the
pace of growth. This gives the region’s largest economies
extra degrees of freedom. With larger domestic markets
their firms can achieve economies of scale without nec-
essarily venturing overseas. They can also use their
domestic market as a testing ground, allowing them to
attract FDI and refine their products and services before
venturing into foreign markets.

Cerdeiro et al. (2021)

Goes & Bekkers (2022)

Source: Aiyar and others 2023°

Range of estimates of country GDP losses

Nevertheless, it is important to embrace foreign com-
petition as a spur to competitiveness and innovation.
Engaging in international trade exposes firms to new
ideas, technologies, and best practices, which can lead to
better products, services, and processes. It also exposes
firms to a wider range of competitors, which can drive
them to become more efficient and innovative in order
to survive and thrive. A balanced approach that lever-
ages both domestic and international markets is therefore
likely to yield the most sustainable and robust economic
development.

Towards different kinds of growth

In all of the above, growth strategies could align better
with human development more broadly. Although growth
is indispensable and an export-oriented approach can
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bolster economic prospects, it is evident that quality, not
just quantity, of growth is paramount. In this regard, sev-
eral potential pitfalls will require attention.”

First, it is important to make sure that growth is not asso-
ciated with a dualistic economic structure where the
export sector becomes an island of modernity and high
productivity, while the rest of the economy remains mired
in traditional and low-productivity activities. Economic
enclaves, especially in industries like mining or certain
types of agribusiness, may not have strong backward
or forward linkages with the rest of the economy. This
means that these sectors do not significantly stimulate
other sectors by buying their products (backward linkage)
or supplying them with materials (forward linkage).

To mitigate such tendencies to create economic enclaves,
countries should pursue diversification strategies that
stimulate linkages between the export sector and the
domestic economy, promoting inclusive growth, and
fostering skills transfer. This involves good basic develop-
ment policies such as investing in education and training
programmes, providing incentives for domestic value
addition, and promoting the growth of ancillary industries
around export hubs. For example, in China, the govern-
ment pushed for diversification, moving away from being
merely an exporter of raw materials, like rubber and tin,
to becoming a major player in manufacturing, particularly
electronics, and later services. This approach allowed the
country to harness its export-led growth to build a more
diverse and resilient economy, with benefits spread more
broadly among its population.

Second, there is also a risk that growth, export-led or oth-
erwise, is pursued in disregard of responsible business
practices, denying human rights and exploiting workers
with long hours and inadequate pay. Export-oriented
industries such as mining and textiles have been more
prone to child labour. Workers’ rights may be suppressed,
with unions being sidelined, and women often facing dis-
crimination, earning less than their male counterparts
and working in more challenging conditions. There may
also be the threat of displacement of indigenous com-
munities due to land grabs for export-oriented projects,
potential cultural erosion due to global market influences,
increased economic inequalities with a disproportionate
benefit to a small elite, and neglect of worker health,
leading to a rise in occupational diseases.® Additionally,

there could be attacks against affected communities and
human rights defenders in the context of business opera-
tions, including lawsuits against public participation.

To counter these outcomes, countries need robust legal
and regulatory frameworks that prioritize human rights,
labour rights, and environmental due diligence includ-
ing in supply chains. They can also encourage equitable
distribution of economic benefits, and promote social,
environmental and cultural preservation. Further, they
can ensure that standards are maintained, by actively
engaging with civil society, workers’ unions, national
human rights institutions and international human rights
organizations, addressing human rights violations and
providing remedies.

Many Asian governments have initiated the processes for
developing National Action Plans (NAPs) on business and
human rights (BRH). Thailand, Japan, Pakistan, Mongolia,
and Viet Nam adopted NAPs between 2019 and 2023, while
India, Indonesia, Malaysia, and Nepal are currently in the
process of developing or adopting their NAPs. In Viet Nam,
the Chamber of Commerce and Industry has developed the
Foreign Investment Screening Instrument to provide local
governments with practical steps to screen and assess
whether investments and projects integrate responsible
business practices, and whether they meet human rights
and fundamental labour rights, or meet health and safety
standards, and afford social and environment protection.

Bangladesh has also embraced the BHR agenda more
positively, particularly in the context of its upcoming least
developed country (LDC) graduation and the impending
mandatory EU Corporate Sustainability Due Diligence
Directive, which is expected to impact around 80 percent
of the country’s garment exports. Also, after the tragic
Rana Plaza collapse in 2013, national and international
stakeholders took action. Various agreements, such as the
Accord on Fire and Building Safety in Bangladesh, were
signed, bringing together global brands, local manufactur-
ers, trade unions, and non-governmental organizations.
This initiative aimed at implementing rigorous factory
inspections, improving working conditions, and enhanc-
ing workers’ rights in the Bangladeshi garment sector.™

Third, growth can also cause environmental problems.
The drive to produce for foreign markets often acceler-
ates resource depletion, especially from industries like
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mining and agriculture. This growth can amplify pollution,
with manufacturing sectors discharging waste into the air
and water, especially in regions with lenient regulations.

The push for more land, whether for infrastructure or
agriculture, such as for palm-oil plantations, can cause
habitat destruction and endanger local biodiversity. This
is compounded by the adoption of monoculture farming
practices and overfishing, which disrupt ecosystems and
reduce biodiversity. In addition, there can be anincreased
carbon footprint from transportation and production, cou-
pled with land degradation from unsustainable farming
practices and water scarcity from over-extraction.

Addressing the environmental challenges requires a bal-
anced approach, in which economic aspirations align with
environmental stewardship. Governments should estab-
lish stringent environmental regulations for industries,
incentivizing sustainable practices, such as resource-effi-
cient manufacturing and sustainable agriculture. They can
mitigate depletion and degradation through comprehen-
sive monitoring and responsible resource management,
including quotas for fishing and efforts for reforestation.
Adopting cleaner technologies, encouraging circu-
lar economies, and transitioning to renewable energy
sources can reduce the carbon footprint. Finally, there can
be international cooperation, where export-driven nations
adhere to globally accepted environmental standards and
certifications, ensuring that growth does not come at the
expense of the planet — allowing nations to benefit from
exports without compromising environmental integrity.

Strategic opportunities for growth

There are a number of strategic opportunities that emerge
onto which countries could latch their growth strategies.
Some build on a reconsideration of past approaches;
others emerge in response to new developments.

« Manufacturing — Except perhaps for the smallest
Asian economies, countries can reiterate the impor-
tance of manufacturing whose contribution has been
eroding over the past two decades. Where possible,
both middle- and low-income countries could seek
to reverse or stabilize deindustrialization. Premature
deindustrialization should be deemed “premature”.
But manufacturing alone will not do the trick; other
sectors must also pull their weight.

« Services and agriculture — Technological change has
begun to blur the traditional distinction between manu-
facturing and services, and also between services and
agriculture. Agriculture 3.0, like industry 4.0, makes
greater use of digital, biochemical and GPS technol-
ogies to maximize factor productivity. It is increasingly
reliant on inputs from the manufacturing sector and
from providers of services. More opportunities are aris-
ing therefore at the intersection of all three sectors.

« Thegreen, blue and purple economies — In the green
economy, the need for decarbonization creates
opportunities to innovate in value chains and infra-
structure and adapt, for example, to the European
Union Carbon Border Adjustment Mechanism. In the
blue economy, the region’s rich marine resources can
be optimized and sustained through new technology
and investment — which is especially important for
Small Island Developing States as well as for countries
with long coastlines. In the purple (care) economy,
women and girls typically spend long hours on unpaid
care and household work. But there should also be
opportunities for less-gendered commercial or state
provision that will free women for greater economic
and political participation.

« Frontier technologies — Exploit opportunities pre-
sented by a variety of technologies which are both
more feasible and urgent. Advances in knowledge
since the turn of the century are transforming the
industrial landscape and making it easier for some of
the larger countries to manufacture more complex,
higher-value products such as electric vehicles or stor-
age batteries or smartphones — as China has done,
initially through assembly and thereafter through the
cultivation of backward linkages involving the localiza-
tion of parts and components by reverse engineering,
licensing, and own R&D.

Reinstate the role of manufacturing

Three decades back, it was assumed that no country
could prosper without a strong and innovative industrial
sector!® From soon after the turn of the century, however,
industrialization began losing favour and there was talk
of premature deindustrialization. ' This soon morphed
into a stylized fact — an immutable trend that countries
could not counter. It was claimed that income and relative
price effects were pushing industry into the margins of
the economy in all countries, including developing ones,
many of them in the early stages of industrialization.
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Manufacturing was thought to be in retreat for three
reasons. First, as incomes rise, the income elasticity of
demand for goods lags the demand for services pushing
down the share of manufactures in consumption.” Second,
productivity gains in manufacturing outpace those of ser-
vices, while wages in both sectors remain more or less in
sync, so the relative prices of services rise, depressing
the share of manufactures in GDP. Third, the growth and
competitiveness of industry in East Asia have put manu-
facturing elsewhere under pressure. Matching the prices,
quantities and delivery schedules of East Asian manufac-
turers has proven too much for late starters in Asia and for
many industries in developed countries as well.

Although countries such as Bangladesh have leveraged
low domestic wages, preferential trading arrangements
and partially FDI to establish a commanding position in
readymade garments, they have failed to diversify into
more complex and higher-value products.® Several coun-
triesinthe region are caught in a low-industrial equilibrium.

At the same time, South-East Asian economies that were
aided by FDI and able to diversify into electronics, phar-
maceuticals, and auto parts and assembly have found it
difficult to ascend the value chain. One factor is competition
from China and other high-income countries. Also import-
ant is the difficulty smaller countries face in internalizing
significant elements of the supply chain for complex, high-
value items. China can do so because of its size, industrial
policies, volume of investment, supply of skilled workers,
and technology transfer via FDI and other channels. The
Republic of Korea also managed to build domestic supply
chains for a few mid- and high-tech products in the less
contested 1980s and 1990s. However, Malaysia, the Phil-
ippines, Viet Nam, and Thailand, while registering growth
rates in the four to seven percent range, continue to spe-
cialize in processing, assembly, and testing activities, with
relatively little backward integration into the more sophis-
ticated segments of industrial supply chains.®

Moreover, in most countries, manufacturing is losing ground
to services. The spread of digital technologies encouraged
economists and policymakers to believe that develop-
ment could be decoupled from industrialization, and thus
countries could transfer resources from the primary sector
straight to services without the detour via industrialization
as taken by Europe, Japan and the Tiger economies.

It was assumed that digital technologies would increase the
productivity of many formal services and multiply opportu-
nities to export a mix of old and new services, bypassing the
need to export manufactures. This belief still has adherents,
but many are coming to the view that it would be a mistake
to ignore the potential of manufacturing. 2° For Asia-Pacific
countries itis too early to turn their backs on manufacturing.
Except for the very smallest economies better suited to
export services, manufacturing has much to offer by way
of growth and employment. And backward integration into
intermediates is feasible in selected products — Thailand’s
pick-up truck industry is an example.

Manufacturing remains central to development for at least
four reasons:

« Longervalue chains — Manufacturing is connected to
a variety of activities both upstream and downstream
and across sectors. In other words, manufacturing
spawns longer value chains. For example, an inter-
nal combustion engine automobile has some 30,000
parts most of which auto-assemblers source from
other suppliers — giving rise to a dense, and gener-
ally contiguous, job-generating ecosystem. Upstream
activities whether for autos or electronics or phar-
maceuticals also engage thousands of researchers,
financiers, quality control specialists, logistics provid-
ers and many others. The downstream linkages are
equally numerous. The auto industry multiplier effects
cover marketing, for example, after-sales service,
insurance, and the provision of supporting infrastruc-
tures. In other words, manufacturing can stimulate and
catalyse a multitude of activities.?

« Opportunities in global trade — Merchandize trade in
2022 amounted to $25 trillion. It included agricultural,
fuel and mining products, however, manufactured
items together greatly exceeded other commodities.
Trade in services totalled $6.8 trillion around a quar-
ter of the total, a share that has held steady for some
years.?? Asian countries are slowly expanding their
share of global services exports, but it is in the export
of manufactures that they shine — as they did during
the heyday of the Tiger economies. If countries are
to wager on export-led growth, the trade in industrial
products offers better prospects relative to services
over the medium term.

« Innovation and productivity. Almost 70 percent of the
R&D conducted in the United States by private busi-
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nesses is by firms engaged in manufacturing. And the
pattern of R&D spending is similar elsewhere. This is
why manufacturing is responsible for one-third of the
gains in productivity even though its share of GDP
is only 11 percent.?® Manufacturing also absorbs 20
percent of capital investment and this, plus the accu-
mulating research capital, magnifies learning. This
benefits industry in general, and the knowledge
spillover effects nourish agriculture, mining, and ser-
vices.?* Just as important as the spillover for learning
is that for employment. Neither of the other sectors
benefit innovation, or productivity as much.

« Urbanization — The pace of urbanization is correlated
with economic growth — per capita GDP tracks urban-
ization. But the characteristics of urbanization matter.
25 |In the industrial cities of the Republic of Korea and
China, for example, urbanization has offered bene-
fits of clustering, networking, learning, and of realizing
spillovers. On the other hand, experience suggests
that ‘consumption cities’, in which the axes of eco-
nomic activity, are mostly non-tradable formal and
informal services, generate less productivity and
growth.?® At the same time, many Asian cities also
need to cope with environmental stresses and pol-
lution, and the high cost of living, and infrastructure
deficits. COVID-19 provided a space for reconceptu-
alizing some of the linkages between urbanization,
connectivity, and productivity to inform the design of
new cities and industrial patterns.?’

Asia-Pacific countries need to resist and possibly reverse
deindustrialization. They can overcome market failures
by using WTO-compatible instruments such as subsidies
and trade-related procurement, and can develop strate-
gic infant industries in green manufacturing. At current
stages of development, it is too early to deemphasize
manufacturing. As yet, no other growth driver can deliver
comparable gains in employment and human welfare.
Furthermore, as discussed below, industrial dynamism
will strongly affect development elsewhere in the econ-
omy, in the greening process, and in the assimilation of
nascent technologies.

Identify new drivers in agriculture and services

Industrialization can be complemented by intersectoral
synergies.?® The cross-fertilization among economic
sectors has been ongoing for decades and needs to be
encouraged. Tractors displaced horses, cattle and human

labour in ploughing and harvesting.?° Chemical fertilizer
has raised crop yields. In the services sector, computer-
ization has both augmented and displaced labour while
creating many more tasks than those lost to machines.

Inturn, services have added value to manufactures. Asian
success stories would never have happened absent the
support of service providers. The exporters of manufac-
tured products depended upon the construction sector
to build their factories and supporting infrastructure.
They also relied upon engineering, financial, insurance,
and logistics services, for example, to produce and ship
their goods to overseas buyers. Manufacturing may have
initiated the virtuous spiral, but the growth process was
sustained by the efficiency of supporting services.

Both manufacturing and agriculture have increasingly
been penetrated by digital technologies. Electronics are
now embedded in a vast range of manufactures, with a
much greater contribution from software. Factory automa-
tion and industry 4.0 rely on computers, sensors, actuators
and other devices, but at the heart of all these is software.
IT services are completely intermeshed with manufactur-
ing and in some industries such as autos, they account for
as much as 40 percent of the total value. As the electrifi-
cation of the economy proceeds, and intelligent devices
proliferate, services of an increasingly sophisticated sort
will figure even more prominently.

In the decades ahead, most of the new tasks that will pro-
vide employment will be in the services sector. According
to one estimate, value added by services directly and indi-
rectly accounts for close to 60 percent of global trade
— even though the direct share of services trade is closer
to one quarter.

Moreover, the trade in digital goods is expanding faster
than exports of manufactures and other services (Figure
4.6). This could be a boon for Asian countries that develop
the skill sets needed to engage in this trade. India, China,
the Philippines and Pakistan are already taking advan-
tage of this rapidly expanding medium for trade, which
received a boost from the COVID-19 pandemic when
physical travel was constrained, and much more business
was transacted online.*°
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Figure 4.6 Growth of digitally delivered services exports,
2005-2022
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The transformation of agriculture is approaching that
of industry with agriculture 3.0 promising to conserve
resources, sustain productivity and offset climate change.
Until recently, agricultural yields were being buoyed by
innovations that enhanced the scale, speed, and utility
of farm machinery and by seed, irrigation, and fertilizer
technologies. Knowledge of plant genetics and breeding
contributed, as did advances in irrigation and drainage
techniques.

Now agriculture is poised for a second great leap with the
entry of smart agricultural equipment, Al, analytics and
sensors embedded in farm machinery, and drones, which
could stimulate agricultural productivity, conserve inputs,
and make the cultivation of crops, and animal husbandry
more resilient.3? Breakthroughs in plant breeding will
increase the nutritive value, disease and pest resistance
of plants while making them more heat and salinity tol-
erant; and technological progress in storage, preserving
and packaging food products will reduce waste.*®* The
growth and complexity of the agri-food chain is adding
non-agricultural jobs even as automation reduces the
number of farm workers.3*

The scope for catching up is vast, especially in South
Asia, which needs to make haste to safeguard food secu-
rity and increase the resilience of value chains. In both
South and South-East Asia, agricultural yields can be quite
low, and are further threatened by climate change, making
it urgent to capitalize on these opportunities. The desired
outcome will require a combination of manufactures and
services and, as the agri-industry supply chain evolves,

the non-agricultural content will increase, as will employ-
ment in occupations involving research, for example,
transport, and stocking.3®

Tap into the green, blue and care economies
Greening or decarbonizing economic development has
taken on greater urgency as average global temperatures
inch upwards and extreme heat takes its toll on productiv-
ity — and as countries look to meet their Paris Agreement
commitments. This presents an opportunity to augment
the development model and to leverage a range of inno-
vations in the green and digital spaces for value chains and
broader infrastructure investments, and also to identify
how to respond to developments such as the EU’s Carbon
Border Adjustment Mechanism (CBAM) which is expected
to initially apply to imports of selected goods and precur-
sors “whose production is carbon intensive and at most
significant risk of carbon leakage: cement, iron and steel,
aluminium, fertilizers, electricity and hydrogen”.

As awareness of the existential threat posed by climate
change has mounted, the interest in green growth has
moved into higher gear. The purpose of green growth is
to promote low-carbon, resource-efficient, and socially
inclusive development ‘driven by public and private
investments that reduce carbon emissions and pollution,
and enhance energy and resource efficiency’¥ In short,
make growth sustainable.®®

Asian economies could benefit from an early transition to
a green growth path which would minimize the misalloca-
tion of resources, and in principle accelerate the adoption
of technologies that will be the mainstay of development
in the coming decades. Undoubtedly, the transition will
be burdensome for some low- and lower-middle-income
Asian economies with a high share of their GDP and
employment in sectors that will be affected by climate
change. But delay will only add to the cost. For the region
as a whole, 37 percent of GDP will be affected, but the
variance is large. Countries such as India, Pakistan, and
Viet Nam are far more exposed than some others.* Delay
would undoubtedly involve the eventual costly retro-
fitting of production and infrastructure assets — or their
abandonment.
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The pain inflicted by climate change could induce coun-
tries to assign green development the importance it
deserves, but whether it can accelerate growth and mul-
tiply job opportunities will depend on four factors.

« Thescope of greening — Rather than taking a piecemeal
approach, it would be better to have an economy-wide
approach that incentivizes the decarbonization or
greening of key activities, even if this is harder to imple-
ment and could stretch the capacity of many countries.
Firms will only engage in the needed investment and
research — irrespective of subsidies — if there is a fair
degree of certainty that government policies will be
sustained.*®

« Technology choice — This will depend on a country’s
capacity and the industry involved. For instance,
energy sector technologies like solar and wind are
more advanced than those for decarbonizing man-

ufacturing, utilizing hydrogen, or making production
circular. The transport sector is at an intermediate
stage, impacted by technological change, electrifica-
tion, and governance issues.* Available technology
can reduce urban infrastructure energy consumption,
and its rollout should be accelerated. With the region
investing heavily in urbanization and infrastructure,
adopting green technologies is crucial to limit fossil
fuel use, conserve resources, and reduce greenhouse
gas emissions. Despite including top CO, emitters, the
region’s ability to translate policies into actions has not
been promising,* No regional G20 government has
effectively advanced a green agenda using COVID-19
recovery packages.* Moreover, investments in fossil
fuels still surpass those in renewables, hindering prog-
ress (Figure 4.7). The transition to a greener economy
is also being slowed by direct and indirect subsidies
for fossil fuels.

Figure 4.7 Investment favours power generation using fossil fuels

1,400
1,216
1,200
1,022 1,019 1,034 168
1,000
& 800
=
2
@ 600
400 340 351 322 329 348
- 263 L - - —]
—
200 l
AN BN
RE FF RE FF RE ER RE EE RE FF RE
2015 2016 2017 2018 2019
RE FF

. Other renewable energy

Onshore and offshore wind . Oil and gas upstream

. Solar

2020

953

499
430 [ ]

Source: IRENA 2023.
Note: RE =renewable energy;

FF‘RE FF‘RE FF
FF = fossil fuels.

2021 2022

B Coal mining and infrastructure

B Oil and gas downstream and infrastructure

B Fossil fuel power generation

2024 REGIONAL HUMAN DEVELOPMENT REPORT FOR ASIA AND THE PACIFIC



RECALIBRATING GROWTH STRATEGY

« Thestrength of linkages — A greening strategy should
take advantage of backward and forward linkages
among sectors of the economy to generate multiplier
effects.* When coordinated with industrial, technol-
ogy and infrastructure development policies, the
benefits would be magnified. In addition to meeting
domestic demand, industries supplying inputs to the
green economy could also compete in the global mar-
ketplace. Whether a green strategy will produce more
growth than current strategies is open to debate, and
empirical evidence is scarce.*® The transition from
brown to green growth is likely to be costly, as coun-
tries with limited R&D capabilities need to master
different, less-tested technologies. In addition, some
plant, equipment, structures and jobs would be ren-
dered obsolete. Also, retrofitting infrastructures and
facilities to increase energy efficiency will be expen-
sive, and new, more efficient plant and infrastructure
will require larger outlays. Non-trivially, countries also
need to build the necessary base of skills.*¢ There is no
doubt, however, that greening is the future, along with
elements of the ‘orange’, or creative, economy, and
the ‘purple’, or caring, economy, especially as popula-
tions age.#” An early start by phasing in technologies
that have proven their worth, would be appropriate.

« Labour intensity of technologies and activities — If
greening proves to be skill- and capital-intensive, and
displaces many skilled or unskilled jobs, in ‘brown’
activities, then it will be harder to meet human devel-
opment objectives unless accelerating growth gives
rise to many more tasks. On this, as on linkage effects,
there is plenty of speculation, but hard evidence is
scarce because technologies are evolving, and it is
difficult to identify the new tasks that green develop-
ment would germinate. The ILO projects that limiting
global warming to 2°C, will create 14.2 million jobs in
the Asia-Pacific region by 2030.%8

There are also emerging opportunities in the blue econ-
omy (Box 4.2). These relate to the sustainable use of ocean
resources for economic growth, jobs and social inclusion,
with a focus on preserving and restoring ocean ecosys-
tems and the services they provide. Several studies have
identified the potential of the blue economy for innova-
tion, job creation and improved livelihoods.*® The region
has abundant marine resources. The Arabian Sea, the Bay
of Bengal, the South China Sea and the Pacific Ocean are
sources of livelihood for the millions who depend on fish-

ing, and seafood exports are a major source of revenues
for several Pacific Island economies. Technology can help
intensify the use of this natural capital while at the same
time proactively ensuring its sustainability.>°

Continuing with the colour-coded theme, the purple (or
care) economy presents another avenue of opportunity.
To shape a bold future for the Asia-Pacific region, poli-
cies must forge new pathways to empower women and
enhance their autonomy. This involves acknowledging
the true economic value of both market and non-market
care work, whether direct or indirect, while also energiz-
ing the care+ economy. This is a sector that can potentially
bring 40 percent of future jobs globally.> But it faces a
series of barriers, including cultural perceptions, high
costs in certain areas, shortages of qualified personnel,
uneven policy support, and social risks including fraud
and exploitation.

The purple economy can be encouraged by leveraging
private finance via public-private cooperation, SDG-
aligned and climate-responsive investment, innovative
financing options and technical assistance from develop-
ment financial institutes. But the sector also has to adopt
social safeguards, with investor stewardship, along with
policies that internalize care costs and incentivize invest-
ments, especially in rural areas.5?

Recognizing and investing in the care sector can unlock
its potential to drive economic growth, gender equality,
and social well-being, while also addressing the region’s
significant, growing demand for care services. In China,
for example, the old-age dependency ratio is projected
to double by 2050 from its 2010 level.5® As the numbers
of elderly and young people rise in Asia and the Pacific
the demand for childcare and care for the elderly will
necessarily increase. This means the care economy will
grow. Yet it is well established that care work lacks many
benefits and protections for workers, offers low wages
and in many cases non-compensation, and can expose
workers to physical and mental harm. There are also
severe gender imbalances that increase inequality and
disempower women.

The care economy can be a fundamental driver of inclu-
sive growth and human development. First, improving the
terms and conditions of care work will not only empower
women by increasing their compensation and bene-
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fits, it will also enhance decent work opportunities, and force participation, generally a precursor for any country
increase protections that expand human rights and secu-  that has achieved rapid progress in human development.
rity in incalculable ways. It is also likely to improve care  Ultimately, by fully internalizing the costs associated with
outcomes, which have broader social benefits. Second, care, resources can be better allocated to achieve maxi-
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by changing the nature and provision of care policies and
services, the care economy could increase female labour

Box 4.2 Unlocking the blue economy potential
of Timor-Leste

Fora SmallIsland Developing State, such as Timor-Leste,
that relies on the surrounding oceans for livelihoods and
for food security, human development will depend on
sustainable use of this ‘blue economy’, making careful
trade-offs between exploitation and conservation.
exploitation and conservation.

Timor-Leste is a small South-East Asian nation with
considerable economic potential. Oil and natural gas
power the economy and have filled up the coffers of
the Timor-Leste Petroleum Fund. However, the Govern-
ment of Timor-Leste (GOTL) recognizes that it cannot
rely on hydrocarbon-based exports forever. These are
non-renewable resources which are bound to deplete.
So, the key development imperative embodied in all
its strategic plans is to diversify the economy away
from extraction and hydrocarbon-based industry. The
blue economy could be a natural starting point for this
effort. In this very young nation, substantial potential
exists for the sustainable exploitation of its marine
resources. Ensuring responsible utilization is para-
mount to prevent resource depletion, especially in the
face of heightened risks of coral reef bleaching caused
by rising ocean temperatures.

Abundant marine resources

The nation’s coastline stretches for over 700 kilome-
tres, encompassing a rich variety of marine ecosystems,
including coral reefs, seagrass beds, and mangroves.
These ecosystems provide habitats for a wide range of
marine species, making Timor-Leste a hotspot of bio-
diversity. In fact, Atauro Island, just 24 km north of Dili,
according to an assessment conducted in 2016, has the
most biodiverse waters globally, with over 643 species
and an average of 253 reef species per site.>* The Timor
Sea is known for its productive waters, teeming with

mum human development.

fish and other marine life. Abundant marine resources
create the foundation for deriving use-value through the
vast array of ecosystem services these natural assets
can produce, as well as non-use value through the
country’s incredible beauty and other natural attributes.

Fisheries and aquaculture

The fisheries sector is key to unlocking the Timor-
Leste blue economy potential. Timor-Leste’s waters
are home to valuable species such as tuna, mackerel,
and snapper, which have significant commercial value
in international markets.

The Government aims to implement strategies that
expand fisheries in a sustainable way. Aquaculture cur-
rently accounts for 18 percent of total fish supply and
the Government aims to significantly increase this. Fish
licenses are available to offshore foreign operators for
purpose of fish exports, but this is constrained by the
presence of illegal unreported and unregulated fish-
ing particularly in the Timor Sea. In addition, much of
the fishing in Timor-Leste is individual and small-scale
and utilizes traditional processes. By preserving and
further developing sustainable fishing practices and
strengthening its fisheries management, Timor-Leste
can tap into this valuable resource while ensuring its
long-term viability.

Tourism

Timor-Leste’s marine beauty is not limited to its underwa-
ter ecosystems. Its pristine beaches, crystal-clear waters,
and diverse marine life make it a prime destination for
coastal and marine tourism. Marine tourism is estimated
at 56 percent of total tourism and contributed about $19.6
million in gross value added in 2015 (or 0.6 percent of
GDP).%s Eco-friendly and sustainable tourism is a key blue
economy subsector, and vital for any effort to diversify the
economy and create jobs particularly, for youth, and at
the same time protect the marine environment.
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To fully unlock the potential of the Timor-Leste blue
economy, several challenges must be addressed.

1. Legal and regulatory framework — The GOTL through
its Maritime Boundary Office has successfully con-
cluded boundary negotiations with Australia, and
efforts continue apace to reach agreement with Indo-
nesia, and to establish clear and effective regulations
that promote fair and sustainable practices.

2. Sustainable management and technology — An
important blue economy imperative is effective imple-
mentation of robust fisheries management and
conservation measures to prevent overfishing and
protect marine ecosystems. This will improve sus-
tainable fishing practices. Traceability can also have
important value-chain impacts.

Leverage technology for development

Something new is afoot in the sphere of technology. In
November 2022, OpenAl released an Al-enabled large
language model (LLM) ChatGPT. Two months later, it had
been tried by 100 million users and the site was attracting
1.8 billion viewers each month. Its popularity has over-
shadowed all past consumer applications including TikTok
and Instagram.®® ChatGPT has aroused a storm of pub-
licity (not all favourable) and drawn renewed attention
to the benefits of digitalization (including the diffusion of
Al-enabled software) and automation.

Both the advantages and the downsides are being
rehearsed and, as the capabilities of artificial neural
networks increase, there are profound implications for
growth, jobs, and the arc of human development. Already
fears are being expressed that ChatGPT and other LLMs
are spawning virulent malware families and that societies
will be deluged by fake news that will make the public
even less trusting of governments, the media, the busi-
ness community, and of institutions that are the bedrock
of modern societies.

But technological change has always had a mixed recep-
tion. Any invention that threatened long-established
occupations has been met with suspicion and resis-

3. Infrastructure — To leverage the country’s vast marine
resources and develop the foundational ability to scale
up quickly, investments in infrastructure, such as ports
and cold-storage facilities, will be important enabling fac-
tors for growth of the fisheries and aquaculture sectors.

4. Human resource capacity — Investing in the youth
of Timor-Leste through training and education pro-
grammes will aid the skills and knowledge acquisition
required for sustainable resource management and
raise productivity across all blue economy sub-sectors.

Blue economy development can thus diversify and
grow the Timor-Leste economy and restore and
regenerate its rich marine ecosystems. Addressing
key challenges will transform and position Timor-Leste
as a regional leader in the blue economy, ultimately
improving the well-being of Timorese and contributing
to global efforts to protect the oceans.

tance.®” In the early 19th Century the Luddites made a
short-lived, forlorn attempt to prevent the use of machin-
ery in British cotton mills. Periodically ever since there has
been anxiety every time a new production technology
has rattled the established order. In the mid-1950s, factory
robots aroused unease.>® Computers brought a similar
response. The internet, the smartphone, factory 4.0, agri-
culture 4.0 and digitalization have all been greeted with
only guarded approval.

At the forefront of concerns has been labour displace-
ment — along with worries about the implications of
technological change for human welfare. At the time of
the first Industrial Revolution critics noted the dehumaniz-
ing, alienating and deskilling effects of factory automation
and similar concerns have surfaced with each new tech-
nological iteration.®®

Thus far, most of the fears have been unfounded. Tech-
nologies have inflicted shocks and some job categories
have disappeared. But when technologies have raised
productivity, and with it the rate of growth, new tasks have
materialized, usually after a lag, and absorbed most of
those who were laid off, plus new entrants.%° In 2018, an
estimated 60 percent of United States employment was
in job titles that did not exist in 1940.%
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This is not a painless process. Those who lose their jobs
— especially the middle aged and long-term employees
nearing retirement — may have to undergo a long spell
of unemployment during which skills can erode. The
jobs that they eventually find may pay lower wages and
provide less job security. Lack of mobility can mean that
workers are stranded and become a group of the struc-
turally unemployed. This can breed discontent that feeds
political turbulence.

The latest round of technological change associated
with digitalization and with the remarkable advances
in artificial neural networks and machine learning, has
unleashed a storm of speculation.®? Will it be different this
time around? Will technology that has been slowly chip-
ping away at assembly-line jobs and routinized and easily
codified activities blue- and white-collar tasks, begin to
winnow the tasks of skilled and technical workers and
people engaged in cognitively demanding occupations?%3
Moreover, what is the magnitude of the productivity bene-
fits that Asian economies stand to realize from the spread
of the new technological wave? Will it be a growth driver
of the first order or mostly eat jobs?

Digitalization has been making inroads for a decade or
more and while the pessimistic projections might still
prove accurate, neither Asian nor advanced economies
have experienced a significant loss of jobs in occupations
exposed to digital technologies. The impact has been
muted, with the uptake of digital technologies limited to
the minority of larger firms. Furthermore, since the 2008
financial crisis, total factor productivity has stagnated at
low levels throughout Asia and the Pacific and in all the
industrialized economies.®* To date, the onslaught of dig-
ital technology, which is seemingly ubiquitous, has barely
registered on key growth and developmental variables.®
The COVID-19 pandemic led to a faster uptake of digitali-
zation, but now most Asia-Pacific countries have returned
to trend growth rates, productivity is increasing at pre-
COVID-19 rates, and the employment situation is neither
better nor worse.%®

As with electricity and the internal combustion engine, it
is possible productivity will quicken with the passage of a
couple of decades and begin lifting growth, employment,
and human development®. That is the optimistic take. The
worry is that the region will not benefit from a socially
optimal automation and augmentation of tasks. For most

business executives, the lure of automation overwhelms
the desire to augment the capabilities of workers €. More
likely the rewards will accrue disproportionately to capital
and to investors, and those that filter down to workers
will be captured largely by the more skilled, exacerbating
problems of income inequality ©°.

Another reason why putting Al in the growth driver seat
could be a mixed blessing is that it could further concen-
trate market and political power in the hands of a few
corporations, billionaires, and their political allies, as
is already visible in Asian economies. 7° Over the past
decade the wealth of crony capitalists as a percentage
of GDP has risen from five to eight percent.”! The entry
of new firms could be inhibited by the market power of
incumbent conglomerates.

There will also be socio-political costs. Companies are
using the technologies for behavioural manipulation. And
Al has been used to perpetuate racial or other forms of
bias, derived from the biases of the training datasets or
seemingly benign decisions made by algorithm designers.
Al can also affect how societies communicate on issues
fundamental to the functioning of democracies, as when
social media echo chambers propagate false information
that polarize societies.”? Efforts to build state capability,
trust in institutions, and the quality of governance will not
make much headway unless these tendences can be
reined in.

Implications for job creation

From the standpoint of human development, a primary
objective is the creation of decent employment. When
viewed through the human development lens, the growth
drivers that pass muster are ones that promise an abun-
dance of jobs. Do the ones identified above fulfil that
exacting criterion?

Sectoral multipliers favour manufacturing

The evidence suggests that the rapid industrialization from
the 1950s through the early years of the 21t Century directly
absorbed many of the workers transferring from the rural
sector, and that industrial multiplier effects gave rise to many
other opportunities in affiliated areas. Several decades into
the development process, with banks providing patient cap-
ital, light manufacturing and the more complex industries
continued to absorb labour. It was only when industry had
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matured and plateaued near the turn of the century in East
Asia, and more recently in China, that services moved into
the lead. However, given structural transformations taking
place in the region, and globally, a key question is whether
this pattern will prevail in other countries.”

Across South and South-East Asia, light manufacturing
plus processing and assembly activities have been at the
forefront of structural change and job creation, supported
by services. In Bangladesh, Cambodia, Pakistan, Malaysia
and Viet Nam, between a quarter and a third of the work-
force is employed by industry. Industrial growth could
benefit employment and facilitate structural change. But
if these countries move up value chains to more complex
products that are more skill- and capital-intensive, labour
intensity will decline”* Automation will also cause some
of the light manufacturing activities to shed jobs, a pro-
cess that is ongoing.

For countries in the low- and middle-income categories,
light manufacturing, agri-processing and medium- tech
activities can drive growth and be a source of good jobs.
As the skill intensity of industrial occupations rises, and
the quality of the workforce improves, the jobs would
become more remunerative. And as more robots are
brought onto the factory floor, unskilled and semi-skilled
labour will be displaced and more of the remaining jobs
will be taken by more highly skilled workers. In the pro-
cess, some will earn higher wages, but income inequality
also widens.”®

As in the past, manufacturing will be a pillar of human
development. However, the composition of the workforce
will need to change to take advantage of the jobs on offer,
and of other new tasks or occupations spawned by tech-
nology.

Greening is vital but comes with significant upfront
costs

Another factor is the turn to green growth. A redoubling of
effort by Asian countries to green or decarbonize the devel-
opment process when allied with digital technologies could
be productivity- and growth-augmenting — and job-cre-
ating. But decarbonization will be costly for developing
countries unless they get transfers from richer economies.
Investment could therefore hamper their growth and widen
disparities between the industrialized countries and the

rest.’® If the Loss and Damage Fund negotiated at COP 27
materializes it will be a first step to compensate climate-vul-
nerable countries for the costs inflicted by, for instance,
wildfires and rising sea levels. However, the scale of climate
risks — financial (including fiscal), physical and transition
spillovers — with risk premiums also increasingly being
factored into country credit ratings, calls for a much more
comprehensive response to financing.

The bedrock of climate finance will be countries’ own
financial resources, but they need to be more climate-re-
sponsive and facilitate affordable finance for developing
countries to accelerate just transitions and adaptation at
scale. Too much of climate finance at present is in the
form of loans.”

It remains to be seen whether the various activities stim-
ulated by greening will lead to industrial widening and a
net addition of jobs. One estimate suggests that every
dollar spent on carbon-neutral activities results in more
than a dollar of output i.e., the multipliers are in the 11-1.5
range.’® This is encouraging if it is validated by research
on Asian countries. Further encouragement is forthcom-
ing from research on Germany indicating that expenditure
on renewable energy could lead to a net addition of as
many as a quarter of a million jobs by 2030, depending
on price trends and on how much of the demand created
could be captured by German industry. Similar studies on
Tunisia and the Czech Republic also hold out the promise
of thousands of new jobs.”® One estimate suggests that
that a global commitment to net-zero carbon emissions by
2050 would involve a loss of 187 million jobs worldwide,
offset by the addition of 202 million new ones.®°

As of 2021, 12.7 million workers were employed by the
renewable sector worldwide, up from 7.3 million in 2012
(Figure 4.8). Close to two-thirds of all jobs are in Asia and
the Pacific; China alone accounts for 42 percent of the
global total.®' Other countries in the region supply only
a small share of the inputs for solar PVs, onshore and
offshore wind, batteries, heat pumps or electrolysers, and
there is scope to expand their share. How many more
workers are absorbed by this sector will depend on a vari-
ety of factors including policies, technological change,
and the labour intensity of new technologies. Additionally,
the impacts of the coal-phase out on jobs and livelihoods
need to be planned for to facilitate just transitions.8?
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Figure 4.8 Employment in renewable energy activities worldwide, millions
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Five factors drive job creation

In light of the above, human development and the avail-
ability of ‘decent’ jobs will be a function of trends in five
areas: (i) performance of tradable sectors; (ii) the composi-
tion of demand; (iii) the pace of technological change; (iv)
workforce skills; and (v) worker exodus to other countries.

First is the growth performance of the tradable sectors
and their ability to increase their global impact, in many
cases through participation in GVCs. Many Asian coun-
tries are integrating with GVCs and a few have worked
their way into higher-value activities. Such participation
can enable countries to take advantage of global demand,
and lead to technology transfer and productivity bene-
fits that make firms more competitive, but it is unlikely to
make production more labour intensive.®* Nevertheless,
higher productivity and output can crowd-in employment
in non-tradable activities.

A second, related factor is the composition of demand,
whether domestic or for exports. When demand expands
for labour-intensive services or goods traded and non-
traded, more jobs will be created. With rising incomes,
labour-using services will be in greater demand depend-
ing on the country’s stage of development. In low- and
lower middle-income countries, services might account
for a smaller share of household outlay than goods, but
by the time countries reach the upper middle-income cat-
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egory, as with China, Malaysia, and Thailand, demand for
services will be stronger and arguably more beneficial for
human development.

The third area is technology. Over the longer term, this
could decisively affect growth and human development.
The current trend is labour-displacing and skill-intensive.
This reflects the resource endowments of advanced coun-
tries where digital and Al technologies are brewed. Asian
countries for the most part — China is a partial exception
— are ‘technology takers’. They can tweak the techno-
logical offerings at the edges, but they are not pushing
the technology frontiers in directions that suit their own
factor endowments. To compete and participate in GVCs,
they must perforce adopt the techniques emanating from
advanced economies, and if this means that labour must
be shed to pare costs, then workers are laid off.

Given the pressure on Asian economies to be competitive,
the direction of technological change is not necessarily
conducive to human development. Technological change,
crony capitalism, and GVC competition, all favour capital
over labour and the concentration of wealth and power
in a few hands.

A fourth area for Asia-Pacific countries to create decent
jobs for the majority in this new era would be to augment
workforce skills via quality education and vocational edu-
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cation and training. Upskilling may be a partial solution but
only if skills can keep pace with the machines. There is a
danger that the machines are pulling ahead and the gap
could continue widening. The leading corporations and
many newer firms, are relying more on equipment and
software rather than on workers. &

Some labour pressures will be eased by the export of
workers. Lacking jobs in their own countries, both the
unskilled and the skilled have migrated in search of better
opportunities. Approximately 15 percent of global (interna-
tional) migrants — some 281 million in total — are from South
and South-East Asia.®® Remittances from these migrants
are an economic lifeline for their countries of origin, with
shares of GDP ranging from 7 percentin Bangladesh to 24
percentin Nepal.®” Remittances benefit families and com-
munities in their home countries. And workers who return
after a sojourn abroad can raise their welfare by putting
their acquired skills and capital to use. The implications of
migration for human development were examined by the
2009 Human Development Report and the international
movement of people was also explored in depth by the
2023 World Development Report.88.

By all accounts, migration is set to continue, particularly
from South Asia where, because of demographics, the
imbalance between jobs and workers will persist. Also,
the migration pressure will continue in smaller countries
like Lao PDR which has an ‘open’ border with Thailand
where minimum wage is twice that of Lao PDR.%° Human
development objectives are best served by ensuring that
both sending and receiving countries coordinate their
efforts so that the skills of migrants are closely aligned
with available jobs. Governments in countries of origin
should make labour migration an explicit part of their
development strategies, while governments in destina-
tion countries can match the import of workers to their
needs.

In the advanced countries the demographics point to a
rising demand for skilled and unskilled workers but there
is a lot of opposition to overcome.®® Here, the need to
absorb workers may be reduced by labour-displacing
technology. Even so, there will remain a place for migrants
at the lower end of the job spectrum in low-skill, low-paid
jobs, many in the purple care economy.™

Policy levers

To deliver the desired developmental outcomes, coun-
tries across the Asia-Pacific region will need to adopt
pro-growth policies. These are categorized below into
distinct groups, along with the changes required to estab-
lish fertile conditions for growth.

Effective leadership and governance to effect
change

Several countries in the region have demonstrated the
advantages of leadership that is committed to longer-term
development. However, the design and implementation
of reforms requires creating or strengthening institutions
of governance, and orchestrating the interaction of state
and non-state actors subject to formal and informal rules.®?
These include the rule of law, and others that determine
voice and accountability, transparency, effective govern-
ment, and regulatory quality. The rule of law can protect
property rights, contain violence, and help maintain politi-
cal stability. But it relies on the mechanisms of adjudication
and enforcement which in turn depend on the police,
penal and judicial institutions, on the independence of the
judiciary, and on checks on the power of the executive.
By providing all households and market participants with
clarity regarding the rules of the game, governance can
promote development and enhance inclusivity.

However, the capacity for doing so in the Asia-Pacific
region varies markedly between countries. According to
one assessment, East and South-East Asia perform well
on indicators pertaining to government effectiveness,
regulatory quality, rule of law and control of corruption,
but do less well on political stability, and poorly on voice
and accountability. *® South Asia is also low on voice and
accountability, butitis rated lower on political stability, and
falls well short of East Asia on the other indicators.

At lower levels of development, it has been argued that
state capacity matters more than the rule of law or voice
and democracy.® Neither the Republic of Korea in the
1960s and 1970s, nor China since the start of reform in
the late-1970s, had strong rule of law. Property rights were
partial, the legal infrastructures were weak, and citizens
had limited opportunities to express voice or demand
accountability. But capable developmental states in both
countries were able to sustain growth, sharply reduce
poverty, create jobs and rapidly increase material welfare.
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The contribution of governance to development is dis-
cussed at length in Chapter 5, here it suffices to say that
growth policies should go hand-in-hand with institution
building, as one can reinforce the other. The elements
of governance deserving most attention in many Asian
countries are:

. State capacity to raise revenue and to discharge
administrative and regulatory functions.

« Policy planning and coordination mechanisms.

«  Processes for building policy consensus and legiti-
macy through involvement of subnational entities and
civil society.

« Defining the role of the legal system and improving
the legal infrastructure to enforce the rule of law.

- Raising the quality of the administrative and civil services.

« Strengthening mechanisms for international cooper-
ation.

Macroeconomic policies to make markets work for
development

Sustained and inclusive growth is inseparable from sound
macroeconomic policies. Growth drivers require an enabling
macro framework. That was true following the shocks expe-
rienced in the late-1980s and it is no less relevant now. The
jolt administered by the COVID-19 pandemic, the ensuing
inflation, and the slowing of growth have underlined the
significance of macroeconomic fundamentals.

In the new and evolving development landscape, coun-
tries will need all the fiscal effort they can muster to avoid
or reduce fiscal deficits. Government spending to ease
the pain inflicted by the pandemic has widened budget
deficits and added to already high debt burdens.®® With
interest rates rising and growth rates during the near term
likely to slow, governments face increasing fiscal pres-
sures, as revenues will be growing more slowly if at all and
debt servicing costs will reduce the fiscal headroom.%®
Among the standard recommendations are simplifying
and broadening the tax base to increase revenue elas-
ticity, strengthening tax administration and collection
infrastructure, and using digitalization.®”

Responding to the disruptions underway in the global
economy will require a more comprehensive policy tool-
kit. Despite significant and abrupt monetary tightening,
inflation has not been controlled,®® making for difficult
policy choices and the need for additional tools.*®

Key policy tenets would therefore include:

« Monetary policy — Together with exchange rate policy
this should firmly anchor inflation expectations. This
allows the authorities to respond more rapidly, and in
ameasured fashion, to shocks, thereby restoring equi-
librium and avoiding a deflationary spell.

« Tax reform — This could include broadening the tax
base (not limited to an equity-informed approach to
VAT), increasing revenue from income or property
taxes, simplifying the system and curbing exemptions,
improving compliance via administrative reforms,
using electronic filing, information management, the
use of big data to facilitate collection and fight cor-
ruption, strengthening customs and border control
to mitigate illicit, tax-evading trade, and considering
windfall taxes and the cautious use of price measures,
and the reform of subsidies.

« Budgetary reform — Better prioritize and allocate
expenditures and budget tagging to track align-
ment with SDGs responsiveness; adopt a strategic
longer-term focus, considering reforms to debt sus-
tainability measures in line with the timeframe for the
SDGs including climate action,®® and that is also inclu-
sive and participatory with regard to priority-setting;
set targets for debt; strengthen enforcement mech-
anisms; budget offices should coordinate with other
agencies; budget information should be comprehen-
sive, transparent and accessible; budget execution
should be monitored, and the performance evaluated
by independent bodies.

« Flexibility — While fiscal and monetary discipline
remain key, it may be time for some flexibility e.g.,
use of a mix of policy instruments to address inflation,
rather than interest rates alone. !

« Macroeconomic and financing policies — Forward-
looking macroeconomic and financing policies,
combined with the use of regulatory policy tools
geared to minimizing risks (e.g., making climate-re-
lated risk disclosures mandatory and redressing
possible under-pricing of climate risks in financial
markets) and promoting green investments in the
monetary policy instruments, combined with the
use of other policy tools geared to minimizing risks
and promoting investments to address transforma-
tions in the energy market and respond to climate
change imperatives; ensuring inclusivity in finance;
issuing risk-linked sovereign instruments such as
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catastrophe bonds or resilience bonds and embed-
ding disaster and pandemic risk clauses in sovereign
debt contracts, especially for governments in highly
climate-vulnerable countries.'°2

« Banking system — Monitoring and supervision of the
banking system to minimize excessive risk taking and
ensure that tools are adequate to curb credit growth
and asset price bubbles.

« Policy coherence — Coordination of monetary with
fiscal policies, and industrial/structural transforma-
tion and equity-enhancing policies to help achieve
the combined goals of maintaining macroeconomic
stability as well as structural transformation, employ-
ment generation and social resilience.

The principal source of growth is capital accumula-
tion!*® The Tiger economies and others that sustained
high rates of growth for extended periods all did this by
dint of resource mobilization from domestic sources,
supplemented by FDI and overseas borrowing. Tax and
expenditure policies can enlarge public savings. Private
savings can be encouraged through financial deepening
and liberalization and interest rate policies that provide
savers with a decent return and promote allocative
efficiency®* Financial reforms along these lines, and gov-
ernance measures that increase public confidence in the
capabilities of the state, are the only levers available to
governments.'®® Once growth accelerates, private savings

generally trend upwards as consumption propensities
tend to lag the increase in incomes. Asia and the Pacific
has plenty of room for financial development.'®®

Policies could therefore centre on:

» Financial development and interest rate policies that
raise private savings and help finance high rates of
investment from domestic sources.

« Revenue mobilization and budgetary discipline to
increase public savings.

. Attracting FDI and capital flows with the help of
incentive policies, and macroeconomic and political
development orientation.

Outward orientation to leverage and discipline
Over the next decade Asia and the Pacific is expected to
account for nearly 80 percent of the growth in the global
middle-class — encompassing those living on between $12
and $120 a day (Figure 4.9 and Figure 4.10). Countries in
the region should leverage their geographical, economic,
and cultural proximity to this burgeoning middle-class. '’
Southern Asia is expected to drive 45 percent of global
middle-class growth through 2030, followed by Eastern
Asia (23 percent) and Southeastern Asia and the Pacific
(13 percent). India and China are dominating this growth,
contributing, respectively, 35 and 24 percent to global mid-
dle-class growth or 279 and 192 million people that will
enter the middle class.

Figure 4.9 Global middle class growth, 2012-2030, by subregion
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Figure 4.10 Top 10 contributors to global middle-class growth, 2022-2030, percentage of

total growth and absolute change
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To connect to rising middle-class growth, it is important
for Asia-Pacific countries to adopt a strong outward orien-
tation (which will itself also fuel the growth of the middle
class). This will require nurturing and maintaining an
outward focus to identify and pursue new external oppor-
tunities. Governments should put in place the enabling
conditions to entice the private sector to look overseas
and embrace the discipline provided by outward orien-
tation.

It also calls for robust trade exchange rate policies and
increased connectivity. Countries that are slow to do away
with tariff and non-tariff restrictions will find it more diffi-
cult to integrate with the global economy, grow exports
and raise productivity.®® Each country can unilaterally
decide to lower trade barriers based on an assessment
of gains. This can be reinforced by trade agreements.
Trade policies should be complemented by a competitive
exchange rate.

Since the Doha Round collapsed in 2011, there has been a
proliferation of free trade agreements (FTAs). These are,
for example, cutting supply chain-related costs, offering
tax holidays, easing custom clearance bottlenecks, and
enabling closer integration with GVCs.®® Some FTAs also
facilitate trade in services and the growth of e-commerce.
Fears of an FTA noodle bowl problem appear to have
been exaggerated. FTAs have emerged more as a “build-
ing block than a stumbling block.”"°

A major milestone has been the Regional Comprehen-
sive Economic Partnership (RCEP) that went into effect
in 2022. The signatories account for 30 percent of the
world’s GDP and its population. The growth impetus
imparted by RCEP builds upon the gains accruing from
several other FTAs that countries in the region have
entered. Others include the open access Comprehensive
and Progressive Agreement for Trans-Pacific Partnership
(CPTPP), consisting of Australia, Brunei, Canada, Chile,
Japan, Malaysia, Mexico, New Zealand, Peru, Singapore,
Viet Nam, and the UK. This eliminated duties on 98 per-
cent of items and went into force in 2018. Then there are
the Japan-EU, Japan-US, Japan-UK, China-Korea, Viet
Nam-EU, Viet Nam-UK, and Singapore-EU FTAs. They
will co-exist with existing Asia-Pacific FTAs such as Intra-
ASEAN, ASEAN-China, ASEAN-Japan, ASEAN-Korea,
ASEAN-Australia/New Zealand and ASEAN-India FTAs.™

Compared with East and South-East Asia, South Asia has
made much less headway." India is entering into trade
agreements with Australia, the UK and ASEAN countries
to grow its exports, but South Asian trade and connec-
tivity has gone nowhere despite the signing of a few
agreements.™® "™ South Asia is one of the world’s least
economically integrated regions; intra-regional trade is
only 5 percent of the region’s global trade. In East Asia
and the Pacific, on the other hand approximately 50 per-
cent of total trade is intra-regional.
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Policies that support export orientation include:

. Creation of agencies that provide direct support to
exporting firms through subsidies, information on des-
tination countries and export procedures, and support
for participation in overseas missions and trade fairs.

« Assistance with participation in GVCs.

« Entering into FTAs and reducing behind-the-border
transaction costs.

« Incentivizing export diversification including that of
services.

FDI was instrumental in launching the East Asian miracle
during the last quarter of the 20" Century and it initiated
export-led growth in South-East Asian economies. FDI will
also be critical for the next stage of development in much
of Asia, especially for countries where industrial diver-
sification is marking time."> Many Asian countries are
looking to FDI to facilitate upgrading, diversification and
participation in GVCs, not to only attract MNCs but also to
ensure strengthened linkages and domestic capacities,
and complement other growth drivers. Steps to attract FDI
— can include infrastructure investment, and the creation
of special economic zones (SEZs) and transport corridors
that would advance their growth prospects. Asia-Pacific
countries that took this recommendation on board in the
1980s and 1990s made rapid progress. The ones that
were less welcoming lost ground.

For many Asian countries, FDI can stimulate industrial-
ization, GVC linkages, diversification and technology
transfer. The incentives that can lure FDI include:

« Time-bound and periodically reviewed tax holidays
and low corporate taxes, accelerated depreciation
allowances, import duty exemptions and export duty
drawbacks.

« Financial assistance in the form of loans, grants and
subsidized credit.

. Transparency of design and administration of incen-
tives.

« Creation of SEZs, which provide access to land and
utilities at low cost, which also strengthen linkages
with domestic producers and focus on value added
and do not serve as export enclaves.

- Light-touch labour regulations.

- Ease of repatriating profits.

« Quality of infrastructure.

Market orientation to guide structural change

A good business environment is a major determinant of
productive investment. Growth and formalization will be
hampered by excessive red tape, entry barriers that dis-
courage start-ups, and barriers to exit that permit ‘zombie
firms’ to survive and annex resources."® Hence institutions
that protect property rights (including intellectual prop-
erty) enforce contractual obligations and regulate market
conduct are essential strands of a growth strategy."” Two
other policies are complementary: competition policies,
and systematic efforts to privatize those public enter-
prises that ought to be in the private domain. Competition,
when not excessive, boosts productivity and innovation."®
All Asian countries would benefit from more of both. And
such policies, judiciously implemented, would also curb
dysfunctional crony capitalism.

Many Asian countries are burdened with loss-making
state-owned enterprises (SOEs) that need support with
subsidies that eat into government budgets The ones
that break even tend to be less productive and profitable
than comparable private businesses. Given the fiscal
pressures most governments are facing, they could be
privatizing or corporatizing (as in Singapore) the viable
SOEs and shuttering the ones that cannot be salvaged.
Admittedly, for political and other reasons, privatization
can be a thankless task for elected officials, but by not
grasping the nettle, governments are merely storing prob-
lems for the future, by which time finding solutions may
be even harder.

Policy suggestions in this area include:

+ Reduce red tape and rent-seeking by regulators and
tax collectors.

. Strengthening market institutions protecting property
rights, and contract enforcement.

«  Competition policies easing entry and exit, and
pre-empting, preventing and correcting anti-compet-
itive practices.

«  Withdrawal of support for zombie firms.

+ Privatization/corporatization/reform of SOEs.

« Venture capital policies to encourage start-ups.

Techno-industrial policies to tilt and push

Industrial policy refers to deliberate actions by a govern-
ment to shape markets and capabilities, and selecting
among various options at the industrial or firm levels — to
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pick national champions or ‘winners’.'?° Following the turn
towards neo-liberalism in the 1980s, industrial policies
were sidelined and market fundamentalism prevailed for
more than three decades. These options are back on the
policy radar because of geo-political tensions, a renewed
belief in the gains from manufacturing and the importance
of greening economic development and building infra-
structure that survive the punishment sure to be inflicted
by climate change.™

There are other reasons as well: growth remains high on
the agenda for all Asia-Pacific nations and arresting dein-
dustrialization is one way of achieving that objective.?? After
observing the share of industry slide since at least the turn of
the century, countries such as India, Indonesia, Malaysia and
Pakistan, would benefit from bending the curve upwards so
industrial policy variants are back in fashion.?®

The formal services sector has not effectively displaced
manufacturing as an adequate growth driver and a source
of good jobs.”* Although some digitally augmented trad-
able services have shown productivity gains, overall
productivity has stagnated or declined in the region.'?®
With industry taking a back seat, countries are struggling
to meet their economic objectives.

China has been pursuing industrial policies and so, to
varying degrees, are countries in South-East Asia such
as Viet Nam and Malaysia. But it is time to integrate indus-
trial policy with other strands of an outward oriented and
forward-looking strategy.

Conventional industrial policies include targeting indus-
tries and grooming national champions.'?® To this can be
added the targeting of specific technologies deemed of
strategic importance. Awareness of climate change has
added the targeting of renewables and incentives to
decarbonize industry and to encourage recycling. Lastly,
the spatial dimension is acquiring salience because cli-
mate change will involve displacement, de-urbanization
and re-urbanization, and much greater attention to the
future location of economic activities and assets.””’

A strategy that attempts to meld past initiatives can offer
improvements in four areas.

First, by avoiding top-down industrial targeting and
hewing more towards the “softer” approach. Making

greater use of market signals and seeking a broader
public-private consensus on the subsectors that deserve
more state support to grow. There must be some selec-
tivity, if countries are to depart from the realm of standard
market-determined development and focus their ener-
gies and resources to achieve better outcomes.

Second, techno-industrial policy must supersede the
conventional industrial policy. Technological change will
strongly influence productivity, employment, and resil-
ience in the face of climate change, and the material
and carbon intensity of production. Therefore, science,
technology and innovation policies could be benefi-
cially integrated with sectoral policies. This is how China
appears to be proceeding given its objective of indigeniz-
ing core technologies.?®

Third, industrial policy should preserve market compe-
tition. In the Republic of Korea, this was achieved in the
earlier stages of development by domestic oligopolistic
competition and the competitive pressure exerted by for-
eign companies on Korean firms that were compelled to
export to retain government incentives. However, in the
absence of a competition policy this has not sufficed.

Fourth, an Asia-Pacific future-leaning strategy must take
full cognizance of the spatial dimensions of development.
Dispersing industry across regions to benefit all commu-
nities and to win political favour (e.g., by creating SEZs),
will likely be counterproductive” Place-based policies,
which attempt to narrow inequality between locations,
end up spreading investment thinly to all parts of the
country, especially the lagging regions. Fragmenting
investments is a high-cost endeavour with low returns
in terms of growth and reduction of inequality across
space.®™ Instead, a people-based approach, can improve
the income-earnings capacity of individuals, and enable
migration to urban locations with better employment
options, thereby achieving greater efficiency, and more
equity, and avoiding the risk of stranded communities, and
of politically destabilizing populism.® For the Pacific Island
economies, the range of choice is a good deal narrower.
They lack the space to take advantage of dispersion or
a shifting of assets to more secure areas. For them, the
focus must be on building infrastructure and other assets
that are shielded as much as possible from the elements
and are built to the highest standards of resilience.
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Industrial policies will face criticism from many in the
research and policymaking communities, and encounter
stumbling blocks. There will be failures, and the desired
results will not materialize overnight. East Asians learned
by doing, and incurred the costs of some poor decisions
but persistence paid off. Each country moved forward
through incremental policy adjustments, and by making
mid-course corrections as the need arose — abandoning
projects that were viewed as failures, but not losing focus
on the longer-term goals. In large, decentralized coun-
tries such as India and China, implementation is usually
conducted by subnational governments and coordination
becomes all the more essential.

Insights from the industrial policy literature point to the
importance of learning by the state — even in the absence
of good governance. The Republic of Korea, for example,
started doing industrial policy and then learned in the
process and, more importantly, deliberately invested in
building the necessary political and administrative capa-
bilities.®? Other countries may not have had governance
structures to enable learning on that scale. Nevertheless,
even relatively simple technologies like garments produc-
tion required learning strategies to become competitive.™
Also, rather than copy best practices from the developed
world, it is possible to use existing norms and practices in
developing societies to kick-start development34”

Policy recommendations therefore include:

« Promote learning and allow for experimentation.

. Targeting of industrial policies should align where
possible with market signals, focus on market shap-
ing where relevant and possible, and avoid supporting
sunset industries.

« Failing firms and firms that do not meet expectations
should be allowed to exit. An evergreening of loans
and other support should be avoided.

« Technology assimilation, development and innovation
should be integral to industrial policy.

« Industrial policy should encourage churning, to avoid
the concentration of market power in the hands of
superstar firms, which can lead to a decline in innova-
tion, productivity and competitiveness.

« Industrial policy should optimize location to maxi-
mize agglomeration economies and productivity, and
take account of the long-term implications of climate
change.

The Asia-Pacific region can adopt a developmentapproach
that is more aligned with current challenges and future
uncertainties. Sustained growth that enables countries to
achieve human development goals hinges on state imple-
mentation capacity and governance quality.*®> The global
environment is now less conducive, albeit arguably more
favourable for Asia and the Pacific than other developing
regions. Digital transformation, despite its pros and cons,
must be embraced. Asia-Pacific countries are investing in
the physical infrastructure, increasing access, introducing
regulations, and providing supporting services. Progress
has been slow, but the pace is picking up.®® The severity
of climate change is a worrisome imponderable as is the
likely incidence of other shocks. These could be factored
into policy calculations.

As this chapter has indicated, what has not changed much
are the tools governments can use. The effectiveness of
these strategies will be determined by the careful selec-
tion and implementation of a mix of policies that maximize
both growth and inclusivity.® This will require a wide
range of tools and strategies and strategically deploying
them to create a more robust and inclusive economy. The
proof of the pudding is in the eating, and the true test of
success will be in the outcomes achieved in promoting
sustainable and inclusive growth and their overall contri-
bution to human development.
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Chapter 5. Making Change Happen

Sparking the spirit of change and turning new ideas into practice will need greater
focus on the politics of reform and on the day-to-day practice of delivery.

Previous chapters have argued the case for reimagining
human development. This involves scaling up a variety
of investments to enlarge opportunity for all, reducing
human insecurity, and meeting our obligations to future
generations. It also means igniting growth, while ensuring
that it is responsive to environmental and climate
imperatives and uses next-generation manufacturing, and
technologies that increase productivity and create jobs.

But how can nations change course in the face of
uncertainty? How can their leaders make the optimal
decisions? And, importantly, how can the interests of
affected stakeholders and political leadership be aligned
and mutually supportive? Answering these questions
as clearly as possible will be crucial for making tangible
change. This chapter explores how to make change
happen, with recommendations in three areas:

Governance for the future — A central pillar for recharging
human development is future-fit governance that can offer
clear directions for change, along with the right incentives
and opportunities, while having the courage to make the
necessary course corrections.

A future-fit delivery system — This would have several
desirable features. It would be anticipatory — able to
foresee potential problems and opportunities and
changes in the environment. It would be adaptable —
modifying strategies and plans to evolve with changing
conditions or shifting priorities. It would be agile —
responding with speed and efficiency through effective
systems or institutions.

Fostering the spirit of change — Sluggish reform is typically
attributed to lack of political will. But political will can be
stimulated and nurtured, for example, through ‘strategic
accompaniment’. And it can be harnessed, through
collaborative leadership, and through insider mediation.
Just as important in this era of democratic backsliding, it
can be supported through active civic engagement.

Rome was not built in a day — and neither were Apia or
Thimphu. And for countries as diverse as Samoa and
Bhutan the systems and processes described above can
provide a guiding star of sorts. Nevertheless, every coun-
try starts from a different position, with different capacities
for action and its own available space for making change
happen. Herein lies the conundrum: integrating new
capabilities depends on current capabilities. But as this
chapter will illustrate, the cycle can be broken — through
extensive networking, learning-by-doing and persistent
experimentation.

Governance for the future

The landscape for effective policy implementation is becom-
ing increasingly complex, while the needs for the future are
becoming considerably more demanding. This section
briefly highlights the what and why of future-proofing gov-
ernance, then asks how to rebuild this ship while sailing it
— how to create new capabilities while the ability to imple-
ment such changes itself depends on existing capabilities.

Course corrections

One of the principal strategies for transformational reform
is the capacity to make well-reasoned, timely and practical
course corrections. Countries need to be able to make
significant decisions to change key priorities, investments,
and processes in order to achieve new goals. This Report
has already identified numerous options and solutions
for advancing inclusive growth, green development, and
long-term resilience.

But translating these into action through strategic choices
and course corrections requires leaders, communities,
and institutions to make radical shifts in mindsets.
Some of these fresh perspectives will be imposed by
circumstances — bigger floods, longer droughts or
heatwaves, severe economic pain, or more pandemics.
Far better, however, to take preventive action through
governance that is anticipatory, agile, and adaptive.
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Planned versus unplanned course corrections

The region has experienced many course corrections. In
1978, China’s ‘Open Door’ policy’, for example, heralded
a momentous shift from a closed, centrally planned econ-
omy to a more market-oriented one. Viet Nam’s ‘Doi Moi’
reforms in 1986 offer another example,? as do India’s 1991
economic reforms,® Nepal’s post-democratic reforms in
the 1990s,* and Indonesia’s post-Asian financial crisis
reforms. A more recent example from outside the region
is the United States, which in 2023 — after years of scep-
ticism at the national level — made a strategic move
towards a green economy with the Inflation Reduction
Act, instituting the largest-ever US investment in green
technologies.®

Course corrections are most effective when made in a
considered manner, after a comprehensive analysis of
binding constraints. This involves systematically assess-
ing the critical obstacles to progress and determining the
most effective ways to overcome them. A well-consid-
ered correction is grounded in a solid understanding of
the underlying issues and is aligned with the country’s
broader development objectives.

Otherwise, there is the risk of unplanned or idiosyncratic
changes, swayed by short-term political considerations,
for example, or carried out by overly centralized or uncon-
strained authorities.® Such erratic shifts can be harmful. They
are likely to erode investor confidence, harm the business
environment, and further exacerbate existing constraints.
Investors and businesses value stability and predictability.

Breaking free from institutional inertia

The need for course corrections in many countries in the
Asia-Pacific region does not come as a surprise. Consid-
ering that various parts of the region developed so much
and so fast, it is not unexpected that these transforma-
tions have been accompanied by heightened inequalities,
increased tensions, and environmental pressures. Devel-
opment, as a dynamic process, inherently prompts the
need for course corrections. As countries progress
through different stages of development, maintaining
momentum often necessitates a shift in approach.

The continual need for course correction finds a clear
explanation in the concept of the ‘middle-income trap.
Traditionally, the middle-income trap has been referred
to as a slowdown in economic growth that tends to occur
as countries reach higher levels of per capita income, par-

ticularly after entering the upper-middle-income category.
This is the juncture where growth drivers must transition
from the accumulation and reallocation of resources to an
innovation-driven model.

This so-called trap, however, is somewhat misleading, as it
is not exclusive to middle-income nations, noris it an ines-
capable destiny. Instead, it pertains to a broader policy
challenge applicable across income levels. In essence,
the ‘trap’ represents merely a policy challenge, one that
demands institutional adaptation as countries face chang-
ing circumstances along their development trajectories. It
is a challenge to break free from institutional inertia.

In the face of this challenge, entrenched special inter-
ests and bureaucratic rigidities can serve as barriers that
obstruct needed course corrections. These obstacles
leave countries effectively ‘trapped’ in the transitional
phase, unable to progress. To break free from this stag-
nant equilibrium, adaptation and flexibility are desirable,
especially in light of the prospect of a potentially more
turbulent future”

Future-proofing governance

Effective governance

Governance stands at the forefront of executing strate-
gic course corrections. It comprises a complex interaction
of leaders, institutions, networks, communities, and
constituencies. This encompasses not only ethics, risk
management, compliance, and administration but also the
systems that control and operate an organization, and the
mechanisms that hold it accountable.

Politics and governance refer to the authoritative alloca-
tion of resources and values, as well as the various uses
of power and authority to reach bargains, negotiations,
and compromises.® Governance thus extends beyond
government. It also encompasses bureaucracies and
parliaments and others who wield influence or control.
This multifaceted concept also covers relations between
these actors and components.

To deliver change, countries need effective state institu-
tions. These should have the capacity to analyse relevant
factors, establish priorities, allow for contingencies, and
translate options into programmes, policies, and legisla-
tion — which are agreements among governance actors
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that have to be sustained by commitment to implementa-
tion, which in turn calls for coordination and cooperation.
The choices made to advance human development
depend on effective governance to ensure that progress
is not derailed by chronic crises or turbulence and that
legitimacy deficits are addressed through more inclusive
processes and outcomes.

The ‘Asian miracle’ stands as a testament to the trans-
formative power of governance.® It was driven by strong
political will, complemented by dedicated and skilled civil
servants. Policies were crafted with an eye to innovation
and inclusion, exemplified in reforms such as land dis-
tribution, affordable housing, and education for all. The
process fostered an ethos of civic participation and col-
lective growth, ensuring transparent communication, and
earning the trust of both citizens and business leaders.
Reinforcing these efforts, politicians and civil servants col-
laborated to strengthen and innovate institutions, such as
the Deliberation Councils in South-East Asia® In short,
development progress in several front-running countries
was driven in large part by good governance.

The importance of effective governance has been high-
lighted once again as countries have struggled to bolster
their economies and protect human development from an
unprecedented succession of shocks and crises. There had
beenwarnings from futurists, economists, and other experts,
but the world remained largely unprepared. Nevertheless,
there was decisive action. Not waiting for comprehensive
research, pilots or randomized control trials, governments
quickly responded with large-scale experiments."

Development strategies could evolve to better meet
future challenges and opportunities. In these turbulent
times, many of these are fast approaching, so it will be
important to move beyond theory and diagnostics, to
progress quickly from ‘what is to be done’ to ‘how it is to
be done’.

All this must be achieved in an era of populism and polit-
ical polarization, with the spread of misinformation and
disinformation, and when citizens are losing faith not just
in government but in the power and efficiency of public
institutions. In such a disabling ecosystem, it is not easy to
win citizens’ trust and secure their support for, and partici-
pation in, new ideas, approaches, and policies.

Unpacking future-fit governance

Future-fit governance is an aspiration, but it is no utopia. It
is ajourney, a process of continuous learning, experimen-
tation, and improvement. The need for agile and adaptive
governance was clearly demonstrated during the pan-
demic, when traditional systems had to adjust rapidly to
the needs of the moment.

A lot has been discussed and written about future-fit gov-
ernance but too little is being done in practice. It is useful
therefore to unpack the desirable attributes that future-fit
governance might entail (Figure 5.1).

Making change happen begins by ‘future proofing’ the
policy architecture.” This will mean raising an army of
motivated and innovative civil servants who can serve
as ‘changemakers’ capable of designing policies differ-
ently. It could be built on two critical tasks. First, building
new staff capabilities. Second designing a future-proof
policy infrastructure, based on a flow of relevant data and
on digital services and platforms. At the same time, this
architecture should be participatory by design and mean-
ingfully engage civil society.

Future-fit governance does not stop at imagination, but
navigates through a journey of continuous learning, exper-
imenting, and executing course corrections. A future-fit
system, will be a blend of new approaches applying the
lens of systems thinking,® with new abilities to anticipate,
to adapt and build agility. It can be seen as an opportunity
to innovate and make change happen.

Transforming the traditional governance systems and
models into springboards of policy innovation cannot take
the form of standalone tasks or pilot programmes. The
development sector is a graveyard of pilots. Rather what
are needed are whole-of-government and whole-of-soci-
ety efforts, with long-term vision.

This entails sparking the spirit of change within the
government, and creating an enabling environment by
nurturing political will, embedding collaborative leader-
ship, and ensuring strong civil society engagement. All
stakeholders should become de facto co-designers of the
future-fit governance system.
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Figure 5.1 Governance for the future
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Building the ship while sailing it

Marrying political will with bureaucratic will is an organic
process. There will never be an ‘ideal’ scenario or starting
point. This will mean building capabilities on-the-go while
innovating and navigating the journey from imagination
to action. In other words, building the ship while sailing it.

Setting expectations right

First, itis important to set the expectations right. Changes
to governance systems do not typically produce imme-
diately visible results. On the contrary, the wider-scale
impacts of significant changes often remain latent for
some time. For example, Nepal’s metamorphosis into a
federal republic following a decade-long civil war may not
instantly produce substantial economic benefits. But in
making this consequential choice, the country mitigated
some of the major factors behind community vulnerabil-
ity, paving the way to heightened resilience, and this is

Source: Authors’ illustration.

eventually expected to translate into considerable devel-
opment benefits.

As some of the region’s major economies have experi-
enced, each action need not produce significant growth.
Indeed, growth should not be the sole benchmark. While
some reforms might yield modest growth, they also
promise greater well-being — friendlier cities, greener
economies, and better preparedness for climate change.

Governance quality is crucial in this context, as innovation
thrives where governance excels (Figure 5.2). Consider
the Indian state of Kerala: its annual growth rate of 5 to
6 percent may lag behind economic powerhouses like
Gujarat, Maharashtra, Punjab, and Karnataka. Yet, its HDI
rating, at 0.75, tops the nation. Kerala’s progress in reduc-
ing poverty and addressing nutritional deprivation stands
out across the country™
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Figure 5.2 Strong correlation between government effectiveness and innovation
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Building capability by networking

« Golocal—Not all anticipation and change need to come
from the centre. Often it is better to tap and collate local
knowledge and experience. Bangladesh, Indonesia,
India, and more recently Nepal, have benefited from
decentralizing some contingency planning to state and
local governments.

« Gobroad - Governments can conduct stakeholder con-
sultations with civil society, and tap into collaborative
research from think-tanks and institutes, especially when
networked and as part of platforms — as has happened
in Bangladesh, India, Indonesia, Philippines and Singa-
pore. Academic and civic institutions and networks have
relied on a number of areas for further action, including
South-South cooperation, e-governance, addressing
violent extremism, managing pandemic response, and
intellectual property frameworks.

« Go entrepreneurial — Such partnerships are a form of
networking, where both the public and private sectors
leverage each other’s strengths to achieve common
goals. Through public-private-partnerships, supply
chains and market access can be rapidly restored
or enhanced. There are classical examples of policy-
makers in India, the Republic of Korea, Malaysia and
Singapore using the resources and functions of the
private sector and for public good at times of crisis.

Learning by doing and experimenting

Governments develop capabilities through experimen-
tation and learning-by-doing. By responding promptly to
crises, and learning from the experience, they also lay
the groundwork for more resilient systems in the future.
This cyclical process of trial, adaptation, and improvement

CHN HKG

BRN

Source: Authors illustration based
on WGI and WIPO.

fosters a culture of continuous learning and evolution,
ensuring that policymakers and institutions strengthen
their capacities in new areas and remain agile and adap-
tive in the face of unforeseen events. The experience
from Asia and the Pacific and elsewhere attest to the
usefulness of such proactive and dynamic approaches to
governance and policy formulation.’

Executing course corrections

To make course corrections well, governance systems
should be more anticipatory, more adaptable, and more
agile. The region boasts a wide spectrum of governance
structures, from full or hybrid democracies to one-party
systems, to traditional polities, and both constitutional and
absolute monarchies. ' Yet, regardless of their systems,
all nations would benefit from blending these character-
istics into the practice of governing:

- Anticipation — the ability to foresee potential chal-
lenges, opportunities, and changes in the environment.

« Adaptability — the ability to adapt to new information,
changing conditions or shifting priorities by adjusting
strategies and plans.

«  Agility —the speed and efficiency with which systems or
institutions can respond to new information, unexpected
events or shifting priorities, without major disruption.

Anticipation is the foresight, adaptability is the mechanism
for change, and agility determines the speed with which
that change starts (Figure 5.3 and Table 5.1). In the broader
landscape of future-focused governance, the three are
interlinked but serve distinct purposes. Table 5.1 summa-
rizes their key attributes. It lays out the approaches and the
requisite capabilities to executive course corrections better.
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Figure 5.3 Anticipation, adaptability, and agility
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Table 5.1 Elements of a future-fit delivery system: anticipation, adaptability, and agility

Main pillars

Anticipation in
governance refers to the
ability to foresee potential
challenges, opportunities,
and changes in the
environment.

Key components

Detect signals of emerging
trends, potential disruptions,
or shifts in societal needs,

through collective intelligence
and participatory approaches

Imagine future scenarios

grounded in reality, reflect the

multidimensionality of risks,
and reduce blind spots

Supportive actions

Source: Authors’ illustration.

Promote critical future-oriented thinking: training and

workshops, promote diversity, foster open debate to challenge

dated assumptions, peer reviews, case studies, scenario
planning, establish a foresight unit, prioritize and incentivize
digital transformation, systems thinking, foster a data-driven

culture, use predictive analytics and Al, engage with citizens
(especially youth), introduce the culture of continuous learning.

Conduct scenario planning: integrate this into policy
development process, refine scenarios based on continuous
feedback loops, provide technological support on modelling

software and data, engage inclusively with multiple stakeholders

and engaging with citizens, and collaborate externally

Adaptability in
governance refers to the
system’s ability to adapt
to changing conditions
or shifting priorities by
adjusting strategies and
plans

Act upon the need for
change by adjusting
strategies, action, and
contingency plans, and
executing them

Recalibrate when further

adjustments are needed along

the implementation path

Promote learning and unlearning: learn by digesting new
information, including from foresight, learning-by-doing and

experimentation through pilot programmes and policy sandbox

initiatives. Unlearn and shift mindsets to evolve approaches

Embrace iterative approaches, where policies are seen as

evolving tools that can be refined over time rather than static
decisions, including by instituting feedback mechanisms like

citizen portals.

Agility in governance
refers to the speed and
efficiency with which
systems or institutions

can respond to new
information, unexpected
events or shifting priorities
without major disruption

Recognize the need for
change based on the
available information

Promote flexibility of
structures, processes, and
mindsets to ready them for
rapid adjustment

Rapidly deploy human

and financial resources

as needed to address
challenges before they
escalate or opportunities or
before they evaporate

Establish communications
systems for quick,
coordinated action across
institutional lines and socio-
political divides

Ensure resources can be easily reallocated in response to
changes: adopt dynamic budgeting systems, by relying on
rolling instead of annual budgets and setting funds aside for

contingencies

Promote inter-agency collaboration: train employees in
multiple skills or areas, implement rotational assignments,
develop dedicated rapid response teams with experts from

diverse fields

Promote participatory budgeting: engage citizens in
budgetary decisions and enabling a clearer understanding
of trade-offs hence fostering agility in resource allocation in

response to their feedback
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Anticipation: envisaging future scenarios and
planning for contingencies

Anticipation in governance refers to the ability to foresee
potential challenges, opportunities, and changes in the
environment. This involves mechanisms that allow gov-
ernments to detect early signals of emerging trends, of
potential disruptions, or of shifts in societal needs. Tools
like foresight exercises, horizon scanning, and predictive
analytics will help in this domain, as will the promotion of
critical, future-oriented thinking (Table 5.1).

Anticipation involves both exploring future scenarios and
planning for contingencies. Tapping into collective intel-
ligence and inclusive engagement, requires consistently
revisiting and addressing previous assumptions about the
future, and forming fresh hypotheses about what might
be on the horizon.

Anticipation requires systems that are equipped with
foresight and are prepared to discern future risks and
potential innovations. It is important therefore that policy
makers acquire anticipatory capabilities, so they can
understand the dynamics of change, and the impact that
future developments may have on their countries or insti-
tutions. They will thus be better prepared to face risks — or
turn them into opportunities.

This is becoming more critical than ever given the increas-
ingly complex and multi-dimensional risks in the future
development landscape. Recent crises from within the
region illustrate the potential benefits of anticipation.®
Going forward, and having learned from hard recent
experience, Pakistan should be able to better anticipate
the multiple impacts of the climate crisis on issues rang-
ing from health to social cohesion. Sri Lanka would have
benefitted from shoring up revenues in anticipation of
emergencies and upcoming bond payments, rather than
offering significant tax breaks, so that the resulting for-
eign-exchange shortage led to a larger social, economic,
and political crisis.

Many countries in the region do have plans and pro-
grammes for addressing contingencies, including
pandemics and the impacts of climate change. Larger
economies such as China, India, Japan, Indonesia, and
Republic of Korea, along with some SIDS such as Fiji,
Maldives, and Vanuatu, spend significant resources on
planning, in some cases setting aside contingency funds.

Less-developed countries from the region, such as
Bangladesh, Nepal, Solomon Islands and Timor-Leste
also anticipate a multiplicity of pressures, ranging from
demographic shifts, climate change and rapid social
and technological change to economic volatility. In Ban-
gladesh, a well-planned and nation-wide approach to
e-governance has improved service delivery and emer-
gency planning and helped prevent social discontent.®

Countries are also being more proactive, aiming to under-
stand multiple risks and have a better understanding of
the impact of policies on their citizens. India, Indonesia,
Fiji, Philippines and Viet Nam, for example, all now con-
duct analyses of the prospective impact of policies and
programmes on key groups such as women and youth.
China has analysed the impact of inequality and the lower
spending power that could increase social tensions.?° And
before embarking on key plans and programmes almost
all countries in the region with the necessary resources
conduct environmental-impact and conflict- or con-
text-sensitivity assessments. Such exercises help break
down silos, and allow for unanticipated consequences.

Countries across the region could however, embrace
anticipatory approaches more comprehensively (Table
5.). For this they can utilize for example, training and work-
shops, to foster diversity, and encourage open debates
that challenge long-standing assumptions about the
future. And they can further institutionalize forward-think-
ing methods through the establishment of dedicated
futures units, and through peer reviews, case studies, and
scenario planning, taking into account advances in Al and
predictive analytics. 2! They can also encourage broad-
based participation, engaging especially with the younger
generation while also collaborating with external entities.

In all of this, continuous learning ensures that anticipation
is dynamic and deeply ingrained. And by continuously refin-
ing potential scenarios, countries can ensure that anticipatory
governance is thorough, inclusive, and effective.

Adaptability: adjusting plans and actions to
changing conditions

Adaptability in governance refers to a system’s ability
to adapt to changing conditions or shifting priorities by
adjusting strategies and plans. Governments can recog-
nize the need for change, informed by the latest data and
insights. Once they identify the need, adaptability requires
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that they quickly realign and implement strategies, actions,
and contingency plans. Also, along the implementation
path they may have to recalibrate governance, and make
further refinements whenever the situation demands,
ensuring that governance remains fully responsive.

To foster this adaptability, it is important to promote both
learning and unlearning. This encompasses actively
absorbing new insights, be they from foresight exercises,
hands-on experiences, or experimental pilot programmes
or policy sandboxes.?? At the same time, people and insti-
tutions can unlearn outdated practices and instead pivot
mindsets to accommodate novel methodologies. This can
take place within iterative policy frameworks, viewing pol-
icies not as static decisions, but as evolving tools subject
to refinement. Feedback channels, such as citizen portals,
can further ensure that these policies evolve in tandem
with people’s real-time needs and aspirations.

During the unprecedented challenges posed by the
COVID-19 pandemic, the global development ecosystem
underwent an unexpected transformation. Hindered by
travel and funding restrictions, there was nevertheless
a huge wave of learning, sharing, and cross-fertilizaton
of ideas and actions between policymakers worldwide.
Several countries in the Asia-Pacific region stood out
as beacons, with governments adapting in remarkable
ways to unprecedented challenges. In the Philippines,
for example, Pintig Lab, anchored by the Department of
Health, adeptly harnessed data and field intelligence to
anticipate and address the issue of vaccine hesitancy.?®
In Pakistan, in just 10 days during the height of COVID-19,
the nation built upon its existing structures to create the
Ehsaas programme — one of the region’s largest emer-
gency cash-based social safety nets.

The Asia-Pacific region provides several examples of
adaptability and of governments adjusting their strate-
gies to achieve higher and inclusive growth, or to better
engage with crises and turbulence. Several countries
have, for example, created spaces for innovation and
empowerment, which in turn have enabled better capac-
ities to achieve higher growth, and also to deal with
turbulence. Here are some examples:

Bangladesh — The Government has invested in economic
empowerment and strengthened social safety nets, aiming
to ensure that turbulence does not enhance inequality.

Between 2004 and 2009, in response to the growing
impact of climate change it upgraded the Standing Orders
on Disaster Management (SOD).2* All ministries, depart-
ments and agencies are expected to develop their own
action plans, using local funds, and training at all levels
of government for each phase of a disaster. To ensure a
whole-of-society engagement the SOD also covers part-
nerships with civil society, police and armed forces, and
religious and educational institutions, and extends to the
local impacts of horizontal violence and violent extrem-
ism. An important part of the country’s resilience is its
capacity to quickly revive essential services and supply
chains. Impressive economic growth has been backed by
decades of systematic investment in climate resilience
and disaster preparedness. The country has dramatically
reduced cyclone-related deaths and is a global leader in
climate change adaptation and disaster preparedness.?

Bhutan — A key change in 2013 was Bhutan’s Transport
2040 Integrated Strategic Vision which aimed, among
other things, to improve the country’s roads, especially
rural roads vulnerable to extreme weather.?® This allows
for inclusive development as well as greater resilience
to natural disasters, enabling a rapid resumption in eco-
nomic activity. Bhutan’s pursuit of sustainable forest
management has also enabled it to be the first country in
the world to become carbon negative.?”

Republic of Korea —In 2020, the Government announced
a Korean New Deal, to respond to climate change, antici-
pate digital transformation, and provide for human needs
through stronger social safety nets. To strengthen climate
resilience, this policy promotes innovation and the transi-
tion to green infrastructure through a green new deal. The
policy also includes a digital new deal, aiming to accel-
erate innovation and transition to digital infrastructure.
Furthermore, the Government is expanding rural internet
access, and investing in a greener and digital workforce
with greater employment security. In 2022, the Govern-
ment initiated a fund to capitalize this strategy, with an
initial investment of $14.3 billion, and is now developing
partnerships with the private sector.?® The Republic of
Korea plans to invest $144 billion in creating around two
million jobs by 2025.

Singapore — In 2021, the Government released a Strat-
egy 2030 plan for leveraging growth by strengthening
protection for intellectual property.2® The new strategy
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has already seen the installation of an online system for
registering trademarks and patents, and the legal frame-
work is considered the most robust in the ASEAN region.
The country is now well poised to take advantage of new
developments in software, Al, and information technology.

Thailand — In 2020, the Kingdom of Thailand was the
first country in the Asia-Pacific region to issue sovereign
sustainability bonds — 15-year bonds for funding green
infrastructure and social impact projects. The Ministry of
Finance oversees the issue of the bonds under the Thai
Sustainability Financing Framework and has reported
strong investor demand.® The bonds have been used to
finance the development of a new Orange Line for mass
transit in Bangkok and social impact projects supporting
Thailand’s recovery from the COVID-19 pandemic.

Smart cities — These cities address urban challenges with
technological and digital innovations, and have been
piloted in countries like Indonesia, Malaysia, Singapore,
Thailand, and Viet Nam.®' In 2018, ASEAN adopted a
Smart Cities Framework. In Jakarta, for example, between
2014 and 2017, the new governorimmediately focused on
transparency, accumulating political capital that helped
him to adopt new policies such as cleaning up the city’s
rivers.®2 The city embarked on successful private-sector
practices, choosing to invest in long-term solutions rather
than short-term fixes. Jakarta’s rivers became cleaner, and
the plan cost the city tens of millions of dollars less than
the alternatives.

Small Island Developing States — Many of these coun-
tries are on the front line of climate change and have
been taking major steps for adaptation. With support from
development partners, Palau, for example, is using LIDAR
technology for detailed topographical mapping that forms
the cornerstone of effective disaster risk reduction. Fiji,
Samoa, Tuvalu and Vanuatu have established a joint plat-
form for innovation in contingency planning and disaster
management.3 In 2022, Niue became the first country in
the region to institute a Strategic Roadmap for Emergency
Management that takes an integrated approach towards
multiple contingencies.?® With the support of development
partners, this is now being translated into programmes.
These innovations are expected to save these countries
significant amounts in disaster loss and damage, and free
up funds for investments in development.

Agility: mobilizing action with speed and efficiency
Agility in governance refers to the speed and efficiency
with which systems or institutions can respond to new
information, unexpected events or shifting priorities
without major disruption. At its core, agility calls for flex-
ible governmental structures, processes, and mindsets,
enabling rapid adjustments as situations evolve. This nim-
bleness extends to rapidly mobilizing both human and
financial resources to address problems before they inten-
sify, or seize opportunities before they dissipate. Agility
also underscores the importance of seamless coordina-
tion across institutional lines and socio-political divides.

Agility requires that resources can be easily reallocated.
Moving away from rigid annual budgets to more flexi-
ble rolling dynamic budgeting enables governments to
pivot as needs change. Governments can also establish
contingency funds, ensuring a reservoir of resources
for unexpected developments. Agility is also helped
by fostering inter-agency collaboration and by training
employees in multiple skills or areas, and implementing
rotational assignments. Dedicated rapid response teams,
comprising experts from a multitude of fields, can ensure
swift and informed action in the face of challenges. Agil-
ity also benefits from public participatory budgeting. By
engaging citizens in budget decisions to foster under-
standing of trade-offs, the trade-offs may actually become
less sharp, creating new options for government action.

The Asia-Pacific region offers numerous examples where
countries have showcased agility in governance:3¢

India — A primary example of agile, crisis-based correction
was the series of economic reforms of 1991 which enabled
the country to evolve as a market economy — with reforms
for liberalization, privatization, and globalization.3” These
reforms were adopted despite significant, and poten-
tially destabilizing, differences among key sectors such
as labour and industry. They were based on informal,
research-based dialogues and consultations that enabled
different sectors to work towards common objectives at
times of stress.®

Philippines — As the COVID 19 pandemic broke out, the
country navigated a course correction to data-based
planning. It established a new analytical instrument — the
Pintig Lab — to bring together analysts, academics, and
public officials to generate up-to-date data, establish
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patterns, and provide recommendations to the National
Task Force on COVID-19. Though the country was initially
overwhelmed, it was eventually able to use this tool for
effective social protection and vaccination programmes.3°

Sri Lanka — The 2022 crisis provided an opportunity
for a national change in direction. The unprecedented
economic crisis later evolved into a political crisis that
resulted in widespread civic unrest. Nevertheless, this
created an enabling environment for different actors to
come together and lobby for change, regardless of their
social class, religion, or political affiliations. The ouster
of the president and the prime minister exposed struc-
tural weaknesses in governance and could have led to an
anarchic situation. But the collective action of organized
protesters and civil society, alongside different segments
of the political spectrum, helped uphold democratic
values and enabled a peaceful transition to a new govern-
ment. This has brought hope for a country emerging from
many previous cycles of violent unrest, with the prospect
of engaging multiple stakeholders and actors in a process
of crisis mitigation and recovery.

Fostering the spirit of change

Any serious effort at reform has to consider who is going
to make change happen and what are their motivations
and what incentives they need. Transforming stakehold-
ers into changemakers will thus mean delving more deeply
into the politics of reform, into issues of ‘political economy.’
The term political economy encompasses the constraints,
beliefs, relationships, and narratives that shape the policies
of key decision-makers. Stimulating change thus involves
understanding their motivations and providing them with
the information and incentives to take positive action.

The political economy of reform, and therefore the course
corrections that can be achieved, is impacted by variables
related to the legitimacy of the governments concerned,
as well as the extent of their power in relation to other
actors. State structures in the Asia-Pacific region span
varying degrees of legitimacy with their constituencies,
but across the wide spectrum the roles of well-placed
intermediaries, many carried out informally, are central
to effecting change.

For many who would wish to bring about course correc-
tions, the asymmetry of power between non-governmental

stakeholders and the organized strength of the modern
state (often backed by “historical elites”) does pose a chal-
lenge. However, states are not monolithic in nature and
well organised coalitions and networks can still advocate
for and even help implement new policies and reforms,
as illustrated in this section. This is true for both plural-
ist and one-party systems. At the same time, there have
been instances where new ideas did not reach the top
of over-centralized structures on time, leading to highly
adverse consequences. Leaders who favour over-central-
ization may wish to draw a cautionary note from recent
examples. Conversely, countries that have managed to
balance strong decision-making with the provision of
spaces for innovation and inclusion have done better.

Itis also worth pointing out that minorities in several coun-
tries have cited asymmetric power relations as they have
sought to influence the state in favour of their empow-
erment. They have seen a further abridgement of their
rights, voices, and spaces. While in the short term, this
may not affect the state’s ability to deliver, the historical
record is clearer, in that regimes that have sought to target
minorities for political gain have not achieved sustainable
economies or governance.

The following section considers three major means of
doing so: nurturing political will, collaborative leadership
and civic engagement.

Nurturing political will

Some leaders are hampered by long-held prejudices or
suffer from ‘constituency imprisonment’ — constrained
by the expectations of their most extreme followers.
In addition, facing critiques of existing policies, or the
exhortations of external partners, political leaders may
be forced into defensive behaviour. A major change could
entail a public admission that the previous policies were
incorrect — which would be tantamount to a reduction in
status. They may also be forced into short-term bargains
that obstruct essential long-term reforms or innovation.

In some instances, however, while maintaining a public
show of current policies they can be starting reforms
behind the scenes. One way of encouraging this is through
‘strategic accompaniment’ This refers to the provision of
quiet advice and support by trusted intermediaries and
peers, including counterparts and leaders from countries
with similar governance systems. This may be especially
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useful for centralized systems, where leaders may be less
prone to taking inputs from domestic think tanks and civil
society. It may also depend on the extent to which the
system values meritocracy.

Such accompaniment is by definition under the radar
and thus difficult to profile. But in some cases it does
subsequently surface. In the Philippines, for example,
leaders of the Moro Islamic Liberation Front were partially
guided through the tough political choices necessary for
implementing a peace agreement through a twinning
agreement with a fellow armed group, the GAM in Aceh,
which was able to advise them on the necessary steps.

In Sri Lanka in the crisis of 2022, both demonstrators and
law enforcement pulled back from the brink on several
occasions as a consequence of strategic accompaniment
and advice. In Thailand, during multiple political crises
(2008, 2013-14) opposing sides pulled back from more
extreme actions when friendly advice spelled out the eco-
nomic consequences of such action.

Overall, strategic accompaniment works best when it is
not visibly linked to external actors. And if their support
is deliberately sought it should be provided discreetly. If
the links are too visible, local peers and intermediaries
may appear to be compromised. Another source of medi-
ation is through credible institutes and think tanks in the
concerned country, or in the region, which can develop
ideas on what needs to be done differently, and how best
to work together, informally or otherwise, to advise and
influence top leaders. Singapore’s leaders, for example,
pay attention to its best institutes.

Some of the means by which strategic accompaniment
work are:

«  Compelling evidence — The impetus for reforms in
many countries is prompted by the supportive analyti-
cal work of think tanks. Evidence-based policy making
is key, where countries do well to leverage data and
technical expertise in producing tailored insights
suited to the context of the reforms intended.

«  Compelling circumstances — Leaders and policy
makers may not always be aware of the full extent of
the risks facing their countries and communities. And
they might be creating these risks themselves. Lead-
ers in several Asian countries have moved toward less

centralized and more pluralistic structures rather than
run the risk of violent extremism.

« Perceived challenges to legitimacy — Failure to deliver
on the demands of key constituencies, or fulfil the
social contract, can undermine legitimacy, encour-
aging leaders to make efforts to include youth, for
example, women, and faith-based communities

« Enlightened self-interest — Elites in countries as
diverse as India, Republic of Korea, Malaysia and Thai-
land, have supported policies that have befitted the
broader population, but also elites. Reforms may cost
elites in the short term, but they could lead to lon-
ger-term benefits for all.

+ Peer-to-peer consultations among leaders — These
can take place nationally, or in regional forums such as
ASEAN, APEC, and the Pacific Islands Forum. Again,
it is difficult to link specific policy choices to informal
exchanges. Nevertheless, following regional consulta-
tions, ASEAN members developed detailed plans on
preventing violent extremism, and also on advancing
the roles of women and youth in ensuring resilience
and stability. Another process is now underway on the
issue of climate security.

« Bilateral consultations — In 2018, Thailand’s National
Security Council visited the Philippines to review the
Bangsamoro peace process. This may have added
momentum to the talks to solve the conflictin Pattaniin
southern Thailand.*® Also in 2018, the hitherto delayed
process to develop a National Action Plan on Prevent-
ing and Countering Violent Extremism in the Philippines
received added momentum when key policymakers
met in Bangkok, dispassionately examined different
options, and arrived at a common way forward.#

Course corrections can also be based on informal net-
works spanning governments and businesses.*? Such
networks could also hinder progress, especially when they
have been centred on select families. Nevertheless, they
have helped drive significant growth and developmentin
countries like India, Japan, Republic of Korea, Indonesia,
the Philippines and Thailand. Critically, they have access
to top leaders and provide entry points for playing accom-
paniment roles in advancing correct choices and critical
reforms. In India,** Republic of Korea, and Thailand, the
private sector has played an important role in advising
top leaders on appropriate policies to advance economic
growth. In future, these networks could yield more system-
atic approaches to “strategic accompaniment.”
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The propensity of leaders to take sage advice depends
on the quality of the leadership itself. In some of Asia’s
most advanced economies, critical moments of reform
and growth have been associated with specific lead-
ers. Manmohan Singh, Deng Xiaopeng,* Mahathir
Mohammad,* Lew Kuan Yew, and Park Chung Hee all
shepherded significant growth and economic transforma-
tion in their countries. They operated in widely divergent
political and economic systems, but made similar choices,
often involving the release of market forces but with the
judicious guidance of the state, and with an eye to main-
taining social and economic cohesion. Such leaders may
not, however, emerge at the right historical moment. Nev-
ertheless, significant innovation and course corrections
can also be achieved through various other levels of
leadership of the private and public sectors. As the more
monolithic forms of classic leadership give way in a back-
and-forth manner to more pluralistic approaches, many
Asian countries are now investing in secondary leadership
— as recently in Malaysia, Fiji, and Indonesia.

However, good leaders can also be nurtured. Very few
countries offer training or curricula for leaders and man-
agers for dealing with multi-dimensional challenges,
whether for reform or to mitigate crises. The Asian Institute
for Management has developed a curriculum for leaders
on “collaborative leadership” in the public interest.*® This
could be developed and used more widely. In addition, the
importance of engaging with youth, and cultivating youth
leadership for social good and enabling young people’s
access to political and administrative decision-making at
all levels cannot be overstated.

Finally, there are options from social media. Some social
media influencers have provoked division and polariza-
tion. Onthe other hand, others have broughttogether civic
groups and the private sector to advocate for accountable
governance and for innovation and inclusion. Good exam-
ples of the positive roles of social media in advancing
cohesion, pushing back on violent radicalization, gener-
ating spaces for innovation, and promoting reconciliation
can now be found in Bangladesh, Indonesia, Maldives,
Philippines and Sri Lanka. Systematic assessment of
these initiatives could provide a wider basis for similar
activities elsewhere.*” Either way, social media will be a
major battleground for advancing inclusive and account-
able governance and will need to be at the centre of
planning and forecasting by public and civic leaders.

Collaborative leadership

Bridging differences and resolving conflicts often depends
on forming timely coalitions to carry reform forward and build
longer-term partnerships or ‘collaborative leadership’. In 2011,
the World Bank’s World Development Report argued that
institutional and political momentum for reforms had been
achieved through “inclusive-enough coalitions” spanning
relevant sectors. UNDP then delved further into this issue by
releasing in 2016 its first guidance note on supporting insider
mediation, subsequently updated in 2020.4 4°

Inclusive growth can also be furthered by ‘elite bargains’
—which are discrete agreements, or series of agreements,
that re-negotiate the distribution of power and allocation
of resources between elites.*° Through such bargains,
elites can arrive at mutual collective pacts to foster growth
and development. These have, for example, from the early
1990s sustained economic growth in Bangladesh and Viet
Nam, and part of the reforms in Indonesia.®' In the age of
social media, however, contemporary bargains would also
have to be less elite-based — featuring integration, inno-
vation, and inclusion, and involving specific steps towards
green growth and resilient communities.

Other countries around the world have organized exercises
such as national dialogues or constitutional conferences
—asin Argentina, Bolivia, Chile, Cote d’lvoire, Haiti, Libya,
and many others. While consultations do take place on
formative governance issues in many Asian countries, firm
and final bargains are often reached in informal settings,
and with the help of trusted intermediaries.

In May 2023, in Chiang Mai, Thailand, for example, key
intermediaries from Asia-Pacific countries engaged in a
regional conversation and shared their experiences. Their
actions included:*?

« Providing a second and third track — for formal peace
processes so that blockages and deadlocks could be
resolved away from the primary negotiating table.

« Building coalitions — for easing tensions during major
transitions, and for developing new growth trajectories.

« Establishing consensus — around crucial reforms.

« Reducing local and horizontal violence — to support
job creation and investment.

« Orienting public forums towards reconciliation and
innovation — including social media, college cam-
puses and faith-based congregations
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However, other countries in the Asia-Pacific region have
developed more systematic approaches. In Fiji from 2010-
2013, an insider mediation effort, the Roundtable on Peace
and Development, provided a pathway for a transition from
military rule and the establishment of a post-military consti-
tution. In Nepal, the Ministry for Peace and Reconstruction®
assisted local insider mediators at critical points in their
peacebuilding efforts. In Timor-Leste a similar function is
provided by the Ministry of Social Solidarity and Inclusion.®*
In the Philippines, the Office of the Presidential Advisor
on Peace, Reconciliation, and Unity is an essential Cabi-
net-level component of the national government.

Insider mediation efforts are most successful when they
are nationally owned, low-key and informal, and based
less on structure and hierarchy and more on flexibility and
innovation. Support from development partners should
be discreet and respect the national context. Countries in
the Asia-Pacific region, and development partners more
widely, would do well to provide spaces for these initiatives.

Civic engagement

A successful democracy is one that places its citizens at
the heart of the entire journey of making change happen.
The pandemic demonstrated the power of civic engage-
ment, and participatory governance, and of inclusive
innovation that helped win the trust of citizens, building
resilience, and steering collective change for deeper and
more sustainable impact. The pandemic also triggered
more extensive use of digital technologies and platforms
as tools to break cross-ministerial silos and enable all stake-
holders to contribute to policies and reforms. Bangladesh
India, Indonesia, Philippines and Singapore have demon-
strated successful approaches towards civic engagement.

Innovation and inclusion can also be encouraged
through social enterprises. A social enterprise seeks to
maximize profits as well as the benefits to society and the
environment; the enterprise’s profits are then principally
used to fund social programmes. A social enterprise might,
say, support SMEs in fragile areas by providing essential
supplies along with equipment, and credit — then provide
wholesale and retail services for the goods produced. In
the Philippines, for example, Kennemer Foods supports
cacao growers in the poorer areas of Mindanao, and the
Hinelaban Foundation assists poorer communities in
conflict-affected areas of Lanao del Sur province. Another
social enterprise, Coffee for Peace, links proceeds from
sales of novelty coffees from the poorer parts of Mindanao

to peacebuilding in these same areas.

The coreidea behind a social enterprise is not philanthropy,
but guidance for small-scale entrepreneurs towards profit-
ability and economic viability, while still generating profits
for the sponsoring enterprises. Several rural micro-fi-
nance enterprises in Asia and the Pacific have gone on to
achieve global fame, and stimulated other similar enter-
prises.®® To date, many social enterprises have invested
in specialty products such as boutique coffees, artisanal
crafts, and tools for micro-credit. Now, the advent of green
technologies offers an opportunity for taking such enter-
prises to scale, with community investments in wind and
solar power.

Inclusive innovation can further be fostered through Social
Innovation Platforms (SIPs)*® — as in Indonesia,*” Pakistan,5®
and Thailand.%® Such platforms enable government, the
private sector, and civil society to collectively brainstorm
strategies for achieving SDGs and addressing the new
challenges posed by turbulence, while focusing partic-
ularly on youth and women. The participants examine
traditional variables related to the local economy and infra-
structure, but also look at issues such as social cohesion,
emerging risks, and consider the implications of complex
crises. Participants receive digital support, and training in
out-of-the-box thinking, partnerships, and cross-sector col-
laboration. SIPs can help by uncovering hidden narratives
through meticulous engagement with a wide array of local
stakeholders and involving them in co-creation of locally
grown development plans and initiatives.

A critical component of innovation and inclusion is dig-
ital transformation and e-governance (Box 5.1). Online
platforms connect citizens and institutions directly for
development and implementation of collaborative pol-
icies and programmes, providing essential services,
and also linking institutions with each other for sharing
best practices. Officials can respond directly to citizens’
demands and innovate without impediments and can
also take credit for innovations. Trust between citizens
and government is further fostered by readily available
information on public policies and programmes delivery,
on contracts, procurement, and land tenure. Initial invest-
ment in infrastructure for e-governance may be less than
for traditional services that require physical buildings
and facilities. Instead of tired citizens lining up outside
the office of a harried bureaucrat, they can communicate
with an official via a smart phone.
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Table 5.2: Fostering the spirit of change: nurturing political will, collaborative leadership, and civic engagement

Main pillars

Nurturing political
will, or enabling
political leaders or
decision-makers to
overcome constraints
of knowledge and
capacity; create new
narratives for action;
and redirect public
and constituencies’
opinion towards
necessary course
corrections.

Key components

Sharing experiences and options

« Enabling decision-makers, leaders, and
public officials to share best practices
through national and regional forums.

« Enabling decision-makers to conduct
crucial conversations in “safe spaces” or
in contexts where multiple options can be
discussed.

Strategic accompaniment

« Accessing peer, professional and political
networks, including across the Asia-Pacific
region, to provide trusted and confidential
support to leaders on the best options, or
“strategic accompaniment;”

- Enabling key leaders in the private and
civic sectors to play roles as mentors and
influencers for counterparts in the public
sector.

Social media

Use of social media to build real-time
coalitions around key policies or to create
unifying and positive narratives during periods
of crisis or transition.

Supportive actions

Make strategic investments in potential change-
makers, incentivize them;

Support networking, high-level forums, and “safe
spaces” where strategic accompaniment can
take place;

Build real-time coalitions around critical policies
between leaders of the public and private sec-
tors, and other key sectors such as academia,
unions, and mass-membership organizations.
Engage influencers in social media to develop
unifying, positive narratives in times of crisis
Create demand and appetite for ‘learning by
doing’ within political leadership by conduct-
ing horizon scanning exercises and organizing
cross-learning and sharing sessions with coun-
tries that are making strategic investments and
experimenting on new models and structures of
governance.

Foster demand for change through raising aware-
ness, using compelling evidence and insights
(for example, about the current state of human
development and the potential challenges loom-
ing ahead)

Collaborative
leadership, or
leadership that brings
together healthy
competition with
collaboration in the
public interest when
needed and allows
for the bridging of
gaps and building of
consensus around
crucial policies.

Insider mediation

« Allowing platforms of credible
intermediaries and ‘insider mediators’ to
convene and facilitate conversations to
bridge policy gaps and resolve conflicts.

«  Ensuring that key public and civic sector
leaders and officials have the capacity to
play insider mediator roles as needed.

Public-private collaboration

Ensuring that public and private sector
leaders possess the capability to “compete
and collaborate” at the same time;
competition for power or profit co-exists with
collaboration in the public interest.

Create and foster secure spaces to discuss dif-
ferences, bridge disagreements and help resolve
conflicts;

Capacitate informal groups and intermediaries to
help mediate interests and build common under-
standing;

Leverage coalitions soon after they are estab-
lished to initiate forward-looking, transformational
reforms;

Facilitate inclusive national dialogues on constitu-
tional and governance frameworks and renewal
of social contracts

Civic engagement,
or participation

of citizens in

making change
happen through
innovation platforms,
e-governance, and
multi-stakeholder
partnerships.

Platforms

Establishing multi-stakeholder and
participatory platforms for innovation and
problem solving in both the public and private
sectors.

Participation and innovation

Supporting participation in governance and
innovation in analysis, planning and policy
making through contributions from citizens via
e-governance platforms.

Make optimal use of digital technologies, civ-
ic-tech and social innovation platforms to engage
citizens in policymaking;

Make use of social innovation to co-create locally
grown development plans and initiatives with
local stakeholders and strengthen social cohe-
sion;

Promote use of tools and techniques of par-
ticipatory futures, viz. collective intelligence,
wstorytelling, gamification, design, art and delib-
eration, etc.

Support and leverage social enterprises;

Ensure public access to information on public pol-
icies and programme delivery
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CHAPTER 5

Box 5.1 Lessons from India’s digital
success story

India has been a forerunning in the use of digital
systems and platforms to provide government services
and respond rapidly during emergencies.®°

India’s robust digital public infrastructure (DPI), collec-
tively known as India Stack, played a vital role during the
pandemic by enabling direct benefit transfers and by
enhancing access to essential services like education,
healthcare, and public-sector payments. It comprises
three key layers: unique identity (Aadhaar), comple-
mentary payment systems (Unified Payments Interface,
Aadhaar Payments Bridge, Aadhaar Enabled Payment
Service), and data exchange (DigiLocker and Account
Aggregator). Two examples of success include:

COVID-19 Vaccine Intelligence Network (CoWIN) —
CoWIN became the digital backbone of one of the

* ok ok

Chapter 1 of this Report highlighted the achievements
and shortcomings of the region’s prevalent development
models. Chapter 2 detailed the factors that may make
the development environment even more turbulent. It
also established the need for change, which included the
centrality of issues related to governance and the political
economy of reform. Chapters 3 and 4 then highlighted
specific strategies for mainstreaming human develop-
ment and sustaining jobs-rich growth. Building on these
steps, Chapter 5 has emphasized methods for achieving
these changes by engaging with governance and the
political economy of leadership and development.

This chapter has also shown that major corrections
require without changes in political decision-making,
choices and behaviours. Vital tools include: incentives for
the right political and institutional choices, decisions and
innovations; the generation of political will through stra-
tegic accompaniment and peer-to-peer dialogue, and the
application of collaborative capacity to create new con-
sensus, coalitions and partnerships that can be employed
by governments, the private sector, and civil society.

Itisimportantto emphasize that strategic changes happen
based primarily on the internal capabilities of key actors
to build coalitions, partnerships, and platforms for inno-

world’s largest COVID-19 vaccination programmes,
enabling efficient vaccine distribution and addressing
challenges like internal migration. More than 950 mil-
lion citizens registered on the CoWIN portal through
online and on-site modes, with more than 1.6 billion
doses of the vaccine administered.

Unified Payment Interface (UPI) — UPI, one of the
widely used DPI, has 260 million users, and facilitated
over 2,000 transactions per second in 2022. UPI has
connected 414 banks and handles 9 million monthly
transactions, playing a pivotal role in reducing financial
inequalities and bringing the unbanked population, par-
ticularly women, into the formal financial system. DPI
systems have become critical for enabling meaningful
delivery of public and private services and underpinning
the achievement of a range of Sustainable Develop-
ment Goals. The country’s experience with DPI offers
valuable insights for other nations undergoing digital
transformations.

vation. Insider mediators and intermediaries that play
bridging roles also do so based on their own capabilities
and positions.

Development partners can facilitate the sharing of knowl-
edge and experiences, assist with the development of
multi-dimensional risk analysis and data, provide infor-
mal accompaniment to their peers and counterparts, and
ensure that tested and practical solutions to the more
complex challenges are readily available, with the proviso
that these will be adapted to specific country contexts.
Overall, they can assist national efforts to build capacities
for the necessary course corrections.

Governance can be made more future-ready by being
anticipatory, adaptive and agile. Efforts to develop for-
ward-looking governance capabilities of policymakers
and civil servants also strengthen inclusion, and broaden
public participation, collaboration and partnerships.

The recommendations and suggestions in this chapter
are directed not only at governments and political leaders
but also at other potential changemakers from the wider
system of governance: leaders of the public and private
sectors, media, civil society, faith-based organizations; and
others with the ability to lead, influence, bridge or mediate.
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Conclusion

Asia-Pacific’s journey in human development has been
one of long-term progress, but also stark disparities and
disruptions. Alarmingly, the region is not on-track for
achieving any of the SDGs and human insecurity is high
in many countries.

Looming on the horizon are an intertwined clusters of
threats: the wrath of climate change and pandemics, shifts
in globalization’s dynamics amidst intense demographic
and technological change, and the undercurrents of dem-
ocratic backsliding, rising populism, polarization and the
growing influence of social media platforms.

Drawing from its legacy as the birthplace of the export-
led growth model and the human development approach,
Asia and the Pacific can find a blueprint for future resil-
ience. The essence lies in revitalizing these models to
align with present realities, ensuring they allow for the
aspirations of both current and forthcoming generations.

Growth, while essential, should not overshadow human
development. The region’s future hinges on harmonizing
economic betterment with holistic development. Rather
than sidelining one over the other, it is better to under-
stand their interdependence and potential for mutual
reinforcement.

Translating this vision into tangible change, however, will
need renewed emphasis on effective governance and the
politics of reform. Key requirements for delivering change
will be anticipation, adaptability and agility. But if countries
are to achieve sufficient velocity to escape the gravity
of the status quo, they will require greater attention to
sparking the spirit of change and to tackling power asym-
metries in societies to help mobilize societal consensus
for the required transformational changes.

This Report has laid out a big-picture view of the region’s
accomplishments and gaps, established the pressing
need for transformative changes, and delved into some
of the detail of what the helpful course corrections could
consist of, and how they can be brought about.

Naturally, the broad directions and redirections spelled
out in this Report will need to be tailored to the specific
circumstances and priorities of each country. It is clear,
however, that the strategies that stand the greatest
chance of furthering human development will be those
that focus on people, growth and governance, and that
through this combination the region can shine brightly as
it navigates through a potentially more turbulent future.
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Regions and subregions used in the RHDR unless stated otherwise

Asia and the Pacific

East Asia: China; China, Hong Kong Special Administrative Region; Japan; Democratic People’s Republic of Korea;
Republic of Korea; Mongolia; China, Macao Special Administrative Region

Pacific*: Cook Islands; Fiji; Kiribati; Marshall Islands; Micronesia (Federated States of); Nauru; Niue; Palau; Papua New
Guinea; Samoa; Solomon Islands; Tokelau; Tonga; Tuvalu; Vanuatu

South-East Asia: Brunei Darussalam; Cambodia; Indonesia; Lao People’s Democratic Republic; Malaysia; Myanmar;
Philippines; Singapore; Thailand; Timor-Leste; Viet Nam

South Asia: Afghanistan; Bangladesh; Bhutan; India; Iran (Islamic Republic of); Maldives; Nepal; Pakistan; Sri Lanka

Arab States
Algeria; Bahrain; Djibouti; Egypt; Iraq; Jordan; Kuwait; Lebanon; Libya; Morocco; Oman; Qatar; Saudi Arabia; Somalia;
Sudan; Syrian Arab Republic; Tunisia; United Arab Emirates; West Bank and Gaza; Yemen

Europe and Central Asia
Albania; Armenia; Azerbaijan; Belarus; Bosnia and Herzegovina; Georgia; Kazakhstan; Kosovo; Kyrgyzstan; Montene-
gro; North Macedonia; Republic of Moldova; Serbia; Tajikistan; Tirkiye; Turkmenistan; Ukraine; Uzbekistan

Latin America and the Caribbean
Antigua and Barbuda; Argentina; Aruba; Bahamas; Barbados; Belize; Bolivia (Plurinational State of); Brazil; Chile;
Colombia; Costa Rica; Cuba; Dominica; Dominican Republic; Ecuador; El Salvador; Grenada; Guatemala; Guyana; Haiti

Sub-Saharan Africa

Angola; Benin; Botswana; Burkina Faso; Burundi; Cabo Verde; Cameroon; Central African Republic; Chad; Comoros;
Congo; Cote d’lvoire; Democratic Republic of the Congo; Equatorial Guinea; Eritrea; Eswatini; Ethiopia; Gabon;
Gambia; Ghana

Further to the data and statistical information provided in this report, the full statistical annexes are accessible on
UNDP Asia and the Pacific dedicated site. Readers are kindly invited to access these for more detailed insights:
https://www.undp.org/asia-pacific/rhdr2024

* Australia and New Zealand excluded unless otherwise indicated.
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