
WORLD BANK EAST ASIA AND PACIFIC  
REGIONAL REPORT

The Innovation Imperative 
for Developing East Asia 

Xavier Cirera  
Andrew D. Mason  

Francesca de Nicola  
Smita Kuriakose  
Davide S. Mare  
Trang Thu Tran

ISBN 978-1-4648-1606-2

SKU 211606 

9 0 0 0 0

9 781464 816062

After a half century of transformative economic progress that moved 

hundreds of millions of people out of poverty, countries in developing 

East Asia are facing an array of challenges to their future development. 

Slowed productivity growth, increased fragility of the global trading system, 

and rapid changes in technology are all threatening export-oriented, labor-

intensive manufacturing—the region’s engine of growth. Significant global 

challenges—such as climate change and the COVID-19 pandemic—are 

exacerbating economic vulnerability. These developments raise questions about 

whether the region’s past model of development can continue to deliver rapid 

growth and poverty reduction.

Against this background, The Innovation Imperative in Developing East Asia aims to 

deepen understanding of the role of innovation in future development. The report 

examines the state of innovation in the region and analyzes the main constraints 

that firms and countries face to innovating. It assesses current policies and 

institutions, and lays out an agenda for action to spur more innovation-led growth. 

A key finding of the report is that countries’ current innovation policies are not 

aligned with their capabilities and needs. Policies need to strengthen the capacity  

of firms to innovate and support technological diffusion rather than just invention. 

Policy makers also need to eliminate policy biases against innovation in services,  

a sector that is growing in economic importance. Moreover, countries need to 

strengthen key complementary factors for innovation, including firms’ managerial 

quality, workers’ skills, and finance for innovation.

Countries in developing East Asia would also do well to deepen their tradition of 

international openness, which could foster openness in other parts of the world. 

Doing so would help sustain the flows of ideas, trade, investment, and people  

that facilitate the creation and diffusion of knowledge for innovation. 
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Following the collapse of commodity prices in Latin America and the Caribbean (LAC) 
in 2014–15, many countries in the region were unable to cushion the impact of the 
shock in order to experience a more gradual adjustment, to a large extent because 
they had not built adequate fiscal buffers during the commodities’ windfall from 2010–14. 
Many LAC countries entered 2020 and the COVID-19 crisis in an even more difficult 
position, with rising debt and limited fiscal space to smooth the negative impacts of 
the pandemic and adequately support their economies.

Fiscal policy in most LAC countries has been procyclical. Public expenditure and debt 
levels have expanded in good times and contracted in severe downswings due to 
insufficient fiscal buffers, making crises deeper. Fiscal rules represent a promising 
policy option for these and other economies. If well-designed and implemented, they 
can help build buffers during periods of strong economic performance that will be 
available during rainy days to smooth economic shocks. 

This book—which was prepared before the COVID-19 crisis—reviews the performance 
and implementation of different fiscal rules in the region and world. It provides analytical 
and practical criteria for policy makers for the design, establishment, and feasible 
implementation of fiscal rules based on each country’s business cycle features, 
external characteristics, type of shocks faced, initial fiscal conditions, technical and 
institutional capacities, and political context. While establishing new fiscal rules would 
not help to attenuate the immediate effects of this pandemic crisis, higher debt levels 
in the aftermath of COVID-19 will demand rebuilding better and stronger institutional 
frameworks of fiscal policy in LAC and emerging economies globally. Having stronger 
fiscal mechanisms that include fiscal rules can help countries prepare for the next 
crisis and should be on the front burner for policy makers in coming years. 

The findings and lessons discussed apply to economies of different sizes, with some 
differences under certain scenarios in terms of the technical design and criteria 
needed for implementation. In this book, policy makers will find that fiscal rules, if 
tailored to country characteristics, can work and be an essential fiscal tool for larger 
and particularly smaller economies. 
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Building Human Capital
 Doing Business captured a record 314 regulatory reforms 

between June 2, 2017, and May 1, 2018. Worldwide, 
128 economies introduced substantial regulatory 
improvements making it easier to do business in all areas 
measured by Doing Business.

 The economies with the most notable improvement in 
Doing Business 2019 are Afghanistan, Djibouti, China, 
Azerbaijan, India, Togo, Kenya, Côte d’Ivoire, Turkey and 
Rwanda.

 One-third of all business regulatory reforms recorded by 
Doing Business 2019 were in the economies of Sub-Saharan 
Africa. With a total of 107 reforms, Sub-Saharan Africa once 
again has a record number this year.

Doing    
Business 

Comparing Business 

        Regulation in 

               190 Economies

2020
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In the Dark  How M
uch Do Power Sector Distortions Cost South Asia?  

electricity shortages are among the biggest barriers to South Asia’s 
development. Some 255 million people—more than a quarter of the world’s 
off-grid population—live in South Asia, and millions of households and firms 

that are connected experience frequent and long hours of blackouts. 

Inefficiencies originating in every link of the electricity supply chain contribute 
significantly to the power deficit. Three types of distortions lead to most of the 
inefficiencies: institutional distortions caused by state ownership and weak 
governance; regulatory distortions resulting from price regulation, subsidies, 
and cross-subsidies; and social distortions (externalities) causing excessive 
environmental and health damages from energy use.

Using a common analytical framework and covering all stages of power supply, 
In the Dark identifies and estimates how policy-induced distortions have 
affected South Asian economies. The book introduces two innovations. First, it 
goes beyond fiscal costs, evaluating the impact of distortions from a welfare 
perspective by measuring the impact on consumer wellbeing, producer surplus, 
and environmental costs. And second, the book adopts a broader definition of the 
sector that covers the entire power supply chain, including upstream fuel supply 
and downstream access and reliability. 

The book finds that the full cost of distortions in the power sector is far greater 
than previously estimated based on fiscal cost alone: The estimated total 
economic cost is 4–7 percent of the gross domestic product in Bangladesh, India, 
and Pakistan. Some of the largest costs are upstream and downstream. 

Few other reforms could quickly yield the huge economic gains that power 
sector reform would produce. By expanding access to electricity and improving 
the quality of supply, power sector reform would also directly benefit poor 
households. The highest payoffs are likely to come from institutional reforms, 
expansion of reliable access, and the appropriate pricing of carbon and local air 
pollution emissions.

Fan Zhang
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The State of Social Safety Nets
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