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What is CAREC?

* The Centiral Asia Regional Economic
Cooperation Program (CAREC) is a partnership
of 11 countries and development partners
working together to promote development
through regional cooperation, leading to
accelerated growth and shared prosperity.

« CAREC 2030 strategy supports five operational
clusters and three cross-cutting themes.
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Central Asia Regional Economic Cooperation Program

Operational Clusters under CAREC 2030:
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Economic and Financial Stability

Trade, Tourism and Economic Corridors

\ Infrastructure and Economic Connectivity

Agriculture and Water

Human Development

ICT, Gender, and Climate Change across all clusters —



https://www.carecprogram.org/

What are Global Value Chains (GVCs) and why are they important?
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Forward GVCs participation: Production Backward GVCs participation:

country provides inputs into country imports intermediate

other country’s export. products to produce finished

product.
Closer to producer intangibles Production stage Closer to customer intangibles :
o Mostly in developed countries Value - Added activities
Mostly in developing countries
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™ Source: ADB 2021. Global Value Chain Development Report 2021. Fernandez-Stark, Gereffi (201
L I Cilla o . d sta R . - .

permission

1). "Where are the high-value added activities in GVCs?2"
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How well CAREC countries are integrated in the GVCs?

Global value chain participation rate*, 2000, 2010, 2017, 2022

« CAREC is among the least
integrated subregional cooperation

initiatives in Asia and the Pacific. 2w . s - Bl

2010 . 3% 44% 45%
« Among CAREC countries, MON, o7 - B — —

GEO' and KGZ hgve hlgher 2022 18% 48% . 38% 47% R 17% 48%

participation rate in GVC.
« KAZ has more forward GVC 2000 o ... g o= -

llnkoges 2010 20% 4% . 16% 26% 15% 35%

- PAK exports (mainly textiles) less 20f7 2 o0 | B i U
involved in GVCs, as they use littlle 2= 1% 526 g = ™ o

imported inputs.
[ Backward GVC Forward GVC Non-GVC exports

° The P RC hOS The mOST bO IO nced » Note: (i) The sum of forward and backward GVCs is total GVCs, and the share of total GVCs to total exports

.o e . is the GVC participation rate. (ii) Forward GVCs involve reexporting by the partner economy. Backward
GVCS pCII’TIC | pC]TIO n. GVCs involve foreign inputs by the exporting economy. Non-GVC exports are all exports where value

added cross only one border.
» Note: the ADB MRIO table has information on 6 of the 11 CAREC economies only.

CAREC = Central Asia Regional Economic Cooperation; GVC = global value chain

Notes: Gross exports are decomposed in forward GVC, backward GVC, and non-GVC components using the methodology in Asian Development Bank (2021).

Sources: Asian Development Bank. 2021. Key Indicators for Asia and the Pacific 2021. Manila, Philippines: Asian Development Bank; Asian Development Bank. Multiregional Input-Output Database (July 2023).
CAREC https://kidb.adb.org/mrio (accessed 1 September 2023); Asian Development Bank estimates.
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Why to decarbonize supply chains in CAREC member countries?

CO2 intensity across economies
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CAREC has one of the
highest shares of CO,
emissions in the world in
value-added
manufacturing.

Globally, tfrade facilitated
by GVCs dominates in
more emission-intfensive
sectors.

Among CAREC, MON and
KAZ drive changes in GVC
participation rates, with
mining and metals being
the key drivers.
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Almost all CAREC member countries have vast reserves of

critical minerals

Diversity of available critical minerals and share of
global reserves in Central Asia

Lead reserves

Critical mineral
types in Central Asia

Minerals defined
as critical by IEA

[ | Types of critical minerals available

24s5tpxb.1. and Roman Vakulchuk, Indra Overland, Central Asia is a missing link in analyses of critical materials for the global clean energy fransition, One Earth, Volume 4, Issue 12, 2021.

CAREC Source: Vakulchuk, R., and Overland, I. (2021). Critical Materials for Clean-Energy Technologies in Central Asia: Geological Potential, Reserves, Production and Export (Mendeley Data).
hitps://dojorg/10.1763

Molybdenum
Cobalt

Manganese ore reserves
Copper i‘ °

Chromium reserves

Critical minerals in CAREC
countries could contribute to
diversification of clean
energy products globally.

The PRC is the strongest
player in the global critical
minerals supply chain.

CAREC countries have vast
reserves of critical minerals
which are exported with
minimum value-added
processing activities, putting
these countries in more
upstream chains of GVCs.



https://doi.org/10.17632/wy54s5tpxb.1

What is EU’s Carbon Border Adjustment Mechanism (CBAM)?

« Currently in tfransitional phase (October 2023-December 2025), to expand
to all emissions frading system (ETS) covered sectors in 2026.

« EU willimpose import charges on carbon-intensive products—such as
steel, cement, and electricity—based on the carbon dioxide emissions
embedded in their production.

« Seeks to align global carbon prices and accelerate emission reductions
worldwide, reduce “carbon leakage”

« Can significantly impact GVC supplier economies with higher shares of
carbon-intensive exports to Europe, particularly Central and West Asia

-~
CAREC




How the EU’s CBAM will impact the competitiveness of CAREC
member countries?

Modeling scenarios to estimate the impact of the EU’'s CBAM e A CGE Model to assess the

on CAREC econories implications of the EU’s
Carbon Border Adjustment

The EU imposes tighter ETS carbon
allocations, with a resulting €100/MT price. 100 €/MT

S io 1 .
cenaro CBAM taxes are imposed for ETS sectorsat CO2 Mechanism (C BAM) on
the same price as ETS (€100/MT). ARE NOMIi N r
Not only the EU but all OECD economies C Ceco ,O es, U de
impose tighter ETS carbon allocations, with a 100 €/MT Three scenarios.
Scenario 2  resulting €100/MT price. CBAM taxes are CO2
imposed for ETS sectors at the same price as e Carbon pricing policies are
ETS (E100/MT). in place across almost 40
CAREC economies impose a domestic carbon 50 €/MT jurisdic’rions.
Scenario 3 tax at a €50/MT. All OECD countries apply CO2 OECD
CBAM to CAREC at a partial rate, reflecting  and 50 MT « CAREC region will be
lower carbon price. CBAM taxes are imposed in CAREC
ey affected by CBAM.
Note: During the phase-in period, the CBAM regime will not gpply .to all ETS sectors. Hoyvever, the CBAM system is
géezgzgtgvl;edixgg?g]eo%te? fauIII'tIrE]'eFrSEs_I_eSctg)r(z:;t:igtnhze;;r:!se—ln period. There are discussions on expanded sector

CAREC Source: ADB
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Will CBAM reduce CO2 emissions in CAREC countries?

Change in CO2 emissions, MTCO2

582 210 3,72 94,45 11,21 43,25

-418,15

-40,07

-855,65

-1.226,22

-1.909,17

Scenario 3: All OECD
imposes CBAM at 50
€/MT CO2 and CAREC

imposes carbon tax at
50 €/MT CO2

Scenario 1: EU’s CBAM Scenario 2: All OECD
at 100 €/MT CO2 imposes CBAM at
100 €/MT CO2

CAREC (excl China) B China Il World

CAREC

« CO, emissions are reduced globally if
all OECD economies impose a CBAM at
€100/MT and CAREC economies
impose domestic carbon pricing at
€50/MT.

« PRC will have a significant reduction of
CO, emissions and contribute to global
reduction under this scenario.

« CBAM in both EU and OECD without
carbon pricing in CAREC will increase
emissions in all CAREC economies, due
to possible carbon leakage and
downstream production shifting to
CAREC economies (under the
Scenariol and 2).
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Will CBAM impact CAREC’s export?

« For CAREC countries with high

Change in
I‘Z’EE?‘P;” in CO2 intensities in extractive
change. sectors, CBAM can create a
challenge.
Scenar-izi11::3 EU’s Scenaﬁé‘%: All .Scenariogia,:l:wOEtCS:g ) CBAM CO'U|d leGd TO SIgI:“fICOnT
CBAML100EMT  OECDimposes  amposes CBAMat S0 declines in exports and mdugtrlgl
co2 CBAMat 100 €MT  imposes carbon tax at production of CAREC countries in
Co2 50 €/MT CO2
CBAM-covered sectors.
Change in
exports fo the « CAREC 10 countries (excluding
%Loh%i%lUnlon, the PRC) are estimated to have
VALUES the most substantial decline in
total exports and in exports to the
EU market.
I cAREC I CAREC (excl China) M China

CAREC Source: ADB
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What is the way forward?

Urgent cooperation on climate
change and environmental risks

» Reinforcing mutual commitments to reduce climate
change and environmental risk to GVCs and
implementation of actions under the CAREC Climate
Change Vision.

@@a

+ Digitalizing trade processes will increase transparency
and fraceability in supply chains while at the same time

promoting greening frade and making supply chains
more adaptable and resilient.

Regional standards on “Green Value
Chains”

+ CAREC can encourage sustainable practices across
their supply chains by reducing trade barriers on
environmental goods and services and expanding
access to green frade financing, particularly for small
and medium-sized enterprises.

’ Source: ADB

CAREC
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Systematic effort to reduce trade
costs, focusing on nontariff costs

» Harmonize Transport and Vehicle Standards; Enhance
Customs Efficiency and Transparency; Coordinate
Border-Crossing Operations; and implement national
single window

Stakeholders’ alignment on
development of CAREC corridors

+ CAREC is supporting the development and upgrade of six
CAREC fransport corridors to infernational standards, and
Economic Corridor Development, which will help link the
region's key economic hubs to each other.

Strengthen cooperation to attract
investments

* Improving governance and investment regulations to
attract investments for strategic technology and
financial partnerships with countries and firms active in
infermediate processing and downstream
manufacturing.
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REGIONAL ACTION
ON CLIMATE CHANGE

Regional Action for Climate Change:
A Vision for CAREC

A Region of Sustainable Development, Shared
Prosperty, and Climate-Resilience

Climate Change Vision
endorsed by the CAREC

Ministers in November 2023

3 Goals

Mitigate climate change
Adapt to climate change
Cooperate across borders

7 Priority Areas

(i) energy, (i) water, (iii)
agriculture, (iv) transport,
transit, and trade, (v)
climate-smart cities, (vi)
climate-related disasters,
and (vii) health, education
and social protection

Implementing the CAREC Climate Change Vision

CAREC Climate and Sustainability
Project Preparatory Fund

Multi-donor trust fund

Aims to address and narrow CAREC countries’
infrastructure and climate financing gaps and
accelerate achievement of SDGs & Paris
Climate Agreement

Support preparation of bankable climate- and
SDG-related regional projects via:

 Enhanced capacity to incorporate climate
features in the design of regional projects;

» Cooperation in regional projects, including
with tfransboundary climate spillovers (positive
and negative); and

« Joint initiatives and programs to reduce
greenhouse gas (GHG) emissions and
develop regional carbon trading.




Questions for Discussion

Decarbonizing value chains:

« How CAREC governments plan to reduce carbon intensity of its exports o meet
increasing environmental standards?

 How can development partners support in strengthening competitiveness of member
countries amid growing cross-border carbon pricing mechanismse

« How can member countries collaborate to develop regional approaches in these areas?
Climate financing needs:

« What are the key financing constraints in the climate change agenda in CAREC
countries?

 How can we mobilize innovative financing instruments and develop bankable projects to
support the region’s climate change agenda?

« How can CAREC more effectively facilitate public-private dialogue and incentivize

-~ rivate-sector investment to advance the global climate agendae
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