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Notes

In this publication, the members of the Greater Mekong Subregion are: Cambodia, the
Lao People’s Democratic Republic, Myanmar, the People’s Republic of China (specifically
Yunnan Province and Guangxi Zhuang Autonomous Region), Thailand, and Viet Nam.

Whenever possible, data for Yunnan Province and Guangxi Zhuang Autonomous Region are
used, otherwise, data are for the whole of the People’s Republic of China.

The boundaries, colors, denominations, and any other relevant information shown on the maps
in this publication do not imply, on the part of the Asian Development Bank, any judgment on
the legal status of any territory, or any endorsement or acceptance of such boundaries, colors,
denominations, or information.

The data used in this publication cover until 2019, i.e., prior to the onset of the coronavirus
disease (COVID-19) pandemic. Therefore, the analysis does not focus on the impact of the
pandemic. Despite this, all the proposed ideas and recommendations will be quite appropriate
in the post-pandemic context, as the Greater Mekong Subregion countries implement measures
for economic recovery, while managing the continuing short-term health, social, and economic
vulnerabilities.
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Highway 12 from Phitsanulok to Lom Sak, Thailand (105 km).
As a main intersection of the East-West Economic Corridor and the
North-South Economic Corridor, the new four-lane highway is a
regional gateway creating wider opportunities for cross-border trade,
tourism, and investment in Thailand, the Lao People’s Democratic
Republic, Myanmar, and Viet Nam. The Highway 12 expansion from
two lanes to four was supported by Asian Development Bank

(photo by Ariel Javellana/ADB).




Foreword

he Greater Mekong Subregion (GMS) Economic Cooperation Program, inaugurated in 1992,

ushered in a new era of development policy coordination among its members.! It has coincided
with a period of strong and robust growth, which has led to higher per capita incomes and overall
progress across all member countries of the subregion.

The Asian Development Bank (ADB) has served as the program’s secretariat over the last three
decades. It has worked with member countries in defining a practical, goal-oriented work program
for the GMS, focused on enhancing physical connectivity through infrastructure and facilitating
cross-border trade; as well as on issues of shared regional concerns, such as the environment and
health.

Despite the significant success, the GMS faces critical challenges as it moves forward in a
changing world. This study is an effort to articulate and define clearly some of the most important
challenges, and to confront them squarely with a cutting-edge agenda for development. The gains to
date can be consolidated by moving forward with increased focus, insight, and vigor.

A key challenge is the significant economic differences that now exist between the countries of
the GMS. As this study highlights, efforts must be made to ensure that Cambodia, the Lao People’s
Democratic Republic, Myanmar, and Viet Nam converge with the People’s Republic of China and
Thailand, and that the subregion as awhole continues to catch up with more developed countries. This
convergence must be achieved in the face of emerging political, technological, and health challenges.
As of the date of this writing, the world continues to grapple with the human and economic damage
wrought by the coronavirus disease (COVID-19) pandemic, as well as with a gradual breakdown in the
global consensus on trade liberalization.

Technological change, for so long a source of opportunity for emerging markets, may also pose a
threat to industrialization strategies in the GMS. Countries must now contend with risks arising from
the so-called fourth industrial revolution (4IR), which refers to the increased fusion of traditional
technologies with emerging tools, such as artificial intelligence, cloud computing, robotics, 3D printing,
and the internet of things. 4IR has the potential to render traditional industrialization strategies
obsolete, and may have significant implications for employment. This report therefore specifically
assesses the impact of 4IR on the GMS.

T Composed of Cambodia, the People’s Republic of China (Guangxi Zhuang Autonomous Region and Yunnan Province),

the Lao People’s Democratic Republic, Myanmar, Thailand, and Viet Nam.



XIV  Foreword

Looking forward to the coming decades, the report focuses on three interconnected areas where
the GMS can focus its efforts:

. integration into the global economy and upgrading of production capabilities,
. the role of cities as engines of growth, and
. the importance of transport infrastructure for enhanced trade integration and inter-urban

connectivity.

The report rises to the challenge of “raising the game” among development practitioners in each
of these areas, by leveraging the latest insights in development thinking, moving beyond traditional
exclusively top—-down economic analysis; and by utilizing traditional and new sources of data in
support of its analysis.

| sincerely hope that the recommendations in this report are read and discussed widely. If
implemented, the ideas contained herein will help improve livelihoods for people across this region.

Ahmed M. Saeed
Vice-President for East Asia, Southeast Asia, and the Pacific
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Executive Summary

he future of the members of the Greater Mekong Subregion (GMS) depends, to a significant
extent, upon their policy makers’ views about what they have to do in the coming decades.

This study provides an analysis and recommendations for the GMS to move forward and realize
its development ambitions by taking advantage of the opportunities that regional cooperation offers
to its members. Where the GMS members desire to go is clear: attain higher per capita income and
living standards for all its members in a context of cross-country income convergence. The study
focuses mainly on proposals on how to achieve this.

Given the lack of clear cross-country convergence documented in the introductory chapter,
growth is at the core of the analysis and proposals. A successful convergence strategy will require that
the countries with the lowest per capita income (Cambodia, the Lao People’s Democratic Republic
[Lao PDR], Myanmar, and Viet Nam) grow substantially faster than the People’s Republic of China
(PRC) and Thailand in the coming decades. As a consequence, the program has to make efforts in the
future to focus on the members with the lowest per capita income.

To address this issue, the argument underlying the study is that a successful development
strategy for the GMS in the coming decades will require economic policies that focus on the following
three interrelated areas:

(i)  Part1: Integration into the Global Economy and Upgrading (Chapters 1-15)

(i) Part 2: The Role of Cities as Engines of Growth (Chapters 16-19)

(iii) Part3: The Need to Improve the Quality of Road Infrastructure and Connectivity to Enhance
Trade Integration and Connect Competitive Cities (Chapters 20-22)

Below is a summary of the major arguments and findings of the study.

PART 1 (Chapters 1-15): Integration Into the Global Economy and Upgrading

In thinking about the development opportunities that regional integration in the GMS can promote,
the role of integration into the global economy stands out as particularly important. A successful
development strategy will involve access to rich-world markets and advanced technologies and the
exploitation of economies of scale and scope.

A Stocktaking of the Extent of Integration of the Greater Mekong Subregion into
the Global Economy

Chapters 1-4 provide an introductory discussion of the state of the subregion’s integration by asking
three main questions:
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()  Whatis the current level of integration of GMS economies in the global economy?
(i)  What s the current export structure and specialization of GMS economies?
(iii) To what extent are the export structures and specialization of the GMS members similar?

Providing answers to these questions requires an understanding and further analysis of the
potential for GMS members to diversify their export structures, both geographically and in terms
of a wider basket of products. It also requires an understanding of the extent to which members’
specialization patterns are dependent on the specialization patterns of their neighbors.

The analysis suggests that the exports of Cambodia, the Lao PDR, and Myanmar are limited
in geographic scope and that none of them trade heavily with rich-world markets. Overall, and with
exceptions in some product categories, these economies rely on intra-GMS trade to a relatively
large extent.

The exports of the PRC, Thailand, and Viet Nam have a much broader geographic scope and have
penetrated rich-world markets to a significant degree. They are, therefore, not in competition with
the three smaller GMS members in many markets, though they are in competition with one another.
Within the GMS, however, the larger economies do compete with the three smaller economies in
GMS markets.

In terms of products and sectors, the analysis again finds this dichotomy between the PRC,
Thailand, and Viet Nam on the one hand, and Cambodia, the Lao PDR, and Myanmar on the other.
The PRC, Thailand, and Viet Nam have export structures that are very different from those of the
other three members. The export structures of Cambodia, the Lao PDR, and Myanmar are also
very different among themselves, particularly when the analysis is carried out using very detailed
product-level trade statistics.

The PRC, Thailand, and Viet Nam have been able to export a wide variety of products, notably
in sectors such as electronic goods, while the exports of Cambodia, the Lao PDR, and Myanmar are
highly concentrated in consumer textiles, agriculture, and mining.

Results further suggest that, in general, the exports of the GMS members do not compete.
Despite this, there is evidence to suggest that there is a great deal of competition between the six
members in certain low-complex sectors such as textiles, particularly in intra-GMS trade.

The PRC, Thailand, and Viet Nam have relatively unique export structures—meaning that few
other countries have a similar export structure—while Cambodia, the Lao PDR, and Myanmar have
relatively low levels of uniqueness.

These initial results suggest that there are two distinct groups of countries within the GMS in
terms of the level of global integration and diversification: Cambodia, the Lao PDR, and Myanmar are
more reliant on intra-GMS (and regional) trade and on a relatively narrow set of products; while the
PRC, Thailand, and Viet Nam are more integrated into the global economy and have a more diversified
export structure.

Chapter 5 deals with a question that arises from the results above, namely whether the distinction
between regional and global orientation has implications for development prospects, for instance, by
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affecting the extent of growth spillovers that come from interactions with other countries. Analyzing such
spillovers suggests that the GMS members benefit from spillovers from both their neighbors (geographic
contiguity) and export partners more generally, with spillovers from export partners larger than those
from their neighbors. Results thus suggest that both regional cooperation and engagement in the broader
global economy can be important—and complementary—sources of per capita growth spillovers.

The analysis further suggests that those GMS members that rely heavily on spillovers from
their neighbors tend to have a nondiversified export structure and export heavily to their neighbors.
Conversely, those GMS members that benefit relatively strongly from spillovers from other export
partners tend to have more diversified export structures—both geographically and in terms of the
number of products exported with comparative advantage—and tend to produce and export more
sophisticated goods. Such results have important implications, particularly that engaging in the
broader global economy can be an important source of development. This raises the question of how
toengagein the global economy and of the role of regional integration in facilitating global engagement.

Another important issue, addressed in Chapter 6, is whether GMS members are meeting
expectations with regard to trading in the global economy given their current levels of development,
size, and distance from the rest of the world; or whether they have an unexploited trade potential. The
results of the gravity model of trade—which relates trade between countries to the distance between
countries and economic sizes, among other factors—indicate that there are many opportunities for
the GMS members to expand trade with third countries, though the geographical dimension of these
opportunities differs across members. For the PRC, Thailand, and Viet Nam, there are opportunities
to increase exports to developed countries along with other Asian countries; while opportunities exist
in more distant and low- or middle-income countries for Cambodia, the Lao PDR, and Myanmar. In
addition to this geographic dimension, the PRC, Thailand, and Viet Nam have a relatively large number
of trade partners for which high export potential exists in many sectors; while Cambodia, the Lao PDR,
and Myanmar have fewer options. In general, the results further suggest that export potential tends to
be greatest in those sectors where the GMS members are relatively intensive exporters (the exception
being the PRC).

Integration into the Global Economy: Structural Change and Upgrading

Chapters 7-9 address the fundamental question of how the GMS members should think about the
next decades. The analysis revolves around the idea of upgrading the economy, that is, the imperative
to transform production and export baskets and shift the composition of these baskets so as to
increase the share of more complex products. These are products that embody more knowledge and
command higher wages. Thus, this will be the only way to ensure a steady increase in wages. The study
proposes a sound methodology to evaluate products and sectors of higher complexity that each GMS
member could feasibly add to its export basket.

Chapter 7 discusses the options available for GMS members to upgrade their production. The
analysis is based on the premise that development is about “discovering” new products that contain
more knowledge (i.e., more complex) and that the new products that a country can successfully
produce are likely to depend on what the country currently produces and exports successfully. Such an
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approach implies that each country will have its own upgrading path to realize its future diversification.
The GMS members are rather diverse in terms of their current export specialization structures,
which leads to different upgrading paths. The analysis thus identifies a set of products that individual
GMS members are likely to be able to specialize in relatively easily and/or will provide relatively large
gains in terms of the quality and complexity of production. A major finding of the analysis is that the
GMS members need to upgrade the quality of their production. While the PRC as a whole, as well as
Guangxi Zhuang Autonomous Region (Guangxi) and Yunnan Province (Yunnan), Thailand, and Viet
Nam have been able to diversify their economies, there remain many opportunities for upgrading. For
the other GMS members, not only are there upgrading possibilities but also scope for increasing the
diversification of their production.

It would be too much to discuss these individual results in this summary, but it is worth
emphasizing that these upgrading paths represent one possible road map for further industrialization,
or economic development more broadly, including a general rise in income and the creation of new
employment. It should also be emphasized that following such a path and successfully upgrading in
the short run will lead to new upgrading opportunities, often in highly complex products. The analysis
also provides one potential path for long-run upgrading, though the actual long-run opportunities will
depend upon which products members successfully upgrade into in the short run.

In the context of upgrading, it is relevant to consider both the agriculture and services sectors,
sectors that account for a relatively large share of employment and/or value added for all GMS
members. These are discussed in Chapters 8-9. The case of agriculture is particularly interesting
since it accounts for a relatively high share of employment in the GMS members, but it is generally a
low-complexity sector. Despite this, the analysis suggests that there are upgrading possibilities within
the agriculture sector to develop certain relatively complex subsectors, such as dairy and honey and
coffee, tea, and cocoa. Upgrading possibilities in these subsectors tend to be common across the GMS.

Services account for between 25% and 45% of employment in the GMS economies and tend
to become even more important for countries in terms of value added, employment, and exports as
they develop. As with other major sectors of the economy, however, services are not homogenous,
with some services subsectors involving highly complex activities and other less-complex activities.
The analysis indicates that most GMS members are heavily specialized in travel and tourism exports,
which, while an important source of exports and employment, tend to not be associated with a
high-income status. Such results suggest that, over time, the GMS members will need to build other
service subsectors, most notably financial services and other business services, and decrease their
reliance on travel and tourism.

Integration into the Global Economy: Global Value Chains and Preferential Trade Agreements

Chapters 10-13 address the other fundamental question that underlies this study, namely the tools
the GMS members could use to grow and upgrade.

The role of global value chains (GVCs) is addressed in Chapters 10-12. GVCs have become
the dominant paradigm for countries to engage in the global economy, specifically as a mechanism
for upgrading. GVCs break up the production process so that different steps can be carried out in
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different economies. Production is sliced into different production segments, with these segments
relocated across national borders to places where they can be performed most efficiently. Regional
integration can be an important facilitator of global integration into GVCs by creating possibilities
for the development of complementary activities in different countries within a region, with firms in
one country providing primary commodities or intermediate inputs for assembly activities, or final
goods production, undertaken by other members in the region. The key issue is whether firms in the
GMS move up the value chain, reflected in shifting activities or tasks, such as moving from product
assembly to research and design. This process results in higher wages.

The development of regional value chains is considered to be a crucial factor in realizing the
benefits from participating in GVCs, with regional trade agreements a potentially important driver of
such complementary activities. Results in Chapter 10 suggest that the GMS members are engaged in
GVCslargely asassemblers, i.e., by importing specific intermediates intensively, processing, assembling
final products, and exporting processed consumption goods, although the PRC and Thailand have
been able to compete in exporting specific intermediate products within GVCs.

An interesting pattern emerges when considering sourcing and export patterns. While regional
value chains are important in the sense that other GMS members are often important sources of
specific intermediates (i.e., GMS members account for relatively high shares of specific intermediate
imports), the regional (GMS) market is not an important destination for processed consumption
goods produced by GMS members within GVCs. Such results suggest that regional value chains and
regional integration can be an important stepping stone for entering into and upgrading within GVCs
and for serving world markets, by providing GMS members with the intermediate goods needed to
produce processed consumption goods that serve global markets

Moving from an aggregate analysis using gross trade figures to an analysis of sectoral
participation in GVCs (Chapter 11) using value-added data reveals important heterogeneities across
GMS economies. While the GMS members tend to be engaged in sectors that are most commonly
associated with GVCs (e.g., electrical and machinery, textiles, and transport equipment), there are
differences in both the intensity of GVC engagement and the positioning within GVCs. Myanmar,
for example, has only been able to enter into upstream GVCs as a supplier of raw materials and
simple intermediates (and not as a generator of research and development) in most value chains;
while Thailand, Viet Nam, and to a lesser extent the PRC have moved into more downstream GVC
participation (as final assemblers) in certain sectors.

Positioning within GVCs has further implications, with evidence suggesting that upstream
GVC participation tends to be associated with relatively low wages. This is discussed in Chapter 12.
Efforts to develop and raise average wages through GVCs, therefore, often requires a movement
toward more downstream participation in the value chain. There are important exceptions to this
pattern, however. An important sector for most GMS members within GVCs is textiles, with most
GMS members engaging in relatively downstream production. However, this is also a sector where
downstream production is associated with relatively low wages, meaning that efforts to move into a
more upstream position (e.g., away from assembly and toward design and intermediate production)
would be expected to lead to higher wages.

XXV
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The analysis of the role of GVCs as a means to integrate into the global economy leads to thinking
about different policies to attain this integration in a general sense. In particular, the study considers
a highly relevant mechanism to facilitate integration into the global economy and into GVCs, namely
preferential trade agreements (PTAs). This is discussed in Chapter 13.

Data on PTAs for 2015 show that GMS members have signed a relatively small number of PTAs
(between15and19). Most of these agreements are with each other or with other countries in the region
(i.e., through the Association of Southeast Asian Nations), meaning that they have few agreements
with countries outside the region and with developed countries in particular. Despite this, the evidence
suggests strongly that those PTAs that do exist have a strong positive impact on exports, a result that is
true for both total exports and exports across a variety of sectors. PTAs have played a significant role in
driving GMS exports of intermediate goods, and they can be seen, therefore, as an important facilitator
of GVC participation. Further, it is not simply the presence of a PTA that is important for expanding
export flows. What matters, rather, is the breadth of such agreements. Consistent with other empirical
evidence, the results here suggest that there may be an optimal breadth of PTAs, with certain behind-
the-border measures limiting the benefits from PTAs in terms of, for example, export flows.

The Fourth Industrial Revolution: Implications for the Greater Mekong Subregion

Understanding the possible impacts and effects of the so-called fourth industrial revolution (4IR) is
of paramount importance for the GMS. These are discussed in Chapters 14 and 15. The term 4IR is
used to capture ongoing technological progress associated with the fusion of the digital, biological,
and physical worlds alongside the increased use of new technologies such as artificial intelligence,
cloud computing, robotics, three dimensional (3D) printing, and the internet of things, among others.
Two issues are of immediate concern: first, the extent to which GMS members are engaged in the
production and use of these technologies, thus providing initial insights into the region’s readiness
for the 4IR; and second, the extent to which these new technologies provide a risk to development
opportunities, in particular those related to employment generation.

Using trade data to capture the production and use of a specific set of 4IR technologies
(Chapter 14), the analysis finds that the production (i.e., export) of 4IR technologies is highly
concentrated in the developed world and a small number of large developing countries, including
the PRC; while the use (i.e., import) of 4IR technologies is less concentrated, with many developing
countries using 4R technologies. There is also a strong positive association between the production
and use of 4IR technologies and manufacturing performance, a result suggestive of the importance of
these technologies in developing a complex manufacturing sector. However, the direction of causality
may work in the opposite direction, i.e., that a competitive manufacturing sector is what creates
demand for new technologies. In the context of the GMS, the PRC dominates in terms of the absolute
value of both exports and imports of 4IR technologies, with other GMS members appearing more
engaged when considering the intensity of production and use of these technologies. Despite this,
there are few examples of specialization in specific 4IR technologies, either in terms of production
(export) or use (import). The PRC is specialized in the export of 3D printing technologies and
Thailand in the export of computer-aided design and computer-aided manufacturing (CAD-CAM)
technologies. No other GMS member is specialized in exporting any other 4IR technology.



Executive Summary

In the case of imports, the PRC has maintained specialization in the different 4IR products
(i.e., 3D printing, CAD-CAM, and robots), with Thailand developing or maintaining specialization
in CAD-CAM and robots. Viet Nam and Myanmar have also developed specialization in specific
products, with Myanmar acquiring specialization in the use of 3D printing, and Viet Nam in the use
of CAD-CAM technologies. Based on an analysis of exports and imports in aggregated 4IR products,
the study suggests a typology according to the GMS economies’ involvement with 4IR technologies:
(i) the PRC and Thailand are emerging producers and leading users of 4R technologies; (ii) Viet Nam
and Cambodia are followers in production, but leading or emerging users; and (iii) the Lao PDR and
Myanmar are followers in both production and use.

These results thus suggest that, without relevant investment in new technologies, there is a risk
that the GMS members—particularly the Lao PDR and Myanmar—will be excluded from the 4IR.

Results from the recent empirical literature, summarized and discussed in Chapter 15, indicate
that the GMS members are at a significant risk of job loss from automation, with estimates suggesting
that between 40% and 80% of jobs are at risk of automation, depending on the country and the study.
Such estimates are likely to be misleading, however, with a number of factors suggesting that these
estimates may exaggerate the risk of automation. These include the fact that the approach adopted
in the literature concentrates on the technological feasibility of automating occupations (as opposed
to specific tasks) and ignores economic aspects such as the relative costs of automation versus
labor, which may favor labor in GMS members for quite some time. The approach further ignores
the possibility that other conditions and capabilities, e.g., those related to infrastructure, institutions,
human capital, and so on, may affect the feasibility of automating jobs. Moreover, during the course
of development, there will likely be a large amount of job churning, with jobs lost in agriculture and
generated in manufacturing and especially services. These job losses in agriculture will be partly due
to the use of older forms of technological progress—associated with mechanization, for example
(use of tractors)—rather than due to implementing technologies associated with the 4IR. In short,
while some estimates suggest that 4R technologies may have large impacts on employment in the
GMS economies, it is likely that these estimates are exaggerated, and they do not provide a strong
justification for failing to take advantage of these new technologies as a development tool. What
may possibly be true is that the introduction of 4IR technologies exacerbates job polarization, with
some workers getting high-paying jobs associated with these technologies (in both manufacturing
and services), while other workers are stuck in low-paying jobs within agriculture, manufacturing,
construction, or low-productivity services.

PART 2 (Chapters 16-19): The Role of Cities as Engines of Growth

Chapters 16-19 also add to the discussion on to how to move forward in the coming decades by
highlighting the importance of cities as engines of growth.

Chapter 16 documents the significant increase in urbanization that the GMS has experienced
over the last several decades. The share of the subregion’s population living in urban areas is estimated
to be around 40%, and projections suggest that this will increase to around 60% by 2050. According to
the World Urbanization Prospects data, the process of urbanization has been fastest in the Lao PDR,
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where urban population grew by an average of 4.8% per year between 1970 and 2017. Urbanization
has also been rapid in Guangxi and Yunnan in the PRC. The slowest growth has been in Myanmar, at
2.1% per year over the same period.

Simultaneously, a growing share of the urban population is residing in large cities with a
population of T million or more. The growth is most remarkable for Myanmar and Viet Nam, where
the share of urban dwellers in large cities increased by about 10% between 2000 and 2015. Moreover,
satellite-based nighttime lights data show that GMS cities, like many others in developing Asia,
have expanded beyond their administrative boundaries. This is most pronounced for Phnom Penh,
Bangkok, and Ha Noi. As these cities continue to expand, many closely located cities are forming “city
clusters.”

As a result of advances in the field of economic geography, we understand today the important
role of cities as places where workers and firms interact. Cities are believed to generate increases in
productivity known as “agglomeration economies” (which result from size and/or density). Chapter 17
shows that firms in bigger GMS cities tend to be more productive and pay workers more, and they are
more likely to engage in innovative activities. This, however, does not imply that smaller cities do not
have an important role to play. In fact, robust economic growth requires vibrancy in all types of cities:
small, medium, and large.

Given the important role that cities have played in the growth of today’s developed countries
as well as newly industrialized economies, the unfolding urbanization in the GMS bodes well for its
prospects. However, recent experience from the developing world suggests that urbanization does not
automatically imply greater economic dynamism. Cities may be getting larger and denser, but various
factors seem to be constraining them from achieving their full potential. As discussed in Chapter 18,
factors such as traffic congestion, weak urban planning, and a lack of affordable housing all take away
from the productivity advantages of cities.

For cities to play their role as engines of growth, they need to be managed well so that intracity
travel is fast, reliable, and cheap; land-use plans anticipate areas of urban expansion and do not
introduce undue rigidity into the location decisions of firms and households; and real estate is
affordable. In addition, cities must pay attention to institutions that build human capital and provide
a conducive business environment, not just for incumbents, but also for new entrepreneurs and new
economic activities.

Further, as emphasized in Chapter 19, cities are not “individual islands,” rather, they are
interconnected with one another through the flows of goods, services, and people and constitute
a system. These interconnections often cross borders, as in the case of the GMS. Making the most
of the benefits that urbanization can bring requires that cities are managed well, not only from the
perspective of individual cities but also from the perspective of the system of cities spanning both
individual economies and the GMS as a whole. This requires that policy makers pay attention to the
factors that underpin how efficiently the system of cities works, namely, the state of intercity transport
infrastructure and institutions that can coordinate decisions and plans across cities.
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PART 3 (Chapters 20-22): The Need to Improve the Quality of
Road Infrastructure and Connectivity to Enhance Trade Integration and
Connect Competitive Cities

The three chapters in Part 3 also add to the discussion of how to upgrade the GMS economies.
Chapters 20-21 provide an innovative analysis on the quality of the road network in the GMS and
the identification of networks that would generate higher growth. These chapters show how data on
actual travel distance and time between several thousand districts in the GMS could be generated
relatively quickly and used to analyze the quality of roads by using online routing systems and without
resorting to expensive field surveys. Chapter 22 argues that improvements in trade facilitation will
enhance connectivity. This discussion matters because, in order to develop competitive cities, and in
particular to form systems of cities, the GMS needs high-quality infrastructure that connects its cities.

Chapter 20 compares required travel distance to straight-line distance among districts to assess
the level and quality of road infrastructure. The analysis estimated travel speed and time to evaluate
the quality of existing roads. The chapter finds that the lack of close-to-straight-line road connectivity
arises partly as a result of geographic conditions, such as a mountainous landscape and the shape of a
territory, as well as lack of infrastructure funds and technological capabilities. The quality of roads in the
GMS is still low in general when compared to that of selected industrialized countries. Richer members
such as Guangxi (PRC) and Thailand build better roads than the other members of the GMS.

Chapter 21 evaluates road connectivity in over 2,000 districts in the GMS and their major
markets, such as capital cities and cities with major international ports, using online routing systems.
On average, only districts in Thailand and Guangxi, and to a lesser extent in Yunnan, have proper
road connectivity to their own capitals. Many districts in the GMS are better connected by road to
the capital cities of other members than to their own. Likewise, many districts in the western and
northwestern areas of the GMS have poor road connectivity to major international ports.

The chapter introduced the concept of market potential of a city or a region. This is the size of a
city or a region’s own market, plus that of all other markets, corrected by the distances between them.
Results show that the market areas of each capital city are significantly different from what national
boundaries indicate. For many districts in the GMS (e.g,, in the Lao PDR), cities across the border
(e.g., Bangkok) have the largest market potential. Several options to increase the districts’ market
potential were examined. The analysis indicates that the best way to increase the market potential
of a city or region is to improve its connectivity to major cities (e.g., Bangkok and Ha Noi) with a
large number of cities around them. For instance, simulations of the time it would take to travel from
a city located between Bangkok and Chiang Mai to these two larger cities reveal that reducing the
travel time to Bangkok by 1 hour would increase the city’s market potential between 24% and 154%
above the increase in market potential derived from the same reduction in travel time to Chiang Mai.
This is because reducing the access time to Bangkok also reduces the time to access many other
cities around Bangkok. Likewise, for a city between Ha Noi and Da Nang in Viet Nam, reducing travel
time to Ha Noi by 1 hour would increase market potential between 19% and 90% above the same
improvement in travel time to Da Nang.

XXiX
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Executive Summary

Improving connectivity also depends on the performance of GMS members on various measures
of trade facilitation. This is discussed in Chapter 22. For the purpose of the analysis, trade facilitation
can be summarized in an index which includes (i) efficiency of customs and border clearance (i.e.,
speed, simplicity, and predictability of formalities) by border control agencies; (ii) quality of trade and
transport-related infrastructure (e.g., ports, railroads, roads, and information technology); (iii) ease
of arranging competitively priced shipments; (iv) competence and quality of logistics services
(e.g., transport operators and customs brokers); (v) ability to track and trace consignments; and
(vi) timeliness of shipments in reaching a destination within the scheduled or expected delivery time.

There is significant heterogeneity across the GMS members with respect to trade facilitation.
The PRC, Thailand, and Viet Nam perform relatively well in the index of trade facilitation, particularly
in terms of timeliness and international shipping, and for the PRC in terms of infrastructure; while the
other three GMS members rank relatively low in the trade facilitation index (though, again, performing
relatively well in terms of timeliness). The empirical analysis indicates that an improvement in trade
facilitation has a strong positive impact for exporters. These effects are found to be important across
a broad range of sectors and product types (e.g., consumption, intermediate, and capital goods),
highlighting the importance of investments in trade facilitation to encourage exports within the GMS.

PART 4 (Chapter 23): Recommendations

Chapter 23 bringstogether aseries of recommendations based onthe analysis in the previous chapters.
As noted above, the ultimate goal and rationale of a regional cooperation program such as the GMS is
to contribute to its members’ development. The underlying argument is that regional cooperation can
be an important tool to facilitate this process. Naturally, it is expected that all countries and regions
grow faster with than without regional cooperation and, moreover, that those countries and regions
that start at the bottom with lower per capita incomes grow faster so that the group experiences
convergence in per capita income.

The analysis in Part 1: Integration into the Global Economy and Upgrading, leads to a number
of recommendations in the following areas:

(i) Develop trade policies and infrastructure investments to enhance trade integration.
(i) Encourage integration into GVCs and upgrading production within GVCs.

(iii) Develop an environment conducive to maximizing the benefits from the 4IR.

(iv) Develop a strategy for upgrading the production structure.

(v) Consider the employment implications of the upgrading paths.

(vi) Encourage the diversification of GMS economies.

The analysis in Part 2: The Role of Cities as Engines of Growth, leads to the following
recommendations:

(i)  Evaluate whether cities are able to reap agglomeration economies (e.g., higher productivity
and higher wages resulting from the concentration of firms and workers in a given location)
commensurate with their size, or whether factors such as traffic congestion, weak urban
planning, and unaffordable housing are undermining the benefits of agglomeration.



(i)

(iii)

Executive Summary

To manage cities adequately, pay attention to basic issues such as transport and other
urban infrastructure, urban planning and land-use regulations, and affordable housing. This
also requires developing the institutions that contribute to enhancing human capital and
create a conducive business environment, as well as implementing policies to encourage
new economic activities and young firms to operate.

Cities are connected to one another and to the rural hinterland, through flows of goods,
services, and people. This requires developing an efficient intercity transport infrastructure
together with setting up institutions to coordinate decisions and plans across cities and
their administrative units.

Finally, the analysis in Part 3: The Need to Improve the Quality of Road Infrastructure and
Connectivity to Enhance Trade Integration and Connect Competitive Cities, leads to a series of
general recommendations for the GMS as a whole and for each member. Recommendations for the
GMS as a whole include:

0)
Q)

(i)

(iv)

W)

(Vi)

Make use of volunteer-based and bottom-up online routing systems to evaluate and
monitor up-to-date road connectivity more efficiently.

Improve connectivity to Bangkok, Ho Chi Minh City, and Ha Noi as the most efficient
option to increase market potential for most districts in the GMS (except those in Guangxi
and Yunnan, which have large cities close by).

Develop a metropolitan area similar to Bangkok, Ho Chi Minh City, or Ha Noi somewhere
in the western part of the GMS, and another one in central Viet Nam, which would help the
upper part of the GMS and the East-West Economic Corridor.

Reduce border crossing time, which accounts for much of the total transport time between
origin and final destination. This is the cheapest and most efficient way for border-area
districts to benefit from larger and closer markets in neighboring members.

Connect seaports with cross-border railway networks, two of the cheapest modes of
long-haul transport. These would enable more firms located in the GMS to participate or
penetrate further into GVCs.

Improve different aspects of trade facilitation, especially in Cambodia, the Lao PDR, and
Myanmar.

XXXi



A major intersection. This is where the Bangkok

Mass Transit System (BTS) or the Skytrain, an elevated
rapid transit system and the Metropolitan Rapid Transit
(MRT), a mass rapid transit system serving the Bangkok
Metropolitan Region in Thailand are interconnected.
(photo by Patarapol Tularak/ADB).
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C N Introduction

Convergence: Where To? The Rationale
of the Greater Mekong Subregion
Economic Cooperation Program

he Greater Mekong Subregion (GMS) Economic Cooperation Program was established in1992. Its
members are Cambodia, the Lao People’s Democratic Republic (Lao PDR), Myanmar, Thailand,
Viet Nam, and the People’s Republic of China (PRC), specifically the Guangxi Zhuang Autonomous
Region and Yunnan Province. The GMS program was created under the argument that regional
cooperation could be a powerful development escalator that can facilitate its members’ development.

One key objective of its members has been to increase their income per capita and overall living
standards. This has been achieved by all of them largely as a result of high growth rates. Another
important objective of the GMS is to ensure that its members experience convergence at different
levels; that is, that the poorest districts or regions in per capita income (or appropriate indicator) at
the start of a given period grow faster than the richer ones, so that by the end of the period in question
the income disparity within the country has declined. When considering countries, the convergence
objective implies that the poorest countries grow faster than the richer ones. This objective is key
within the context of a cooperation program among several countries.

The analysis below offers a discussion of the extent to which the different convergence
objectives have been attained. We analyze convergence across districts within each GMS country,
convergence across the six GMS countries, and convergence of the GMS countries to the world’s
frontier. The empirical evidence shows that, while within-country convergence has been attained by
all of six country members, this has been much less so at the country level, both within the GMS (with
respect to Thailand) and when comparing the GMS to the world’s frontier (the United States [US]).
The corollary of these findings is that growth is key for the GMS. They provide a strong rationale for the
GMS program to develop a solid growth agenda with specific reference to the convergence objective.
While growth is certainly not everything, and not the only objective of the GMS, it is a necessary
condition for the members of the subregion to advance. This idea is the basis of this study.

Within-Country Convergence in the Greater Mekong
Subregion

Using district-level data for each GMS country, the evidence indicates that there has been absolute
convergence within each of them; that is, that poorer districts in all six countries grew faster than
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richer districts. Figure 0.1 (panels (a)-(f)) plots the annual average growth rate of nighttime light
per person over the period 2001-2013, used as an indicator of economic activity at the district level,
against the gap in initial level (i.e., 2001) of nighttime light per person, for each of the GMS countries.!

(a) Across Districts in Cambodia

Figure 0.1: Convergence to the Frontier District in Nighttime Lights per Person
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continued on next page

' Theinitial gap is calculated as the log of nighttime light per person in a district minus the log of nighttime light per person
in the district with the highest level of nighttime light per person (the frontier district), in each GMS member in 2001. As

such, larger negative numbers indicate a larger gap with the leading district.



Introduction

Figure 0.1 continued

Average annual growth of NTL to population

Average annual growth of NTL

(c) Across Districts in Myanmar
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Figure 0.1 continued

(e) Across Districts in Thailand
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(f) Across Districts in Viet Nam
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Note: Number of districts (represented by the circles in each plot) in each member: Cambodia: 69; the Lao People’s

Democratic Republic: 58; Myanmar: 57; the People’s Republic of China: 30; Thailand: 905; and Viet Nam: 654.

Source: Authors’ calculations based on nighttime light data from the National Oceanic and Atmospheric Administration

(NOAA) (https://ngdc.noaa.gov/eog/download.html), Global Administrative Areas (GADM) (https://gadm.org/), and

LandScan from Oakridge Institute (https://landscan.ornl.gov/).
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The evidence indicates with clarity that, in all GMS countries, those districts that recorded lower
nighttime light per person relative to the frontier district in 2001 registered higher growth rates of
nighttime light per person during 2001-2013. This is indicated by the negative slopes of the fitted
lines in the different panels of Figure 0.1. The estimated rates of convergence to the frontier district
are 11.7% (per year) in Cambodia, 11.2% in the Lao PDR, 6.2% in Myanmar, 6.3% in the PRC, 8.9% in
Thailand, and 8.1% in Viet Nam.?

Cross-Country Convergence within the Greater Mekong
Subregion

Yet, despite the obvious progress reflected in the within-country convergence documented above,
Cambodia, the Lao PDR, and Myanmar (and, to a certain extent, Viet Nam) are significantly behind
the PRC and Thailand in income per capita. Figure 0.2 graphs the ratio of income per capita of each

Figure 0.2: Gross Domestic Product per Capita Relative to that of Thailand
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CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Note: Series are in constant purchasing power parity dollars.

Source: Penn World Tables version 9.1 (Feenstra, Inklaar, and Timmer 2015).

2 The rate of convergence is calculated from the slope of each regression. The coefficient of -0.051 for Cambodia, for
example, implies a rate of absolute convergence of 5.11%, which further implies that a district that initially had a tenth
of the level of nighttime light of the lead district boosted its growth in nighttime light per person by 12.7% per year (i.e.,
0.0511 x In (10)).
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country with respect to Thailand’s, at each point in time, between 1992 and 2017. While income
per capita across the region at the country level has not diverged, it has not shown clear signs of
convergence. Thailand was, by far, the richest member in 1992, and it is still the richest today by a
similar margin with respect to all other GMS members except for the PRC.

At the inception of the GMS program in 1992, per capita income differences among its members
were large.® Though income per capita increased in all countries, the data suggest that there are
two groups within the GMS. The first group, Thailand and Cambodia, experienced relatively small
increases in per capita income, specifically an increase of around 2.5 times between 1992 and 2017.
The second group, the other four members, experienced larger increases in per capita income, by a
factor of between 4.5 (Viet Nam) and 7.0 (Myanmar).

The relatively low rate of increase in per capita income in Thailand—the richest GMS country
in 1992—compared to that of most other GMS members suggests that there has been some
convergence in income per capita since the inception of the GMS program.* The exception to this
pattern of convergence is Cambodia, where there has been no convergence to Thailand’s per capita
income. In fact, the ratio of its income per capita with respect to that of Thailand declined from 21%
to 20% during the period under consideration.

Overall, therefore, the data reported in Figure 0.2 suggest there has been only a slow degree
of convergence across the GMS members since the inception of the program, with the exception of
the PRC, whose income per capita has clearly approached that of Thailand. Ultimately, this has been
due to the fact that, although the members with the lowest gross domestic product (GDP) per capita
in 1992 grew faster in the last 25 years, this higher growth has not compensated the base effect, i.e,,
Thailand’s already significantly higher income per capita in 1992.

This persistent gap in incomes means that the program needs to ensure that the GMS members
lagging behind will grow significantly faster than the more advanced members in the coming decades,
so that convergence in income per capita becomes a reality within the GMS. This is the intrinsic and
ultimate purpose of a regional cooperation agreement, i.e., not only that its members grow, but also
that they grow in such a way that income per capita converges with those of the other members.

Convergence to the International Frontier

In addition to cross-country convergence in per capita GDP within the GMS, a further requirement for
successful regional cooperation is that the GMS members converge to the global economic frontier.
Combined, the two dimensions of convergence will involve rising income levels for the region as a
whole and equitable development within the GMS. Consistent with the evidence of slow intra-GMS

3 Myanmar had the lowest per capita gross domestic product (GDP) at 822 constant purchasing power parity (PPP)

dollars, and per capita income was between 54% (1,271 PPP $) and 64% (1,344 PPP $) higher in Cambodia, the Lao PDR,
and Viet Nam. The PRC’s income per capita was nearly 3.5 times (2,772 PPP $) that of Myanmar, while Thailand’s was 7.5
times (6,123 PPP $) Myanmar’s income.

4 Income per capita in the PRC was 45% of Thailand’s in 1992, rising to 83% by 2017. The corresponding numbers for
Myanmar are 13% and 37%, 21% and 41% for the Lao PDR, and 21% and 37% for Viet Nam.
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convergence, convergence to the global frontier since the beginning of the GMS regional cooperation
program has been, at best, weak. This can be seen by considering whether the GMS members’ per
capita incomes have converged to that of the US for the period covered. This is shown in Figure 0.3.
In 1992, the GMS members’ ratio of income per capita with respect to the US ranged from a low of
2.2% (Myanmar) to a high of 16.7% (Thailand).> These numbers rose over time, such that, by 2017,
Thailand and the PRC had per capita incomes that were 28.8% and 23.8% of US per capita income,
respectively. The ratios for the Lao PDR, Myanmar, and Viet Nam increased from around 2%-3%
in 1992 to 10%-12% in 2017. Cambodia showed the weakest convergence, with per capita income
increasing from 3.7% to 5.8% of that of the US between 1992 and 2017. Therefore, despite some
heterogeneity in outcomes across the GMS members, the pattern observed above is one of relatively
slow convergence to the global frontier.

Figure 0.3: Gross Domestic Product per Capita Relative to That of the United States
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CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
US = United States, VIE = Viet Nam.
Source: Authors.

To give some indication of the implications of a lack of convergence within the GMS and to the
world’s frontier, Table 0.1 reports estimated dates of when GMS members can catch up with Thailand
(closest to world frontier) and the US (the world’s frontier). The first exercise provides the year the
GMS members will attain the income levels that Thailand and the US had in 2017. The second exercise

> Ratios for the other members are 3.4% for the Lao PDR, 3.6% for Viet Nam, 3.7% for Cambodia, and 7.6% for the PRC.
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provides the year the GMS members will catch up with Thailand and the US, assuming per capita
incomes of these two countries continue growing.

The approach is a very simple exercise, yet it highlights why growth matters. The results serve
as reference. The exercise assumes that the GMS members grow in the future at a rate equal to the
highest annual average growth rate achieved in a consecutive 5-year period during 1990-2017. These
per capita growth rates range from 8.4% for Viet Nam (over the period 2003-2007) to 14.4% for
Myanmar (2007-2011), with growth rates of 8.9% (2007-2011) for the PRC, 9.0% (2004-2008)
for Cambodia, 11.2% (2006-2010) for the Lao PDR, and 9.1% (1992-1996) for Thailand. Under this
very optimistic assumption, the estimated catch-up date represents possibly the best that the GMS
members can hope to do to catch up with Thailand and the US.

Using these hypothetical growth rates for all subsequent years, the first two columns of Table
0.1 report the year the GMS members would attain the income levels that Thailand and the US had in
2017. The results show the PRC rapidly catching up to Thailand in 2020 and to the US in 2034. Other
members are also estimated to catch up with Thailand relatively quickly—in 2025 for Myanmar, 2026
for the Lao PDR, 2030 for Viet Nam, and 2036 for Cambodia. Catching up to the US will obviously
take longer. Thailand achieves this in 2032, followed by both Myanmar and the PRC in 2034, the
Lao PDR in 2038, Viet Nam in 2045, and Cambodia in 2051.

Table 0.1: Estimated Catch-Up Dates with Thailand and the United States
under Optimistic Growth Assumptions

m @ €) C)
With Thailand’s GDP With the US GDP
Per Capita in 2017 Per Capita in 2017 With Thailand With the US
Cambodia 2036 2051 2053 2058
Lao PDR 2026 2038 2031 2041
Myanmar 2025 2034 2028 2036
PRC 2020 2034 2022 2038
Thailand 2032 2035
Viet Nam 2030 2045 2042 2051

GDP = gross domestic product, Lao PDR = Lao People’s Democratic Republic, PRC = People’s Republic of China, US = United States.

Source: Authors’ calculations based on Penn World Tables version 9.1.

The second exercise estimates the number of years that GMS members need to catch up to
Thailand and the US, assuming that per capitaincome levels of these two countries grow after 2017 at
the rates observed over the period 1992-2017, which are 4.2% for Thailand (used for the calculations
in column [3]) and 1.5% for the US (used in column [4]). The growth assumptions for the other GMS
members remain as above. For catching up to the US in column (4), the assumption for Thailand
is its fastest-growth rate of 9.1% per annum. Results are shown in columns (3) and (4) in Table O.1.
It is obvious that, because both Thailand’s and the US income per capita are allowed to grow, it will
take significantly longer for the GMS members to catch up with both countries compared with the
first exercise.
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The PRC catches up relatively quickly to Thailand in 2022 and to the US in 2038, even when
allowing for growth in the frontier. The next earliest date of intra-GMS catch-up after the PRC is
2028 for Myanmar, followed by the Lao PDR in 2031, Viet Nam in 2042, and Cambodia in 2053.
Catch-up estimates with respect to the US when allowing for growth in the frontier show a similar
pattern, with the PRC and Myanmar catching up relatively quickly in 2038 and 2036, respectively, and
other countries somewhat later, with Cambodia coming last in 2058.

The estimated years in Table 0.1 are based on extrapolations and optimistic assumptions. They
provide a sense of the fastest catch-up dates. They also highlight the hard fact that the GMS members
need to focus their economic policies and interventions on growth, keeping in mind that the income
gap both within the group and with respect to the world’s frontier needs to be closed in the coming
decades. This will ultimately be the greatest achievement of the subregion.

Summing up, the above two cross-country convergence analyses imply that, going forward,
the GMS program has to make efforts to not only ensure that income per capita of all its members
increases, but also that convergence (in income per capita) both within the subregion and to the
world frontier become a reality. Regional cooperation and investments in infrastructure do matter,
but are not sufficient alone. They need to be inserted into a comprehensive growth and development
strategy. This is what this document proposes.

The O-Ring Analogy and the Greater Mekong Subregion

This Introduction closes with a reference to the seminal work of Michael Kremer, 2019 Nobel
Memorial Prize in Economic Science. Kremer’s (1993) article is an excellent anchor to understand the
challenges that the developing nations of the GMS face to advance and realize their objectives.

Development, in the sense of achieving the living standards of today’s advanced economies,
is proving to be a difficult endeavor for many countries. It is important to understand why wage and
productivity differentials between the industrialized nations and developing countries are so large.
Economist Michael Kremer (1993) put forward a very interesting theory—the O-Ring theory of
economic development—to answer this and other related questions in a novel fashion. An o-ring
is a donut-shaped rubber seal. The malfunctioning of one such seal caused the explosion of the
Challenger space shuttle in 1986. The shuttle had cost billions of dollars, required the cooperation of
several hundreds of teams, and combined a considerable number of components. All this joint effort
was lost because one seal failed to function properly. Kremer applied the o-ring metaphor to explain
why there exist such large differences in income between developed and developing countries. The
implications of his theory are very important since they seem to contradict a great deal of conventional
wisdom, especially regarding the implications of the theory of comparative advantage.

In his article, Kremer explained that production is often the result of a series of tasks as, for
example, found on an assembly line. These tasks can be performed at different levels of “skills,”
where the latter refers not to a particular level of education but to the probability of completing a
task successfully, a function of a myriad of things that have to be in place and work properly. A key
tenet of Kremer’s argument is that, for a final product or service to be successfully made or delivered,
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every single task must be completed correctly. This implies that the value of each worker’s efforts
depends on the quality of all other workers’ efforts. For example, in Kremer’s model, a car that leaves
the assembly line is a car if and only if the brakes, transmission, and other parts work properly.

The model has very important applications for both economic development and labor markets.
One of the most important implications of Kremer’s theory is that it explains why workers of similar
skills have strong incentives to match together, i.e., highly skilled workers will attempt to work with
other highly skilled workers and, likewise, low-skilled workers will work with other low-skilled workers.
The consequence is that highly skilled workers complement one another, giving rise to increasing
returns to skills, resulting in higher productivity. Unskilled workers, on the other hand, lower one
another’s productivity even more.®

It also explains why highly skilled workers, such as a surgeon from a developing country would
want to migrate to the advanced countries, giving rise to brain drain. They will be much more productive
after they have migrated, even though their individual skills remain the same. Migration allows them
to match up with the skilled labor force in the developed country. Conventional economic theory
would suggest that, as surgeons are a scarce factor of production in the developing nation compared
to the advanced nations, their marginal products and pay would be commensurately higher than their
counterparts in the advanced nations. In fact, their wage rates are much lower.

Financial capital will also flow toward the richest countries since increasing returns imply that
the rate of return is higher where it is already abundant. The model is also consistent with the evidence
that rich countries specialize in the production of complicated products, firms are larger in industrial
countries, and firm size and wages are positively correlated.

Differences in product quality are associated with differences in workers’ skills where, recall, skill
refers to the probability of completing a task successfully, a function of things such as the quality of
infrastructure, trade facilitation measures, the quality of foreign direct investment, or well-functioning
cities. This explains why lItalian bicycle manufacturers can compete with their counterparts in the
PRC, despite the difference in labor costs. The matching story also offers an explanation of income
differences among countries. A small difference in workers’ skills leads to a proportionally larger
difference in wages and output, so wages and productivity differentials between countries with
different skill levels are enormous.

Arguably, o-ring effects also exist across firms. Suppose one firm builds roads and another
automobiles. The additional value to drivers of an improvement in the quality of cars most likely will

The problem of investing in education in a developing country can be phrased in terms of “How much will my earnings
increase after | become a doctor?” According to this theory, the increase will depend on how successful a doctor is at
matching up with other doctors as well as with other skilled professionals such as pharmacists and nurses. The probability
of a successful match is a function of how much education everyone else is getting. All this will work well if a lot of
people are highly educated, in which case the probability of matching up with other highly skilled people is high. In other
words, from a personal point of view, investing in school is worthwhile in a developed country; and the incentives to do
so are not present in developing countries where there are not so many skilled workers. Naturally, from the developing
country’s point of view, this individual decision turns out to have devastating effects: no single individual will find it
valuable attending school. The situation is even worse if skills are complementary to the general state of knowledge in
that nation. Even if knowledge leaks, the value of being educated is much less if there is not much knowledge to leak. The
result is that, even if the workers do go to school in a low-knowledge society, the nation will stay impoverished.
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be smaller if the roads happen to be of a poor quality, and vice versa. When tasks are performed
sequentially (as in global value chains, discussed in the study), highly skilled workers will undertake
research and development at the earliest stages as well as perform other complex tasks at the latest
stages of production. This explains why poor countries have higher shares of primary output in GDP,
and workers will be paid more in industries with high-value inputs. Also, under sequential production,
countries with highly skilled workers specialize in products that require expensive intermediate goods,
and countries with low-skilled workers specialize in primary production. In other words, there is
nothing natural about the international pattern of specialization: comparative advantage in primary
goods, manufactures, and services is itself endogenously determined, that is, comparative advantage
in agriculture and manufactures is itself manufactured.

Finally,and fundamental also for the members of the GMS and discussed in the study, the O-Ring
theory has implications for trade theory and the pattern of specialization. Under the circumstances
described above (i.e., production is the result of a series of sequential tasks), the rich and skilled nations
will produce “advanced” and “high-value” goods (or the most complex stages in a global value chain),
while the poor nations will produce raw materials (primary production in general) and “low-value”
goods. Thisis consistent with the claim that export structures tend to be path-dependent and difficult
to change, which has important implications for growth and development (Hobday 1995).” Trade
patterns are much less responsive to changing factor prices than is commonly assumed. They are the
outcome of a long, cumulative process of learning, agglomeration and increasing returns, institution-
building, and business culture. This means that the world’s pattern of specialization and trade is,
fundamentally, arbitrary: what each country produces is the result of history and accidents, and it is
not dictated by comparative advantage given by tastes, resources, and technology. Moving from a
low-technology (labor-intensive) structure to a high-technology (capital- and knowledge-intensive)
one is a difficult and far-from-straightforward process. It is one that has involved policy interventions,
not only in Singapore, the Republic of Korea, and Japan but also in most Western economies. The
result is that most products that enter international trade are created in imperfectly competitive
industries. This is an important lesson for the GMS members.

The Greater Mekong Subregion 2030 and Beyond:
Integration, Upgrading, Cities, and Connectivity

This study is an exercise in understanding the development prospects of the GMS. It proposes a
comprehensive and coherent growth and development strategy for the next decades. As stated above,
growth is not everything, but it is a necessary condition for the members of the GMS to advance,
especially Cambodia, the Lao PDR, Myanmar, and Viet Nam. They have done well in recent times,
but they are still significantly behind. This is documented throughout the study. The O-Ring theory
analogy is especially relevant for them and the discussion and proposals are meant to steer debate
about how to expedite development.

7 Hobday (1995) provides an in-depth account of how Hong Kong, China; the Republic of Korea; Singapore; and
Taipei,China upgraded their production structures. It was the result of learning in a path-dependent context. There was
no such thing as leapfrogging.

1
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The material is arranged into the 22 chapters that follow this Introduction plus a final chapter on
recommendations, i.e., a total of 23. Arguments and proposals are arranged into three groups:

(i)  Part 1: further integration into the global economy, which stresses the need to penetrate
rich-world markets, together with the imperative to upgrade production and export
structures (chapters 1-15);

(i)  Part 2: urbanization and the need to develop competitive cities, as these act as engines of
growth (chapters 16-19); and

(i) Part 3: the need to improve the quality of road infrastructure to link cities and enhance
trade integration; and trade facilitation measures (chapters 20-22).

The choice of the topics and themes covered was the result of months of brainstorming about
the state of development of the GMS members, as well as the team’s state-of-the-art knowledge of
development issues. The material covered is very broad and deals directly and indirectly with topics
that are fundamental for the development of the GMS in the coming decades.®

&  The study does not cover topics such as education, the financial system, governance, institutions, or competition policy,
for example. While these are certainly important, a decision had to be made. The three areas covered in this study provide
sufficient material for the GMS to think about its future.
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o Chapter 1

Integration of the Greater Mekong
Subregion into the Global Economy

1.1 Introduction

This chapter addresses three questions: (i) To what extent are the Greater Mekong Subregion (GMS)
members engaged in international trade? (ii) Are GMS economies able to penetrate rich-world
markets in Europe and North America? (iii) How important is intra-GMS trade and trade within the
broader Asian region for GMS members? These questions are relevant as the study considers the
appropriate strategies for the GMS economies to integrate into the global economy.

The trade literature considers the idea that trade integration—in particular free trade
agreements—is likely to be more welfare improving if countries are natural trading partners,
meaning that they display, for example, a high initial volume of trade, geographic proximity, and trade
complementarity, i.e., whether the export capacity of an exporting country can fulfill the import
demand of the importing country (Wonnacott and Lutz 1989). This suggests a number of important
factors to consider when thinking about trade prospects of the GMS economies. The discussion in
this chapter and subsequent chapters highlights the need to integrate locally (i.e., within the region),
to develop existing trade relationships, and to upgrade and diversify in order to meet the needs of
rich-world markets that dominate trade flows through their role as consumers within global value
chains. The analysis in this chapter will provide initial insights into some of these issues and will be used
as the foundation for subsequent analysis in other chapters on the trade potential of GMS members.

1.2 The Greater Mekong Subregion Trade

The total value of exports for the period 2016-2018 of the six GMS members (including the entire
PRC, given the lack of disaggregated data for Guangxi Zhuang Autonomous Region (Guangxi) and
Yunnan Province (Yunnan) was $8.9 trillion (summed over the period).’ The value of imports for the
GMS members in the same period was $6.4 trillion.”® These numbers account for 18% and 13% of world

Data on 2016 exports are available for Guangxi Zhuang Autonomous Region and Yunnan Province. Figure A1l in the
Appendix reports the shares of GMS exports for the year 2016 for the five GMS members plus the two regions. The two
Chinese regions account for around 18% of GMS exports. When the rest of the PRC is excluded, the shares of Thailand
(40%) and Viet Nam (36%) dominate GMS exports. Cambodia (3%), the Lao PDR (1%), and Myanmar (2%) continue to
account for a relatively small share of GMS xports.

1 Note that these numbers are based on a dataset of around 155 countries, and thus exclude trade with a number of
smaller countries (e.g., small island economies).
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exports and imports, respectively." It is unsurprising that the PRC accounts for the vast majority of this
trade by the GMS members. This can be seen in Figures 1.1 and 1.2, which report shares of individual
GMS members in total exports and imports for 2016-2018 (summed over the period), respectively.
The figures reveal the dominance of the PRC within the region, accounting for 82% of total exports
and 79% of total imports of the entire GMS. Much of the remaining trade is accounted for by Thailand
(8% of exports and 10% of imports) and Viet Nam (8% of exports and 9% of imports), implying that
Cambodia, the Lao PDR, and Myanmar combined account for just over 2% of both GMS exports and

Figure 1.1: Share of Greater Mekong Subregion Exports, 2016-2018

VIE
8%

PRC
82%

CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Source: United Nations Comtrade.

imports.

In terms of integration into world markets, these numbers imply that, while the PRC accounts for
14.7% and 10.2% of world exports and imports, respectively, the other five countries combined account
for less than 4% of world exports and imports. In Thailand, these shares are 1.5% and 1.3% for exports
and imports, respectively, while for Viet Nam the shares are around 1.5% and 1.2%, respectively. In the
other three countries, the shares of exports or imports account for less than one tenth of 1%.

Figure 1.3 shows the share of exports of each GMS member to different regions of the world,
including the GMS (exports are summed over the period 2016-2018). The figure reveals a great deal
of heterogeneity in export structure by region across the GMS economies. Nearly a third (29%) of the
PRC’s exports go to East Asia and the Pacific, while almost half (49%) go to either Europe and Central

" The respective shares for the period 1996-2001 are 7.2% of world exports and 3.3% of world imports.
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Figure 1.2: Share of Greater Mekong Subregion Imports, 2016-2018
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CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Source: United Nations Comtrade.

Figure 1.3: Exports by Region of Destination, 2016-2018
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Source: United Nations Comtrade.
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Asia or North America. The remaining regions account for a small share of the PRC’s exports, with
other GMS members accounting for just 4.8% and South Asia just 3.8%."? Similar to the PRC, East
Asia and the Pacific also accounts for a significant share of Thailand’s (34%) and Viet Nam’s (24%)
exports. Likewise, a significant share of these two countries’ exports are sent to Europe and Central
Asia and North America, which account for a combined share of 29% of Thailand’s exports and 45%
of Viet Nam’s. The GMS members are a more important market for these two countries’ exports than
for the PRC, with shares of 24% and 20% for Thailand and Viet Nam, respectively. The Lao PDR and
Myanmar are remarkable in that they rely heavily on other GMS members for their exports. The share
of exports going to other GMS members is 50% for Myanmar and 82% for the Lao PDR. Europe and
Central Asia (20%) and East Asia and the Pacific (18%) account for much of Myanmar’s remaining
export share. Cambodia’s export structure is perhaps the most surprising, with 66% of its exports
going to either Europe and Central Asia or North America. East Asia and the Pacific (15%) and other
GMS members (15%) account for practically all of Cambodia’s remaining export share.

Figure 1.4 shows that the pattern of imports is quite different from that of exports, with a larger
role for GMS members in most cases. Imports of the Lao PDR and Myanmar are again dominated by
trade with other GMS members. In the Lao PDR, 88% of its imports come from other GMS economies.
In Myanmar, the share from other GMS members is 48%, with a significant share also coming from
East Asia and the Pacific (35%). Cambodia resembles more closely the patterns observed in the Lao
PDR and Myanmar, with imports predominantly sourced from other GMS members (65%) and East
Asia and the Pacific (21%). Thailand and Viet Nam have large import shares from East Asia and the
Pacific (36% and 39%, respectively) and other GMS economies (26% and 34%, respectively). In
these two countries, Europe and Central Asia are also relevant sources of imports (17% and 14% for
Thailand and Viet Nam, respectively). While East Asia and the Pacific account for the majority of the
PRC’s imports (35%), imports from Europe and Central Asia (30%) and North America (10%) are also
significant. More generally, the PRC’s import structure seems more diversified than that of the other
GMS members, with six of the eight regions contributing a share of 5% or more to the PRC’s total
imports. Interestingly, the GMS (5%) and South Asia (1%) do not account for a significant share of the
PRC’s imports.

To summarize, the results presented above suggest a great deal of heterogeneity in the
importance of the GMS for trade in GMS economies. While the Lao PDR and Myanmar rely heavily on
the GMS for both exports and imports, and Cambodia relies mostly on the GMS for imports (but not
exports), the remaining three countries show somewhat different patterns. The PRC seems largely
detached from the GMS, though the data is for the entire country and not just for the Chinese regions
of Guangxi and Yunnan. For Thailand and Viet Nam, the GMS members are important destinations
for exports (between 20% and 24% of exports go to GMS members) and sources of imports (between
26% and 34% of imports are from GMS members), but they are far less reliant on GMS members than
Cambodia and, in particular, the Lao PDR and Myanmar.

2 Note that the GMS members are not included in either East Asia and the Pacific or South Asia.
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Figure 1.4: Imports by Region of Origin, 2016-2018
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CAM = Cambodia, GMS = Greater Mekong Subregion, LAO = Lao People’s Democratic Republic, MENA = Middle East and
North Africa, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand, VIE = Viet Nam.
Source: United Nations Comtrade.

These results thus suggest that, while some GMS members are heavily reliant on other members
of the subregional group for trade, others have been able to expand trade with the rest of the world.
Investigating this pattern further, Figure 1.5 addresses the question of whether GMS members have
been able to penetrate rich-country markets. The figure reports the share of developed-country
imports (defined as the United States, Japan, and the 27 European Union countries in 2018, excluding
Croatia) that come from each individual GMS member. The figure reveals that, while imports from
the PRC represent a significant share of the imports of the developed world, the share of imports
from other GMS economies is very small (and never above 1% of the total). Looking at changes over
time, the figure shows that between 1996-2001 and 2016-2018 the PRC was able to increase its
share of developed countries’ total imports from around 5% to just over 13%. Changes for the other
GMS members were very small, except for Viet Nam, whose share of developed countries’ imports
increased from less than half a percent to around 1.3%.

19
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Figure 1.5: Share in Developed-Country Imports
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CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.
Note: In the case of Thailand, the change in import share between 1996-2001 and 2016-2018 is marginally negative.
Source: United Nations Comtrade.

1.3 Intra-Greater Mekong Subregion Trade

The previous section suggests that, while imports from and exports to other GMS members are an
important component of trade for some GMS economies, intra-GMS trade for others is relatively
unimportant. This section examines intra-GMS trade in greater detail.

Figure 1.6 reports the shares of intra-GMS exports of each GMS member for the period
2016-2018. Given their relatively small size—and therefore volume of trade—it is unsurprising that
Cambodia, the Lao PDR, and Myanmar are not important destinations for GMS members’ exports.
Their export shares in any GMS economy are generally less than 5%. Using the same argument, it is
also not surprising that the PRC is a major export destination for most GMS economies. The PRC’s
export shares in Thailand, Viet Nam, and Myanmar are 70%, 84%, and 57%, respectively. These
numbers are somewhat smaller for Cambodia (38%) and the Lao PDR (33%) but remain significant.
In the Lao PDR, Thailand is a much more important export destination (57%), while for Cambodia,
Thailand (30%) and Viet Nam (32%) make up the majority of intra-GMS exports.

The composition of intra-GMS imports is, in some ways, similar to that of exports (Figure 1.7).
Cambodia, the Lao PDR, and Myanmar continue to play a small role, again reflecting their relatively
small size. Interestingly, these countries tend to import relatively little from one another—import
shares from each account for less than 1% of intra-GMS imports. However, imports from these
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Figure 1.6: Intra-Greater Mekong Subregion Exports by Destination, 2016-2018
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Figure 1.7: Intra-Greater Mekong Subregion Imports by Origin, 2016-2018
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three countries account for larger shares of the three bigger countries’ intra-GMS imports: around
10% of the PRC’s and Thailand’s intra-GMS imports originate from Cambodia, the Lao PDR, and
Myanmar. In Viet Nam, the share of imports from the three smaller countries is about 2%. The PRCis
a relatively important source of imports, particularly for Thailand and Viet Nam, but also for the other
three countries. In the Lao PDR, however, the share of Thailand’s imports is largest; and Viet Nam is
important for Cambodia.

1.4 Trade Partners of the Greater Mekong Subregion
by Development Level

The results presented in the two previous sections focused on the regional source and destination of
imports and exports. This section examines trade structure in another way—by looking at GMS exports
and imports by its trade partners’ income level, which can play an important role in determining the
effects of trade on development possibilities. In the case of exports, being able to export to developed
countries provides access to a richer market and may have implications for the type (i.e., complexity)
of products that are demanded. On the import side, importing from richer and more developed
economies may provide access to more advanced technologies, which can encourage technology
diffusion and aid technological upgrading. To consider this dimension, Figures 1.8 and 1.9 report GMS
members’ shares of exports and imports, respectively, that are destined to and sourced from countries
at different income levels (low-, lower middle-income, upper middle-income, and high-income
according to the World Bank’s classification in 2016).

Figure 1.8 (exports) and Figure 1.9 (imports) display similarities. Unsurprisingly, low-income
countries make up a small share of both GMS exports and imports (less than 1%) for all GMS
members. Lower middle-income countries also tend to make up a relatively small share of GMS
exports and imports, between 5% and 18%. The relatively small shares of exports and imports to and
from low-income and lower middle-income countries likely reflect the relative lack of demand and
lack of diversification of their production baskets. Upper middle-income and high-income countries,
therefore, account for the vast majority of exports and imports of GMS economies. However, there are
significant differences across GMS members in terms of the importance of these two sets of countries.
For both exports and imports, high-income countries dominate in the case of the PRC, accounting for
75% of its exports and 71% its imports. High-income countries are also dominant sources of imports
and destinations for exports of Thailand and Viet Nam, where they account for between 54% and
67% of either exports or imports. In the three remaining countries, upper middle-income countries
tend to be the more dominant trade partners. In the case of imports, upper middle-income countries
account for 52% and 80% of imports of Myanmar and the Lao PDR, respectively. For exports, the
study finds that upper middle-income countries account for 74% and 52% of exports of the Lao PDR
and Myanmar, respectively. The major exception to these patterns is Cambodia where 80% of its
exports goes to high-income countries.
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Figure 1.8: Exports by Income Level of Destination Country, 2016-2018
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Figure 1.9: Imports by Income Level of Origin Country, 2016-2018
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1.5 Conclusions

This chapter provided a stocktaking of the current structure of exports and imports of the GMS
members. In particular, it described the trade structure along three dimensions: (i) the regional
structure of imports and exports, (ii) intra-GMS structure of imports and exports, and (iii) structure
of imports and exports by income level. The results provide important insights that will feed into the
study’s analysis of trade potential.

The main conclusions of the chapter are as follows:

First, Cambodia, the Lao PDR, and Myanmar are only marginally engaged in international
trade. These countries account for a small share of both global and intra-GMS trade. Moreover, the
geographic diversification of these countries’ trade is limited, with intra-GMS trade often accounting
for a major share of their imports and exports. There is thus a great deal of scope for expanding trade
and regional diversification.

Second, while the PRC, Thailand, and Viet Nam have been able to penetrate Europe and Central
Asia and North America (rich-world markets in general), these regions account for a relatively small
share of both imports and exports of the Lao PDR and Myanmar, and a small share of Cambodia’s
imports.

Third, with the exception of the PRC, the GMS economies account for a very small fraction of
imports of the most-developed countries, with little change in this share over time for most GMS
members. Therefore, there is scope for expanding trade with these regions, possibly in the context of
global value chains.

Fourth, the South Asian region plays a minor role in trade for GMS members. Given the stated
aim of the GMS to integrate more broadly with the South Asian region, there are opportunities for
developing trade with this region.
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Appendix

Data Sources

The data used for this analysis come from United Nations (UN) Comtrade, which reports data on
bilateral exports and imports at the six-digit Harmonized System product level for a large number of
reporter (and partner) countries. The data are reported in thousands of US dollars. For this study, the
analysis concentrates on data for the period 2016-2018 using the 2012 version of the Harmonized
System, though for purposes of comparison the analysis also reports additional data for the period
1996-2001 using the 1996 version of the Harmonized System.

The analysis concentrates on a sample of around 155 countries, thus ignoring small countries
and other categories reported in the UN Comtrade database. Following convention, the study uses
the mirror flow to measure exports, i.e., exports of a particular reporter country are calculated as the
imports of the partner country. The study follows a similar approach when constructing imports, using
the exports of the partner to construct imports of the reporter country.

Figure A1.1: Share of Greater Mekong Subregion Exports in 2016
(including Guangxi Zhuang Autonomous Region and Yunnan Province)
Yunnan, LAO

PRC CAM
6% 3% MYA

1%
2%
Guangxi, PRC
12% \

THA
40%

VIE
36%

CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Source: Authors.
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o Chapter 2

The Export Structure of the
Greater Mekong Subregion

2.1 Introduction

This chapter addresses three questions: (i) What is the export structure of the Greater Mekong
Subregion (GMS) members? (ii) How does it differ between them? (iii) How does it compare to that
of other countries outside the GMS?

The importance of a nation’s production and export structures for its economic development
has long been emphasized and established. In more recent literature, two strands stand out. The first
relates to the seminal work of Imbs and Wacziarg (2004), who showed that the relationship between
diversification and income follows an inverted U shape, suggesting that low-income countries tend
to be highly specialized, but become more diversified as they move to higher income levels. Imbs
and Wacziarg further suggest that, at high levels of income, countries tend to re-specialize, though
subsequent studies suggest that the evidence in favor of this re-specialization is weak.

Second, the work of Hausmann and Hidalgo (2001), among others, suggests that export
diversification, or the number of products exported with comparative advantage, strongly predicts
future growth. Moreover, they showed that the types of products that are exported matter, with a
higher share of sophisticated products having a greater impact on growth.” The sophistication of a
country can be captured by the uniqueness of its export basket. Both diversification and uniqueness
are discussed further in Chapter 3. These two dimensions combine to define the complexity of a
product and the complexity of country’s export basket. Countries with a diversified and unique export
basket are considered to be more complex. The concept of product complexity is used extensively
in Chapter 7. Given this empirical evidence suggesting the importance of diversification patterns for
development, this chapter provides an introduction to the current export structure of the GMS.

2.2 The Export Structures of the Greater Mekong
Subregion Members

The analysis of the export structure of the GMS economies begins by considering the average value
of exports for the period 2016-2018 for the subregion as a whole and for its individual members.

3 See also Hausmann, Hwang, and Rodrik (2007).
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This information is reported at the level of 44 sectors, which comprise different production sectors
that are further classified from a value-chain perspective (capital goods, consumption goods, and
intermediate goods). The study distinguishes by value-chain stage because this distinction is often
related to the sophistication of the products. For example, goods used for investment often require
more sophisticated production capabilities than intermediate goods. The 44 sectors are reported in
Table 2.1.

Table 2.1: List of Sectors

Sector No. Sector Description Label

1 Agriculture (intermediate) Crop and animal production, hunting and Agriculture, INT
related service activities (intermediate
goods)

2 Agriculture (consumer) Crop and animal production, hunting and Agriculture, CONS
related service activities (consumption
goods)

3 Forestry Forestry and logging Forestry

4 Fishing Fishing and aquaculture Fishery

5 Mining Mining and quarrying Mining

6 Food (intermediate) Manufacture of food products, beverages, and | Food, INT
tobacco products (intermediate goods)

7 Food (consumer) Manufacture of food products, beverages, and | Food, CONS
tobacco products (consumption goods)

8 Textiles (intermediate) Manufacture of textiles, wearing apparel, and Textiles, INT
leather products (intermediate goods)

9 Textiles (consumer) Manufacture of textiles, wearing apparel,and | Textiles, CONS
leather products (consumption goods)

10 Wood and products Manufacture of wood and of products Wood & prod., INT

(intermediate) of wood and cork, except furniture;

manufacture of articles of straw and plaiting
materials (intermediate products)

1 Wood and products (consumer) Manufacture of wood and of products Wood & prod.,
of wood and cork, except furniture; CONS
manufacture of articles of straw and plaiting
materials (consumption goods)

12 Paper and products Manufacture of paper and paper products Paper & prod., INT

(intermediate) (intermediate goods)

13 Paper and products (consumer) Manufacture of paper and paper products Paper & prod.,
(consumption goods) CONS

14 Refining Manufacture of coke and refined petroleum Refining
products

15 Chemicals (intermediate) Manufacture of chemicals and chemical Chemicals, INT
products (intermediate goods)

16 Chemicals (consumer) Manufacture of chemicals and chemical Chemicals, CONS
products (consumption goods)

(continued on next page)
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Table 2.1 continued

Sector No.

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

32

33

34

35

36

37

Sector

Pharmaceuticals (intermediate)

Pharmaceuticals (consumer)

Rubber and plastic (intermediate)

Rubber and plastic (consumer)

Stone, glass (intermediate)

Stone, glass (consumer)

Basic metals

Fabricated metal (intermediate)

Fabricated metal (consumer)

Fabricated metal (capital)

Electronics (intermediate)

Electronics (consumer)

Electronics (capital)

Electricals (intermediate)

Electricals (consumer)

Electricals (capital)

Machinery (intermediate)

Machinery (consumer)

Machinery (capital)

Automotive (intermediate)

Automotive
(consumer and capital)

Description

Manufacture of basic pharmaceutical
products and pharmaceutical preparations
(intermediate goods)

Manufacture of basic pharmaceutical
products and pharmaceutical preparations
(consumption goods)

Manufacture of rubber and plastic products
(intermediate goods)

Manufacture of rubber and plastic products
(consumption goods)

Manufacture of other non-metallic mineral
products (intermediate goods)

Manufacture of other non-metallic mineral
products (consumption goods)

Manufacture of basic metals

Manufacture of fabricated metal products,
except machinery and equipment
(intermediate goods)

Manufacture of fabricated metal products,
except machinery and equipment
(consumption goods)

Manufacture of fabricated metal products,
except machinery and equipment
(capital goods)

Manufacture of computer, electronic, and
optical products (intermediate goods)

Manufacture of computer, electronic, and
optical products (consumption goods)

Manufacture of computer, electronic, and
optical products (capital goods)

Manufacture of electrical equipment
(intermediate goods)

Manufacture of electrical equipment
(consumption goods)

Manufacture of electrical equipment
(capital goods)

Manufacture of machinery and equipment
n.e.c. (intermediate goods)

Manufacture of machinery and equipment
n.e.c. (consumption goods)

Manufacture of machinery and equipment
n.e.c. (capital goods)

Manufacture of motor vehicles, trailers, and
semi-trailers (intermediate goods)

Manufacture of motor vehicles, trailers, and
semi-trailers (consumption/capital goods)

Label
Pharma, INT

Pharma, CONS

Rubber & plastic,
INT

Rubber & plastic,
CONS

Stone, glass, INT

Stone, glass, CONS

Basic metals

Fabr. metal, INT

Fabr. metal, CONS

Fabr. metal, CAP

Electronics, INT
Electronics, CONS
Electronics, CAP
Electricals, INT
Electricals, CONS
Electricals, CAP
Machinery, INT
Machinery, CONS
Machinery, CAP
Automotive, INT

Automotive,
CONS/CAP

(continued on next page)
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Table 2.1 continued

Sector No. Sector Description Label

38 Other transport equipment Manufacture of other transport equipment Other transp. eq.,
(intermediate) (intermediate goods) INT

39 Other transport equipment Manufacture of other transport equipment Other transp. eq.,
(capital) (capital goods) CAP

40 Other manufacturing Manufacture of furniture; other Other man., INT
(intermediate) manufacturing (intermediate goods)

41 Other manufacturing (consumer) | Manufacture of furniture; other Other man., CONS

manufacturing (consumption goods)

42 Other manufacturing (capital) Manufacture of furniture; other Other man., CAP
manufacturing (capital goods)

43 Other (intermediate) Other goods (intermediate goods) Other, INT

44 Other (consumer) Other goods (consumption goods) Other, CONS

CAP = capital goods, CONS = consumer goods, INT = intermediate goods, n.e.c. = not elsewhere classified.

Notes: Not all sectors have products in all value-chain stages. Some products cannot be distinguished into consumer or investment
products (e.g., automobiles). Raw materials (e.g., in mining or agriculture) are treated as intermediate products.

Source: Authors, based on World Input-Output Database sectors and the United Nations' Broad Economic Categories.

Figure 2.1 reports the export structure of the GMS, constructed by taking the sum of exports of
the five countries and two regions of the PRC," specifically Guangxi and Yunnan.” The figure shows
export shares of the 44 sectors in Table 2.1 for the period 2016-2018. Three sectors dominate the
exports of GMS members, namely capital electronics, consumer textiles, and intermediate electronics.
These three sectors account for around 45% of the group’s total exports over the period 2016-2018.
Other sectors also make significant contributions to GMS exports, with 22 sectors each accounting
for at least 1% of total exports. The inverse Herfindahl index is 12.2, suggesting a fairly diversified
export basket.'®

The export structures for each country, which are reported in Figures 2.2a-2.2h, show significant
differences across GMS members.

™ Note that the analysis concentrates on goods trade only, thus ignoring services trade. There remain significant challenges

in the appropriate measurement and collection of data on different modes of services trade, with existing data generally
aggregated at a higher level than trade data and often missing for many countries (Measuring Trade in Services
https://wwwwto.org/english/res_e/statis_e/services_training_module_e.pdf). According to the Atlas of Economic
Complexity (http://atlas.cid.harvard.edu/), however, the share of services in exports differed greatly across the GMS
members. In 2017, services accounted for 7.56% and 4.82% of exports in the PRC and Viet Nam, respectively, but for
much larger shares in Cambodia (21.8%), the Lao PDR (24.36%), Myanmar (22.53%), and Thailand (24.19%). In the
latter four countries, services exports were dominated by tourism and travel.

> Recent export data (2017-2018) for Guangxi and Yunnan are not available. Hence, the analysis extrapolates the data for
these two regions from 2015 and 2016 data.

6 The Herfindahl index is an indicator of market concentration, calculated as the sum of squared export shares of each of the
44 sectors. The inverse Herfindahl index is then calculated as one divided by the Herfindahl index. It has a straightforward
interpretation. If exports were equally distributed over the sectors, then 1/H would equal the number of sectors (i.e.,
1/H=44 in this study). Conversely, if the value of the inverse Herfindahl is 1, it would indicate complete concentration in
one sector or, to put it differently, it would indicate an equal distribution if there were only one sector. A value of 12.2,
therefore, can be considered relatively diversified and would imply an equal distribution if there were 12.2 sectors in the
analysis.
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Figure 2.1: Export Structure of the Greater Mekong Subregion, 2016-2018 Average
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Cambodia has the most concentrated export structure (Figure 2.2a), with an inverse Herfindahl
index of only 1.7. Just over 75% of total Cambodian exports are consumer textiles. All other sectors are
below 5% of total export value, with basic metals ranking second.

The PRC, on the other hand, has a fairly diversified export structure, with an inverse Herfindahl
index of 10.4. Its exports are dominated by capital goods electronics, consumer textiles, and
intermediate electronics (Figure 2.2b). Guangxi and Yunnan are even more diversified than the PRC
as a whole. Both have higher inverse Herfindahl indices: Guangxi’s index is 14.7 and Yunnan’s is 11.0.
However, the sectoral shares of export values (Figures 2.2c and 2.2d) show some overlap with the
PRC. In Guangxi, two of the three largest sectors are also among the top three sectors for the PRC
(capital goods electronics and consumer textiles). In Yunnan, this overlap occurs only in consumer
textiles, which along with consumer agriculture and intermediate chemicals are among the top three
sectors in the province. The shares of consumer agriculture and intermediate chemicals are much
smaller in Guangxi and in the PRC as a whole.

The Lao PDR’s top three export sectors (Figure 2.2e) are other goods (consumer), mining,
and basic metals. Sectors that play a dominant role in other GMS economies, such as the different
electronics and textiles sectors, remain important in the Lao PDR but generally account for lower
export shares. The inverse Herfindahl index for the Lao PDR is 8.1, making its export basket less
concentrated than those of Cambodia and Myanmar.
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As in the Lao PDR, mining is also a large sector in Myanmar (Figure 2.2f). Consumer textiles is
the other large sector in Myanmar, while consumer agriculture is the third largest sector, but at some
distance from the other two sectors. The different electronics sectors account for a small share of
Myanmar’s exports. Myanmar’s export structure is fairly concentrated. Its inverse Herfindahl index is
4.3, only slightly higher than Cambodia’s.

Thailand’s export structure (Figure 2.2g) is rather diversified with an inverse Herfindahl index
of 14.6, the highest in the GMS (least concentrated). Electronics, both intermediate and capital
goods, and consumer foods are the three largest export sectors. Other fairly advanced sectors, such
as intermediate and consumer automotive, intermediate chemicals, and capital goods machinery, are
also large export sectors in Thailand. The textiles sector is not very large in Thailand.

Finally, Viet Nam’s export structure (Figure 2.2h), which has an inverse Herfindahl index of 7.4, is
moderately diversified. The top three sectors in Viet Nam are the same as in the entire GMS, namely
intermediate and capital goods electronics and consumer textiles. The shares of Viet Nam’s other

export sectors are all less than 5%, with consumer foods the largest of this group of sectors outside
the top three.

Figure 2.2a: Export Structure of Cambodia, 2016-2018 Average
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Export Structure of the People’s Republic of China, 2016-2018 Average

Figure 2.2b
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Export Structure of Guangxi Zhuang Autonomous Reg

Figure 2.2c
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, PRC, 2016-2018 Average
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Export Structure of the Lao People’s Democratic Republic, 2016-2018 Average
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Export Structure of Myanmar, 2016-2018 Average

Figure 2.2f
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intermediate goods.

consumer goods, INT

capital goods, CONS
Note: See Table 2.1 for definitions of sectors.

Source: United Nations Comtrade.
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Figure 2.2h: Export Structure of Viet Nam, 2016-2018 Average
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CAP = capital goods, CONS = consumer goods, INT = intermediate goods.
Note: See Table 2.1 for definitions of sectors.

Source: United Nations Comtrade.

To summarize, the export structure of the GMS is dominated by a small number of sectors. These
include sectors that demand a certain level of capabilities or requirements to produce or export them.
Electronics, both intermediate and capital goods, are two such important sectors which require a high
level of production capabilities. On the other hand, consumer textiles is also a large GMS sector (at least
in some members) that requires significantly lower production capabilities than electronics. The export
shares of consumer agriculture, mining, and automotive sectors are significant for some GMS members.

To evaluate changes in the structure of exports over time, the study provides a comparison
between the periods 1996-2001and 2016-2018 (aggregated across all years in each period). Figure 2.3
reports the changes in sectoral shares for the six countries of the GMS (data are not available for
Guangxi and Yunnan in 1996-200T1). The figure reveals that the shares of three sectors increased by
more than 2 percentage points. These are capital goods electronics, intermediate goods electronics,
and capital goods machinery. Together, these three sectors saw an increase of 18.6 percentage
points. The sectors that saw declines of over 2 percentage points include consumer textiles, other
manufactured consumer goods (such as toys and musical instruments), consumer electronics goods,
and consumer foods. Together, these sectors accounted for a 23.5 percentage-point decrease.

Becausethese figures are heavily influenced by the PRC, Figure 2.4 documents the same indicator
but excluding the PRC (Cambodia, the Lao PDR, Myanmar, Thailand, and Viet Nam [GMS-5]). The
three sectors that registered the largest increases in shares are capital goods electronics, intermediate
goods electronics, and capital and consumer automotive products. The sector with the largest

35
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Figure 2.3: Increases and Declines in Export Shares between 1996-2001 and 2016-2018
in the Six Greater Mekong Subregion Countries
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CAP = capital goods, CONS = consumer goods, INT = intermediate goods.
Note: See Table 2.1 for definitions of sectors.

Source: United Nations Comtrade.

decrease in the GMS-5 is consumer food products, followed at some distance by mining, intermediate
agriculture, and other consumer manufacturing.

The findings suggest that the differences in terms of the structural changes in export values of
the GMS members are substantial. Figure A2.1in Appendix 2.2 documents these sectoral changes for
each of the six individual GMS members. From these additional figures, it appears that the Lao PDR
has the highest degree of structural change.” The consumer textiles sector falls sharply in the Lao PDR,
while other products (consumer), mining, and basic metals rise. Myanmar also sees a rise in mining
and basic metals, at the expense of forestry and consumer food and agriculture.

The significant rise of electronics (intermediate and capital goods) is observed across all
GMS members, especially in Viet Nam and the PRC. On the other hand, the consumer textiles
sector is a somewhat paradoxical case. The share of this sector in total exports has fallen in all six
GMS economies, although to different degrees. The fact that the consumer textiles sector grows
slightly in Figure 2.4 is likely the result of intercountry dynamics: exports of countries where this sector
is large grew more rapidly than the exports of countries where the share of the sector is low.

7" The study measures this by taking the sum of the absolute values of the changes in shares of the 44 sectors. The results
vary between 147 percentage points for the Lao PDR and 36 percentage points for Cambodia.
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Figure 2.4: Increases and Declines in Export Shares between 1996-2001 and 2016-2018
in Five Greater Mekong Subregion Countries (excluding the People’s Republic of China)
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Note: See Table 2.1 for definitions of sectors.
Source: United Nations Comtrade.

To extend the analysis to the product level, the study looks at the number of products that the
GMS members export. The United Nations Comtrade database includes around 5,200 products
(depending on the year and version of the Harmonized System). Figure 2.5 reports how many of
these products are exported by each of the GMS members on average for the period 1996-2001 and
the change in the average number of products exported between 1996-2001 and 2016-2018."® For
comparison, the figure also reports the average number of products exported by the country with the
largest number of exported products in 2016-2018 (Germany), the country with the smallest number
of exported products (Guinea-Bissau), and the country at the median (Ecuador).

The figure reveals that the PRC had positive exports in the vast majority of products in
2016-2018 (5,182) as well as during 1996-2001 (5,103). Relatively high numbers are also reported for
Thailand (5,022) and Viet Nam (4,771). In Viet Nam, the increase in the number of products exported
between 1996-2001and 2012-2016 was relatively large, over 800 products. Cambodia, the Lao PDR,
and Myanmar, on the other hand, exported fewer products in 1996-2001 at 1,683, 1,450, and 2,086
products, respectively. Between 1996-2001 and 2016-2018, the number of products exported by
these countries saw a relatively large increase, ranging from a low of 600 for the Lao PDR to a high

¥ The study aggregates export values across all years in each period, and then counts how many products show an export
value greater than zero.
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Figure 2.5: Number of Products Exported
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CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Note: Values for Guangxi and Yunnan are the total number of products for 2016-2018 (no data available for 1996-20071).
Source: United Nations Comtrade.

of 1,004 in Cambodia. Despite these rapid increases, the number of products exported by these
countries remains below that of the median country, though significantly above the worst-performing
countries. The results suggest that there is a dichotomy within the GMS: the PRC, Thailand, and Viet
Nam have a highly diversified export basket, while Cambodia, the Lao PDR, and Myanmar have a
much less-diversified export basket.

2.3 Conclusions

This chapter suggests that the export structure of the GMS is very heterogeneous. The PRC, Thailand,
and Viet Nam have very different export structures from those of Cambodia, the Lao PDR, and
Myanmar. The former three have been able to export in a wide variety of products, with large shares of
their exports accounted for by products that are traditionally associated with high-technology sectors.
Cambodia, the Lao PDR, and Myanmar, on the other hand, export far fewer products—although at a
level that is commensurate with their development level—with their export structure dominated by
products associated with low-technology sectors.
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Appendix 2.1

Data

The data used for this analysis come from United Nations Comtrade, which reports data on bilateral
exports and imports at the six-digit Harmonized System product level for a large number of reporting
(and partner) countries. The data are reported in thousands of US dollars. For this study, the analysis
focuses on data for the period 2016-2018 using the 2012 version of the Harmonized System. The

analysis follows common practice and relies on import data; that is, using imports of the partner to
capture exports of the reporter country.

Appendix 2.2

Figure A2.1: Increases and Declines in Export Shares between 1996-2001
and 2016-2018
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(b) Lao People's Democratic Republic

Figure A2.1 continued
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(d) People's Republic of China

Figure A2.1 continued
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Figure A2.1 continued
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® ® ® Chapter3

Specialization Patterns of the
Greater Mekong Subregion

3.1 Introduction

his chapter addresses four questions: (i) What are the specialization patterns of the Greater

Mekong Subregion (GMS) members? (ii) How do these patterns differ across members? (iii) How
do they compare to those of other countries¢ (iv) Do the GMS members produce complex goods, or
do they rely on traditional, noncomplex goods¢ The introduction to Chapter 2 defined complexity as a
feature of a product and of a country that results from using information about both how diversified is
the country’s export basket and how unique each exported product is. To answer the questions above,
this chapter makes use of detailed trade data for the most recent period (2016-2018) to identify the
sets of products in which the GMS members can compete successfully. In particular, the chapter uses
the concept of revealed comparative advantage to identify these products and establish the degree of
diversification of the economy. It then further examines how unique the resulting export baskets are.

As discussed in Chapter 2, the modern development literature emphasizes the importance of
diversifying production and export structures for economic development (see, for example, Imbs and
Wacziarg 2004). Likewise, the new structural economics literature (Lin 2012) also emphasizes this point.
This literature argues that factor endowments determine a country’s comparative advantage and, in turn, a
country’s industrial structure and level of economic development. Upgrading, therefore, involves changing
the factor endowment structure to become more capital and technology intensive and developing the
nation’s industries according to newly acquired comparative advantages. Relatedly, Hausmann and Hidalgo
(2017), among others, suggest that export diversification can predict future growth and that the types of
products that are exported matter, with more complex products having a greater impact on growth.”

3.2 Specialization Patterns and Diversification of the
Exports Baskets of the Greater Mekong Subregion

This section shows which products GMS members have been able to develop with comparative
advantage. A country’s specialization in a particular product is captured by the concept of revealed
comparative advantage (RCA) (see Appendix for details). RCA is an index that compares the
proportion of a country’s exports of a particular product to the proportion of world exports in that

¥ See also Hausmann, Hwang, and Rodrik (2007).
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particular product. If this ratio is larger than 1, then a country exports the product with comparative
advantage. Based on this criterion, it is possible to construct an indicator capturing the number of
products in which a country specializes.

Figure 3.1reports foreach GMS member (including the PRC as a whole as well as separately for Guangxi
Zhuang Autonomous Region and Yunnan Province) the total number of products exported with RCA in
1996-2001 (average); the change in the number of products exported with RCA between 1996-2001 and
2016-2018; and three horizontal lines representing the highest (2,440, PRC), lowest (16, Iraq), and
median (384, Ireland) number of products exported with RCA among the 155 countries in the database.

The figure indicates that the PRC exports the largest number of products with RCA in the
world (2,440), and that this number increased significantly between 1996-2001 and 2016-2018
(833).2° Thailand (1,013) and Viet Nam (881) also export a relatively large number of products with
comparative advantage. The change in the number of products exported between the two periods is
also significant in Viet Nam (297 products). These two countries export many more products with
RCA than the median country (384).

The number of products exported with comparative advantage by Cambodia, the Lao PDR, and
Myanmar is much smaller, ranging from 240 for the Lao PDR to 445 for Myanmar, with Cambodia
reporting 385. The figures for Myanmar and Cambodia are close to that of the median country in
2016-2018. Interestingly, while the number of products exported by these three countries increased
between 1996-2001and 2016-2018 (see Figure 2.5 in Chapter 2), they have not been able to acquire
RCA in many of them. The actual increases in the number of products exported with RCA ranges from
just 49 for the Lao PDR to 171 for Cambodia, with an increase of 166 in Myanmar.

Figure 3.1also reports the number of products that Guangxi and Yunnan export with comparative
advantage, using data for the period 2015-2016 (the latest data on hand for these two regions).
Unsurprisingly, these two regions export far fewer products with comparative advantage than the PRC
as a whole, but they perform well in comparison with other GMS members, with Guangxi exporting
845 products and Yunnan exporting 1,194 products with RCA.

The number of products exported with comparative advantage in Figure 3.1 can be broken down
by sector. This is shown in Table 3.1, which reports the number of products exported with RCA by each
GMS member for the 44 sectors in the study (sector names are listed in Table A3.1in the Appendix).
This table also shows the total number of products in each sector and the share of the total number of
products that is exported with comparative advantage by each GMS member. An initial observation is
that a few sectors dominate specialization patterns in the GMS, particularly food (consumer goods)
and textiles (intermediate and consumer goods) sectors.

There are, however, differences across GMS members. To see this, the analysis calculates
a five-sector concentration ratio, which is the share of the five sectors with the highest number of
products exported with comparative advantage out of all products exported with comparative
advantage. This share is 78% for Cambodia, which indicates that just five sectors account for more

20 Export data for these different periods are first aggregated across years before calculating RCA.
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Figure 3.1: Number of Products Exported with Revealed Comparative Advantage
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Source: United Nations Comtrade.

than three-quarters of Cambodia’s exports with comparative advantage. Similarly, with a five-sector
concentration ratio of 70%, Myanmar also has a highly concentrated sectoral specialization pattern.
The concentration ratios are smaller for other GMS members: 53% in the PRC and the Lao PDR, 58%
in Thailand, and even lower in Viet Nam (46%), Guangxi (46%), and Yunnan (44%). These results
thus suggest that, while most GMS members have been able to develop comparative advantages in a
relatively broad number of sectors, Cambodia and Myanmar are largely reliant on the textiles sector
and, to a lesser extent on the food sector, for their comparative advantages.

While the analysis above is informative, the outcomes are to an extent driven by the differences
in the number of products across the different sectors: it is somewhat unsurprising, for example, that
food (consumer goods) and textiles (intermediate and consumer goods) sectors account for a large
share of products exported with comparative advantage since these are also sectors with relatively large
numbers of products (see the final column of Table 3.1). It is instructive, therefore, to also consider the
share of products within each sector that a country exports with comparative advantage. Looking at this
share, the study finds support for the view that GMS members have been successful in developing a
comparative advantage in food and textiles sectors. The PRC has developed a comparative advantage in
91% of 352 textile consumer goods, while Cambodia (70%), Myanmar (55%), and Viet Nam (65%) also
have comparative advantage in many of these products. The PRC also has comparative advantage in
77% of textile intermediate goods, while both Thailand and Viet Nam achieve comparative advantage in
around a quarter of these products. These shares are lower for consumer foods, with Thailand and Viet
Nam obtaining comparative advantage in just over 20% of products in this sector.
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Table 3.1: Number and Share of Products Exported with Comparative Advantage by Sector,
2016-2018 Average

Number of Products Exported with Comparative Advantage

(PRC) (PRC)
Sector PRC | CAM | LAO | MYA | THA | VIE | Guangxi | Yunnan
16 n 22 24 22 13 7 16

Agriculture (intermediate)

Agriculture (consumer) 20 8 17 32 20 31 26 61
Forestry 4 6 6 4 6 2 3
Fishing 7 7 22 6 6 3

Mining 19 2 15 17 10 10 4 12
Food (intermediate) 12 8 8 12 23 17 9 7
Food (consumer) 83 9 16 46 90 83 29 32
Textiles (intermediate) 362 24 9 17 129 127 92 86
Textiles (consumer) 320 245 58 195 35 229 84 71
Wood (intermediate) 16 3 12 12 12 18 6

Wood (consumer) 16 2 4 4 4 14 13 2
Paper (intermediate) 19 0 5 3 21 7 9 16
Paper (consumer) 8 1 0 2 1 1 2 4
Refining 3 0 0 0 3 1 3 2
Chemicals (intermediate) 296 4 13 5 144 32 54 19
Chemicals (consumer) 15 0 2 0 15 3 3 3
Pharma (intermediate) 45 1 0 0 6 2

Pharma (consumer) 5 0 0 0 0

Rubber (intermediate) 41 2 4 0 45 13 29 20
Rubber (consumer) 17 5 0 2 10 6 12 4
Stone (intermediate) 81 2 4 4 44 23 36 46
Stone (consumer) 14 0 0 0 6 5 10 7
Basic metals 128 6 9 18 55 45 30 56
Fabricated metal (intermediate) 73 4 2 1 17 12 35 38
Fabricated metal (consumer) 39 4 0 1 10 28 15
Fabricated metal (capital) 42 0] 0 0 6 28 13
Electronics (intermediate) 66 3 6 8 55 19 15

Electronics (consumer) 31 1 0 2 10 7 9 6
Electronics (capital) 91 0 6 2 30 28 22 16
Electricals (intermediate) 42 2 2 1 19 7 14 15
Electricals (consumer) 17 1 0 1 6 3 7 5
Electricals (capital) 32 2 2 1 9 7 12 14
Machinery (intermediate) 41 0 1 2 15 6 12 14
Machinery (consumer) 36 0 0] 0] 19 5 3 4
Machinery (capital) 194 2 2 1 46 10 125 69
Automotive (intermediate) 6 0 0 0 12 3 1 1
Automotive (consumer/capital) 4 0 0 0 5 0 6 6
Other transport equipment (intermediate) 10 0 1 0 1 3 6 3
Other transport equipment (capital) 22 1 0 0 7 9 2 7
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Products Exported with Comparative Advantage as a Share of Total Number of Products
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0.402
0.400
0.303
0.333
0.141
0.155
0.167
0.103
0.529
0.204
0.188
0.302
0.286
0.196
0.140
0.380
0.125
0.480
0.179
0.036
0.135

0.090
0.200
0.316
0.092
0.105
0.116
0.201
0.268
0.651
0.273
0.875
0.065
0.091
0.050
0.043
0.064
0.024
0.000
0.116
0.240
0.159
0.278
0.116
0.109
0.238
0.103
0183
0.143
0.175
0m
0.143
0.152
0.056
0.100
0.027
0.120
0.000
0.107
0.173

0.049
0.168
0.105

0.046

0.042
0.061

0.070
0.195
0.239
0.091
0.813

0.083
0.182
0.150
0.073

0.064

0.036

0.000
0.259

0.480
0.248
0.556
0.077
0.318
0.667
0.483
0.144
0.184
0.138
0.222
0.333
0.261

0mz2

0.060
0.339

0.040
0.214
0.214
0.038

01m
0.394
0.158
0.015
0.126
0.048
0.078
0.182
0.202
0.106
0.125
0.148
0.364
0.100
0.161
0.064
0.048
0.059
0.179
0.160
0.317
0.389
0.144
0.345
0.357
0.224
0.077
0.122
0.100
0.238
0.238
0.304
0.131
0.080
0.187
0.040
0.214
0.107
0.135

Total Number
of Products
in Sector

147
412
473
352

738
47
84

17
12
25

145
18

389

10
42
58

104
49

160
63

21
46

107
50

369
25
28
28
52

continued on next page
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Table 3.1 continued

Number of Products Exported with Comparative Advantage

(PRC) (PRC)
Sector PRC | CAM | LAO | MYA | THA | VIE | Guangxi | Yunnan
27 4 5 10 13 9

Other manufacturing (intermediate) 3 1

Other manufacturing (consumer) 81 12 5 10 31 25 31 27

Other manufacturing (capital) 22 0 3 1 1 15 4

Other (intermediate) 7 1 1 6 3

Other (consumer) 9 3 2 1 1 1 1

Total 2,440 384 240 455 | 1,013 881 841 857
CAM = Car';\bodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Notes: Data for Guangxi and Yunnan are for 2016. Intermediate, consumer, and capital refer to intermediate, consumer, and capital
goods, respectively. A full description of the sectors is provided in Table A3.1 of the Appendix.

Source: United Nations Comtrade.

While it is unsurprising that the PRC has developed a comparative advantage in a large number
of products across a number of sectors—more than half of the products in 21 of the 44 sectors—
other GMS members also appear relatively successful in a broader range of sectors when looking at
a sector’s share of products that are exported with comparative advantage. This is limited to sectors
such as forestry in the Lao PDR and to forestry, fishing, wood (consumer and intermediate products),
and paper (consumer goods) in Myanmar, which are either primary or low-tech manufacturing
sectors. Thailand and Viet Nam have acquired comparative advantage in a relatively large share of
products in a broader range of sectors, including chemicals (consumer goods), rubber (intermediate
goods), electronics (intermediate and consumer goods), and electrical machinery (consumer goods).
In addition, Thailand has comparative advantage in the automotive sector (intermediate goods),
while Viet Nam has an advantage in forestry, wood (intermediate and consumer goods), fabricated
metal (consumer goods), and other manufacturing (intermediate and consumer goods). Guangxi
and Yunnan have also developed a comparative advantage in a significant share of products across a
range of sectors, notably fabricated metals (intermediate, consumer, and capital goods) and electrical
machinery (intermediate, consumer, and capital goods). Such results are consistent with the view that
Cambodia, the Lao PDR, and Myanmar are heavily specialized in primary and low-technology sectors,
while the PRC (and its two regions), Thailand, and Viet Nam have been able to develop a comparative
advantage in a broader range of sectors and in high-technology sectors.

3.3 Uniqueness of the Exports Baskets of the
Greater Mekong Subregion

Theresults discussed above suggest that, while the export baskets of the PRC (including its two regions),
Thailand, and Viet Nam are highly diversified, those of Cambodia, the Lao PDR, and Myanmar are much
less so. In this section, the analysis moves beyond the question of specialization and considers whether
the export baskets of the GMS members are relatively unique, i.e., whether they export products exported
by just a few countries (unique products) or by a large number of countries (ubiquitous products).
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Products Exported with Comparative Advantage as a Share of Total Number of Products
Total Number

(PRC (PRC) of Products
Guangxi | Yunnan in Sector

0.818 0.121 0.091 0.030 0.152 0.303 0.394 0.273 33
0.779 0.115 0.048 0.096 0.298 0.240 0.298 0.260 104
0.815 0.000 om 0.037 0.037 0.556 0.148 0.074 27
0.241 0.034 0.034 0.034 0.207 0.103 0.034 0.069 29
0.265 0.088 0.059 0.029 0.029 0.029 0.029 0.088 34

Figure 3.2 reports the average uniqueness of the export baskets of each GMS member (see the
Appendix for details on how to construct the uniqueness indicator). In particular, the figure shows the
average levels of uniqueness for the period 1996-2001and the change in the average level of uniqueness
between 1996-2001 and 2016-2018. The numbers reflect the extent to which other countries in the
database are able to specialize (i.e., an RCA of greater than one) in the same set of products as the
country or region under consideration. Higher numbers indicate a more unique export basket (i.e., few
countries have the same specialization pattern). Also reported in this figure is the average uniqueness of

Figure 3.2: Uniqueness of the Greater Mekong Subregion Members’ Export Baskets
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2016 Lowest value (2016-2018)
——— Highest value (2016-2018) Median value (2016-2018)

CAM = Cambodia, LAO = Lao People’s Democratic Republic, MYA = Myanmar, PRC = People’s Republic of China, THA = Thailand,
VIE = Viet Nam.

Source: United Nations Comtrade.
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the country with the highest level of uniqueness in 2016-2018 (Japan), the median country (Tunisia),
and the country with the lowest average level of uniqueness in this period (Iraq).

Consistent with other patterns reported above, the uniqueness of the export baskets of the PRC,
Thailand, and Viet Nam is relatively high. On the other hand, the uniqueness of the export baskets
of Cambodia, the Lao PDR, and Myanmar is much lower. In 1996-2001, Cambodia’s export basket
was the least unique out of 152 countries, while the Lao PDR was ranked 147th and Myanmar 145th.
Conversely, the PRC was ranked relatively high (26th), as was Thailand (41st), while Viet Nam was
ranked somewhat lower (85th).

Over time, however, Cambodia, the Lao PDR, and Myanmar have been able to increase the
uniqueness of their export baskets relatively rapidly, such that by 2016-2018 their ranking moved up
quite significantly. The Lao PDR moved up to 118th (out of 154), Cambodia to 96th, and Myanmar to
101st. From a situation where the uniqueness of their export baskets was at or near the bottom, they
have been able to improve and move toward the median country. In absolute terms, the increases in
uniqueness of the PRC, Thailand, and Viet Nam were smaller than those of the other three countries—
perhaps reflecting the fact that their uniqueness levels were already relatively high. Nevertheless, they
also saw significant improvements in ranking, with the PRC rising to 5th and Thailand and Viet Nam to
14th and 38th, respectively. Data on Guangxi and Yunnan for the most recent period suggest that their
export baskets are also relatively unique, though not as much as the PRC as a whole.

Combining the comparative advantage and uniqueness results, the study concludes that the
export baskets of the PRC, Thailand, and Viet Nam are highly diversified and unique, not very far from
those of many high-income countries. The export baskets of Cambodia, the Lao PDR, and Myanmar,
however, are much less diversified and unique, which is typical of low-income or lower middle-income
countries. Overall, despite recent improvements, Cambodia, the Lao PDR, and Myanmar remain
relatively noncomplex economies.

3.4 Does the Specialization Pattern of the Greater
Mekong Subregion Differ from That of the World?

Previous sections have shown that the PRC, Thailand, and Viet Nam have been able to develop
diversified and unique export baskets; while Cambodia, the Lao PDR, and Myanmar have not been
able to do so to the same extent. In this section, the study analyzes whether these findings also hold
when considering intraregional trade. In other words, rather than considering exports to the world, the
analysis considers the structure and specialization of exports within the GMS. In particular, the study
asks whether the GMS members are more successful at developing a comparative advantage and in
diversifying within the GMS than at the global level. If the answer is yes, then this may suggest the
possibility of using the GMS as a springboard toward increased diversification of the region’s exports
to the world.

Table 3.2 reports intra-GMS export shares by sector for 2016-2018 (total per country adds up
to 100), as well as the ratio of a sector’s intra-GMS export share to its share of exports to the rest of
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the world (ratio equals to one indicates that the two shares are equal). This ratio captures to what
extent a particular sector is more or less important in a member’s export basket when considering
intra-GMS trade than when considering world trade.”!

Results forthe PRCsuggest thatitsintra-GMS export structureis similar to the structure of its exports
to the rest of the world. There are some exceptions, however, with exports of intermediate textiles, basic
metals, refining, intermediate food, and consumer agricultural products accounting for a larger share of
intra-GMS exports; while shares of world exports of textiles (consumer goods), wood (consumer goods),
and other manufacturing (capital and consumer goods) are larger than intra-GMS shares.

In Cambodia, the intra-GMS export shares of primary sectors, such as agriculture, forestry,
fishing, mining, and low-tech manufacturing sectors, such as food and textiles (intermediate goods),
are larger than the shares in world exports. Textiles (consumer goods) account for a much smaller
share of intra-GMS exports than world shares of exports for all GMS members, suggesting that they are
able to compete in the global economy in these sectors (perhaps within global value chains), but that
they do not serve the local market. There are few sectors in the Lao PDR and Myanmar that account
for significant shares of intra-GMS exports (with primary sectors being among the exceptions).

In general, the shares of intra-GMS exports of textiles (consumer goods), pharmaceuticals, wood
consumer products, paper consumer products, stone (consumer goods), and other manufactured
goods (consumer goods) are small. In Thailand, the intra-GMS export shares of agriculture, mining,
low-tech manufacturing (e.g., textiles intermediates and wood intermediates), as well as those of
high-tech sectors such as chemicals (intermediates) and pharmaceuticals, are significantly higher
than shares for the rest of the world. By contrast, the intra-GMS export shares of high-tech sectors
such as automotive, electronics, and electrical machinery are smaller than world export shares.

In Viet Nam, intra-GMS export shares of many primary sectors, along with other low-tech
intermediate sectors such as food, textiles, wood, paper, and electronics, are higher than the world
export share. On the other hand, the intra-GMS shares of nearly all consumer goods sectors, including
pharmaceuticals, fabricated metal, electricals, machinery, and automotive, are generally lower than
the world export share.

To summarize, intra-GMS export shares are higher than the corresponding shares in exports to
the world in many sectors, with primary sectors in particular showing higher intra-GMS shares.

Finally, Table 3.3 reports the number of products that each GMS member exports with
comparative advantage in intra-GMS exports. The table also reports the ratio of the number of
products exported with comparative advantage in intra-GMS exports to the number of products
exported with comparative advantage to the world. The table reveals that, in many cases, this ratio
is greater than one, reflecting a greater degree of diversification in intra-GMS trade than in world
trade. Such an outcome may provide opportunities to develop global competitiveness based on the
development of local competitiveness. The exceptions to this general pattern are Myanmar and, to
a lesser extent, the Lao PDR, where the number of products exported with comparative advantage

21 Because data on bilateral exports for Guangxi and Yunnan are not available, these regions are not included in this section.
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Table 3.2: Export Structure of the Greater Mekong Subregion Members
in Intraregional Trade, 2016-2018 Average

Export Shares of Intra-GMS Exports by Sector

Agriculture (intermediate) 0.255 6.260 9.762 5.555 4568 0.875
Agriculture (consumer) 0.788 25.820 3.250 1.676 5.290 2.369
Forestry 0.007 1.216 4.010 1129 0.003 0.112
Fishing 0.025 0.422 0.000 1.903 0.020 0.025
Mining 0.219 0.661 14.573 68.289 0.863 3.866
Food (intermediate) 0.683 1725 1162 1.287 1.073 0.885
Food (consumer) 1.094 5.307 1.856 1.043 6.270 4.485
Textiles (intermediate) 11.269 8.283 0.267 0.089 2103 7.098
Textiles (consumer) 1.990 16.171 0.162 1.273 0.668 6.511
Wood (intermediate) 0.499 5.370 3.221 0.818 2984 2108
Wood (consumer) 0.029 0.009 0.058 0.008 0.007 0.022
Paper (intermediate) 1.039 0.144 1143 0.015 1155 0.425
Paper (consumer) 0.036 0.000 0.000 0.000 0.013 0.023
Refining 0.517 0.000 0.000 0.001 0.376 0.008
Chemicals (intermediate) 7.561 0.531 3.273 1160 16.604 4.551
Chemicals (consumer) 1.358 0.002 0.000 0.005 0.880 0.242
Pharma (intermediate) 0.757 0.003 0.000 0.000 0.160 0.019
Pharma (consumer) 0.139 0.009 0.000 0.001 0.289 0.052
Rubber (intermediate) 2.623 0.072 0.077 0.009 2174 0.574
Rubber (consumer) 1.288 0.235 0.166 0.073 0.540 0.173
Stone (intermediate) 1.615 0.084 0.883 0.023 1.263 0.753
Stone (consumer) 0.161 0.001 0.000 0.001 0.106 0.040
Basic metals 10.197 10.736 11181 11.752 241 1.512
Fabricated metal (intermediate) 4.027 0.303 0.066 0.021 0.690 0.562
Fabricated metal (consumer) 0.845 1.422 0.001 0.004 0.116 0.131
Fabricated metal (capital) 0.441 0.104 0.028 0.021 0.173 0.129
Electronics (intermediate) 13.413 4106 6.757 0.880 16.894 40.990
Electronics (consumer) 0.748 0.115 0.013 0.165 1.054 4.699
Electronics (capital) 11.414 0.259 4.008 0.187 12.308 7.238
Electricals (intermediate) 4.780 4.890 0.731 0.104 2184 2.762
Electricals (consumer) 0.489 0.378 0.053 0.094 0.160 0.213
Electricals (capital) 3.476 3119 0.309 0.134 1.294 1.427
Machinery (intermediate) 2.015 0.138 0.038 0.012 1.507 0.789
Machinery (consumer) 1178 0.133 0.039 0.001 2.256 0.339
Machinery (capital) 8.285 0.212 0.065 0.225 2762 1.642
Automotive (intermediate) 1.445 0.170 0.001 0.001 1.855 0.775
Automotive (consumer/capital) 0.572 0.003 0.013 0.0Mm 2.969 0.005
Other transport equipment 0.338 0.036 0.118 0.000 0.097 0.312
(intermediate)
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Ratio of Intra-GMS Share to World Share of Exports
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1.202
2.031
0.463
0.508
0.847
2.279
0.798
5187
0.200
1135
0.176
1.761
0.329
2.538
1.682
1.289
1.089
0.614
1.372
0.928
1189
0.518
2.943
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0.490
0.461
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1.040
1129
1155

0.000
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0.987
0.746
0.026
1134
0.678
1.213
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0.000
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0.000
0.003
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0.967
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0.404

0.497

1.042

1.512
0.225
1.732
1.870
1.992
1.748
0.204
0.328
0.041
0.362
0.225
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0.005
1.600
1.912
0.853
0.014
0.720
0.087
0.312
0.505
0.294
1.614
0.491
0.105
1.305
1.052
0.446
0.575
0.81
1.031
1.056
0.125
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1.231
0.028
0.970
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0.210
0.426
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0.669
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2732
0.108
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0.434
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0.784
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0.599
0.495
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0.575
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0.776
1.407
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0.849
0.989
0.616
0.796
0.943
0.631
0.706
0.498
0.381
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0.506
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3.157

1162
2.699
1.937
0.968
2.680
0.299
1.974
0.146
1.564
0.882
0.281
2307
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0.461
1.096
0.482
0.312
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1103
1.034
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1.013
1.269
0.377
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Table 3.2 continued

Export Shares of Intra-GMS Exports by Sector

Sector PRC CAM LAO MYA THA VIE

Other transport equipment 0.563 0.076 0.028 0.000 1.040 0.268
(capital)

Other manufacturing 0.610 0177 0.379 0.008 0.134 0118
(intermediate)

Other manufacturing 0.650 0.589 0.235 1.297 2.206 0.261
(consumer)

Other manufacturing (capital) 0.361 0.014 0.369 0.045 0.103 0.442

Other (intermediate) 0.016 0.174 0.031 0.033 0.289 0.120

Other (consumer) 0.190 0.520 31.670 0.643 0.090 0.051

CAM = Cambodia, LAO = Lao People’s Democratic Republic, GMS = Greater Mekong Subregion, MYA = Myanmar, PRC = People’s
Republic of China, THA = Thailand, VIE = Viet Nam.

Notes: Intermediate, consumer, and capital refer to intermediate, consumer, and capital goods, respectively. A full description of the
sectors is provided in Table A3.1 of the Appendix.
Export shares per country add up to 100.

Source: United Nations Comtrade.

Table 3.3: Number of Products Exported with Comparative Advantage to
Greater Mekong Subregion Members by Sector, 2016-2018 Average

Number of Products Exported with Comparative Advantage
to other GMS Members

21 15 21 23 41 19

Agriculture (intermediate)

Agriculture (consumer) 56 n 19 32 33 25
Forestry 5 6 7 6

Fishing 5 12 0 21 6 5
Mining 32 4 13 17 12 15
Food (intermediate) 32 8 9 10 36 26
Food (consumer) 11 16 16 27 19 76
Textiles (intermediate) 414 26 6 6 121 133
Textiles (consumer) 266 204 10 15 94 198
Wood (intermediate) 33 8 13 8 16 24
Wood (consumer) 16 4 5 4 4 12
Paper (intermediate) 60 2 3 1 42 21
Paper (consumer) n 0 0 0 6

Refin