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Foreword

The COVID-19 pandemic has caused massive disruption and volatility to the 
global economy. The loss of lives and livelihoods has pushed governments to 
intervene significantly in response to the crisis while businesses are adapting 
to the rapidly changing needs of their people, consumers, and suppliers.

As the world contends with the outbreak, countries in Asia have pioneered 
containment strategies, shaped new protocols, and restarted economic 
activity. Asia has weathered through previous crises and have emerged 
stronger in spite of these setbacks.

The Konrad Adenauer Stiftung’s regional program on “Socio-Economic 
Governance in Asia” (SOPAS) has conducted this research, “COVID-19 and 
the Future of Doing Business in Asia” jointly with the Asian Institute of 
Management Rizalino S. Navarro Policy Center for Competitiveness 
(AIM RSN PCC) to outline how the “new normal” will look like. Asia’s 
resilience to the shocks brought about by COVID-19 provides a first sketch 
of how the structural changes accelerated by the pandemic has reimagined 
and reformed the roles of the State and businesses. As businesses in the 
region resume economic activity, Asian governments and enterprises are 
in a unique position to define and structure the “new normal”, providing 
Germany, Europe and the rest of the world a tentative template of how to 
respond to these unprecedented challenges.

The research team led by Prof. Jamil Paolo Francisco, AIM RSN PCC’s Executive 
Director, looked at how COVID-19 is reshaping the future of doing business in 
the region. Data was collected from Japan, South Korea, Philippines, Singapore, 
and Vietnam to understand how COVID-19 is affecting (1) agility, innovation, 
and resilience among small and medium-sized enterprises (SMEs), (2) the 
future of work, (3) the state of globalization, (4) Asian-European relations, 
and (5) institutions and economic regulations.

The study looks at how business leadership has changed in the current highly 
uncertain environment and illustrates how SMEs have innovated in response 
to the crisis. The findings highlight the changes in the relationship between 
employers and employees, the way the economic and cultural concept of work 
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is altered as remote work has been adopted more widely, and the burden 
placed on the “lock down generation” as a result of these developments. The 
publication examines how perceptions towards globalization has changed as 
well as the recent trends towards regionalization and reorganization of supply 
chains to other parts of Asia. It also discusses the current developments 
altering Asian-European relations. And finally, the research takes a closer look 
at how the relationship between the State and private sectors have changed 
and if these ties will persist in the future.

The research’s findings are organized around fourteen themes that cover these 
dimensions, defining the trajectories of economic activity in the region. It is 
our hope that the research report provides directions and recommendations 
to policymakers, development partners and businesses to effectively rebuild 
more resilient businesses and take advantage of the opportunities amidst 
the economic turmoil and disruption.

Rabea BRAUER
Director, Social and Economic Governance Programme Asia (SOPAS)
Country Representative
KAS Japan

Cristita Marie PEREZ
Senior Programme Manager, Social and Economic Governance Programme 
Asia (SOPAS)
KAS Japan
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Executive        
 Summary

COVID-19 has changed the way people work, and the way they live their 
lives. It has changed the way companies run their businesses, and the way 
they interact with their customers and employees. It has changed the way 
governments prioritize issues, and the way they address crises.  Businesses, 
especially small firms, have been tremendously affected and are facing the 
possibility of having to exit the market permanently. Meanwhile, individuals 
have had to face job losses, retrenchments, and major disruptions in work 
arrangements on top of having to deal with personal and family health 
concerns. 

Given this backdrop, this report seeks to examine how the COVID-19 pandemic 
crisis is changing the economic landscape in Asia and is shaping the future of 
doing business in the region. In particular, this paper first looks at secondary 
sources to analyze macroeconomic trends affecting business, particularly 
small and medium enterprises in Japan, South Korea, the Philippines, 
Singapore, and Vietnam across five dimensions, namely 1) Agility, Innovation, 
and Resilience, 2) Future of Work, 3) Globalization, 4) Asia-Europe Relations, and 
5) Institutions and Economic Regulations. It then proceeds to contextualize 
these trends and lend color to emerging themes by presenting on-the-
ground insights and examples through interviews with SMEs, government 
representatives, and experts from the five selected countries.   

1. Agility, Innovation, and Resilience among Small and Medium-
sized Enterprises

Collectively, small and medium enterprises (SMEs) play an important 
role in the economy, especially in terms of job creation, employment, 
and inclusive growth. Individually, however, SMEs tend to be particularly 
vulnerable to external shocks because of their size, limited access to 
financing mechanisms, and underdeveloped operational capabilities.  
Thus, it is important that policymakers put in place efforts and support 
measures that will not only enable SMEs to adapt in response to the 
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crisis, sustain their viability, and quickly recover, but also empower them 
to create more value through innovation.

Theme 1: Business agility has been a critical success factor for small 
firms in surviving the impact of the pandemic.

• Increasingly volatile, uncertain, complex, and ambiguous (VUCA) 
environments require firms to be agile for them to survive and 
thrive. To enable agility, a firm depends on a flexible backbone in the 
form of a dynamic organizational structure to support rapid changes in 
business direction. SMEs’ smallness and relatively flat organizational 
structure have given them greater flexibility to respond quickly to 
the constantly changing short-term policy landscape and business 
environment during the COVID-19 pandemic.  

• Alongside agility, entrepreneurial orientation (EO) is another 
important factor in a firm’s survival during crises. EO is defined 
as a firm’s innovativeness, proactiveness, and willingness to take 
risks (Covin & Lumpkin (2011) as cited in Eggers (2020)). Making 
“entrepreneurial” decisions has been necessary during the pandemic, 
with firms needing to make fast decisions on how to respond to 
materials shortages, allocate resources, and modify operations, 
among others.

• Furthermore, in the absence of a business continuity plan, 
SME survival depends on building resilience in three key 
areas: organizational, financial, and operational. Organization 
resilience can be reinforced (1) by clearly identifying or affirming the 
authority of a final decision maker for each aspect of a business, (2) 
ensuring that information flowed smoothly along reliable channels 
of communication across all levels of the organization, and (3) by 
allowing for informed discussion among key stakeholders as needed. 
Financial resilience can be built by quickly recognizing changes in 
income-generating activities and cost-driving business processes as 
market preferences and public health guidelines change overnight. 
Finally, operational resilience is maintained (1) by building redundancy 
for critical assets and processes, and (2) by quickly modifying supply 
chain and logistics operations in response to new market and policy 
environments.

COVID-19 and the Future of Doing Business in Asia
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Theme 2: Firms have had to innovate products, processes, and 
business models to thrive in the emerging new normal.

• Business model innovation is particularly important in times 
of crisis. Firm innovation is typically defined as product innovation 
and process innovation, but crises typically call for business model 
innovation, or the implementation of changes in how a firm carries 
out its mission, conducts its business, and supports its financial 
viability. 

• Small firms face multiple barriers to innovation. These barriers 
include lack of technology and infrastructure, lack of capital, lack of 
management and expert qualifications, and lack of qualified employees 
with technical know-how. SMEs also have limited cash resources and 
therefore seek to prioritize allocating funds for operating expenses 
rather than for innovation (through R&D expenditures). And yet some 
SMEs have demonstrated their willingness and ability to innovate by 
leveraging on the benefits of smallness—flexibility, independence, 
simplicity of operations, and strong personal relationships.

• Government can help by adopting accommodating policies 
and regulations for small business. Helpful interventions include 
lower interest rates and loan guarantees (less financing constraints), 
deferral of payments and permit requirements, and adoption of 
a regulatory sandbox approach in dealing with SMEs in the digital 
space.

Theme 3: Digital technology and e-commerce has emerged as 
important enablers of SME resilience and innovation.

• The use of digital technology is a critical factor in the success 
of SMEs in introducing innovations and minimizing business 
disruptions during the pandemic. Many of the SMEs interviewed 
turned to telework and e-commerce to ensure continued operations. 
SMEs also saw a significant rise in the use of online stores, courier 
services, and digital payment systems, and many SMEs see the 
potential from engaging in e-commerce.  

• However, issues of internet connectivity and digital skills 
emerged especially among SMEs. Unequal access to reliable 
broadband internet connections has created a digital divide that many 
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small firms and their employees have had to bridge. Furthermore, 
SMEs interviewed reported the importance of basic computer skills 
among employees in minimizing disruption to operations. 

• Governments should ensure that adequate physical, digital, and 
social infrastructure are in place to support SME digitalization. 
Absence of the necessary infrastructure stifles SME innovation 
and undermines their resilience. Unlike large firms that may have 
sufficient resources to invest in digitalization, small firms may require 
direct government support in building their digital capabilities—from 
internet broadband access to employee training.

2. COVID-19 and the Future of Work

The downturn in economic activity induced by the COVID-19 pandemic and 
the various mitigating strategies implemented by country governments 
is likely to have lasting impacts on labor markets across the world, and 
the pandemic itself is likely to have lasting impacts on the nature of 
work across industries. Safe distancing restrictions have forced firms to 
introduce various telework schemes to ensure business continuity, while 
businesses where teleworking was infeasible have had to adopt safety 
measures to ensure the health and well-being of workers. Yet, despite 
various efforts to sustain work and economic activity while observing 
safety and health protocols, statistics from the first half of 2020 already 
reflect some negative impacts of the pandemic on both businesses and 
employment. Furthermore, the youth are expected to carry the economic 
burden of the pandemic in the long-term.

Theme 4: The COVID-19 pandemic has led to widespread adoption 
of telework through modern information and communication 
technologies, but not all work could be performed remotely.

• The COVID-19 pandemic has accelerated the adoption of 
technology-enabled alternative arrangements, as most 
businesses were forced to quickly adapt to the restrictions of 
the new environment. Government restrictions across Japan, the 
Philippines, Singapore, South Korea, and Vietnam necessitated the 
quick implementation of alternative and flexible work schemes 
to mitigate the spread of COVID-19. Immediate compliance and 
successful adoption for some firms was possible due to the marked 

COVID-19 and the Future of Doing Business in Asia

xiv



increase in broadband internet penetration especially in urban areas 
during the last two decades, the mass proliferation of connected 
devices, and the availability and growing use of instant messaging 
and video conferencing applications prior to the pandemic.

• However, while some businesses managed to adopt telework 
and maintain acceptable levels of employee productivity, many 
businesses realized major challenges. These challenges include 
the lack of internet infrastructure, communications software and 
ICT equipment among employees. Many workers also did not have 
home environments conducive to long, undisrupted periods of 
telework. Other barriers to successfully implementing telework was 
businesses’ digital-readiness prior to the pandemic, data security and 
data privacy concerns, and ensuring worker productivity at home.

• Policies must be centered on reducing the barriers faced by 
firms in going digital and making work crisis-proof and future-
ready. Encouraging public and private investments in ICT can 
help encourage digital transformation by lowering the cost of 
internet service and improving the speed and reliability of internet 
connections. Institutions also have a role to play in creating laws and 
regulations that protect both firms and workers from data security 
breaches and putting in place laws to protect data privacy, while 
avoiding unnecessary regulatory burden that stifles innovation 
especially among small firms. Finally, capital constraints that prevent 
small firms from going digital must be addressed by accommodative 
policy.

Theme 5: The pandemic has expanded the role of employers in 
ensuring worker productivity and wellbeing outside the traditional 
workplace, with increased emphasis on occupational health and 
safety.

• There is a need to ensure the mental and physical safety 
and wellbeing of workers in the context of alternative work 
arrangements arising from the COVID-19 pandemic. Ergonomic 
equipment and space complying with general occupational safety 
and health guidelines may not be readily available at home. On top of 
employee fears concerning their safety and health amidst the ongoing 
pandemic and their own financial stability, isolation from friends and 
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colleagues, and disruption from daily routines can cause mental 
stress and anxiety among workers. Work-life balance also becomes 
a challenge, especially as the demands from home and from work 
coexist at the same time and within the same space. Furthermore, 
working hours tend to extend beyond traditional office hours when 
employees are working from home. 

• Both governments and the private sector have roles to play 
in addressing these new challenges. Governments have the 
responsibility of ensuring that laws and protocols on occupational 
health and safety are implemented in alternative work arrangements, 
such as remote work, telework, and work-from-home. Regulations on 
working hours should be reviewed in the context of such alternative 
schemes. Businesses have the responsibility of ensuring compliance 
with occupational health and safety laws. They must consider 
evaluating employees’ workstation at home, and helping their workers 
set up their remote workstations. Internal policies on working hours 
must be created and strengthened to protect employees’ mental 
wellbeing and help them balance work from home life.   

Theme 6: Investments must be made in upskilling and reskilling of 
workers as job functions and customer expectations change.

• Rapid skills development and retraining have become even 
more important than before as firms find themselves having to 
drastically change business models or essential activities. Digital 
competencies have become a basic requirement for any firm that 
seeks to thrive in the new environment where digital solutions such 
as e-commerce platforms and productivity software have become 
critical tools for business continuity. Retraining of workers has 
become crucial for firms to remain agile and responsive to changing 
business environments and ensuring that employees can perform 
several functions. 

• There is space for the public sector in supporting upskilling and 
reskilling of workers. Alongside private initiatives to retrain their 
workforce, government programs encouraging or directly supporting 
technology and digital skills development can create a future-
ready and crisis-resilient workforce. Small firms, in particular, need 
strong government support given that their limited resources tend 
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to hamper capacity building required for successful digitalization 
preventing them from taking full advantage of digital solutions and 
e-commerce.

Theme 7: Widespread adoption of telework arrangements and 
enhanced safety and health protocols by firms during the pandemic 
may be less viable in the long run especially for smaller firms and in 
less developed economies.

• Small firms have mixed sentiments on the viability of work-
from-home arrangements in the long-run. Younger, more digitally-
ready participant firms were more receptive to the idea of adopting 
work-from-schemes in the long term, than older firms, many of which 
saw such arrangements as more costly and less productive at least 
given their current resources and competencies. Most smaller firms 
anticipate a return to the traditional work-from-office/factory setup.

• Remote working is also not feasible for all types of occupations and 
all types of jobs. Brussevich, et al. (2020) found that teleworkability 
varies by type of occupation, with occupations requiring workers 
proximity being the least teleworkable and occupations where tasks 
can be accomplished through digital technologies being the most 
teleworkable. The same study also shows that teleworkability also 
varies by sector. Country statistics show that in all five countries 
considered, a large chunk of workers are employed in less 
teleworkable occupations and sectors. 

• These findings have important policy implications for countries 
where the main drivers of economic activity and employment 
are sectors where teleworking is least feasible. Country 
governments will have to address issues of unemployment as well as 
possible long-term impacts on the employability of workers who may 
face long periods of unemployment during and after the pandemic 
or permanent job loss due to automation. Occupational safety 
and health must be a priority in restarting economic activity and in 
defining the new workplace. 
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Theme 8: Ensuring the safe return to work is crucial for business and 
economic recovery.

• Reconfiguring formal workplaces is necessary to protect both jobs 
and employees as  physical workplaces reopen, but they can also 
be costly for SMEs. Staggered workforce schemes, frequent rapid 
testing for COVID-19 infections, physical investments in protective 
gear and installations, digital solutions and IT infrastructure, regular 
cleaning and disinfection of common areas, and promotion of good 
personal hygiene are just some of the measures that firms are 
expected to adopt in the new normal. For many firms, and especially 
for small businesses, such increased safety and health measures 
have significantly increased operating costs, which may undermine 
business profitability in the long run. 

• Governments are expected to come up with guidelines for a safe 
return to work and can help private firms in complying with these 
guidelines. Many SMEs lack the formal mechanisms in formulating 
and carrying out safe return to work guidelines. Governments can 
help by formulating clear and implementable guidelines that can 
support SMEs in ensuring their workers’ safety while a cure and 
vaccine for COVID-19 is not available. Subsidizing personal protective 
equipment across the populations can also help ease the economic 
burden falling on SMEs to comply with health and safety protocols.   

Theme 9: The “lockdown generation” will carry the economic burden 
of the pandemic.

• The youth are expected to shoulder the negative impacts of 
the COVID-19 crisis for years to come. The ILO (2020) sees the 
COVID-19 pandemic affecting the youth in three dimensions: (1) 
through disruptions in education, training, and work-based learning; 
(2) through increased difficulty in finding new jobs and in entering 
the labor market; and (3) through job and income losses and lower 
quality employment. This triple threat on today’s youth, who may 
constitute a “lockdown generation,” may have long-lasting effects on 
their future employment prospects and outcomes.

• Specific labor policies are needed to prevent a “lockdown 
generation.” Programs such as job search assistance and youth 
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training and reskilling are important in preventing scarring effects in 
the youth’s future employment outcome. 

• Formal education and training must continue. While maintaining 
strict health and safety protocols is absolutely necessary to prevent 
further spread or new waves of infection, educational institutions 
must be able to minimize disruptions to their students’ learning at 
all levels of education. Government support and guidance may be 
necessary to equip and enable schools to quickly adopt alternative 
learning methodologies including online delivery of instruction. 
Alternative learning delivery modalities, such as self-learning modules 
that do not require internet access, must be quickly implemented 
especially in rural areas. Educational institutions must be ready to 
take remedial action to ensure the quality of education received by 
students.

3. Globalization

The COVID-19 pandemic has battered international investment and 
trade. The disruptions brought about by the pandemic, including various 
government interventions meant to curb the spread of the virus that had 
consequently impeded flows across global value chains, put emphasis 
on the need to establish resilient supply chains, especially for essentials 
goods and services. Consequently, global value chains (GVCs) will see 
a transformation in the immediate future in response not only to the 
disruptions brought forth by the pandemic, but also by the fourth 
industrial revolution, US-China trade politics, and the sustainability 
imperative. 

Theme 10: The COVID-19 pandemic has compounded the recent 
slowdown of globalization through diminished trade and investment 
flows.

• Trade and investment have been affected by both government 
lockdown measures and lower consumer and business 
confidence. All five economies under study—Japan, Philippines, 
Singapore, South Korea, and Vietnam—have suffered from dips in 
both imports and exports at the height of global lockdowns in mid-
March to mid-May 2020. These recent declining trends in trade data 
are reflective of the lower global and local demand for merchandise 
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goods and the overall downturn of the global economy. Declining 
trends in the diversification of global investments may also be 
accelerated or intensified by the COVID-19 pandemic, as investors 
seek to build greater resilience into their supply chains.

• The global economic downturn will continue to slow down FDI 
flows, but countries in Southeast Asia can still be attractive 
destinations for investment especially for regional neighbors 
looking to diversify and relocate their supply chains. On top of 
sound macroeconomic fundamentals and traditional considerations, 
successful implementation of public health and safety protocols, 
resilience of local production and distribution networks, and 
sustainability of operations are important criteria for economies to 
successfully attract investments.

Theme 11: Global value chains will see transformations in the next 
decade towards more diversified regional networks with increased 
localization of production activities that generate greater added 
value while remaining globally integrated in knowledge-based 
components.

• COVID-19 is expected to accelerate the changes in GVC 
patterns brought about by technology, policy, and economic 
considerations. Fourth industrial revolution technologies have 
further enhanced mechanical automation through robotics, while 
digitalization has increased supply chain efficiency and reliability. 
The COVID-19 pandemic may intensify inward-orientation justified 
by the argument of having to secure the supply of essential goods, 
the vulnerabilities of which were exposed at the height of worldwide 
lockdowns. The pandemic has also highlighted the need to build 
greater resilience in production and distribution networks.

• The dominant trajectory in Asia, particularly for the five countries 
considered in this report, is for a higher regional concentration 
of value-added creation in GVCs, with diversification within the 
region in response to recent trade frictions and experiences 
during the pandemic. Reshoring is seen as a strategy for essential 
goods, including medical supply, but not so much in high-technology 
manufacturing, as there still appears to be an opportunity for labor 
cost arbitrage for countries like Japan, South Korea, and Singapore 
who outsource to neighboring countries in the region. 
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• Good public health policies to contain the spread of COVID-19 
and policies that ease regulations and lower bureaucracy 
on foreign investments can help economies attract foreign 
investment and GVC activity. Good public health policies to contain 
the spread of COVID-19 can help economies restart operations ahead 
of competitors and lower the operational risks and uncertainties 
brought about by the pandemic. Policies that ease regulations and 
lower bureaucracy on foreign investments will continue to attract FDI, 
especially in light of the recent increase in government restrictions 
and interventions meant to curb the spread of the virus.

4. Asia-Europe Relations

Asia and Europe have become leading trade and foreign direct investment 
(FDI) partners in recent years, but the COVID-19 has presented new 
challenges between the two regions’ partnership. When their borders 
closed during the pandemic, most supply chains were obstructed, 
affecting trade in manufactured goods between the two regions. The 
EU has also prioritized supporting European industries, minimizing FDIs 
outside the Eurozone and into Asia.  Just like FDIs, official development 
assistance flows between the two regions may decrease as donor 
countries prioritize spending on recovery and stimulus within their 
borders. However, COVID-19 also presents an opportunity for the two 
regions to strengthen their relationship and increase cooperation. 

Theme 12: Government response to the pandemic has mostly been 
inward-looking, but the fight against COVID-19 and the push for 
economic recovery requires international cooperation.

• There is room for Asian and European governments to increase 
cooperation. While some international cooperation in medical 
research and information sharing has ensued between Europe and 
Asia, there has been no high-level coordination among European 
and Asian governments aimed at addressing COVID19-related issues 
from pandemic control to economic recovery. Increased cooperation 
between the two regions can be achieved through enhancing 
information sharing, strengthening multilateralism, increasing 
support for vulnerable regions and sectors, and strengthening policy 
coordination between the two regions. 
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5. Institutions and Economic Regulations

Given the nature of the COVID-19 pandemic as both an unprecedented 
public health crisis and the largest global economic shock since the 
Second World War, government response has been a broad combination 
of fiscal and monetary intervention as well as administrative action to 
prevent the spread of the virus and emergency measures to cope with 
the rising number of cases. The various mitigation measures deployed 
by country governments at national and local levels have introduced a 
notably larger and more active role of the state in what may traditionally 
have been considered part of the private domain, including domestic and 
home affairs. 

Theme 13: The experience of the pandemic has created space for 
bigger government post-COVID.

• Experience from past crises suggests bigger room for government 
post-COVID. Past crises have demonstrated that the gravity of the 
impacts of the crisis at hand and the urgency of government action 
in response to the crisis tended to relax the psychological thresholds 
of what the public considered acceptable levels of fiscal spending 
and taxation, and what citizens considered acceptable limits of 
government power. Given the unprecedented and far-reaching 
implications of the pandemic not only on what is expected from 
government, but also on what is allowed of government, there is little 
reason to believe that the new size and role of government adopted 
during the pandemic will return to its previous level without lasting 
effects. 

• As countries begin to realize that the new normal may include 
COVID-19 or similar viruses remaining a constant threat, 
governments and their citizens will have to embrace proactive 
coping strategies on top of general preventive strategies aimed at 
building general resistance to harm from disasters. Governments 
may be expected to play a larger role in providing support to enable 
the private sector to invest in their own proactive strategies to build 
more resilient organizations and anti-fragile supply chains. They are 
also expected to invest rapidly and more heavily on improving health 
care facilities and services and to set-up agencies for disease control. 
With most countries facing record-high unemployment and  poverty 
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incidence, governments must also identify the most vulnerable sectors 
of society, and prioritize them in the provision of basic necessities 
such as food, healthcare, education, and shelter as well as income-
generating opportunities for sustainable progress. Lastly, support for 
SMEs will have to gradually shift from survial and immediate recovery 
towards enabling firms to adopt proactive strategies to increase the 
viability and sustainability of their business as well as the resilience of 
their organizations.

Theme 14: Regional cooperation will play a vital role in the fight 
against COVID-19.

• COVID-19 pandemic requires solutions with a global or regional 
scope that goes beyond provision of national public goods 
(NPGs). One interesting lesson from the malaria epidemic is that 
addressing public health concerns requires two things: efforts by 
governments within their borders to control the disease, and efforts 
by governments among themselves to eliminate the disease. The 
phenomenon of having “imported cases” of COVID-19 trigger second 
(or third) waves of infection implies that governments must include the 
provision of supranational and regional public goods (RPGs) among 
their priorities in managing the pandemic crisis.  A coordinated global 
response to the pandemic is essential to ensure lasting success in 
fighting COVID19. 
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1. Introduction

COVID-19 has changed the way people work, and the way they live their 
lives. It has changed the way companies run their businesses, and the way 
they interact with their customers and employees. It has changed the way 
governments prioritize issues, and the way they address crises. Having come 
at a time when the corporate world was abuzz discussing and preparing 
for “VUCA”—volatility, uncertainty, complexity, and ambiguity—COVID-19 
took businesses and governments by surprise, as leaders all over the world 
scramble for solutions to unprecedented challenges. 

As governments realized the urgency of containing the rapid spread 
of the virus, various mitigation measures were adopted, including safe 
distancing protocols, use of personal protective equipment, prohibition of 
large gatherings, and restrictions to movement of goods and people within 
countries and across international borders. Many of these measures led to 
the closure of physical stores and workplaces, the shift to remote work in 
conjunction with shelter-in-place directives, and the shutdown of business 
operations that require close physical contact or interaction. These measures 
on top of the pandemic itself have severely dampened economic activity and 
have triggered an ongoing economic crisis for many countries. Businesses, 
especially small firms, have been tremendously affected and are facing the 
possibility of having to exit the market permanently. Meanwhile, individuals 
have had to face job losses, retrenchments, and major disruptions in work 
arrangements on top of having to deal with personal and family health 
concerns.

Governments, businesses, and consumers have adapted to the rapidly 
evolving situation with varying outcomes. Their individual and collective 
success or failure will shape the future of doing business in Asia more than 
any other event in recent history. As the region gradually resumes economic 
activity following positive trends in public health outcomes while remaining 
cautious of possible second or third waves of infections, Asian business and 
government leaders are in a unique position to craft their “new normal.”
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This paper seeks to examine how the COVID-19 pandemic crisis is changing 
the economic landscape in Asia and is shaping the future of doing business 
in the region. 

The specific objectives of the paper are:

1.	 To	analyze	how	COVID19	is	reshaping	the	business	environment	in	five	
key	 dimensions—(i)	 agility,	 resilience,	 and	 innovation	 among	 firms,	
particularly small and medium-sized enterprises (ii) the future of work, 
(iii) the state of globalization, (iv) Asian-European relations, and (v) 
institutions and economic regulation;

2. To investigate the situation in Japan, the Republic of Korea (South 
Korea), the Philippines, Singapore, and Vietnam in terms of these key 
dimensions; and

3. To provide direction and recommendations to policymakers, 
development	partners,	and	firms	to	effectively	rebuild	more	resilient	
businesses and take advantage of growth opportunities.

Given that the pandemic crisis is still ongoing, the findings of this report are 
expected to provide early insight into the topics covered in aid of determining 
the best course of action to address the issues discussed.

Countries Included in the Report

While countries across Asia have been affected by the pandemic in varying 
severity and have therefore had varying responses to it, the five countries 
considered in this report—Japan, Republic of Korea (South Korea), the 
Philippines, Singapore, and Vietnam—have been selected to provide 
perspectives from economies in different levels of development and different 
roles in global value chains (Table 1.1). Japan, South Korea, and Singapore 
are classified as high-income countries with comparative advantage in high-
technology manufacturing and services. These economies typically outsource 
parts of their production to countries like the Philippines and Vietnam, 
which are, in turn, lower-middle income economies typically engaged in low-
technology manufacturing and services.
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Table 1.1. Description of Countries.

Country
World Bank 

Income 
Classification

Role in Global Value Chains based on Asian 
Development Bank GVC Indicators 2019

Backward 
Participation 

based on Exports 
Decomposition 

(FVA + PDC) (in % of 
exports)

Sectors in which 
the Country 

has Revealed 
Comparative 

Advantage 
(RCA≥1)

Japan High Income 38.32%
Medium- and 
High-technology 
Manufacturing

Philippines
Lower-middle 
Income

9.22%
Business Services 
Low-technology 
Manufacturing

Singapore High Income 35.16%

Business Services; 
Medium- and 
High-technology 
Manufacturing 

South 
Korea

High Income 17.05%
Medium- and 
High-technology 
Manufacturing

Vietnam
Lower middle 
Income

36.51%
Low-technology 
Manufacturing

Source: Asian Development Bank. (2019); World Bank. (2020).

Note: FVA = foreign value-added; PDC = purely double counted terms; RCA = 
revealed comparative advantage.

These countries also represent different approaches to containment and 
mitigation with varying degrees of stringency as the pandemic unfolded, with 
the level of stringency typically depending on the health situation within each 
country during a specific period (Figure 1.1).1 Among the five countries, Japan 

1 	 The	stringency	index	is	a	composite	of	response	indicators	on	containment	and	closure	
policies as well as health system policies. For more information, see University of 
Oxford’s Coronavirus Government Response Tracker.

https://d.docs.live.net/e1ad4afd2b182939/CORONAVIRUS%20GOVERNMENT%20RESPONSE%20TRACKER
https://d.docs.live.net/e1ad4afd2b182939/CORONAVIRUS%20GOVERNMENT%20RESPONSE%20TRACKER
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imposed to least stringent response measures throughout the pandemic, 
while the Philippines had the most stringent government response and for 
the longest continuous period.

Figure 1.1. Government Response Stringency Index.

Source: Oxford COVID-19 Government Response Tracker

Notes: 

1.	 Data	updated	as	of	3	September	2020.	Japan	cuts	off	at	30	August,	Philippines	
at 24 August, Singapore at 1 September, South Korea at 2 September, and 
Vietnam at 28 August.

2. See Hale et al. (2020) for a full description of the index and how it is calculated.

Data and Methodology 

This report combines information from primary and secondary data sources 
to analyze key dimensions of the future of doing business in Asia. Economic 
data and business environment indicators were obtained from the Asian 
Development Bank (ADB), International Labour Organization (ILO), and World 
Bank databases, the national statistical agencies of the countries considered 
in the report, and reputable independent sources such as the University of 
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Oxford’s COVID-19 Government Response Tracker, and Google’s COVID-19 
Community Mobility Reports. 

To validate and contextualize the analysis based on secondary data sources, 
primary data was gathered through key informant interviews (KIIs) with 
business owners/managers, government agency representatives, and domain 
experts. Most interviews were conducted through video conferencing, with 
the exception of a few resource persons who insisted on sending their written 
responses through email instead. Each interview was typically 45 minutes to 
an hour long.

A total of 15 interviews were conducted (Table 1.2) from all five countries. 
This included eight business owners/managers of small and medium-
sized enterprises (SMEs), who were interviewed to gather information on 
their experiences and the strategies they had adopted in response to the 
crisis.  SME respondents were selected to cover a wide range of subsectors, 
including wholesale and retrial trade, accommodation and food services, 
utilities, construction, transport and logistics, storage, and communications. 

Interviews with heads of select government agencies in Japan (Cabinet Office), 
the Philippines (Bureau of Small and Medium Enterprise Development; Bureau 
of Labor Employment), and Vietnam (Department of Industrial Forecast and 
Enterprise Development) were also conducted to obtain insight on challenges 
faced by policymakers and implementers and their perspectives on future 
policy direction.  Finally, expert interviews with scholars from South Korea 
and the Philippines were conducted to help identify future trends in doing 
business in the region. Table 1.2 provides a descriptive summary of the 
interviews conducted. Detailed information on the profiles of interviewees 
can be found in Appendix 1.1 and Appendix 1.2. 
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Table 1.2. Summary of Key Informant Interviews.

Code Country Sector Represented
Small and Medium Enterprises

SME 1 Philippines
Wholesale and Retail Trade; Repair of Motor Vehicle 
and Motorcycles

SME 2 Philippines
Wholesale and Retail Trade; Repair of Motor Vehicle 
and Motorcycles

SME 3 Philippines Accommodation and Food Service Activities
SME 4 Philippines Utilities, Construction
SME 5 Philippines Construction, Other services
SME 6 Singapore Transport; Storage and Communication
SME 7 Philippines Manufacturing

SME 8 Philippines
Agriculture; Forestry and Fishing; Wholesale 
and Retail Trade; Repair of Motor Vehicle and 
Motorcycles

Government Agencies
GOV 1 Philippines Department of Trade & Industry

GOV 2 Vietnam
National Center for Socio-Economic Information 
and Forecast

GOV 3 Japan Cabinet Office
GOV 4 Philippines Department of Labor and Employment
Academic Institution/Organization
ACAD 1 Philippines Ateneo de Manila University

ACAD 2
South 
Korea

Seoul National University

ORG 1 Singapore Asian Trade Center

Insights from government representatives and experts support the 
information from secondary sources pointing to similar observations on the 
impact of the pandemic across geographic locations, albeit at varying degrees 
of severity. The interconnectedness of countries across the world also 
implies that the impacts of the pandemic are felt globally. Thus, although the 
SMEs interviewed were limited to the Philippines and Singapore, interviews 
conducted may serve to corroborate macroeconomic trends and lend insight 
as to how SMEs across different sectors, regardless of geographic location, 
have dealt with the pandemic. 
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Key Dimensions

This report analyzes how the COVID-19 crisis is reshaping the business 
environment in Asia in terms of five key dimensions. The report is organized 
into chapters according to these dimensions, under which general themes 
are identified and presented as stylized facts. 

The first chapter begins with a discussion of how firms, particularly SMEs, 
had fared in past economic shocks and natural disasters, comparing this with 
how they have responded to the ongoing pandemic crisis that is defined by 
a number of characteristics unique to itself. The chapter discusses how firms 
have demonstrated their Agility, Resilience, and Innovation in the face of severe 
circumstances, and how firms will have to further develop such competencies 
to ensure their survival and long-term success. 

The second chapter focuses on the impacts of COVID-19 on work 
arrangements and workplaces in Asia. This chapter discusses how the Future 
of Work is expected to be defined by the ability and willingness of firms and 
employees to embrace telework and digital automation. Although advances 
in information and communication technologies made in the past decade 
technically enabled implementation of telework years before the pandemic 
hit, the urgency of the ongoing crisis instantly and exponentially accelerated 
its adoption overnight. But firms, large and small, have had different 
experiences and degrees of success in effective implementation. The chapter 
also discusses the implications on future workers and in the medium to long 
run.

The third chapter examines the impacts of COVID-19 on Globalization vis-à-
vis recent trends in global trade and investment flows. The chapter explores 
implications on foreign direct investment (FDI) flows and global value chains 
as firms seek to develop more resilient supply chains and governments move 
to secure strategic resources.

The fourth chapter brings specific focus to Asian-European Relations in terms 
of trade, FDI, and official development assistance (ODA). As the United States 
retreats from its traditional leadership on global issues in general and the 
COVID-19 pandemic in particular, the space for greater multilateralism and 
international cooperation increases. 

Finally, the last chapter examines various policy approaches that have been 
adopted in response to the dual crisis of public health and the economy 
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presented by the ongoing pandemic. The chapter concludes with a set of 
policy recommendations on Institutions and Economic Regulations in view of 
the new and expanded roles that governments may be expected to serve 
post-COVID-19.
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2. Agility, Innovation,     
  and Resilience among Small 
and Medium-sized Enterprises

Small and medium enterprises (SMEs) play an essential role in job creation 
(Berrios & Pilgrim 2013; Tambunan 2009; UNESCAP n.d.), employment (ADB 
2019b; Kafaji 2020; Musara et al. 2020; OECD/ERIA 2018; Pratama 2019; 
Yoshino & Taghizadeh-Hesary 2018) and inclusive growth (Hai 2020; Koirala 
2018). Worldwide, SMEs account for 90% of all businesses, generate more 
than 50% of employment, and contribute up to 40% of countries’ GDPs (World 
Bank, n.d.). In Asia and the Pacific, SMEs play a large role as they account for 
more than 96% of businesses and make up about 60% of employment (ADB 
2018; Yoshino & Taghizadeh-Hesary 2018). For the countries considered in 
this report, namely, Japan, Philippines, Singapore, South Korea, and Vietnam, 
these figures are even higher implying an even more critical role for small 
and medium enterprises in these places (Figure 2.1 and Figure 2.2).



COVID-19 and the Future of Doing Business in Asia

16

Figure 2.1. Firm size breakdown by country (as % of total number of 
firms).

Source: Korean Statistical Information Service; Ministry of Economy, Trade and 
Industry (Japan); Singapore Department of Statistics; Department of Trade and 
Industry (Philippines); Statistical Yearbook of Vietnam 2015 as cited in OECD/ERIA 
(2018).

Notes on SME definition: South	Korea	–	based	on	firm	sales	per	sector	(for	sector-
specific	definitions,	see	KOSME	n.d.).	Japan	–	defined	for	each	sector	by	the	Small	
and Medium-sized Enterprise Basic Act (Amended in 1999; for more details see SME 
Support Japan n.d.). Singapore – enterprises with sales not exceeding SGD100mil or 
employees of not more than 200 (Singapore Department of Statistics). Philippines 
– MSMEs are those whose asset size are until Php100,000,000 (Magna Carta for 
MSMEs as cited in Philippine Department of Information and Communications 
Technology 2016). Vietnam – based on total capital, turnover per year, and sector 
(for more details see Vietnam Law on Facilitating SME sector Decree No. 04/2017/
QH14). 

Notes on data:  Japan as of 2016, South Korea as of 2018, Singapore as of 2019, 
the Philippines as of 2018, and Vietnam as of 2015.
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Figure 2.2.	Employment	contribution	according	to	firm	size	by	country	(as	
% of total number of employed).

Source: Korean Statistical Information Service; Japan Small and Medium Enterprise 
Agency (2019); Singapore Department of Statistics; Department of Trade and 
Industry (Philippines); OECD/ERIA (2018).

Notes on SME definition:	South	Korea	–	based	on	firm	sales	per	sector	(for	sector-
specific	definitions,	see	KOSME	n.d.).	Japan	–	defined	for	each	sector	by	the	Small	
and Medium-sized Enterprise Basic Act (Amended in 1999; for more details see SME 
Support Japan n.d.). Singapore – enterprises with sales not exceeding SGD100mil or 
employees of not more than 200 (Singapore Department of Statistics). Philippines 
– MSMEs are those whose asset size are until Php100,000,000 (Magna Carta for 
MSMEs as cited in Philippine Department of Information and Communications 
Technology 2016). Vietnam – based on total capital, turnover per year, and sector 
(for more details see Vietnam Law on Facilitating SME sector Decree No. 04/2017/
QH14).

Notes on data:  Japan as of 2016, South Korea as of 2018, Singapore as of 2019, 
and the Philippines as of 2018.



COVID-19 and the Future of Doing Business in Asia

18

When any form of crisis hits, SMEs tend to be particularly vulnerable 
compared to large firms as they suffer from what Freeman, Carroll, & 
Hannan (1983) described as the “the liability of smallness,”  characterized by 
these firms’ limited access to finance, limited access to market information, 
low investment in research and development, underdeveloped sales and 
distribution channels, and relative shortcomings in terms of technological, 
managerial and human capabilities (Bourletidis & Triantafyllopoulos 2014; 
Yoshino & Taghizadeh-Hesary 2016). Any disruption from an external shock 
may have large consequences for them affecting their long-term viability. As 
of July 2020, the following estimates have been established for the percentage 
of affected SMEs during the pandemic: 0 to 10% for Japan and South Korea, 
21-30% for the Philippines, 51-60% for Singapore, and 11-20% for Vietnam 
(Facebook, OECD, & the World Bank 2020).  Furthermore, SMEs, particularly 
those in Asia, often do not have business continuity plans (BCPs) unlike their 
larger counterparts (ADRC 2012; GIDRM, n.d.; UNESCAP 2017), making it less 
manageable for them to react quickly and appropriately in times of crises. A 
recent survey in the Philippines showed that less than one-third of firms had 
BCPs in place. Those that did not have BCPs cited various reasons for not 
having one, including not knowing what a BCP was or how to prepare one, 
believing that small firms did not need a BCP, and not having the resources 
or capacity to craft one (UNIDO 2020).

Given the significant role SMEs play in the economy and their inherent 
vulnerability, it is important that policymakers put in place efforts and support 
measures that will not only enable SMEs to adapt in response to the crisis, 
sustain their viability, and quickly recover, but also empower them to create 
more value through innovation.

In this chapter, we investigate how firms, specifically SMEs, respond to 
crises in general and the COVID19 pandemic in particular. We look at their 
responses and what these may imply for the future of doing business in Asia.

SMEs in Times of Crises

Economic and Financial Crises

In times of economic crises, SMEs face two major problems: the severe 
drop in demand for their products, and the tightening of credit terms 
(OECD 2009). Decreased demand due to the drop in the purchasing power 
of consumers and reduced consumer and investor confidence generally 
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affects all businesses during economic crises, but compared to larger firms, 
SMEs tend to be disproportionately more affected as they have less financial 
resources of their own, fewer financing options, and a smaller customer 
base (Bourletidis & Triantafyllopoulos 2014; de la Torre, Pería, & Schmukler 
2010; Nugent & Yhee 2002; Piette & Zachary 2015).2 Together, these make it 
more difficult for SMEs to recover quickly after the economic crisis resolves, 
as it becomes more challenging for them to restart operations and sustain 
growth.3  Furthermore, since SMEs have fewer assets and collateral to apply 
for loans, they tend to be considered a higher risk for banks compared to 
larger firms (ADB 2019b). This in turn leads to either SMEs facing higher 
interest rates (borrowing costs) or rejections for their credit applications 
(Nicholls 2016), worsening their problems in accessing financial resources. 

Looking back at the 1997 Asian Financial Crisis (AFC) and the 2008/09 Global 
Financial Crisis (GFC), GDP growth in Singapore, South Korea, the Philippines, 
and Japan significantly declined (Figure 2.3). While the unavailability of  SME-
specific macroeconomic data makes it difficult to determine the aggregate 
impact on SMEs,  many studies have used survey or case study approaches to 
assess the effects of economic and financial crises on small firms. For example, 
DiKim, Tesar, & Zhang (2015) found that during the AFC, the performance of 
South Korean SMEs, especially those that had foreign-currency denominated 
debt, were negatively affected, and those with short-term foreign debts 
were more likely to have declared bankruptcy. Disruptions in credit markets 
had highly pronounced effects on SMEs in South Korea at that time, where 
movements in interest rates were shown to have had a negative effect on 
SMEs’ industrial production, but not for larger firms (Domac & Ferri 1999). 

Nevertheless, many SMEs have been resilient enough to survive the difficulties 
brought about by macroeconomic shocks; some had even thrived. Given 
their limited access to finance from formal lenders, 75% of SMEs in Indonesia 
(one of the countries hit most severely by the crisis) had to rely on their own 
capital after the AFC. But because SMEs had limited access to formal finance 

2 	 Zubair,	Kabir,	&	Huang	(2020)	provide	a	 list	of	SME	characteristics	that	 lead	to	this	
phenomenon:	difficulty	 in	accessing	the	public	capital	market,	shorter	track	record,	
greater information asymmetry, higher failure rate, fewer opportunities available 
to	 owners-managers	 for	 wealth	 diversification,	 and	 typically	 lower	 availability	 of	
collateral.

3 Restarting operations requires liquidity and capital, while sustaining growth requires 
a	significant	number	of	consumers.
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even before the crisis anyway, they were able to quickly recover, mostly by 
using cheaper alternative inputs (Musa & Priatna 1998). Interestingly, Wengel 
& Rodriguez (2006) found that export-oriented Indonesian SMEs were actually 
able to expand their trade volumes during the AFC while large firms, many 
of which relied more heavily on imported materials and therefore had high 
procurement costs, suffered significant losses. The same authors estimated 
however that SME trade volumes could have increased even further if only 
they had access to formal finance.

Other factors that contributed to the survival or even success of SMEs during 
the AFC were the ability to develop a local niche market and to cooperate 
with other firms in reducing production costs, sharing new technologies, and 
forming wider sales networks  (Shinozaki 2012).

Figure 2.3. Real GDP growth from 1995 to 2011.

Source: World Bank World Development Indicators
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Natural Disasters and Public Health Crises

Natural disasters directly impact businesses and economic activity 
through damage and destruction of assets including buildings, equipment, 
infrastructure, crops, livestock, and people’s physical and mental health 
(Botzen et al. 2019). Disasters affect more people in Developing Asia compared 
to other parts of the world due to the region’s relatively higher populations 
and exposure to natural hazards (Dagli & Ferrarini 2019). In 2017, almost 100 
million people were affected, mostly in South Asia where natural disasters 
are often in the forms of floods, landslides, and mass movements (Figure 2.4 
and Figure 2.5). In terms of material losses, an estimated US$30 billion worth 
of damages were recorded in 2017 for Developing Asia alone (Figure 2.6). In 
the past decade, the average cost of damages exceeded US$40 billion.

Figure 2.4.	Number	of	people	affected	by	disasters	in	Developing	Asia	(in	
millions of people).

Source:	Dagli	&	Ferrarini	(2019).

Note: BAN = Bangladesh, CAM = Cambodia, IND = India, NEP = Nepal, PHI = 
Philippines, PRC = People’s Republic of China, SRI = Sri Lanka. 
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Figure 2.5.	Disasters	affecting	Developing	Asia.

Source:	Dagli	&	Ferrarini	(2019).

Figure 2.6. Material Cost of Natural Disasters in Developing Asia.

Source:	Dagli	&	Ferrarini	(2019).
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SMEs are particularly vulnerable to disasters and the negative consequences 
that follow. While all kinds of firms and in all countries tend to be negatively 
affected by natural disasters, smaller firms from developing economies face 
greater impacts due to a lack of risk and crisis management cultures and 
systems (Asgary, Ozdemir, & Özyürek 2020). Furthermore, most SMEs locate 
in urban areas, which in Developing Asia, are mostly located in coastal areas 
and deltas, increasing the exposure of SMEs in developing economies to 
natural disasters (Auzzir, Haigh, & Amaratunga 2018).

When disaster strikes, an SME’s chances of survival heavily depends on 
whether they are sufficiently insured or not. There is no doubt that reducing 
the likelihood for risks to materialize is important, but in cases when they do, 
firms that can reduce or eliminate the financial impacts tend to fare better than 
those who do not (Chatterjee & Wehrhahn 2017). Insurance can then make 
SMEs resilient to shocks. However, SMEs, especially in developing countries, 
often do not insure against environmental and public health risks4 (Ingirige, 
Jones, & Proverbs 2008; Ballesteros & Domingo 2015). Small firms often have 
to operate with limited financial resources and tend to prioritize investments 
that directly contribute to increasing future productivity and profitability over 
insurance.  Disaster risk management has often been viewed as a reactive 
measure because activities such as risk reduction and hazard mitigation 
are rarely seen as urgent (Schneider 2002). Not surprisingly, in low-income 
countries, more than 95% of all losses from weather, climate, and natural 
hazards remain uninsured (Golnarghi, Surminski, & Schanz 2016). 

Disasters also disrupt business operations. Disasters can wreak havoc on 
production and supply chains, both local and regional/global (Abe & Ye, 
2013), with impacts felt beyond the geographical area of the disaster. 

While disasters generally have a gross negative impact on businesses, some 
studies show that macroeconomic growth may follow immediately after 
disasters hit as a result of reconstruction efforts (Loayza et al. 2012; Noy 
& Vu  2010). Investment spending on new equipment and capital stock to 
replace damaged or destroyed assets may be poured into the development or 
adoption of new and better technologies. This process of creative destruction 

4	 Developed	 OECD	 economies	 have	 government-supported	 risk	 financing	 programs	
for those highly vulnerable to natural disasters (Freeman et al. 2004). In general, 
developed economies have public-private partnerships insuring businesses against 
natural	disasters	(Linnerooth-Bayer	&	Mechler	2009).
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may thereby enhance the productivity of firms that do survive (Ono 2015). 
Hosono et al. (2012) found that firms affected by the 1995 Kobe Earthquake 
indeed increased their investments in new capital, while Cole et al. (2013) 
observed that there was a short-run increase in the productivity of affected 
plants. 

However, the discussions regarding the growth impacts of natural disasters 
still have mixed findings. Crespo Cuaresma, Hlouskova, & Obersteiner (2008) 
found that positive effects are only observed in developed countries (like 
Japan), while Loayza et al. (2012) observed that growth is more sensitive 
to natural disasters in developing countries and that the estimated effects 
varied across economic sectors.5 Cases wherein creative destruction did not 
necessarily occur following a disaster include that of Sri Lanka in 2004 where 
firms were left with smaller profits and capital stock after the tsunami (De Mel 
et al. 2011), and that of Japan after the 1995 Kobe Earthquake where Cole et 
al. (2013) and Tanaka (2015) found that firms generated fewer employment 
and value-added growth after the disaster. 

Other disasters such as domestic and cyber terrorism, industrial accidents, 
and war also have direct and indirect effects on SMEs. Terrorist attacks for 
example, despite occurring in small areas, often have spillover effects and 
large equilibrium impacts (Abadie & Gardeazabal 2008). They discourage 
foreign investments and capital inflows, as well as increase economic risks 
driving insurance, transaction, transportation, and security costs upwards for 
SMEs  (Asgary, Ozdemir, & Özyürek 2020). 

The COVID19 pandemic has presented itself as a unique form of crisis 
combining characteristics of both “natural disasters” and macroeconomic 
crises. Stringent containment and mitigating measures implemented by 
governments around the world to curb the pandemic have resulted in both 
a drastic drop in demand similar to economic/financial crises, and also large 
disruptions in marketing, supply chain, and general business operations 
similar to disasters. The ongoing experiences of firms in varying contexts 
across Asia provide insight to the unique impacts of this pandemic, and how 
some firms have successfully navigated it.

5 Using data from developing countries, Loayza et al. (2012) found that droughts have 
negative impacts on agricultural and industrial growth, whereas storms have negative 
impacts on agricultural growth but positive impacts on industrial growth. Earthquakes, 
on the other hand, positively impact industrial growth.
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Firm Agility, Resilience, and Innovation

Theme 1: Business agility has been a critical success factor for small 
firms in surviving the impact of the pandemic.

While big companies could rely on their access to large resources and 
wide supply chain networks to weather the crisis, small firms have had 
to rely mostly on their ability to quickly restructure limited resources and 
radically modify operations. Agility, defined as a firm’s ability to quickly and 
appropriately respond to an external shock, creates stability for any business. 
Paradoxically, this agility requires internal stability of key organizational 
components: structure, governance, and process (McKinsey 2015).

The volatile, uncertain, complex, and ambiguous or VUCA environments 
(Bennett & Lemoine, 2014) that characterize most crises require firms to be 
agile for them to survive and thrive. A firm must be “strategically flexible”—
able to identify major changes in the external environment, quickly commit 
resources to new courses of action in response to such changes, and act 
promptly when it is time to halt or reverse existing commitments (Shimizu & 
Hitt 2004). In times of crises like the COVID-19 pandemic, a firm’s agility may 
be the deciding factor as to whether it will survive or not. It will differentiate 
between good companies from the poor-performing ones.6 Research from 
the Massachusetts Institute of Technology (MIT) found that revenues of agile 
firms grew 37% faster and generated 30% higher profits than their non-agile 
counterparts (Economist Intelligence Unit, 2009). SMEs that had more flexible 
production processes were also observed to have been less negatively 
impacted during the Asian Financial Crisis (Berry, Rodriguez, & Sandee 2001).

To enable flexibility, a firm must have a stable backbone to support rapid 
changes in business direction. As McKinsey (2015) elaborated in their report, 
one of the key components of this stable backbone is having an organizational 
structure that is fluid and dynamic while providing a solid anchor for coaching 
and long-term development. In a 2009 survey of The Economist Intelligence 
Unit (EIU), most businesses agreed that nimble organizations tend to have 

6	 Bazigos,	 De	 Smet,	 &	 Gagnon	 (2015)	 examined	 37	 management	 practices	 across	
businesses	 and	 found	 that	 when	 combined	 with	 speed	 and	 stability,	 better	 firm	
outcomes	were	generated.	Four	areas	in	particular	benefitted	most	from	this:	financial	
management,	financial	incentives,	capturing	external	ideas,	and	involving	employees	
in shaping a company’s vision.
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flatter hierarchies, a trait which SMEs can leverage on. While SMEs tend to be 
vulnerable during crises due to their limited access to important resources, 
their small size gives them greater flexibility when responding to external 
shocks and quicker decision-making due their flatter organizational structure 
(Eggers, Hansen, & Davis 2012).

Most SMEs that were interviewed for this report agreed that having a small 
organization benefitted them when it came to making important decisions 
and getting the “buy-in” of important stakeholders. SME 4 noted that in their 
organization, a core team of less than 15 people directly handled about 75% of 
the business, making it easy for them to decide on important matters “within 
minutes”. For some SMEs that were family businesses, the decision making 
process was even faster. A critical element to quick decision making was a 
high level of trust and open dialogue among members of the management 
team. SME 2 noted that since “everyone was playing it by ear and had to 
react quickly”, members of the management team had to trust each other’s 
recommendations sometimes in the absence of full information. 

Alongside agility, strands of the strategic management and entrepreneurship 
literature trace firm survival during a crisis to its entrepreneurial orientation 
(EO). Specifically, Soininen et al. (2012) found that a higher EO was strongly 
associated with firm crisis survival. EO refers to a firm’s innovativeness, 
proactiveness7 and willingness to take risks (Covin & Lumpkin 2011 as cited 
in Eggers 2020). In general, there tends to be greater transparency in decision 
making and resource allocation as well as performance evaluation within the 
small and flat management teams of SMEs, company managers are able to 
make decisions that may be considered too risky by their counterparts in big 
firms where having a high degree of entrepreneurial orientation may be a 
liability for promotion or job security.

Making “entrepreneurial” decisions has been necessary during the 
pandemic. Firms, both large and small, across industries faced a wide variety 
of challenges (Figure 2.7 and Figure 2.8) that often required extraordinary 
solutions. Materials shortages, for example, were especially problematic 
for manufacturing/processing firms. SME 4 engaged in chemical trading, 
anticipated problems early in the pandemic even before the first  cases were 

7 Which according to Rauch et al. (2009) is “an opportunity-seeking, forward-looking 
perspective characterized by the introduction of new products and services ahead of 
competition and acting in anticipation of the future demand.”
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reported in the country, and decided to overstock on material imports that 
were good for up to two months of normal sales. For a relatively small firm 
with limited financial resources, this was a big and risky decision to make 
considering that the short-term demand for their products was also uncertain.  
Looking back, the company was happy to have made such decision early on 
as supply chain issues affected many of their competitors in the weeks that 
followed after the pandemic reached the Philippines. 

In addition to important resource allocation decisions, firms have had to 
decide on pivot strategies that introduce changes to the business model.  SME 
1 from the skincare industry faced a huge drop in demand due to physical 
stores being ordered closed during the nationwide lockdown. The firm quickly 
turned to e-commerce, launching a new product line during the pandemic in 
order to generate buzz around their newly expanded online presence. While 
the shift to e-commerce had been part of the company plans for the next 
fiscal year, the beginning of the pandemic prompted them to fast-track their 
e-commerce projects to offset expected revenue losses from the closure 
of physical stores. Funds were reallocated away from traditional marketing 
and promotion in physical stores (i.e., brand ambassadors/“promodizers”) to 
investments in information and communication technology (ICT) equipment 
and digital marketing (i.e., social media influencers and digital ads). 

SME 1 demonstrated organizational agility not just within the management 
team as evidenced by their quick pivot strategy, but also among their 
sales and promotion staff, many of whom had their roles shifted to online 
customer service as “e-consultants”. Everyone had to work from home on 
their computers or mobile devices to interact with customers. Many of them 
brought their product inventory to their homes, serving as local distribution 
hubs, from which customer orders were picked up by courier services for 
delivery. Although these may appear to have been huge departures from the 
original activities performed by the sales team prior to the pandemic, the core 
functions and processes of explaining key attributes of their skincare products 
to the customer, responding to queries, making product recommendations, 
and preparing product bundles have in essence remained the same. The shift 
from brick-and-mortar store operations to e-commerce and online customer 
interaction was relatively easy for SME 1 and their employees because the 
competencies and standard processes for these core sales functions had 
been well developed and clearly established before the crisis hit.  
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Figure 2.7. Major challenges faced by selected sectors.
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Source:	McKinsey	COVID-19:	Global	Manufacturing	&	Supply	Chain	pulse	Survey	
(2020)	as	cited	in	Chenneveau,	Mancini,	&	Shinghal	(2020).

Note: Respondents selected multiple options when answering the survey question.

By leveraging on their inherent agility due to their size and organizational 
structure, some SMEs have been able to remain resilient, increasing the 
likelihood of being able to return to their pre-crisis market position and 
level of business performance. SMEs interviewed credited their success in 
minimizing disruptions to their business to the way their organizations were 
structured (i.e., small, relatively flat organizations), as they were able to easily 
share information, coordinate action plans , and arrive at important decisions 
quickly.

All of the SMEs interviewed did not consider themselves as being prepared 
for the crisis and its impact on both supply and demand. Many of the firms 
did not have formally defined business continuity plans (BCPs), and had to 
determine the best course of action as critical events were unfolding. From 
the interviews conducted, three key areas of resilience emerged, covering 
organizational, financial, and operational aspects of the business. 

Indeed, the first step in ensuring survival was for SMEs to find ways to 
reinforce their organizational resilience (1) by clearly identifying or affirming 
the authority of a final decision maker for each aspect of a business, (2) 
by ensuring that information flowed smoothly along reliable channels of 
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communication across all levels of the organization, and (3) by allowing for 
informed discussion among key stakeholders as needed. This provided a 
stable backbone providing necessary support amidst fluid environments. 

SME also had to build financial resilience amidst extraordinary financial 
pressure mostly from falling sales by quickly recognizing changes in 
income-generating activities and cost-driving business processes as market 
preferences and public health guidelines change overnight. Given their limited 
resources, financial and otherwise, SMEs had to quickly assess changes in 
their financial health, especially cash flows, and reallocate resources and 
associated costs. Many firms sought to delay payments to government and 
to suppliers, but all of the SMEs interviewed prioritized payroll.

Finally, SMEs had to maintain operational resilience (1) by building redundancy 
for critical assets and processes, and (2) by quickly modifying supply chain 
and logistics operations in response to new market and policy environments. 
SME 3 whose business depended heavily on perishable inputs and therefore 
could not keep large raw materials inventory made sure to maintain active 
relationships with multiple alternative suppliers. For firms that shifted to 
e-commerce or expanded digital operations, many basic processes had to 
be modified or new processes introduced such as the adoption of electronic 
payments systems and the use of independent courier services for the 
delivery of goods direct to customers. Firms that had digitized their processes 
before the pandemic hit found it easier to sustain operations when during 
the lockdowns. SME 1 attributed the relative ease they had in shifting all sales 
operations online to having engaged in e-commerce earlier, albeit to a much 
smaller degree.
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Figure 2.8. Top	5	challenges	faced	by	firms	during	the	COVID-19	
pandemic	(%	of	firms	that	identified	these	problems).

Source:	McKinsey	COVID-19:	Global	Manufacturing	&	Supply	Chain	pulse	Survey	
(2020)	as	cited	in	Chenneveau,	Mancini,	&	Shinghal	(2020).

Note: Respondents selected multiple options when answering the survey question.

Theme 2: Firms have had to innovate products, processes, and business 
models to thrive in the emerging new normal.

The business and economics literature positively associates innovation with 
firm growth (Audretsch, Coad, & Segarra 2014; Braunerhjelm, Ding, & Thulin  
2016; Spescha & Woerter 2018) as well as economic growth (ECB 2017; 
Maradana et al. 2017; OECD 2007). Typically, innovation is defined in these 
studies in terms of product innovation—the introduction of a new good i.e., 
one which consumers are not yet familiar with, or a new quality/attribute 
of a good—or process innovation—the introduction of a new method of 
production i.e., not yet tested by experience in the branch of manufacture 
concerned (Simonetti, Archibugi, & Evangelista 1995).8  

8 The distinction between product and process innovation is attributed to Joseph 
Schumpeter in his Theory of Economic Development. 
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A third and particularly important form of innovation especially in times of 
crisis is business model innovation, or the implementation of changes in how 
a firm carries out its mission, conducts its business, and supports its financial 
viability—the way it creates, delivers, and captures value. While such form 
of innovation tends to be less common compared to product and process 
innovation during normalcy, the pandemic has seen many firms, especially 
smaller and more agile ones introduce changes to important parts of their 
business model. SME 3, a food service provider was almost entirely dependent 
prior to the pandemic on physical store sales from outlets in malls, particularly 
cinemas where movie patrons typically buy their products to snack on during 
the movie. When malls and cinemas were ordered close during the lockdown, 
the company quickly shifted to online food delivery platforms. All operations 
were moved to the company headquarters, and a simple digital ordering 
system was set up through instant messenger applications and social media. 
They also temporarily converted some of the homes of members of the 
management team as local production and distribution hubs. Sales have 
remained significantly below pre-crisis levels for SME 3, and the company 
intends to shift back to physical store sales once malls and cinemas re-open 
and patrons return. On the other hand, SME 1, a skincare distributor/retailer 
that also relied heavily on physical store sales prior to the pandemic through a 
consignment agreement with a large personal care product retailer has seen 
e-commerce sales rapidly grow to near pre-pandemic levels. The company is 
now seriously considering maintaining its focus on e-commerce over brick-
and-mortar retail even after the pandemic. 

Business model innovation among SMEs has also come in the form of 
catering to new customer segments. In Japan, for example, some restaurants 
have applied for temporary permits to sell liquor products for takeout order, 
a practice which had not been commonly done before (Nikkei Asian Review 
2020). While regular patrons would typically be expected to consumer 
alcoholic beverages in the restaurant as part of the overall dining experience, 
selling such beverages for takeout orders seeks to expand the market to 
include regular patrons who may not be able to dine in at the moment, and 
also new customers who may have not been interested in dining in at all. M’s 
Dining, a Tokyo-based chain specializing in Japanese wines have seen their 
sales go up by 20% since they started selling wine for takeout. 

Japanese ramen restaurants have also started offering food for takeout 
(prior to the pandemic, most of these shops did not offer takeout options 
for customers to preserve the quality of their products that are typically best 
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consumed immediately). These restaurants introduced product innovations 
by changing the way they cooked their noodles (some undercooked their 
noodles so that they are cooked “just right” by the time the customer 
consumes the product at home) or by preparing their broths differently 
(Maruyama 2020). Such product innovation is embedded in a larger business 
model innovation that introduces a new revenue stream and new customer 
segments as they provide new value propositions to their customers.

In the economics literature, one of the common determinants of innovation 
is market structure alongside the use of knowledge/R&D networks and firm 
size (Rogers 2004).9,10 It has been observed that large firms invest more in 
R&D compared to small ones (Kleinknecht 1989; Shefer & Frenkel 2005) 
because barriers to innovation (i.e., lack of technology/infrastructure, lack of 
capital, lack of management and expert qualifications, and lack of qualified 
employees with technical know-how) tend to be directly correlated with 
smallness. 

Furthermore, SMEs have limited cash resources and therefore seek to 
prioritize allocating funds for operating expenses rather than for innovation 
(through R&D expenditures). In some cases, SMEs turn to external funding for 
their R&D expenditures. However, the existence of information asymmetries 
between firms and potential sources of funding prevents outsiders from fully 
committing to innovative projects. 

The pandemic has forced most SMEs to innovate their products, processes, 
or business models with the limited resources available to them, and often at 
greater risks to their business than what large firms face. For many firms that 
have successfully innovated in response to the crisis, innovation has come 
through increased adoption of technology, particularly ICT technologies and 
digital platforms, especially e-commerce.

9 In empirical studies, market structure is often proxied by concentration ratios, market 
share ratios and measures of barriers to entry.

10 Other determinants of innovation are the use of networks (SMEs rely more on knowledge 
produced	by	firms	within	their	networks,	rather	than	invest	in	their	own	R&D)	and	firm	
size	(small	businesses	are	“faster	at	recognizing	opportunities”	and	are	more	flexible	
in adjusting their research plans [Rogers 2004]]. Although the relationship between 
the	 role	 of	 innovation,	 firm	 size,	 and	 firm	 growth	 is	 relatively	 under-researched,	 a	
number	of	studies	point	to	SMEs	benefitting	greatly	from	the	presence	of	innovation	
(Deschryvere	2014;	Hervas,	Sempere,	&	Boronat	2014;	Triguero,	Córcoles,	&	Cureva	
2014).
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Theme 3: Digital technology and e-commerce has emerged as important 
enablers of SME resilience and innovation.

A critical factor common to the success of SMEs in introducing innovations 
and in minimizing disruptions to their business during the pandemic is the 
use of digital technology. Through the use of such technology, firms are 
able to speed up decision making, facilitate communication and sharing 
of information, and respond quickly to changing conditions by adjusting 
organizational boundaries, work schedules, and the nature and pace of work 
itself (Lu & Ramamurthy 2011; Lucas & Olson 1994). It reinforces organizational 
resilience by increasing productive capacities and taking advantage of expert 
collaborations (Scott et al. 2006) as well as capturing, integrating, and using 
vital information in real time (KPMG 2020).  Furthermore, investments in 
digital technologies enable firms to shape and refine their business strategies, 
customer relationships, and extended enterprise networks (Sambamurthy, 
Bharadwaj, & Grover 2003). 

As various forms and lengths of community lockdowns forced most 
businesses to shift to telework, and many to shift to e-commerce, issues of 
internet connectivity and digital skills emerged especially among SMEs. In 
particular, unequal access to reliable broadband internet connections has 
created a digital divide that many small firms and their employees have had 
to bridge. Furthermore, SMEs interviewed reported the importance of basic 
computer skills among employees in minimizing disruption to operations. 

SMEs saw a significant rise in the use of online stores, courier services, and 
digital payment systems. SME 1 and SME 3 noted that they are now looking 
into more ways to expand their digital presence, after seeing a considerable 
increase in their online sales. SME 1, in fact, will hire a new e-commerce 
manager since their current one is set to leave the company in order to 
start his own e-commerce business. Both SMEs recognized they can take 
advantage of the potential from engaging in e-commerce, especially now that 
people have become accustomed to it.  
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Conclusion

Inherent vulnerabilities of SMEs continue to persist despite efforts of 
governments to put in place support measures that will enable them to adapt 
in response to crises, sustain their viability, and quickly recover. The COVID-19 
pandemic has emphasized that businesses both big and small can be severely 
affected by shocks in the demand side, the supply side, or both. Increasingly 
VUCA environments require small businesses to prepare for external shocks 
by making investments in competencies and assets that increase their agility. 
This calls for governments to make policies and regulations more relaxed 
in times of pandemics so that small businesses can have more ways to be 
flexible. Examples could be lowering the prevailing interest rates so that loans 
are more affordable (less financing constraints), and eliminating portions of 
the bureaucracy so that support can be delivered faster.

Small firms have a natural advantage due to their size and relatively flat 
organizational structure in ensuring the smooth flow of information among 
key stakeholders, and quick decision-making. However, smallness also 
presents challenges due to limited resources, increasing the importance 
of making sound strategic decisions. Small firms will have to prepare 
themselves for external shocks by building resilience into their organization. 
The government, on the other hand, should continue to improve its delivery 
of support services for small firms in times of negative external shocks. They 
can take lessons from their own experiences during the COVID-19 pandemic 
so that when similar crises occur in the future, the impacts can be significantly 
reduced.

The development of organizational, financial, and operational resilience 
does not happen by chance.  Conscious action and deliberate investment 
in building resilience was a common feature of SMEs interviewed that 
demonstrated success in minimizing disruptions. Despite the absence of 
written business continuity plans, these SMEs were able to pivot operations 
quickly and absorb supply chain shocks with minimum damage.

Finally, business model and marketing innovation proved to be very important 
to survive during the pandemic. SMEs focused on finding alternative sources 
of revenue and distribution channels instead of developing new products. 
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The COVID-19 pandemic and the various mitigating strategies implemented 
by country governments had brought economic activity in most parts of the 
world to a grinding halt.  What began as a city-wide quarantine in Wuhan, China 
on January 23, 2020 rapidly evolved into an almost world-wide lockdown in 
the span of three months. By April 2020, 88 countries had recommended or 
imposed restrictions on the movement of people and temporary closures of 
non-essential businesses. In June 2020, the International Labour Organization 
(ILO) estimated that 93 percent of the world’s workers were living in countries 
experiencing workplace closures (ILO, 2020a)

The crisis has impacted the production of goods and services, household 
consumption, and private investment. Supply chain disruptions have resulted 
in revenue shortfalls and consequent job losses, suppressing both consumer 
and business confidence. As incomes and profitability decline, consumers 
have become hesitant to purchase goods and services, while businesses have 
delayed investments and hiring of workers. Consequently, this downturn in 
economic activity is likely to have lasting impacts on labor markets across 
the world, and the pandemic driving it is likely to have lasting impacts on the 
nature of work across industries.

Second-quarter labor statistics from Japan, Philippines, Singapore, South 
Korea, and Vietnam reveal the magnitude of the initial labor market fallout. 
Relative to fourth quarter 2019 statistics, Japan, South Korea, and Vietnam 
reported 0.6, 1.1, and 0.5  percentage point increases in unemployment 
respectively (Statistical Bureau (Japan), 2020a; Statistics Korea, 2020; General 
Statistics Office (Vietnam), 2020). The Philippines in particular has been hit 
the hardest with the unemployment rate jumping to 17.7% in April 2020 
from 5.3% in January. This was the highest recorded unemployment rate 
in the country, equal to about 7.3 million unemployed workers (Philippine 
Statistics Authority, 2020a). However, labor statistics for July has since shown 
a quarter-on-quarter percentage point decrease in unemployment to 10.0% 
of the labor force (Philippine Statistics Authority, 2020b). Singapore also 
reported the sharpest quarter-on-quarter contraction in total employment 
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in the first quarter of 2020, with 25,600 fewer employed workers than in 
the previous quarter (Ministry of Manpower (Singapore), 2020a). This was 
equivalent to a 2.4% unemployment rate, up from 2.3% in the previous 
quarter. Second quarter data shows a worsening situation in Singapore, with 
the unemployment rate rising to 2.9% (Ministry of Manpower (Singapore), 
2020b).

These job losses have occurred in spite of various efforts to sustain work and 
economic activity while observing safety and health protocols. Nonetheless, 
the safe distancing restrictions put in place to prevent the transmission 
of the virus have consequently presented the opportunity for large-scale 
experiments on flexible work schemes. While remote work, telecommuting, 
and work-from-home arrangements have been proposed and tested 
before the pandemic in various forms and for various objectives including 
improvement of worker welfare and decreased congestion in urban areas, 
COVID-19 has forced many businesses to adopt alternative work schemes 
as quickly as possible to sustain their operations. In some countries, other 
businesses, whose main operations could not be performed outside 
their traditional workplace and whose products were categorized by the 
government as “non-essential goods” had to cease operations.  Those that 
were allowed to continue normal operations were required to take special 
measures to ensure the safety and health of customers and employees. 
These developments have given rise to challenges and opportunities that 
have necessitated a shift in the dynamics between employers and employees.

Businesses that have been unable to adjust or that had not been allowed to 
operate inevitably had to let go of workers or significantly decrease working 
hours. The closure or downsizing of businesses has also affected worker 
training and apprenticeship, impacting the youth and their prospects for 
future employment.

This chapter investigates emerging themes in how COVID-19 has changed 
where work is done, how it is performed, and who performs it, as well as how 
this changes the role of employers in ensuring the wellbeing and productivity 
of their workers. The chapter also discusses how the ongoing pandemic may 
have lasting impacts on future workers that may prevail long after the crisis 
has ended.
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Theme 4: The COVID-19 pandemic has led to widespread adoption 
of telework through modern information and communication 
technologies, but not all work could be performed remotely.

Physical distancing guidelines advocated by health experts had led to 
restrictions on transportation services and workplaces in varying degrees 
across countries. Many businesses had to adopt alternative arrangements 
for their workers to remain operational while protecting the safety employees 
and customers and to comply with government restrictions. Data from the 
University of Oxford’s Coronavirus Government Response Tracker shows 
that different levels of workplace closure restrictions had been carried out 
across Japan, South Korea, the Philippines, Singapore, and Vietnam across 
varying periods (Figure 3.1) (Hale, et al., 2020). Among the five countries 
studied, Japan had implemented the least stringent level of workplace closure 
policies, where workplace closures and work from home were recommended, 
but not made mandatory. Meanwhile, the Philippines had implemented the 
most stringent measures, requiring the closure of workplaces and the shift to 
work from home arrangements for all organizations except those belonging 
to industries deemed essential. The Philippines has also implemented these 
stringent measures for the longest period.

Figure 3.1. Workplace Closures during the COVID-19 Pandemic, January 1 
to August 30, 2020.

No measures Recommended 
closing or 
recommended 
work from home

Required closing 
or work from 
home

Required closing 
or work from 
home for all-
but-essential 
workplaces

Japan

Philippines

Singapore

South Korea

Vietnam

Jan Feb Mar Apr May Jun Jul Aug

Source: Oxford COVID-19 Government Response Tracker
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Google’s COVID-19 Community Mobility Report gives insight on the 
movement of people during the pandemic (Google, 2020). The report shows 
significant declines in movement in and around workplaces across all five 
countries beginning late March to April relative to the baseline reference 
period of  January 3 to February 6, 2020. A slow return to workplaces has 
been observed from May to July (Figure 3.2).11 While work situations appear 
to be going back to pre-pandemic levels in South Korea and Vietnam, the 
number of people going to work in Japan, the Philippines, and Singapore are 
still below the baseline reference period.

Figure 3.2. Change in the Number of Visitors in Workplaces.

Note: The  baseline is the median value for the corresponding day of the week, 
during the 5-week period 3 January – 6 February 2020.

Source: Google (2020)

11 Note that the Google COVID-19 community mobility data on workplace cannot proxy 
for economic activity and does not compare data year-on-year. Thus, there is potential 
seasonality in workplace mobility data that cannot be teased out from the data used 
in this report. For instance, historical data might suggest that less (more) people may 
really be reporting to work during the chosen reference baseline period. Moreover, no 
detailed study is done here to account for the relative increase in workplace mobility 
due to workers who have started reporting to their formal workplaces despite having 
been on a work-from-home scheme before the pandemic.  
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During the declared emergency period, the government of Japan 
recommended employers to have at least 70% of their employees work 
from home (The Japan Times, 2020a). In South Korea, the results of a local 
survey conducted in February 2020 reported that 36.8% of small firms, 50.9% 
of medium firms, and 60.9% of big firms had implemented or planned to 
implement work from home arrangements (So, 2020). In the Philippines, a 
total of 26,483 thousand establishments affecting 1,160,677 workers had 
implemented flexible work arrangements as of July 27, 2020 (Department of 
Labor and Employment (Philippines), 2020).12 Meanwhile, in Singapore, the 
government had urged companies to implement teleworking as part of their 
“Circuit Breaker” measures to stem the spread of COVID-19. On the flipside, 
Vietnam was able to control the pandemic in its early stages, minimizing the 
length of time that governments and companies implemented workplace 
closures and telework schemes. 

Marked increase in broadband internet penetration especially in urban areas 
during the last two decades and the mass proliferation of connected devices 
had provided the necessary tools paving the way to cloud computing and 
the virtual office. The same developments have also made collaboration 
possible through instant messaging and video conferencing applications. The 
availability and growing use of these applications and devices prior to the 
pandemic allowed for their rapid and widespread adaption when the crisis 
hit.

In some countries, government and private sector efforts encouraging flexible 
work arrangements were already in place even before the pandemic. The 
Philippines had adopted legislation in support of telework in 2018 (Congress 
of the Philippines, 2018), while a series of government programs encouraging 
remote work was adopted in South Korea beginning in 2010 (Hur & Cho, 
2019).13 Government initiatives were also implemented to promote flexible 
work and telework in Singapore and Japan in 2017 (Deutsche Welle, 2017; 
Ministry of Manpower (Singapore), 2017).14

12 Department of Labor and Employment (Philippines), Regular Job Displacement 
Monitoring Report, 27 July 2020.

13 The Philippines passed the “Teleworking Act” in 2018, while South Korea’s “Smart 
Work” initiatives began in 2010.

14 Japan designated July 24 as “Telework Day”, while Singapore also launched its Tripartite 
Standard on Flexible Work Arrangements. 
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The COVID-19 pandemic accelerated the adoption of these technology-
enabled alternative arrangements, as most businesses were forced to 
quickly adapt to the restrictions of the new environment. The pandemic has 
presented itself as a large-scale experiment to test the viability of flexible work 
arrangements and a massive opportunity to learn how best to implement 
them.

While some businesses managed to adopt telework and maintain acceptable 
levels of employee productivity, many businesses realized major challenges, 
especially for those which involve work that could not be done outside the 
traditional workplace. Those that were successful in adapting alternative 
work arrangements identified activities and job functions that could be 
performed remotely to sustain operations during the lockdown. In general, 
larger firms and especially those in business and professional services have 
been able to shift to telework more successfully than smaller firms and those 
in manufacturing, construction, retail and personal services. With most small 
and medium-sized enterprises being in the retail/wholesale, tourism, or food 
service and hospitality industries, most SMEs interviewed were generally 
less successful in shifting to telework. SME 1  reassigned store clerks and 
product merchandisers whose original tasks involved promoting their 
cosmetic products in physical stores as “e-consultants” selling their products 
on various e-commerce platforms instead. However, for SME 3, a company in 
the food service industry with outlets located mostly in malls, only managers 
and administrative staff were able to continue performing work from home 
during the period of strict lockdown.

Internet infrastructure, communications software and ICT equipment proved 
essential for success in adopting telework. Some of the SMEs interviewed 
reported having to rely on web conferencing applications, such as Zoom, to 
hold meetings and keep employees connected. They also relied heavily on 
instant messaging applications such as Viber and WhatsApp. A challenge for 
many SMEs interviewed was that not all of their employees had computers 
or reliable internet connections at home. Instant messaging through mobile 
phones was adequate for some internal communications, but many external 
communications, including client correspondences and e-commerce 
activities required more sophisticated resources and better connectivity. 
Many workers also did not have home environments conducive to long, 
undisrupted periods of telework, especially given that workers often had to 
share the same home workstations and equipment with other household 
members who were also working or studying from home. SME 4 and SME 5 
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reported having many of their employees unable to obtain reliable internet 
access at home even through their mobile phones due to poor connectivity 
in their locations. Some SMEs had to provide laptops or subsidize their 
employees’ internet subscriptions for them to upgrade their accounts or find 
alternative service providers. These circumstances have been commonly 
faced by SMEs in general.

The pandemic has highlighted and possibly exacerbated the digital divide 
between those with access to the necessary digital resources to successfully 
shift to telework and those without such access. Data from the International 
Telecommunication Union (ITU) show the countries of Japan, Singapore, 
and South Korea as having very good ICT capabilities at the household level. 
The share of households with computers in Singapore and South Korea in 
2019 was at 88.8% and 71.7% respectively. The share of households with 
computers in Japan in 2018 was at 75.1%. In comparison, only 23.8% and 
25.8% of households in the Philippines and Vietnam, respectively, had access 
to computers in 2019 (ITU, 2020). Internet access among households through 
any device including mobile phones was 99.7% in South Korea, 98.4% in 
Singapore, 95.7% in Japan , but only 46.0% in Vietnam and 17.7% in the 
Philippines (ITU, 2020). 

Businesses that had already digitally transformed their activities before 
the pandemic generally found it easier to shift to full telework.15 Those that  
relied heavily on manual and physical systems experienced greater difficulty 
adapting during the pandemic. For example, SME 5, an architecture firm, was 
not able to successfully shift to telework immediately since much of their 
materials, including architectural blueprints, had not been digitally stored in 
the cloud therefore requiring access to their physical workplace to resume 
operations. SME 5 also reported experiencing difficulties in the adoption of 
a web conferencing application as many of their staff were unaccustomed 
to using it. They found having to communicate using such application to be 
significantly disruptive especially during client meetings. 

In addition to IT infrastructure and equipment issues, some businesses face 
challenges in ensuring data security and compliance with data privacy laws.  
In the Philippines, many firms in the Business Process Outsourcing (BPO) 
sector had to limit the activities that their employees working from home 
could perform in order to the minimize cyber security risks of processing 

15 SME 1 and SME 6
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confidential information without the protection of company firewalls and 
security software. SME 5 was particularly concerned about intellectual 
property issues in providing service to their customer for whom protecting 
designs and schematics, including design workflows, material technology, 
design proportion and techniques were important aspects of the business.

While most firms did not have acceptable alternatives to having their 
employees work from home during the pandemic, many firms have been 
worried about ensuring worker productivity at home. Some companies have 
invested in technologies and third-party solutions aimed at monitoring worker 
productivity and engagement. For some firms, the work-from-home setup 
continues to be viewed as a temporary, second-best alternative. For example, 
SME 4, a medium-sized company involved in the chemical industry, reported 
that it intends to revert to full in-office operations as soon as government 
allows, citing difficulty in tracking employee attendance during office hours 
the under work-from-home arrangement. Firms that track performance 
mainly based on time spent at work have had more difficulty in accepting 
telework as a viable alternative, especially due to difficulties in employee 
monitoring. Firms that track performance mainly based on output have been 
more open to adopting telework as a viable alternative work scheme. For 
example, SME 1 that has shifted retail operations to e-commerce was not 
particularly concerned about having to monitor employee attendance during 
office hours since they measure worker productivity based primarily on sales.

Theme 5: The pandemic has expanded the role of employers in ensuring 
worker productivity and wellbeing outside the traditional workplace, 
with increased emphasis on occupational health and safety.

Firms and government regulators have began to realize the need to 
ensure the mental and physical safety and wellbeing of workers outside 
the office or factory floor. A representative from the Department of Labor 
and Employment in the Philippines flagged this as a potential issue in the 
long-term adoption of telework, as firms may struggle to ensure health and 
safety protocols in multiple remote locations. For example, ergonomically 
friendly equipment and space complying with general occupational safety 
and health guidelines may not be readily available at home. Thus, employers 
must work with employees to promote awareness and ensure compliance to 
safety and health guidelines. Employers can provide training on occupational 
safety and health and evaluate an employee’s workstation at home for any 
improvements that need to be made. They also will have the responsibility of 
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helping their workers set up their workstations and supporting employees in 
the expenses related to setting up work areas. 

Alongside having to ensure the physical wellbeing of employees working 
from home, employers will have to address mental health and work-life 
balance issues faced by employees. On top of employee fears concerning 
their safety and health amidst the ongoing pandemic and their own financial 
stability, isolation from friends and colleagues, and disruption from daily 
routines can cause mental stress and anxiety among workers. Effective and 
regular communication can help ease feelings of loneliness among workers. 
One practice observed by SME 1 to help employees feel engaged is to have 
regular non-work-related Zoom sessions to check on employees, celebrating 
occasions, like birthdays, together. In their recommendations made through 
the ILO, Robertson and Mosier (2020) highlight the importance of mimicking 
the social dynamics that occur in the physical office (e.g. having coffee 
together) through video conferencing to allow workers to interact with each 
other more informally.

Work-life balance also becomes a challenge, especially as the demands from 
home and from work coexist at the same time and within the same space. 
This is especially true for workers who have dependent care responsibilities, 
most of whom are women. Cultural and social norms, particularly in Japan 
and South Korea, have put home-making responsibilities under the woman’s 
care, while economic and financial responsibilities are typically assigned to 
men (Cooke, 2010). In these societies, women are also regarded as being 
less committed to their careers (Cooke, 2010). Thus, heavily patriarchal 
societies put added pressure on women to portray themselves as both model 
employee and model homemaker. 

Aside from these gender stereotypes, larger households tend to have more 
dependent members who require the care of adult household members 
who must also maintain their productivity at work to provide income to the 
household. The smaller households sizes in Japan (2.3) and South Korea 
(2.5) suggest lighter household chores, while larger household sizes in the 
Philippines (4.2) and Vietnam (3.8) may imply heavier household chores for 
workers who also generally have less access to essential resources necessary 
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for telework such as reliable internet connections and functional workstations 
(United Nations, 2019).16 

Working hours tend to extend beyond traditional office hours when employees 
are working from home. A survey from Cigna Global Health Insurance in 
Singapore found that 63% of Singaporean respondents felt “more stressed 
out because of work” in April 2020 compared to 58% in January 2020 (Loh, 
2020). Working from home also aggravated the “always on” culture among 
Singaporeans. The same survey showed that 78% of Singaporean respondents 
described an “always on” culture in April compared to just 72% in January 
(Loh, 2020).  Employers will eventually have to address these issues for a 
successful implementation of work-from-home arrangements that are now 
being implemented for an extended period. 

Expectations that employees must always be reachable even beyond official 
working hours have put added stress on employees as the delineation 
between work and off-work hours has been eroded (Loh, 2020).  To manage 
working hours and “work-life balance”, SME 3 set specific working hours 
within which employees are expected to be contactable. Beyond these 
working hours, the company explicitly communicated among employees that 
they were not required to respond to any email or message received past 
those set working hours until the next business hours.

Theme 6: Investments must be made in upskilling and reskilling of 
workers as job functions and customer expectations change.

Rapid skills development and retraining have become even more important 
than before as firms find themselves having to drastically change business 
models or essential activities. Training for digital skills has become a basic 
requirement for any firm that seeks to thrive in the new environment where 
digital solutions from productivity software to e-commerce platforms have 
become critical tools for business continuity. The ILO (2020a) recommends 
investment in online training, peer-to-peer learning, remote coaching, 
and technical support.  Retraining of workers has become crucial for firms 
to remain agile and responsive to changing business environments and 

16 Data on average household size are from United Nations. (2020). Household Size 
&	 Composition,	 2019.	 Retrieved	 from	 https://population.un.org/household/
exceldata/population_division_UN_ Houseshold_Size_and_Composition_2019.xlsx  
on 3 September 2020.

https://population.un.org/household/exceldata/population_division_UN_
https://population.un.org/household/exceldata/population_division_UN_
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ensuring that employees can perform several functions. SME 1 invested in 
online training courses for employees to learn new skills. During the peak 
of the pandemic, they encouraged staff to enroll in online courses of their 
interest as a way of transforming this set back into an opportunity to invest 
in their people’s professional development and as well as a way to give them 
a constructive destruction from their anxieties caused by the pandemic. They 
also retrained their store clerks and merchandisers to become more effective 
online sellers.

Theme 7: Widespread adoption of telework arrangements and enhanced 
safety and health protocols by firms during the pandemic may be less 
viable in the long run especially for smaller firms and in less developed 
economies.

Although work-from-home arrangements have been adopted by many 
businesses despite its challenges, most of the SMEs interviewed have mixed 
sentiments on whether working from home can be a long-term practice 
for them. Younger SME participants tended to be more receptive to the 
idea of having a permanent work-from-home scheme.17 Most young SMEs 
interviewed had already embedded digital communication tools in the 
ways of doing business to their daily routine, making the transition from a 
generally office-based set up to a remote setup easier. Among those who felt 
that they had not yet put the right tools in place, younger SME participants 
(SME 5) expressed their openness to invest in the necessary technologies to 
make remote work feasible.18 Greater resistance to the adoption of telework 
as a permanent scheme was observed among the older SMEs interviewed. 
Processes in older SMEs are mostly paper-based, and digitalizing processes 
that have worked for them through decades was seen as a costly investment. 
For example, SME 4 engaged in the trade of chemical products for water 
treatment plants intends to revert back to full office operations once situation 
improves until such time that the owners decide to invest in ICT equipment 
and software applications needed for more flexible work schemes to be 
viable.

17 SME 1, SME 3, SME 6 were recently established SMEs.

18 SME 5
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Even with a planned adoption of work-from-home arrangements in the 
long-run, SME participants still foresee a mixed set-up in the future. That is, 
they still see the value of having an office space and having people come to 
work some days of the week if not on a full-time basis. For some, there are 
still documents that need to be manually signed as part of their compliance 
policies. For others, they find alignment and collaboration easier when done 
face-to-face. 

Remote working as a solution to keep businesses going is also not feasible for 
all types of occupation and all types of jobs. In a recent IMF Working Paper, 
Brussevich, et al (2020) created an index using data from 35 countries to 
measure the “teleworkability” of occupations (Figure 3.3) (Brussevich, Dabla-
Norris, & Khalid, 2020). They found elementary occupations that usually 
require physical proximity to the actual work to be the least tele-workable 
occupations, followed by plant and machinery operations and craft and 
related trade workers; service, shop, & market occupations such as personal 
services workers; sales workers; personal care workers; and protective 
services worker.19 What is common among these four least teleworkable 
occupations is that these are typically low wage jobs where individuals are 
employed informally or contractually especially in developing countries like 
the Philippines and Vietnam. Moreover, these jobs require physical proximity 
and face-to-face interaction making them more vulnerable to health risks, 
specifically those related to COVID-19, where transmission usually happens 
through close contact. On the other hand, legislators, officials, managers, 
and professionals were found to be the most teleworkable occupations. 
These occupations are less reliant on workers’ physical proximity and can be 
accomplished through digital technologies.

The ILO estimates that for developing countries like the Philippines and 
Vietnam, over two thirds of the workforce are in the four least teleworkable 
occupations (Table 3.1). In Japan and South Korea, these four occupations 
also make up a sizeable portion of jobs at 51.9% and 48.9% of employment, 
respectively. A large share of these jobs fall under the service and sales 
occupations category in Japan, and under the elementary occupations category 

19 Elementary occupations include cleaners and helpers; agricultural, forestry and 
fishery	laborers;	laborers	in	mining,	construction,	manufacturing	and	transport;	food	
preparation assistants; street and related sales and services workers; and refuse 
workers and other elementary workers (e.g. messengers, package deliverers and 
luggage porters).
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in South Korea. Employment in the four least teleworkable occupations 
is lowest in Singapore at 29.4%. Consequently, workplace closures and 
mandated work from home have had a large impact on economic activity 
across these five countries.

Figure 3.3. Tele-workability by Occupation.

Source: Brussevich et al. (2020)

Table 3.1. Employment Distribution by Occupation, 2019, in per cent.

Occupation Japan Philip-
pines

Singa-
pore

South 
Korea

Viet-
nam

Elementary occupations 
and skilled agricultural, 
forestry and fishery 
workers

10.6 37.7 7.6 17.2 44.8

Plant and machine 
operators and 
assemblers

9.1 5.9 6.8 11.7 10.1

Craft and related trades 
workers

10.0 7.3 3.3 8.5 13.7

Service and sales 
workers

22.2 15.8 11.8 11.4 16.6
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Occupation Japan Philip-
pines

Singa-
pore

South 
Korea

Viet-
nam

Technicians and 
associate professionals

11.0 4.0 21.8 17.6 3.4

Clerical support workers 20.1 6.4 11.4 10.8 2.0
Managers 2.0 17.3 16.1 1.1 1.3
Professionals 15.0 5.6 21.2 21.7 8.0

Source: ILOSTAT (2020a)

Brussevich, et al (2020) also show how teleworkability varies by sector 
(Figure 3.4). Work in accommodation and food services, construction, 
transportation, administrative and support services, wholesale and retail 
trade, and manufacturing are the least teleworkable, while jobs in education, 
professional services, finance, and ICT are most teleworkable. Common to 
these sectors where jobs are most teleworkable are the availability of digital 
technologies that enable remote work and service delivery.  

Figure 3.4. Tele-workability by Sector.

Source: Brussevich et al. (2020)
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Fourth quarter 2019 estimates from the ILO and national statistics offices 
show that these sectors make up a large share of workers in all five countries 
considered in the report (Figure 3.5 to Figure 3.9.). In all five countries, the 
least teleworkable sectors account for more than half of employment. Many 
firms, including some of the SME interviewed have had to lay off workers 
whose occupations were not teleworkable. 

Figure 3.5. Employment Distribution by Economic Activity, Japan, 2019Q4.

Source: Statistics Bureau (Japan) (2020b); author’s calculations.

Figure 3.6. Employment  Distribution by Economic Activity, South Korea, 
2019Q4.

Source: ILOSTAT (2020b); author’s calculations.
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Figure 3.7. Employment Distribution by Economic Activity, Philippines, 
2019Q4.

Source: Philippine Statistics Authority (2020c); author’s calculations.

Figure 3.8. Employment Distribution by Economic Activity, Singapore, 
2019Q4.

Source: Ministry of Manpower (Singapore) (2020d); author’s calculations.
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Figure 3.9. Employment Distribution by Economic Activity, Vietnam, 
2019Q4.

Source: ILOSTAT (2020b); author’s calculations.

While the teleworkability of jobs relative to other jobs in the economy tends to 
be the same across countries, the same jobs tend to be more teleworkable in 
developed economies than in developing economies. Furthermore, ILO data 
shows that a significantly smaller proportion of low income workers have 
jobs that are teleworkable compared to high income workers.  Low income 
workers in low income and developing economies are particularly at risk of 
unemployment and loss of income as the pandemic continues.
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Figure 3.10. Likelihood of being Able to Work from Home by Income 
Group.

Source: ILO (2020d).

These findings have important policy implications for countries where 
the main drivers of economic activity and employment are sectors where 
teleworking is least feasible. Country governments will have to address issues 
of unemployment as well as possible long-term impacts on the employability 
of workers who may face long periods of unemployment or permanent job 
loss due to automation as the pandemic continues. Occupational safety and 
health must be a priority in restarting economic activity and in defining the 
new workplace. Otherwise, operations will continue to be disrupted should 
future waves of the pandemic occur. This will create further instability for 
workers, firms, and the economy. In addition, consumers’ preferences and 
expectation for enhanced safety will also affect businesses that are unable to 
embed health and safety measures such as remote work and safe distancing 
in their operations.
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Theme 8: Ensuring the safe return to work is crucial for business and 
economic recovery.

Physical workplaces will have to reopen as telework remain impractical 
or infeasible for some occupations to varying degrees across countries. 
Reconfiguring formal workplaces is therefore necessary to protect both 
jobs and employees, especially as the pandemic continues without a readily 
available cure and vaccine. Country governments are preparing guidelines 
for the safe return to work, and firms face the additional challenge of 
implementing safety and health protocols effectively.  Staggered workforce 
schemes, frequent rapid testing for COVID infections, physical investments 
in protective gear and installations, digital solutions and IT infrastructure, 
regular cleaning and disinfection of common areas, and promotion of good 
personal hygiene are just some of the measures that firms are expected to 
adopt in the new normal.

All interviewed SMEs reported having to incur additional spending on safety 
and health measures for their workers and customers, such as placing 
automated or manual thermometers in work premises, putting disinfection 
mats in entrances to office buildings, and installing hand sanitizer dispensers 
to encourage good personal hygiene. Some SMEs (SME 2 and SME 7) have 
spent on regular rapid testing for employees, while others (SME 2, SME 5, 
and SME 7) have provided safe housing in the workplace to minimize risks 
of infection during daily commutes. Some companies (SME 3 and 7) have 
provided transportation for their workers to and from the office and their 
homes. The use of varying forms of personal protective equipment (PPE) has 
also been widely adopted by SMEs, ranging from non-medical face masks/
shields to medical grade PPEs  (SME 3 and SME 7). For many firms, and 
especially for small businesses, such increased safety and health measures 
have significantly increased operating costs. Low demand for their products 
has prevented most SMEs from raising prices, and the additional costs have 
resulted in lower margins, which may undermine business profitability in the 
long run especially for small firms. 

As businesses adapt to the emerging “new normal”, more job functions and 
business will become more compatible with flexible work arrangements 
and telework. Soon, physical workplaces will have to be redefined and 
reconfigured, and investments will have to be made in the necessary physical, 
digital, and human infrastructure. Many large firms have begun to pioneer 
this shift, but for small firms, many of which have seen their narrow profit 
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margins squeezed further by rising operating costs and low sales volumes, 
the challenge of adapting to new norms of work will be a major struggle.

Theme 9: The “lockdown generation” will carry the economic burden of 
the pandemic.

The impacts of COVID-19 on work is felt differently across different groups.20 
Among those who are most affected are the youth, as they are expected 
to shoulder the negative impacts of the COVID-19 crisis for years to come. 
The ILO (2020b) sees the COVID-19 pandemic affecting the youth in three 
dimensions: (1) through disruptions in education, training, and work-based 
learning; (2) through increased difficulty in finding new jobs and in entering 
the labor market; and (3) through job and income losses and lower quality 
employment.

Pre-COVID19 statistics indicate a large share of young people not in 
employment, education or training (NEET) particularly in the Philippines 
(Figure 3.11). This problem is further exacerbated by school closures, leaving 
the youth unproductive for extended periods of time. While the health 
and safety objectives of school closures are valid, this has several adverse 
effects on the youth, including interrupted learning and rise in dropout rates 
(UNESCO, 2020). To address this, some schools have moved to online learning 
or distance learning, but this can be a challenge especially for countries like 
the Philippines and Vietnam where Internet connectivity and technological 
adoption is not widespread.

A recent ILO-UNESCO-World Bank survey on Technical and Vocational 
Education and Training (TVET) carried out from April 5 to May 15, 2020 reveals 
that most respondents have reported a complete or partial closure of TVET 
centers (ILO, 2020b). Interruptions in training and work-based learning are 
especially problematic as retraining and upskilling are particularly important 
as business models and job functions change in response to the ongoing 
crisis. Missing out on these opportunities may undermine the youth’s future 
employment prospects, placing them in a less competitive position compared 
to older, more experienced cohorts and imposing future income losses.

20	 The	ILO	identifies	these	segments	as	1)	those	with	underlying	health	conditions	and	
older people, 2) young persons and older workers, 3) women, 4) unprotected workers, 
and 5) migrant workers. 
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Figure 3.11. Share of Youth Population Not in Employment, Education or 
Training, 2019.

Note: The share of youth not in education, employment or training conveys 
the number of young persons not in education, employment or training as a 
percentage of total youth population. It provides a measure of youth who are 
outside the educational system, not in training and not in employment, and thus 
serves as a broad measure of potential youth labour market entrants.

Source: ILOSTAT (2020c).

Looking for new jobs and entering the job market will also be more difficult 
for young people. Permanent business closures from the COVID-19 crisis 
have not only led to job losses, they have also reduced the number of new 
jobs available. For instance, job offers to fresh graduates in March 2021 fell 
by 15.1% from a year earlier in Japan (The Japan Times, 2020b). With both 
young and older, more experienced workers competing for the same jobs, 
the youth are at a disadvantage given their lower years of experience. This is 
also made worse by the interruptions in schools and training, which hinder 
the youth from getting the professional experience and training they need 
for the job market. With little choice in the labour market, the youth are more 
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likely to be unemployed or to accept jobs which do not match their skills and 
with lower pay. 

Sentiments among SMEs interviewed are mixed regarding their preference 
for fresh graduates. Some SMEs, (SME 1 and SME 3) are receptive to employing 
new labour market entrants. On the other hand, other SMEs (SME 2 and SME 
5) generally look for applicants with longer work experience. 

The youth also a face greater probability of losing their jobs because labor 
laws tend to increase the cost of firing more tenured workers, because 
they are working in less protected jobs, and because more experienced 
workers are deemed by employers to be more productive (ILO (2020b). The 
ILO  (2020b)  estimates that, globally, about 178 million young people are 
employed in sectors hit the hardest by COVID19, and three quarters of them 
are employed informally. These hard-hit sectors are those where jobs are 
most at risk because of drastic falls in output (Table 3.2) (ILO, 2020c)  They 
include 1) accommodation and food services, 2) real estate; business and 
administrative activities, 3) manufacturing; and 4) wholesale and retail trade; 
repair of motor vehicles and motorcycles. Medium-high risk sectors, on the 
other hand, include 1) arts, entertainment and recreation and 2) transport; 
storage and communication.

Data for South Korea, the Philippines, and Vietnam show that a significant 
share of employed youth are in high and medium-high risk sectors (Table 
3.3) (ILO, 2020c). In South Korea, over 58% of the youth are employed in high 
risk sectors, majority of them in the manufacturing and wholesale and retail 
trade sectors. Adding those employed in medium-high risk sectors brings this 
proportion to over 69% of employed youth. In the Philippines and Vietnam, 
the youth employed in high-risk sectors make up 45% and 39% of youth 
employment, respectively. Considering medium-high risk sectors brings the 
totals to over 52% and over 42% for the Philippines and Vietnam, respectively. 
This implies that, in addition to interruptions in schooling and training, a large 
portion of future workers are likely to experience spells of unemployment as 
the pandemic takes its course. 
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Table 3.2.	Risk	Classification	of	Sectors.

LOW LOW-MEDIUM MEDIUM MEDIUM-HIGH HIGH

• Education
• Human health 

and social 
work activities

• Public ad-
ministration 
and defence; 
compulsory 
social security

• Utilities

• Agriculture; 
forestry and 
fishing

• Construction
• Financial and 

insurance 
activities

• Mining and 
quarrying

• Arts, enter-
tainment and 
recreation

• Transport; 
storage and 
communica-
tion

• Accommo-
dation and 
food service 
activities

• Real estate; 
business and 
administrative 
activities

• Manufactur-
ing

• Wholesale 
and retail 
trade; repair 
of motor 
vehicles and 
motorcycles

Source: ILO (2020c)

Table 3.3. Distribution of Youth Employment by Economic Activity, 2019, 
in %.

Risk Philip-
pines

South 
Korea

Viet-
nam

Accommodation and food ser-
vice activities High 7.57 26.61 5.08

Real estate activities High 0.32 0.20 0.24
Administrative and support ser-
vice activities High 4.95 3.12 0.50

Manufacturing High 10.02 11.79 24.08
Wholesale and retail trade; 
repair of motor vehicles and 
motorcycles

High 22.06 16.48 9.34

Arts, entertainment and recre-
ation

Medium-
High 1.04 5.93 0.42

Transportation and storage Medium-
High 4.75 2.08 2.11

Information and communication Medium-
High 1.55 3.08 0.66

Construction Medium 10.53 2.88 5.23
Financial and insurance activiies Medium 1.80 1.75 0.54
Mining and quarrying Medium 0.48 0.05 0.17
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Risk Philip-
pines

South 
Korea

Viet-
nam

Agriculture; forestry and fishing Low-Me-
dium 20.67 1.02 20.34

Education Low 3.26 7.60 2.03
Human health and social work 
activities Low 1.09 8.42 0.59

Public administration and de-
fence; compulsory social secu-
rity

Low 3.40 1.42 0.73

Electricity, gas, steam and air 
conditioning supply Low 0.19 0.10 0.13

Water supply; sewerage, waste 
management and remidiation 
activities

Low 0.12 - 0.11

Professional, scientific and tech-
nical activities

Unclas-
sified 0.96 3.68 0.45

Other service activities Unclassi-
fied 5.23 3.17 2.53

Activities of households as em-
ployers

Unclassi-
fied - - 0.11

Activities of extraterritorial orga-
nizations and bodies

Unclassi-
fied - - -

Not elsewhere classified Unclassi-
fied - 0.63 24.61

Source: ILOSTAT (2020d)

This triple threat of disruptions in education, training, and work-based 
learning, difficulty in finding new jobs or entering the job market, and job 
losses due to the pandemic may have long-lasting effects on today’s youth, 
who may constitute a “lockdown generation” whose future prospects are 
undermined by the pandemic. These long-term effects may include lower 
wages, less opportunities for career development, and poorer job prospects 
(Gregg, 2001; Gregg & Tominey, 2005;  Genda et al., 2010; Cruces et al., 2012; 
OECD, 2020).
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Conclusion

The COVID-19 pandemic forced businesses to change the way they operate, 
whether through the use of modern ICT tools or through putting in place 
measures to ensure the health and safety of employees who must report to 
work. These changes have presented major challenges for SMEs who were 
already facing limited working capital in their day-to-day operations even 
before the pandemic. Therefore, policies are needed to reduce the barriers 
faced by firms in implementing new work schemes, going digital, and ensuring 
occupational health and safety. 

Governments can help encourage alternative work schemes and digital 
transformation among SMEs by encouraging public and private investments 
in ICT to lower the cost of internet service and improve the speed and 
reliability of internet connections. Institutions also have a role to play in 
creating laws and regulations that protect both firms and workers from data 
security breaches and ensure their data privacy. Capital constraints that 
hinder firms from going digital must also be addressed by policies as this is 
one of the major barriers faced by SMEs.

New work schemes have also created challenges for firms in terms of 
ensuring workers’ mental and physical safety and wellbeing. Governments 
have the responsibility of ensuring that laws and protocols on occupational 
health and safety are implemented in alternative work arrangements, and 
regulations on working hours should also be made applicable under such 
alternative schemes. Businesses also have the responsibility of ensuring 
compliance with occupational health and safety laws by providing training 
on the topic, evaluating employees’ workstation at home, and helping their 
workers set up their remote workstations. Internal policies on working hours 
must be created and strengthened to protect employees’ mental wellbeing 
and help them decouple work from home life.   

Changing business environments and consumer preferences have also called 
for rapid skills development and retraining of employees. Alongside private 
initiatives to retrain their workforce, government programs encouraging 
technology and digital skills development can create a future-ready and 
crisis-resilient workforce. 

On the flip side, it has also be shown that telework arrangements may not 
be feasible for many SMEs in the long-run. Thus, ensuring the safe return 
to work is crucial for business and economic recovery. Many SMEs lack the 
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formal mechanisms in formulating and carrying out guidelines for the safe 
return to work of employees. Governments can help by formulating clear and 
implementable guidelines that can support SMEs in ensuring their workers’ 
safety while a cure and vaccine for COVID-19 is not available. Subsidizing 
personal protective equipment across the populations can also help ease the 
economic burden falling on SMEs to comply with health and safety protocols.  

Finally, the negative labor market implications of the crisis are expected to 
be shouldered by today’s youth. Thus, specific labor policies, such as job 
search assistance and youth training and reskilling, are needed to mitigate 
the negative long-term effects of the pandemic on the youth’s future labor 
outcomes. 
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4. Globalization

The COVID-19 pandemic has battered international investment and trade. 
Experts warn of drastic falls in foreign direct investment flows, with the 
United Nations Conference on Trade and Development (UNCTAD) seeing a 
global decline of up to 40% in 2020 (UNCTAD, 2020a). The uncertainty brought 
about by pre-pandemic trends—the trade conflict between the U.S and China 
in particular—and the COVID-19 pandemic itself have made investors wary 
and experts diffident with their advice on where investments should go. This 
presents an opportunity for some countries to attract FDI, but only if they are 
able to successfully convince cautious investors with a compelling COVID19 
report card in addition to sound fundamentals to give them a competitive 
edge.

Trade has significantly slowed as economies are hit from both supply and 
demand. According to the World Trade Organization (WTO) (2020), the 
volume of merchandise trade for the first quarter of 2020 fell 3% year-on-
year, while initial estimates for the second quarter point to a massive 18.5% 
drop year-on-year (WTO, 2020).

The disruptions brought about by the pandemic, including various government 
interventions meant to curb the spread of the virus that had consequently 
impeded flows across global value chains, put emphasis on the need to 
establish resilient supply chains, especially for essentials goods and services. 
Decades of success globalizing production have resulted in an intricate web 
of interdependencies among multiple firms, large and small, across multiple 
countries. Thus, quarantine measures, border closures and travel restrictions 
across countries have not only affected global production networks, but also 
local economies and communities. Consequently, global value chains (GVCs) 
will see a transformation in the immediate future in response not only to the 
disruptions brought forth by the pandemic, but also by the fourth industrial 
revolution, US-China trade politics, and the sustainability imperative. 

This chapter begins by examining recent trends in FDI and trade, and 
interpreting their impacts on FDI dynamics that are expected to continue 
post-pandemic. Following this is a discussion of possible transformations 
in global value chains within the next decade following the four trajectories 
proposed by UNCTAD in their World Investment Report 2020.
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Theme 10: The COVID-19 pandemic has compounded the recent 
slowdown of globalization through diminished trade and investment 
flows. 

Among the immediate economic effects of the COVID-19 pandemic are lower 
consumer and business confidence that have led to declines in investment and 
trade (Figure 4.1 and Figure 4.2). Many businesses have been either forced 
to close shop following government quarantine protocols or been forced to 
shut down due to falling demand from both local and international market. 
Investors have held back on investments, taking a wait-and-see position as 
the pandemic progresses. Because of disruptions in business operations, 
many workers have experienced loss of income or are at risk of losing their 
jobs. This feeds back to falling demand for goods and services across the 
globe, further loss of revenue among firms, and further deterioration of 
business confidence, creating a contractionary loop for the economy.

Seen globally, trade has been affected by both government lockdown 
measures and lower consumer confidence. All five economies under study—
Japan, Philippines, Singapore, South Korea, and Vietnam—have suffered 
from dips in both imports and exports at the height of global lockdowns 
in mid-March to mid-May 2020 (Error! Reference source not found. and 
Error! Reference source not found.). Compared to the same period last 
year, export values were lower in 2020 in all countries considered except in 
Vietnam, which had previously been considered a success story in COVID-19 
containment. Similar albeit smaller dips in imports were also observed. 
SMEs we had interviewed reported delays in shipments of imported inputs 
at the height of the pandemic, but have seen logistics situations improve as 
restrictions were eased. Nevertheless, the recent declining trends in trade 
data are reflective of the lower global and local demand for merchandise 
goods and the overall downturn of the global economy.
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Figure 4.1.	Consumer	Confidence.

Source: Bank of Japan (2020a), Bank of Korea (2020a), Bangko Sentral ng Pilipinas 
(2020a)

Figure 4.2.	Business	Confidence.

Source: Bank of Japan (2020b), Bank of Korea (2020b), Bangko Sentral ng Pilipinas 
(2020b), Singapore Institute of Purchasing and Material Management (2020)
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Figure 4.3. Total Exports (in USD million).

Source: Ministry of Finance (Japan) (2020a), Korea Customs Service (2020a), 
Philippine Statistics Authority (2020a), Department of Statistics (Sinagpore) 
(2020a),	General	Statistics	Office	(Vietnam)	(2020a)

Figure 4.4. Total Imports (in USD million).

Source: Ministry of Finance (Japan) (2020b), Korea Customs Service (2020b), 
Philippine Statistics Authority (2020b), Department of Statistics (Sinagpore) 
(2020b),	General	Statistics	Office	(Vietnam)	(2020a)
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While the pandemic has significantly contributed to rapidly falling business 
confidence, the downward trend had begun earlier. Since early 2019, business 
confidence has been seen falling especially in Japan and South Korea, two 
countries with large GVC participation particularly in manufacturing (Figure 
4.2). Deterioration in business confidence observed in these two countries 
had been triggered by uncertainty surrounding global trade friction, including 
the US-China trade conflict and other regional trade tensions. Consequently, 
many foreign investors have either held back on investment or shifted 
investments to other economies as these trade conflicts worsened. Trends 
in the diversification of global investments may be accelerated or intensified 
by the COVID-19 pandemic, as investors seek to build greater resilience into 
their supply chains.

The impact of global trade frictions has been mixed among the economies 
considered in this report. Some economies may have benefited from the US-
China trade conflict. Foreign direct investment flows into Japan, Singapore, 
and Vietnam increased from 2018 to 2019. Japan’s inflow of foreign direct 
investment rose from USD 9.8 billion to USD 14.6 billion in 2019. Inflows 
of foreign investment rose in Singapore from USD 79.7 billion to USD 92.1 
billion, as investments in electronics manufacturing, energy, and chemicals 
poured into the country (UCTAD, 2020). Vietnam also experienced an increase 
in FDI inflows as more Japanese and Korean firms shifted manufacturing into 
the country (UNCTAD, 2020a). On the other hand, the Philippines and South 
Korea experienced contractions in FDI in 2019 as both internal and external 
factors came into play. External factors include global uncertainties such as 
the US-China trade conflict and the conflict between the US and Iran (Cigaral, 
2020a). Aside from these external factors, trade tensions with Japan and 
the end of tax incentives for foreign investors contributed to South Korea’s 
decline in FDI for 2019 (UNCTAD, 2020a).
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Figure 4.5.	Foreign	Direct	Investment	Inflows.

Source: UNCTAD (2020b)

Numbers in the first few months of 2020 reflected the early impacts of the 
pandemic on FDI. The Philippines reported a 67.9% decrease in FDI for April 
2020 compared to April 2019, with the Bangko Sentral ng Pilipinas citing weak 
global and domestic demand prospects as reasons for the decline (Cigaral, 
2020b). Disbursements of FDI projects in Vietnam for the first quarter of 
2020 was also down 6.6% year-on-year, while FDI commitments for January 
to March was down 20.9% year-on-year (Thuy, 2020).

The global economic downturn will continue to slow down FDI flows, but 
countries in Southeast Asia can still be attractive destinations for investment 
especially for regional neighbors looking to diversify and relocate their supply 
chains driven by concerns regarding recent global trade frictions or towards 
building more resilient production networks following the pandemic. Japanese 
and South Korean firms may be expected to continue shifting production into 
Southeast Asian countries, such as Vietnam and Indonesia, to circumvent the 
US-China trade conflict, provided that these countries are able to successfully 
manage their COVID19 situations. In April this year, the Japanese government 
announced a USD 2.4 billion package in support of firms moving operations 
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back to Japan or to countries in Southeast Asia (Alberti, 2020). Singapore, 
which has consistently been a top destination for FDI, also stands to gain with 
its relative competitiveness in high-technology manufacturing. A study by the 
Asian Development Bank  (2018) shows that the Philippines stands to gain 
from the trade conflict, but will be competing with other ASEAN neighbors 
like Malaysia, Thailand, and Vietnam (Abiad, 2018). However, uncertainties 
brought about by the pandemic may become a hurdle for the Philippines as 
the country had become a COVID19 hotspot for a period. 

Theme 11: Global value chains will see transformations in the next 
decade towards more diversified regional networks with increased 
localization of production activities that generate greater added value 
while remaining globally integrated in knowledge-based components.

Global value chains (GVCs) have provided immense growth opportunities for 
economies across the world. Many countries have reaped the benefits from 
participating in GVCs through forward and backward linkages. These benefits 
include the creation of jobs, technological transfer, expansion of markets, and 
increases in productivity. However, this interconnectedness in production 
has also created an intricate web of interdependencies whereby local shocks 
can easily affect the health of other economies. This was highlighted from 
the beginning of the pandemic as trade disruptions in Wuhan, China quickly 
cascaded across the region and the rest of the globe disrupting the supply 
chains of some of the largest companies in the world in a matter of weeks, 
arguably faster than the contagion of the virus itself.  As the pandemic spread, 
multiple disruptions rapidly emerged exposing the huge vulnerabilities of 
existing GVC configurations.

GVC expansion in the past two decades were driven by trade policies, 
microeconomic firm and industry level considerations, and technological 
advances (UNCTAD, 2020a). In the 2000s, the world saw a remarkable growth 
in GVCs as trade was further liberalized and more countries opened their 
local economies and embraced export-oriented growth. With technological 
advances in manufacturing as well as information and communications, firms 
have been able to outsource increasingly specialized steps of the production 
process to other firms often in foreign countries, taking advantage of wage 
differentials and declining trade costs. With the rise of the knowledge-based 
economy, hyper-specialization of tasks has been further supported through 
digitally-enabled GVCs. Although GVC expansion had slowed in the 2010s as 
numerous country government adopted protectionist policies and as returns 
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to FDI declined, the level of interdependence among economies and firms 
across the globe has remained tremendously high. Furthermore, asset-light 
forms of investment particularly in knowledge-based and tech industries 
have flourished (UNCTAD, 2020a), which suggests that trends in absolute FDI 
flows may underrepresent the continuing expansion of GVCs. 

Backward GVC participation estimates based on export decomposition terms 
from the Asian Development Bank (2020) reflects the trends in the 2000s 
and 2010s (Figure 4.6). GVC participation for Japan, Philippines, South Korea, 
and Vietnam was higher in 2019 than in 2000. Meanwhile, Singapore’s GVC 
participation stands out as having been on a on a steady decline since 2011. 
The Global Financial Crisis of 2007/08 marked the beginning of divergence in 
trends among the five countries considered. A trend of rising participation 
is observed for Japan from a low in 2009. In South Korea, participation has 
been declining since 2012. The Philippines’ participation declined from 2007 
to 2014 before rising again beginning in 2015. Vietnam has been seeing a 
steady increase in its participation in GVCs, but data suggests a sharp decline 
in participation in 2018 followed by a moderate decline in 2019. 

Figure 4.6. Backward Participation in Global Value Chains, 2000, 2007-
2019.

Source: Asian Development Bank (2020); author’s calculations. 
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COVID-19 is expected to accelerate the changes in GVC patterns brought 
about by technology, policy, and economic considerations. Fourth industrial 
revolution technologies have further enhanced mechanical automation 
through robotics, while digitalization has increased supply chain efficiency 
and reliability. Advanced ICT, analytics, and 3D printing push the boundaries 
of GVC expansion further. Automation puts downward pressure on labor cost 
and promotes economies of scale, which can pull multinational enterprises 
towards re-bundling production processes and reshoring (UNCTAD, 2020a). 
On the other hand, digitalization of the supply chain, leads to lower transaction 
costs and greater transparency and information sharing, which can push 
towards offshoring and outsourcing of services (UNCTAD, 2020a). Additive 
manufacturing, or 3D printing, can lead to re-bundling of certain processes 
across dispersed geographic locations. Thus, production chains will become 
shorter, leading to smaller, localized production (UNCTAD, 2020a), yet will 
remain connected to larger regional or global networks where dependencies 
shift from physical intermediate goods to knowledge-based services and 
process components

Trends in the policy landscape are also accelerating. Since 2018, trade 
frictions, including the US-China trade conflict, have shifted the policy 
landscape towards greater protectionism driven in part by the rise of popular 
politics in many jurisdictions. The COVID-19 pandemic may intensify inward-
orientation justified by the argument of having to secure the supply of 
essential goods, the vulnerabilities of which were exposed at the height of 
worldwide lockdowns. 

Finally, customer and investor preferences for sustainable production 
had begun to influence global value chains in recent years. People and 
governments have become more aware of the harmful effects of climate 
change, and many businesses have placed increased importance on disaster 
resilience and sustainability in their operations. More recently, the pandemic 
has also highlighted the need to build greater resilience in production and 
distribution networks. 

Depending on how these technology, policy, and economic considerations 
pan out, UNCTAD sees four possible trajectories of global value chains 
in the next decade (UNCTAD, 2020a). First, there may be reshoring, where 
value added becomes geographically concentrated. Second, industries may 
diversify their networks, leading to a wider distribution of economic activities. 
Third, global value chains may choose to reduce the physical length of supply 
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chains but maintain fragmentation through regionalization. Lastly, industries 
may shorten their value chains and re-bundle production stages through 
replication. These four trajectories have varying impacts on international 
production across industries and can lead to different outcomes for FDI 
and GVC trade. Table 4.1 below summarizes the impacts, drivers, affected 
industries, and results of these four trajectories, while Figure 4.7, which 
is adapted from UNCTAD (2020a) summarizes the relevance of the four 
trajectories on various industries.

Key informant interviews with government representatives and members of 
the academe have yielded varying outlooks on GVCs in the context of their 
local economies. A resource person from the Philippine government (GOV 
1) believes that the country would be looking more inwards for both supply 
especially of essential goods and demand for products. This is echoed by a 
member of the academe (ACAD 1) who expects that nationalistic and inward-
looking sentiment to grow in popularity.

In comparison, a resource person from the Japanese government (GOV 3) 
expects a combination of reshoring by Japanese firms and diversification of 
supply chains in view of increasing resilience and business continuity. There 
is now greater appreciation of the benefits of a “just-in-case strategy” over 
the traditional “just-in-time strategy” among Japanese firms. Part of the 
Japan’s strategy to improve resilience in Japanese supply chains is to provide 
subsidies to firms relocating production either domestically, especially for 
essentials, or to other economies in Southeast Asia.

From the perspective of an economist from South Korea (ACAD 2), the 
COVID-19 pandemic has highlighted the importance of distance as a factor 
determining the reliability of supply chains. Given the supply chain difficulties 
and uncertainty experienced during the pandemic, the production of key 
components and critical inputs is expected to be relocated physically closer 
to market, and alternative local sources would have to be found, echoing 
trends of regionalization, reshoring, and diversification. However, South 
Korea’s current GVC configuration is driven significantly by wage differentials. 
Thus, although the country’s biggest exports has been in semiconductors, 
for which production processes can be automated, reshoring may not be an 
attractive option. A more viable scenario is for South Korean firms to relocate 
production to other neighboring Asian economies, especially in the ASEAN. 
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Vietnam in particular expects to benefit from the relocation of production from 
China, with FDI from Japan and South Korea as firms pursue diversification 
and regionalization strategies. 

Based on these insights, the dominant trajectory in Asia, particularly for the 
five countries considered in this report, is for a higher regional concentration 
of value-added creation in GVCs, with diversification within the region in 
response to recent trade frictions and experiences during the pandemic. 
Reshoring is seen as a strategy for essential goods, including medical supply, 
but not so much in high-technology manufacturing as proposed by the 
UNCTAD (2020a). Based on interviews with experts (ACAD 2 and ORG 1), there 
still appears to be an opportunity for labor cost arbitrage for countries like 
Japan, South Korea, and Singapore who outsource to neighboring countries 
in the region. 

On the ground, however, the general sentiment among SMEs interviewed 
is that their supply chains will remain as is. To the SMEs we interviewed, 
cost was still the biggest consideration when sourcing for imported inputs, 
and for the moment, their current suppliers, mostly from China, still offer 
the lowest cost. Although they experienced a few short delays with their 
current suppliers during the pandemic, none of the SMEs interviewed 
reported international supply chain disruptions as having greatly affected 
their operations. Domestic considerations such as lack of manpower and the 
drop in local demand for their products due to forced business closures and 
shelter-in-place instructions from government presented greater challenges 
to these firms.  Moreover, according to a resource person from the Asian 
Trade Center, working capital constraints and personal relationships play 
big roles in Asian SMEs’ supply chain and production decisions. Thus, while 
diversification and automation may be more viable and feasible for larger 
firms, this may not be the case for SMEs. 

Conclusion

Global value chains have been transforming as they expanded in the last 
two and a half decades, but recent developments in technology, trade policy, 
and business strategy are expected to drive potentially drastic shifts in 
the patterns of globalization in the future. The difficulties and uncertainty 
brought about by the COVID-19 pandemic will likely accelerate these 
changes. The reconfiguration of GVCs will benefit some while hurting others. 
The pandemic introduces additional criteria on top of sound macroeconomic 
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fundamentals and traditional considerations for economies to successfully 
attract investments from a relatively smaller pool of efficiency-seeking. Public 
health and safety, resilience of local production and distribution networks, 
and sustainability of operations now receive greater attention from potential 
investors. 

Good public health policies to contain the spread of COVID-19 can help the 
economy restart operations ahead of competing economies. This also lowers 
the operational risks and uncertainties brought about by the pandemic, as 
firms are assured of workers’ health and an improved local demand. Policies 
that ease regulations and lower bureaucracy on foreign investments will 
continue to attract FDI, especially in light of the recent increase in government 
restrictions and interventions meant to curb the spread of the virus. An 
expert we interviewed from Vietnam particularly noted how increased 
travel restrictions and processes upon arrival of foreign visitors may have a 
negative impact on investment flows as this affects perceptions and business 
confidence. Nonetheless, in the long view, countries that effectively manage 
the impacts of the pandemic at home will have a competitive advantage from 
the perspective of investor over those that don’t.
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5. Asia-Europe       
   Relations

Trade, Investments, and Official Development Assistance

Asia and Europe have become leading trade and FDI partners in recent years, 
overtaking each region’s trade and FDI flows with the United States (Neves, 
Becker, & Dominguez-Torreiro 2019). The significance of this economic 
relationship is highlighted in the case of each of our countries of interest. 
The European Union (EU) is the Philippines’ largest foreign investor (in terms 
of amount of foreign direct investments) and fourth largest trading partner 
(European Commission 2020g). It is also one of the largest foreign investors 
in Vietnam. Singapore is the EU’s largest trading partner in the ASEAN region, 
and its third biggest Asian investor (European Commission 2020i). Japan and 
South Korea are the European Union’s (EU) seventh and eighth largest trading 
partners for total exports and imports of goods, respectively (European 
Commission 2020f; 2020j). Figure 5.1 presents the total exports and imports 
of goods of the countries considered in this report to and from the US, China, 
and European Union member countries. 
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Figure 5.1. 2019 total goods exports and imports of Japan, South Korea, 
Singapore, Vietnam, and the Philippines (in US$ billion).

Source: UN COMTRADE Database

Breaking down by component, manufactured goods21 make up most of the 
trade between EU and our countries of interest (Figure 5.2). For Japan, South 
Korea, and Vietnam, these imports and exports of these manufactured goods 
are mainly machineries/equipment and automotive/vehicles (European 
Commission 2020a; 2020d; 2020e). For Singapore, however, the EU 
imported more chemical products than machineries, but still exported more 
machineries over other kinds of manufactured goods (European Commission 
2020c). 

21 Food, drinks, and tobacco products include goods and services with SITC 0 to 1. Raw 
materials include goods and services with SITC 2 to 4. Manufactured goods include 
goods and services with SITC code 5 to 8. For a detailed explanation of each SITC, see 
United Nations (2006).
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Figure 5.2. 2019 Total Trade with the European Union (in billion Euros).

Source: European Commission (2020a, 2020b, 2020c, 2020d, 2020e).

When countries’ borders closed due to the pandemic, most supply chains 
were disrupted. Operations in airports and seaports ceased, and more 
stringent importation procedures, especially factoring in health and safety 
requirements were put in place. On top of these, shelter-in-place orders 
decreased the overall demand for vehicles and other transport equipment. 
These factors greatly impacted the overall trade of manufactured goods, 
which comprise most of the region’s trade with the EU. Furthermore, the EU 
shifted its priority to safeguarding industries in its member states that have 
been significantly affected by the pandemic (Grammas et al. 2020), limiting 
the FDIs that are going to countries outside the Eurozone. 

As of February 2020, 80 FTAs in the countries considered in this report have 
been signed and are in effect, while 33 negotiations have been launched 
(Table 5.1). Japan, Singapore, South Korea, and Vietnam all have FTAs (signed 
an in effect) with the European Union, while the Philippines, South Korea, 
and Singapore have FTAs (signed and in effect) with the European Free Trade 
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Association22 (EFTA). FTA negotiations are underway between the Philippines 
and the EU, Vietnam and the EFTA, and the ASEAN bloc and the EU. It is 
expected that negotiations would take longer to proceed due to the COVID-19 
pandemic.

Table 5.1. FTA status by country.

Country

Under Negotiation
Signed but 
not yet In 
Effect

Signed and 
In	Effect TotalFramework 

Agreement 
Signed

Negotiations 
Launched

Japan 0 7 0 18 26

Philippines 0 3 0 9 12

Singapore 0 7 1 25 36

South 
Korea

0 13 1 17 31

Vietnam 0 3 1 12 17

Source: ADB Free Trade Agreement Database. https://aric.adb.org/database/fta 
(accessed 26 August 2020).

Notes: 

1. Framework Agreement signed: The parties initially negotiate the contents of a 
framework agreement (FA) , which serves as a framework for future negotiations. 

2. Negotiations launched: The parties, through the relevant ministries, declare the 
official	launch	of	negotiations	or	set	the	date	for	such,	or	start	the	first	round	of	
negotiations. 

3.	Signed	but	not	yet	in	effect:	Parties	sign	the	agreement	after	negotiations	have	
been completed. However, the agreement has yet to be implemented. 

4.	 Signed	 and	 in	 effect:	 Provisions	 of	 FTA	 come	 into	 force,	 after	 legislative	 or	
executive	ratification.

In terms of tourism, international tourism receipts could decline by around 
56% to 81% in 2020 (Abiad et al. 2020), primarily due to the COVID-19 
pandemic. This could potentially affect the GDP of Singapore, Vietnam, the 
Philippines, and South Korea by a decline of as much as 5%, conditional 
on the length of containment these countries would impose. The shorter 

22 EFTA members are Iceland, Liechtenstein, Norway and Switzerland.

https://aric.adb.org/database/fta
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containment scenario assumes a 3-month period for countries to control the 
outbreak, normalize economic activities, and lift travel bans, while the longer 
containment scenario assumes that it would take six months.

Figure 5.3. COVID-19 Impact on Tourism Receipts (% of GDP).

Source: Abiad et al. (2020).

Outward FDI from the EU is largest in Singapore (Figure 5.4), illustrating how 
attractive the country is to foreign investors. It is also the third largest foreign 
direct investor in the EU, following Japan and Hongkong, SAR (European 
Commission 2020i). The EU’s investment relationship with South Korea is also 
strong, as the bloc has been South Korea’s largest foreign direct investor for 
2018. Developing countries like the Philippines and Vietnam, on the other 
hand, received much less FDI from the EU in the same year. 
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Figure 5.4. FDI with the EU in 2018 (in billion Euros).

Source: European Commission (2020f, 2020g, 2020i, 2020j, 2020k).

Official development assistance (ODA) from EU countries, Japan, and South 
Korea to the Philippines and Vietnam has varied greatly in the past decade 
(Figure 5.5). Historically, Japan and South Korea have committed more ODAs 
compared to EU countries. Furthermore, Vietnam has received more ODAs 
compared to the Philippines. Through the years, most of these ODAs had 
been for the Economic Infrastructure & Services sector (Figure 5.6), which 
includes the following subsectors: Transport & Storage, Communications, 
Energy, Banking & Financial Services, and Others. Coming second is the Social 
Infrastructure & Services sector which covers Education, Health, Population 
Policies, Water Supply & Sanitation, and Others. Just like FDIs, ODAs to the 
Philippines and Vietnam are expected to decrease as donor countries may 
prioritize spending on recovery and stimulus within their borders.
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Figure 5.5. Official	Development	Assistance,	by	source	(commitments	in	
US$ millions).

Source: OECD Creditor Reporting System

Note:	 Only	 includes	 the	 following	 sectors:	 Social	 Infrastructure	 &	 Services,	
Economic	Infrastructure	&	Services,	Production	Sectors,	and	Multi-Sectors.

Figure 5.6. Official	Development	Assistance	Composition	(%	of	total	
commitments in selected sectors).

Source: OECD Creditor Reporting System
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When donors are able to increase their ODA allocations again, the focus 
is expected to shift to the health sector. This is due to the crisis stressing 
the much-needed support for improvements of public health systems 
in the regions. Both Europe and Developed Asia are expected to increase 
coordination and cooperation to address regional and international hotspots 
and sensitive issues (Zhang 2020). 

Being the new “global leaders”, a collective effort from both regions could 
persuade large international bodies such as G20 to provide fiscal and 
monetary stimuli and avoid a beggar my neighbor approach (Cameron 2020) 
to global issues. Debt relief and humanitarian rescue packages for the worst 
hit regions of the world would need to be provided. They could also begin 
overhauling the World Health Organization that has been at the center of 
scrutiny for being biased towards China (Griffiths 2020, Kelland 2020).

Theme 12: Government  response to the pandemic has mostly been 
inward-looking, but the fight against COVID-19 and the push for 
economic recovery requires international cooperation. 

Most countries have been currently focused on controlling the spread of the 
virus within their own borders. The European Union temporarily abandoned 
its open border and Single Market features to contain the virus within 
geographical boundaries (Yeo 2020).  As the EU plans to reopen its borders, 
a recovery plan has been laid out. Some of its important features focus on 
supporting investments in the region, investing in key value chains, and 
supporting key programs for possible future crises (European Commission 
2020h). Coordinated efforts have been notably lacking in Asia, even among 
members of ASEAN where both some of the highest number of COVID19 
cases (Philippines, Indonesia) and the lowest (Lao PDR, Brunei) have been 
reported. 

As of June 2020, the European Union has temporarily imposed travel bans 
on countries around the world, but has allowed nationals from China 
(conditional on China granting reciprocal access to EU visitors) Georgia, Japan, 
South Korea, and Thailand to travel to the area (Thiessen 2020).  While some 
international cooperation in medical research and information sharing has 
ensued between Europe and Asia, there has been no high-level coordination 
among European and Asian governments aimed at addressing COVID19-
related issues from pandemic control to economic recovery. Adapting Zhang 
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(2020), this report recommends that Asian and European governments 
increase cooperation in the following areas:

1. Enhance information sharing 

The pandemic has demonstrated the critical importance of transparency 
and information-sharing among countries. Complete and truthful 
information on the spread of disease, effectiveness of medical treatment 
options, and success or failure of mitigation measures can save lives. A 
global crisis requires global solutions.

Medical and pharmaceutical research institutions in Asia and Europe 
should intensify information sharing to more efficiently develop vaccines 
and treatment of COVID-19. In the EU-Japan virtual summit held in 
May 2020, one of the key points made was to develop a vaccine and 
treatments with a goal of making them affordable and accessible to all 
(a global public good). The EU and Japan also agreed on strengthening 
cooperation in science, technology and innovation to accelerate research 
on health.

Currently, around 12% of total research output of Asia-Europe 
Meetings23 (ASEM) member countries could be classified as Asia-Europe 
collaborations (i.e., research institutions in Europe collaborate with 
an institution in Asia, and vice versa) (European Union 2019). There is 
room for further improvement in the both intensity and breadth of such 
cooperation especially given the global nature of the ongoing crisis. 
Figure 5.7 presents the top 10 Asia-Europe research collaborations, as 
percentage of total research output of first country per country pair. In 
Lao PDR, for example, around 20% of its total research outputs were done 
in collaboration with the United Kingdom. This highlights the increased 
connectivity between Asia and Europe in terms of scientific cooperation.

23 The Asia-Europe Meeting was established in 1996. Currently, it has 51 member and 
2 institutional partners (the EU and the ASEAN). Appendix 1 provides a list of ASEM 
member countries.
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Figure 5.7. Asia-Europe Research Collaborations (% of total research 
outputs	of	first	country	in	country	pair).

Source: European Union (2019).

Note: LA = Lao PDR; GB = United Kingdom; MN = Mongolia; DE = Germany; 
MM	=	Myanmar;	KH	=	Cambodia;	BN	=	Brunei	Darussalam;	FR	=	France;	NZ	=	
New	Zealand;	LV	=	Latvia;	RU	=	Russian	Federation;	BG	=	Bulgaria.	

2. Strengthen multilateralism

With the United States letting go of its traditional leadership position in 
addressing global issues at this time, cooperation between Europe and 
Asia is especially more important. A few individual country governments, 
most notably China and Russia, have unilaterally intensified efforts in 
expanding their role and prestige in the global fight against COVID19 
by pioneering vaccine development and increasing international aid. 
However, the global nature of the crisis also requires multilateral efforts 
based on trust and two-way cooperation not only in the areas of public 
health and safety, but also trade, economics, and socio-cultural exchange. 
Deliberate efforts must be made in engaging with other countries in 
partnership, otherwise, there is a tendency for countries to succumb to 
protectionist leanings, which may be detrimental to global public health 
and economic outcomes in the long run.  
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3. Increase support for vulnerable regions

Globally, Abiad et al. (2020) estimates that the impact of COVID-19 ranges 
from US$6.1 trillion to US$9.1 trillion. Developing Asia, no doubt, is one 
of the most vulnerable and worst-hit regions in the world following 
the COVID-19 pandemic. Table 5.2 presents hypothetical GDP impacts 
of COVID-19 in different regions of the world depending on how long 
containments would last. 

Table 5.2. Regional losses from COVID-19.

Region
GDP (%) GDP (US$ billion)

Shorter 
containment

Longer 
containment

Shorter 
containment

Longer 
containment

World -7.1 -10.5 -6065.7 -9051.6
Developing 

Asia -5.7 -8.5 -1309.8 -1955.4

Central Asia -8.6 -12.7 -31.1 -46.3
East Asia -5.1 -7.6 -820.5 -1227.2

Southeast 
Asia -7.2 -10.6 -213.0 -315.4

South Asia -7.0 -10.4 -243.6 -364.1
The	Pacific -4.8 -7.1 -1.7 -2.4

United States -8.0 -12.0 -1646.6 -2461.8
Europe -9.1 -13.6 -1715.1 -2556.6

Rest of World -5.9 -8.8 -1394.2 -2077.7

Source: Abiad et al. (2020).

Note: 

1. Central Asia - Armenia, Azerbaijan, Georgia, Kazakhstan, the Kyrgyz Republic, 
Tajikistan, Turkmenistan, and Uzbekistan.

2. East Asia - Hong Kong, Japan, the People’s Republic of China Mongolia, South 
Korea, and Taipei.

3. South Asia - Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, 
Pakistan, and Sri Lanka.

4. Southeast Asia - Brunei Darussalam, Cambodia, Indonesia, the Lao People’s 
Democratic Republic, Malaysia, Myanmar, the Philippines, Singapore, 
Thailand, and Vietnam.
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5.	 The	Pacific	-	Cook	Islands,	the	Federated	States	of	Micronesia,	Fiji,	Kiribati,	the	
Marshall Islands, the Federated States of Micronesia, Nauru, Palau, Papua 
New Guinea, Samoa, Solomon Islands, Timor-Leste, Tonga, Tuvalu, and 
Vanuatu.

4. Strengthen policy coordination

Countries in Asia and Europe must coordinate their policies not only to 
minimize the persisting economic and health impacts of the COVID-19 
pandemic, but also for their economies to recover quickly. Countries 
should continue to keep GVCs in check while promoting trade and 
investment across countries, all of which requiring confidence among 
them. While there are a number of areas countries could focus on 
individually, Cameron (2020) identifies those which require inter-regional 
coordination (Table 5.3).

Table 5.3. Some policy recommendations.

Area Action plan
Trade · preserve the World Trade Organization and pursuing its 

reform with the aim of regaining support from the USA
· coordinate establishment of a provisional dispute 

settlement mechanism
· establish set of rules on inter-regional e-commerce 

and the digital economy as they are bound to gain in 
importance

Borders · coordinate reopening of borders as it has significant 
implications for transport links between Europe and 
Asia

· jointly consider requiring health passports to travel (to 
boost confidence in tourism)

Society · reflect on how Asian and European societies have coped 
with the crisis and what implications these have for 
society

· share insights gained on the use of digital technology, 
robotics, and surveillance, and innovations in education 
and health 

Source: Cameron (2020).

The many challenges presented by the COVID-19 pandemic has generated 
mostly inward-looking responses among most country governments that 
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have been focused on protecting public health and securing strategic 
resources within their borders. The nature of the pandemic and its 
economic repercussions require a global approach and deliberate intent 
to move away from beggar thy neighbor policies. 

Conclusion

Countries are still at the point where all their efforts are concentrated within 
their borders. Inter-regional cooperation between Asia and Europe is not on 
anyone’s priority agenda, but the need for it does not go unnoticed. With 
the United States letting go of its traditional global leadership position, it is a 
good time for Asian and European countries to step up and take initiative to 
steer the global agenda to their advantage as soon as the situation stabilizes.
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Appendix

Appendix 1. ASEM member countries.

Asia (including Australia and New Zealand):

• Australia

• Bangladesh

• Brunei Darussalam

• Cambodia

• China

• India

• Indonesia

• Japan

• Kazakhstan

• South Korea

• Lao PDR

• Malaysia

• Mongolia

• Myanmar

• New Zealand

• Pakistan

• Philippines

• Singapore

• Thailand

• Vietnam

Europe:

• Austria

• Belgium

• Bulgaria

• Croatia

• Cyprus

• Czech Republic

• Denmark

• Estonia

• Finland

• France

• Germany

• Greece

• Hungary

• Ireland

• Italy

• Latvia

• Lithuania

• Luxembourg

• Malta

• Netherlands

• Norway

• Poland

• Portugal

• Romania

• Russia

• Slovakia

• Slovenia

• Spain

• Sweden

• Switzerland

• United Kingdom
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6. Institutions       
     and Economic Regulations 

Government Interventions

The COVID-19 pandemic has led to a serious loss of confidence in free-
market mechanisms (Levy et al. 2020) in parallel with major disruptions 
in economic activity, creating space for government intervention. In many 
countries, intervention has been heavy and far-reaching with the intention 
of addressing a dual challenge of protecting public health and saving the 
economy. As of 24 August 2020, Asian Development Bank (ADB) estimates 
show that COVID-19-related fiscal interventions in Japan, Singapore, South 
Korea, and Vietnam had already exceeded 10% of these countries’ 2019 
GDPs (Figure 6.1). Given possible virus resurgences, the absence of a vaccine, 
and required post-pandemic economic recovery interventions, government 
spending across these countries are expected to continue rising in the near 
future. 

Figure 6.1. COVID-19 spending (as % of 2019 GDP).

Source: Asian Development Bank COVID-19 Policy Database ; World Bank World 
Development Indicators
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Most interventions in the countries considered in this report have been for 
direct funding purposes (Figure 6.2). These include long-term loans to private 
companies and local government from the national government, equity 
investments (which increase government ownership of private companies), loan 
cancellations, tax cuts and forbearances, as well as government transfer 
payments to individuals and firms—usually small and medium enterprises 
(Felipe & Fullwiler 2020a). Some country governments and central banks 
have also deployed interventions to provide short-term liquidity and to 
encourage credit creation through monetary easing and lower interest rates.  
In particular, Japan, the Philippines, and South Korea have taken considerable 
steps to ease liquidity constraints. 

The Bank of Japan had kept itself from pushing interest rates deeper into 
negative territory, but has expanded its purchase of corporate stocks, bonds 
and other assets, and has established a new one-year facility offering loans 
against corporate debt as collateral at zero interest to provide support for 
financial markets and companies affected by the pandemic (Bank of Japan 
2020). The Philippine Central Bank cut interest rates four times since February 
2020 resulting in the lowest level in the Bank’s history at 2.25%, while the 
Bank of Korea has also cut its policy rate to a historic low of 0.5%. 

Appendices 6.1 – 6.5 provides a list of projects undertaken by each country 
government thus far, and Appendix 6.6 provides details of measures per 
spending classification.

Figure 6.2. COVID-19 breakdown, by objective (as % of total COVID-19 
spending).

Source: Asian Development Bank COVID-19 Policy Database
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Like Japan, Singapore has avoided cutting interest rates to provide monetary 
stimulus to the economy, but has focused on increasing direct fiscal stimuli. To 
date, COVID-19-related spending in Japan and Singapore are already at 3.16 
trillion USD (366 trillion JPY) and 82 billion USD (112 billion SGD), respectively. 
Historically, the largest total annual government expenditures of Japan and 
Singapore were 1.95 trillion USD (207 trillion JPY) and 55 billion USD (75 billion 
SGD), respectively. With aggregate output expected to be at its worst this 
year, Japan and Singapore are expected to hit record high levels of national 
expenditure relative to GDP this year (even larger than AFC and GFC periods). 

Figure 6.3. National government expenditures (as % of GDP).

Source: CEIC data

Beyond Fiscal and Monetary Action

Given the nature of the COVID19 pandemic as both an unprecedented 
public health crisis and the largest global economic shock since the Second 
World War, government response has been a broad combination of fiscal 
and monetary intervention as well as administrative action to prevent the 
spread of the virus and emergency measures to cope with the rising number 
of cases. A timeline of COVID19 trigger events and various government 
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actions (Appendix 6.7) shows the most common direct interventions carried 
out in each country to be implementation of domestic and international 
travel restrictions (including more stringent immigration procedures and 
travel bans), lockdowns (home quarantines, business and event closures), 
and general safety measures (relating to safe physical distancing, hygiene, 
disease monitoring, and treatment). 

The various mitigation measures deployed by country governments at 
national and local levels have introduced a notably larger and more active 
role of the state in what may traditionally have been considered part of the 
private domain, including domestic and home affairs. In general, individual 
citizens in the countries considered in the report seem to have been 
supportive and compliant with government directives in response to the 
pandemic even if some of these directly affected their privacy, autonomy, or 
economic wellbeing. 

The University of Oxford had put together a Coronavirus Government 
Response Tracker using data on 17 indicators of government response to 
the pandemic, nine of which measure the stringency of containment and 
closure policies such as school/workplace closures and travel restrictions. 
Figure 6.4 shows wide variance in the stringency of mitigating measures 
for the countries considered in this study, with the Philippines having had 
the strictest policies in place and for the longest continuous period among 
the five countries. All firms except those producing “essential” goods and 
services were ordered shut and asked to adopt flexible/work-from-home 
arrangements when possible during the near-nationwide lockdown in the 
Philippines. All forms of public transportation were also shut down. Vietnam 
has recently implemented similarly stringent measures as it faces a second 
wave of infections, but only after nearly two months of relaxed measures 
when the number of cases (temporarily) dropped. 

On the other hand, Japan has had some of the least stringent restrictions, with 
the Japanese government not having the legal power to impose lockdown 
measures and only encouraging firms to minimize face-to-face interactions 
with customers and among employees. South Korea adopted stringent 
containment measures in March as the number of cases in the country rapidly 
increased in March, but their early success in mitigating further spread has 
allowed them to relax restrictions thereafter while maintaining necessary 
precautions.
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Figure 6.4. COVID19 Government Response Stringency Index.

Source: Oxford COVID-19 Government Response Tracker

Notes: 

1.	 Data	updated	as	of	3	September	2020.	Japan	cuts	off	at	30	August,	Philippines	
at 24 August, Singapore at 1 September, South Korea at 2 September, and 
Vietnam at 28 August.

2. See Hale et al. (2020) for a full description of the index and how it is calculated.

Theme 13: The experience of the pandemic has created space for bigger 
government post-COVID.

Large macroeconomic shocks such as the 2007 Asian Financial Crisis and 
the 2008-2009 Global Financial Crisis each ushered in succeeding periods of 
increased government spending and larger government activity relative to 
the rest of the economy. The direct effects of these huge bursts of deficit 
spending often lasted years after each trigger event, although the size of 
government spending typically diminished as soon as the crisis had been 
overcome.  Likewise, during these major crises, governments had exercised 
unprecedented control over areas of the economy previously governed more 
freely by private enterprise. The gravity of the impacts of the crisis at hand 
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and the urgency of government action in response to the crisis tended to 
relax the psychological thresholds of what the public considered acceptable 
levels of fiscal spending and taxation (Bird 1972), and what citizens considered 
acceptable limits of government power. 

The acceptance of new levels of intervention may remain even when the 
crisis ends, and the social upheavals brought about by crisis tend to impose 
new and continuing expectations from government by the public as result 
of changes in social ideas. As Bird (1972) described, such events “often force 
the attention of governments and peoples to problems of which they were 
formerly less conscious.” 

For example, the Global Financial Crisis of 2008/2009, which had highlighted 
weaknesses in financial market regulation, prompted wide-ranging reforms 
for financial institutions worldwide as well as changes in attitude towards 
globalization, which has influenced trade policy in major economies around 
the world. Given the unprecedented and far-reaching implications that the 
pandemic has had not only on what is expected from government, but also 
on what is allowed of government, there is little reason to believe that the 
new size and role of government adopted during the pandemic will return to 
its previous level without lasting effects. One of the areas that governments 
around the world may be expected to play a larger role in is health care. 

Figure 6.5. 2017 Domestic health expenditure.

Source: World Bank World Development Indicators

Note: External portion refers to “direct foreign transfers and foreign transfers 
distributed	by	government	encompassing	all	financial	 inflows	 into	 the	national	
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health	system	from	outside	the	country.	External	sources	either	flow	through	the	
government scheme or are channeled through non-governmental organizations 
or other schemes.”

One of the economists interviewed for this study expects pressure to build 
on the Philippine government to increase much needed spending on the 
healthcare system, where hospital bed capacity is only around 10 beds (as of 
2016) per 10,000 people and physician availability is 6 physicians per 10,000 
people (as of 2017). The pandemic has also revealed various weaknesses in 
government provision of public services as well as broad issues of governance, 
including the role of national versus local government.

Lessons from New Zealand, the first country to eliminate COVID-19 in the 
world, show that disease eradication was achieved by implementing strict 
lockdowns early, increasing testing capacity, and having an effective contact 
tracing system. This success was met with a positive response from more 
than 80% of its citizens, while the rest simply expressing concerns over the 
pandemic’s effects on the economy and people’s mental health. This case 
perfectly illustrates how good crisis management and governance positively 
affects people’s trust towards the government.

As the world is still working towards the development of a vaccine to combat 
COVID-19, it is too early to tell what extent government size will grow. What 
is clear at this point is that there will be a bigger government “with which 
officials can control more economic levers” (Fairless & Douglas 2020) 24, and 
that the public’s perception towards their own governments have changed.

The pandemic and each country’s specific situation remains fluid. As the past 
six months have demonstrated, countries that have had no new reported 
cases for several weeks may all of a sudden experience a new wave of 
infections at any time once mitigation measures are relaxed, and yet the 
socio-economic costs of stringent safety and health protocols are too large 
to ignore. As uncertainty continues to loom over the pandemic and whether 
or how soon life could return to normal, governments will likely continue 
playing an expanded role and with the corresponding cost.

24 UC Berkeley’s Maurice Obstfeld notes that there “won’t necessarily [be] big government 
programs, but extensive intervention” in economic areas deemed critical, such as 
trade	(Fairless	&	Douglas	2020).
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Policies for the New Normal

As governments, private organizations, and individuals first began to grapple 
with how best to respond to the pandemic in the first quarter of 2020, 
adaptations had been mainly reactive or at most anticipatory (Schwarzer 
and Schwarzer, 1996), aimed at dealing with an imminent threat ahead. 
Preventive action, which builds general resistance and reduces the overall risk 
of potential disasters, had been taken before the pandemic hit with varying 
degrees of success across countries, and those countries that were generally 
better prepared, seem to have been able to cope better than those that have 
not. 

South Korea, one of the first countries to experience a rapid rise in the 
number of cases early in the pandemic, seems to have successfully mitigated 
the spread of the virus through free mass testing, digitally-enabled contract 
tracing, and strict individual quarantine protocols. The South Korean 
government attributes their success in implementing these measures to 
having an information and communication technology (ICT)-powered disaster 
response system in place before the pandemic hit, which they had gradually 
developed learning from past disasters (Government of the Republic of 
Korea, 2020). 

As countries begin to realize that the new normal may include COVID19 or 
similar viruses remaining a constant threat, governments and their citizens 
will have to embrace proactive coping strategies on top of general preventive 
strategies aimed at building general resistance to harm from disasters. The 
goal of proactive strategies is to improve the conditions of individuals and 
organizations so as to offset, eliminate, reduce or modify crises and their 
impacts so that if and when they do strike, the dangers they present are 
significantly diminished (Francisco, 2014). Governments will have to prioritize 
addressing vulnerabilities, many of which the pandemic has exposed.

Sustain Mitigation Efforts, Improve Response Readiness, and 
Develop Government Agility 

In the absence of an effective vaccine or even many months after a vaccine 
has been developed, new waves of infections may occur even in countries that 
have been successful in mitigating the spread of the virus in earlier periods. 
Thus, a minimum level of safety and health measures will likely be sustained 
by most governments. Governments are expected to adjust the stringency 
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of mitigation measures as the need arises. This will require governments to 
sustain their capacity for crisis response and for most countries to increase 
such capacity to improve readiness in anticipation of (re-)escalation of the 
crisis in the near future. Dealing with COVID19 is likely to be continuing 
challenge rather than a one-time pass/fail event. Governments will have to 
invest not only in emergency response capabilities, but also proactively build 
up its ICT and logistics capabilities to improve its ability to bring important 
public goods and services to its citizen in all situations. 

It is not only governments that must be prepared to deal with a prolonged 
crisis. Industries, firms, and individual households must also be prepared 
for a new normal that includes the prospect of having to ease in and out of 
lockdown and having to adopt more stringent mitigation measures as the 
need arises. In the medium term, governments may be expected to play a 
larger role in providing support to enable the private sector to invest in their 
own proactive strategies to build more resilient organizations and anti-fragile 
supply chains.

Governments will have to reassess the effectiveness of rule-based bureaucracy 
during the pandemic and after.  Bureaucratic systems are intended to be 
simple, foolproof and therefore easily scalable, but the volatile, uncertain, 
complex and ambiguous or “VUCA” environment that has characterized the 
pandemic may turn bureaucracy into a liability that impedes government 
responsiveness and adaptability. 

Expand Hospital Capacity and Improve Health Care 

The COVID-19 pandemic exposed several weaknesses of the public health 
system across most countries. In particular, the problems of inadequate 
infrastructure—from hospital beds and equipment to paraphernalia—
especially outside capital cities, and insufficient healthcare labor supply have 
finally received the full attention of government and citizens. Governments 
are expected to invest rapidly and more heavily on improving facilities and 
services. A consequent challenge that follows this would be the need for 
healthcare reform to ensure that citizens, especially those who are most 
vulnerable, have guaranteed access to quality healthcare in the near future. 
A VUCA environment calls for an agile, mission-driven government able to 
make quick, informed decisions and respond to rapidly changing and widely 
varying needs of its people without losing sight of its mandate and public 
priorities. 
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Set-up Agencies for Disease Control

Not all countries have an agency designed specifically to address public health 
concerns such as the COVID-19 pandemic. Among the countries considered 
in the report, only South Korea and Singapore have a center for disease 
control (CDC)25 (Singapore’s CDC is called the National Centre for Infectious 
Diseases). Coordination of research efforts as well as consolidated and 
verifiable crisis communications regarding the virus or contagious disease is 
a critical function that such agency would have especially during a pandemic.

Identify and Address the Needs of Population Most At-risk

With most countries facing record-high unemployment, poverty incidence 
and hunger is expected to worsen in many countries as jobs in the informal 
sector have been among those most badly affected by lockdowns. Some 
households may also be expected to have slid below the poverty line as 
breadwinners could not find work. Governments must identify the most 
vulnerable sectors of society, and prioritize them in the provision of basic 
necessities such as food, healthcare, education, and shelter as well as 
income-generating opportunities for sustainable progress. In the Philippines 
and Vietnam, it is estimated that only 65% at most of the poorest quintile 
are covered by social safety nets, and only 9% of the benefits from social 
safety net programs actually accrue to the poorest quintile with much of the 
benefits going to the less poor. 

Gaspar, Lam, & Raissi (2020) recommends that in developing countries, gaps 
in coverage be addressed by expanding existing programs and using other 
delivery instruments including mobile phone networks and in-kind provision 
of goods and services—especially health, food, and transportation—to reach 
people most in need or currently left out. In this area, ICT solutions may also 
help. The pandemic demonstrated the challenges of a highly cash-dependent 
social safety net program as experienced in the Philippines where long 

25 Japan has the National Institute of Infectious Diseases (NIID), but experts argue that 
the NIID does not come close to what CDCs in other countries can do (Egawa 2020; 
Osaki 2020). On the other hand, the Philippines has the Research Institute for Tropical 
Medicine (RITM), Bureau of Quarantine, and Epidemiology Bureau. However, these 
institutions could not be compared to CDCs in other countries as well, as emphasized 
by the fact that even the health secretary asked Congress to setup the Philippines’ own 
CDC (Cepeda 2020).
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delays in the distribution of cash aid from the national government coursed 
through local units have been attributed to beneficiary validation and cash 
disbursement issues especially in geographically isolated areas, both of which 
could have been addressed by digital solutions such as electronic payments.

Support and Enable Small Business to Innovate

The drastic decline in demand for their products amidst the pandemic and 
temporary business closures due to stringent mitigation measures have been 
devastating for many businesses, especially SMEs with limited cash reserves 
and working capital. In addition, new safety and health protocols have 
increased operating costs for firms, further reducing profit margins already 
suffering from depressed demand.  Governments have introduced various 
forms of support for businesses, including commercial loan guarantees, 
low-interest rate loans, and direct subsidies, to help firms survive the crisis. 
However, given the likelihood of a prolonged crisis, governments will have 
to reassess and optimize the kind of support provided.  Support will have 
to be shifted gradually towards enabling firms to adopt proactive strategies 
to increase the viability and sustainability of their business as well as the 
resilience of their organizations. Smaller firms with limited access to resources, 
whose condition has been aggravated further by the ongoing crisis, will need 
support in increasing organizational capabilities and securing resources to 
build anti-fragile operations and supply chains, to develop resilient marketing 
and distribution channels, and to introduce product, process, or business 
model innovations. Digital solutions, including participation in e-commerce 
and social media marketing as well as the use of cloud-based applications 
and business software, have emerged as essential tools that have helped 
some SMEs cope better.

Regional Public Goods

Theme 14: Regional cooperation will play a vital role in the fight against 
COVID-19.

Addressing the challenges presented by the pandemic require solutions mainly 
falling under the category of what economists consider “public goods”—i.e., 
goods that can benefit all members of society and the consumption of which 
by one member does not diminish or preclude consumption by another. 
Because of the special nature of such goods, private provision tends to be 
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sub-optimal. For example, the use of face masks to reduce the risk of infection 
benefits both the person wearing the mask and anyone else who interacts 
with or stays in close proximity with that person. But since the person wearing 
the mask will tend to put more weight on the personal benefits and costs 
of wearing a mask than on any social benefit (or cost) this may produce, a 
person may behave in a way that is rational from a personal standpoint, but 
that results in a sub-optimal outcome to society—e.g. deciding not to wear 
a mask because one feels young or healthy even if there is a possibility that 
one is an asymptomatic carrier of the virus able to infect others including the 
sick or elderly. A government directive requiring everyone to wear masks in 
public spaces is an example of government intervention aimed at increasing 
provision of the “public good” with positive social outcomes which private 
individuals may not (immediately) take responsibility for.

While the benefits of some public goods such as the wearing of face masks 
during a coronavirus pandemic tend to remain within local or national 
boundaries, other public goods provide benefits that go beyond political 
borders, creating similar issues of ownership or responsibility. The COVID-19 
pandemic requires solutions with a global or regional scope that goes beyond 
provision of national public goods (NPGs). For example, the provision of 
public goods at the supranational or regional level had helped control and 
eliminate malaria in certain parts of Asia (ADB 2018).  

Through the 2014 East Asia Summit, 18 world leaders jointly agreed that 
they will exert efforts to combat malaria within their borders. Without an 
assurance that its neighbors will work towards malaria elimination, there is 
no incentive for a country to do the same since the disease will just emerge 
again. This established regional cooperation (a regional public good) then led 
to the success in controlling and eliminating the disease in certain parts of 
the region. 

One interesting lesson from this case is that addressing public health concerns 
requires two things: efforts by governments within their borders to control 
the disease, and efforts by governments among themselves to eliminate the 
disease. Both control and elimination are forms of public goods, the former 
being a NPG, while the latter being both a national and a regional public good 
(RPG) (ADB 2018).26 

26	 A	public	good’s	classification	depends	on	the	scope	of	the	benefits	it	provides.	In	the	
literature,	NPGs	produce	public	benefits	that	remain	within	a	country’s	border,	while	
RPGs	produce	benefits	that	extend	to	two	or	more	countries.



6. Institutions and Economic Regulations

129

Governments must include the provision of supranational and regional public 
goods (RPGs) among their priorities in managing the pandemic crisis.  The 
phenomenon of having “imported cases” of COVID19 trigger second (or third) 
waves of infection in countries like Singapore and South Korea highlights 
the importance of international cooperation and coordination.  Controlling 
the spread of COVID-19 globally or in the region depends on capacity of the 
“weakest country” to control the spread of the disease. And without every 
country being able to meet the minimum threshold level of effort required for 
successful mitigation of the spread of the virus (and possibly, full eradication 
of the disease), COVID19 will continue to threaten all countries.

A country whose neighbor or major trading partner continues to experience 
high rates of infection will not be able to isolate itself by completely shutting 
down all international exchanges for an extended period of time. A coordinated 
global response to the pandemic is therefore essential to ensure lasting 
success in fighting COVID19. In order to enable coordinated efforts across 
all countries, the need for development assistance focusing on COVID19 in 
particular and infectious diseases in general may have to be prioritized. In 
the past 25 years, ODA allocation for control of infectious diseases in the 
Philippines and Vietnam averaged less than 1%. This is consistent with the 
global historic trend which focused on providing ODAs in the transport and 
storage, energy, and water supply and sanitation sectors.

Figure 6.6. Infectious disease control-related ODAs (top: in millions USD; 
bottom: as % of total ODA).
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Source: OECD Creditor Reporting System

Conclusion

Policy recommendations above focus on four critical areas of the economy: 
government, health, populations-at-risk, and SMEs. Government agencies 
need to further improve their response readiness as it is still possible for 
more waves of infections to occur. In the event that this happens, government 
agility will prove to be vital in ensuring that the economy does not get hurt any 
further. Healthcare systems and facilities demand major improvements, and 
right now governments should be working on this. Populations-at-risk, such 
as the unemployed and the poor, need to be provided with social services for 
them to be able to pay for their living needs. Finally, SMEs, especially those 
that are barely surviving, should be extended as much support as possible. 
New government programs need to consider these aspects.

Regional public goods, particularly regional cooperation, will play a key role 
in the new normal. Just like in the case of malaria control and elimination, a 
strong commitment in controlling the virus within each country’s borders is 
needed to achieve the goal of eradication. Also, with eight vaccines already in 
the third phase of clinical trials as of this writing (Corum et al. 2020), the next 
concern would be how to best allocate them all over the world. When this 
time comes, a stronger global cooperation is needed to make sure that even 
the poorest countries will receive aid.
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