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A

sia is not only home to enormous flows of trade, but also political and security
challenges. Power imbalances at the regional level are especially visible and
risk undermining global stability. In particular, after the crisis, external actors
like the US and the EU will be looking for new roles in the region.
Is there any room for coordination between traditional regional powers after
Covid-19? Is the EU ready and equipped with the instruments and the political will to
assign the necessary resources and political capital to increase its engagement in
Asia? Which role for Asia-Africa relations in fostering the post-pandemic economic
relaunch?
This booklet is promoted within the third edition of the Asia & Europe Initiative which
gathers together leading experts, Asian and European think thank representatives, as
well as Italian companies and agencies to discuss on the relations between Asia and
Europe after Covid-19.
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1. THE EU-JAPAN STRATEGIC

PARTNERSHIP AGREEMENT:
GETTING DOWN TO WORK, FINALLY?
by Axel Berkofsky

Axel BERKOFSKY, Professor, University of Pavia and Co-Head,
ISPI Asia Centre.
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If Brussels and Tokyo sustainably want to make a difference in international politics and security,
joint dialogues must in the (not so distant) future be followed up by joint policy actions.

T

he EU-Japan Strategic Partnership
Agreement (SPA) was signed
and adopted in July 2018 in
parallel with the EU-Japan Economic
Partnership Agreement (EPA).1 For now,
the agreement is only provisionally as it is
pending final approval.2 The SPA will enter
into force after all EU members ratify the
agreement (the Japanese parliament
already ratified it in December 2018).
The agreement covers EU-Japanese
cooperation in international politics,
economics, and security.

DEFINING PRIORITIES
Tokyo and Brussels are demonstrating
that they have learned from the past
and that a clear focus is necessary.
THE EU-JAPAN STRATEGIC PARTNERSHIP AGREEMENT

The previous EU-Japan Action Plan
adopted in 2001 (which expired in 2011)
listed far too many issues and areas
in the realm of international political
and security (more than 100) that the
EU and Japan wanted to jointly tackle.
To be sure, the SPA is still listing more
than 40 areas of cooperation, among
them crisis and conflict management,
counter-terrorism, non-proliferation of
WMDs and disarmament, transfering
control of conventional weapons, disaster
management, chemical, biological,
radiological and nuclear risk mitigation,
climate change, maritime security,
corruption and organized crime, money
laundering and financing of terrorism,
cyber security, energy/energy security.3
|5
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The newly-established EU-Japan Joint
Committee is the forum in which Brussels
and Tokyo discuss and decide on what
initiatives to undertake together. The
most recent (and second) joint committee
took place in Brussels on January 31,
2020.

PRIORITIES
The January 2020 committee meeting
announced that the EU and Tokyo plan
on “stepping up work on connectivity,
security and digitalization”.4 Add
“effective multilateralism”, “climate
and environment” and “security” and
you have a complete list of the areas
Brussels and Japan are focusing on.
“Connectivity” is clearly the priority
among the priorities of EU-Japan on
the ground cooperation. In September
2019 Brussels and Tokyo adopted the
“EU–Japan Partnership on Sustainable
Connectivity and Quality Infrastructure".
The EU-Japan infrastructure building
agreement is backed by a 60 billion
euro EU guarantee fund, which the EU
declared would be used to attract further
investments from development banks
and private investors. Without mentioning
China’s Belt and Road Initiative (BRI),
The two parties stressed the need for
the projects to be “environmentally
and financially sustainable”, provide
“rules-based connectivity”, foster “free

THE EU-JAPAN STRATEGIC PARTNERSHIP AGREEMENT

and open trade”, and to pursue a
“mutually-beneficial” relationship. The
SPA mentions “quality infrastructure”
projects that physically link transport
networks, digital service connectivity
in cyber space, as well as increased
people-to-people exchange in fields such
as education, culture and tourism. The
Western Balkans, the Indo-Pacific region
and Africa were at the time identified as
the geographical areas the EU and Japan
would focus on when jointly pursuing
”quality infrastructure” projects. In parallel
the European Investment Bank (EIB)
and the Japan International Cooperation
Agency (JICA) signed agreements
which are aimed at working together
on transport, quality infrastructure
investment, microfinance and renewable
energy sources.5

SECURITY
After a three-year interruption, the
EU and Japan are again discussing
security and how to jointly contribute
to maritime security, maritime domain
awareness, and anti-piracy measures.
Joint port calls along the Horn of Africa,
joint capacity-building initiatives in
and for Vietnam, Indonesia and other
countries in Southeast Asia are on the
agenda. Furthermore, next to India,
Indonesia, South Korea and Vietnam,
Japan is a partner country of the EU’s
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plan to intensify security cooperation
with Asian countries. The EU’s Action
Plan entitled “EU Security Cooperation
in and with Asia” adopted in October
2019 - foresees EU cooperation with
the above-mentioned Asian countries
in areas such maritime policy, counter
terrorism, crisis management, hybrid
security, cybersecurity, as well as the

THE EU-JAPAN STRATEGIC PARTNERSHIP AGREEMENT

non-proliferation of chemical, biological,
radiological and nuclear weapons.6 What
continues to remain off the agenda
are joint EU-Japanese naval patrols in
the South China Sea, at least for now.
Japanese officials and scholars this author
has spoken with confirm that European
naval vessels flying their flag in the
South China Sea, thereby jointly keeping
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Chinese territorial expansion in check, is
desirable. The same officials and scholars,
however, also caution that this is quite
simply not going to take place any time
soon. To be sure, jointly keeping Chinese
territorial expansionism in check would
be another way of stating that Japanese
and European ships would be sailing
through international waters monitoring
Beijing from a distance, particularly in its
attempts to military facilities on disputed
islands in the South China Sea.

THE FRAMEWORK PARTNERSHIP
AGREEMENT (FPA)
The EU-Japan Framework Partnership
Agreement (FPA) is also back on the
agenda, within limitations however. The
agreement - sometimes on and then
again off the EU-Japan agenda over the
last three to five years - would create
the legal framework for Japanese
institutionalized contributions to EU
Common Security and Defence Policy
(CSDP) missions. However, EU sources
caution that the agreement has still a
long way to go before being ready to
be adopted as the EU and Japan still do
not agree on the modalities and modus
operandi of the contributions of Japanese
Self-Defence Forces (SDF) to CSDP
missions. Whether and when the FPA will
make it as one of the “flagships” of EU-

THE EU-JAPAN STRATEGIC PARTNERSHIP AGREEMENT

Japan cooperation remains to be seen.
That being said, even if it never reaches
this level Tokyo can still (as it currently
does) contribute to EU CSDP missions.
Without the FPA, the EU and Japan are
legally speaking not conducting “joint
missions”, but are instead engaged
in what Brussels refers to as “parallel
coordinated action.” Japan has in the
past contributed to EU CSDP civilian
missions on several occasions, such as in
Mali, the Democratic Republic of Congo
and Niger. Finally, Tokyo has recently
deployed a Japanese military attaché to
Japan’s EU Delegation in Brussels. This is
symbolically important as an officer from
Japan’s SDF can exchange information
and data with his counterparts from EU
member states. If Brussels and Tokyo
sustainably want to make a difference
in international politics and security, the
aforementioned dialogues must in the
(not so distant future) be followed up
by joint policy actions. The “EU Security
Cooperation in and with Asia” plan of
which the EU’s “natural ally”7 Japan
will be an important - if not the central
- partner is without doubt a step in the
right direction in terms of concrete and
concerted action.
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1.

See also "EU-Japan Strategic Partnership
Agreement", European External Action
Service (EEAS), 1 February 2019, http://
www.bu.edu/gdp/chinas-overseasdevelopment-finance/

2.

See "The EU and Japan Meet to Advance
their Strategic Agenda", European
External Action Service Service (EEAS),
Brussels, 31 January 2020, https://eeas.
europa.eu/delegations/japan/73807/
japan-eu-and-japan-meet-advance-theirstrategic-agenda_en%20

3.

See "Japan-EU Strategic Partnership
Agreement (SPA)", Ministry of Foreign
Affairs of Japan, July 2018, https://www.
mofa.go.jp/files/000381944.pdf

4.

See The EU and Japan meet to advance
their strategic agenda..., cit.

5.

See "EIB expands its partnership with
Japan’s JICA", European Investment Bank
(EIB), 27 September 2019, https://www.
eib.org/en/press/news/eib-expandspartnership-with-japan

6.

See Action Document for "Security
cooperation in and with Asia", European
Commission October 2019, https://
ec.europa.eu/fpi/sites/fpi/files/
annexe_3_security_cooperation_in_
and_with_asia_part1_v2.pdf; see also

THE EU-JAPAN STRATEGIC PARTNERSHIP AGREEMENT

"Enhancing Security in and with Asia",
European External Action Service (EEAS),
17 October 2019, https://eeas.europa.
eu/sites/eeas/files/factsheet_eu_asia_
security_october_2019.pdf
7.

Japan and the EU have been referring to
each other as ‘natural allies’ at least since
they adopted the ‘EU-Japan Action Plan’
in 2001.
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Asia's Power Games in Africa:
Is Time Up for the West?
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2. ASIAN PLAYERS ON A
CROWDED AFRICAN CHESSBOARD
by Giovanni Carbone

Giovanni CARBONE, Professor, University of Milan and Head, ISPI
Africa Programme.
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Japan and India thus add to and somehow try to challenge the Chinese expansion in Africa ...
African countries will have to carefully balance risks and opportunities, and learn to respond
consequentially.

A

frica has been in the middle
of unforeseen international
competition for the better part
of the past two decades. Both the return
of traditional players - notably European
countries and the United States - as well as
a marked new interest shown by emerging
economies led the continent out of the
substantial neglect it suffered during the
latter years of the past century. The drivers
of the revived attention towards the area
include material interests (from minerals,
energy resources and land, to access to
frontier markets) as well as geopolitical
considerations, both linked to specific
phenomena such as migration or jihadism
and to a broader competition for power
and influence. Tensions originating in

ASIAN PLAYERS ON A CROWED AFRICAN CHESSBOARD

other regions, such as divisions among
Middle Eastern countries or rivalries
within the Indo-Pacific, increasingly tend
to reverberate in Africa. The far-reaching
implications for the continent - where
many governments have now become
more used to being courted than ever
before, and are becoming increasingly
aware of their margins for manoeuvre which include both risks and opportunities,
politically and economically.
Mirroring its rise and growing influence
as a global power, China’s well-known
expansion on the African continent
since the mid-1990s remains unmatched.
Whether one focuses on the numbers,
particularly for trade exchanges,
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investments and loans, or else one looks
at the reality on the ground, in terms
of Chinese diaspora, businesses or allpresent works on infrastructures - as well
as the country’s first overseas military
base - the changes are visible across the
spectrum. The latest story about Beijing’s
presence concerns, in the Covid-19 era,
the so-called ‘pandemic diplomacy’,
from an early and well-publicized
distribution of protective equipment
and drugs to African governments, to
the promise and initial deliveries of
vaccines to an area where the risk of
being excluded or delayed by word-wide
efforts to stop the epidemic remains high.
But the Chinese presence has not
gone without criticisms, particularly
on the part of many nervous Western
governments, nor occasional local
resentment, from fishermen, miners or
workers in different parts of the continent
who are perceived to be suffering
the negative effects of the arrival and
practices of Chinese businesses. The
growing share of Africa’s debt controlled
by Beijing has also become an issue of
both financial and geopolitical concern.
In principle, if not yet in practice, the
awareness of a number of risks that might
be associated with Chinese involvement
may open new space for deeper inroads
by alternative external players.

ASIAN PLAYERS ON A CROWED AFRICAN CHESSBOARD

While the east Asian giant’s involvement
in Africa has long been widely covered
by the international media and monitored
by analysts, less so is the case with a
number of other key Asian countries that
have also developed closer relations with
African states. In the post-WWII era, the
two continents had already gone through
an early period when a joint dialogue on
development and decolonisation was
started, with the 1955 Asian and African
Conference in Bandung, Indonesia.
While China and India were among those
behind the initiative, Japan also took part,
albeit it from a very different position.
Both Delhi and Tokyo have in recent
years revived their relations with the
African region, acknowledging its growing
geopolitical and economic relevance and
investing financial and diplomatic capital.
In 2017, the two also joined forces in
launching the Asia-Africa Growth Corridor
(AAGC) - first conceived by Prime Ministers
Shinzo Abe and Narendra Modi in late
2016 - aimed at a closer cooperation on
and with Africa, particularly in sectors
such as infrastructure and digitalisation.
While the AAGC initiative is yet to produce
substantial tangible progress, it highlights
a common will to both “look west” and
devise a strategic response to Beijing’s
assertive rise, and notably to its Belt and
Road Initiative.
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Other than their reaction to China’s
own presence and influence in Africa
and across the Indo-Pacific, different
reasons push India and Japan towards
deepening the links with the African
continent. India needs resources,
particularly energy resources, to
fuel domestic development and
industrialization. Building on older trade,
migration - a large Indian diaspora has
a long history in Africa, particularly in
the East and in the South - and political
ties, the revitalisation of relations went
through three successive India-Africa
Forum Summits (IAFS), with a growing
participation among African leaders
(from 15 in 2008 to 41 in 2015). Prime
Minister Modi, long attentive to Africa,
shifted the prevailing narrative from India
as a development partner of Africa to
the notion of a common partnership for
global issues (climate change, security,
agriculture and others), stressing that
Africa itself can crucially contribute to
India’s own development, most notably
via its abundant energy potential. Oil and
gas imports make up 60 per cent of total
trade exchanges, which have gradually
expanded. But security has also become
a priority, with cooperation initiatives
in fighting piracy and terrorism. In 2019,
for example, a first joint military exercise
with twelve African nations took place.
In the global geopolitical competition for

ASIAN PLAYERS ON A CROWED AFRICAN CHESSBOARD

Africa, however, India’s main limits include
its financial, industrial and technological
constraints.
Geopolitical goals are high in Tokyo’s
agenda, as mentioned. They also led it to
establish a military base in Djibouti and
to court African countries in other to gain
support for reforming the United Nations’
Security Council, with the aim of obtaining
a permanent seat. But one of Japan’s key
drivers is the search for new markets
for its exports. Nigeria and South Africa
are its main trade partners and among
the key investment destinations south
of the Sahara. Even prior to China and
India, as far back as 1993 the country
devised a platform for periodic meetings
with African counterparts. Known as
the Tokyo International Conference on
African Development (TICAD), it involves
multilateral organisations such as the
African Union, the World Bank and the
United Nations. Originally focused on
development assistance, TICAD has
gradually evolved from a relationship
solely or mostly based on aid and on a
donor-recipients notion, to one grounded
on an egalitarian partnership, if still
de facto an asymmetric one. A core
part of Japan’s infrastructure-building
involvements has targeted corridors
linking landlocked countries to regional
ports, such as the Nacala corridor
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(connecting Zambia and Malawi to
Mozambican coast), the East African
Northern corridor (linking Rwanda,
Uganda and the Kenyan interior to the
port of Mombasa) or the West Africa
Growth Ring (in this case connecting
landlocked zones and different coastal
areas). While the amount of resources
China devotes to the continent is virtually
unmatchable, when compared to India,
Japan can count on more substantial
economic resources and a much
stronger industrial and technological
appeal as well as closer if only partially
alignment to Western countries’ agendas.
Driven by both shared and distinctive
goals, Japan and India thus add to and
somehow try to challenge the Chinese
expansion in Africa. In a scenario that
also include several players from other
world regions and has quickly turned
crowded as never before, African
countries will have to carefully balance
risks and opportunities, and learn to
respond consequentially.

ASIAN PLAYERS ON A CROWED AFRICAN CHESSBOARD
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3. ASIA'S POWER GAMES IN AFRICA:
IS TIME UP FOR EUROPE?
by Malancha Chakrabarty

Malancha CHAKRABARTY, Lead Investigator, Climate Change
and Development Initiative, Observer Research Foundation (ORF).
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Climate and debt distress will only make things worse for Africa in the coming decades.
Therefore, Africa's development partners must focus on climate adaptation and the
achievement of SDGs.

A

sia’s rising economic footprint in
Africa became a significant talking
point and the literature on Asian
influence in Africa, often dubbed as the
‘new scramble for Africa’, proliferated.
Although all the major Asian countries
had already established long-term
relationships with Africa, the 2000s saw
a substantial deepening of economic
relations between Asia and Africa. China
was undoubtedly the most prominent
among them. Chinese trade, investment,
and official financial flows to Africa
grew substantially from 2000 onwards.
Between 2000 and 2013, Chinese trade
with Sub-Saharan Africa increased
from US$4.1 billion to US$66.8 billion.

Much of this increase was due to the
massive growth in exports of crude
oil and other minerals such as copper
from Africa to China, although African
imports of Chinese manufactures, and
machinery and equipment also grew
rapidly during this period. Chinese
investment (including private sector)
has also grown in Africa. However, the
most striking feature of China-Africa
relations is the unprecedented growth
of official finance from China to Africa
predominantly channelled through
the China EXIM Bank in the form of
concessional loans for infrastructure
development in return for resources
(often dubbed as infrastructure for

ASIA'S POWER GAMES IN AFRICA: IS TIME UP FOR EUROPE?
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resources deals). China emerged as
the most important infrastructure (an
area which was traditionally ignored by
western donors) builder in Africa.

India’s economic relations with Africa also
expanded rapidly in the 2000s. Though
initially clubbed together with China in
media reports, soon it became clear
that Chinese engagement with Africa

ASIA'S POWER GAMES IN AFRICA: IS TIME UP FOR EUROPE?
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was significantly different from Indian
engagement with Africa. India’s relations
with Africa had its roots in post-colonial
solidarity and respect for sovereignty.
Trade between India and Africa also grew
rapidly from the mid-2000s. There was a
fivefold increase in Indian exports to SubSaharan Africa from US$5.3 billion in 2004
to US$28.4 billion in 2014. India’s imports
from sub-Saharan Africa grew by a factor
of twelve from US$2.8 billion in 2004 to
US$35.2 billion in 2014. India became a
leading investor in Africa and India is
currently the seventh largest investor
in Africa. The scale and scope of India’s
development cooperation with Africa also
expanded rapidly. In 2003, India launched
the Indian Development and Economic
Assistance (IDEA) program and started
supporting development projects in
African countries through its lines of credit
programme. India is currently executing
77 projects in Africa with a total outlay
of US$12.85 billion.1 Capacity building
is at the heart of India’s development
cooperation and India has trained
generations of African officials through
its Indian Technical and Economic
Cooperation (ITEC) programme and has
committed to training African students
through its scholarship programmes
and digital initiatives like e-VBAB. India
is also partnering with other countries
such as the UK and Japan in Africa. The

Asia Africa Growth Corridor, launched
in 2017, is an ambitious project between
India and Japan to improve growth and
interconnectedness between Asia and
Africa.
The 2000s were also a decade which
led toan economic turnaround in Africa.
Many African countries such as Ethiopia,
and Angola experienced high rates of
economic growth on the back of rising
Chinese demand for commodities.
The global perception of Africa as a
problem continent which is incapable
of developing also changed. The ‘Africa
Rising’ narrative gained currency
and many African countries became
important investment destinations on
account of their high economic growth
and growing middle classes.
The growing economic footprint of Asian
countries in Africa has led to a decline
in the importance of western countries
in Africa. In 2004, imports from China
overtook US exports to Africa and by
2013, its imports from Sub-Saharan Africa
surpassed African exports to the US.
Although the EU continues to be Africa’s
largest economic partner, its importance
has reduced significantly over the years.
African leaders preferred to partner
with Asian countries because unlike the
West, Asian countries did not impose
strict conditionalities, respect African

ASIA'S POWER GAMES IN AFRICA: IS TIME UP FOR EUROPE?
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sovereignty, and development projects
are demand driven. For countries like
Angola and the Democratic Republic
of Congo which failed to get credit
from international financial institutions
in the early 2000s, Chinese loans for
infrastructure development were viewed
as a blessing.
The pandemic has reversed the fortunes
of many African countries which are
now saddled with debt and an uncertain
future. The flaws in China’s approach to
Africa have become more visible in recent
years. Many commentators have accused
China of pursuing debt-trap diplomacy
in Africa and anti-China sentiments are
getting louder in most African countries
due to poor job creation in Chinese
projects, lack of respect for local laws,
poor quality of infrastructure created by
Chinese builders and secrecy associated
with Chinese loans. Notwithstanding
the dip in enthusiasm around Chinese
finance, the country will continue to be
a significant player in Africa’s financial
landscape in the near future. As a result,
Europe will need to modify its approach
towards Africa to remain relevant.
The commodity-driven high growth
of the last two decades in Africa was
not accompanied by job creation
and poverty alleviation. Thus, Africa
continues to be burdened by massive

development challenges like hunger,
youth unemployment, infant mortality,
and poverty that continue to be major
challenges for African countries. Climate
and debt distress will only make things
worse for Africa in the coming decades.
Therefore, Africa’s development partners
must focus on climate adaptation
and the achievement of sustainable
development goals in Africa with a focus
on the development of African people as
opposed to a simple focus on physical
infrastructure. India’s development
partnership already has a clear focus on
capacity building. Given the importance
of a stable and prosperous Africa for
Europe, it should also focus its attention
on building African capacity, creating jobs
in Africa through support for intra-Africa
trade, quality infrastructure and building
African manufacturing potential. It should
also explore new modes of engagement
such as triangular partnerships with
third countries in order to achieve
sustainable development goals in Africa.

1.

ASIA'S POWER GAMES IN AFRICA: IS TIME UP FOR EUROPE?

Figures from the Ministry of External
Affairs, Government of India.
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4. CHINA-AFRICA COOPERATION
     IN THE AFTERMATH OF COVID-19
by Yunnan Chen

Yunnan CHEN, Senior Research Officer, Overseas Development
Institute (ODI).

| 21

ITALIAN INSTITUTE
FOR INTERNATIONAL
POLITICAL STUDIES

ASIA & EUROPE INITIATIVE

PATHWAYS TO RECOVERY IN POST-PANDEMIC ASIA

As well as on the green recovery, European partners can also play a role in engaging with African
governments in improving the transparency of their financial data.

T

he impact of Covid-19 on Africa
and the developing world has
been foremost an economic crisis,
followed by a health crisis that will have
profound implications for the China-Africa
economic relationship in the years to
come. The pandemic represents a critical
juncture for China’s role in development
finance in Africa and for commercial
relations, but we are also likely to see
continuity and growth in China-Africa
diplomatic engagement and in other
areas of cooperation.
In this chapter, I will discuss the
immediate impacts of Covid-19 for ChinaAfrica relations in the last year, and
potential areas of change and uncertainty.

I will then highlight areas of continuity
and cooperation, before turning to the
question of potential EU cooperation
and trilateral engagement between
them. I conclude with some policy
recommendations.

CHANGE AND CONTINUITY
The impact of Covid-19 on China’s
relations with Africa have been primarily
economic and financial in nature. In
terms of trade and foreign investment,
the global slowdown, as well as the drop
in demand from the Chinese economy,
has hit resource exporters through
falling commodity prices. More indirectly,
lockdowns and travel suspensions

CHINA-AFRICA COOPERATION IN THE AFTERMATH OF COVID-19
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have also halted many China-Africa
cooperation projects and will stall many
other Belt and Road projects - the ODI
calculated that around 15 BRI projects
worth over US$2.4 billion ran into trouble
last year.1

made restructuring and negotiations for
developing country governments even
more difficult.

Another salient issue has been the
emerging debt crisis, particularly
in sub-Saharan Africa, and China’s
contribution to the debt burden of
African governments, who face huge
fiscal constraints in dealing with the
virus, and with the economic fallout of
the pandemic. In the last two decades
of China’s growing role in global
development finance, it is now the
largest bilateral official creditor in
Africa, but sits outside of OECD Paris
Club framework, whose previous role
was significant in debt relief for highly
indebted poor countries, but now have
little influence. Lending has shifted away
from traditional donors to rising powers
and - more critically - to bondholders
and private sector lenders, and has
complicated debt relief agreements.

Finance is one area of change where
the pandemic may be a critical juncture.
Even prior to 2020, debt issues and a
disillusionment with Chinese lending was
apparent in Africa and elsewhere in the
Belt and Road. The Boston University
Global Development Policy Center
showed that lending from the two
primary policy banks globally slowed
down significantly after 2018, and there
appears to have been a retrenchment in
Chinese banks’ appetite for lending (Fig.
1).2  However, private sector finance may
be growing, which may provide potential
new sources of finance in areas such as
renewable energy investment.3 In the
longer-term, China’s shift towards a dualcirculation economy may also see a shift
further away from the resource trade that
has dominated its relations with African
countries; the domestic economy may
also take priority in how China’s capital
reserves will be allocated in the future.

While China did participate in the G20
Debt Service Suspension Initiative
last year (DSSI) and has agreed to
participate in the Common Framework,
the impasse between the commercial
interests of Chinese lenders and private
sector creditors and bondholders have

In diplomatic relations between China
and Africa, the political importance of
Africa as a region will continue - 2021
marks two decades after the first Forum
of China-Africa Cooperation, and African
countries have remained consistent in
their support for China in the UN and
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Figure 1 - China's Overseas Development Finance Commitment and
Current Account Balance

international forums, despite the ongoing
issues around debt relief. China has
eagerly tried to demonstrate in the wake
of Covid that it is a cooperative global
partner and global power, in its support
for multilateral institutions, and through its
mask and vaccine diplomacy.

However, the ambitions of the Belt and
Road initiative in Africa have also been
fraught. The high-profile projects of
railways in Kenya and Ethiopia are at risk
of becoming white elephants, and have
contributed to the debt and financial
woes of these countries. Inadequate
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risk assessment and due diligence
from China’s creditor/contractor space,
combined with lack of capacity and
institutional corruption on the African side
has led to ill-advised investments, all of
which contributes to reputational damage
for China in these countries.

COOPERATION AND COMPETITION
In the Covid crisis and in multilateral
contexts - in the UN, G20, and WHO,
China has been keen to show itself as a
responsible global power, particularly
during the Trump administration in the
US. In its soft power in Africa, it is nearly
unmatched - no other international
partner has such visibility. While much
of this has been in infrastructure
construction, China has also invested
heavily in cultural influence, for example,
through African media engagement,
through Star times, CCTV Africa, and
through training African journalists. In all
these fronts, compared to Japan or other
Asian powers, China’s public diplomacy
remains a powerful force.
The EU, however, still plays an influential
role, and the pandemic creates
opportunities for cooperation with
China through common goals, such
as in ensuring vaccine rollouts in the
developing world - Africa still lags
behind the rest of the world in vaccine

and supporting a green economic
recovery. The EU and China also have a
common and mutual interest in investing
in climate-resilient technologies in
developing countries, drawing from
European technical expertise and China’s
economies of scale and production
capacity in renewables, to scale up
financing and investment in renewable
energy generation in African countries.
The EU can play a key partnership role
in working with African governments
to build a constituency of support for
renewables, to shift countries away from
fossil fuel and coal-based development.
European partners and development
finance institutions can play a role in
partnering directly with governments to
create a pipeline of feasible projects
and ensure energy security for the
energy security and needs of the
economy.
As well as on the green recovery,
European partners can also play a role
in engaging with African governments
in improving the transparency of their
financial data - the lack of transparency
of Chinese lending is well-known, and
a salient issue for debt restructuring,
however transparency is possible though
borrowing governments themselves:
European partners can work with
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African governments and bureaucracies
to strengthen financial management
systems and legal structures for
transparency, to publish financial data and
indirectly, strengthening their capacity
to negotiate against China and other
creditors.

1.

Tanjangco, B. et al. (2020) Pulse 1: Covid-19
and economic crisis – China’s recovery
and international response. Overseas
Development Institute, p. 42.

2.

GPDC (2020), China’s Overseas
Development Finance, Boston University.
Available at: http://www.bu.edu/gdp/
chinas-overseas-development-finance/

3.

Tanjangco, B. et al. (2020) Pulse 2: China
navigates its Covid-19 recovery – outward
investment appetite and implications
for developing countries. Overseas
Development Institute, p. 59.
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All the economic promise that may lie in Africa's expansion has to balance against structural
conditions, particularly in relation to governance and peace and security... the most important
role for major powers is to support improvements in these dimensions.

T

here has been intensified
geopolitical jostling in the Asian
sphere towards the African
continent in recent years, driven by,
on one hand, Asian regional dynamics,
and on the other, the opportunities that
changes in Africa’s political economy
have presented to external players. The
promising narrative of “Africa’s rise” has
seen a growing number of Asian states
vying to hold sway in Africa’s expanding
markets and infrastructure development
agenda. The struggle for influence is also
manifesting strongly in the diplomatic
arena. It is no coincidence that Japan’s
Tokyo International Conference on
African Development (TICAD) has
gained more strategic focus - centred on

NAVIGATING THE GEOPOLITICAL STORM WATERS

Japanese corporate interests – or that in
recent years; India has sought to leverage
its relations with the African continent
through, among others, the India Africa
Forum Summit; and that South Korea
now also exercises its middle power
ambitions in Africa. Clearly, Africa is a
terrain where the resource, energy and
security interests of Asia’s major powers
converge and at times collide.
This has had a striking impact on how
the major powers of the Global North
- specifically, the Atlantic sphere have started to engage with Africa.
Development assistance, the traditional
framework for relations between Africa
and Europe, is being recrafted to more
clearly reflect the geostrategic interests
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of European states. The European
Union’s proposed new “Comprehensive
Strategy with Africa” carries a range of
goals that signify new strategic intent on
the part of the EU.
Increasingly too, Western states are
redefining their orientation towards
Africa in overt resource diplomacy and
investment promotion terms. The United
Kingdom’s 2020 initiation of the UKAfrica Investment Summit (which was
held as the Africa Investment Conference
in 2021), and Russia’s creation of a
similar forum (namely, the Russia-Africa
Summit), are recent examples of a new
positioning pivot towards Africa by the
Global North. It cannot be overlooked
that these new Global North forums are
largely reactive to long-standing patterns
of engagement that Asian players have
established with Africa.
Given the global recovery imperatives
that lie ahead in the post-COVID
era, it is reasonable to expect that
geopolitical jostling for a stake in Africa’s
resource economies and infrastructure
development agenda will intensify.
However, this carries dividends neither
for the African continent, which faces a
distinct set of recovery challenges, nor
for external powers.

NAVIGATING THE GEOPOLITICAL STORM WATERS

From the continent’s perspective,
a pathway of international relations
that advances Africa’s development
interests is more desirable than one
where the continent is caught between
the competing agendas of the major
powers, with little bargaining capacity
for the continent. Similarly, for external
powers, more can be gained from
forging synergies and exploiting
complementarities, than rivalry. The
trilateral agenda that has emerged in
recent years in the arenas of African
infrastructure development and
renewable energy - some examples of
which can be seen between Japan, the
UK, India and Turkey - offer more in the
way of leveraging opportunities for both
Africa and external interests.
Further, it is clear that infrastructure
development will assume new urgency
in the post-COVID era. However, given
the pandemic’s amplifying impact on
inequalities, as well as its long-term,
structural consequences for national
and labour economies, production
systems and markets across Africa,
it is also clear that the infrastructure
development agenda has to shift. While
the mega-projects of the past have a
place in Africa’s recovery, the implication
is that new blueprints are required
for the infrastructure development
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agenda ahead. These include social
infrastructure, and programmes that
connect resource and industrial sectors.
The African Union’s Agenda 2063
prioritises the sectors of agriculture
and science and technology, as well as
industrial development. Africa’s sectorbased expansion presents a range
of opportunities to external actors. In
this regard, an important lesson to be
taken from China’s role as infrastructure
financier, constructor and operator on the
continent, and the negative impact this
has had in several African states, is that
the infrastructure development agenda
ahead needs to be built on sustainable
financing mechanisms as well as
transparency.
Furthermore, although both Asian as
well as Western powers have expressed
greater economic interest in Africa and
have made many diplomatic overtures
such as creating/ holding investment
summits, existing trade and foreign
direct investment (FDI) trends indicate
that there remains significant room
for expansion and diversification. The
cases of Japan and the UK’s economic
footprint in Africa are illustrative: Africa’s
share of Japan’s global trade is around
two percent, while the continent attracts
less than two percent of Japan’s total
FDI. The UK is the fourth largest investor

NAVIGATING THE GEOPOLITICAL STORM WATERS

in Africa, contributing six percent of its
total FDI stock to the continent. Yet,
Africa captures three percent of global
UK FDI. These patterns have remained
remarkably constant over the past
decade, suggesting that the dividends
of Africa’s commodity-based expansion
that underpinned its “rise” since the
2010s, have mostly benefited China.
Further, in the case of both the UK and
Japan, there is significant concentration of
their involvement in terms of geography
and economic activities. The UK’s
African investments are centred on the
extractive sector, with more than half
of FDI in mining and quarrying, and a
third of its investments going to South
Africa. In 2018, up to 80% of Japan’s Africa
investments were to South Africa.
These patterns are exemplary of an
important dynamic in major power
engagement with Africa in the
contemporary era: that it has largely
been shaped reactively to compete
with Chinese interests and capital on
the continent. Clearly, looking ahead,
different bases for engagement have to
be established, where other major powers
differentiate themselves more effectively
from China in terms of their capital and
their contribution to the African economy.
This, most of all, points to engagement
beyond resources and extractives. Much
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potential lies in diversification, including
in sectors such as financing/financial
services, the broader services sector,
sciences and technology, and green
energy. There is also scope for a bigger
range of firms from the industrialised
world, beyond the multinational
corporations, to become active in Africa’s
political economy. SMEs have the benefit
over MNCs of being able to establish
economies of scope; this is a firm-level
resource that is advantageous in a fastchanging terrain like Africa’s.
In all, it is certain that with the imperatives
that the post-COVID world will face, along
with Africa’s long-standing development
needs, that the continent has little
choice other than to navigate the stormy
geopolitical changes. This means
engagement with powers along both
North-South and East-West axes.
For their part, major powers have an
important role to play in Africa’s postCOVID recovery. As suggested above,
there are distinct opportunities in a
variety of economic sectors and in
focused, sustainable infrastructure
development on the continent. With
the Africa Comprehensive Free Trade
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Area (AfCFTA) finally entering into force
in 2021, the continent’s growth potential
is accentuated: the AfCFTA seeks to
consolidate a population of 1.2 billion and
the combined Gross Domestic Product of
55 member states. Yet it is important to
point out that demographic size does not
necessarily translate into market size and
buying power, and that various structural
conditions, including high levels of
informality and unemployment, as well
as a lack of physical and economic
connectivity across the continent,
are impediments to AfCFTA’s trade
integration objectives.
Further, the continent continues to face
long-existing structural challenges related to governance, political capacity
and political strife - that have been
compounded by the pandemic. As such,
all the economic promise that may lie
in Africa’s expansion, has to balance
against structural conditions, particularly
in relation to governance and peace and
security. With this, the most important
role for major powers is to support
improvements in these dimensions in
Africa’s political economy.
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There is therefore a pressing need to remind ourselves of the importance of the concept of
Human Security, which focuses on individual human beings and on risks and vulnerabilities.

B

etween December 2020 and
January 2021, the Japanese Foreign
Minister Motegi made two official
visits to Africa in a row (1st round: Tunisia,
Mozambique, South Africa Mauritius, 2nd
round: Senegal and Kenya) to discuss
future collaboration with these countries
with an eye set on the forthcoming TICAD8
to be held in Tunis in 2022. An annual
visit by Chinese Foreign Minister Wang Yi
followed in early January 2021, kicking off
the year of FOCAC to be held in Senegal
this year. “Post-corona diplomacy” in Africa
already seems to be in high gear among
Asian countries. As African countries are
faced with severe health and economic
challenges with limited resources and
capacities, how Japan is going to position
JAPAN: ENGAGING AFRICA THROUGH UNIVERSAL VALUES

itself in relation to other Asian countries in
its support to Africa’s recovery from the
pandemic and beyond will determine the
future relationship between Japan and
Africa in the coming years.
Though perhaps overshadowed by China’s
overwhelming financial and economic
influence in recent years, Japan has long
been an important partner for Africa in
multiple ways since the 1970s. Japan
has supported Africa extensively through
ODA in areas such as human resource
development and institution building,
social and economic infrastructure
development, and agriculture and
industrial modernization. Since the early
1990s, Japan has played an important
role in the peace and security sector
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by participating in UN peacekeeping
operations in Angola, Mozambique, Sudan
and South Sudan. As Africa’s economy
demonstrated long-awaited growth in the
2000s, African countries began to emerge
as important economic partners for Japan
as well. The statistics before the pandemic
demonstrates that Japan’s trade with
Africa had doubled over the past 20
years and the amount of direct investment
to Africa reached US$20 billion in the
three years preceding TICAD7 in 2019.
This decades-old relationship between
Japan and Africa is based on the
principles of respect for African
ownership and equal partnership and
has been nurtured through the series of
organization of TICAD, the first of which
dates as far back as to 1993 when the
international community was suffering
from an “aid fatigue” to Africa. Japan has
always framed TICAD not as a bilateral
forum to discuss Japan’s aid to Africa,
but as a multilateral forum including
the African Union, the UN and the
World Bank to discuss challenges and
solutions for long-term and sustainable
development of Africa. More recently,
keeping pace with the advent of
globalization, Africa is positioned clearly
in Japan’s global vision of the “Free and
Open Indo-Pacific” (FOIP), in which
Africa is expected to play an important
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role as a strategic partner of countries
in the Indo-Pacific Region, including
India, united behind the principles of free
trade, freedom of navigation, the rule
of law and the free market economy.
Japan has further stressed the financial
sustainability of African countries’
public financial management and
infrastructure development to avoid
falling into the debt trap and ensure longterm sustained growth.
While African countries have managed
to keep Covid-19 under control with a
relatively low number of cases up until
now, the pandemic continues to take a toll
on African lives and economies. According
to IMF/World Bank, economic activity
is projected to decline by 3% in 2020,
confirming the region’s first recession
in 25 years. The pandemic has further
impacted the most vulnerable in the
society disproportionately, pushing up to
40 million people into extreme poverty
and more than 200 million students out
of school. Worse still, the pandemic is not
the only threat people are experiencing
in Africa today. Conflict, terrorism,
drought, locust outbreak and forced
displacement continue to disrupt human
life even as the pandemic spreads, and
often in combination with it. Multiple crises
are threatening lives, livelihoods and the
dignity of people of Africa, making the
problem even more intractable.
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There is therefore a pressing need to
remind ourselves of the importance
of the concept of Human Security,
which focuses on individual human
beings and on risks and vulnerabilities.
It conceptualizes development not as a
linear process but rather one of coping
with various risks and threats to ensure
people are able to live with dignity. It also
calls upon the need for empowerment
of individuals as much as strengthening
of protection capacity to build resilience
in societies. Human Security is not
separate from Human Development, but
rather its sibling. Together, they articulate
foundational themes of the UN – peace,
development and human rights/dignity
as well as those of SDGs. As declared
by PM Suga in his address to UNGA in
September 2020, Japan’s support for
combating the pandemic in developing
countries will be guided by this
philosophy of human security with the
goal of “leaving no one’s health behind”.
As the institutional setup of TICAD
suggests, Japan’s engagement with
Africa is open to any willing partner
as long as they share the same core
values - the rule of law, transparency,
sustainability and human security. We
are even ready to join our hands with
other partners if we can agree on these
principles. Our approach to Africa is not
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to force to choose us or somebody else,
but rather expand their options from
which they can choose according to
their priorities and needs with a single
aim of enhancing peoples’ welfare.
In other words, Japan is pursuing an
engagement guided by universal values,
not necessarily by economic influence
alone. Private sector engagement will
certainly be encouraged, as confirmed by
Mr. Motegi recently, with a view to taking
full advantage of AfCFTA which started
at the beginning of this year, and the
future possibility of connecting AfCFTA
and FOIP in sight. On this note, however,
we need to remind ourselves that the
ground rules of the free world are that
private businesses are answerable to
their share-holders, not the state.
As the recent increase in the number
of deaths from the pandemic suggests,
Africa’s fight against Covid-19 is not over
yet. But with the world’s largest free trade
area opening with a 1.2 billion-person
market, the continent is facing a great
opportunity to turn this challenge into
an opportunity to build a more resilient
society and economy. Concerted action
by the international community is called
for to back up such an effort, for which
Japan will spare no effort and stand ready
to support its African partners.
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There is an urgent need to cooperate to define the new rules of digital trade, which will become
the largest share of world trade very soon.

A

s global trade continues to face
waves of uncertainty amidst
the pandemic and ongoing
geopolitical tensions, not least the
unresolved trade war between the United
States and China, the future of EU-Asia
relations is going to be heavily impacted
by the most recent development in the
Asia-Pacific. The Regional Comprehensive
Economic Partnership (RCEP) signed last
November is a symbol of a pan-Asian
trade network, inspired by the belief
that greater market openness will lead to
greater economic prosperity. With RCEP,
intra-Asian trade, which is already larger
than Asia's trade with North America and

ASIA-EUROPE: THE FUTURE LIES WITH DIGITAL TRADE

Europe combined, will continue to be a
growth engine for the global economy
- accelerating the eastward shift in the
centre of gravity of world growth. This will
likely exert a significant impact on Asian
relations with Europe as well, as the two
are now linked with one another by the
most intense trade relation in the world.
RCEP is set to be a major catalyst for
post-pandemic recovery across Asia. In
fact, for Asia-Pacific businesses, RCEP
effectively creates an unprecedented
framework for pan-Asian trade, as it
covers large and growing segments of
the global population, involving both
emerging markets and developed
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economies, while also setting trade
standards across the region in areas
such as intellectual property and labour
rights.
One of the areas where the agreement
will have the most effect is likely to be
e-commerce. Indeed, many of the world’s
largest super apps - online or mobile
platforms that combine multiple services
into a single app - are based in RCEP
countries, including Chinese platforms
WeChat and Alipay, Japan’s Line, South
Korea's Kakao Talk, Indonesia’s Gojek
and Singapore-based Grab. Spurred by
the pandemic, many digital providers are
looking to expand their footprint in the
region by moving into new markets - a
process that should be facilitated by the
RCEP. In fact, according to an in-depth
study by CIGI,1 the RCEP countries (with
the exception of Cambodia, Indonesia,
the Philippines and Vietnam), are also
part of the World Trade Organization’s
(WTO) Joint Statement Initiative
(JSI) on e-commerce, which aims to
negotiate a plurilateral agreement on the
“commercial aspects of e-commerce” as
economic transactions increasingly take
place in digital form.
There is a chapter in RCEP on
e-commerce (Chapter 12), which is a
good indicator of the kind of agreement
(if any) we can expect from the JSI. This
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chapter shows what China, who aims to
become the dominant member state of
the RCEP, is willing to accept in terms
of provisions on electronic/digital
trade. The language of the RCEP is such
that it allows member states to impose
whatever domestic regulatory restrictions
they wish, as long as they are applied
in a non-discriminatory manner (i.e.,
applied equally to domestic and foreign
companies). But even with regard to
non-discrimination provisions, a member
state could get away with discriminating
against specific foreign companies, since
the dispute resolution mechanism of the
RCEP does not apply to Chapter 12. The
e-commerce issue had been regulated
very differently in the TPP and now in
the new CPTPP, whatever it will become.
As it is unlikely that any impetus will be
impressed on the CPTPP any soon, due
to the severe competition that comes
from RCEP, one should expect that
e-commerce in Asia-Pacific will follow
the rules that will prevail in RCEP. As
China is by far the largest market for
e-commerce, the most likely scenario
is that cross-border e-commerce in
the Asia-Pacific will be regulated as in
China’s domestic market. Moreover, the
scope for the international use of the
renminbi, in particular the new e-CNY, in
cross border trade, will largely increase,
especially within ASEAN. Japan, the first
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country to insist that global rules for
e-commerce should be adopted already
some years ago, might be forced to lower
its ambitions to regional rules, largely
dominated by China. This will boost
regional integration even further, and
impact Asian trade with Europe.
The EU has a growing trade connection
with RCEP signatories. China, Japan
and South Korea are not the only ones
among the EU’s top ten trading partners.
In addition, the EU has signed FTAs with
four signatories and is negotiating with
five others. The EU-China Comprehensive
Investment Agreement was concluded
on 30 December 2020. According to
Eurostat 2019 trade data, in value (euro)
terms, RCEP signatories globally account
for one fifth of the EU's total extra-EU
exports and 31% of the EU’s total extra-EU
imports. In volume terms, RCEP member
states account for 12% of total extraEU export volume (kg) and 7% of total
extra-EU import volume. In both imports
and exports, machinery products and
automotive goods are among the top
five commodity categories. In 2019, these
two categories accounted for 44% of the
total value and 7% of the total volumes of
EU exports to RCEP countries, and 53%
of the value of its imports and 18% of the
volumes.

On the one hand, European companies
with well-established intra-Asian
supply chains or Asian subsidiaries can
benefit from reduced costs under the
harmonized rule of origin and reduced
tariffs between RCEP countries. This
is particularly the case for European
industries with well-established supply
chains in Asia, such as the automotive,
electronic machinery and textile sectors.
For example, in 2019, 69% of Adidas'
suppliers were located in the Asia-Pacific
region. However, the Peterson Institute of
International Economy forecasts that the
EU will globally record a modest gain of
around 0.1% from RCEP by 2030. On the
other hand, EU manufactures may have
a higher risk of losing competitiveness
in sectors with well-established intraAsian supply chains in the RCEP
market. This will most likely be the
case, e-commerce will expand within
RCEP countries but not between RCEP
and third countries due to segmented
regulatory frameworks. In order to build
strong and sound EU-Asia relations, there
is an urgent need to cooperate to define
the new rules of digital trade, which will
become the largest share of world trade
very soon.

1.
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Leblonde, P. (23 November 2020), Digital
Trade: Is RCEP the WTO’s Future?, CIGI.
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The risk of decoupling could actually extend beyond trade towards technology or even finance,
with obvious negative consequences for growth in Asia and globally.

2

020 was a terrible year for Asia but
for some less than for others. A
number of countries managed to
grow positively despite the pandemic,
with Mainland China as the most obvious
example but not the only one. Taiwan
grew above potential and Vietnam grew
positively. The rest of Asia really had a
hard time, especially India as well as
Indonesia and the Philippines, due to the
much wider spread of the pandemic and
the limited fiscal and monetary space.
Small open economies, such as Singapore
and Hong Kong also suffered immensely
due to their reliance on people to people
movement (Fig. 1).

POST-COVID ASIA WILL GROW STRONGLY IN 2021

A number of lessons can be learned from
this very different economic impact of
the pandemic across Asian economies
The first was that countries with strong
domestic demand were able to recover
faster. This was clearly the case for
China. Secondly, sectoral specialization
is also important. For example, the South
Korean and Taiwanese economies were
supported by their ITC-oriented export
structure, as opposed to economies
dependent on export of services, whether
tourism like Hong Kong, Singapore or
Thailand (Fig. 2) or remittances, like the
Philippines (Fig. 3). Thirdly, countries with
current account deficits do not have
as much room to support the economy
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Figure 1 - GDP Growth (%, YoY)

Figure 2 - Visitor Arrival to Southeast Asia (thousand)
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Figure 3 - Covid-19 Decreased Remittances to Philippines (%, YoY)

without risking an increase in the external
cost of funding. This is the case of India,
Indonesia and the Philippines.
Finally, the fiscal and monetary policy
reaction to the pandemic not only
depends on the authorities’ willingness to
mitigate Covid-19’s economic impact, but
also the policy space they may have to do
so. In fact, the economies most affected,
the Philippines, India and Indonesia, are
also the ones with the least fiscal support
(Fig. 4). Part of that reason is the tendency
to be fiscally prudent given weak revenue
generation and unwillingness to raise
the debt burden significantly given
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their deficits are already widening from
declining revenues, leaving less space for
large expenditure increases. In contrast,
economies that have sizeable domestic
savings such as Japan and Singapore have
been able to deploy much more capital.
Beyond fiscal support, monetary policy
easing has been rather aggressive
in Asia with countries not only using
rate cuts as a lever but also by moving
into the realm of quantitative easing
(QE). In fact, Australia followed Japan
in introducing yield curve control as
quantitative targets for purchases of
assets and the latter is true for South
Korea. As for emerging economies,
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Figure 4 - Fiscal Support Package as a Share of GDP (%)

India, Indonesia, and the Philippines all
introduced quantitative easing, to varying
degrees. While the Bank of Thailand did
not introduce QE, it did create funds
to purchase corporate bonds to shore
up financial markets. Except for China,
funding costs declined across Asia as risk
appetite returned. Still, real monetary
conditions remain tight across Asia as
growth, and thereby inflation, weakened
much more than the easing of rates.
In 2021 a number of roadblocks to growth
are being cleared, starting with better
domestic mobility. Global mobility is still
very much constrained which means that
small open economies like Hong Kong
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and Singapore will continue to suffer in
relative terms. Of course, nowhere is as
normalized domestically as in Mainland
China, Taiwan and Vietnam, which
explains their much better economic
performance to date. The emerging
Asian economies, especially the worst
performing ones in 2020 due to their
favorable base effect, have begun
the early stages of their recovery on
improved financial conditions, led by a
softening USD and low rates globally.
That said, the recovery in 2021 is not
without risks, most of which may
linger beyond 2021 and probably get
accentuated over time.
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The most obvious one is debt but there
are also more structural matters such
as aging. Most Asian economies have
swiftly offset suppression measures
with direct and discretionary stimuli,
but revenue has continued to weaken
whether at the company, household
or government level. In the same vein,
debt has continued to pile albeit to a
lesser extent than in developed markets.
Correspondingly, on the private sector
side, companies shed headcount and
reduced investment as revenue and
profitability stalled. That has helped with
the adjustment process by lowering costs
but still leave the stock of debt elevated.

On the household side, given limited
income support by governments, Asian
households have taken on more debt
with falling income growth. South Korea
stands out, given its already very high
household debt (Fig. 5). The increasingly
high debt levels imply that monetary
support will remain necessary to keep
interest payments sustainable. On the
household side, higher debt levels in
places with already high debt load such
as Australia, South Korea, and Thailand
mean that the propensity to consume
in the future is also dampened by high
interest expense payment - a key risk to
our recovery prospects.

Figure 5 - Debt to GDP (%)
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For lowly indebted economies such as
Indonesia, India and the Philippines, the
worry is less about the debt stock, especially
household debt, than about income
sources. To cope with weaker earnings,
households and corporates reduced
consumption and investment significantly
and more than the rest of Asia, helping with
the national balance sheet. That said, given
the already relatively low living standards
and GDP per capita, this coping mechanism
is unsustainable, and these economies
need to raise income streams to grow
consumption and investment. The second
important challenge is accelerated aging,
due to Covid-19 and related uncertainties.

Dampening growth momentum puts
pressure on already weak pension systems
that have further eroded during the
pandemic as countries dip into savings
to offset income. Covid-19 has not helped
as fertility rates fell further for countries
such as Mainland China and South Korea,
exacerbating existing trends. Working
age populations in Hong Kong, Japan,
Mainland China, Singapore, South Korea,
Taiwan and Thailand peaked in 2015 and
will gradually decline at an accelerating
rate in the coming decades (Fig. 6). By
2050, the elderly population in these
countries is expected to increase to 27%
from 7% in 1995).

Figure 6 - Working Age Population Growth Rates Shrinking
for Aging Asian Economies (%)
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Notwithstanding this important risk in
post-Covid Asia, there is a silver lining,
namely increasing regional trade
integration. One important example of
this trend is RCEP, which links ASEAN,
China, South Korea and Japan, into a
trade deal. Still, it is important to note
that the Regional Comprehensive
Economic Partnership (RCEP)
negotiations have been dragging for
eight years and that the final agreement
has been watered down in terms of
key liberalization measures. Not only
was the geographical coverage bigger
when the negotiations started but the
scope in terms of liberalization was
also larger. Furthermore, when RCEP
started as response to the Trans-Pacific
Partnership (TPP), the US-China strategic
competition was just starting while it is
now pooling RCEP members in different
directions today. The best example is
recent trade frictions between China and
Australia but there could be many others.
In the same vein, increasingly pervasive
US sanctions against Chinese targets
will not help making RCEP a success.
Against the backdrop of rather negative
structural trends, except for regional
integration, we have to be mindful of a
number of key risks. The first and most
obvious is a setback in the current
narrative that the pandemic should
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come to an end by year-end, thanks
to a flurry of vaccines. The low - but
still important - probability of a setback
would constitute a huge shock for
Asian economies as the fast recovery
that we are expecting for 2021 would
probably not materialize. This is more of
the case for economies which have run
out of fiscal and monetary space. The
second is geopolitical. in fact, before
Covid-19, the key risk to the global
economy was the US-China tensions
and rising deglobalization threatening
regional stability and growth. The
election of Joseph Biden, who is seen
as less hawkish than President Trump,
is unlikely to change the strategic
competition between the US and China.
Already, Biden said that he was not
repealing the Phase 1 tariffs and other
tariffs until comprehensive review. His
rhetoric is also seen as rather hawkish
in recent days on China. And in the final
days of his term, Trump passed a series
of executive actions that further put a
wedge between China and the US that
will require the Biden administration to
reverse. In other words, while the Biden
administration may put the floor to the
US-China deterioration, it is very unlikely
that it will reverse to the Obama years.
So far, China has done well in recovering
in 2020 thanks to its containment of the
virus, which has helped with growth
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recovering. That said, US-China tensions
still constitute an important risk for
China in 2021, and the region as a
whole. This is particularly the case as
different stakeholders in the US call for
additional actions to contain Mainland
China, whether Congress or even NATO
in its new position paper. Beyond the
US, China related tensions are growing
elsewhere, especially Australia. Beyond
the straining of economic relationships, a
more disruptive risks could come in the
security realm, such as Taiwan and the
South China Sea.

CONCLUSIONS
The Covid-19 pandemic has hit Asian
economies hard, adding to the factors
that lead to difficulty in 2019 such as:
the trade war, China’s decelerating
growth and other idiosyncratic issues,
especially in India. As for the pandemic,
the shock has been very different
across geographies. Beyond the extent
of lockdowns and the size of the policy
response, whether fiscal or monetary,
the underlying characteristics of Asian
economies also explain differences in
growth trends. Countries with current
account deficits have suffered as riskoff episodes, especially last March, have
complicated their necessary external
funding, constraining their fiscal support.
On the positive front, Mainland China,
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Taiwan and Vietnam have managed
to recover from the Covid shock faster
not only because of a better sanitary
response to the pandemic but also for
structural reasons, related to their sectoral
specialization. In fact, an important lesson
to draw from the winners and losers
of this pandemic is how important an
early containment might be but also
sectoral specialization and the underlying
fundamentals, especially how costly it
might be to depend on foreign funding.
Regarding policy response, the region has
shown much more courage as opposed
to previous crises even in emerging Asia.
This is more the case on the monetary
front than on the fiscal front - with the
clear exception of Japan and Singapore.
The introduction of full-fledged
quantitative easing in more countries
such as Australia, and even in some
emerging countries such as Indonesia,
India and the Philippines are welcome.
Looking forward, most countries in
the region would do well to improve
on the efficiency of fiscal policy for
countercyclical purposes. The good news
is that aggressive easing in developed
markets has driven rates and the USD
lower, helping with risk appetite.
Among major Asian economies, Mainland
China has clearly been the first in and
the first out with a rather robust recovery.
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We expect the recovery to continue
to be supported by the roll-out of new
vaccines. Against this background and
supported by base effects and the
impact of the 2020 fiscal policy stimuli,
growth in 2021 will be much faster even if
cyclical. The rotation away from Covid-19
sectors into the real economy will help
old sectors, especially transportation,
energy, and retail sales, as well as the
countries most dependent on them.
Challenges from Covid-19 have also
facilitated the progress of a number
of reforms in India, Indonesia and the
Philippines, to which investors will pay
even more attention as the clouds of the
Covid-19 pandemic continue to be lifted.
Japan, meanwhile, will have a harder
time in terms of lifting the economy
beyond a statistical rebound even
under a scenario of a much bigger fiscal
and monetary stimulus. The minimal
structural reforms enacted during the
Abenomics years will continue to push
down potential growth.
Overall, with growth staging a comeback
and companies resuming investment
after a massive drop in 2020, our
outlook remains positive but not
without acknowledging the hangover
of the pandemic. In fact, faster debt
accumulation is an important negative
consequence of Covid-19 and the policy
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response, not only in Asia but globally.
The second negative consequence
is an acceleration of demographic
problems due to the falling fertility
rates across the globe. In Asia, this
hits aging economies much more
brutally than those with a still positive
demographic dividend. On the positive
side, there is a silver lining to Covid-19,
namely a potential boost to regional trade
integration thanks to RCEP.
Finally, a number of important risks
remain to our positive scenario to 2021.
The first and most obvious one relates
to vaccine-related delays which could
come from production or distribution
bottlenecks but also renewed lockdowns.
At the other end of the spectrum, an
inflationary shock could appear due to
supply constraints on the back of pentup demand from a smooth vaccine
rollout and widespread optimism.
Supply constraints would obviously hit
economies with current account deficits
more severely. The third one comes
from growing tensions between the
US and Mainland China, especially as
they move further from economics to
security issues. Taiwan and the South
China Sea are clearly the most important
flashpoints. Finally, such a complicated
geopolitical outlook, coupled with the
lessons learned from Covid-19 regarding
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supply disruptions could push the
reshuffling of value chains further, with
important consequences for Asia. The risk
of decoupling, or even deglobalization if
more generalized, could actually extend
beyond trade towards technology or
even finance, with obvious negative
consequences for growth in Asia and
globally.
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9. SOUTH KOREA’S EFFORTS
AGAINST COVID-19 AND
REGIONAL COOPERATION IN ASIA
by Young-gui Kim
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Asia is an area where we can find opportunities for cooperation that will benefit us all. We must
work to increase economic integration.

T

he epidemic caused by Covid-19
began to spread out to the world in
March 2020. As of February 2021,
more than 100 million people around
the world have been infected, with the
death count exceeding 2.4 million, causing
an international public health crisis that
continues today. Vaccines are currently
being distributed and Covid-19 treatments
are in the final stages of development,
but we still cannot predict when the
pandemic will be over.
Covid-19 is further accelerating the
process of deglobalization that followed
the global financial crisis and adding pace
to the Fourth Industrial Revolution. In the
post-pandemic era, the global economy
will have to deal with many changes,
SOUTH KOREA’S EFFORTS AGAINST COVID-19

such as the economic slowdown and
polarization, reorganization of global
value chains, accelerating digital
transformation, and the increasing need
to pursue sustainability and public
value. These will continue even after the
pandemic is over. We stand at a turning
point in history, and the situation calls for
collective efforts.
Most nations were forced to close
their borders due to Covid-19, and the
slowing effect on economic activity
caused a severe crisis for the global
economy and trade. The IMF forecast
for 2020 estimates a 4.9% decrease in
global economic growth due to the
employment shock and fall in demand.
This is the worst growth rate since the
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Second World War. The WTO predicts
that annual global trade will fall by
between 13% to 32% this year, after
contracting by the largest and fastest
rate in history in the first half of the year.
This year the world economy is expected
to grow by around 5%, but this falls short
of its previous growth trajectory when
considering the base effects.
Covid-19 will likely increase inequalities
in many sectors, as exposure to health
risks varies by age, race and income,
and has an asymmetric impact as well.
According to a Wall Street Journal
article published on 5 October 2020, the
employment rate of white workers in the
U.S. was affected the least by Covid-19,
while black and Hispanic women saw
the most job losses. When looking at
employment changes by income level,
low-earning workers were hit the worst.
The global value chain was already
showing signs of reorganization before
the Covid-19 pandemic. Advances
in globalization had increased the
political pressure caused by economic
polarization and job market troubles,
leading to a new rise in protectionism.
As the U.S. and China clashed over trade
issues and technological hegemony, the
rise in security concerns and other factors
of uncertainty pushed up cross-border
transaction costs. Emerging economies
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became more self-sufficient as the
production technology gap between
regions narrowed, and the rise in labor
costs further drove factory automation.
Even before the Covid-19 pandemic there
were partial disruptions to the global
supply chain, caused for instance by
the Fukushima nuclear disaster in 2011.
But the worldwide collapse of supply
chains caused by Covid-19 came as a
shock like no other in modern history.
Governments around the world reacted
by bringing production and consumption
to a full stop, showing how vulnerable
the current global supply chain is to
communicable disease or natural disaster.
We expect to see changes in the global
industrial structure, toward ensuring
stable production even when this lowers
efficiency, and reducing dependence
on certain countries as value chains are
realigned around core industries. Efforts
are being made to ensure stability in the
global value chain, moving production
hubs closer to markets and sources of
demand, and diversifying the supply
base for components. We expect for
value chains to be integrated into
various regional blocs in Asia, the EU,
North America, centered on nations
with high technology capacity or a large
consumption market, such as China,
Germany, or the US.
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Over the last few years, the ongoing
Fourth Industrial Revolution has
become an issue of keen interest. Digital
transformation and artificial intelligence
form the foundation of this revolution,
calling for advances in network,
computing and algorithm technologies.
More recently we are seeing a rapid
rise in technology and investment
in the areas of 5G networks, cloud
computing, semiconductor processing
technology, and machine learning. Digital
technology is being utilized to combat
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Covid-19, and so-called “untact” services
have expanded, further promoting
the growth of digital businesses and
industries and ushering in the Fourth
Industrial Revolution. We can expect new
products and services to appear in the
online market, as well as more digital
startups in cloud services, data analysis,
education services or business services.
Advances in digital platforms will further
integrate global markets, while data
technology, software, design, and other
digital services will rise as the core of
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new value chains. The acceleration of
this digital transformation will change
our everyday lives and the future of
education and work. Proper education
must be provided to respond to changes
in the scope of work and the workplace.
The issues of digital fragmentation and
income polarization will present further
challenges to overcome.
The current pandemic will eventually
be overcome. But we must prepare
for the possibility of another epidemic
arising as global warming continues.
Our experiences with Covid-19 are
helping us to appreciate the importance
of sustainability. We must mount a
collective response to health threats,
climate change and other challenges
that threaten the environment and
development of the international
community.

HOW WILL THE REGION’S ECONOMY
LOOK LIKE IN THE SHORT TERM?
Next, we will take a look at the situation
in Asia. The Asian region is leading
growth in the global economy. Not just
a production base anymore, the Asian
market has become an important market
for consumption as well. Meanwhile,
economy of scales and network effects
have become more important than ever
in the Fourth Industrial Revolution. This
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means we will need an ample amount of
demand if we are to overcome Covid-19
and progress with the Fourth Industrial
Revolution. This is where recovery in the
Asian economy becomes crucial.
Asian countries actively conduct trade
and investment with each other and
are closely interconnected. While
integration of the European or North
American economies is institutional
in nature, the integration of Asian
economies is market-driven. The recent
conclusion of the RCEP was an important
development for institutional integration
in the Asian region. But compared against
the European Economic Community
or the USMCA in North America, the
RCEP remains relatively low in terms
of market opening and scope of
regulations. The agreement also fails
to include India, a major economy in the
region.
The Asian region has become the stage
for Sino-US conflict. Even in the face of
a common enemy named Covid-19, the
US and China were not able to cooperate.
The conflict is expected to continue
even under the new Biden administration
in the US. We can expect the US to
lower its dependence on China as the
pandemic exposed the dangers of value
chains concentrated on China, and as the
struggle over tech hegemony intensifies
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between the two countries. In particular,
the race to gain technological y hegemony
will have an impact on the value chain of
future technologies. But when considering
the vast labor power and expertise in
China, its enormous domestic market,
interdependence between technology
and industry, and efforts by the Chinese
government, any rush out of China is
likely to remain limited. Therefore, we are
not likely to see major changes in the short
term, but structural change will continue.
Now I will outline South Korea’s efforts
to overcome Covid-19. The Korean
economy was already struggling with
a fall in growth potential due to its low
birth rate and aging population, and with
polarization caused by the insufficient
social safety net. Covid-19 plunged
the Korean economy into a severe
downturn and forced it to face these
major structural changes. In response,
the Korean government launched the
Korean New Deal in July 2020, similar to
America’s New Deal policies launched
in the 1930s to overcome the Great
Depression. The Korean New Deal is
centered around three pillars ‒ the Digital
New Deal, Green New Deal, and the
strengthening of social safety nets.
The demand for online, non-face-to-face
solutions is adding pace to digitalization
in all sectors, seen in the rise of smart
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working, remote working, and cyber
education. Traditional service industries
and small-to-mid-sized manufacturers
are being hurt, while online services and
platform companies are enjoying a rise in
revenue. The pace of transition into the
digital economy will decide the industrial
and business competitiveness of a
nation, making it important to invest in
basic digital infrastructure.
Covid-19 has also provided an
opportunity to reassess the impact and
urgency of climate change, adding
momentum to the transition toward a
green economy. Korea has declared
its goal of achieving carbon neutrality
by 2050. These efforts will improve the
country’s quality of life and expand global
investment at the same time, creating
new jobs and industries.
The transition to a digital and green
economy will generate new technology
and jobs in new industries, diversifying
the labor market with new platform
workers and various forms of remote
working. At the same time, however,
cases of job mismatch and the fall in
demand for low-skilled labor could cause
relocation of workers, and an increase in
unemployment and polarization. To deal
with these concerns, it will be necessary
to expand and upgrade vocational
training, extend legal protection to new
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forms of employment, and fortify the
social safety net to ease unemployment
and disparities in income.
The Korean government plans to spend
14.1 trillion won (roughly €10.4 billion) in
this area by 2025, together with efforts to
encourage investment from the private
sector. Nations around the world are
pouring massive funds into overcoming
the economic crisis caused by Covid-19.
Now measures should be taken to guide
these funds into more productive sectors.
The necessary policy framework and
regulations must be established as well.

WHICH BEST PRACTICES SHOULD ASIA
BE ADOPTING? ARE THEY FEASIBLE?
Now is a time to explore new directions
of international cooperation to identify
the new opportunities presented in the
lifestyle changes caused by Covid-19
and the Fourth Industrial Revolution.
As mentioned, Korea has launched the
Korean New Deal to overcome the
Covid-19 pandemic and respond to the
challenges of digital transformation
and climate change. Other major Asian
economies have engaged in similar
policies as well. I believe this is an area
where we can find opportunities for
cooperation that will benefit us all.
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We must work to increase economic
integration in Asia. As I have mentioned,
the Asian region lacks an institutional
instrument for economic integration.
Therefore the concluded RCEP agreement
must be brought into effect without delay.
The RCEP will enable us to exchange
our views and manage conflict. An FTA
between China, Japan and Korea (the
CJK FTA) should also be brought to
conclusion as soon as possible. Compared
to Europe or North America, there is a
lack of discussion on new issues in the
environment, labor, or data in the Asian
region. Korea, China and Japan are already
engaged in cooperation in a wide range
of areas. These three nations account for
approximately 70% of the total economic
size of the RCEP, and the CJK FTA will
be an important development in bringing
Asian economies together.

| 60

ITALIAN INSTITUTE
FOR INTERNATIONAL
POLITICAL STUDIES

ASIA & EUROPE INITIATIVE

PATHWAYS TO RECOVERY IN POST-PANDEMIC ASIA

10. CHALLENGES FOR INTERNATIONAL
TRADE IN THE POST-PANDEMIC
DIGITAL AGE: A VIEW FROM JAPAN
by Eiichi Tomiura

Eiichi TOMIURA, Professor, Hitostubashi University and Faculty
Fellow and Program Director, Research Institute of Economics,
Trade and Industry.
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We should start discussing the future design of international trade regime by realizing that our
post-pandemic economies will certainly depend on digital data flows more than ever.

G

lobal trade experienced a sharp
drop due to the spread of Covid-19
early last year but managed to
recover to pre-pandemic level later in the
same year. Japan was no exception to
this trend. More than one-third of Japan’s
total exports evaporated in the three
month stretch between March and May
last year, but its total exports rebounded
and even exceeded pre-pandemic levels
in October 2020.

are still below their pre-pandemic March
levels. Likewise, exports from the EU to
Japan also have yet to show significant
signs of recovery. When we discuss
international trade, the concentration on
trade in goods misleads our discussions.
International travel bans during the
pandemic affected tourism revenues in
the Balance of Payments especially for
countries which typically attract many
tourists, such as Italy and Japan.

While it’s true that this pattern was
widespread, the recovery speed
substantially varies across countries.
Some segments of world trade remain
far from a post-pandemic recovery. For
example, Japanese exports to the EU

As pointed out by Baldwin and Tomiura,1
Covid-19 affected our economies not
only as a supply shock, which had already
been fixed largely by China’s restarted
production, but also as a demand shock
in Covid-19 infected countries. Fears of
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income loss and unemployment for lowwage workers with unstable employment
contracts in non-tradable service jobs
may even ignite anti-globalization
protectionism. As Covid-19 has serious
regressive distributional impacts, the
inclusive growth sustained by stable
domestic non-tradable jobs has become
more important than before the pandemic.

CHANGES IN THE LONG-RUN TREND
In discussing the recovery to the prepandemic level, we also need to note
that the global trade had already
experienced a change in its long-run
trend even before the first wave of
Covid-19. International trade and foreign
direct investment (FDI) of the world no
longer continued to increase over the last
several years (Figure 1 for world exports).
For Japan, exports no longer continued
to grow after the global trade collapse.
The trade balance in goods, once
criticized for its enormous surplus since
the 1980s, has often turned to deficit in
recent years. The offshore production
ratio also ceased to increase since 2015.2
Japanese multinational corporations had
already begun to diversify their offshore
activities away from China even before
the COVID-19 arrival.3
Antràs (2020) discusses these changes
as the end of the unsustainable

“hyperglobalisation” since the middle
of the 1980s.4 Remarkable rise of wage
levels in China is among the causes of this
historic transformation. In this sense, the
Covid-19 pandemic should be regarded
as an alarm reminding us of the historic
change that was already well underway in
the last decade.

LINKAGES OF TRADE AND
DIGITAL DATA
Although we tend to be influenced
by news of aggregate world trade, it
is also critical to note its structure as
well. Due to accumulated stocks of FDI,
many multinational enterprises actively
engage in offshore production by their
affiliates and/or in offshore outsourcing
to foreign companies. In the Japanese
case, Japanese multinationals produce
more than one quarter of their global
outputs in their offshore affiliates,
mainly located in East Asia. This share
is even higher reaching nearly half in
manufacturers of automobiles.5 As a
result, global production now heavily
depends not only on dense networks
of trade in parts and components but
also on intense communications across
national borders for coordinating justin-time production and delivery. Travel
bans implemented during the pandemic
forced firms to substitute face-to face
contacts, which have facilitated coordination
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Figure 1 - Long-run Trend of World Exports

for global supply chains, at least partly
by virtual digital meetings. Expanded
E-commerce orders by consumers during
lockdowns also push our economies toward
more dependence on data transfers.6
Terminating global supply chains and
relocating production to domestic plants,
however, do not make economic sense.7
Global firms are under intense pressure to
upgrade their digital capability to coordinate

more complex operations with customers
and suppliers across diverse countries more
efficiently while incurring additional cost
burdens of redundant sourcing for a riskhedge purpose.
As we depend more on efficient and
reliable data flows across borders to
keep our economies afloat, it becomes
more critical for us to facilitate cross-
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border data transfers under transparent
rules. We at the same time need to keep
protecting the privacy of our citizens as
a fundamental social norm.8 However,
some countries restrict cross-border
transfers of wide-ranging types of data
without clear legal mandates and require
multinationals to locate their data centers
within host countries. These obstacles
become more serious as our economies

depend more on digital data flows after
the pandemic. Our survey of Japanese
firms (Tomiura et al. 2019 and 2020)
shows that,8 although the number of
firms transmitting data across borders
and affected by cross-border data flow
regulations is limited, they are significantly
large, productive, innovative, and
globalized (Figure 2), suggesting that we
should not underestimate the spillover

Figure 2 - Characteristic of Firms Collecting Data Overseas
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effects that cross-border data transfer
regulations have on our economies.10
Countries with shared interest in efficient
data flows and respect for privacy around
the globe are expected to initiate efforts
for establishing international rules on
digital trade. We have no such international
rule, as digital trade in the current fullrange form did not exist two decades
ago when the World Trade Organization
was established. Japan has concluded
the Trans-Pacific Partnership Agreement
and EU-Japan Economic Partnership
Agreement, which include high standards
on digital trade. Further collaborations are
expected in this direction.
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1.4 million while the world total increased
from 5.8 to 6.1 during the most recent five
years 2014-2018.

4.

Antràs, P. (2020) “De-globalisation? Global
value chains in the post-COVID-19 age”,
Working Paper 28115, NBER.

5.

These shares are from the same METI’s
survey.

6.

According to METI (2020), cross-border
E-commerce trade is increasing sizably.
Japan’s imports from China rose by 7.9%
from the previous year and reached 1.7
trillion yen in 2019. The corresponding
numbers during the Covid-19 pandemic
period have not yet been published.

CONCLUSIONS
The sharp decline of world trade caused
by Covid-19 early last year was already
offset mostly by the quick recovery which
transpired later in the same year 2020
mainly driven by China. However, it is
essential to note that both world trade
and FDI had ceased their expansion since
the Global Financial Crisis, well before
the pandemic. Although (or because)
we are still fighting against Covid-19, we
should start discussing the future design
of international trade regime by realizing
that our post-pandemic economies will
certainly depend on digital data flows
more than ever.
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7.

According to the survey of FDI by Japan
Bank for International Cooperation in
2020, many firms responded to Covid-19
by increasing operating funds, securing
dual sourcing, or investing for automation.
Few firms relocated production to
domestic sites.

8.

Japan has been declared as “adequate”
by the EU, which indicates that the
transmission of data to Japan occurs
under a comparable treatment with that
within the EU.

9.

Tomiura, E., Ito, B., and Kang, B. (2019)
“Effects of regulations on cross-border
data flows: Evidence from a survey
of Japanese firms,” Discussion Paper
No.19-E-088, RIETI; Tomiura, E., Ito, B.,
and Kang, B. (2020) “Characteristics of
firms transmitting data across borders:
Evidence from Japanese firm-level data”,
Discussion Paper No.20-E-048, RIETI.

10. We distributed a questionnaire in 2019 to
almost all Japanese mid- or large-sized
firms in manufacturing, wholesale, and
information-related service industries,
and collected responses from more than
twenty percent of them, with the total
exceeding four thousand firms. According
to Tomiura et al. (2019 and 2020), firms
that collect data overseas are on average
more productive than firms that do not
regularly collect data overseas or in
Japan by 14 to 18%.
11. Ministry of Economy, Trade, and
Industry, Japan (2020) Market Research
of E-commerce (Denshi shotorihiki ni
kansuru shijo chosa, in Japanese), Japan.
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11. HOW CHINA AND EU CAN HELP
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The EU could become a more relevant partner for Asia through the cooperation with China,
especially through the new investment agreement.

T

he pandemic has cast a severe
negative influence on the world
economy. The Global Economic
Outlook Report released by the
Organization for Economic Cooperation
and Development (OECD) shows that
global GDP fell by 4.2% in 2020, which
means that the total global economy
dropped from $87.75 trillion in 2019 to
$84.07 trillion in 2020, shrinking by $3.68
trillion.
The United States, Japan, Germany and
other developed countries, as well as
Russia, India, Brazil and other emerging
markets and developing economies, all
have been “tripped” by the epidemic,
with the national GDP decreased by 3.8%
to 11% separately.

China’s economy is really going against
this trend. Thanks to strict and effective
measures, China quickly brought the
epidemic under control in the second
quarter of 2020 and took the lead in work
resumption. The International Monetary
Fund (IMF) has forecast that China will
be the only major economy in the world
to achieve positive economic growth in
2020.
The world expects China’s economic
recovery can help to boost other
countries and regions’ economy. The
EU would become a more relevant
partner for Asia through the cooperation
with China, especially through the new
investment agreement with China.
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Firstly, China and the EU can cooperate
on pandemic control.
The COVID-19 has caused 112.5 million
cases and 2.497 million deaths by
February 25. Although China has
provided vaccines to 53 developing
countries, and has/is exported/
exporting vaccines to 22 other countries,
some low- and middle-income countries
and population can’t get access to
vaccines. The EU has doubled its funding
to COVAX by contributing €10,000 million
to the plan. But these countries would
rather prefer vaccines to money. And the
lack of vaccine production capacity and
the high requirements for storage and
transportation also make it challenging
to promote widespread vaccination.
The EU, as a mediator, could join China
and the US in a vaccine summit to
help forge a trilateral dialogue and
coordination mechanism to promote
global cooperation on pandemic control
and vaccine distribution to jointly help
those vulnerable countries.
Secondly, China is furthering its
opening up and promoting Asia
economic integration, and the SinoEU Comprehensive Agreement on
Investment can enhance China’s degree
of globalization.

China’s 14th Five-Year Plan aims to
make full use of the domestic and
international markets and resources,
proactively promote the coordinated
development of imports and exports,
and further promote foreign investment
and oversea investment. The “doublecycle” economic strategy emphasized
in China’s 14th Five-Year Plan can further
promote openness and integration with
international markets.
The Regional Comprehensive Economic
Partnership, formally signed on
November 15, 2020, is the largest free
trade agreement in the world, and will
create great opportunities for Asia-Pacific
countries. By lowering tariff and non-tariff
barriers, the RCEP will serve as a catalyst
for Asian integration and help cement
China’s central position in the region at
a critical time of rising trade frictions and
protectionism.
While the CAI goes much beyond the
RCEP to advance China to a higher-level
reform and opening-up by focusing on
institutional openness. The agreement
covers higher level of market access,
fair competition rules, environmental
impact and sustainable development,
labour, state-owned enterprises or
subsidies, and dispute settlement that is
far beyond traditional bilateral investment
agreements.
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Regarding market access, the agreement
adopts a pre-establishment national
treatment and negative list model. Preestablishment national treatment means
the treatment of foreign investors will
be no less favourable than afforded to
Chinese domestic investors at the stage
at which they first made their investment.
For the first time, China committed to a
negative list – setting out industries in
which foreign investment is prohibited,
unless the investor meets certain
conditions – in all sectors, both service
and non-service. This aligns with the
Foreign Investment Law, which set
out a negative list system for foreign
investment.
European enterprises in the
manufacturing, construction, transport,
finance, telecoms, computer, consulting
and health care sectors will enjoy
better access to China. In terms of
fair competition, China and the EU
have reached a consensus on stateowned enterprises, transparency of
subsidies, technology transfer, access
to standard setting bodies and clarity on
administrative enforcement and financial
supervision.
On sustainable development, the
agreement makes specific provisions
on environmental and labour issues.

China will work towards the ratification
of the outstanding International Labour
Organization conventions and effectively
implement already ratified conventions.
The agreement covers a state-to-state
dispute settlement mechanism, which
envisages an institutional framework
for monitoring the implementation of
commitments, including regular political
monitoring.
In addition, ad hoc mechanisms are
included for rapid engagement at the
political level in case of serious and
urgent problems. Regular dialogue and
participation of stakeholders, including
businesses and social organizations,
will be an important part of the
implementation process.
Furthermore, the agreement will give
a strong impetus to China joining the
Comprehensive and Progressive TransPacific Partnership Agreement (CPTPP),
about which Chinese leaders have
recently expressed an openness. China
would first have to align with international
rules on governmental procurement,
subsidies, state-owned enterprises and
labour standards. The China-EU deal will
push Beijing to raise standards on many
fronts and reform parts of the economy
that are not in line with international
practices.
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Thirdly, China and the EU can cooperate
on tackling global warming.
Climate change not only destroys
human property but also would lead
to a migration crisis. The Paris Accord
aims to limit global warming’s impact to
an increase of well below 2, preferably
to 1.5 degrees Celsius, compared to
pre-industrial levels. In accordance
with this goal, many countries have
formulated detailed emission reduction
targets and measures. China has also
outlined to hit peak emissions before
2030 and to achieve carbon neutrality
by 2060. Europe has already peaked its
emission and promised to achieve carbon
neutrality by 2050.
Regarding climate change, Chinese and
European leaders have established the
China-EU High-Level Environment and
Climate Dialogue.

Organization reforms and global
governance. As the emerging economies
develop, global governance goes
from unipolar to multipolar, and new
international economic and political
institutions are needed. The world’s three
largest economies’ cooperation is crucial
to the establishment of new orders.
The CAI will foster cooperation among
China, the United States and Europe.
Further integration among the three
parties in investment, trade and the
economy will help dilute ideology. Thus,
the agreement not only benefits China
and the EU, but the rest of the world,
including the US.
To achieve world economic recovery and
sustainable development, China, Asia and
Europe need to work together.

The EU can also expand the G7 to G10
to include China, Russia and India
on coping with the climate change.
This inclusion would bring together
representatives of both developed and
developing countries, and under this
framework membercountries can find
new development opportunities by
helping each other.
Fourthly, China and the EU can work
together to promote World Trade
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A

lthough the Covid-19 pandemic
is still far from resolved, one
aspect that quickly became clear
after the acute health emergency was
its role as a catalyst of pre-existing
geopolitical trends. Even though the
virus will undoubtedly make an important
contribution to re-shaping Asia’s
geopolitical landscape, it proved not to
be the sole factor to watch in the short
run.
The pandemic has in fact created a
new economic reality for Asia: one
that prioritises regions and regional
economic and trade relations in the
continent’s recovery. The recently
concluded “Regional Comprehensive
Economic Partnership” (RCEP) is a case
in point. After Asia’s slowdown in 2020
- amounting to about 2.2% according to
International Monetary Fund estimates
- regional cooperation became more
pressing. However, regional power
imbalances now risk initiating a domino
effect and endangering the region’s
social, economic and health recovery
more than ever.
As the findings compiled in this work
show, one asset that Asian countries
should be taking into consideration
is the growing relationship with the
European Union (EU), especially in terms
of the mutually beneficial free trade
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agreements that have either been signed
already or placed under discussion
with several Asian partners. The EU is
indeed ready to engage more deeply,
but questions arise on whether there is
still room for another external power in
addition to the United States (US), which
seems to be ready to renew its leading
position in Asia under the Presidency
of Joe Biden. Under Donald Trump,
the US had already proven to be an
unpredictable ally to Asian countries: one
that was incapable of shifting the rhetoric
from China’s containment to a more
inclusive “Free and Open Indo-Pacific”
strategy, as Japan had envisaged. During
the pandemic, this attitude questioned
Washington’s ability to engage powers
like Japan, South Korea and Australia
effectively and promote a successful
investment model that complements
China’s Belt and Road Initiative, instead of
merely antagonising it.
The pandemic has not only fostered
regional economic cooperation,
but may also result in heightened
competition in Africa, where Japan
and China currently maintain the upper
hand. India, conversely, has shown an
interest in continuing to re-engage the
continent, mainly by attempting to open
new diplomatic dialogues. For now,
South Korea has chosen to support
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the status quo. Should the pandemic
continue to accelerate this rush towards
resources and investments in Africa, the
continent may become the theatre of a
“controlled” power struggle between
Asian countries that could reverberate
on the other side of the Indian Ocean and
endanger effective regional cooperation.
In light of the above and based on the
authors’ contributions to this Initiative,
the following options remain crucial
for navigating post-pandemic Asia
successfully.
a) On EU-Asia relations. If the EU and
Asia aim to make a difference in postpandemic regional politics and security,
bilateral agreements like the “EU-Japan
Strategic Partnership Agreement,”
the “EU-Japan Economic Partnership
Agreement” and the “EU-Japan
Framework Partnership Agreement”
should be followed up by joint policy
actions and taken as an example for
similar agreements with other Asian
countries. Japan can indeed be a central
partner for the EU in the short-term
future. Strengthening these forms of
bilateral cooperation may prove to be a
first step in the right direction, in terms of
taking successful concerted action and
engaging Asia as a whole.
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b) On EU-Asia trade. Under the
harmonised rule of origin framework and
thanks to the reduced tariffs introduced
by the RCEP, European companies with
well-established intra-Asian supply
chains or subsidiaries are set to benefit
from reduced costs. At the same time,
EU exporters will be more exposed to
losing competitiveness in sectors that
enjoy strong intra-Asian supply chains.
In this case, segmented regulatory
frameworks would foster the expansion
of e-commerce within RCEP signatories
but not with third countries. Therefore,
the common rules of digital trade
should be quickly defined, so as to avoid
being restricted in what is set to become
the key share of world trade.
c) On Africa-Asia relations. In a context in
which China’s expansion in Africa remains
unmatched, Japan and India add to the
complexities that characterise Beijing’s
rise across the continent. Africa has
indeed become immensely crowded, as
an increasing number of Eastern partners
join Western powers. African countries
should thus learn to strike a balance
between risks and opportunities
and respond to Asian and Western
competition accordingly.
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