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Introduction: Unsettled Issues and Further Shifts
During the last decade, the world has seen a sharp increase in global attention to
environmental challenges, especially climate change. Countries in East Asia, and China in
particular, have become active participants in climate change discussions. Many countries
have made commitments to move ahead with the Paris Agreement to implement nationally
declared contributions to control CO2 emissions—and to advance a clean energy future.
Within this same period, while global efforts in the World Trade Organization have
stumbled, regional efforts for economic integration have redoubled. Perhaps the most
advanced open market initiative is within the Association of Southeast Asian Nations
(ASEAN), with its Economic Community and the “ASEAN+1” agreements with each of its
key regional partners. The region is also involved in recent and ongoing efforts with a wider
geographic scope, as represented by the Regional Comprehensive Economic Partnership and
the Comprehensive and Progressive Trans-Pacific Partnership.
Beyond economic instruments, there has been a growing need for practical integration
of infrastructure to connect the region and help to pave the way for industrial growth and
economic development. Multilateral banks and official development assistance have been
longstanding actors in this space, but the potential for physical connectivity came into sharp
focus when the Chinese pushed ahead with the Asian Infrastructure Investment Bank and the
Belt and Road Initiative. While these initiatives are different from economic integration and
free trade agreements, they promise to develop connectivity in addition to other facilities that
can provide national development and a practical backbone to regional integration.
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Though the international community has made steady progress in economic
integration and with regard to climate change action, efforts to bridge the two sets of issues
have not kept pace. The concept of sustainable development—whereby development not only
incorporates environmental protection, but also brings in social considerations in tandem with
economic growth—is now accepted by many, if not all, governments. But the connections
between economic growth, investment, trade, and environmental protection remain unsettled
and controversial in policy and politics, generating headlines and street protests from time to
time.
Against this background, this paper considers Asian approaches to the relationships
among economic integration and the environment, climate change, and sustainable
development. I begin by mapping the key environmental concerns that relate to trade and
surveying the emerging attitudes of governments across Asia. In particular, I note that Asian
countries have often been on the opposing side of environmental safeguards and sanctions
imposed by Western governments. Second, I look beyond the World Trade Organization and
consider how regional free trade agreements seek to deal with environmental issues. There
remains neither a single regional institution, nor an agreed and effective regional approach to
address such issues. Even within the ASEAN Community, environmental concerns tend to be
kept separate rather than linked and integrated. Third, and briefly in conclusion, I suggest that
the approach will need to shift from trade to a deeper look at economic integration.
Moreover, cooperation and assistance—rather than market access restrictions and
sanctions—will be the more acceptable and effective approach in Asia. Only then might
environmental and climate change concerns be pursued in tandem with economic growth.

Shifting Asian Concerns
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Many developing countries in East Asia have been laggards on environmental issues and
climate change.1 Quite routinely, Asian governments have cited development needs and
North-South divides to emphasize the priority of economic growth, often ignoring clear
evidence of environmental damage. Leading up to the Bali conference on climate change in
2007, many Asian countries were reluctant to participate. Today, however, a number of East
Asian countries have begun to respond to environmental issues, with a clear emphasis on
climate change. Looking at renewable energy, Asia accounts for about two-thirds of new
capacity installed globally.2 China has demonstrated visible leadership on climate change as
the Trump administration has reversed the tone of American climate change policy.
Beginning as laggards, Asia is now moving to lead the transition to a clean energy future.
What explains this dramatic shift in the attitude to the global environmental agenda?
Demands for a rising Asia to take more responsibility in the fight against climate change
certainly plays a part. This call to action is key to note because the global regime on climate
change has become more accommodating to the diversity of response strategies, better
incorporating the concerns of developing countries. However, international statements and
political pressures only account for part of Asian initiatives on climate change. The more
effective demands have come from the production and value chains gains that link East Asia
to global markets. Just as important, the changes have been driven by growing climate
change awareness in Asia and among its people. Communities in East Asia, in response to
visible and too often disastrous environmental harm, are no longer willing to trade
environmental concerns for economic growth. They reject this false dichotomy, and instead
demand economic growth and a healthy environment—sustainable development. This is
leading to real action, seen clearly in relation to the 2015 Paris Agreement, which key East
Asian economies, including China, India, Indonesia, and Singapore, have joined.3
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During the 19th National Congress of the Chinese Communist Party in 2017,
President of China Xi Jinping emphasised that China must seek a sustainable development
model marked by higher production, better living standards, and healthy ecosystems.4 In
December 2017, China formally launched its national carbon market—the largest in the
world.5 China was set to become the world's largest issuer of green bonds in 2017, topping
the list for the second time, after entering the scene in 2016 to overtake traditional green
financing giants such as the United States and France.6
In India, where climate change costs the government US$10 billion every year, Prime
Minister Narendra Modi vowed that his country would go “above and beyond” the 2015 Paris
Agreement.7 With a particular focus on growing the renewables sector, the Indian
government aims to generate 175 GW from a portfolio of renewable energy sources by 2022.
Solar power will account for the majority of the mix, a target of 100 GW, followed by wind
power as the next largest source.8
The Indonesian government, through its Ministry of National Development Planning
and the National Development Planning Agency, will synchronize its strategic development
plans with the United Nations Sustainable Development Goals (SDGs). 9 President Joko
Widodo has also made the issue of illegal forest fires and peatland management a national
priority.10
In 2016, Singapore unveiled its Climate Action Plan to meet its targets under the Paris
Agreement, outlining various measures to reduce its greenhouse gas emissions and enhance
resilience to climate change. Improving energy efficiency across all sectors, including power
generation, industry, and transport, is one of Singapore’s key strategies to reduce greenhouse
gas emissions.11 Besides designating 2018 as the Year of Climate Action, Singapore has also
introduced a carbon tax that targets facilities producing 25,000 metric tons or more of
greenhouse gas emissions per year.12 The tax will initially be set at $5 per metric ton of
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emissions to allow companies time to adjust.13 Singapore’s other climate change efforts
include the Smart Sustainable Cities initiative, which provides Singapore with an Information
Technology framework that allows key officials to monitor its investments in infrastructure
and governance efficiency gains in key areas including environment, transportation, and the
circular economy – all of which contribute to energy efficiency and greenhouse gas emissions
control.14
In the past, many Asian countries focused on highly evident pollution issues that
affected public health. This emphasis led to intensified debate over air quality in cities. Focus
sharpened in particular on the Southeast Asian haze caused by fires in Indonesia, which, in
the worst years, cast a pall not only over the surrounding provinces, but across the whole
region. These issues are important in and of themselves, but they have also been the “wedge
in the door” to bring a wider consciousness for environmental issues. Today, the
interconnections between episodes of hard to ignore pollution, its underlying drivers, and
larger impacts have become more evident than ever. The debate about city air quality is
beginning to implicate policies concerning power generation and industrial development and
planning. Similarly, the issue of fires and haze has resulted in responsive efforts to better
manage the production of key agroforestry crops like palm oil or pulp and paper to “green”
the supply chains, respond to consumer preferences, and provide access to finance to support
these sectors. Policy makers increasingly recognize that these issues are inextricably linked to
global climate change.
Despite this environmental awakening, a number of environmental issues remain in
contention with the West, especially concerning the conservation of nature and biodiversity.
Contested topics include overfishing, trade in endangered species, and tropical deforestation.
Moreover, the economic rise of the region—assuming a similar pattern of development as the
West—denotes an increasing consumption of goods and services, as well as much higher
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demands for energy. Even as they shift towards green growth and sustainable development,
Asian countries do not want to have choose between growth and environmental protection.
They want to enjoy both—a dynamic economy and a better environment. Finding a balance
between the two goals presents a key challenge for the region.
Starting in the 1990s, as Asian economies become more closely connected to Western
markets through global supply and production chains, links to a number of environmental and
social concerns became evident. These continue, and some fear a “race to the bottom.”15 A
contrary perspective argues that economic growth has enabled Asian countries to give
increasing attention to environmental issues; what has been called the “environmental”
Kuznets U-curve.16 This curve shows that public concerns with environmental issues increase
as income rises. Anecdotally, as Asian economies prosper, resistance to pollution does rise.
Just take a look at the revolutionary shift in public opinion in China about air quality in the
recent years.17
As a whole, the Asian reaction to climate change—rather than local pollution—may
be less straightforward. Similarly, the climate impacts of economic activities in Asia are
affected by both the rising scale of production in the region—which pushes greenhouse gas
emissions up—as well as the deployment of cleaner and improved technologies that lower
emissions and improve efficiency with fewer resources consumed per unit of output.18 Given
this mixed picture, the overall impact of trade and economic integration on climate change
and emissions cannot be determined without deeper review. What has been found so far,
however, is not reassuring for environmentalists.19
Conversely, caution about the trade impacts of environmental policies will increase in
Asia as the climate change regime develops. Underlying this caution is that trade measures
have been developed by entities like the United States or Europe, acting unilaterally in
defining what they consider to be important environmental objectives. As a result, there is a
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concern that economic protectionism, rather than true environmental protection, is driving
strategic climate change policy. 20

Current Trade-Environment Rules: Make a Mess or Do Nothing Much?
Trade and economic agreements at the regional level often build on global commitments
undertaken through the World Trade Organization, ensuring consistency and advancing
liberalization initiatives and disciplines that are “World Trade Organization plus.” But
dispute settlements deliver an opposite result. Indeed, trade-environment cases have a great
deal of room for improvement. As a result, long-standing and unsettled debates characterize
the trade-environment nexus—especially relating to species conservation cases addressed in
the World Trade Organization’s dispute settlement mechanisms. Decisions that emerged from
the World Trade Organization almost always decided the balance in favor of trade and have
therefore disappointed environmentalists.21
Nonetheless, over time the World Trade Organization jurisprudence has grown more
supportive of environmental concerns as long as the actions undertaken to promote
environmental goals were not nakedly protectionist and the measures could be seen as the
least trade-restrictive available. Some more recent cases have seemed more sensitive to
legitimate environmental concerns, and interpretations of the same General Agreement on
Tariffs and Trade text have become more flexible with regard to protecting environmental
policies. The controversial US-Import Prohibition of Certain Shrimp and Shrimp Products
case, for example, highlights the progress on trade-environment issues. The dispute was
brought to the WTO because the United States banned the importation of certain shrimp and
shrimp products from countries that used technology that adversely affected sea turtles.
Although, initially, the United States lost the case, the WTO Appellate Body later reversed its
ruling and concluded that the ban was, in fact, consistent with WTO rules.22
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But if history is a guide, we may expect that further friction will arise following the
Paris Agreement as some nations conclude that others are not doing their share to meet global
commitments. This tension might prove to be especially problematic as the General
Agreement on Tariffs and Trade/World Trade Organization panels have primarily sought to
address the issue by applying the basic foundations of trade law and the General exceptions
found in Article XX.23

Regional Approaches in East Asia
The challenges of integrating environmental and climate change concerns with trade and
economic policy are replicated and even amplified when we consider the regional-level
arrangements for East Asia. But without the demands of Western consumers and proenvironment demands of some governments, the intra-Asian agreements have been all but
silent on environmental issues. When the Western powers of the United States and European
Union have been involved, issues have been raised and dealt with in different ways. These
may be briefly surveyed as follows in relation to ASEAN, other efforts including the TransPacific Partnership, and negotiations facing EU trade agreements with Asia.

Association of Southeast Asian Nations (ASEAN)
In 2015, the ASEAN Community was inaugurated with a vision for economic integration,
security cooperation, and better understanding on socio-cultural issues. Even within the
relatively close-knit ASEAN group, however, there is no regime to deal with tradeenvironment issues. Cooperation on environmental issues dates back to 1977, and today
ASEAN aims to “work towards achieving sustainable development as well as promoting a
clean and green environment by protecting the natural resource base for economic and social
development including the sustainable management and conservation of soil, water, mineral,
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energy, biodiversity, forest, coastal and marine resources as well as the improvement in water
and air quality.”24 The new ASEAN Socio-Cultural Community Blueprint 2025 also has a
strong emphasis on promoting and ensuring ozone layer protection, “as well as developing
and adapting environmentally-sound technology” at all times.25 The term “sustainable” is a
recurring theme throughout the 2025 Blueprint with regards to environmental protection,
social development, consumption, production, and responses to natural disasters.26 The
ASEAN nations have also made clear their commitment to climate change action, with each
member government adopting nationally determined contributions under the Paris
Agreement, although some studies indicate that these commitments may not be ambitious
enough.27
The ASEAN institution has three community pillars, and the fact that environmental
concerns are assigned under the socio-cultural community pillar, rather than the economic, or
political-security pillars, should be seen as cause for concern. This lack of policy integration
and coherence across the three pillars of the ASEAN community can fail to take into account
the complex dimensions in environmental issues.
Transboundary haze pollution offers a prime example. Despite the clear economic
linkages to some actors working in certain sectors of the agroforestry industry—palm oil as
well as pulp and paper—it remains an issue under the ambit of the Environment Ministers,
and discussed only under ASEAN’s socio-cultural pillar. Some have questioned the viability
of such an approach since these ministers do not control the licensing in these industries and
have little influence over the production of these goods, or policies concerning land clearance
and the use of fire. The demarcation of environmental issues in ASEAN defies the
understanding today that sustainability and environmental issues are fundamentally economic
issues that must be dealt with in this policy context. This limitation will become even more
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apparent if such an approach is brought to the issues surrounding climate change, such as
energy generation and pricing. 28

Other Asian Efforts and the Trans-Pacific Partnership / Comprehensive and Progressive
Agreement for Trans-Pacific Partnership
The lack of integration of environmental concerns within the priorities of the ASEAN
Community comes into sharp focus in the “ASEAN+1” trade and economic agreements.
Many of these agreements do not even have a chapter relating to environment and sustainable
development issues. Yet a number of emerging pathways can potentially bring further
progress towards the ideals of sustainable development. The Trans-Pacific Partnership,
originally led by the United States, and now completed without it as the Comprehensive and
Progressive Trans-Pacific Partnership, sets out one approach to do so. Within the thirty
chapters of the Trans-Pacific Partnership, a substantial number of provisions include
environmental considerations. For example, the Trans-Pacific Partnership requires member
nations to maintain and effectively enforce their current environmental laws. This provision
specifically targets the concern that a country—particularly a developing country—would
weaken its environmental laws and enforcement to gain unfair comparative advantage.
The Trans-Pacific Partnership also takes steps to ensure that its members comply with
a broad range of multilateral environmental agreements. In a number of cases, it requires
sanctions for noncompliance—above and beyond any provided in the multilateral
environmental agreements themselves. For example, the Trans-Pacific Partnership levies
sanctions and other penalties to prevent the illegal trade of wild flora and fauna, in support of
the Convention on International Trade in Endangered Species of Wild Fauna and Flora—a
multilateral environmental agreement signed by 182 countries that protects against illegal
trade in wildlife. Further, the Trans-Pacific Partnership requires additional protections for
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endangered species, such as rhinoceroses and elephants, and stipulates that countries work to
protect the wetlands and other natural areas. It is also the first trade agreement ever to address
sustainable fishing practices. First, the agreement stipulates that countries must end subsidies
that negatively affect fish stocks in areas that are already being overfished. Second, countries
must stop subsidizing fishing vessels engaged in illegal fishing. Both types of subsidies must
be stopped within three years of the Trans-Pacific Partnership entering into force—a fast
timetable considering that the World Trade Organization has been working, without
resolution, to eliminate fishing subsidies for over a decade.
Further, all member countries will be affected by the logging provisions included in
the Trans-Pacific Partnership, whether a country is a source of the illegally logged timber, a
transit point in the distribution chain, or a source of demand for timber products. The TransPacific Partnership also includes provisions to prevent marine pollution from ships.
Specifically, it restates obligations under the International Convention for the Prevention of
Pollution from Ships (MARPOL), an international agreement to prevent marine pollution, to
which all Trans-Pacific Partnership countries are signatories. The Trans-Pacific Partnership
also encourages cooperation to prevent marine pollution, including limiting emissions from
ships and ensuring adequate port waste reception facilities. While climate change is not
explicitly referenced in the Trans-Pacific Partnership, the agreement does address another
atmospheric issue, that “emissions of certain substances can significantly deplete and
otherwise modify the ozone layer in a manner that is likely to result in adverse effects on
human health and the environment.”29 The Trans-Pacific Partnership thus protects the ozone
layer by limiting the production and consumption of ozone-depleting substances that are
banned by the Montreal Protocol.
In addition to reinforcing the implementation of existing environmental agreements,
the Trans-Pacific Partnership also strengthens cooperation between countries on
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environmental issues more generally. A number of provisions emphasize the need to increase
the development of cost-effective, low-emissions technologies and alternative, clean, and
renewable energy sources. The Trans-Pacific Partnership also eliminates tariffs on numerous
environmentally beneficial goods and directly encourages greater and better environmental
cooperation in a variety of areas from energy efficiency, to accidental ship pollution, to
deforestation. Further, it establishes an environmental committee with a representative from
each country. The committee will meet regularly and will oversee the implementation of
environmental provisions within the Trans-Pacific Partnership. If a country does not meet the
commitments in the Trans-Pacific Partnership, it is subject to a dispute settlement
mechanism.13 Failure to comply can include monetary fines and trade sanctions.30
With these features, the text of the Comprehensive and Progressive Agreement for
Trans-Pacific Partnership goes further on environmental issues than any other treaty
involving Asian countries and provides a platform on which member nations might build in
advancing their collective commitment to climate change action. Moreover, the Trans-Pacific
Partnership breaks new ground in providing the same dispute resolution mechanism under its
environmental chapter as for market access disputes. But for a number of observers and
environmental non-governmental organizations, especially in the United States, these
provisions still fall short of expectations. One report summarized its critical findings as
follows: “The final Trans-Pacific Partnership environment chapter fails to provide adequate
protection in five of six environmentally critical areas, while doing nothing to strengthen an
enforcement mechanism that has consistently failed to curb environmental violations on the
ground.”31

EU-Asia: Unilateralism Impositions?
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Another approach to link economic agreements to sustainable development concerns can be
seen in the European Union’s proposed trade deals. The European Union previously had a
foreign trade agreement with South Korea., but it has subsequently negotiated a foreign trade
agreement with Singapore, which is intended to be a “pathfinder” to further agreements with
Asian countries and, especially, the ASEAN group as a whole.
It seems very likely, if not inescapable, that any future European Union-ASEAN
foreign trade agreement will need to address environmental and other sustainable
development issues, including provisions to promote climate change action. Whether these
commitments emerge as part of the foreign trade agreement or by linked environmental
agreements and undertakings remains to be seen, but the outline of the path forward has
begun to emerge. The European Union recently issued, for instance, a plan to enhance
environmental protection and other aspects of sustainable development, including labor
rights. It referred to trade talks with Indonesia as an example of the European Union’s efforts
to seek a wider inclusion of themes, such as working conditions and “responsible” supply
chain governance.32 The European Union sees these types of clauses and agreements as
building blocks on the way to broader integration.33
Controversies regarding these agreements are brewing. For example, the European
Union’s recent decision to limit the use of palm oil from Indonesia and Malaysia as biofuels
and to require certification of sustainable production starting in 2019 has sparked
controversy. This decision represents something of a compromise compared to earlier
resolutions by the European Union Parliament that led to fears of an immediate ban. Instead,
the decision gradually phases out palm oil for use in biofuels where there are risks that its
production has accelerated deforestation, directly or indirectly. Similarly, environmental and
ethical issues have been raised about other natural resources that are traded—illegally logged
or fish and marine resources—with different Asian and ASEAN partners. In some cases, the
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European Union and the affected Asian exporting country agreed on certification and
compliance processes.
But other areas—exemplified by fish and marine products from certain countries
accused of illegal and unregulated fishing—remain contested. The current models of foreign
trade agreements between the European Union and Asian/ASEAN partners have not
incorporated these issues. Instead, such environmental controversies have arisen in political
and other forums. In some cases, they have resulted in resentment and resistance where the
standards imposed are perceived to be Euro-centric policy choices that smack of unilateral
imposition and possible protectionism.
To return to the palm oil example, Indonesian producers argue that the proposed
European Union barriers will target their own production of edible oil and biofuels from
soybeans and rapeseed, which are markedly less productive. Thus, the European Union’s
measures can be seen as a “double negative;” both anti-free trade and anti-sustainable
development. This example illustrates that certain decisions that seek to promote
environmental objectives (such as preventing tropical deforestation) can have
disproportionately negative social impacts, affecting the livelihoods of many palm oil small
holders. If the European Union and ASEAN are to proceed with a foreign trade agreement, a
two-way dialogue on trade-environment and climate change issues will be needed, with
deeper thinking on how best to deal with specific products as well as to re-shape the overall
framework of trade policy.

Incentives for Green, Climate Change-Friendly Goods and Services
In contrast to “double-negative” measures, there remain some who hope that incentives and
assistance can help countries meet environmental objectives, while also increasing trade—a
“double-win.” There has been a long-standing idea that, where tariffs and other measures
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impact trade in goods and services, preferences and incentives can be given for “green,”
climate change-friendly products and services.
The World Trade Organization and the Asia Pacific Environment Cooperation
(APEC) created a few initiatives for such products and services. While the idea has
increasingly gained purchase, efforts for implementation have seen only modest progress.
Little agreement has been reached between countries of what constitutes a “green” product.
States took a classification approach, exchanging their list of “green” products with other
states on an offer and acceptance basis. Each item agreed between the parties would then
receive preferential treatment for freer trade between the parties. However, little that was
offered by one state received acceptance by others. Instead, each state tended to stand on its
list. Nor did states reach an agreement on the broad criteria about what constitutes a “green
product.” Indeed, in some cases, the reverse has been true. Sometimes, the same product can
be assessed in diametrically different ways by the parties involved. In the previouslymentioned case of palm oil, for example, exporters portray their product as pro-environment
even as the importing countries denounce it as anti-environment. In another dispute, solar
panel exports from China were not given any preference as a “green” product. Instead, the
United States challenged the Chinese proposal, citing trade disciplines relating to subsidies.
These disputes highlight that, while incentivising green products and services seems like an
attractive and common sense approach, agreement on the specific products that qualify often
remains allusive.

Concluding Remarks: A Search for Possible New Approaches
Trade policy choices that strive for environmental and economic good in tandem have been
very limited to date, possibly necessitating alternative approaches that go beyond the trade of
goods and services. Specifically, there is a pressing need to deal with underlying issues in
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production and process methods, including energy subsidies, supply chains, and green
finance.
In many Asian countries, energy prices remain subsidized, which distorts true energy
demand. In addition, the hunger for energy is increasing along with the economic rise of the
region, creating a risk of rising greenhouse gas emissions. One debate in the region that
follows, naturally, is about the use of coal—plentiful and cheap in a number of Asian
countries—to meet the gap in energy supplies. At the same time, given the Paris Agreement
as well as concerns about local pollution, there is a broad consensus that pricing carbon—
internalizing the externality—is critical to correct markets and allow them to serve as a fair
basis for climate change action. Carbon taxes also help in the transition to renewable, noncarbon energy sources like solar and wind. Indeed, a number of countries over the last two
decades have introduced a carbon price. In comparison, foreign trade agreements are poor
instruments to deal with the core issues of policy, finance, and infrastructure, all of which are
necessary tools to foster transition and address the resulting negative externalities. Article 6
of the Paris Agreement lays the groundwork for an international regime governing the use of
market mechanisms to help countries meet their nationally determined climate change
targets, yet negotiations on this specific provision have been pushed off.34
Standards within supply chains are another area where climate change policy could
make Asian trade more climate change-friendly, whether for manufactured goods or in
resources extraction. Technical requirements may take the form of maximum levels of
emissions or of energy consumption, or they may specify standards for energy efficiency for
both products and production methods. In Asia, with its growing consumer class and rapid
urbanization, it would be fruitful to focus on consumer electrical equipment and set “green”
standards in buildings, transport, and industry.
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Green finance offers a third potentially beneficial avenue for greater economic
integration and climate change action across Asia. Especially when it comes to infrastructure,
climate finance could have a significant impact in helping the region decarbonize. Green
finance can provide a mechanism for expanded investment in projects that would allow for
low-carbon options to be adopted. Governments of the world are continually making more
resources available for climate finance, and the Standing Committee on Finance to the UN
Framework Convention on Climate Change reported that climate finance flows increased by
17 percent in the period from 2015-2016 compared to the previous two years with high bound
estimates increasing to $681 billion in 2016 from public and private sources.35 Yet, a
considerable amount more is needed to reach the levels of financing required to facilitate the
transition of the global economy toward low-emissions sustainable development in line with
keeping planetary warming near or below the global goal set in the Paris Agreement.
The Intergovernmental Panel on Climate Change estimates that limiting warming to
1.5°C would require an average annual investment of $2.4 trillion in energy systems alone.36
If finance is the lifeblood of the economy, then green finance is key to the development of a
sustainable development and pro-climate economy. The launch of a “green bank” in Malaysia
shows the creative possibilities that need to be explored.37
Green finance can move many different sectors of the economy towards better
environmental outcomes. If scaled properly, it can also help address social and equity
concerns to support sustainable development goals. For example, green finance can
incentivise smallholders in the agricultural supply chain to adopt sustainable practices in land
clearing and crop management. It can also help incentivize trade in certified green products
by underwriting the cost of certification processes.38 But perhaps the most visible “big ticket”
area where green finance can be beneficial is the development of infrastructure. With most
infrastructure projects, there are large capital requirements. Therefore, any differential

17

between green and normal finance can be multiplied to scale up benefits. In a number of
cases, the more sustainable project will require more capital upfront. However, upfront costs
can be recovered from efficiency gains or other energy savings. The “climate change action”
business case will be much improved if the larger initial capital expenditure cost can be
underwritten by green finance.39
Initial green finance steps have been taken in Asia, notably by China and Japan, and
at an earlier stage by some countries in ASEAN, including Singapore.40 Much more work,
however, is required to transform the financial systems of the region, both generally and
especially in relation to infrastructure connecting the region. Such efforts are of course very
different from free trade and economic cooperation agreements. They may, however, be
regarded as a practical form of economic integration and the degree to which they are
“greened” can also be key. What is beginning to emerge within these countries has
implications not only for the environment, but also for trade and investments across the
region. Economic activities and cooperation can no longer be isolated from concerns with
climate change, environmental protection, and sustainable development. Take for example,
China’s Belt and Road Initiative, which has attracted controversy and criticism for a range of
reasons, including environmental and social concerns.
It is true that there have been instances in the past when China has funded and led
projects that were seen to be damaging to the environment. One clear example of this was the
Myitsone dam to be built in Myanmar, which was called off by the then-military-supported
government, citing concerns on the high environmental and social harms. However, policy
changes seem to be underway.41 It is noteworthy that the involvement of multilateral
development banks such as the Asian Infrastructure Investment Bank and the use of green
bonds is increasingly prominent and is likely to evolve further. 42
Looking at these issues—energy, supply chains and product standards, and green
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finance, especially in relation to infrastructure—would go beyond questions of international
trade per se, and expand the focus to how traded goods are produced, priced, and provided,
and consider any environmental or climate change conditionality that could incentivise one
product over another. This broader focus would effectively go beyond the “second best”
approach to trade measures that has been controversial in trade-environment debates. Such an
approach could also be more intrusive and is in tension with trade rule approaches that insist
on assessing the good itself, rather than how that good is made. The questions of incentives
and subsidies to incentivise green actions might also be seen as inconsistent with some
interpretations of current trade rules. The Paris Agreement does not fix policy choices and
instead recognizes, through the use of nationally determined contributions, that the schemes
adopted by different countries will differ according to their capacities and policy choices.
Given the diversity and the provision of subsidies of different types and amounts, it is
possible that these schemes may become controversial in terms of the trade disciplines,
especially regarding subsidies.
The trade and environmental protection regimes often appear to come into conflict
with one another. The World Trade Organization rules have not been successful in dealing
with even the most basic controversies over the use of trade measures to press forward
environmental causes. At the global level, we have yet to find ways to balance tradeenvironment concerns in a way that is consistent over time and accepted as legitimate by all
the stakeholders. As the Paris Agreement prompts more countries to take climate change
action, there will be more tests of the rules and processes to handle climate change policy
differences between countries. These agreements allow a broad range of diversity in what
states do to implement their nationally determined contributions and other obligations,
emphasizing monitoring, financial assistance, and capacity building as means to foster
compliance by states, rather than sanctions and “sticks” to enforce and compel. Addressing
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climate change will drive changes in many sectors, government policies and rules, and reveal
new dimensions of competitiveness and comparative advantage. It is inevitable, therefore,
that climate change efforts will impact economic integration efforts, and vice versa.
As the countries in East Asia continue to grow and seek deeper economic cooperation
and integration, these challenges will surface at the regional level—and how the tensions are
worked out may provide a model for the world. At present, the East Asian economic
agreements and processes have largely avoided these issues or else have insufficiently dealt
with them. Even the most advanced agreement, the Comprehensive and Progressive
Agreement for Trans-Pacific Partnership, aligns with existing multilateral environmental
agreements but not with the Paris Agreement. As the international community moves ahead
with further economic integration—and the sustainability imperative—many more and
deeper issues must be addressed.43 These include not just trade practices, but also essential
elements of production and process methods in different sectors including, as discussed,
energy pricing, standards, and finance. As East Asian economic integration advances, climate
change and trade integration efforts in ASEAN and East Asia must be increased to balance
complex environmental and climate change concerns.
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