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Debt levels increased substantially during the pandemic...

Public debt-to-GDP ratios have significantly increased since 2019, ...
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... as a result of unprecedented policy responses and output losses due
to the pandemic

Asia-Pacific: Change in Debt-to-GDP ratio (2019-2021)

(Percentage points; simple average)
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The cost-of-living crisis required additional fiscal responses

The War in Ukraine led to Spikes in Commodity ~ ...leading to an introduction of fiscal measures ~ --With some of the measures untargeted and
prices and a rise in domestic inflation.... to support the vulnerable, ... permanent
Commodity Prices Introduction of fiscal measures in g_?]‘ézr:ng;::g Odzuzratlon of fiscal measures
' . . |
(Index = 100 April 2021) response to r!se In energy and food prices (Percent of total measures)
260 - (Number of countries) .
Invasion of 100%
240 r Ukraine . M Tax . 90%
20 | Asia AEs m Spendings 80% |
——Wheat Both
180 —WTI Crude 60% L
160 Asia EMDEs 50%
140 40%
120 30% r
W\ | 20% r
100 & y Te PICs o |
80 - ’
0 | J
W o & F & § & 0 1 2 3 4 5 6 7 8 Coverage of measure  Duration of measure
Targeted ® Untargeted ™ Temporary ® Permanent
Source: Bloomberg Finance L.P. and IMF staff calculations. Sources: IMF desk survey and IMF staff calculations.
Note:. Metals index based on Bloomberg Base Metals Spot Price Note: Bgsec_i on a survey of 16 Asign economigs. Bars show the share of  Sources: IMF FAD Database of Energy and Food Price
Commaodity Index with the following weights: Aluminum (45%), Copper economies in the group that have introduced discretionary tax or Actions Survey and IMF staff calculations.
(25%), Nickel (2%) Lead (12%), Zinc (15% and Tin (1%). spending measures in 2022 as a response to the rise in energy and food

prices. 3



Fiscal consolidation and adherence to revised medium term fiscal

frameworks is key to debt sustainability but challenges remain...

Projected unwinding of covid-related fiscal ...but rising long term real rates will make ...underscoring the need to recommit to credible fiscal
stimulus in 2023... fiscal consolidation more challenging... frameworks across the region.
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Challenge 1: Scarring partly driven by lower investment and

school closures, ...

Medlum-terr: ou;pult Ioss.esAdl_Je to the !oalllnd_en:c_ ... partly driven by lower investment induced by ... learning losses due to protracted school
are expected to be large in Asia, especially in Asia 0 00 demic, and.... closures during the pandemic
EMDEs, ....
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Challenge 2: Rising geoeconomic fragmentation which may

lead to further output losses

Signs of fragmentation are appearing, with
trade-related uncertainty spiking...

Trade Uncertainty
(LHS Contributions to index; RHS: Overall index)
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...and the number of trade restrictions on
the rise.
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Source: Global trade alert. Note: Data for all years adjusted for
reporting lag as of the last day of the year. For 2022, data as
of July 29 is scaled up based on number of measures reported
by the same day in 2021 relative to total measures reported
for 2021.

Simulations find that output losses from
deeper trade fragmentation would be large
for Asia
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Note: Simulations reported in Chapter 3 of Regional Economic Outlook:
Asia and Pacific, based on the model by Caliendo and others (2017).
Simulations are based on two illustrative scenarios: (1) green bar:
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Challenge 3: Addressing rising inequality would require

stronger redistribution...

The covid-19 pandemic will likely worsen inequality, calling for
stronger redistribution

Inequality was on the rise in Asia before the
covid-19 pandemic

Change in Income Inequality after pandemics
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Challenge 4: Reaching the SDGs and the Paris Agreement goals will

also require greater fiscal resources, especially in LICs/PICs.
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Opportunities: Digitalization can help enhance revenue

mobilization gaps

Tax Revenue and Tax Capacity Gap Asia: E-Commerce Revenue
(In percent of GDP) (Percent of GDP)
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Opportunities: Expenditure prioritization and strengthening

social safety nets would support greater inclusion

Asia: Targeted Help to Households and Workers EMDE Asia: Social Safety Nets and Inequality

(percent of countries implementing the policy) (Percent of total population, GINI Index)
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Conclusion & Recap of Policy Priorities

The exceptional fiscal responses and output losses induced by the pandemic shock led to
rising debt vulnerabilities. Expected scarring from the pandemic, the war in Ukraine and new
recent global headwinds will compound both these fiscal and structural policy challenges.

In the near term, rebuilding fiscal buffers is crucial to achieving fiscal sustainability

« Start unwinding pandemic-era support; if space is available, the speed of consolidation may be
slowed to alleviate new headwinds

 Credible medium-term fiscal frameworks will be critical to stabilize debt

Structural Policies to boost inclusive medium-term growth
« Boosting long-term growth remains critical, given short-term challenges and expected scarring

« Priorities include: investing in human capital, digitalization, strengthening social safety nets, fiscal
reforms to enhance the quality of spending, and facilitating a green transition
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