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Abstract

Digitally deliverable services play a growing role in export-driven production in the
FEALAC region, but digitally deliverable services from Latin America are used only to
a limited extent by producers in Asia, and vice versa. However, this disguises the fast
growth in Latin American-Asian digitally deliverable services trade in the past 15 years.
Asian manufacturing, agricultural and services exporters have significantly expanded
their sourcing from providers in Costa Rica, Chile and Colombia, while Latin American
producers have increased sourcing from China, the Philippines and Japan. There are
some “hidden complementarities” in digitally deliverable services between Latin
America and Asia. The Latin American manufacturing, mining and services sectors are
drawing on sophisticated IT services and services using disruptive technologies such
as blockchain and Al from Japan, the Republic of Korea, Singapore and the
Philippines, while Latin American manufacturers and agricultural firms are increasingly
using Chinese financial services. The Chinese manufacturing sector is using Brazilian
suppliers, and companies in Singapore, China, the Republic of Korea and Japan look
to Brazil, Chile, Costa Rica and Colombia for emerging digitally deliverable services
such as gaming, animation and e-commerce. The agricultural sector in Thailand and
Viet Nam leverage Brazilian digitally deliverable services, potentially Agtech
applications.

Keywords: international trade, value chains, trade in services, digitization, ecommerce

JEL Codes: F02, F13, F23
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|. Digitally deliverable services in Latin American and East Asian
value chains

“Digitally deliverable services” are defined as information and communication, financial
and insurance, and other business services. The contribution of the digitally deliverable
services between Latin America and Asia will be explored. The role of digitally
deliverable services has grown in East Asian and Latin American countries’ services
trade in the past 15 years. Nevertheless, the role of digitally deliverable services in
Latin American and Asian firms’ value chains in sectors such as agriculture,
manufacturing and services is still limited, compared to the value-added offered by
other services.

In 2018, China, Singapore, Japan, the Republic of Korea, the Philippines and Brazil
were the leading exporters and importers of digitally deliverable services in the two
regions (figure 2). China cemented its position as the region's leading digitally
delivering service exporter during the past decades, surpassing both Japan and
Singapore.

Figure 2. Digitally deliverable services exports and imports in selected Asian
and Latin American Economies, 2018
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The share of digitally deliverable services exports of both Asia and Latin America has
grown, outpaced the growth of total service exports. In Asia, the digitally deliverable
service exports grew from 32 per cent of all service export in 2005/06 to 44 per cent in
2017/18, and in Latin America, from 25 per cent to 33 per cent in the same periods.
The notable growth in the share of digitally deliverable services exports of all services
exports was Argentina, Brazil, Chile, Costa Rica, China, Japan, Singapoare and
Uruguay (figure 3). Latin America's robust digitally deliverable services exporters,
Argentina and Brazil, doubled their digitally delivery services exports.

Comparably, most major FEALAC countries have recorded an increased share of
digitally deliverable services in their service imports, especially Japan, Costa Rica, the
Philippines, Singapore, Peru, Uruguay and Viet Nam (figure 4). The exception is China,
whose imports of digitally deliverable services as a share of all services imports
dropped drastically from nearly 40 per cent in 2005/06 to 23 per cent in 2017/18,
indicating that China has rapidly expanded its overall commercial services imports at
a rate of 35 per year. In other words, China has accomplished in cultivating a robust
domestic market and internalizing its service value chains (Suominen, 2019).

Figure 3: Share of digitally deliverable services exports in selected Asian and
Latin American economies’ services exports, 2005/06 and 2017/18
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Figure 4: Share of digitally deliverable services imports in selected Asian and
Latin American economies’ services exports, 2005/06 and 2017/18

70%

60% Japan
® Brazil
Singapore
0,
50% U Costa;Ri&?_
rugu i
e i S uailpiépéu?(lelc of
40% ew%a?an&donesia
o ® Colombi# Malaysia
d Philippines ;
ﬁ pp ® Argentina
OA’ ® Mexico
I Australia
China
20%
Viet Nam
10%
0%
0% 10% 20% 30% 40% 50% 60% 70%
2005/06

Source: Author’s calculation, based on WTO data.

As for the composition of digitally deliverable services trade, computing and
professional services are the most growing sectors in Asia and Latin America
economies during 2007/08 and 2017/18 (figure 5). China, the Philippines, and Viet
Nam notably increased their share of computing services exports and imports, while
Thailand increased its financial services exports. In Latin America, the share of
computing services grew significantly among Argentine, Brazilian and Costa Rican
digitally deliverable services exports. This reflects the growth of IT and software
development services in certain countries. On the import side, the composition of Asian
and Latin American digitally deliverable services baskets has remained unchanged.
The share of management consulting services and telecommunication services has
grown steadily in Latin America's digitally delivery services import baskets.



Figure 5: Composition of digitally deliverable services exports and imports in
selected Asian and Latin American economies, 2007/08 and 2017/18
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Sources and types of digitally deliverable services in Asian and Latin
American services exports and imports

Both region exports continue to rely heavily on their domestic markets for their sourcing
of digitally deliverable services even manufacturers are using imported digitally
deliverable in their exports (figures 6 and 7). Latin American digitally deliverable
services account for a very small share of Asian exporters’ value chain as the region’s
agricultural, manufacturing, and services exporters procure digitally deliverable
services primarily from their home markets. Domestic digitally deliverable services
make up about three-quarters of all the deliverable services used in Latin American
agricultural and manufacturing exports, and exceed 90 per cent of services export.
Thereby, from the service provider’s vantage point, Latin America is a minor market for
Asian digitally deliverable service providers and, in reciprocal, Asia is a rather small
market for Latin American service providers.



Figure 6. Main sources of digitally deliverable information and
communications, financial and other business services incorporated into Asian
agricultural, manufacturing and services exports in Asian, 2005 and 2015
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Figure 7. Main sources of digitally deliverable information and
communications, financial and other business services incorporated into Asian
agricultural, manufacturing and services exports in Latin American, 2005 and
2015
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Despite the limited use of the soucing from the two regions’ value chain, bi-regional
digitally deliverable services flow between Asian and Latin American FELAC members
have grown dramatically since 2005. The sourcing of digitally deliverable services has
been considerably increased across the two regions exports. Asian procurement of
digitally deliverable services soared from Latin American countries such as Chile,
Colombia and Costa Rica in 2005-15. In turn, Latin American firms’ procurement of
digitally deliverable services from China, Japan, and the Philippines has grown
markedly. Asian and Latin American providers have also shifted to increase their
sourcing of services from Eastern European and Nordic providers, after facing
competition from smaller European countries.

Regarding the specific digitally services imports used in specific industries, the United
States, Europe and China are significant sources of financial and insurance services
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in Asian manufacturing and agriculture (figure 8). On the other hands, regarding
exports, Brazil is the main source of digitally deliverable services incorporated into
Asian exports, followed by Chile and Argentina. Brazilian digitally deliverable services
are used by China-based manufacturers, Singaporean services sectors, and for
Chinese, Thai and Viet Nam agricultural exports. Indeed, the flows from Latin America
to Asia have risen in the past five years. Asian companies are procuring digitally
deliverable services in such growth sectors as gaming and audio-visual production and
e-commerce. Japanese and Chinese manufacturing and services exporters are the
leading Asian buyers of digitally deliverable services from Latin America, while
Singapore-based exporters also procure digitally deliverable services from Brazil in
particular.

For Latin American exporters, a notable pattern is the prominence of the Chinese’
source of financial services value-added incorporated into Latin American agriculture
and manufacturing exports. This reflects forceful internationalization of Chinese banks
over the past decades and the collaboration in Asian and Latin American fintech
sectors in recent years. For example, China’s AliPay has successfully partnered with
Mexican digital payment platform Openpay, while Huawei (2017) has integrated the
core components for the Brazilian bank, Caixa (BBVA, 2018). In particular, Brazil is
Latin America’s leading user of Asian digitally deliverable services in agricultural
exports, while Mexico is the most prominent user of manufacturing exports in Asian.

Overall, China plays the most significant role of all analysed Asian countries. Still,
Japan maintains its position as an important source of digitally deliverable services for
Latin American industries. Japanese providers of blockchain, Internet of Things (loT)
and artificial intelligence (Al) applications have played a key role in bolstering the
productivity of the Latin American mining sector.
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Figure 8. Main sources of digitally deliverable imports incorporated into Asian
agricultural, manufacturing and services export in 2015, by type of digitally
deliverable services and source economy

Financial and insurance services [ VN
Information and communication services [ TNIEGNGNG)
Other business services - .|_l|
Financial and insurance services ||| N N TN
Information and communication services [ I NN
other business services [TV
Financial and insurance services [ IR
Information and communication services - II_”
Other business services [JIJj I

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

exports

Asian manufacturing Asian agricultural
exports

Asian services
exports

u Australia ® China Japan

m Korea = Malaysia = New Zealand
m Philippines m Singapore = Thailand

= Viet Nam m United States Argentina

Source: Author’s calculation, based on the OECD TiVA database.

11



Figure 9. Main sources of digitally deliverable imports incorporated into Latin
American agricultural, manufacturing and services export in 2015, by type of
digitally deliverable service and source economy
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[I.  Friction in Asia-Latin America interregional trade in digitally
deliverable services

The limitation of the bilateral trade flows in digitally deliverable services between Latin
America and Asia can be explained by the geographic distance and language barriers.
Most countries in both regions do not have major comparative advantages in services.
While, some countries, such as Costa Rica and the Philippines, have attained
significant growth as suppliers of digitally deliverable services in value chains of
FEALAC members. As a result, most digitally deliverable services used in the two
regions’ value chains originate either from providers’ regions or from the United States
or Europe.

12



The policy may be a source of friction in the flow of digitally deliverable services.
Divergent national digital regulations which do not harmonize through trade
agreements may complicate services providers’ ability to service the various markets
and create burdens to service providers, linking to new compliance costs and
complicate cross-border deliveries. Another type of friction is limited awareness of the
potential supply of services and the lack of interoperable standards for the deployment
of sophisticated services in some areas. Few companies in Asia recognize Latin
America as a source of digitally deliverable services. Likewise, few Latin American
companies even well aware of the calibre of Asian companies, would choose emerging
economies of South-East Asia as suppliers or incur the search cost to identify providers
in such region.

Meanwhile, there are new opportunities for expanding Asia-Latin America digitally
deliverable services. Free trade agreements (FTAs) and good policies such as free
flow of data and duty-free transmission of electronic goods matter. In particular,
preferential trade agreements may attenuate policy friction. During the past 15 years,
Latin American and Asian countries have reached 19 Trans-Pacific Free Trade
Agreements, most with services chapters and some with e-commerce chapters.
Among the notable agreements are the Comprehensive and Progressive Agreement
for Trans-Pacific Partnership (CPTPP)? and the free trade agreements (FTAs) of Chile-
Republic of Korea (2004) and the Japan-Mexico (2005). These bilateral agreements
have started the wave of FTAs between Asia and Latin America (ESCAP, 2020).
Regardless of the trade agreements, new business opportunities are coming into sight
for growing bi-regional Asia-Latin America digitally deliverable services.

8 CPTPP is concluded among Australia, Brunei Darussalam, Canada, Chile, Japan, Malaysia, Mexico, New
Zealand, Peru, Singapore and Viet Nam, enforced and notified to the WTO in 2018. 10 out of 11 CPTPP members
are FEALAC membership, except Canada which is not located in the FEALAC region.
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Table 1. Differences across digital trade regulations among Asian and Latin
American economies*
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Table 2. Bi- and plurilateral Trade Agreements among selected Asian and Latin
American economies (agreements notified to the WTO)
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[ll.  Harnessing emerging opportunities for digitally deliverable
services in Asian-Latin American value chains

In recent years, specific opportunities have emerged that Asia and Latin American are
leveraging and can develop further, for expanding the use of each other’s services in
their respective value chains.

First, as a result of COVID-19, firms across sectors have accelerated their digital
transformation, and vast majorities of IT decision makers in both Asia and Latin
America are likely to step up their ongoing migration in the cloud (ISG, 2020; Burden
and others, 2020). This can create new flows of digitally deliverable services provided,
especially by large cloud computing firms.

Second, Asia and Latin America have both nurtured the rise of innovative technology
companies that can add value in B2B supply chains. One example is agriculture. In
recent years, Brazil has spawned hundreds of prominent data-driven Agtech startups
that are providing digital services to the country’s massive farming sector. For example,
Agtechs are helping to streamline processes and deliver inputs “before the farm”,
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provide precision farming, imagery diagnosis, remote sensing and telemetry to improve
production “at the farm”, and manage logistics, marketing and distribution “after the
farm” (Azevedo, 2019). Similarly, Chile has innovative technology companies in the
salmon industry. What could be called “Salmontech” innovations, such as blockchain
used for salmon traceability, could be used in Asian countries such as in Japan where
consumers value high-quality fish and that has, since the 1980s, collaborated with
Chile on salmon production techniques and technologies (Japan International
Cooperation Agency, 2014).

Third, access to efficient financial and logistics services is key to the growth of Latin
American and Asian businesses. Singapore has emerged as a leading Fintech and
Regtech hub with such prominent players as Funding Societies, Validus Capital, Aspire
and Datarama; some Singaporean Fintechs have already ventured into Latin America.
For example, in 2020, Singaporean payments Fintech Nium announced a partnership
with Teledolar in Costa Rica, the first step in Nium’s quest to help Latin American
Fintechs, banks and financial institutions digitize (Alois, 2020). Similar synergies exist
in Logtechs — logistics technology companies that provide uberized freight services,
tracking of shipments, cargo consolidation services and other data-driven services.
Logtechs enable traditional logistics providers to provide services at a lower cost and
reach new customer segments, and cargo owners to efficiently access services that
lower their shipping costs and time, and enable them to track their shipments. Brazil,
where high logistics costs have for years arrested firms’ competitiveness, is home to
almost 300 Logtechs that could also benefit Asian customers, for example, in such
markets as the Philippines where firms also face relatively high logistics costs (Distrito,
2020).

Fourth, Asian and Latin American national and city Governments are digitizing rapidly
enabling, for example, the expansion of e-government services, and more digitized
and streamlined provision of public services across areas such as transport, health
care, energy, safety and education. Technology providers in Japan and the Republic
of Korea, among others, are the global vanguard in public sector digital transformation.
A region with sprawling cities that struggle to meet burgeoning demand for efficient
transportation, housing and access to basic services, Latin America could also benefit
from working with Asian companies that provide digitally deliverable smart city
technologies in such areas as urban transport and mobility, public safety and
connectivity.

Fifth, the blue economy — exploitation and preservation of the marine environment — is
another exciting future opportunity for Latin American and Asian economies. Digitally
deliverable services or services that rely heavily on digital technologies such as
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imaging and physical sensors, satellite technologies, Big Data analytics, autonomous
systems, biotechnology, sub-sea engineering and autonomous systems help to
improve aquaculture site selection, exploitation of minerals and oil from ocean floors,
monitoring fish stock movements and maritime ecosystems, managing oil spills and
conserving coastal areas (OECD, 2019; and Ebarvia, 2018). This could be an
emerging area of collaboration and services trade between Asia and Latin America.

To encourage the development of synergies in digitally deliverable services, Asia and
Latin America can usefully pursue concrete initiatives, such as:

e Thecreation of a FEALAC Task Force for Supply Chain Resilience through
Technology. New supply chain models and responses, such as distributed
manufacturing, provide entirely new opportunities to build resilience and
flexibility in supply chains; however, they will likely also have significant impacts
on firms’ business models as well as economic, trade and tax policies. Latin
American and Asian firms that are testing and enabling distributed
manufacturing approaches could work to create and pilot approaches in Latin
America, and discuss with policymakers the regulations and capabilities needed
for such networks to work efficiently;

e The pursuit of matchmaking in fintechs, logtechs and agtechs. Both Asia
and Latin America are amid a “tech” boom, seeing the rise of well-funded
startups intent on transforming and streamlining traditional industries such as
lending, logistics and farming. These firms could have an important impact
across FEALAC markets and could catalyse further value chain linkages in
digitally deliverable services between Latin America and Asia. However, they
often lack contacts and capital to scale quickly. FEALAC member governments
and private sector partners have an excellent opportunity to organize forums
and virtual showcases for startups in Asia and Latin America to display and
demonstrate their solutions to potential partners across the FEALAC region.
This would include, for example, leading banks, transport operators and
agricultural businesses. Large companies’ corporate venture funds would also
be interested in startup solutions. FEALAC has already made efforts in this
direction, such as an “Exploring Economic Complementarity in the Agro-
industrial sector” project sponsored by Argentina (FEALAC, 2019).
Entrepreneurs from Asia and Latin America could also use such a forum to
establish new business relationships;

e The establishment of smart manufacturing test beds. Latin American and
Asian companies have adopted smart manufacturing and farming techniques
and technologies, and share a common interest in testing and scaling new smatrt
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manufacturing models. Businesses from the FEALAC region could develop new
smart manufacturing pilots as well as scale existing ones with co-investments
from governments and development banks. Further opportunities might be
provided by startup competitions for startups conceived in Asia and Latin
America that enable smart manufacturing technologies and techniques. The
best solutions could be piloted, with donor support, by the firms that participate.
The forum could also generate policy dialogues on national smart
manufacturing strategies and proposals on the trade dimensions of smart
manufacturing and servification, such as customs treatment of electronic
transmissions;

The creation of an Asia-Latin America Smart City Forum. Sprawling cities
in Asia and Latin America have a growing need for smart city solutions, many
of which are digitally deliverable. Both regions also share important expertise in
ways to smarten cities and grapple with specific urban challenges, such as
safety, transport and housing. FEALAC member countries could form a smart
city forum where Asian and Latin American local government leaders could
discuss their experiences and share best practices, learn about leading-edge
technology solutions developed in Asia and Latin America, and access support
for piloting and scaling smart city solutions. This could be done, for example,
with the support of regional development banks;

The development of Asia-Latin America Blue Economy Fund and
Partnership. The ocean is a huge and shared resource of energy and nutrition
for Asian and Latin American countries. Asia and Latin America could jointly
develop digital technologies that enable them to nurture and cultivate the ocean.
Both regions could benefit from pooling resources for developing common
technologies. FEALAC members could, for example, launch a FEALAC Blue
Economy Fund that would catalyse public and private sector funding for
potentially promising technology solutions from across Asia and Latin America
in preserving and cultivating the Pacific Ocean.

IV. Conclusion

The low integration of Latin America’s digitally deliverable services into Asian
production and vice versa reflects largely their traditional comparative advantages.
However, there are some “hidden complementarities” in digitally deliverable services
between Latin America and Asia. The Latin American manufacturing, mining and
services sectors are drawing on sophisticated IT services and services using disruptive
technologies such as blockchain and Al from Japan, the Republic of Korea, Singapore
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and the Philippines, while Latin American manufacturers and agricultural firms are
increasingly using Chinese financial services. The Chinese manufacturing sector is
using Brazilian suppliers, and companies in Singapore, China, the Republic of Korea
and Japan look to Brazil, Chile, Costa Rica and Colombia for emerging digitally
deliverable services such as gaming, animation and e-commerce. The agricultural
sector in Thailand and Viet Nam leverage Brazilian digitally deliverable services,
potentially Agtech applications.

As the business ecosystems in Asia and Latin America become more digitized and
produce new digital services, there will be greater opportunities to also expand bilateral
digitally deliverable services trade. For example, there are excellent opportunities for
promoting cooperation and forums for Asian and Latin American companies to learn
more about Latin American and Asian fintechs, logtechs, agtechs and creative
industries such as animation, and vice versa. FEALAC members can also develop new
initiatives that catalyse productivity and digitally deliverable services trade, such as
smart manufacturing test beds, smart city forums as well as a FEALAC blue economy
initiative and fund. To further incorporate high-value-adding, digitally deliverable
services into their manufacturing, agriculture and other sectors, Asia and Latin America
must uphold commitments to duty-free electronic transmissions and the free transfer
of data across borders.

There is also a need for more research in digital trade between Asia and Latin America,
in at least three areas. First, data on value chains have become significantly more
sophisticated in the past decade; however, there is a need for timelier data at a finer
resolution on the use of different types of high-value services in value chains, including
in the poorer countries that are seeking to integrate into global value chains. Second,
the analysis of the impact of digitally deliverable services on firms’ exports, productivity
and development of new, innovative products and services is still nascent, as is the
understanding of which types of firms best absorb and utilize digitally deliverable
services for productivity gains. Third, much more research is needed on assessing the
impact of the rapidly transforming digital policy landscape as well as the increasingly
encompassing e-commerce chapters in FTAs on digitally deliverable services trade
and the use of digitally deliverable services in value chains.
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