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While the world is struggling to exit from the coronavirus
crisis, the region Asia & Pacific is a notorious exception:
many countries in the region have stopped the COVID-19
pandemic after the first wave, and they quickly returned on a
path of growth in the second half of 2020 - a rare
accomplishment. The OECD projects that the region’s recovery
will continue in 2021 and 2022 (Table 1).
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Table 1: Strong growth projected in Asia & Pacific
(Real GDP growth, % year-on-year)

2020 2021 2022
Australia 3.8 3.2 3.1
China 1.8 3.0 49
India® 9.9 7.9 4.8
Indonesia -2.4 4.0 5.1
Japan -5.3 2.3 1.5
Korea -1.1 2.8 3.4
New Zealand -4.8 2.7 2.6
Dynamic Asia®* -4.6 4.3 4.6
Asia & Pacific -1.5 5.9 4.1
Rest of world -5.7 3.2 3.4
World -4.2 4.2 3.7

* Fiscal year starting in April.

** Dynamic Asia includes Chinese Taipei, Hong Kong, Malaysia, Philippines, Singapore, Thailand and Vietnam.

Source: OECD Economic Outlook, December 2020.
The region’s current resilience is in sharp contrast with the
late 1990s, when the Asian Financial Crisis hit it very hard
(Figure 1). Governments in the region drew lessons from this
experience and were better prepared when the Global Financial
Crisis arrived. They were also ready when the coronavirus
struck: fiscal space was available, monetary policies were
sound, exchange rates were flexible, foreign exchange reserves
abundant, bank well capitalised, external indebtedness was low
— and health systems had been re-organised.



Figure 1 — The economic performance of Asia & Pacific has improved
(Annual GDP growth in %)
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Source: OECD Economic Outlook, December 2020.

Strong resilience in the face of crises contributes to long-
term growth, especially in poor and emerging countries, as
shown by a literature launched by Easterly et al. (1993).
Thanks in large part to their growing resilience, the 15
countries and territories of Asia & Pacific doubled their
share in world GDP from 19% in the early 1990s to 34%
currently. The region has become an economic powerhouse and
most Llikely will gain further ground. The Regional
Comprehensive Economic Partnership (RCEP) recently signed will
provide another boost to long-term growth, as discussed in the
recent OECD Economic Survey of Thailand.

Of course, not all countries of the region have the same
resilience. To throw light on this disparity, we use a
hierarchical cluster analysis (Ward linkage), a statistical
procedure that identifies homogenous groups of observations
without making a difference between dependant and independent
variables. We identify four groups of countries with common
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factors for each of the three crises. To group the region’s
economies, we use the following indicators: 1) the depth of
recession, 2) the speed of recovery, and 3) the post-recession
scarring of growth. The first two indicators provide a
contemporary measure of resilience when faced with a shock,
while the third indicator is an ex-post measure of resilience.
For the current crisis, we use the number of COVID-19 deaths
as a proxy of ex-post resilience, in line with empirical
findings that the spread of the coronavirus has damaged
economic activity due a combination of government-imposed
lockdowns and self-imposed lockdowns (Golsbee and Syverson,
2020) .

Our cluster analysis reveals some diversity within the region.
The resilience of individual economies has changed rapidly -
in both directions (Table 2). Some key findings are:

= Australia has shown great resilience during the first
two crises, but fell into a recession with the
coronavirus.

 While China and India were resilient in the face of the
first two crises, they have lost some ground with the
COVID-19 pandemic, especially India.

» Korea and Thailand have seen their resilience improve
after each crisis.

= Vietnam has consistently been the most resilient economy
in the region.



Table 2 — Many Asian & Pacific economies are resilient in the face of shocks, though not all

Asian Financial Crisis (1997-99)

Sharp recession, slow
exit & scarring

Recession, rapid exit
& scarring

Mild recession
& rapid exit

Muted impact of crisis

IDN, THA

HKG, KOR, MYS, SGP

JPN, NZL, PHL

AUS, CHN, IND, MNG,
TWN, VNM

Global Financial Crisis (2008-09)

Sharp recession &
slow exit

Sharp Recession, rapid
exit & scarring

Recession & rapid exit

Muted impact of crisis

JPN

HKG, SGP, TWN

KOR, MNG, MYS, NZL,
PHL, THA

AUS, CHN, IDN, IND,
VNM

COVID-19 Crisis (2020-21)

Sharp recession, slow | Recession, slow exit & Recession, Recession, swift exit
exit & scarring scarring slow exit
CHN, HKG, JPN, MYS, KOR, MNG, NZL SGP,
IDN, IND, PHL AUS TWN THA, VNM

Rising resilience

Source: OECD estimates using a hierarchical cluster analysis procedure (Ward linkage).

Despite this diversity, the region displays overall a strong
resilience and is placed to recover rapidly from the COVID-19
crisis, assuming that the pandemic is brought under control
and that the large population can be vaccinated soon. If this
happens, Asia & Pacific will confirm its new position as a
global powerhouse. The return to economic growth should be an
opportunity to address socioeconomic problems inherent 1in
several countries, notably high informality and inequality,
and make headways on a path of decarbonisation.
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The government aims at making India an export hub, to help
boost job creation. The export-to-GDP ratio has risen fast
since the early 1990s and now stands broadly at par with China
(Figure 1). The large share of services in total exports
however stands out: while India has performed very well in
exporting IT services, exports of goods have lagged behind.
Exports of labour-intensive manufacturing products could grow
faster and contribute to job creation. The 2019 OECD Economic
Survey of India discusses policies to make India’s exports
more competitive.
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Figure 1. India’s export-to-GDP ratio is relatively high, with a tilt towards services
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Performance of services exports has been stellar. India’s
share of world services trade more than quadrupled from 0.5%
in 1995 to 3.5% in 2018 and India has become a major exporter
of business services, notably in the Information,
Communication and Technology (ICT) sector. Medical and
wellness tourism is also performing well, with patients
seeking high-quality medical treatment at competitive prices
in some Indian hospitals.

Exports of goods have displayed mixed results. India has
gained market shares for some skill- and capital-intensive
goods, including pharmaceuticals and refined oil. However,
performance in exporting textiles, leather and agricultural
products has disappointed. Looking at the labour-intensive
components of the textile sector (including garment) provides
an illustration: Vietnam now has a larger market share (Figure
2).



Figure 2. Exports of textile, garment and footwear: losing market share
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Note: Low-technology textile including garment and footwear.
Source: OECD calculations based on UNCTAD data.

Domestic factors partly explain the relatively low performance
of labour-intensive exports. Labour regulations are more
stringent for industries and large firms. This creates
incentives for firms to stay small, making it difficult to
exploit scale economies. Electricity prices are also
relatively high and transport infrastructure bottlenecks
persist despite recent improvements. This hampers the
competitiveness of manufacturing goods which tend to be more
intensive in energy and transport than services. The length
and costs to acquire land, combined with relatively high
financing costs, are further weighing on firms’
competitiveness.

Barriers to trade also play a role. Import tariffs on goods
declined substantially in the 1990s and 2000s. They have been
raised again since 2017 and are relatively high (Figure 3).
Expensive imports of intermediate products, due to import
duties, can penalise Indian exporters if they do not receive
the full compensation for the duties paid on inputs — this is
often the case in a sector like the apparel sector where small
enterprises account for the lion’s share. The complexity of



India’s tariff structure further raises administrative and
compliance costs. Overall, import duties run against the
objective of making India an export hub.

Figure 3. Effectively applied tariffs are relatively high

Effectively applied tariffs, 2017
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Note: Data show weighted averages of effectively applied tariffs, whereby the tariffs are weighted by the import
value of each product.

Source: UNCTAD Trade Analysis Information System (TRAINS) data extracted from the World Bank, World
Integrated Trade Solutions.
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Trade in services also faces some restrictions, with local
suppliers protected from foreign competition (Nordas, 2019;
OECD, 2017). Only Indian nationals are allowed to practise as
lawyers or architects. Services trade restrictions, as
assessed by the OECD, are also relatively high in the banking,
insurance, rail and air transport, and telecommunication
sectors (Figure 4). Because services are key inputs for the
manufacturing sector and support participation in global value
chains, stringent regulations on services are weighing on
manufacturing costs and thus on export performance.



Figure 4. Services trade restrictions, as measured by the OECD, are relatively stringent

OECD Services Trade Restrictiveness Index, 2018
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OECD simulations suggest that India would be a major
beneficiary of a multilateral reduction in barriers to
services trade (OECD, 2019b). Better priced services
intermediates would foster a rapid expansion of production and
job creation in the manufacturing sector. It would further
support wages for low-skilled workers. Simulations also reveal
that, even in the absence of a multilateral agreement, the
economy would gain from a unilateral liberalisation of trade
and investment (Joumard et al., 2020).

India could make exports a new growth engine. India’s trade
prospects are relatively positive as it has specialised in
sectors which will likely be in high demand in the future
(e.g. ICT services, pharmaceuticals and medical devices) and
in fast growing destinations (with a large share of 1its
exports to emerging market economies). To unlock its potential
to seize market shares in the labour-intensive manufacturing
segment, India should modernise labour and land regulations,
address infrastructure bottlenecks and open up further the
services sector to trade and investment. Better and less
expensive services — financial, marketing, distribution,



legal, transport, etc. — will increase competitiveness in the
manufacturing sector, boost job creation and meet the
aspirations of women and new comers on the labour market.
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Structural reforms are Kkey
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Income has increased fast in recent years and millions of
Indians have been lifted out of poverty. India has also become
a key player in the global economy. The implementation of an
ambitious set of reforms has supported economic activity and
helped put a break on inflation and on both fiscal and current
account deficits. Reforms such as:

* The Goods and Services tax replacing a myriad of indirect
taxes.

e A leaner corporate income tax structure bringing India more
on par with peers.

e The Insolvency and Bankruptcy Code speeding up the
reallocation of resources from declining firms and industries
to those with more promising prospects.

» Electricity reached all villages in 2018 and;

e Almost 100 million toilets have been built since 2014.
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Figure 1. Income has grown steadily

GDP annualised growth rates, 2014 to 2019Q2

w

-

— [~ L) - & (=]

- . . . .
-

BRA ZAF OECD IDN CHN IND

- S = R W e oen

Source: OECD Analytical Database.

Nevertheless, economic activity is slowing down and challenges
remain, notably:

e The creation of quality jobs has not matched the number of
new comers on the labour market, resulting in under-employment
and rising unemployment. Women and the youth are most
affected.

* Nearly 90% of jobs are informal without job protection

e Inequality in wealth and in access to public services
remains wide.

* A large share of the population suffers from severe air
pollution.

e Corporate investment as a share of GDP no longer declines
but has failed to rebound.

e Construction has weakened despite large housing and
infrastructure needs.



Figure 2. India needs to create more and better quality jobs

Employment as a % of population, aged 15+
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Boosting incomes with macroeconomic policies has limits.
Policy interest rates can be cut further but their impact on
lending rates is limited by high administered deposit rates.
Large non-performing assets in financial companies’ balance
sheets also weigh on the supply of loans. The already high
public sector borrowing requirements and debt to GDP ratio
limit the government’s ability to support demand.



Figure 3. The accommodating monetary stance is vet to be fully transmitted
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Source: Reserve Bank of India.
Boosting growth and making it more inclusive require
accelerating the pace of structural reforms. Slower growth in
partner countries and geopolitical uncertainties have recently
taken a toll on economic activity. However, remaining
constraints to create jobs and grow businesses — including the
ongoing stress in the financial sector — also play a role.
Already passed reforms should be fully implemented, e.g. by
adding new judicial personal and benches to hasten bankruptcy
proceedings. Labour, land and financial regulations should be
modernised to attract investors and create more quality jobs
and income. It is a critical moment, with opportunities to
seize as companies around the globe are considering relocating
their production sites in the wake of changing input costs and

trade tensions.

The full benefits of structural reforms take time to unleash
while costs are often born upfront. Setting a timetable by
which government actions could be assessed may help avoid a
political backlash. People losing from the reforms may need
support to adjust (e.g. skilling programmes) or income
support.



Figure 4. The number of doctors is low

Practising doctors per 1000 people, 2018 or latest available year
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Note: OECD refers to an unweighted average of latest available observations. Panel B: 1. Data refer to all
doctors licensed to practice, resulting in a large over-estimation of the number of practising doctors. 2. Data
include not only doctors providing direct care to patients, but also those working in the health sector as
managers, educators, researchers, etc. (adding another 5-10% of doctors).
Source: OECD/WHO, Health at a Glance: Asia/Pacific 2018; OECD, Health database.
Delivering better public services and social protection for

all Indians is also key to promote wellbeing.

India should train more doctors and nurses to meet the
population’s needs. It should also build a sound and fair
retirement system. Putting more public resources on health and
social transfers will require rebuilding fiscal space. Two
avenues should be considered. On the spending side, further
reforms should help raising the effectiveness of existing
schemes, by better directing support to those in need, and
containing public enterprises’ financing needs. On the revenue
side, there is scope to mobilise additional revenue from
property and the personal income tax (OECD, 2017).
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Promoting inclusive growth in India requires improving social
and physical infrastructure. Public spending needs are large:
only 40% of the population had access to sanitation facilities
in 2015; public spending on health is just above 1% of GDP,
compared to 7% on average in OECD countries and 3% in the
other key emerging economies; only a small fraction of the
population contributes to a retirement scheme. More than 20%
of the population (almost 270 million persons) lived with less
than USD 1.9 a day in 2011.

India needs to raise more tax revenue to finance access to
better quality public services for all while putting the
relatively high public debt-to-GDP ratio onto a declining
path. Implementing the landmark Goods and Services Tax (GST) —
a national value added tax — will promote the competitiveness
and productivity of Indian companies. While the GST has been
designed to be revenue-neutral, at least in the short- and
medium-run, it should be complemented by a comprehensive
reform of income and property taxes to raise additional
revenue and make the overall tax system more efficient,
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equitable and enforceable.

Efficiency of taxes could be increased through lower rates and
a broader base. Although the statutory tax rate on companies
is high (Figure 1), various special rates, exemptions,
deductions, rebates, deferrals and credits result in much
lower effective tax rates and create a bias against Llabour-
intensive activities. The government’s plan to reduce the
corporate income tax rate from 30% to 25% while removing most
exemptions 1is most welcome. That said, different tax regimes
for small enterprises and social security contribution
requirements — only companies with more than 20 permanent
employees have to pay- continue to generate disincentives for
firms to grow and create quality jobs.

Figure 1. The corporate income tax rate is high

Statutory corporate tax rate, 2016
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Source: OECD Tax database; and Deloitte.

Equity is an issue. Less than 6% of the population pay the
personal income tax, which 1s a very low share by
international standards. An individual does not pay any income
tax until income is around 2% times the average wage in the
organised/formal sector, a much high level than most other
emerging economies and OECD countries (Figure 2). Personal
income tax is also reduced by generous tax concessions (e.qg.
mortgage payments) which benefit the rich more. There is no
tax on agricultural income of large-scale farmers. Estimates



presented in the 2017 OECD Economic Survey of India suggest
that bringing the personal income tax schedule in line with
other emerging economies and scrapping tax concessions would
increase personal income tax revenue by about 50%. Property
taxes could also raise more revenue. Inheritance taxes are
virtually absent, despite the extreme concentration of wealth
in the hands of a few, while revenue from real estate taxes
stands at about 0.2% of GDP which is well below the level in
OECD and other BRIICS countries.

Figure 2. The personal income tax embodies little progressivity

Statutory marginal personal income tax rates by income, FY 2014-15
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1.  The average worker income is for the organised/formal manufacturing sector as reported in the Annual Survey of Indusiries.

Source: Annual Survey of Industries; OECD Taxing Wages 2015; and Ministry of Finance of India.

Enforceability could be improved to enhance public perceptions
of the tax system fairness. The government has taken several
measures to reduce tax evasion, such as penalties for not
filing returns or filing with inadequate asset and income
disclosure. India has also taken steps to prevent base erosion
and profit shifting. In particular, the treaty with Mauritius
— more than 20% of FDI position — was renegotiated in 2016,
giving India a right to tax capital gains channelled through
Mauritius from April 2017. However, proliferation of tax
concessions and lack of clarity of tax regulations raise
compliance and collection costs. Ensuring clarity and
certainty in tax legislation and employing more skilled tax
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officers would strengthen the tax administration and make the
system fairer and more effective.
References:

OECD (2017), OECD Economic Surveys: India 2017, OECD
Publishing, Paris.


http://www.oecd.org/eco/surveys/economic-survey-india.htm

