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EXECUTIVE SUMMARY

Part I: Trade, investment and climate change: an overview

of issues, concepts, linkages and trends

Trade and investment play a key role in mitigating climate change. The experiences

of many Asian-Pacific economies over the past few decades provide clear evidence that

trade and investment are the engines of economic growth and development. At the same

time, questions can be raised about the sustainability of trade and investment, and the

economic growth they trigger. With regard to climate change, it is obvious that trade and

investment have been principal, if indirect, contributors to global greenhouse gas (GHG)

emissions: trade through transportation and investment through production. As trade and

investment increased rapidly in the region, GHG emissions rose as well. This is known as

the “scale” effect. However, trade and investment also affect GHG emissions in other ways.

For example, trade allows access to climate-friendly or climate-smart goods and technologies

(CSGTs) while investment is required to develop and produce CSGTs, including renewable

energy technologies (RETs). Second, as trade triggers growth and more wealth, consumers

become more environmentally aware and may demand environmentally-friendly goods and

technologies. In the end, it is only through trade and investment that more effective and

efficient climate-smart technologies (CSTs) and RETs can be developed, produced and

disseminated. When renewable energy (RE) replaces traditional fossil fuels, trade and

investment are no longer associated with GHG emissions. Instead, trade and investment

become principal components of efforts to mitigate climate change. Hence, sustainable trade

and investment related policies at the national, regional and global levels are required to

promote climate-smart trade and investment.

Trade and investment are essentially business activities that take place most

efficiently and effectively in the context of a free but fair market and economy. Government

policy is required to ensure that the benefits of trade and investment are both optimized and

shared equitably by all. Policies are also required to ensure that trade and investment lead

to sustainable and climate-smart growth, i.e. growth that entails sharply reduced GHG

emissions to a level (450 parts per million [ppm]) that limits the global temperature rise to

not more than 2ºC by the end of the century. Such policies can be structured into regulatory

measures (including regulations, standards and labelling), and economic incentives

(including taxes, tradeable permits and subsidies) and cover trade and investment policies

but also other policies (i.e. financial, energy and enterprise development policies), which

have a direct impact on trade and investment.

Global and regional approaches towards promoting climate-smart trade and

investment need to be properly coordinated and to address the concerns of developing

countries to achieve a 3W outcome. Addressing climate change effectively may affect the

economic growth of developing countries, at least in the short term. Such countries are

clearly concerned that any global or regional action to mitigate climate change may

negatively affect them. Already, many developing countries hold the view that the problem of
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climate change is basically caused by developed countries and, hence, developed countries

must bear the main responsibility to address the issue, including through the provision of

technical assistance and transfer of CSTs to developing countries. Without technology

transfer and technical assistance, developing countries would not be able to develop capacity

to trade and invest in CSGTs. Developing countries also fear, not entirely unjustifiably, that

measures put in place by developed countries to mitigate climate change are sometimes

protectionist measures in disguise. At the same time, many developing countries have

witnessed significant growth in recent years but have at the same time significantly raised

their GHG emissions. As they are, in turn, heavily affected by such emissions they need to

be part of the solution through active engagement and levels of commitment to GHG

reductions that do not unduly affect their growth and efforts to reduce poverty. The promotion

of trade and investment in CSGTs is a strategy that leads to a win-win-win (3W) outcome for

all, i.e. the simultaneous achievement of growth in trade and investment, economic growth

and climate change mitigation. Such an outcome can be achieved if trade and investment

policies are properly coordinated with, and mainstreamed into climate change mitigation

policies at the global, regional and national levels.

The Asia-Pacific region, led by China and India, has rapidly increased its GHG

emissions over the past decade due to the export-led growth of the region.

The engagement of Asian and Pacific developing countries in global, regional and

national efforts to mitigate climate change is particularly important, as the region has rapidly

increased its GHG emissions over the past decade due to export-led growth. In 2005, East

and North-East Asia accounted for the largest share of the Asia-Pacific region’s emissions at

53.3 per cent, followed by South and South-West Asia at 18.8 per cent. China surpassed

the United States to become the world’s largest emitter of GHGs in 2005, the latest year for

which data are available for all greenhouse gases. Of 185 countries and economies, India

was ranked fifth and Indonesia twelfth. However, emissions per capita are relatively low while

the CO
2 
emission intensities (the level of CO

2
 emissions per economic output or CO

2
/GDP)

dropped for most Asian economies during 1992-2006, as their economies grew faster than

their CO
2
 emissions. Energy is the largest contributing sector to GHG emissions in the

region, accounting for almost two thirds of all regional GHG emissions. The agricultural sector

also significantly contributes to GHG emissions; worldwide, farms and related facilities

contribute approximately 20 per cent of the annual increase in anthropogenic GHG

emissions. The share of the transport sector to GHG emissions varies from country to

country. In the manufacturing sector, carbon-intense industries in the region include iron and

steel, pulp and paper, forestry and furniture, and cement as well as fossil fuels.

Emissions resulting from trade (covering production and transportation) are not

necessarily higher than emissions resulting from local production replacing trade. It is

tempting to associate trade in a good to be associated with higher GHG emissions that are

related to the transportation of that good. However, when GHG emissions are calculated on

the basis of emission intensity indices of exports and imports it appears that sometimes the

import of a good will result in lower GHG emissions than if the good has been produced

locally. Thus, a careful analysis of the impact of trade on GHG emissions is in order before

a judgement can be made on the contribution of trade to GHG emissions. Such an analysis
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shows that China, Indonesia and Viet Nam import commodities that are produced (overseas)

with lower emissions than if they were produced locally (import emission indices are less

than 1), while the reverse holds true for Bangladesh, India and Thailand. This implies that

China, Indonesia and Viet Nam are importing from regions that use cleaner production

techniques than those used domestically to produce such goods, while the reverse holds

true for Bangladesh, India and Thailand. A similar analysis shows that Bangladesh, China,

India, Indonesia, Thailand and Viet Nam export commodities that are locally produced with

more emissions than the emissions that would have resulted from production locally in the

destination countries, while the opposite is true for Japan, the Republic of Korea and

European Union-15 economies.

It follows that emissions from trade (covering production and transportation) are not

necessarily higher than emissions from local production replacing trade. This finding is based

on partial accounting for transportation-related emissions and on the fossil fuel energy use

in production, but should be improved when more recent and more comprehensive data

become available. However, based on currently available data, it is obvious that the solution

to climate change mitigation is not a reduction in trade but rather the replacement of

conventional fossil fuel-based technologies by climate-smart technologies. This would allow

countries to benefit from trade-led growth with no (or little) adverse impact on climate and

environment.

Whatever the scenario for future GHG emissions, trade and investment in the

Asia-Pacific region will most likely be severely affected by climate change. While it can be

argued that climate change will trigger changes in comparative advantages that lead to

potentially new but long-term trade and investment opportunities, generally most reports refer

to the potentially huge damage effects of climate change on developing countries leading to

increased vulnerabilities in important economic sectors, particularly in the Asia-Pacific

region. Even under the most optimistic scenarios for mitigation of climate change, global

temperatures will rise; even a moderate rise will have major impacts on production, trade

and transportation patterns in the region.

In particular, the likely consequence of climate change is an increase in severity of

weather patterns that lead to floods, drought and desertification, particularly in coastal areas.

Such natural disasters lead to loss of productivity, particularly in agricultural areas in

(sub)tropical regions and, hence, a decrease in food production. Increased agricultural land

may become available only in more temperate climates. Inundation of coastal areas will affect

transport infrastructure for trade such as ports and production – and, hence, investment –

most of which normally takes place in areas close to rivers and coasts. There will be

a decrease in biodiversity and traditional knowledge, which often provide competitive

advantages in trade for some countries, while (water-borne) diseases are also likely to

increase leading to a loss in labour productivity.

It is therefore important to take drastic and collective measures to mitigate climate

change to at least minimize the negative effects of climate change. As the energy

requirements of the Asia-Pacific region are forecast to grow rapidly during the next few

decades, reliance on “business-as-usual” is no longer an option for ensuring sustainable



4

development. According to Asian Development Bank (ADB) estimates, by 2030, primary

energy demand in Asia and the Pacific is expected to grow by more than 79 per cent

compared with 2005 if recent trends in energy development and use persist. This translates

into an additional 7.7 trillion tons of CO
2
 emissions entering the atmosphere, and positions

Asia and the Pacific markedly ahead of the Organisation for Economic Co-operation and

Development (OECD) in terms of aggregate emissions.

Global and regional trade in climate-smart goods and technologies is rising, but still

only around 3 per cent of total global and regional trade, respectively. At the core of climate

change mitigation efforts is the switch from fossil-based energy to RE sources in

manufacturing and transportation (and household use). ESCAP has compiled a list of

64 CSGTs that are essentially goods and technologies which, when effectively used in the

production process, would reduce or minimize GHG emissions. It appears that global and

regional trade in CSGTs is rising, but is still only around 3 per cent of total global and regional

trade, respectively. A major problem associated with the relatively low level of trade in

CSGTs, and trade in environmental goods and services in general, is the absence of a viable

market.1  However, Asia and the Pacific is emerging as the most dynamic region with regard

to trade in CSGTs, with China and Japan the top two exporting countries. In 2009, the region

accounted for about 34.4 per cent of world trade in CSGTs while intraregional trade in CSGTs

is about 50 per cent of the region’s total trade in these goods.

The CSGT group contains four subcategories of technologies related to RE – solar

PV systems, wind power generation, clean coal technologies and energy-efficient lighting

(a residual fifth category comprises the largest number of CSGTs). The Asia-Pacific region

as a whole is a net exporter of solar PV systems and energy-efficient lighting. In contrast,

the region is a net importer of both wind power generation and clean coal technologies.

However, there are sharp differences with regard to the development of trade performance

in these two technologies. For example, while the region is a net importer of wind power

generation and clean coal technologies, the import-export coverage is much higher for wind

power generation technology than for clean coal technology.

China has become the world’s largest solar PV manufacturing base, but around

95 per cent of China’s solar cell production was exported in 2007 largely due to feed-in tariffs

and other financial incentives that were provided to support solar power in major foreign solar

markets. China is also a leading exporter of wind energy technologies, although most of the

output is for domestic consumption. Japan and the Republic of Korea are two other leading

exporters of CSGTs.

The estimated trade potential in 2008 for CSGTs in Asia and the Pacific was

$30 billion. Promoting trade in CSGTs is only a viable policy option if there are opportunities

for such trade. A recent ESCAP analysis revealed that such opportunities indeed exist and

can be significant, as measured by indices such as the competitiveness index (CI), revealed

comparative advantage (RCA) index and regional orientation index (ROI). In particular, the

analysis found that trade in CSGTs had a regional bias for most of the economies in the

1 In addition, trade in CSGTs is not adequately captured by statistical data.
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region and that almost all CSGT net-importing economies import predominantly from Japan,

Hong Kong, China, and, more recently, China. There is also a clear propensity to export

CSGTs intraregionally rather than outside the grouping, although this propensity has declined

the past few years. The analysis also found that not all economies were globally or regionally

competitive in CSGTs, but could be potentially competitive if appropriate policies were

implemented.

In this regard, promoting trade in CSGTs means, most of all, reducing barriers to such

trade. Although import tariffs on key groups of CSTs have come down in most countries of

the region, in others tariffs remain high, both in absolute terms and relative to their average

tariff for all industrial goods. However, a gravity model-based analysis reveals that tariffs do

not appear to play a huge role in determining trade in CSGTs. At the same time, various

non-tariff barriers (NTBs) continue to hamper effective global and regional trade in CSGTs. If

such obstacles were to be removed and countries were to exploit the opportunities offered

by trade complementarities through adopting relevant climate-friendly regulations and

standards, the export potential for CSGTs in the region would be close to $30 billion based

on 2008 data.

Reducing GHG emissions will require major investments in power generation,

manufacturing, transport and buildings. Already, the Asia-Pacific region is leading global

investments in RE projects. Unlike the case of trade, investment data on CSGTs are more

difficult to come by. Global investments in sustainable energy reached $243 billion in 2010,

up from $186 billion in 2009, and represent a nearly five-fold increase since 2004. The

majority of global investments in RE projects in 2009 went to the wind sector (57 per cent of

investments and nearly half of installed capacity), followed by solar (20 per cent), and

biomass and waste (9 per cent). Several ESCAP members were among the major investors

in RE globally. Despite the economic downturn, RET investments in Asia and the Pacific

increased by 30 per cent in 2010. This compares very well with a drop of 22 per cent in

Europe. The best performer overall was China, which by far topped the list ($39.1 billion in

2009, nearly double the investment of $22.5 billion in the United States). Renewable energy

still accounts for a small share of overall energy capacity, both globally and regionally, but

that share is growing. Together with China, both India and Japan are among the world’s top

seven countries in terms of installed capacity in RE. Other countries in Asia and the Pacific

that have exhibited relatively strong growth in either investment or installed capacity during

a five-year period included Australia, Indonesia, the Republic of Korea and Turkey. Wind

energy attracted the most investment (as a percentage of total investment), not only globally

but in most G-20 ESCAP countries, including Australia, China, India and Turkey. Solar power

garnered the majority of investment in Japan (72 per cent) and the Republic of Korea (69

per cent). In Indonesia, almost all investment in RE has been directed to geothermal energy.

An additional annual $1 trillion of global investments will be needed by 2030 to meet

emission targets, with more than half (some $600 billion) in Asia and the Pacific. It is

estimated that approximately $600 billion in investments will be needed in the Asia-Pacific

region to meet emission targets that will limit the global temperature rise to less than 2ºC by

the end of the century. China is expected to constitute a large part of these investments, at

around 26-33 per cent of global investments. In addition, close to $100 billion a year will be
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needed in India, followed by Japan and the Russian Federation with investment needs of

$46 billion and $42 billion per year, respectively. Together, these four countries alone are

projected to account for almost $500 billion or 53 per cent of the required global investments

in the energy sector during 2021-2030.

The majority of investments are expected to be required in the transportation and

buildings sectors. This will particularly be the case after 2030, when the transportation sector

is expected to make up for nearly half of all investments. Investments in “green” buildings

are likely to occur earlier, as the necessary technologies are already largely available. The

power sector (generation, transmission and distribution) is expected to come third, followed

by industry (mainly through investments in the three sectors of iron and steel, chemicals and

petrochemicals, and cement). Most investments in reducing energy-related emissions are

expected to be in energy efficiency improvements, particularly end-use efficiency (industry,

residential and transport).

Savings in fuel and electricity costs will more than make up for additional investments

in mitigation of climate change.

Most climate change-related studies highlight that any delay in investments in

mitigation efforts will drastically increase the total cost of overall required investments.

Therefore, quick action is imperative. The quicker that action is taken, the lower the costs

over time will be. Rapid action to mitigate GHG emissions in the power and industry sectors

is particularly important in order to avoid a long-term lock-in in high GHG-emitting

infrastructure.

In view of the above, there are clearly many investment and business opportunities

in developing and producing CSGTs, particularly with regard to investment in energy

efficiency, RE production and RETs. However, business needs to get the proper signals from

governments. For that purpose, a comprehensive policy framework will be needed for

decreasing business risk and increasing business opportunities in climate change mitigation.

Part II: Cohesive and coherent climate-smart trade

and investment policies

Effective mitigation of climate change requires a comprehensive and carefully

coordinated policy approach that focuses on policies promoting trade and investment in

CSGTs.

The mitigation of climate change requires a comprehensive and carefully coordinated

policy approach with the focus on policies that promote trade and investment in CSGTs and

climate-smart services. As discussed above, RE assumes a central role in the mitigation of

climate change; however, the effective development and utilization of CSTs and RETs require

large amounts of investment as well as liberalization and facilitation of trade in those

technologies to ensure access by all countries. Trade and investment policies therefore

assume a central role in the policy mix to mitigate climate change and they would similarly
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be important in efforts to adapt to climate change. However, such policies cannot be

formulated in a vacuum; instead, this should be done in the context of the formulation of

a comprehensive policy mix, including other policies that are not, strictly speaking, trade or

investment policies but have nevertheless a potentially large impact on trade and investment.

Part II of this study explores the following policy areas:

(a) General policies, such as Nationally Appropriate Mitigation Actions (NAMAs),

National Adaptation Programmes of Action (NAPAs), appropriate legal

framework and compliance mechanisms, cap-and-trade systems, sectoral

policies, including reducing emissions from deforestation and forest degradation

(REDD), and sustainable public procurement;

(b) Trade policies consisting of policies that restrict or ban the import or export of

carbon-intensive products, but with focus on policies that promote export and

import of CSGTs;

(c) Investment policies comprising policies that promote domestic and foreign

investment, particularly foreign direct investment (FDI), in the development and

production of CSGTs;

(d) Financial policies in support of climate-smart trade and investment, including

policies that offer financial rewards or incentives for processes, products and

services considered to be climate-smart, and policies that impose financial

penalties on processes, products and services considered to be carbon-

intensive;

(e) Renewable energy and RET policies and related industrial policies, such as

feed-in-tariffs and renewable portfolio standards, policies for promoting climate-

smart standards and labels, and policies for facilitating the transfer of CSTs and

RETs;

(f) Policies that support the development of climate-smart enterprises, particularly

small and medium-sized enterprises (SMEs), including public-private

partnerships;

(g) Policies to strengthen regional cooperation in support of climate-smart trade

and investment.

The liberalization and facilitation of international trade in CSGTs and climate-smart

services should be pursued through every available channel, preferably unilaterally and

multilaterally, and regionally and bilaterally as a second-best option. Trade policy in the

context of mitigation of climate change can take two forms. One set of policies discourages

trade in relatively carbon-intensive goods and services while the other set promotes trade in

CSGTs. Trade in carbon-intensive goods and services should be discouraged through

environmental laws and regulations implemented on a non-discriminatory basis rather than

through trade-distorting measures, which should be avoided. In general, this study does not

advocate restrictions on trade and therefore the focus is on the promotion of trade in CSGTs

and climate-smart services. Direct promotion can take place on the basis of trade fairs and

trade missions etc., especially for countries that have developed competitive advantages in
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CSGTs. Countries could also promote paperless trade in all goods, including CSGTs, and

facilitate trade and transport of all goods and services through easy procedures and single

windows.

However, it appears that trade in CSGTs is hampered by numerous obstacles,

particularly NTBs. Therefore, there is much scope for liberalizing and facilitating trade in

CSGTs. This can be done unilaterally, multilaterally, regionally or bilaterally. Attempts to

liberalize CSGTs and climate-smart services at the multilateral level have taken place within

the context of the Doha negotiations on liberalization of environmental goods and services,

but the negotiations have failed to make much progress in the absence of a consensus on

definitions and lists of environmental goods and services. Nevertheless, multilateral and

unilateral liberalization efforts remain the priority channel. At the same time, countries could

negotiate for “policy space” in WTO rules to allow climate-smart policies that currently could

violate existing WTO rules.

Liberalization of CSGTs and environmental goods can also take place through

regional and bilateral trade agreements (RTAs). Various RTAs in the region have already

high coverage of CSGTs (as per the ESCAP list). For example, the coverage of CSGTs is

100 per cent in the case of the Association of Southeast Asian Nations Free Trade Area

(AFTA) and the South Asian Free Trade Agreement (SAFTA), and close to 90 per cent in the

case of the Asia-Pacific Trade Agreement (APTA), when the Fourth Round will be finished,

although the level of liberalization may not be as substantive. However, many other RTAs

remain rather shallow in terms of coverage and commitment. When negotiating RTAs,

countries could ensure a comprehensive coverage of CSGTs (by their own definition, if there

is no consensus). In addition to general exception clauses in RTAs, countries could also

ensure inclusion of comprehensive and clear environment clauses in RTAs, which would

enable parties to facilitate the control, regulation and import of climate-unfriendly goods and

services. In the final analysis, however, RTAs have inherent limitations in that they are

by definition discriminatory and often have rather restrictive rules of origin. They remain

a second-best option.

Border carbon adjustments (BCAs) should be avoided. The application of such

adjustments should not be a preferred climate-smart trade policy tool, as BCAs may

constitute disguised restrictions on international trade and disproportionally affect exports

from developing countries. Various countries have contemplated their use in order to level

the playing field between domestic products and imports, and to prevent so-called “carbon

leakage”, which refers to the relocation of businesses from countries with relatively strict

climate mitigation laws and regulations to countries with less strict laws and regulations

(similar to so-called “pollution havens”). However, there is no strong evidence of such

a phenomenon. In addition, it is very difficult to calculate adjustments for direct and indirect

cost differentials associated with climate change policies. In any case, as the compatibility of

BCAs with WTO law is uncertain, Asia-Pacific countries could in the meantime consider the

establishment of a regional mechanism and disciplines for BCAs on a non-binding basis.

Climate-smart FDI should be pursued on a priority basis as it has high potential to

transfer capital, technology and expertise for climate-smart growth and development. While
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transnational corporations (TNCs) have often been accused of violating environmental laws

and regulations, they are important players in developing and producing CSGTs. They also

tend to develop climate-smart standards and labels, and expect their suppliers, often SMEs,

to conform to such standards. Therefore, the attraction and promotion of FDI in CSGTs is an

important climate change mitigation policy, as such FDI can potentially bring capital,

technology and expertise in convenient packages. However, FDI in CSGTs faces various

obstacles that do not significantly differ from obstacles to FDI in general. Among the most

important barriers to climate-smart FDI are technical/infrastructure (including grid-related)

barriers, and administrative and market-related hurdles. In addition, the lack of financial

incentives and clear environmental regulations, existence of domestic energy monopolies

and subsidies for conventional energy sources are cited by investors as important barriers.

Investors (including those who can be characterized as climate-smart investors)

obviously favour countries that: (a) maintain open markets, and enforce their laws and

regulations; (b) have a good reputation in investor after-care with a minimum of corruption;

(c) are WTO members and employ investment-conducive trade and industrial policies;

(d) enforce intellectual property rights and international labour standards; and (e) have

a good track record in settling investment-related disputes. Within the context of this study,

the following policy recommendations are proposed:

(a) Mainstream FDI into climate-smart development strategies;

(b) Create an enabling regulatory framework;

(c) Pursue regional market integration in support of regional climate-smart value

chains;

(d) Liberalize and deregulate energy markets (particularly the power sector);

(e) Provide specific incentives and privileges for climate-smart investment;

(f) Avoid performance requirements;

(g) Provide the necessary infrastructure (such as special economic zones) and

institutional framework for climate-smart FDI;

(h) Promote and target specific climate-smart investment;

(i) Leverage the power of institutional investors such as pension funds, insurance

companies and sovereign wealth funds (SWFs);

(j) Facilitate climate-smart investment and pay due attention to investor after-care;

(k) Formulate and implement supporting policies related to enhancing fair trade

(competition), IPR protection and human resources development;

(l) Fill investment gaps through public investment or public-private partnerships.

International investment agreements could be an important tool for promoting

climate-smart FDI. Countries should also pursue international investment agreements

(IIAs) conducive to climate-smart FDI. Like RTAs, IIAs – particularly bilateral investment

treaties (BITs) – have proliferated. Although BITs usually do not have specific environmental
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clauses they also tend to focus on post-establishment rather than pre-establishment

issues, leaving the country in charge of the decision of what kind of investor to admit.

However, pre-establishment rights are making inroads in BITs, which may, in any case,

restrict policy space for environmental purposes, in particular under provisions such as “fair

and equitable treatment” and stabilization clauses. Such restrictions may also be included in

investment contracts between investors and host governments. In negotiating BITs and other

IIAs, countries need to ensure that their policy space to limit GHG emissions and protect the

environment in general is not compromised and that such policies cannot be challenged

under standard provisions of such agreements. For example, IIAs should not undermine the

right of countries to undertake environmental impact assessments, including assessments

of impacts and implications of GHG emissions associated with a particular investment. Such

assessments should be made for all investments. Countries should also ensure that IIAs have

clear provisions and procedures for international arbitration of investment-related disputes.

Financial policies need to be implemented that put a cost on carbon (e.g. carbon tax)

and provide financial incentives for the development and use of CSGTs (subsidies). The

promotion of trade and investment in CSGTs will be difficult if there are no proper price

signals discouraging the use of carbon-intensive products. A carbon tax is a convenient if

not perfect market-based instrument that puts a price on carbon and helps to change the

behaviour of producers and consumers towards the use of RE and the adoption of energy

efficiency. Carbon taxes should ideally be revenue-neutral, i.e. the tax revenue is returned to

businesses producing or using RE and consumers of RE rather than fossil fuel in the form of

tax breaks or subsidies of “green” projects. As such, local businesses will not lose

international competitiveness as a result of the tax.

At the same time, financial support should be given to the development and use of

CSGTs, for example in the form of subsidies. Such subsidies, however, have to conform to

WTO rules, which allow general subsidies for the support of an industry, including CSGTs,

not contingent on export performance, such as subsidies for research and development

(R&D). Direct RE subsidies would be considered “specific”, which warrants their prohibition.

With regard to biofuels, the WTO Agreement on Agriculture allows domestic and export

subsidies on the products covered under the Agreement, provided that WTO members

schedule their subsidies that are subject to reductions. At the same time, traditional financial

support for fossil fuels should be reduced or eliminated in a phased manner in order to

prevent undue harm to the poor segments of society. The funds could have better alternative

use, i.e. to directly assist the poor. For example, complementing the removal of such

subsidies with the introduction of targeted transfers or tax relief for low-income households

is one way of ensuring subsidy removal would achieve GHG reductions while at the same

time being pro-poor.

Apart from taxes and subsidies, there are many other financial instruments that

governments can deploy to support climate-smart development, such as low-cost loans by

development banks, green bonds, and risk insurance and guarantees. Some of these

instruments require public-private partnerships. Whatever form of financial support for

climate-smart growth is adopted, it is important that it should be temporary, performance-

based and easy to implement, not unduly distort international trade and conform to WTO rules.
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Mandatory and voluntary private technical climate-smart standards and labels are

a powerful tool to influence consumer behaviour and upgrade climate-smart competitiveness

of enterprises along whole value chains. Climate-smart standards can be private or public,

mandatory or voluntary. They have become increasingly common as an important tool for

both governments and businesses to promote “green” growth and curb GHG emissions. The

principal concern with standards is that many developing countries are unable to meet them

and view them as important NTBs. Therefore, standards and labels should conform to

international trade rules, in particular the WTO Agreement on Technical Barriers to Trade,

and not be abused as disguised forms of protectionism.

Many countries already have a vast array of national standards comprising energy-

efficiency standards and labels, fuel-efficiency standards for motor vehicles, minimum energy

performance standards, greener building codes, and carbon emission standards and labels.

The costs of conforming to those standards can be prohibitive for many developing countries

and the measurement of the carbon footprint of a particular product can be very complicated.

However, to the extent that such standards are a response to consumer pressure or an

important strategy for businesses to increase competitiveness in “green” products, the

important message is for developing countries to engage in the process of standard setting

and to upgrade their own capacity to conform to those standards. In addition, there is a need

to harmonize the many different sets of national level standards and strive towards

(sub)regional standards and labelling schemes in each industrial subsector.

At the global level, various international standards related to climate change

management already exist, such as: the ISO 14000 series; the Gold Standard, which is the

only independent global standard for creating high-quality emission reductions projects

developed under the Kyoto Protocol Clean Development Mechanism (CDM); and the

Greenhouse Gas Protocol (GHG Protocol). However, these standards are not product-

related; rather, they are accounting tools for businesses and governments to measure and

manage GHG emissions. In any case, national and (sub)regional standards should conform

to international standards where they exist to the maximum extent possible.

The development and transfer of viable and effective CSTs is at the core of the

solution to climate change. Trade and investment have traditionally contributed to climate

change as transportation and production – the processes directly associated with trade and

investment – require energy generated from the burning of fossil fuels, which leads to GHG

emissions. A clear solution to the problem of GHG emissions is to replace fossil fuels with

RE sources, which would allow transportation and production to take place without fossil

fuels. However, although the use of RE is on the rise, as yet it is not able to meet total

demand for energy effectively, efficiently and competitively. Hence, there is a need for more

R&D, which requires investment. In the meantime, CSTs, including RETs that allow for the

effective generation and utilization of RE, are already available; however, not every country

has access to them. Trade plays an important role in improving such access while investment

is important to improving the performance and cost-efficiency of these technologies.

Effective technology transfer entails more than just the transfer itself. The transferred

technology needs to be properly diffused, and adopted and adapted to fit local needs and
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requirements. Technology transfer and diffusion are also not automatic, easy and predictable

processes. Both technology transfer and development require public support, particularly

funding, while for transfer an appropriate investment climate needs to be in place to attract

climate-smart FDI. In general, governments need to address barriers to technology transfer.

These barriers can be institutional and legal, political, technological, economic, information-

related, financial, and cultural. One particular barrier relates to intellectual property rights

(IPR) protection, which can make effective transfer of CSTs prohibitive in the absence of

certain flexibilities. However, the importance of IPR varies from country to country in

technology transfer. One option is to include additional flexibilities in the WTO Agreement on

Aspects of Trade-Related Intellectual Property Rights (TRIPS) with regard to compulsory

licensing and trade in generic CSTs in a similar manner as the existing flexibilities for

pharmaceutical products.

In order to promote the development and transfer of CSTs, the following interrelated

recommendations are proposed:

(a) Strengthen effective national innovation systems and R&D capacity;

(b) Reward “climate-smart” innovation and R&D;

(c) Promote transmission of CST through forging linkages between domestic

suppliers and climate-smart TNCs;

(d) Use public-private partnerships to build absorptive capacities of domestic

enterprises;

(e) Set up CST clusters and parks;

(f) Link R&D to practical use and commercialization of CSTs;

(g) Specify policy targets for promoting CSTs;

(h) Introduce CSTs in national and regional value-chains;

(i) Improve access to finance, with focus on venture capital;

(j) Pay special attention to agriculture;

(k) Strengthen the national IPR regime;

(l) Pay special attention to the needs of least developed countries.

Enterprises that adopt “green” practices and technologies early in anticipation of

government regulations are likely to emerge as stronger competitors in the longer term. Not

all enterprises, in particular SMEs, are enthusiastic about embracing “green” practices and

adopting “green” technologies as doing so could lead to higher costs which would undermine

their competitiveness. Many SMEs are already struggling to gain access to finance,

technology and markets. However, as SMEs in developing countries are emerging as

important suppliers to TNCs and are increasingly integrated into global and regional value

chains, they would have to conform to technologies and standards developed and adopted

by the leading TNCs in such value chains. Increasing government regulations may also force
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them to act sooner or later. In this regard, those enterprises which manage to adapt early

may well find that they have competitive advantages which gives them an edge in trade and

investment in CSGTs and climate-smart services. In other words: going “green” is a good

business strategy and SMEs in particular should exploit early mover advantages.

While businesses plays an important role in helping other businesses adopting

“green” practices (in particular if they are both part of the same value chain), governments

need to support this process as well and ensure a level playing field. This study presents the

following recommendations for governments to promote climate-smart SMEs:

(a) Promote climate-smart entrepreneurship and provide comprehensive support to

new and promising climate-smart SMEs through incubation programmes;

(b) Link climate-smart TNCs with domestic enterprises, through SME integration

into regional and global value chains and formation of industry clusters;

(c) Enforce consistent and predictable climate-smart rules and regulations;

(d) Establish climate-smart government procurement schemes for SMEs;

(e) Improve access to credit for climate-smart SMEs;

(f) Provide climate-smart technology support;

(g) Promote climate-smart human resources development;

(h) Promote corporate social responsibility (CSR).

Enhanced (sub)regional cooperation in the form of a regional climate-smart trade and

investment partnership is highly desirable. Climate change, and trade and investment are

cross-border phenomena. They therefore require an international approach. Regional

cooperation among like-minded countries inclined, willing and ready to move forward and

reap early mover advantages could cooperate, perhaps in the form of a regional partnership

or number of partnerships to promote trade and investment in CSGTs. Already, at the

subregional level, some initiatives exist, particularly in the area of cooperation in the

promotion and development of RE and RETs. Examples are ASEAN’s Climate Change

Initiative and the Asia-Pacific Economic Cooperation (APEC) forum’s Asia-Pacific Network

for Energy Technology. APEC has also defined an environmental goods and services (EGS)

list, of which CSGTs are part. However, these initiatives have so far failed to significantly

enhance trade and investment in CSGTs and, while commendable, would be inadequate by

themselves to curb GHG emissions to acceptable limits. Clearly, a more pro-active approach

is necessary. While trade and investment in CSGTs and climate-smart services can be

promoted within the context of RTAs, such as the ASEAN-China FTA or other ASEAN+ FTAs,

or APTA, this study advocates a regional trade and investment cooperation partnership for

the mitigation of, and adaptation to climate change that, short of a legally binding agreement,

could incorporate the following elements subject to political will:

(a) Reduction of tariffs and NTBs on a defined and agreed list of CSGTs and

climate-smart services;
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(b) Establishment of a regional emission trading scheme, which would be much

more effective with an increasing number of participating countries;

(c) Regional investment collaboration;

(d) Regional harmonization of climate-smart standards and labels;

(e) Regional financing schemes;

(f) Regional cooperation in CST development and transfer;

(g) Technical assistance from the more developed and wealthy participating

countries to the less developed and wealthy ones.

Regional investment collaboration could include:

(a) Harmonization of investment regulations and incentives for climate-smart

investment;

(b) According pre- and post-establishment MFN and national treatment for climate-

smart investment from partner countries and possibly all countries of the world;

(c) Establishment of a regional credit guarantee facility for high risk climate-smart

investment;

(d) Undertaking joint climate-smart investment promotion and targeting activities,

e.g. road shows, investment fairs and forums;

(e) Exchanging lists of promoted climate-smart sectors/industries where partner

countries could encourage investments from other partner countries and initiate

promotional activities;

(f) Developing cross-border special economic zones for climate-smart investment;

(g) Establishing a joint database for supporting industries and technology suppliers

among partner countries as well as a database to enhance the flow of

investment data and information on investment opportunities in partner

countries;

(h) Establishment of a joint climate-smart investment promotion committee with

participants from the various investment promotion agencies (IPAs) in each

partner country.

In the area of financial cooperation to support climate-smart trade and investment,

the levying of a regional carbon tax, the establishment of a region-wide subsidy for the

development and/or use of CSGTs, and/or the establishment of a regional development

fund for the promotion of CSGT development could be considered. Participating countries in

a regional partnership could consider harmonization of national climate-smart standards

or at least agree on mutual recognition of national-level standards. In the area of CST

development and transfer (in addition to the other initiatives outlined above), countries could:
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(a) Promote (sub)regional innovation systems linking national innovations systems

to create synergies and efficiencies in technology development;

(b) Form a regional R&D alliance that would pool national resources for regional-

level R&D and testing;

(c) Establish cross-border CST clusters and climate-smart science parks;

(d) Set up regional databases on supplies and customers of CSTs and, in a wider

context, covering ESTs. (The current databases and search engines of the

Asian and Pacific Centre for Transfer of Technology (APCTT) are good starting

points for this purpose);

(e) Form (sub)regional partnerships to facilitate intraregional transfer of CSTs;

(f) Set up a regional technology venture capital fund.

With regard to technical assistance and aid-for-trade, regional cooperation could

result in the establishment of a regional technical assistance centre (for example, at ESCAP).

The successful implementation of the proposed recommendations is a function of

political will and leadership, effective technical and financial assistance, and effective

cooperation and coordination among stakeholders, including solid public-private partnerships.

Proposing recommendations for the promotion of climate-smart trade and investment is one

thing; implementation is another. As yet, political will seems to be inadequate and many

countries balk at binding commitments, and even voluntary cooperation schemes may be

difficult to implement in the absence of clear political will and leadership. Such political will

and leadership are nevertheless crucial if the Asia-Pacific region is to make a significant

contribution to GHG emission mitigation through enhanced trade and investment in CSGTs

and climate-smart services.

Second, despite all efforts, many countries lack the financial resources and technical

skills to seriously mitigate their own GHG emissions, and they require technical and financial

assistance, such as aid for climate-smart trade and investment. Last, the promotion of

climate-smart trade and investment in particular, and the mitigation of climate change in

general, requires the cooperation of all stakeholders together with proper coordination of

policies among all concerned government ministries and agencies at the central and local

government levels. In particular, solid public-private partnerships would go a long way to

raising not only resources but also awareness. Governments and businesses can do a great

deal on their own, but together they will provide the necessary synergy to tackle the problem

of climate change effectively and efficiently.




