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Asia’s trade in services has grown significantly
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Yet, digital services exports in Asia remain highly concentrated

Top Asian Exporters in Asia, CAREC and Central Asia, 2024 (S million)
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Services trade in Central Asia has expanded in recent years vis-a-vis

Developing Asia

Services Trade as Share of GDP, Central Asia and Developing Asia
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Digital services can be a pillar for CAREC's diversification and
sustainable growth

Share of digital and non-digital services in CAREC Digital services trade balance in CAREC ($ billion)
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Characterizing digitally deliverable services in CAREC region
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GVC are reconfiguring, narrowing traditional
pathways while creating new opportunities

GLOBAL VALUE CHAINS
AND INCLUSIVE DEVELOPMENT

Asian Development Policy Report 2026

Services are increasingly traded and embedded in
manufacturing GVCs, opening new avenues for upgrading

GVC Participation Rates of Goods and Services (%)
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Caucasus and Central and West Asia have expanded
medium-tech manufacturing, and low-tech services in
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Services trade faces barriers due to a fragmented regulatory
environment

Restrictions to foreign entry remain the dominant
restrictive policy for services globally

Rail freight transportation, telecommunications, and courier services

are among the most restrictive sectors in PRC and Kazakhstan

OECD Services Trade Restrictiveness Index (STRI) -2025

By country
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Restrictive regulatory environments discourage digital services trade

Digital connectivity is one of the fastest

growing dimensions for regional integration in

CAREC

Regional integration estimates for
CAREC, by ARCII dimensions
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(accessed March 2026).

Barriers in cross-border data flows may
hinder digital trade integration in Asia
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Modernizing regulatory regimes in
ICT sectors can amplify benefits

ITU Regulatory Tracker Score — Asia
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The Philippines: Expanding services frade and empowering the
IT-BPM industry

The Philippines services sector, particularly the Information Technology and Business Process
Management (IT-BPM) industry, contributed to export earnings, employment and development.

Merchandise and services trade in the Philippines, 2005-2024 ($ million) Initiatives to support IT-BPM industry and
expand services trade in the Philippines:
80,000
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Malaysia: Leveraging export promotion sirategies to support
high-value segments of the services industry

Malaysia’s economy experienced a marked structural transformation, shifting from an agriculture- and
manufacturing-led model toward one dominated by services

Annual labour productivity, value added per worker by economic

activity
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Multi-pronged approach to opening up services trade in

Malaysia

Financial support instruments: subsidises participation
of Malaysian firms in trade fairs, market research and
promotion

+ Market Development Grant and Services Export
Fund

Buyer-seller connectivity: connects Malaysian
exports to foreign buyers through trade missions and
international fairs

+ International Sourcing Programme

Branding and promotion: strengthen reputation of
Malaysian services providers in international expos

Digitalisation and SME export readiness: increasing
the access of SMEs to cross-border e-commerce

platforms such as Alibaba
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Despite a rough economic landscape, FDI inflows to Asia and the
Pacific only saw a modest decline in 2024

Over 40% of global inflows headed towards Asia After a sharp 17% decline in 2023, inflows declined
and the Pacific despite downside risks modestly in 2024, with subregional variation
Global Foreign Direct Investment Inflows, Balance of Payments
(a) By destination region (b) By Asia subregion
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Asian greenfield investments were dominated by manufacturing,
while M&As remained prevalent in ICT services sectors

Investment in Asia and the Pacific by Destination Economy and Sector—Firm-Level Investment, 2024
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Inbound FDI into strategic sectors in 2024: sharp decline in green
energy transition, growth in telecommunications and 5G

Investment in Strategic Sectors, Asia and the Pacific—Firm-Level Investment, 2023 versus 2024 ($ million)
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Investment in the digital economy continued to grow globally

Asia and North America have seen digital FDI

increase in recent years

Asia’s FDI in the digital economy has grown faster
than those in other segments

Global Investment Inflows in the Digital Economy by Mode of Entry—Firm-Level (%)
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Intensifying geopolitical tensions are reshaping the foreign

direct investment landscape

19

Policy uncertainty has prompted firms to adjust
global investment strategies

Effects of Geopolitical Tensions on Greenfield Investments
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Notes: PPML estimation. The dependent variable is the number of new FDI projects. Exposed denotes projects in efficiency
seeking sectors where the listed business activity is frade-related (e.g. logistics, transport). Other economies includes Australia;
Canada; EU; Japan; the Republic of Korea; Taipei,China; and the US. Robust standard errors clustered at the origin and
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Economies should embrace policy options to
mitigate the impact of geopolitical risks

= FDI decisions are influenced by broadening
economic and strategic considerations
+ Geopolitical risks could affect FDI decisions
» Industrial policies are also an important factor,
yet commercial incentives still play a crucial
role

= Motivation for FDI relocation could intensify
» Projects associated with efficiency-seeking
sectors and trade-related business activities
could be more exposed to negative impact of
trade conflicts

= New policy approaches are needed
+ Open trade policies, regulatory stability, and
export potential important for attracting FDI



FDI, MNEs and GVC Integration in Asia
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MNEs are significant sources of
employment in host economies

FDI-related activities within GVCs have
slowed down since 2017 amid
disruptions to cross-border production

Job-generating potential of FDI is
declining due to sectoral and geographic
concentration, particularly in digital



lll. POLICY ROADMAP FOR SUSTAINABLE
INVESTMENT IN THE CAREC REGION



Improving the domestic investment climate will benefit CAREC

economies

OECD FDI Regulatory Restrictiveness Index: O (fully
open) and 1 (fully closed)

m Foreign equity restrictions 1 Foreign investment screening
| Restrictions on foreign key personnel m Other restrictions

Source: OECD FDI Regulatory Restrictiveness Index database, 2023.
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Investment incentives has gained traction in Asia

23

New Investment Incentives and New CIT-based Investment Incentives by Region, 2011-2021
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Priorities for sustainable investment policies

Priority 1:

Improve market openness and the clarity,
consistency and transparency of investment
rules to boost competition and private
sector development

Priority 2:

Promote responsible business conduct

(RBC) to advance sustainability goals

Priority 3:

Improve investment promotion, facilitation

and tax incentives governance and

strengthen FDI impact in green and digital

sectors and export diversification

Reduce the frequency of regulatory changes and
improve regulatory impact assessments to
determine whether the adoption of new laws or
regulations is necessary.

Re-evaluate the necessity of foreign equity
restrictions in service sectors and discriminatory
minimum capital requirements.

Consolidate FDI restrictions through a negative
list approach in the future by-law on investment
and make sure it is adopted in parallel with the new
Law to reduce uncertainty.

Enhance judicial capacity for complex commercial
disputes and expand mediation and arbitration
mechanisms to improve legal predictability.

Reduce SOEs’ preferential access to land and
finance, and improve SOE transparency and
governance—including ESG reporting

(4

Co-ordinate efforts to promote

RBC across government and stakeholders,
including by adopting National Action
Plans to set out expectations for businesses

Raise awareness of RBC and provide
support to businesses, for instance by
implementing the national SME strategy.

Promote greater compliance with labour,
human rights and environmental
standards and effective access to remedy.

Encourage RBC through economic
policies. Governments can reinforce
expectations of SOEs, building on its
efforts to promote ESG risk management,
and provide guidance on integrating RBC
in green and sustainable procurement.

Ensure responsibilities spanning investment
promotion and facilitation government bodies
are clear, with transparent key performance
indicators and increased resources for investor
relations, aftercare, and policy advocacy.

Prioritise tax incentives that are linked to firm
expenditures over those that give relief based
onincome (tax holidays), including in SEZs.

Streamline coordination between
investment promotion bodies to strengthen
investment promotion, facilitation, and
aftercare in the digital sector.

Enhance cross-border investment
facilitation procedures through asingle
window system, ensuring alignment with the
WTO Trade Facilitation Agreement.



KEY TAKEAWAYS

25

* Trade in services in Asia and the Pacific has grown significantly in recent years, but
exporters remain concentrated in a few economies.

« For CAREC and Central Asia, tfrade in nondigital services confinue to dominate but digital
services are catching up. Particularly, telecommunications services has increased
significantly for the subregion.

« The confribution of FDI to the internationalisation of services in Asia has been important for
the region’s expansion in frade in services. Growth in FDI flows intfo tfelecommunications is
observed for many Asian subregions, including Central Asia.

« Restrictive policies persist which limit the growth of trade in services. Digitalization,
infrastructure connectivity, improving market openness and leveraging investment
promotion activities can propel the growth of services tfrade for Central AsiQ.
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