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77 China’s Economy and Asia’s Rise

« Economic Prospects for Asia and China
« Regional outlook
e China’s short-term and long-term growth outlook
« Downside risks from China’s property market
* Implications of China’s slowing growth for the region

« Geopolitical fragmentation
« Evidence on changing FDI flows
« Evidence on shifting supply chains
« Global consequences of increased fragmentation

« China’s regional importance

» Leading on development: Belt and Road Initiative
« Leading on climate change
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Outlook for developing Asia: continued growth and
moderating inflation but risks persist

» Developing Asia’s growth has been upbeat, driven by healthy domestic demand.

« Weak external demand and property market concerns in the PRC weigh on the
outlook.

* The regional forecast is revised down 1o 4.8% in 2024 (compared to 5.0% in 2023).
Developing Asia remains the most dynamic region in the world.

* Inflation is projected to moderate as energy and food prices decline. Fed rate costs
could relax financial constraints globally

» Risks fo the outlook include further weakness in the PRC’s property sector, higher for
longer interest rates in the US and Europe, conflicts and geopolitical fragmentation,

and food security .
NADB
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Regional growth showing resilience

2022 2023e 2024f 2022 2023e 2024f

Developing Asia 4.3 5.0 4.8 Southeast Asia 5.7 4.1 4.7
Caucasus and Central Asia 5.2 5.3 4.6 Indonesia 5.3 5.0 5.0
Kazakhstan 3.2 5.1 4.3 Malaysia 8.7 3.7 4.6
East Asia 2.9 4.7 Ao Philippines 7.6 5.6 6.2
Hong Kong, China -3.7 3.2 3.3 Singapore 3.8 1.1 2.5
People's Republic of China 3.0 5.2 4.5 Thailand 2.5 1.9 3.3
Republic of Korea 2.6 1.4 2.2 Viet Nam 8.0 5.0 6.0
Taipei,China 2.6 1.4 2.7 .

The Pacific 7.9 3.5 2.9
South Asia 6.8 6.4 6.0
India 7.2 7.6 6.7

e = estimate, f= forecast
Source: Asian Development Outlook December 2023
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3 PRC and India will remain key to the regional

economic outlook

Contributions to regional GDP gro
2015-2019 2023 2024
8 u ’
Regional
average 6.6%
Regional Regional
average 4.8% ;]\'cl‘:lf.{(‘h4.7%
4 . ’
22% 25% ==
2 e e -
Tiidia PRC India PRC India PRC

GDP = gross domestic product, PRC = People’s Republic of China.
Source: Asian Development Outlook database.
BADB



JY Gradual improvement in manufacturing
activity for some economies

Industrial production picked up in some economies in ...buoyed in part by rising demand for
the second ha/f Of2023 semiconductors.
Industrial Production Index, developing Asia Global Semiconductor Billings
A. High-income technology B. ASEAN-5 C. South Asia : % change year a \\/ 0 |d
exporters | on year, 3mma Americas
seasomally adjused, i nda 1 s —turope
10 1~ Philippines ) \-/\. I ap-)an 3
Viet Nam : = Asia Pacific
5 Pakistan |
1 r T T N|j| : 25
0 ' ' "/ ' Indonesia :
-5 4 Thailand I
| 0
|
-10 - I
1
-15 4 Taipei,China : -25
-20 :
|
-25 - | -50
Jan Apr Jul Oct Dec Jan Apr Jul Oct Dec Jan Apr Jul Oct Dec 1 Jan-21 Jul21 Jan-22 Jul22 Jan-23 Jul-23
2023 2023 2023 I
|

_ . . . _ . 3mma = 3-month moving average.
ASEAN = Association of Southeast Asian Nations, 3mma = 3-month moving average. Source: World Semiconductor Trade Statistics; CEIC Data Company.

Note: The index refers to manufacturing production, except in India and Viet Nam where they include mining.
Source: CEIC Data Company. ADB




R4 Exports of goods may have bottomed out during
2023

Goods Exports in developing Asia Contributions to Goods Export Growth by Product
. . R mm Electronics mm Minerals mm Chemicals & Plastics
e People's Republic of China == Hi gh-income technology exporters
Metals & Stones mm Machines & Other electrical i Other
Rest of developing Asia e Developing Asia -o-Overall change
% change year on year Percentage points
30 30
20 20
10 10
0 0
-10 -10
-20 ; -20
Apr Jul Oct Jan Apr Jul Oct Dec Apr Jul Oct Jan Apr Jul Nov
2022 2023 2022 2023
Notes: Based on data for 16 economies (approx. 92% of developing Asia's exports): Armenia, Azerbaijan, Hong K
o . . . Georgia, India, Indonesia, Malaysia, Mongolia, PRC, Philippines, Rep. of Korea, Singapore, Taipei,China, Thailand
Notes: High-income technology exporters are Hong Kong, China, Republic of Korea, Singapore, and Uzbekistan
and Taipe,China. Source: UN Comtrade, International Trade

Source: CEIC Data Company. Center
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Mobillity is now above pre-pandemic levels...

Subway Ridership in 23 Cities in the PRC
(% of 2019 average)

150 Relaxation of
COVID-19
restrictions

100 ﬂ

50

0

Jan 2020Jul Jan 2021Jul Jan 2022Jul Jan 2023 Jun

COVID-19 = coronavirus disease, PRC = People’s Republic of China.
Note: 7-day average, last data point is 30 Jun 2023.
Source: Capital Economics.

Economic outlook for China

...and expansion in activity moderated after a

sharp Q1 rebound.

PMI Components of the PRC

(index)
—Manufacturing =—Services —Construction
70
Lockdown Relaxation
65 r in Shanghai of COVID-19
restrictions
60

55

50 %M@
45 i
40
35 -
Jan 2022 Jul Jan 2023 Jul

COVID-19 = coronavirus disease, PMI = Purchasing Managers' Index,
PRC = People’s Republic of China
Source: CEIC Data Company.
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R4 China’s weak property sector is a source of

downside risk

Property Market Indicators

------- Real estate invest ment (lhs) e FlOOF space started (lhs)

e Property sales (rhs) e | and sales (rhs)

%, year on year

90 -

60 A

30 A

0

-30 A

-60 -

90 A
2017 2018 2019 2020 2021 2022

lhs = left-hand side, rhs = right-hand side.

2023

r 150

- 100

- 50

- -50

- -100

- -150

Prices for newly constructed homes of 70 cities in the
China (%, year-on-year)
15 1

10 -

Jan-18
Jul-18
Jan-19
Jul-19
Jan-20
Jul-20
Jan-21
Jul-21
Jan-22
Jul-22




R4 The most recent Chinese economic data show
improvement (Jan-Feb 2024)

« Key performance indicators surpassed forecasts
« Retail sales increased 5.5% compared to same period in 2023
 Industrial output increased 7%
« Caixin manufacturing PMI reached 50.8 in Jan and 50.9 in Feb
« Exports increased 7.1% and imports by 3.5%

« Fixed asset investment increased 4.2% (mainly state-led), with infrastructure
investment rising by 6.3% and manufacturing investment increasing by 9.4%

« Unemployment rate in Feb declined to 5.3%
» Online retail sales of physical goods increased 14.4%

» ...BUT the property market continues to struggle
* New property sales fell 29.3% compared to 2023

» Property investment fell 9%
* Property prices fell 3.5% in Jan and 4.5% in Feb in 70 major cities




;7 Decline in PRC imporis affects

developing Asia

The decline in PRC imports was mainly driven by
lower imports of machinery and electrical
equipment...

Change in PRC imports by product (%)

Machinery, Electrical Equipment -5.8%
Base Metals and Articles
Plastics, Rubber and Articles Thereof
Mineral Products
Vehicles, Aircraft, Vessels & Transport Equip
Products Of Chemical or Allied Industries
Optical, Photographic, Musical Instrument
Textiles, Clothing Articles
Wood, Wood Products, Raw Skins, Leather
Live Animals, Animal Products
Miscellaneous 0.2%
0.2%
0.4%
2%
Contribution to change (Jan-Jul 2023 vs Jan-Jul 2022)

Prepared Foodstuffs, Beverage & Tobacco

Vegetable Products

Pearls, Precious Stones & Metals, Articles Thereof

PRC = People’s Republic of China.
Source: CEIC Data Company.

... with more than half of PRC imports of machinery
and electrical equipment are from other countries
in Asia and the Pacific.

Product shares in PRC imports, Jan-Jul 2023 (%)

-

Republic of Korea 14%

G —
and Electrical /V Malaysia 5%
Equ'g?enf =[ Thailand 3%
— 1~
Singapore 2%
Philippines
2%
US 2%

EU = European Union, PRC = People’s Republic of China, US = United States.
Source: CEIC Data Company.

ADB
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J Tourism continues recovering in Asia, but
Chinese tourists are slower to return

Tourist Arrivals by Subregion, relative to 2019 (%)

%

150 1

125 ~

100 -

75 A

50 ~

25

w2022

2023 ytd

---2019

Georgia
Armenia

CCA

=

Taipei,China

Hong Kong, China
Republic of Korea

East Asia

ytd = year-to-date.
Note: YTD figures for 2023 compared to same months in 2019.

Sources: CEIC Data Company, official national sources.

Sri Lanka
Nepal
India

South Asia

Maldives

Myanmar

Philippines

and
nam
pore

+ ©

Thai
Vie
Sing

Southeast Asia

esia

c

Indo

Cambodia

Fiji

Cook Islands

The Pacific

Samoa

International arrivals reached 50% of
pre-pandemic levels by the end of
2022, and 70% thus far in 2023

Recovery has been somewhat slower
INn regions more reliant on tourists from
China

Chinese tourists accounted for about
20% of all tourists before the
pandemic, and have returned to
about 40% of pre-pandemic levels

B0



R4 Domestic and international spillovers from
further property market weakness in the PRC

A sfrong policy response could erase the impact on

e A further properTy market slowdown growth of a protfracted downturn in the property sector
would be a drog on the domestic GDP impact of further property sector weakness under moderate
economy. and strong policy responses (% relative to baseline)

9% mConsfruction B Mining Agriculture Rest of industry mServices eTotal
08 -

- Policy acfions could soften or even L 037

erase the impact. | . 0.07 - -
= ' '
== ~ 004 o0

« The impact on the rest of the region 04 1 e |
would be limited, with some variation ool 05
Ocross PRC’S TrOdlng pOrTnerS ' Moderate Stronger Moderate Stronger Moderate Stronger Moderate Stronger

policy policy policy policy policy policy policy policy
People's Republic of World Developing Asia, ex. Rest of the world
China PRC

Developing Asia includes Armenia; Bangladesh; Bhutan; Brunei Darussalam; Cambodia; Fiji; Georgia;

Hong Kong, Ching; India; Indonesia; Kazakhstan; Kyrgyz Republic; Lao People's Democratic Republic;

Malaysia; Maldives; Mongolia; Nepal; Pakistan; Philippines; Republic of Korea; Singapore; Sri Lanka;

Taipei,China; Thailand; and Viet Nam. ADB
Source: ADB staff estimates. 13
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R4 Factors behind the PRC’s growth moderation

and policy priorities

PRC Real GDP growth (%) Short-term:
12 - - Building back consumer and
investor confidence
109 » Debt deleveraging, especially in the property
g . sector
* Repairing fiscal space of local governments
6 .
. /=~ Medium to long-term:
’ « Aging population

27 » Reversing productivity slowdown
0 . » Promoting innovation and competition

(@) — N ™ < L O N (0 0] o~ o — N ™ <

= - = = = = = = = == & o & &

SR 8 8 & 8 8§ 8  &§ & &§ &§ 8 8 F

GDP = gross domestic product, PRC = People’s Republic of China.

Sources: Asian Development Outlook forecast; and CEIC Data Company. . ] ) ]
« China now pursuing high quality development:
innovative, coordinated, green, open, and inclusive ADB
14
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competition, NOT industrial policy matiters

Decomposition of annual TFP growth in manufacturing,

1998-2013 (% per year)

N -

1998~2013

1998~2007

B Overal
BN Between
N Exit
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2007~2013

Lessons from the People’s Republic of China:

PRC’s TFP relative to the global technology
frontier, 2017 (both axes in log scale)

w
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1

TFP relative to technology frontier (US)
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PPP GDP per capita in 2017 (thousand

PPP = purchasing power parity, PRC = People’s Republic of China, TFP = total factor productivity, US = United States, USD = US dollar.
Source: Brandt et al. 2020. China's Productivity Slowdown and Future Growth Potential. Policy Research Working Paper. No. 9298. Washington, DC: World Bank.

T
40

USD)

T T T
60 80 100

MADB



RAy

v Asid’'s regional economic integration continues to

deepen Intraregional shares Developing Asia (% of total)
2006 43% 40% 31% 13%

2022

2006

ool 5
Intermediate \
goods Research
export:

25% 40%"

2022

FDI = foreign direct investment (flows data), Equity = equity asset holdings (stock data), Debt = debt asset holdings (stock data), Air fransport = passenger seats sold.
*Numbers reflect 2021 data (lafest year availa Ie{.

Note: Value for research outputs reflect the averaged infraregional shares of economies in developing Asia. Indicators on infermediate goods exports and environmental goods
frade are expressed as shares to total infraregional goods exports and trade, respectively. Indicator on FTAs reflect the averaged shares of intraregional FTAs over the total number

of economies in developing Asia.
M ADB

Sources: ADB calculations using data from Association of Southeast Asian Nations Secretariat; International Monefor]y Fund; Organisation for Economic Co-operation and
Development; United Nations Conference on Trade and Development; Clarivate Web of Science; ICAO Passenger Traffic by City Pair Data; and national sources.
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77 How rapidly is FDI into China declining?

200 - Annual FDI into China: MOFCOM vs. SAFE Annual Contracted FDI from Firm Data
180.0
350 +
160.0
300 140.0
550 | 120.0
100.0
200
80.0
150 60.0
100 40.0
20.0
0 1 I I ]
0.0
0 | | | | | | | | | | | | | | | | | | | ) 2018 2019 2020 2021 2022
< 1N W N 00 OO O 4 N N < 1D O N 00 O O 4 N
NS E882SE8838883c¢83¢88¢% m Green

e MIOFCOM (via CEIC e SAFE (Di inv., liabiliti . . .
(via ) (Directinv., liabilities) Source: ADB calculations using data from Bureau van Dijk. Zephyr M&A Database; and

Financial Times. fDi Markets.
source: ADB calculations using data from Government of the People’s Republic of China, Ministry

of Commerce. http://english.mofcom.gov.cn/article/statistic/foreigninvestment/; and Government
of the People's Republic of China, State Administration of Foreign Exchange. Data and - ADB
Statistics. https://www.safe.gov.cn/en/DataandStatistics/index.html (both accessed March 2024).



https://apc01.safelinks.protection.outlook.com/?url=http%3A%2F%2Fenglish.mofcom.gov.cn%2Farticle%2Fstatistic%2Fforeigninvestment%2F&data=05%7C02%7Cravendano%40adb.org%7Cc52e1795e6cb431f4a7708dc41ae1ee1%7C9495d6bb41c24c58848f92e52cf3d640%7C0%7C0%7C638457463300536639%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=d5a2xVLOR6ltw0olUVrA1UQFrw7V8YWjVWmiceuFH90%3D&reserved=0
https://apc01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.safe.gov.cn%2Fen%2FDataandStatistics%2Findex.html&data=05%7C02%7Cravendano%40adb.org%7Cc52e1795e6cb431f4a7708dc41ae1ee1%7C9495d6bb41c24c58848f92e52cf3d640%7C0%7C0%7C638457463300544236%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C0%7C%7C%7C&sdata=AxzZLr4X2XZK2t4bEYDo3JYbKKB9vk425DiNfCKSJnw%3D&reserved=0

J7 PRC’s inbound FDI in strategic sectors has
declined sharply recently

FDI in Strategic Sectors in the PRC and Selected Economies

(a) FDI to strategic sectors by economy, $ billion (b) FDI in strategic sectors in PRC (2018=100)
300
120
250 |
100 |
200 |
80
150 |
60
100 |
40
50
: 20
2 288 &8 2 8 8 8 8 0 . - . . .
~ ~ ~ ~ o~ o~ ~ ~ ~ ~
2018 2019 2020 2021 2022
s;icm ;:ﬁaof Semiconductors Telecoms, 5G
s Thailand — Un‘i,t.ed States Green energy transition s Pharmaceutical ingredients
e \/ict Nam - e= Total Strategic sectors

Source: ADB calculations using data from Bureau van Dijk. Zephyr M&A Database; and Finandal Times. fDi Markets; and methodology from Atlantic
Council (2022); and International Monetary Fund (2023).




R4 PRC’s inbound FDI in market-seeking sectors
has also declined but by not as much

FDI in Market-Seeking Sectors in the PRC ($ billion)

(a) Greenfield (b) M&A

14 14

12 12

10 10

8 8

6 6

4 4

2 ) | J

0 _u L 1 b 0 = L i
2010-2016 2017-2019 2020 2021 2022 2010-2016 2017-2019 2020 2021 2022
® Automotive OEM ® Financial services Food & Beverages ® Automotive OEM B Financial services Food & Beverages
® Pharmaceuticals ® Real estate B Pharmaceuticals ® Real estate

FDI = foreign direct investment, M&A = merger & acquisition, OEM = original equipment manufacturer, PRC = People’s Republic of China.
Sources: ADB calculations using data from Bureau van Dijk. Zephyr M&A Database; and Financial Times. fDi Markefts. ADB
19



R4 GVC participation steady in developing Asiq,
specializing in downsiream sectors

GVC Participation Rates—ADB DMCs (%)

0.20

0.10 \/

0.05

0.00
O N 0O o0 O — N MO ¥ L O N 0O 086 © —
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—Backward GVC Participation =—Forward GVC Participation

DMC = developing member countries, GVC = global value chain.
Note: Based on input-output tables in constant 2010 $.
Source: ADB Multi-Region Input-Output Tables.

GVC Positioning in 2010 and change between 2010 and
2022

1.0
0.8
0.6
0.4
0.2
0.0 R I N e
-0.2
152372223002 308 855155

B GVC positioning in 2010 m Change in GVC positioning, 2010-2022

BAN = Bangladesh; BRU = Brunei Darussalam; CAM = Cambodia; GVC = global value
chain; FIJ = Fiji; HKG = Hong Kong, Ching; IND = India; INO = Indonesia;

KAZ = Kazakhstan; KGZ = Kyrgyz Republic; KOR = Republic of Korea; LAO = Lao
People's Democratic Republic; MLD = Maldives; MON = Mongolia; NEP = Nepal;
PAK = Pakistan; PHI = Philippines; PRC = People’s Republic of China; SIN = Singapore
TAP = Taipei,China; THA = Thailand; VIE = Viet Nam.
Note: Based on input-output tables in constant 2010 $. ADB
Source: ADB Multi-Region Input-Output Tables. 20




R4 PRC’s growing role in GVCs
(especially with backward linkages)

Developments in the PRC’'S Components of Value- Developments in the PRC’s Forward and Backward
Added Production and Sources of Value-Added for Final Linkages in GVCs
Production (index, 2000=100) _ 1200
1200 z 5
og 1000
1000 o
> 800
800 °g
S9 600
600 LT
§ D S 400
400 .
S 200
200 5
S 0
0 53 SBRIO VDXV On DG oY
SSSS2II3I28I383_3888 Coommmmoem s e e e
) o —Backward Linkages in PRC =——Forward Linkages in PRC
—Domesfic —Traditional Trade
Backward Linkages in ROW Forward Linkages in ROW
GVC Trade (Forward) GVC Trade (Backward)

GVC = global value chain, PRC = People’s Republic of China, ROW = rest of the world.

. Notes: Based on input-output tables in constant 2010 $. Values of backward and

GVC = global value chain. ) forward linkages in the ROW should in principle be equal to each other. The small

Note: Based on input-output tables in constant 2010 $. differences in this figure represent accumulated rounding errors.

Source: ADB Multi-Region Input-Output Tables. Source: ADB Multi-Region Input-Output Tables. ADB
21
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PRC’s GVC linkages with Asia and the US

PRC’s Forward and Backward Linkages in GVC ($ billion, in constant 2010 $)

(a) East Asia (b) Southeast Asia (c) US
450 200 200
400
350 150 150
300
250
100 100
200
150
100 50 50
50
0 0 0
ONOOTO —ANMITOHONOONO —AN ONOOTO —ANMITUOL ONOONO —AN ONOOTO —ANMITUL ONOONO — AN
QOO Q — = = = = = = = — — N NN O OO Q = = = — = = — = — — N NN OO OO = — = = = = — = — — N NN
oNoNoNoNoONONONORONONONONONGNGNGNG) oNoNoNoNONONONONOHNONOHNONONGONGNGNG) oNoNoNoNONONONONOHNONOHNONONONGNGNG)
NN AN AN AN AN AN AN AN AN AN AN AN NN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN AN
—Forward Linkages =——Backward Linkages —Forward Linkages =——Backward Linkages —Forward Linkages =——Backward Linkages

GVC = global value chain, PRC = People’s Republic of China, US = United States.
Note: Based on input-output tables in constant 2010 $.
Source: ADB Multi-Region Input-Output Tables.

2 ADB



;7 Growth in GVCs with East Asia are mostly with
backward linkages

PRC’s Linkages in GVCs with East Asia($ billion, in constant $)

(a) Forward linkages (b) Backward linkages
450 450
400 400
350 350
300 300
250 250
200 200
150 150
100 100
0 0
O N OO O O — N O ¥ 10 VO N 0 o080 ©O — O N OO o0 O — N O ¥ 0O VO N 0O o0 ©O —
O O O O — — — =& — & = — — — & N O O O O — — — =& — & = — — — & N
O O O O O O O O O oo oo o o oo oo o o O O O O O O O O O oo oo o o o oo o o
AN AN AN &N &N N &N &N NN &N YN N N N N N AN AN AN &N &N N &N &N N &N N YN N N N N N
B HKG ®mJPN mKOR mMON ETAP B HKG ®mJPN mKOR mMON ®TAP

GVC = global value chain; HKG = Hong Kong, China; JPN = Japan; KOR = Republic of Korea; MON = Mongolia; PRC = People’s Republic of China; TAP = Taipei,China.
Note: Based on input-output tables in constant 2010 $.
Source: ADB Multi-Region Input-Output Tables.




;7 Growth in GVCs with southeast Asia are mostly

with forward linkages

PRC’s Linkages in GVCs with Southeast Asia($ billion, in constant $)

(a) Forward linkages (b) Backward linkages
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mBRU mCAM ®mINO m|LAO mPH| mSIN =mTHA mVIE mBRU mCAM ®INO mLAO mPH| mSIN =mTHA mVIE

BRU = Brunei Darussalam, CAM = Cambodia, GVC = global value chain, INO = Indonesia, LAO - Lao People's Democratic Republic, PHI = Philippines, PRC = People’s
Republic of China, SIN = Singapore, THA = Thailand, VIE = Viet Nam.
Note: Based on input-output tables in constant 2010 $.

Source: ADB Multi-Region Input-Output Tables.
MADB




R4 PRC’s GVC linkages are becoming more
regional and more diversified

The Geographical Distance of the PRC’s GVC Linkages Developments in the Diversification of the PRC’s GVC

(geographical distance of GVC trade) Linkages (inverse Herfindahl index)
1.25 0.94
0.93
1.20 0.92
0.91
1.15 0.90
0.89
1.10 0.88
0.87
1.05 0.86
0.85
1.00 0.84
O N O O O — N O ¥ O O N 0O 086 ©O — O N O O O — N MO ¥ O O N 0O 08 ©O —
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—Forward Linkages —Backward Linkages —Forward Linkages —Backward Linkages
GVC = global value chain, PRC = People’s Republic of China. GVC = global value chain, PRC = People’s Republic of China.
Note: Based on input-output tables in constant 2010 $. Note: Based on input-output tables in constant 2010 $.

Source: ADB Multi-Region Input-Output Tables. Source: ADB Multi-Region Input-Output Tables. ADB
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77y Impact of FDI fragmentation
7 55- -

- (Geopolitical distance —— Geographical distance =

30
2003 06 09 12 15 18 21

Sources: Bailey, Strezhnev, and Voeten (2017); Centre d’études prospectives et
d’informations internationales, Gravity database; fDi Markets; and IMF staff
calculations.

Note: Figure shows the annual share of total foreign direct investments between
country pairs that are similarly distant (that is, in same quintile of distance
distribution), geopolitically and geographically, from the United States.

* FDlincreasingly oriented to “friendly” countries.
* Decoupling FDI reduces GDP by 2%.

* Decoupling hurts China more than US, and hurts countries forced to

choose sides the most.

Source: IMF (April 2023). “Geoeconomic Fragmentation and Foreign Direct Investment”,

World Economic Outlook.

Figure 4.14. Impact of Investment Flow Barriers on GDP
(Percent deviation from no-fragmentation scenario)

Fragmentation could lower global output by up to 2 percent.

_ = Bamiers fo investment
—5- ™= Productivity losses
- W Medium-term total

-7 1
United EU+ Other China SE ROW Indiaand LAC World
States AEs Asia Indonesia

US bloc China bloc Nonaligned

Source: IMF staff calculations.

Note: Baseline fragmentation scenario represents bamers generating 50 percent
decline in investment input flows between China and US blocs, with no bamiers
with two nonaligned regions (India and Indonesia and Latin America and the
Caribbean). Darker bars denote scenario with lower elasticity of substitution (1.5)
between foreign sources of investment inputs. Lighter bars denote scenario with
higher elasticity of substitution (3.0) between foreign sources of investment inputs
and thus a greater role for diversion.

AEs = advanced economies; EU+ = European Union and Switzerland; LAC = Latin
Amenca and the Canbbean; ROW = rest of the world; SE = Southeast.
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77 Impact of trade fragmentation

Table 1: Trade assumptions in scenarios

Scenario Country Group | Country Group I ROW Commodities/sectors
A - - - Trade barriers on energy sector
B - - - Trade barriers on high-tech sectors
C - - - Trade barriers on agriculture goods
~ Russia Trade barriers on all sectors
dsec" aoteg'lf USA and EU _ Free trade . :
upiing China Trade bamiers on high-tech sectors
Join USA (China) group if country Trade barriers on all sectors
Geo-economic . i trades more (less) with USA than
fragmentation USA and EU Russia and China China, resulting in tariffs on all sectors Trade barmiers on all sectors
by the other group.

e Costs of geo-economic fragmentation are 4.8% of GDP in the

short term and 2.3% in the long term;

e Low income countries hurt the most when forced to choose

sides.

Source: Bolhuis, Chen, and Kett (October 2023). Fragmentation in Global Trade:

Accounting for Commodities, IMF Working Paper No. 2023/073.

Strategic Decoupling Scenario
(percent deviation from baseline)

05 r 05

uc LIC

-0.5

-1.5 = <15
SR LR

Sources: Fund staff calculations.

Geo-economic Fragmentation Scenario
(percent deviation from baseline)

0

-15 = -15

SR

Sources: Fund staff calculations.



;7 Belt and Road engagement has declined,
still focused on energy, metals, and fransport

Chinese BRI Engagement—by region ($ billion) Chinese BRI Engagement Sector Share (%)
150 100%

80%
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60%
. I I
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BIil -
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0
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B West Asia W Sub-saharan Africa m Agriculture ® Chemicals ® Energy Enterfainment
m South America North America ® Finance m Health m Logistics m Metals
® Europe mEast Asia m Other m Real estate mTechnology  mTourism
B Arab Middle East and North Africa m Transport m Utilities

BRI = Belf and Road Inifiative.
Sources: ADB calculations using data from American Enterprise Institute. China Global Investment Tracker 2023; and Nedophil, C. 2023. China Belt and Road Initiafive

Investment Report 2022. Shanghai: Green Finance Development Center, FISF Fudan University. ADB
28



;z BRI has (nearly) phased out coal and is
increasing engaged with renewables

Chinese energy engagement in the Belt and Road Initiative (BRI) 2013- 2022

40K Energy sector
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w W Hydro
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=
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‘C
‘s 20K
:
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% of energy engagement

2013 2015 2016 2017 2018 2019 2020 2021

t) Copynight 2023 Green Finance § Development Center, FISF Fudan (Sources: based on AE| and others)

Nedophil, C. 2023. China Belt and Road Initiative Investment Report 2022. Shanghai: Green Finance Development Center, FISF Fudan University.
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Assessing the Belt and Road Initiative (BRI)

* Previous research findings:

 The BRI reduced the influence of economic fundamentals on outbound FDI but
increased the importance of governance quality

« BRI did not increase soft power (as measured by sentiment of media coverage)
but if anything undermined it; however, may have strengthened government ties

» Use of BRI for debt diplomacy largely dispelled but China is playing a
key role in debft resolution

 Many BRI projects support development by providing needed
iInfrastructure, but some projects have attracted significant criticism

» Optimistically, China can learn from its mistakes and improve the BRI
going forward via due diligence and a strong focus on
decarbonization




7Y
Can China lead on climate?

« Largest carbon emitter but by far greatest deployer of renewables
» Technological leader in solar, wind, batteries, EVs

» Largest emissions trading system

» Largest issuer of green bonds

« Stfrong government commitment to reaching net-zero
« Setbacks from recent emphasis on “security”
« Learning by aggressively tackling challenges

« China can help other countries in renewable energy sector
development, reducing costs of decarbonization, and conftributing to
regional policy dialogues

« At BRI summit, China pledged to provide $100 billion for renewable energy
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Thank you.

Follow me;
DBChiefEcon



https://twitter.com/ADBChiefEcon

JY More than half of the world’s electric cars are

[ (]
in China
 Total electric cars in the world reached  Global Electric Car Stock (million)
26 million in 2022, up 60% relative to 30
2021 and more than 5 times the stock ¢ —
i ||
iNn 2018 -
15 = B
 Baftery EVs accounted for about 70% 10 = B
of the global stock of electric cars in 5 = =
2022 ; ——==Eanl
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
®m China BEV China PHEV ~ mEurope BEV Europe PHEV
o Ching accounted for negﬂy 60% Of all m USA BEV USA PHEV m Other BEV Other PHEV
eleCTrlc cdars glObO”y |n 2022 E]FV: battery electric vehicle, PHEV = plug-in hybrid electric vehicle, US = United
(] 38 mllllon) source: International Energy Agency. Global Data Explorer.




