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sustainable and inclusive development ambitions.
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Highlights
•

•

•

•

The COVID-19 pandemic has had a devastating impact on trade in commercial
services, turning it from weak growth in 2019 to a sharp contraction in 2020. Globally,
commercial services trade value grew by only 2% in 2019. In the first six months
of 2020, global exports and imports declined by 19.5% and 20.1%, respectively,
compared to the same period in 2019. Commercial services trade in Asia and the
Pacific performed even worse, moving from a 0.3% growth in 2019 to export and
import declines of more than 22% in the first half of 2020. If this trend continues,
the region’s shares in global commercial services trade will also edge down to 26.5%
(exports) and 30.1% (imports) in 2020, from 27.8% and 31.5% a year earlier.
Adverse impacts of the pandemic are uneven across services and economies. Travel
and transport dependent economies tend to face more negative impacts than
other countries. International tourist arrivals during the first eight months of 2020
decreased by 78.8% compared to the same period of 2019. These are linked to a
massive 65.3% decline in international flights during the first eight months of 2020.
In contrast, economies exporting information and communications technology (ICT)
services as well as digitally enabled services have seen some new opportunities
during the COVID-19 pandemic.
Despite the overall decline of trade in services because of depressed economic
activities, selected ICT services grew in 2020. Indicators of online activities in AsiaPacific economies show that social networking and online collaborative platforms, in
particular, are expected to grow between 17.3% and 31.3% across major Asia-Pacific
economies, while public cloud services are also expected to display a positive trend
in 2020. E-commerce services were also growing rapidly, with orders up 70% for the
first five months of 2020.
Trade in services, except travel services, recovered during the second half of 2020
when many regional economies partially lifted the virus-containment measures,
supporting a rebound in economic activity. Global transport services and the global
services Purchasing Managers’ Index have shown moderate improvements since the
second quarter of 2020. Although trade in commercial services is not expected to fully
return to pre-COVID-19 levels in 2021, a partial recovery of demand for commercial
services – in particular transport services – is anticipated. Maritime transport services
will benefit from the positive growth in merchandise trade volume. Additionally, air
transport services and travel services will grow in 2021 from a very low base in the
previous year. However, the partial recovery of demand will not generate significant
upward pressures on prices except in selected sectors that may experience supply
shortages because of business shutdowns during the pandemic. The recovery of
cross-border travel services will be limited because of high restrictions on crossborder travels.
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•

In the medium to long term, Asia-Pacific economies will see digitalisation, accelerated
by the COVID-19 pandemic, redefine the nature of services trade. The trend of
delivering services through digital means will stay after the pandemic, as the higher
efficiency and productivity gains they can bring have been proven. Digitally-enabled
services may substitute for some part of other services. For example, telemedicine
and teleconference services, by reducing the need for person-to-person contact,
may reduce demand for travel, including passenger air transport services. Similarly,
COVID-19 pandemic related change in consumer behaviour has fast-forwarded
e-commerce as a new normal. This may require developing countries in the region to
adjust their development priorities and focus on acquiring the capacity to effectively
engage in a rapidly digitalizing trade environment, especially hard and soft trade
infrastructure.
• However, trade in digital services continues to be hindered by domestic regulations
that are beyond the scope of trade policies, such as data protection, intermediary
liabilities, filtering or blocking, and cybersecurity standards, among others. Also,
since 2019, there have been increased restrictions on the usage of various mobile
applications, perceived as potentially stifling national security, in certain countries.
These recently emerged barriers appear to show uncoordinated and conflicting
policy objectives in digital trade policy areas.
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1. Trade performance in 2020
After posting a mild 2% and 0.3% services trade expansion in 2019,1 global and
regional commercial services trade plummeted in 2020. Globally, exports and
imports declined by 19.5% and 20.1%, respectively, during the first half of the year
(figure 1). In Asia and the Pacific, these drops were even steeper: exports and imports
decreased by 22.5% and 22.1%, respectively, in the same period. Should there be no
improvement in the second half of 2020, the decline in Asia and the Pacific commercial
services trade would amount to an enormous US$759 billion year-on-year reduction.
In addition, it would bring the region’s share in global commercial services down
to 26.5% (exports) and 30.1% (imports) from 27.8% and 31.5%, respectively, in the
previous period.
Figure 1. Global and Asia-Pacific commercial services trade performance, 2018-2020
(a) World
(US$ billion/% growth rate)

(b) Asia and the Pacific
(US$ billion/% growth rate)

Source: ESCAP calculation, based on WTO data (accessed October, 2020).
Note: ‘H2-2020 E’ values are estimates based on trade growth rates from the first half of 2020. Available
data for the world in H1 2020 covers 98.4% of exports and 97.7% of imports. For Asia and the Pacific
these figures are both 99.4%.

The drastic trade declines in 2020 are mainly due to the COVID-19 pandemic,
which has disrupted trade in services more than in goods, through both demand
and supply shocks. First, a substantial global merchandise trade contraction reduced
1 Following an economic and merchandise trade slowdown as well as rising trade tensions (ESCAP,
2019).
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the demand for services as an input for manufacturing industries in 2020 (so-called
manufacturing services).2 These are considered to be indirect demand shocks passed
through the servicification channel linked to GVCs. Second, a considerable drop
in domestic consumption and imports of non-essential services, such as tourism
services in particular, has caused significant economic damage within the region
and beyond. These are direct demand shocks affecting services value chains3 and
demand for services for final consumption. Third, delivery of the majority of services
still requires some degree of physical proximity between (often multiple) suppliers
and consumers. Accordingly, physical distancing practices and border closures have
hit services trade hard. Services trade via Mode 2 (consumption abroad, e.g., tourism
and travel services, and education), transport services as well as Mode 4 (movement
of natural persons, e.g., in professional services such as nursing services) have been
particularly affected. In addition, services trade via Mode 3 (commercial presence)
have also been adversely affected by the closure, downsizing and delaying of
foreign investment in service sectors. These are supply shocks emerging from social
distancing and lockdown measures.

2. COVID-19 pandemic and services trade
trends: A closer look
The first half of 2020 was particularly severe for commercial services trade. Indeed,
globally, commercial service exports and imports contracted by 7.4% and 3.8% during
the first quarter of the year, respectively. However, due to COVID-19’s initial surge
in China, many regional economies were forced to impose travel restrictions and
lockdown measures earlier than the rest of the world. As a result, Asia and the Pacific
registered a more accentuated fall of 13.2% in exports and 10.9% in imports in that
quarter, corresponding to a US$101 billion loss in trade value compared with Q1 in
2019 (figure 2). As COVID-19 spread globally, all economies were hit even worse, one
after the other, in short sequence during the second quarter of 2020. In fact, global
exports and imports declined 30.4% and 33.7%, respectively, while in Asia-Pacific
the equivalent figures were 32.1% and 33%, respectively. This debilitating services
performance represented an approximate US$275 billion reduction in Asia-Pacific’s
services trade value, compared with Q2 in 2019.

2 See trends in manufacturing services in WTO (2020a).
3 For more details see Anukoonwattaka et al. (2017).
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Figure 2. Commercial services trade in Asia-Pacific, Q1 2019 – Q2 2020
(US$ billion/% growth rate)

Source: ESCAP calculation, based on WTO quarterly data (accessed October, 2020).
Note: Available data for Asia and the Pacific in Q1 2020 cover 100% of regional exports and imports,
while the equivalent figures for Q2 2020 are both 98.8%.

Due to China’s prominence in regional services trade, the economy’s performance
has been the leading driver of the Asia-Pacific services contraction in 2020. As the
largest exporter and importer of services in the region, China’s moderate 6.2%
export decline and more pronounced 24.6% import fall represented 4.8% and 32.2%,
respectively, of the total regional services exports and imports declines, in the first
half of 2020 (figure 3).
Furthermore, as other Asia-Pacific economies heavily rely on China as the largest
service importer – particularly for travel and tourism – weakening demand there
considerably hurt partnering economies elsewhere. In descending order of their
contribution, these include: Japan; Hong Kong, China; Thailand; Macao, China; and
Singapore, which together accounted for more than half of the region’s decline in
exports and which faced export drops of between 22.7% (Japan) and 75.4% (Macao,
China). On the other hand, China, Singapore, India and Hong Kong; China, in that
order, were responsible for a similar share of Asia-Pacific’s decline in imports, with
individual imports falling by between 16.2% (Singapore) and 34.7% (Hong Kong,
China).
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Figure 3. Selected economies’ commercial service trade growth and contribution to
regional trade growth, January-June 2020
(a) Exports

(b) Imports

Source: ESCAP calculation, based on WTO data (accessed October 2020).
Note: The figure includes the contribution of each country towards overall Asia-Pacific growth in
commercial services trade for January-June 2020. The top 10 economies contributing the most towards
Asia-Pacific export and import declines were selected.

Sector-wise, global travel and transport services registered the most significant
contractions in the first half of 2020, as a result of the limitations on the movement of
goods and people as well as of the scant volume of merchandise trade for transport
services (UNDESA, 2020). Global trade in travel and transport services shrank by
25.7% and 8.1%, respectively, in the first quarter of 2020, and then slipped further in
the second quarter to 81.4% and 32.9%, respectively.
In Asia and the Pacific, these declines were even more accentuated. Travel service
exports and imports plunged by 36.8% and 28.3% year-on-year in the first quarter,
respectively, and again by 83% and 73.7% in the second quarter (figure 4). In total,
travel services exports from Asia-Pacific region decreased by US$133 billion during
the first half of 2020 alone, relative to the same period in 2019. Transport services –
the second-most affected sector in terms of absolute trade value – faced export and
import declines of 9.6% and 8%, respectively, in the first quarter of 2020, and 25%
and 30.6%, respectively, in the second quarter. This half-year decline in transport
service trade for 2020 amounts to a US$25.6 billion reduction in export revenue
for regional economies, compared to the first half of 2019. Goods-related service
trade in the region declined by 17.7% (US$10 billion) in trade value during the first
six months of 2020. Finally, other subsectors4 declined relatively less at 2.8% due to
some trade being conducted via electronic means (digitally-enabled services).
4 Other subsectors include construction services, insurance and pension services, financial services,
charges for the use of intellectual property n.i.e, telecommunications, computer, and information
services (ICT), personal, cultural and recreational services; and other business services.
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Figure 4. Asia-Pacific sectoral trade performance and growth, Q1-Q2 2020
Exports
(US$ billion/% growth rate)

Imports
(US$ billion/% growth rate)

Source: ESCAP calculation, based on WTO data (accessed October 2020).

A weak recovery occurred in the second half of 2020 when many regional economies
partially lifted pandemic-containment measures. The recovery is, however, very
limited for trade in travel services because cross-border travel has remained highly
restricted throughout 2020 (IMF, 2020). According to the latest data from the WTO
Global Services Trade Barometer, indicators related to global transport services
and the global services Purchasing Managers’ Index (PMI) have shown moderate
improvements since the second quarter (WTO, 2020b). Furthermore, China’s
performance in the third quarter of 2020 is noteworthy. Indeed, the country’s exports
during this period grew by 1% compared with the same period in 2019. Whether the
recovery will continue remains uncertain, because China’s export growth fell again in
October by 1% (WTO, 2020c).
In any case, global and regional commercial services trade is likely to remain at a
significantly lower level than before the pandemic. In addition, demand recovery is
still fragile, given the possibility of further COVID-19 waves. In fact, imports in China
during the third quarter remained 26.2% lower compared to the same period of 2019.
The year-on-year import growth decreased further by 24.7% in October. Reduced
services demand from China has adversely affected other Asia-Pacific economies,
such as Thailand, which heavily rely on travel and tourism demand from China.
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3. Trade trends in selected sectors in 2020-2021
The extent of the commercial services’ decline in Asia and the Pacific has varied
significantly across sectors, depending on their main modes of supply and
indispensability. This section explores trends affecting sectors that play an important
role in the region’s services trade structure. These include travel, transport and ICT
services, which together account for 59.4% of total regional services trade.

(a) Travel services
Travel restrictions following the COVID-19 outbreak hit travel, hotel and tourismrelated services, which together accounted for about one-third of commercial services
trade in Asia and the Pacific. Globally, the UNWTO (2020a) estimates that tourism
receipts will fall by 60% to 80%, (between US$910 billion to US$1,200 billion), in
2020. Between January and August 2020, Asia and the Pacific saw a 78.8% decrease
in international tourist arrivals, as 28 regional economies imposed complete border
closures at some point during that period. The decline in tourist arrivals amounted
to a staggering 96% drop in July and August from the same months a year earlier
(UNWTO, 2020b and 2020c). The Asia-Pacific region is expected to see a drop of
76.3 million in international tourist arrivals in 2020 (UNWTO, 2020b).
Such a decline in travel services is putting tremendous pressure on many economies
in the region. Indeed, exports of travel services, including tourism-related services,
accounted for more than 4% of GDP in 19 regional economies and more than 70%
of total services exports in eight of those economies (figure 5). It is important to note
that a majority of the travel and tourism dependent economies are Countries with
Special Needs (CSNs). These economies have suffered devastating impacts despite
their often relatively lower number of COVID-19 cases. Based on UNWTO (2020a)
estimates,5 Vanuatu, Samoa, Cambodia and Fiji are expected to face massive GDP
declines, ranging from 10% to 17% solely due to reduced revenue from exports of
travel and tourism services.

5 This is based on the scenario where international borders begin re-opening and travel restrictions are
gradually eased from September 2020 onwards, predicted to result in a 70% decrease in international
tourist arrivals (UNWTO, 2020a).
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Figure 5. Travel exports dependence: Selected regional economies, 2019

Source: ESCAP calculation, based on WTO Data and World Bank WDI (accessed September 2020).
Note: For brevity, only economies with travel exports exceeding 50% of total commercial service
exports are shown. Decrease in travel exports (% of GDP) is based on a scenario with a 70% decrease
in international tourist arrivals in 2020, resulting from gradual opening of borders from September
2020 (UNWTO, 2020a).

(b) Transport services
Transport services is another key sector for commercial services trade in Asia and the
Pacific, accounting for 18.6% and 25.1% of all regional commercial service exports
and imports, respectively, in 2019. Unsurprisingly, as a result of travel restrictions and
border closures as well as of the unprecedented contraction in merchandise trade
(ESCAP, 2020), all three transport segments – i.e., maritime, air and inland – registered
significant trade declines in 2020. However, as air and maritime transport accounted
for the majority of trade in the sector, these segments dominated transport’s overall
trade performance. In fact, air transport registered the most drastic decline of all.
This is due to the fact that air transport – particularly passenger services – are tightly
entwined with travel services. Indeed, air transport serves as the primary transportation
mode for passenger arrivals in Asia and the Pacific.6
Looking more closely at air transport, it can be seen that passenger and cargo services
performed markedly different. Data from the International Civil Aviation Organization
6 In 2018, 65% of all arrivals in Asia-Pacific were by air, according to the UNWTO Global Tourism
Dashboard.
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(ICAO, 2020a) points to a massive 65.3% (1.3 million) drop in international passenger
flights in Asia and the Pacific during the first eight months of 2020. In contrast, air
cargo services actually grew during that period. Indeed, between February and August
2020 there was an expansion of the global active cargo fleet while commercial flights
faced large declines (ICAO, 2020d). Similarly, Asia-Pacific has seen an 8.2% increase
in the number of international cargo flights from the region compared with the same
period in 2019 (ICAO, 2020a), which points to this trend. Nevertheless, owing to
passenger transport dominance in the industry, regional airlines are expected to
suffer an estimated US$29 billion loss by the end of 2020, which represents 34.4%
of global losses in airline services; that is more than any other region (IATA, 2020a).
However, these figures capture only the decline facing air carriers. Airport services
– the key infrastructure service providers supporting commercial aviation – are also
set to face staggering revenue declines, with data for the first eight months of 2020
showing a US$7.8 billion reduction in international travel revenue in Asia and the
Pacific (ICAO, 2020b). Furthermore, air navigation service providers (ANSPs) in the
region are reeling from a 57.6% decline in revenue, amounting to a US$2.2 billion
loss compared with the same period in 2019 (ICAO, 2020c).
Looking ahead, in an optimistic scenario where travel restrictions and border closures
are eased, 2021 is expected to bring a moderate recovery to air transport services
trade. However, this will not be sufficient to restore it to pre-pandemic levels. In fact,
IATA (2020b) has estimated that global passenger numbers will not pick up to reach
2019 levels until 2023, despite a vigorous 62% growth projected for 2021. On the
other hand, air cargo transport is expected to maintain its enlarged contribution
to the sector, with revenues in 2021 expected to reach record highs driven by a
strengthened economic recovery (IATA, 2020a).
Maritime transport services also fell in 2020. This segment was affected by supplychain disruptions during the first quarter of the year, and later by the sharp decline
in global goods trade, 80% of which is transported by sea (ESCAP, 2020; UNCTAD,
2018). In the first quarter of 2020, 46% of scheduled departures on the key AsiaNorth Europe routes were cancelled (Knowler, 2020a). In the second quarter, this
decline continued with the average number of container vessels arriving weekly at
ports showing an 8.5% year-on-year drop as of June 2020 (UNCTAD, 2020b).
However, maritime transport indicators seem to have recovered in the second half
of the year, linked to a revival of merchandise trade. Indicators such as the weekly
container ship port calls, appear to be hinting that activity in the third quarter almost
returned to 2019 levels in Asia and the Pacific. Container Trade Statistics data reveal
that the container volume of trade between Asia and Europe rose for the first time
since October 2019 by 2% year-on-year in July 2020 (Knowler, 2020b). As of August
ASIA-PACIFIC TRADE AND INVESTMENT TRENDS 2020/2021 10
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2020, economies in South-East Asia remained only 0.5% below their 2019 level while
China and Hong Kong, China had surpassed their 2019 levels by 4.1%. The same
indicator, however, shows maritime transport activities remained notably below
the 2019 level for economies in South and South-west Asia (UNCTAD, 2020c). The
Container Throughput Index, another proxy for maritime transport, paints a similar
picture, pointing to world trade gaining momentum in the third quarter of 2020, with
values for July 2020 falling only slightly below those of 2019, and cargo handling at
Chinese ports reaching an all-time high (ISL, 2020).
Overall, trade in transport services showed signs of a potential second half of 2020
recovery from the historical low levels earlier in the year. This recovery was driven
by maritime transport activity, which has returned to its 2019 level as a result of a
positive uptick in global merchandise trade in the second half of 2020. However,
high uncertainties are clouding this trend, with growing signs of the second wave
of COVID-19 across important markets for Asia-Pacific exports. The threat of a
recurrence of massive lockdowns is still adding major uncertainties to the prospects
of a recovery in the second half of 2020 (Hollinger et al., 2020).

(c) ICT services
ICT services accounted for 10.7% and 5.7% of total commercial services exports
and imports, respectively, in Asia and the Pacific in 2019, playing an important role
in supporting economic activities. Driven mostly by demand shocks, trade in ICT
services in Asia-Pacific appeared to decrease in 2020. Based on an IDC (2020) survey
of regional economies, Asia-Pacific spending in the services sector is projected to
record a 1.3% decline in 2020. The WTO Services Trade Barometer provides a similar
perspective globally, with trade in ICT services performing well below trend for the
first half of 2020.
Therefore, the ICT services sector is expected to face an overall decline in the AsiaPacific region in 2020 because of economic downturns across the region. According
to GlobalData (2020) surveys, overall ICT spending will decline across the region
in 2020, for example Australia (5.9%), China (7.6%), India (7.2%), Indonesia (7.1%),
Japan (5.3%), Malaysia (8.3%), the Republic of Korea (5.4%). The expected decrease
in ICT spending in these economies in 2020 will result in an overall decline for the
sector in the Asia-Pacific region, as this group comprises the largest economies in
the region.7
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However, the COVID-19 pandemic has also created upward pressure on demand in
selected subsectors of ICT services, especially computer and internet services. In the
first and second quarters of 2020, there was a 75% and 32% surge, respectively, in
internet traffic in the Asia-Pacific region (SES, 2020). This trend reflects the surge in
internet usage to support remote work, online schooling and online activities during
the lockdown periods.8 In general, social networking and collaborative platforms are
expected to be the bright spot in the ICT service sector in 2020. This is supported
by projections from GlobalData (2020) that indicate the market for enterprise social
networking and collaborative platforms is expected to grow between 17.3% and 31.3%
across major Asia-Pacific economies, including Australia (29.4%), China (23.7%), India
(17.5%), Indonesia (31.3%), Japan (30.8%), Malaysia (29.7%), the Republic of Korea
(30.1%) and Singapore (25.8%). In addition, public cloud services – another segment
of the ICT service sector – is expected to display a positive trend through 2020. The
subsector has tremendous potential to grow if regulatory bottlenecks in areas of data
privacy, security and operational efficiency are addressed in Asia-Pacific economies.

7 One exception is the Philippines, the ICT market of which is expected to continue to grow in
2020, driven by the digital transformation initiatives taken by domestic enterprises. Indeed, it was
found that 84% of Philippine enterprises increased their ICT budgets in 2020, compared with 66%
in the previous year. Cloud-based communication and collaboration services were found to be a key
technology area of interest, with 80% of enterprises planning to invest in these platforms during the
next two years. Furthermore, Philippine enterprises have increased their share in total ICT spending
for digital transformation, from 44% to 50% for 2020. This has been driven by the need for flexibility
and scalability required to meet changing consumer expectations as well as increasing operational
efficiency and customer satisfaction (GlobalData, 2020). This trend of increasing investment in ICT in
the Philippines is not limited to the private sector; the government is planning to invest US$941 million
to accelerate digital transformation during the pandemic, with nearly half of this being allocated to
improving digital connectivity and access (Dharmaraj, 2020).
8 In Thailand, DTAC – a telecom service provider – reported an 828% and 215% rise in data traffic used
for Zoom and Skype, respectively, between 1 January 2020 and 19 March 2020 (Techsauce, 2020).
Similarly, in China, Tencent recorded a sharp jump in revenue during the first quarter of 2020, following
the imposition of lockdown measures that increased use of its online services. In fact, the firm’s net
profit rose 6% year-on-year, with revenue up 26% during this period – social networking, gaming,
fintech and business services all reported positive figures (Waring, 2020). In addition, for India, more
recent estimates for the second quarter of 2020 point to a massive 947% increase in data consumption
for online video services between February and June 2020 (Kala, 2020).
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4. Longer-term prospects: Digitalisation and
services trade
In the medium to long term, accelerated by the COVID-19 pandemic, Asia-Pacific
economies will see digitalisation9 redefine the nature of services trade. The trend of
delivering services through digital means will stay after the pandemic, because of the
higher efficiency and productivity they can bring. This implies that digitally-enabled
services may substitute some part of other services. Similarly, COVID-19 has fastforwarded e-commerce as a new normal. This may require developing countries in
the region to adjust their development priorities and focus on acquiring the capacity
to effectively engage in a rapidly digitalizing trade environment.

(a) Changing nature of services trade
The accelerated use of digital technology in service sectors has rapidly shifted
services supply from in-person to online platforms. Telecommuting and telemedicine
are two examples of such areas where communication infrastructure and digital
technologies have allowed continued provision of services, despite strict lockdowns
being implemented. The trend of moving away from supplying in-person services
towards digitally enabled services delivery is likely to continue after COVID-19.10 This
implies that there is a huge potential for trade in digitally-enabled services and it may
affect expenditure on other services. For example, using digital technology to deliver
teleconference services may reduce demand for travel and tourism as well as for
9 Digitalisation refers to, “the use of digital technologies and data as well as interconnection that
results in new or changes to existing activities” (OECD, 2020b). While this process has been expedited
by the onset of the COVID-19 pandemic, it is not a new trend. In fact, digitalisation has been well
underway in the past decade. According to UNCTAD (2020d), globally between 2008 – when the first
Apple and Android smartphones were launched – and 2019, the number of smartphone users has
grown to a staggering 3.2 billion. During that period, the number of internet users also surged from
1.6 billion to 4.1 billion, while internet penetration increased from 23% to 54%. Data flows – proxied
by global internet protocol – grew from 4,000 GB per second to 100,000 GB per second during that
period.
10 With regard to telecommuting, the demand for these digital services has skyrocketed. Onlinecollaboration platform providers, such as Microsoft, Google, and Zoom, all reported drastic increases
in usage during the first half of the year. Similarly, telemedicine has made immense progress during
2020 in the Asia-Pacific region. Between December 2019 and January 2020, multiple online medical
platforms in China saw three-digit growth rates. Many governments in Asia-Pacific – which, prior to
2020, were uncertain about supporting digital health services – have quickly turned to the provision of
these services since the onset of the pandemic, most notably Australia, Republic of Korea and Japan
(Kapur and Boulton, 2020).Surveys show nearly a quarter of employees are in favour of continued
flexible working structures (GWI, 2020) and nearly half of patients intend to embrace telemedicine in
the long term (Emmanuelli et al., 2020)
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transport services. The importance of Mode 1 in cross-border commercial services may
increase while that of Mode 2 (consumption abroad), Mode 3 (commercial presence)
and Mode 4 (movement of natural persons) may decline. However, trade in digitallyenabled services remains below its potential because of restrictions on cross-border
data flows such as on data-privacy protection and data localisation requirements.
While specific to telemedicine, domestic regulations such as non-portability of health
insurance and professional services regulations have not allowed for cross-border
telemedicine practices (Gillson and Muramatsu, 2020).

(b) Modernizing business services for e-commerce and digitalising
servicification11
As the only viable alternative to meet the demand for goods amid governmentenforced lockdowns, e-commerce has flourished in Asia and the Pacific during 2020.
This is evidenced by a 70% increase in e-commerce orders in the region for the
first five months of 2020 (OECD, 2020c).12 The surge in e-commerce will also drive
digitalisation in supporting services such as financial, post, storage, transport and
logistics services. For example, the flourishing of e-commerce has highlighted the
need for inclusive access and security of electronic payments in economies across
the region.13
In addition, digital services have become an important part of manufacturing
production. In fact, this digitalizing servicification had happened even before the
COVID-19 pandemic. In 2015, ICT services (as a proxy for digital services), contributed
about 2.5% of all regional manufacturing exports value – almost double that of
the world (figure 6). Similarly, ICT services as inputs in other services exports were
also more important regionally (3.4% of services exports) than globally (2.4%). In
11 Servicification refers to the increased use of services in manufacturing processes (Anukoonwattaka
et al., 2015).
12 For example, the total number of orders on Shopee – one of the largest online shopping platforms
in South-East Asia – for the first quarter of 2020 were 111.2% higher than in the same period in 2019,
driving up its gross merchandise value by 74.3% to US$6.2 billion. Moreover, Grocerdel, an online
grocery firm in Cambodia, also reported a 165% increase in its sales since the onset of COVID-19,
leading to a 50% increase in staffing (UNCTAD, 2020e). In China, online retail penetration increased
from 23% to 28.2% from the first quarter of 2019 to 2020 (Loh, 2020). In addition, Chinese online retailer
JD.com reported a 215% year-on-year growth in online grocery sales during a 10-day period between
January and February 2020 (Cheung, 2020). The shifts towards e-commerce have also appeared in
large manufactured products, like automobiles. Indeed, Tesla’s partnership with Alibaba may partially
explain why Tesla’s sales in China increased two-fold between December 2019 and March 2020, while
other firms in the automobile sector experienced a 50% drop during the same period (Emaunuelli et
al., 2020).
13 According to GlobalData (2020), credit/debit card payments in the Asia-Pacific region are expected
to grow by 6.5% to reach US$20.3 trillion in 2020 and to increase further to US$27.4 trillion by 2023.
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particular, India, Malaysia and the Philippines saw the digitalization of their services
exports notably increase between 2000 and 2011 (OECD, 2018).
More recently, due to growing concerns about supply-chain disruptions, incentives
for firms to adopt digital technologies to enable end-to-end visibility, responsiveness,
agility and optimization in supply chains have grown stronger (Kilpatrick and Barter,
2020). For example, in transport services, real-time shipments tracking, route
optimization and better last mile delivery have been among many important elements
for GVC agility (Lacey et al., 2015).
Figure 6. Global and regional use of digital services as inputs in exports, 2015

Source: ESCAP calculation, based on OECD TiVA data (accessed October 2020)

(c) Increasing incentives for cross-border outsourcing, but rising regulatory
barriers
Digital technologies make outsourcing of services overseas cheaper and easier,
thereby raising incentives for firms to do so. According to Lashitew and Erumban,
(2020) and Baldwin (2018), the rolling out of 5G networks and widespread adoption
of cloud computing technologies will allow firms to enjoy services-wage differentials,
which can differ up to 10 times across economies. The pressure for cross-border
outsourcing of services may increase post-COVID-19 to balance the higher costs
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caused by redundancy to minimize risks of supply-chain disruptions (ESCAP, 2020;
Deloitte, 2020).
Although its importance is clear, trade in digital services continues to be hindered
by policy restrictiveness. Barriers to digital services often come from domestic
regulations that are beyond trade policies, such as data protection, intermediary
liabilities, intellectual property rights (IPR) infringement, filtering or blocking, and
cybersecurity standards, among others.
OECD’s Digital Services Trade Restrictiveness Index (DSTRI) shows that trade
restrictiveness across Asia and the Pacific either remained stable or increased
from 2014 to 2019 (box 1). Moreover, recent anecdotal evidence points to barriers
emerging from uncoordinated and conflicting policy objectives in digital trade policy
areas. For example, the absence of physical presence and the difficulty of quantifying
assets, activities and types of income make it difficult to develop digital tax policies.
Similarly, the absence of information on value creation along digital value chains, such
as social media platforms and online news, makes finding an optimal revenue-sharing
scheme between the platforms (owning distribution channels) and the media firms
(owning content) particularly challenging. Since 2019, there have been increased
restrictions on the usage of various mobile applications, perceived as a potential
threat to national security, in certain countries. In addition, countries have put in place
a ban on certain foreign vendors providing equipment for their 5-G infrastructure
projects. While these measures may be used for achieving legitimate public policy
objectives, including national security concerns, their use for protectionist purposes
remain a concern.
Box 1. Increased restrictiveness towards digital services trade
Although their importance is clear, restrictions continue to hinder trade in digital
services. From 2014 to 2019, the average score for the overall Digital Services Trade
Restrictiveness Index (DSTRI) among nine Asia-Pacific economies increased from 0.21
to 0.26 (figure 7), with ‘Infrastructure and connectivity’ and ‘Other barriers’ being
the digital-services policy areas seeing the sharpest increases. Restrictiveness in
‘Infrastructure and connectivity’ captures regulations that could, de facto, undermine
interoperability of ICT infrastructure services across economies, and restrict trade
in communications service and cross-border data flows. An example of this is the
requirements for data localisation. ‘Other barriers’ is a broad category that captures
barriers to cross-border digital trade in multiple areas. Examples are policies for using
local software, surrendering source codes, local presence requirements, and the lack
of effective redressal mechanisms against anti-competitive practices online, among
others (Ferenzc, 2019).
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Figure 7. Digital services trade restrictiveness in the Asia-Pacific region

Source: OECD Digital Services Trade Restrictiveness Index database (accessed October 2020).
Note: The DSTRI considers digital services to include services that can be supplied via electronic
networks. The figure shows average values across nine Asia-Pacific economies: Australia, China, India,
Indonesia, Japan, the Republic of Korea, New Zealand, the Russian Federation and Turkey.

A notable trend seen across Asia-Pacific economies is that their degree of
restrictiveness towards trade in digital services remained or increased between 2014
and 2019 (figure 8). For most Asia-Pacific economies for which data are available,
‘Infrastructure and connectivity’ tends to be to the most restricted by regulations.
Moreover, digital services tend to be the most restricted in large developing
economies compared to developed ones. However, there are some differences
between developing economies and developed ones in other areas. More specifically,
‘Electronic transactions’ is particularly restricted by regulations in developing AsiaPacific economies. The data indicate that facilitating electronic transactions through
improving electronic payment systems as well as ensuring harmonization with
international security standards is particularly important in developing Asia-Pacific
economies.
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Figure 8. Asia-Pacific digital services trade restrictiveness, by economy

Source: OECD Digital Services Trade Restrictiveness Index database (accessed October 2020).
Note: The DSTRI considers digital services to include services that can be supplied via electronic
networks.

5. Summary and prospects
Over the course of 2020, COVID-19 has been responsible for a sharp contraction
in global and regional commercial services trade. However, the Asia-Pacific region
has suffered from a larger services trade decline than the rest of the world, with its
exports and imports decreasing by 22.5% and 22.1%, respectively, – compared to
19.5% and 20.1% – during the first half of the year.
In particular, travel services trade has contracted the most of all sectors, with Asia
and the Pacific registering a particularly acute downfall: travel services exports and
imports fell by 59.3% and 51.1%, respectively, during the first half of 2020. For the
remainder of 2020, the outlook for international travel remains bleak, even with
movement restrictions being gradually eased into 2021. This is particularly relevant
for countries with special needs, owing to the high reliance of those economies on
travel services exports as a share of their GDP.
Trade in transport services in Asia-Pacific also suffered during the first half of 2020,
with exports and imports in the region declining by 17.4% and 19.6%, respectively.
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Air transport services is expected to face the largest decline within the sector and – as
with travel services – a bleak outlook for the remainder of the year. In fact, passenger
flights are unlikely to pick up until mid-2021. In contrast, maritime transport appears
to have already bounced back during the third quarter after a rough first half of the
year. This is signalling a prospective recovery in the sector as well as in merchandise
trade.
On the other hand, accelerated digitalisation is setting a solid path for commercial
services trade in the longer term. Indeed, the use of digital technologies for the
uninterrupted provision of goods and services during the COVID-19 crisis has
proved to be pivotal. Furthermore, digitalisation is expected to redefine the nature
of services trade in the region and globally. Expected trends in this regard involve
shifting modes of service delivery in many sectors from in-person to online platforms,
increasing businesses transition towards e-commerce, greater adoption of digital
technology services and more outsourcing of services to reduce costs and maintain
competitiveness in the fiercely competitive global trade environment. However, the
more digitalisation increases its importance, the more important it is to address
digital services trade barriers, which are currently on the rise.
These dynamics will put tremendous pressure on some developing economies,
especially least developed countries (LDCs), since a majority of the populations in
those economies remain unable to access the internet. In fact, only one in five people
in LDCs use the internet, while more than 70% of people in certain ASEAN economies
remain offline, leaving them unable to fully participate in the digital economy, with
high-speed broadband being even more scarce (UNCTAD, 2020d; IMF, 2018). Most
of those economies still have massive gaps in digital-tech infrastructure and human
capital formation, which prevents them from connecting with the regional and global
digital economy and utilizing digitalisation as a driver for sustainable development.
Addressing these gaps as well as developing a conducive and harmonized digitaltrade regulatory environment across the Asia-Pacific region and beyond, will need to
be prioritized for the sustainable development goals to be achieved.
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Supplementary note
Structure and patterns of trade in Asia and the Pacific (2019)
Looking at the country-level, the region’s trade in services remain concentrated in a
few large economies (figure A1). China (23%), Singapore (12%), Japan (12%), India
(11%), the Republic of Korea (7%), Hong Kong; China (5%), the Russian Federation
(5%), Thailand (4%), Australia (4%) and Turkey (3%) are the top 10 economies in terms
of contribution to total regional services trade, accounting for 84% and 87% of the
Asia-Pacific’s region exports and imports, respectively.
Figure A1. Country share of Asia-Pacific trade in commercial services

Source: ESCAP calculation, based on WTO data (accessed September, 2020).

Services exports in the key economies grew moderately in 2019 – Japan (6.2%, yearon-year services exports growth), Thailand (5.8%), India (4.6%) and China (4.4%).
Exports by these economies helped to sustain most of the export growth in Asia and
the Pacific. More specifically, Thailand – the region’s largest travel exporter – continued
to post rising travel export throughout 2019, while Japan strongly performed in terms
of ICT exports (46.8%, year-on-year ICT exports growth). In addition, in the same
year, India and China strongly benefited from an expansion of exports in transport
services (year-on-year transport export growth of 11.2% and 8.6%, respectively).
Conversely, imports in major economies contracted substantially. China (facing an
import decline of 4.5%), followed by Hong Kong, China (3.2%) and Australia (2.2%)
were among the most important contributors to the poor import growth in 2019.
Australia’s transport and travel imports saw a significant and constant reduction
throughout the year due to an unprecedent bushfires season and the associated
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limitation in goods and people movements. The performance of China and Hong
Kong, China mainly reflected the negative impacts of the Sino-American trade war
and Hong Kong, China’s political turbulence on the travel sector (-8.3%, year-on-year
travel imports growth) (Dormido et al., 2019).
Sector-wise, the transport and travel industries continued to play the most important
role in terms of services trade contribution: 52% of all the Asia-Pacific region’s services
trade refer to these two sectors alone (figure A2). In 2019, export growth was driven
by ICT services (10.1% annual exports growth). On the other hand, the significant
import slowdown in travel services and transport services, declining 3.6% and 3.3%,
respectively, were the main contributors to import contraction in 2019.
The continued commercial services trade deceleration in Asia and the Pacific –
particularly the import contraction – contributed to a moderate fall in the region’s
share of global services trade. While the region’s global export participation
remained stable at 27.7%, the region’s share in global services imports declined
from 32.6% in 2018 to 31.5% in 2019. Due to the moderate growth of exports and
significant contraction of imports, the region’s service trade balance improved. The
region registered the lowest trade deficit since 2011 at US$119.4 billion in 2019.
Nonetheless, the region still remains a net importer of commercial services and is
placed as the second-largest exporter of services in contrast to its top position in
global merchandise exports. Indeed, the region lags significantly behind Europe
in terms of its contribution to global service exports; in 2019, Europe accounted
for 47.3% of global services exports while the equivalent figure for the Asia-Pacific
region was only 28.8%.
During the same period, the Asia-Pacific region also registered a higher level of
restrictiveness compared to the rest of world in relation to services trade, highlighting
the region’s preference for protecting its service industries from foreign competition
(box A1). This approach has likely compromised the region’s ability to compete in
global services exports, due to domestic firms being sheltered from conforming
to global standards of operational efficiency. Therefore, these findings imply there
is room for improvement by reducing regulatory barriers in order to enhance the
region’s services trade share, which still lags behind the global average.
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Figure A2. Trade value by services sector and trade growth

Source: ESCAP calculation, based on WTO data (accessed September, 2020).

Box A1. Comparing services trade restrictiveness in Asia-Pacific with the rest of the
world
Trade in services is also not immune to barriers, but the nature of those barriers
can be different from those affecting trade in goods. One distinguishing feature of
the trade in services is that it is predominantly affected by “behind the border”
measures, which come from domestic regulations not necessarily related to trade
policies. The OECD Services Trade Restrictiveness Index (STRI) provides data for 11
economies in the region up to 2019. The index evaluates five categories that hinder
trade: (1) barriers to competition and public ownership; (2) regulatory transparency
and administrative requirements; (3) restrictions on foreign ownership and other
market entry conditions; (4) restrictions on the movement of people; and (5) other
discriminatory measures and international standards. These categories are evaluated
across 22 services sectors in 46 economies globally (11 of them in Asia and the
Pacific). The STRI index is defined over 0 and 1, where 1 is most restrictive and 0 is
least restrictive.
On that basis, the Asia-Pacific region’s services trade restrictiveness (overall score
0.36) is significantly higher than that of the rest of the world (0.24) (figure A3). Overall,
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this implies that there is room for reducing regulatory barriers to enhance the region’s
services trade share, which still lags behind the global average.
Figure A3. Services trade restrictiveness index,
Asia-Pacific region and globally, 2019

Source: ESCAP calculation, based on the OECD Services Trade Restrictiveness Index dataset (accessed
October 2020).

Encouragingly, on average since 2014, the STRI score in Asia and the Pacific across
all sectors has decreased by 2.41%, whereas in economies outside the Asia-Pacific
region it has increased by 0.11% (figure A4). The decrease in restrictiveness has
been mainly driven by regulatory transparency (a 10.3% decrease in Asia and the
Pacific) and barriers to competition (an 8.4% decrease in Asia and the Pacific). The
other discriminatory measures subcategory, however, saw the largest increase in
restrictiveness in the region, increasing by 6.1%. Services sectors in the Asia-Pacific
region that saw the highest reductions in restrictiveness include ‘sound recording’
(8.1% decrease), ‘motion pictures’ (7.0% decrease), and ‘engineering’ (6.6% decrease).
Figure A4. Average services trade restrictiveness change for all sectors, between
2014 and 2019, in the Asia-Pacific region and the rest of the world

Source: ESCAP calculation, based on the OECD Services Trade Restrictiveness Index dataset (accessed
October 2020).
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