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need for governments in Asia and the 
Pacific to more effectively address their 
environmental concerns by mainstreaming 
them into economic and sectoral policies 
and programs. In the second report, 
attention turns from the public to the 
private sector to examine how companies 
are responding to new legal, social, and 
market pressures for their improved 
environmental performance. The report also 
looks at how best the public sector might 
influence corporate behavior to achieve 
environmental and economic goals.

 These Highlights are a condensed version 
of the full AEO 2005 report. They present 
the report’s key findings, conclusions, 
and recommendations on how a stronger 
engagement by the private sector can be 
advanced. The initial draft of AEO 2005 
was prepared by a team led by Peter King, 
Advisor, and was brought to completion 
by David McCauley, Senior Environmental 
Economist, under the overall guidance of 
Nessim Ahmad, Director, Environment and 
Social Safeguards Division, ADB. Valuable 
assistance and feedback was provided by 
many reviewers, including an AEO Expert 
Advisory Panel, ADB staff and consultants, 
and other stakeholders. 

I N T R O D U C T I O N

E conomic growth in most countries 
of Asia and the Pacific over the past 

15 years has been truly impressive, and 
it has resulted in a significant reduction 
in income-based poverty across much of 
the region. However, expanded economic 
activity in and outside of the region 
has placed tremendous strains on the 
environment, which has undermined some 
of the development gains achieved due to 
the negative health impacts of urban air and 
water pollution and degradation of natural 
systems upon which a large portion of the 
rural poor depend for their livelihoods. 
As Asia and the Pacific already is the most 
populated on the planet, the scale of these 
environmental consequences is large enough 
to be of regional or even global concern.

 The conventional approach to the 
environmental management problem in the 
region has been to focus almost entirely 
on the role of government. The underlying 
assumption has been that if the correct 
mix of policies and institutional response 
is achieved, then better environmental 
outcomes will be the result. Though 
governments must continue to play a 
central role in maintaining environmental 
quality, it is also clear that this traditional 
focus does not attempt to work directly 
with the most active financier and player 
in the development equation—the private 
sector. While governments determine the 
rules under which businesses act, the firms 
themselves use natural resources, make 
products, and generate pollution. Thus, 
a sustainable future for the region is not 
possible without the active engagement of 
the private sector.

Making Profits, Protecting Our Planet: 
Corporate Responsibility for Environmental 
Performance in Asia and the Pacific is 
the second in the Asian Environment 
Outlook (AEO) series published by Asian 
Development Bank (ADB). The first 
report released in 2001, centered on the 
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Nessim Ahmad, Director, Environment and 
Social Safeguards Division, ADB. Valuable 
assistance and feedback was provided by 
many reviewers, including an AEO Expert 
Advisory Panel, ADB staff and consultants, 
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equation—the corporate sector. While 
governments must determine the rules under 
which businesses act, it is the firms themselves that 
use natural resources, make products, and generate 
pollution. This report suggests that a combination 
of regulatory approaches, market-based incentives, 
and greater corporate engagement and 
environmental responsibility will be needed if the 
Asia and Pacific region—and by extension, our 
planet—are to get onto the path of 
environmentally sustainable economic growth. 
 
 Despite the considerable attention placed on 
environmental issues in recent years, 
environmental conditions throughout the region 
have continued to deteriorate. At about the same 
time that AEO 2001 was being prepared, the 
Millennium Declaration resulted in governments 
and organizations across the globe committing to 
achieving the eight Millennium Development 
Goals by 2015, with Goal 7 being to: “ensure 
environmental sustainability.”  
 
 In addition, the United Nations Environment 
Programme (UNEP) produced its Asia-Pacific 
Environment Outlook 2, and the United Nations 
Economic and Social Commission for Asia and 
the Pacific released its State of the Environment in 
Asia and the Pacific 2000, both in conjunction 
with Asian Development Bank (ADB). The 2000 
Ministerial Conference on Environment and 
Development held in Kitakyushu, Japan, resulted 
in the Regional Action Program for 
Environmentally Sound and Sustainable 
Development: 2001–2004 as well as the 
Kitakyushu Initiative for a Clean Environment. 
 
 Leading up to the World Summit on 
Sustainable Development (WSSD), a high-level 
regional meeting held in Phnom Penh in 
November 2001 adopted a Regional Platform on 
Sustainable Development in Asia and the Pacific, 
which identified seven initiatives: (i) capacity-
building for sustainable development; (ii) poverty 
reduction; (iii) cleaner production and sustainable 
energy; (iv) land management and biodiversity 
conservation; (v) protection and management of, 
and access to, freshwater resources; (vi) oceans, 
coastal, and marine resources and sustainable 
development of small island developing States; and 

Growing Attention to 
Environmental Management

2

 
 
 
 
 Asian Environment Outlook 2001 was the first 
in a periodic series of reports to review key 
environmental issues facing the Asia and Pacific 
region and to identify current and future measures 
to address them. AEO 2001 focused on a lack of 
coherence in environmental policies and programs 
in the region. Most national governments were 
found to be relying on top-down “command-and-
control” regulatory approaches based on fairly 
rigid—and often unrealistic—environmental 
standards. It also found that line ministries such as 
those responsible for the energy, agriculture, or 
transport sectors were ill-informed and ill-
equipped to handle even the analysis of project 
environmental impacts let alone to appreciate 
environmental constraints and opportunities 
facing their sectors. AEO 2001 recommended 
greater focus on improved regulatory enforcement 
coupled with attention to market-based and 
voluntary policy measures that can be blended 
with regulatory approaches to improve their 
effectiveness. It also called for “policy integration” 
or “mainstreaming” to incorporate environmental 
considerations into economic and sectoral policies 
and plans. 
 
 AEO 2005’s analysis finds that, while there 
has been some modest progress with the 
environmental policy integration effort, there is 
still a critical missing ingredient in the pursuit of a 
sustainable future for Asia and the Pacific—that of 
a fully engaged corporate sector, committed to 
environmentally sound and sustainable production 
and consumption. The primary target audience of 
AEO 2005 includes not only decision makers 
from the public and financial sectors but also 
corporate top management, business owners, 
employees, and stockholders of companies 
operating in the region.  
 
 AEO 2005 contends that the conventional 
approach to addressing environmental degradation 
focusing almost entirely on the role of 
governments has diverted attention from the most 
active player in the economic development 
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(vii) action on atmosphere and climate change.  
At the WSSD in Johannesburg in 2002, the key 
report on National Implementation of Agenda 21 
documented progress since the United Nations 
Conference on Environment and Development in 
Rio de Janeiro in 1992. For Asia and the Pacific, 
about  half of the 44 nations reported that they 
had substantially implemented parts of Agenda 21. 
The overall impression from this review was that, 
despite some limited gains, environmental 
conditions continue to decline, and that a major 
part of the solution lies in the use of more 
participatory approaches involving key 
stakeholders and better integration of 
environmental considerations into economic 
policy and use of economic incentives. 
  
 The Johannesburg Plan of Implementation 
(JPOI) proposed integrating the three components 
of sustainable development—economic 
development, social development, and 
environmental protection—as interdependent and 
mutually reinforcing pillars. Throughout Asia and 
the Pacific, national and regional priorities, goals, 
and objectives have become clearer; new laws have 
been promulgated. There also are scattered 
examples of increased state expenditure on the 
environment and several new national councils for 
sustainable development have been created. 
Despite these efforts, however, none of the poorer 
countries in the region can yet claim to be on a 
clear path to sustainable development. This report 
contends that a principal reason for this is the lack 
of concerted corporate sector engagement in the 
various global and regional initiatives and 
processes in Asia and the Pacific. 
 
 
 
 
 
 
 
 Rapid economic growth has swept through 
Asia and the Pacific in recent years—a trend that is 
drastically changing the nature and scale of 
humanity’s impact on natural ecosystems and 
testing the carrying capacity of the planet. While 
there are still terrible problems with entrenched 
poverty, hundreds of millions of people in the 

Corporations,
Environment,
and Development

region are no longer starving and have a chance  
to experience a life beyond basic survival.  For 
example, sustained annual growth rates of 10%  
or more in the PRC have helped to reduce the 
number of people existing on less than one dollar 
a day from 473 million in 1990 to 284 million in 
2001.1 The Chinese Academy of Social Sciences 
estimates that 19% of the PRC’s population of  
1.3 billion, or about 250 million people, are now 
considered middle class—living in households 
with assets of between $18,000 and $36,000.  
If this middle class continue to grow by 1% each 
year,  as  predicted,  this  will  double to almost 
500 million  people—40%  of  the population—
by 2020.2  
 
 The other Asian population superpower, India, 
already has a further 300 million, out of its 
roughly 1 billion citizens, who have joined middle 
class ranks. This means that there are now more 
middle-to-high-income earners—whom UNEP 
defines as those earning in excess of $7,000 per 
annum—living in Asia and the Pacific than in 
North America and Europe combined.3 And the 
numbers grow daily. 
  

  
 While public policies and investments have 
been crucial to encouraging the region’s growth, 
dynamic corporations have played the leading role 
in delivering such impressive economic gains. 
These have also been buoyed by the region’s having 
enjoyed a relatively peaceful period for the first 
time in generations, with mostly stable 
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 This report challenges some strongly held 
ideas about the relationship between the 
environment and economic development that 
shape both public and private policies. One widely 
held theory is that pollution naturally gets worse 
as economies develop, until a certain level of 
affluence is reached, and then the wealth generated 
can be used to promote better environmental 
performance.5 Several countries in Asia and the 
Pacific have taken comfort in this theory and have 
followed a “grow now-clean up later” approach to 
their economies and environments.6 
 
 If this theory were to be generally applied, 
however, the environmental quality prognosis in 
the region would be dire. Fortunately, growing 
evidence suggests that this is not likely to be the 
case. The World Bank’s New Ideas in Pollution 
Regulation project shows that new factories are in 
many cases far less polluting than those of the 
past, and industrial pollution levels are falling even 
in some areas where industry is growing rapidly.  
Extensive data from environmental policy 
experience in the PRC, India, Indonesia, Republic 
of Korea, Philippines, Sri Lanka, and Thailand is 
showing a positive relationship between a rise in 
per capita income and national enforcement of 
environmental regulations—even at relatively low 
income levels.  And the fastest decline in pollution 
intensity appears to occur as countries move 
toward, not after achieving, middle-income 
status:7 it falls by 90% as per capita income rises 
from $500 to $20,000. 
 
 Another common perception challenged is 
that environmental protection is solely the 
responsibility of government.8  Agencies 
responsible for environmental management in  
Asia and the Pacific tend not to have the political  
 

governments, a more educated and productive 
workforce, and a wide range of new opportunities 
opened by the phenomenon of globalization. 
 
 Companies quick to seize business 
opportunities presented by the accelerating 
consumption demands of the new middle class 
have further fueled the economic revolution 
sweeping the region. For example, in 2003, half of 
the world’s cement output, a third of its steel, a 
quarter of its copper, and a fifth of its aluminum 
were consumed by the PRC alone. With respect to 
personal consumption items, roughly 35% of the 
world’s cigarettes, 20% of mobile phones, and 
23% of televisions were sold in the PRC.4 With 
the PRC’s population experiencing double-digit 
annual growth in disposable income, catering to 
the equivalent demands of four more Asian 
“Americas” in the coming decade is an enormous 
business opportunity but also a daunting 
environmental prospect. 
 
 Clearly, it would be foolish not to think 
about, and plan for, the strains that this economic 
activity will place on natural resources and the 
environment if current trends continue. Careless 
economic expansion that erodes the base of natural 
capital may lead to rapid increases in natural 
resource prices—already in evidence with respect 
to oil—and even the collapse of some fundamental 
underpinnings of the region’s economic system.  
There are already strong indications that we have 
“overshot” the Earth’s ecological limits in relation 
to some resources and waste sinks. The challenge is 
how to make growth environmentally sustainable, 
so that it can continue to serve people while 
conserving the natural assets and ecosystem 
services that make economic and social 
advancement possible. 
  

... half of the world’s cement output, a third of its steel, a quarter 
of its copper, and a fifth of its aluminum were consumed by the 

PRC alone. With the PRC’s...double-digit annual growth in 
disposable income, catering to the equivalent demands of four 

more Asian “Americas”... is an enormous business opportunity but 
also a daunting environmental prospect. 
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power of their counterparts in other sectors, and 
they are often chronically understaff ed and 
underfunded.  Enforcing environmental 
regulations has proven to be diffi  cult, especially 
where corruption is a less expensive alternative 
than compliance with the law.  A common 
business practice has been to get away with as 
much as possible, to comply only if the penalties 
are high enough, and to maximize profi ts without 
thought to social or environmental consequences. 
Many multinational corporations (MNCs) based 
in developed countries, plus other reputation-
sensitive companies in Asia and the Pacifi c, have 
begun to learn hard lessons from applying this 
approach, and are moving beyond the rule that 
only a single bottom line—profi ts—counts.

 Th is report shows that there is another way of 
thinking about environmental protection that puts 
a much greater emphasis on a new role for the 
private sector—one in which it accepts a greater 
degree of responsibility and accountability for 
environmental performance. Th is new role holds 
tremendous promise, but it also could alter in 
some fundamental ways the prevailing business 
climate in Asia and the Pacifi c.

 Emerging changes in the structure of the 
increasingly globalized economy are leading to 
enhanced environmental awareness and a shift in 
expectations regarding both public and private 
environmental management. Mostly generated by 
powerful forces outside the region, these are now 
strongly aff ecting business leaders, government 
offi  cials, and civil society throughout Asia and the 
Pacifi c.  However, demand for improved 
environmental performance will be felt most 
acutely by the business community. Companies in 
the region can no longer aff ord to ignore the 
burgeoning external pressures.

 For example, at the 1999 World Economic 
Forum in Davos, Switzerland, the United Nations 

(UN) Secretary-General proposed 
the creation of the Global 
Compact—a voluntary 
initiative intended to bring 
companies together with 
UN agencies, labor, and 
civil society to 
contribute to poverty 
alleviation. By 
September 2005, more 
than 2,400 participants 
and nearly 50 country networks had 
signed on. To join the initiative, 
companies are required to support 
10 principles in the areas of 
human rights, labor, corruption, 
and the environment. 

 In June 2003, some of the 
world’s largest private fi nancial 
institutions adopted the Equator 
Principles. Developed by the World 
Bank’s International Finance Corporation 
(IFC), this code of conduct seeks to ensure 
that large projects (of over $50 million in capital) 
fi nanced by signatory organizations are developed 
in a manner that is socially responsible and refl ects 
sound environmental management practices. Th e 
“Equator Banks” agree not to provide loans where 
the borrower will not or is unable to comply with 
the espoused environmental and social policies and 
processes (which mirror those of the IFC). To 
date, 30 of the world’s largest banking groups—
with majority active in this region—have signed 
on to the Equator Principles, accounting for about 
75% of global project fi nancing and amounting to 
$55.1 billion in loans in 2003.

 Th e Coalition for Environmentally 
Responsible Economies is collaborating with 
international accountancy bodies, fi nancial 
institutions, environmental organizations, 
government  and  quasi-government  agencies, 
and public interest groups in implementing the 
Global Reporting Initiative (GRI). Th is is an 
innovative eff ort to harmonize the environmental 
and social accountability and reporting practices 
of  many  organizations9 and  to elevate these to 
the same level of acceptance now accorded 
fi nancial reporting.  As an autonomous 

Growing Pressures
for Corporate
Environmental
Responsibility
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organization, GRI encourages all companies to 
measure and report consistent and timely 
information that will assist analysts, investors, and 
other stakeholders in comparing corporate 
performance within a given sector. More than 700 
corporations—many of whom operate in Asia and 
the Pacific—now have adopted the GRI 
Sustainability Reporting Guidelines.  
 
 The Global Compact, Equator Principles, and 
GRI are just three manifestations of the new 
external expectations now facing companies in 
Asia and the Pacific. At the national and local 
levels, many commercial banks, stock exchanges, 
and insurance companies also now require 
borrowers to demonstrate environmental 
commitment.  Chambers of Commerce are 
embracing charters of sustainable development, 
and public-private partnerships are being formed 
in acknowledgment of the need for a more 
collaborative approach to achieving shared 
environmental objectives. Adherence to global 
environmental performance standards is becoming 
a badge of good corporate governance, and such 
expectations are being passed on to small and 
medium enterprises (SMEs) through supply-chain 
relationships. Consumers are demanding evidence 
that goods were produced in a sustainable manner, 
and some are even prepared to boycott companies 
suspected of ignoring environmental or labor laws 
as anti-globalization activists—armed with 
modern communication technologies—are 
demanding ever greater accountability.  
 
 Environmentally and socially responsible 
investment funds—representing billions of dollars 
of equity clout—are excluding poor environmental 
performers and rewarding “green” companies. 
Corporate annual reports now routinely cover 
social and environmental performance, and many 
follow the GRI guidelines.  Stockholder advocates 
are pushing wide-ranging resolutions at annual 
meetings to achieve related objectives. 
Multinational corporations are increasingly being 
called upon to track and report on their 
greenhouse gas emissions or other global impacts. 
While much of this pressure has emphasized 
voluntary commitment, the trend is inexorably 
toward more mandatory requirements. 
  

 Not all of these external pressures will have 
equal impacts on the region’s corporate sector nor 
will they all strike at the same time. However, 
when the cumulative effects of these changes on 
the business climate are considered, a picture 
begins to emerge of how globalization and 
associated altered economic and social forces will 
fundamentally change the “rules of the game” for 
businesses in this region. These trends all point to 
the same conclusion: the old ways of doing 
business are over. 
 
 Companies in Asia and the Pacific must learn 
to assess and control corporate risk associated with 
environmental behavior, move beyond mere 
compliance with government environmental and 
other regulations, and improve their internal 
governance. With the rapid progression of the 
modern information age, it will soon be nearly 
impossible for businesses to hide behind national 
protectionism or to “fly under the radar,” hoping 
that society and customers will ignore a company’s 
operational practices. If companies do not accept 
and respond to the trends driving corporate 
accountability and responsibility for sound 
environmental performance, they will find 
themselves losing market share, access to capital, 
and the goodwill needed to operate in any society. 
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 There are many drivers that determine 
whether and when a corporation will become 
“greener” and move toward or beyond compliance 
with environmental laws and regulations. 
Businesses can be attracted to improve their 
environmental performance by the “pull” of the 
market, or by the “push” of drivers that are either 
external to firms or a function of internal 
production economics and company 
characteristics. 
 
 Corporate compliance with accepted 
environmental norms has previously centered on 
individual companies meeting their national or 
local legal requirements governing pollution or the 
management of natural systems.  In addition to 
this regulatory license to operate, companies are 
increasingly held account to certain economic and 
social expectations as well. In the aftermath of the 
1997 financial crisis, much greater attention has 
been given to the economic accountability of firms 
operating in Asia and the Pacific in terms of their 
rates of return, the meeting of debt obligations, 
and compliance with accepted accounting norms. 
Likewise, corporations must increasingly obtain a 
“social license” to operate from local communities, 
consumers, shareholders, and other stakeholders. 
This already is pushing many export-oriented 
foreign-owned firms operating in the region 
beyond strict regulatory compliance. 
  
 Governments in Asia and the Pacific have 
often found it difficult to encourage firms to 
comply with existing environmental regulations.  
However, the types of global pressures just 
described are likely to make this task much easier. 
Though there are some clear policy adjustments 
that can help, the region’s governments will 
probably follow in the wake of these external 
pressures rather than being in the lead.  
Governments in the region already face a 
formidable range of existing and emerging laws, 
regulations, and standards, and they can expect 
these to tighten in the future.  These are emanating 
from: (i) subnational and sectoral goals and 

targets, (ii) national environmental laws and 
standards; (iii) commitments that governments 
make to global and regional agreements; and (iv) 
industry-led “new regulation” or quasi-standards. 
 
 
 
 Environmental compliance by a private 
company has traditionally been defined as a 
corporation’s attempt to meet a performance 
standard laid down in law by a government 
regulatory authority.  In such a “command-and-
control” regulatory context, the prescribed 
standards often include dictated effluent or 
emission reduction technologies to ensure that a 
given production process complies. For example, a 
license to operate a coal-fired power station may 
require a scrubber technology to be installed to 
catch particulates up to a certain level before they 
reach the end of the stack.  The limits for each 
pollutant are usually based on scientific predictions 
of impacts to human health or estimates of 
ambient pollution levels that can be assimilated by 
the natural environment, though in practice these 
have largely been borrowed from North America 
or Europe and applied in Asia and the Pacific 
without adjustment to local climatic and other 
conditions.10 Corporations comply when they 
meet the conditions specified under their 
operating licenses.  This traditional view of 
compliance has companies meeting standards as 
designed by independent regulators—the system 
having been transplanted from the developed-
country model implemented aggressively 
beginning in the late 1960s and early 1970s, 
especially in North America and Europe. 
  
 While this approach has met with 
considerable success in controlling “end-of-pipe” 
pollution problems in developed countries, it has 
not been without its difficulties. Experience has 
shown its limits in Asia and the Pacific, as firms in 
the region generally have not met the compliance 
targets set through this method, with the 
consequence being continued environmental 
degradation associated with the region’s rapid 
economic growth.11  
 
 This lack of compliance appears to be due to a 
range of factors, such as (i) insufficient regulatory 

Toward Compliance
and Beyond

Defining Compliance
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regulation.  Because the demands of the social 
license can be tougher than any existing regulatory 
license, this can sometimes push fi rms to move 
“beyond” compliance. Th e response to this social 
license—including environmental dimensions—is 
now commonly referred to as “corporate social 
responsibility” or CSR.

 Th e recognition of the need for a social license 
to operate has resulted in very diff erent ways of 
thinking in government circles about how to get 
corporations to perform.  Th e “new regulation” 
tools now being considered and increasingly 
utilized center on (i) education, (ii) information 
provision, or (iii) voluntary measures.  Education 
measures attempt to alter behavior through the 
various institutions of formal and informal 
learning.  Th is can range from public  programs of  
moral suasion focused on issues such as recycling 
and use of public transport, through to corporate 
attempts to encourage employees to generate eco-
effi  ciency innovations.  

 Information provision is less didactic, focusing  
instead on initiatives such as the transparent 
publication of emissions data and the public 
disclosure of corporate performance ratings.  
Building on cultural characteristics of “saving 
face,” the mere prospect of being named and 
shamed in public can often motivate fi rms to 
“voluntarily” change their behavior. A number of 
voluntary pollution reduction partnership 
arrangements such as the Indonesian PROPER 
program  have  emerged in recent years, though 
the majority have been in North America and 
Europe. Th e provision of information lies at the 
core of what is becoming known in developing 
country environmental policy as “informal 
regulation.” Informal regulation includes eff orts to 
monitor and publicize emissions, but also involves 
activities such as organized demands for 
compensation, social ostracism, and threats of 
physical violence. New empirical research in India, 
Indonesia, the Philippines, and the PRC shows 
that where formal regulation (meaning command 
and control) is weak or absent, informal regulation 
through local community participation can lead to 
more eff ective pollution abatement.14 

resources to enforce standards; (ii) unclear laws, 
with few penalties for noncompliance; (iii) 
corruption; (iv) inadequate laboratory facilities 
and an inability to collect evidence that is reliable 
enough to secure prosecution; and (v) lack of 
information about clean technologies.12 In much 
of  the  region, environmental agencies do not 
have police powers and must rely on ill-equipped 
and  poorly  trained police forces to apprehend 

and prosecute polluters as well as those abusing 
natural ecosystems such as illegal loggers 

and poachers.

 
 
 While regulators in the region 
will always want corporations to 
meet environmental performance 
standards, a tentative response to 
the limitations of the traditional 
command-and-control regulatory 

approach is beginning to present 
itself.  Th is response is based on the 

idea that some corporations—
especially the larger ones with 

international markets—are starting to 
think of their “licenses to operate” as 

having three prongs: regulatory, economic, 
and social.  In the past, if a corporation 
had all of its government approvals and 
operating permits, then it was considered to 
have met the “full compliance” demands of 
the regulatory license.

 A more contemporary view is that 
corporations need two additional operating criteria 
in the modern world: an “economic license,” 
which requires meeting rate-of-return targets and 
debt obligations; and a “social license,” provided 
by signifi cant stakeholders (and in particular, local 
communities).13 Of the three, the social license is 
the least precisely defi ned and may be the hardest 
to obtain.  However, ignoring the demands of 
community neighbors or environmental groups 
can result in signifi cant damage to the reputation 
of a fi rm and/or its key brand(s), repeated 
complaints to the authorities, and consequent 
direct loss of sales and/or calls for tougher 

Multiple “Licenses” to 
Operate

Voluntary Policy Measures
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 Voluntary agreements include agreements 
made between regulatory agencies and 
corporations (which can be either non-binding  
or negotiated legal contracts), among firms in an 
industry sector, and unilateral commitments by 
companies to meet  a certain standard or carry out 
a particular practice. Sometimes they also involve 
consumers, such as with recycling or safe disposal 
programs. 
 
 
 
 
 
 
 Given the tremendous pressures that 
corporations in Asia and the Pacific face to comply 
with rapidly developing formal and informal 
environmental performance standards, what 
guidance can be provided to enable them to take a 
proactive approach to improving their 
environmental management practices? Fortunately, 
in recent years, various diagnostic and reporting 
approaches have been experimented with that 
allow firms to make unilateral performance 
improvements, including four practical tools:  
(i) environmental management systems, (ii) 
corporate environmental auditing and reporting, 
(iii) life cycle analysis, and (iv) environmental 
management accounting. 
 
 An environmental management system (EMS) 
is an internal management system aimed at 
improving the environmental performance of an 
organization.  ISO 14001 has become the most 
commonly used international EMS standard since 
it was launched in 1996.  The Swiss-based 
International Organization for Standardization 
(ISO) is a worldwide nongovernment organization 
(NGO) made up of national standards bodies 
from 111 countries.  The ISO 14001 standard 
covers a wide range of environmental and worker 
safety practices, and its adoption by corporations 
around the world has increased dramatically since 
its establishment. By October 2004, over 74,000 
certificates had been issued in more than 100 
countries, with Asian corporations making up  
40% of the total and Asia representing the region 
of fastest growth in certification. With their export 
orientation and pressures from buying markets, 

PRC corporations have been particularly keen to 
sign up, with certifications up by 200% from 2002  
to 2005, from 2,802 to 8,865.15 
 
 While it is still early days for ISO 14001, 
initial research investigating the marked divergence 
recorded in adoption rates across countries is 
beginning to explain the factors determining 
whether a corporation adopts ISO 14001. In the 
PRC, for example, the positive factors 
contributing to a company’s decision to gain 
certification are: (i) multinational ownership; (ii) a 
high proportion of sales to multinational 
customers within the PRC; (iii) a large proportion 
of output exported to developed countries; and 
(iv) a high proportion of output exported to 
developed countries that are active adopters of 
ISO 14001.16 
 
 Firms in Asia and the Pacific producing for 
export markets and/or working with MNCs are 
now routinely under pressure to adopt an 
acceptable EMS, and ISO 14001 has clearly 
become the de facto standard of choice in the 
market. This is further encouraged by a growing 
link between ISO and the World Trade 
Organization (WTO). These pressures will 
continue to build, and corporations that cannot 
show evidence of an acceptable EMS being in 
place will find it increasingly difficult to do 
business outside of their national boundaries. 
 
 EMS is also being complemented by a new 
range of corporate environmental auditing and 
reporting measures.  After firms have set an 
internal EMS to monitor and assess environmental 
performance, they need an independent, but 

A Sustainability
Toolkit

ISO 14001 adoption has 
increased dramatically since 

its establishment. By October 
2004, over 74,000 certificates 
had been issued in more than 

100 countries, with Asian 
companies making up  40%  

of the total.  
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usually internal, auditing system that warns top 
management about potential risks and failures by 
line managers to meet performance targets. Just 
like financial audits, most firms assign special 
teams to conduct environmental (and increasingly 
also social) audits, and they use outside consultants 
to provide third-party verification that the audit 
system is accurate. 
 
 While establishment of an EMS calls for the 
production of regular reports on performance 
versus targets, many corporations are now 
preparing separate annual environmental reports 
(that often draw upon EMS data).  For many 
years, firms have been required to submit financial 
reports according to reasonably strict standards 
(though the recent corporate governance scandals 
in the West have brought these into question). 
What began as a small section on environmental 
management within corporate annual reports has 
evolved for many MNCs into autonomous 
environment reports. 
 
 Many of these reports have been further 
transformed in recent years into “sustainability” 
reports, covering the economic, environmental, 
and social performance of the company.  The 

audiences for environment reports include 
shareholders, employees, customers, suppliers, 
governments, the public (particularly the local 
community where the business is based), NGOs, 
investors, lenders, and the financial community.  
The GRI now provides a standard model for such 
environmental reporting. 
 
 Another tool for corporate environmental 
management that has seen extensive recent use—
especially in larger firms—is life cycle analysis 
(sometimes known as “life cycle assessment,” or 
simply, LCA). LCA is used as a device to assess the 
environmental impacts of a product, process, or 
activity throughout its “life” cycle—from the 
extraction of raw materials through to processing, 
transport, use, and disposal.  LCA is sometimes 
referred to as “cradle to grave” assessment, because 
it demonstrates that the full environmental impact 
of a product can only be explained by examining 
each step of the value chain, all the way to its 
ultimate disposal. 
 
 The benefits of LCA include: (i) offering 
holistic  approaches to determining impacts,  
rather  than  focusing  more  narrowly on  single  
issues  such as  energy  inputs or recycling;  
(ii) using scientific methods to collect and analyze 
data; (iii) helping to set targets for improvement; 
and (iv) enabling a rational way to  evaluate  
alternatives.  Since  its  initiation  as an  
environmental  management  tool,  life cycle 
analysis  has been used in product improvement, 
process  engineering,  strategic  planning,  and 
even marketing. 
 
 EMS, corporate environmental reporting, and 
LCA focus on improving management control of 
environmental impacts.  In varying degrees, each 
technique requires the accounting of 
environmental costs.  This need has led to the 
development of a new discipline known as 
environmental management accounting17 (EMA), 
which provides reports for both internal use 
(generating environmental information to improve 
management decisions on pricing, controlling 
overheads, and capital budgeting) and external use 
(disclosing environmental information to the 
public and the financial community).18  
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 EMA involves the identification, collection, 
estimation, analysis, internal reporting, and use of 
materials and energy flow information, 
environmental cost information, and other cost 
information for both conventional and 
environmental decision-making within an 
organization.19  It  is  a more comprehensive 
approach  than  traditional  management 
accounting,  with a particular focus on costs 
related to wasted raw materials and other 
environmental issues. 20 
 
 EMA has developed strongly over the last 15 
years.  The competitive global market has driven 
the need for operational and materials efficiency 
gains, and there is a growing need to deal with 
increases in costs for raw materials, waste 
management, regulatory compliance, and potential 
liability.  EMA use also has been driven by the 
increasing pressure on business to improve overall 
environmental performance, and accountants and 
business managers have begun to see the 
limitations of some conventional accounting 
approaches for the management of environment-
related costs. 
  
 These and other necessary tools are already 
available for corporations in Asia and the Pacific to 
apply in better managing their environmental 
impacts.  As time passes, such methods will be 
further refined and made more relevant to the 
special needs of this region and also, to smaller 
firms and specific industries. The business case for 
adopting such tools is driven by the recognition 
that the failure to do so will eventually threaten 
competitiveness as relative productivity declines 
and corporate reputation suffers. 
 
 Proactive corporations that adopt the 
emerging sustainability tools will be in a stronger 
position to turn what have been considered 
environmental problems and constraints into 
profitable outcomes. Business managers have an 
obligation to company shareholders to make 
environmental investments when they deliver 
positive returns or reduce risks.  The increasing 
awareness of such opportunities will contribute to 
corporations integrating environment 
considerations into their business thinking. 
 

 The first approach that corporations can take 
to profit from integrating the environment into 
their strategic thinking is to focus on internal cost 
cutting. A wide range of firms have shown that 
they can add to profitability and improve their 
environmental performance by focusing on: (i) 
eco-efficiency, (ii) recycling, (iii) cleaner 
production, (iv) continuous improvement 
processes, (v) energy efficiency, and (vi) investing 
in new technology. In Thailand, for example, more 
than 600 firms participating in an eco-efficiency 
improvement program achieved an aggregate 47% 
return on such investments. 
 
 Another area where companies can take 
advantage of new business opportunities will be 
product differentiation. Given the identified shifts 
in consumer demand, there should be many new 
chances created for products or processes that can 
compete based on their offering smaller 
environmental costs or greater environmental 
benefits. In India, textile and handicrafts firms 
have benefited from marketing their products to 
environmentally conscious consumers in Europe. 
Recent research into environmentally benign 
manufacturing has shown a growing interest by 
some firms in the region to use the environmental 
advantages of their products and processes to 
enhance their competitive position. This may be 
supplemented by enhancing brand name 
recognition through eco-labeling and certification. 
 
 In addition, there are expanding demands for 
(i) new environmental infrastructure, such as water 
supply and wastewater treatment systems;  (ii) 
renewable energy; (iii) environmentally responsible 
procurement or environmentally preferable 
products; (iv) environmentally sound primary 
production; and (v) environmental services, 
including environmental design, remediation, 
engineering, laboratory analysis, monitoring, 
auditing, and reporting services.  While most 
companies seeking to improve their environmental 
performance may not be able to tap into these 
opportunities, this is reassuring for governments—

Turning Threats
Into Opportunities
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many jobs and expanded economic activity clearly 
will result from greater attention being given to 
environmental management. 
 
 Collectively, these business opportunities are 
referred to as the burgeoning market for 
“environmental goods and services,” with a 
global market estimated to be about $607 
billion in 2005,21 and is projected to grow to 
over $836 billion by 2015 (see Table 1). The Asia-
Pacific market is currently estimated to account for 
$37 billion of the global market for environmental 
goods and services but its growth rate is the fastest 
in the world, with the market expected to triple 
by 2015.  
  
 By category in 2001 (the latest year for which 
disaggregated data is available), $284.6 billion was 
in “services”, $147.4 billion in “resources”, and 
$120.4 billion in “equipment” (see Table 2). 
Although the relative importance of individual 
segments of the environment industry varies 
among countries, the most important investment 
area is for water and wastewater management—
accounting for $209.3 billion, or nearly 38% of 
the market. This is followed by (solid and 
hazardous) waste management, at $173.8 billion, 

or over 31% of the total. Other notable elements 
include: resource recovery ($36.6 billion), air 
pollution control ($35.3 billion), consulting and 
engineering ($31.4 billion), remediation services 
($28.2 billion), and clean energy systems and 
power ($23.9 billion). The importance of water 
and wastewater management is even more 
pronounced in Asian developing countries, where 
such demand comprises up to 50% of the market. 
Waste management is a distant second at 22.5%. 
 
 The majority of revenue from the 
environmental industry is still being generated in 
the US, Western Europe, and Japan, with shares, 
respectively, of 39%, 29%, and 17% in 2001 (see 
Table 1). These countries dominate the global 
environmental market due to the size of their 
domestic economies combined with the ability 
of their environmental companies to export to 
the developing world.22 Domestic environmental 
industries in these countries are characterized by 
intense competition combined with increasing 
consumer sophistication, decelerating growth, 
and reduced profitability.  Thus, many firms from 
developed countries are looking for new market 
opportunities—primarily in the developing world, 
and increasingly in Asia and the Pacific. 

The Asia-Pacific market is estimated to account for $37 billion 
of the [2005] global market...[and is] expected to triple by 2015.

12



Asian Environment Outlook 2005

increasing industrialization and urbanization, and 
the many market and social forces to improve 
environmental performance that are identified in 
this report. 
 
 Another characteristic of the environmental 
goods and services market is the predominance of 
small environmental firms—at least in the 
developed countries—with revenues of under $10 
million. In the US, there are over 30,000 firms in 
the environmental goods and services category, 

 The global market has been growing at a 
modest rate of about 3% per annum (1996 
to 2000).  But while the market in developed 
countries experienced only 1% annual growth, 
in developing countries it grew at an annual rate 
of 7–8% during this same period.  Most of the 
growth in the foreseeable future will take place in 
developing countries and economies in transition 
(at an estimated annual rate of 8–12%) as these 
countries continue to grapple with environmental 
problems associated with growing populations, 
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and new entrants are particularly concentrated in 
the service sector due to the low cost of entry. Th is 
bodes well for entrepreneurial activity—and 
employment generation—in Asia and the Pacifi c 
as this market expands.

 Th e opportunities for growth of the 
environmental goods and services market are based 
on technologies that already exist, with little or 
no research and development required to turn 
current “green technologies” into profi t-making 
commercial enterprises. Looking just slightly 
over the horizon, however, further technological 

advances also are within reach that hold 
the promise of fundamentally 

altering both 
environmental 
impacts and 
their mitigation 

or remediation.  
Th e Asia and Pacifi c 

region—especially India 
and the PRC—fi nds itself 

increasingly integrated into 
global research and development 

networks. Th e result is that breakthroughs 
are appearing at every turn, with an increasing 
number being generated in this region. We can 
now realistically envision: hybrid cars that double 
fuel effi  ciency while reducing pollution; fuel cells 
that promise to replace oil with hydrogen; genetic 
control over the process of life itself; computer 
power that is cheap and abundant; mobile 
communications at lightning speeds; and so much 
more to come.

 Th is technology revolution is still at an early 
stage, but the potential for acquiring new forms 
of knowledge to solve environmental problems 
facing our planet is so vast that it is limited only 
by human imagination and will. Th e PRC, India, 
Japan, Singapore, and other Asian dragons have 
become active players in scientifi c research and 
commercial development.  For instance, Japan 

is the world’s leader in consumer electronics, 
robotics, and hybrid cars. Th e Republic of Korea 
has the globe’s most advanced Internet system, and 
Singapore has the most sophisticated information 
infrastructure.  Studies confi rm that Asia is 
beginning to rival Europe and the US in patents, 
scientifi c publications, and technology in general.

 To many, rapid development in technology is 
exciting and off ers the potential for solutions to all 
sorts of problems that beset society.  
Unfortunately, this techo-optimism sometimes 
results in a belief that technology will 
automatically fi x diffi  cult environmental problems 
through the action of the market.  It is true that 
the cost of pollution abatement and waste 
management has continued to fall over the past 
two decades with technological advances, though 
many of these cost-saving improvements can be 
traced back to responses to public policies that 
encourage private sector innovation rather than 
dictating static control techniques. Advances in a 
range of other technologies—from energy 
effi  ciency to natural resource extraction and waste 
reduction measures—largely have resulted from 
responses to higher commodity prices and have 
reduced ecological impacts per unit of production 
for a wide range of goods and most 
services. However, technology also remains a 
“double-edged sword.”  Th ere are many examples 
of new technologies being introduced to solve one 
problem which ultimately have created others.  
Th e caution over genetically modifi ed crops results 
from such concerns. From an environmental 
perspective, conscious eff ort must be applied 
before new technologies are introduced, and 
diffi  cult assessments and choices need to be made 
to avoid creating new and intractable 
environmental problems.

 To get a better idea as to how technological 
change is likely to aff ect future environmental 
management options, it is useful to briefl y 
review recent progress. An overview of global 
developments in eight strategic fi elds spanning 
current scientifi c and technological innovation—
including prospects for contributing to future 
economic development as well the possible 
accompanying perils—leaves room for both 
optimism and concern:

Emerging Technologies
and their Environmental
Implications
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presented by emerging technologies such 
as biometrics, quantum computing, 
and virtual reality offer considerable 
environmental advantages. But the 
reverse side of this is accelerated 
obsolescence of electronic equipment.  
Rethinking the design of information and 
communication technologies is an urgent 
need, as the volume of global e-waste is 
already growing exponentially.

(vi)   E-Commerce – The main environmental 
advantages of e-commerce relate to the 
reduced need for physical movement 
of goods, materials, and people, thus 
reducing the environmental impact 
of transport and some materials, such 
as paper.  The downside is that this 
contributes to the e-waste problems of 
information technology.

(vii)   Medicine and Biogenetics – A stunning 
array of technological breakthroughs—
among them artificial organs, genetic 
therapy, and personalized medicine—
could mean improved health care and 
life extensions of up to 120 or 150 
years, especially in developed countries. 
The resulting increase in consumption 
as individuals lengthen their lifespan, 
however, will have an indirect but 
significant impact on the environment.

(viii)   Institutional Change – Revolutionary 
information technologies, globalization, 
and a knowledge economy have been 
transforming all institutions from the 
mechanistic and isolated systems of the 
Industrial Age to organic and integrated 
systems of the Knowledge Age. The 
concepts of “e-organization,”  “self-
organizing systems,” and “stakeholder 
collaboration” form central features of 
the emerging institutional model for this 
new era.23 The policy, institutional, and 
organizational changes identified and 
advocated in this report fall into this 
category and show that social technology 
developments can be quite important to 
improved environmental management.

(i)   Manufacturing and Robotics – Most 
of the technologies in this field, such 
as micro-machines, nanotechnology, 
and intelligent materials, will help to 
dematerialize production processes. 
However, the expected phenomenal 
growth in robotics and their rapid 
obsolescence could lead to the same type 
of disposal issues as the current “e-waste” 
problem in developing countries.

(ii)   Transportation – While there is little 
doubt that advances such as hybrid 
cars, automated highways, and maglev 
trains could reduce local emissions, 
improve air quality, and reduce urban 
traffic and noise, the ultimate life cycle 
impact depends upon the fuel and 
technology combinations chosen and 
the rate of infrastructure development. 
Other indirect negative impacts 
include unmitigated consequences of 
infrastructure expansion on ecosystems as 
well as soil erosion and water pollution.

(iii)   Natural Resources – This field 
encompasses technologies affecting the 
Earth as a large organic system—energy, 
farming, mining, life sciences. The 
underpinnings of sustainable development 
depend on breakthroughs in these areas, 
though the environmental and health 
effects are also being widely debated—
with genetic modification in the center of 
such discourse.

(iv)   Space – The greatest advantage of space 
technology to the environment has been 
the global earth observation systems 
that provide new and improved means 
for assessing and monitoring changes 
in the Earth’s environment.  Adverse 
environmental impacts include the 
primary exhaust emissions during rocket 
take-off, and short-term water quality and 
noise impacts.

(v)   Information Technology – Increased 
information processing capacity 
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 These trends have the potential to transform 
the context in which Asia and the Pacific will 
develop over the next two or three decades.  The 
main question is: “Which of these technologies 
will most benefit the region, and what is the best 
strategy for developing such capabilities?”  
Technologies are not necessarily self-determining; 
they can be purposely directed to solve particular 
problems and avoid the creation of new ones.  A 
general change in mindset is needed to ensure 
that: (i) research is devoted to the most promising 
technologies; (ii) inventors and innovators are 
rewarded for environmentally beneficial advances; 
(iii) companies are provided with incentives to 
develop such technologies; and (iv) barriers are 
removed from diffusion of the best technologies—
especially for developing countries. A broad 
coalition of stakeholders needs to work together to 
ensure that effective pressure is applied to decision 
makers to make choices favoring the development 
of environmentally beneficial technologies and 
penalizing choices that show evidence of moving 
in the opposite direction. 
 
 
 
 
 
  
 An underlying theme of this report is that the 
environmental future of the planet largely hinges 
on what happens in Asia and the Pacific over the 
next 50 years or so. Also, a sustainable future 
requires conscious efforts on the part of 
government, the private sector, and citizens to 
depart from past patterns.  So, what are the key 
choices and decisions that need to be taken to 
create an atmosphere of policies and behaviors 
supporting sustainability?  There clearly are 
initiatives that corporations can take that are 
internal to their own operations and entirely 
within their control.  Some of these will be 
encouraged by incentives offered by governments, 
though this will require both economic and 
environmental policy reform. There also will be 
tremendous investment demands generated by 
these changes, and innovations in financial 
instruments will be needed to pay for  new 
environmental infrastructure and other costs.   
The  conclusion is that assuring environmental 

performance can no longer be thought of as purely 
the realm of the public sector.  Businesses in Asia 
and the Pacific have a big role to play with 
responsibility for environmental outcomes being 
shared between the public and private spheres. 
 
 The first step that many corporations in this 
region need to take is simply to meet existing 
standards.  Pressures emanating from a wide range 
of international and national sources will make it 
progressively harder for businesses to avoid 
compliance with environmental laws and 
regulations. The penalties exacted by traditional 
regulators, and by communities and individuals 
emboldened by new information tools, will make 
it increasingly difficult for environmental laggards 
to hide.  Undoubtedly, the need for corporations 
to obtain a “social license” to operate will become 
ever more important. 
 
 Some of the needed changes will incur new 
costs for the private sector. But there also will be 
opportunities for savings from eco-efficiency gains 
as well as to enhance revenues through product 
differentiation. Some corporations from the 
region—mostly the larger ones—are already seeing 
the benefits of utilizing all or part of the 
“sustainability toolkit” described in this report. 
The majority of corporations, though, will be 
expected to begin responding to incentives created 
by new applications of economic instruments in 
environmental policies or to opportunities created 
by a reconfiguration of their relationships with 
government to accelerate adoption of new 
environmental management practices. 
 
 
 
 It certainly makes sense for governments to 
make use of market-based environmental policies 
known to be effective at encouraging corporate 
innovation to meet pollution and natural resources 
management standards. The public sector also 
should encourage the uptake of voluntary tools 
that can take firms beyond compliance.  In the 
process, it will prove beneficial to both public 
health and the sustainability of the environment to 
reassess those laws and regulations that have 
proven difficult to enforce with an eye toward 
enhanced policy effectiveness. 

Facilitating a Move Toward 
Sustainability

Balancing Incentives
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 Market-based incentives such  as penalties for  
pollution  loads  exceeding those determined to be 
consistent with the environment’s assimilative 
capacity or tax breaks on investments in energy-
saving technologies can induce changes in the 
behavior of firms.  As suggested in AEO 2001, 
much of this will be focused on internalizing 
“market externalities” (ensuring that polluters pay 
for the damages they cause), “green” tax reform, 
and the elimination of perverse subsidies. 
 
 It is crucial that governments find the most 
effective means in their country settings for 
encouraging the adoption of sustainability tools 
and furthering innovation. Fortunately, many of 
the region’s largest corporations—especially those 
with international ties—already recognize the 
benefits of these tools.  The more difficult problem 
is how to encourage similar practices by millions 
of SMEs.  Supply chain pressures—and the 
“greening of the supply chain”—can potentially 
lead to substantial environmental performance 
improvements through links between MNCs and 
their Asia and Pacific suppliers. Multinationals 
appear increasingly to be requiring local suppliers 
and contractors to meet product and process 
standards.  While product standards tend to be 
specific to the manufacturing sector,  process 
standards are rapidly accepting ISO 14001 as the 
EMS template for certification of environmental 
responsibilities. Likewise, the GRI has emerged as 
best practice for environmental reporting.  
Demands on local suppliers to accept process 
standards as a cost of doing business with MNCs 
also are increasing accompanied by their being 
monitored and audited by reputation-sensitive 
international buyers. 
 
 MNCs are not the only avenue for assisting 
SMEs with technical assistance on sustainability 
tools.  If foreign firms are unwilling to be partners, 
then industry associations, national governments, 
and multilateral agencies can fill this role.  In most 
parts of Asia and the Pacific, government agencies 
will probably be the best vehicles for providing 
such technical assistance on clean technologies  
and pollution prevention, for example, although 
in some countries, firms are more likely to be  
sensitive to the influence of their trade 
associations.  There are already good examples of 

government-funded capacity-building programs 
for EMS development in Malaysia, Sri Lanka, and 
Singapore. Experience has shown, however, that 
such programs must be firmly grounded in an 
understanding of applicable market forces and well 
blended with other complementary policy 
measures to be effective. 
 
 Governments and multilateral institutions can 
also assist with the difficult problem of how to deal 
with environmental management in very small 
firms and larger SMEs that are not involved in 
multinational supply chains.  Dealing with such 
firms is difficult mainly because there are so many 
of them. While their individual environmental 
footprint may be quite small,  the combined effect 
of millions of small firms can be just as damaging 
as from a smaller number of large corporations. 
Several approaches to direct interventions hold 
promise for this region. These include EMS 
processes tailored to the special needs of SMEs, 
government-sponsored and field-based “extension” 
services to provide technical guidance, and eco-
friendly industrial estates. 
 
 
 
 
 This report argues that the traditional options 
of command-and-control regulation will not be 
enough to meet the sustainability challenges 
provided by the region’s continued rapid economic 
expansion.  A recurring theme is that more rapid 
progress is needed with the application of market-
based incentives to encourage private innovation. 
A full conversion from the current system will 
only be possible if accompanying reforms are 
made in public environmental policy.  The 
combination of diminishing government resources 
and an explosion in industry self-management 
initiatives is now leading to a reconfiguration of 
regulatory approaches.  This is strongly evident in 
developed countries, though it appears to have 
happened largely by policy evolution rather than 
by design.  While there are hesitant signs of such 
reconfiguration beginning in Asia and the Pacific, 
most environmental policy in the region remains 
firmly centered on the command-and-control 
model rather than use of market-based incentives 
or voluntary measures involving public-private 

Environmental
Regulatory Reform
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partnerships. Though even the developed world 
has less than a decade’s experience with this new 
mix of policies, some important lessons are 
emerging  of  direct  relevance  to the  Asia and 
Pacific region. 
 
 Serious attention needs to be paid to the  
wider application of voluntary environmental 
instruments.  Various propositions have been 
made in recent years about how the supporting 
policy frameworks for introduction of voluntary 
initiatives might best be designed.  The most 
useful of these suggest that they should build upon 
a careful linkage between the most important 
drivers of voluntary corporate initiative: (i) cost 
reduction, (ii) desire to avoid regulatory action, 
(iii) concern about damage to public image, (iv) 
expectation of competitive advantage, and (v) 
pressure from stakeholders. 
 
 In this new mode of “co-regulation,” there is a 
genuine sharing of responsibility and authority for 
administering regulation between governments 
and industry.  The proper role of government 
becomes the setting of clear but broad targets for 
important environmental outcomes or conditions, 
and then stepping back to allow firms wide-
ranging freedom to find the most cost-effective 
methods by which to comply.  A good metaphor 
for this new approach is “steering not rowing.” It 
should also be noted that the introduction of 

voluntary measures often has faced considerable 
skepticism and outright opposition from 
environmental advocacy groups who see these 
aproaches as too soft on polluters and too willing 
to strike compromises with private firms in order 
to achieve environmental goals. 
  
 Evaluations of developed country use of 
voluntary environmental instruments have begun 
to indicate some minimum preconditions for 
success.  In general, it seems that governments 
need to: (i) present a credible threat of regulation 
should self-policing fail; (ii) maintain capacity for 
auditing and monitoring; (iii) establish a system 
whereby offenders can be made personally liable if 
they fail to comply; and (iv) cultivate an active 
civil society that can provide indirect oversight and 
monitoring support to regulatory authorities. 
 
 Some regulators in the region are interested in 
voluntary environmental instruments precisely 
because they offer policy alternatives that require 
less administrative structure and rely more on the 
private sector itself for monitoring and choice of 
environmental management measures. While 
meeting the full preconditions would provide the 
ideal conditions to support a co-regulation 
approach, there is enough evidence from Asia and 
the Pacific to indicate that significant progress is 
possible even with only some of the preconditions 
in place.  For example, despite weak or nonexistent 
formal regulation, there are many clean industrial 
plants in the region.  Analysis done under the 
World Bank’s New Ideas in Pollution Regulation 
project has identified examples in South and South 
East Asia where factories are less polluting than in 
the past, and where total emissions are falling 
despite strong industrial growth. 
  
 The role of regulation as a credible threat may 
become less important over time in the Asia and 
Pacific context as the effectiveness of an 
increasingly active civil society grows.  The 
preconditions mentioned also may not need to be 
present where there are a powerful self-interests at 
stake. Such incentives, as previously described, 
could include: (i) protection of reputation;  
(ii) enhanced market opportunities;  
(iii) requirements imposed by financial institutions 
or foreign partners; and/or (iv) the existence of 
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publication of environmental data (taking into 
account proprietary concerns).  Examples include 
“right-to-know” laws, “green rating” schemes (such 
as Indonesia’s PROPER), compulsory annual 
reporting on corporate environmental 
performance, and the publication of national 
registries of voluntary initiatives. 

 
 
 
 The impetus for this report is a sense of 
urgency.  Our planet is facing unprecedented 
levels of environmental strain, and  much of this 
is the result of the extraordinary economic growth 
recently witnessed in Asia and the Pacific.  The 
future of humankind and the planet will depend 
in large measure on how successful are  
the environmental policies and practices in this 
part of the world. 
  
 The business community’s actions hold the 
key to whether further rapid economic growth  in 
this region can be achieved without undermining 
the basis for health and prosperity.  Times are 
changing, and the private sector can expect 
to face considerably more  oversight of their 
environmental performance by governments, 
communities, advocacy groups, financial 
institutions, shareholders, and consumers. These 
changes are likely to bring higher costs in many 
cases, but there also will be opportunities for 
savings and even enhanced revenue generation 
through eco-efficiency gains and product 
differentiation. The tools to identify such 
opportunities are readily available and center on 
incorporating into business practice far better 
systems for measuring inputs, outputs, and 
associated environmental impacts. Working with 
these forces, rather than fighting against them, 
hiding from them, or paying them off, companies 
will find ways to help shape the environmental 
laws that affect them so that they encourage 
innovation and the creative solution of pollution 
or natural resources degradation challenges. 
 
 National governments need to recognize 
the growing citizen and consumer demands for 
better environmental quality and management. 
This can be especially important for export 

environmental improvements that directly result 
in cost savings. 
 
 While co-regulation and associated voluntary 
environmental policy instruments may 
significantly improve corporate environmental 
performance, this should never be a rationale for 
abandoning standards and supporting regulations.  
Governments in Asia and the Pacific should 
continue to develop and refine their formal 
regulatory structures and enforcement capacities as 
complements to these other policy approaches. 
Furthermore, some environmental goals, such as 
the control of hazardous and toxic substances, may 
continue to be best accomplished through strict 
regulatory approaches.  For certain countries 
where capacity is very weak, informal regulatory 
approaches could be a short-term strategy for 
halting environmental decline, until a full blend of 
formal regulatory structures, market-based 
incentives, and voluntary measures is put in place. 
 
 In some countries of the region, 
environmental law and policy already allows for 
use of voluntary agreements. Indonesia, for 
example, has experimented with the “PROPER” 
system of publicly disclosing rankings of company 
environmental performance according to a five-
point scale, and then working with the low 
performers to adjust their behavior under threat  
of sanction and public disgrace. Viet Nam is 
experimenting with a similar approach. Other 
measures could include encouraging the 
establishment of units within industry associations 
or leading financial institutions that pay attention 
to environmental performance, perhaps giving 
them shared responsibility for the development 
and implementation of voluntary agreements.  
This  has  been  used  in Sri Lanka with some 
limited success. 
 
 Voluntary mechanisms rely heavily on the free 
availability of information to all stakeholders, 
though there are still few locations in this region 
where accurate and timely environmental 
information is made available to stakeholders by 
the private sector.  Given what seems to be the 
growing importance of co-regulation, including 
information-based policies, governments will find 
benefit in passing legislation requiring the regular 

Conclusion
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competitiveness, given the rising expectations 
imposed by importers. Environmental policies 
need to be reviewed and improved in light of these 
developments, with an emphasis on inducing 
effi  cient and innovative responses to problems 
of waste management and natural resources 
degradation. New market-based and voluntary 
policy measures can be used to shape corporate 
behavior while also creating the conditions needed 
to engage with the private sector in meeting the 
rising demands for environmental infrastructure 
across the region.

 As called for in AEO 2001, governments also 
must do a better job of integrating environmental 
concerns into both macroeconomic as well as 
sectoral policies and conduct an active search 
for new means to fi nance environmental 
infrastructure—especially the identifi cation of 
appropriate areas where the private sector can 
provide  services. Th ey can do this with the 
assurance that, while some jobs will be lost in 
polluting industries, this is likely to be off set by 
new economic opportunities created by mitigation 
and clean-up eff orts, by the construction of 
environmental infrastructure, and by a wide 
range of new jobs in the related service industries 
supporting such activities.

 Development agencies need to recognize 
the direct links between environmental quality 
problems and constraints to growth, investment, 
and poverty alleviation. Past policy advice needs to 
be informed by these important new trends to take  
more positive attitudes toward the private sector’s 
role in addressing the environmental consequences 
of development. Th ere are enormous investment 
demands, and the public sector alone cannot 
hope to provide the capital and expertise needed 
to meet them. New fi nancial instruments will be 
required that tap into private capital and involve 
closer public-private cooperation in planning and 
implementing environmental infrastructure and 
other investments while continuing to rely on 
market forces.

 Wise companies will anticipate these 
changes and fi nd ways to shelter themselves 
from the potential for increased cost and risk by 
taking advantage of opportunities to raise their 

competitiveness through operational innovations 
and product diff erentiation. Th ose who are slow 
to act will fi nd themselves at odds with their 
governments,  communities, and  shareholders, 
while also losing market share for their products 
or services.  A new defi nition of “business as 
usual” is emerging in which gross neglect of the 
environment will no longer be tolerated, with both 
large and small companies  expected to exhibit 
environmental responsibility. Th ose who step up 
to this challenge will prosper, while those who 
do not will increasingly fi nd themselves to be out 
of step with their peers and society at large with 
their ability to operate threatened by competition 
and by the heavy scrutiny of governments, 
shareholders, consumers, and the communities in 
which they operate. 
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