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Hinrich Foundation Sustainable Trade Index
Country overview: Indonesia

Indonesia ranks 14th on inaugural
Hinrich Foundation Sustainable Trade Index

The country embarks on a development strategy to move higher in the value chain

The Hinrich Foundation, a Hong Kong-based philanthropic institution, has commissioned The Economist 
Intelligence Unit to build a Sustainable Trade Index to measure the capacity of various countries to 
participate in the international trading system in a manner that supports the long-term domestic and 
global goals of economic growth, environmental protection and strengthened social capital.1

The Index includes a number of indicators, grouped in these three pillars, that together measure whether a 
country is engaged in sustainable trade; i.e. trade that promotes inclusive growth for all—including future 
generations—within and beyond a country’s borders.2 

Indonesia ranks 14th in the inaugural index, underscoring the challenges of a resource-intensive economy. 
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This middle-income country 
under-performs relative to 
its income, sliding two places 
below its wealth (Figure 1.3).  

Recognizing  the dangers of 
being trapped at the lower end 
of the value chain, the country 
has undertaken measures to 
amend its excessive focus on 
raw materials.  Its recent bid to 
move the local mining industry 
into higher-value processing by 
banning unprocessed mineral 
exports was rooted in this fear.3
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Box: Level of development and adjusted weightings

The link between income and performance in the Index is unsurprising at one level: success breeds success, 
and	the	richer	populations	become,	the	more	they	will	demand	that	the	“softer”	aspects	of	sustainability	
accompany economic growth. Investment, too, will gravitate towards more prosperous countries that have 
a	track	record	of	protecting	investors’	interests—including	their	reputations,	which	increasingly	depend	on	
robust sustainability criteria. 

“If	there’s	not	an	investment	case	for	companies	or	for	financial	institutions	in	sustainable	supply	chains	
because	there	are	risks	in	the	social	and/or	regulatory	framework,	then	those	investments	will	not	happen,”	
says Ted van der Put, programme director at the Netherlands-based Sustainable Trade Initiative (IDH). 

At	the	same	time,	it	is	to	be	expected	that	poorer	countries’	first	foot	on	the	ladder	of	trade-led	
development is to leverage either their abundant, cheap labour or their natural resources, or both. While 
neither of these strategies are sustainable in the long-term without attendant human and environmental 
safeguards, trading countries cannot run before they can walk, and it is unrealistic to hold least developed 
countries to the same standards as their richer neighbours. 

ASEAN,	for	instance,	“recognises	that	the	low-income	members	need	more	time	than	the	upper-middle	
income	members	to	open	up	to	the	ASEAN	Economic	Community	2015,”	notes	Stephen	Groff,	vice	president	
for	operations	at	the	Asian	Development	Bank.	“But	the	issue	is	with	any	liberalisation	is	that	there	will	be	
winners	and	losers.	In	ASEAN,	our	estimation	is	that	everyone	benefits	at	the	end	of	the	day,	but	some	sectors	
will inevitably lose out a bit. So without support for a transition in those sectors you can have unanticipated 
economic	shocks	and	social	stability	challenges	that	might	emerge.”

Consequently, it makes sense to compare countries in the Index in groups according to level of development 
(defined	using	World	Bank	definitions	based	on	per-capita	GDP,	as	in	Figure	1.2),	and	also	by	ascertaining	
whether or not countries over- or underperform relative to their income (Figure 1.3).

Figure 1.2: Overall results by level of development

Source: The Economist Intelligence Unit.
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INDONESIA
Rank / 20 Score / 100

OVERALL SCORE	 14	 47.9

1) ECONOMIC PILLAR	 14	 53.7

2) SOCIAL PILLAR	 13	 40.0

3) ENVIRONMENTAL PILLAR	 16	 50.0

In addition, the country is addressing deforestation through the Sistem Verifikasi Legalitas Kayu or SVLK, 
an Indonesian timber certification standard.4
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On this basis, only four countries actually perform as their levels of income predict—Singapore, the 
Philippines, Bangladesh and Myanmar. South Korea is the most prominent overachiever, four places above 
the	level	suggested	by	its	wealth.	Vietnam	and	Cambodia	are	also	notable	for	doing	better	than	their	incomes	
would suggest. While both score only modestly in terms of the openness of their economy to trade (as poorer 
members	of	ASEAN,	they	benefit	from	the	bloc’s	market	liberalisation	but	enjoy	longer	schedules	to	implement	
tariff reduction), they score better than their peers in terms of export diversity and the comparatively high 
environmental standards they have managed to maintain in pursuit of growth. 

In	terms	of	trade	infrastructure,	Vietnam	has	also	benefited	from	investment	from	Asia’s	richer	countries—
South Korea and Japan in particular—and is now a crucial part of the increasingly complex manufacturing 
supply	chains	their	biggest	firms	operate.	

“The	Vietnamese	were	not	afraid	[of	foreign	investment].	They	were	very	open;	they	saw	what	happened	
in	China,”	says	Steve	Parker,	an	economist	at	Nathan	Associates	now	based	in	Yangon,	who	previously	advised	
Vietnam	on	trade	policy.	As	soon	as	the	US	normalised	trade	relations	with	Vietnam	in	2001,	“except	for	the	
IT	sector,	in	between	one	and	five	or	six	years	they	had	opened	up	all	other	sectors—including	insurance	and	
banking,	bringing	in	[international]	standards.	Vietnam	is	a	poster	child	for	an	Asian	country	with	a	large	
labour force; it had a population bubble—two million people coming into the workforce every year; jobs were 
needed	for	social	and	economic	stability.	Vietnamese	people	took	advantage	of	that.”

Relative	to	income,	Brunei	is	the	worst	underperformer:	as	a	rich,	oil-producing	microstate	in	which	

Figure 1.3: Performance vs income

Country
Per-capita GDP 2014 

(nominal US$) A: GDP rank B: Index rank
Over/under-performance 

(A-B)

Singapore  56,287 1 1 0

South Korea  28,166 6 2 4

Japan  36,326 5 3 2

USA  54,412 2 4 -2

Hong Kong  40,240 4 5 -1

Taiwan  22,605 7 6 1

Malaysia  11,307 8 7 1

Thailand  6,020 10 8 2

Brunei  40,724 3 9 -6

Sri Lanka  3,675 11 9 2

Vietnam  2,010 14 11 3

China  7,690 9 12 -3

Philippines  2,873 13 13 0

Indonesia  3,508 12 14 -2

India  1,634 16 15 1

Cambodia  1,084 19 16 3

Laos  1,709 15 17 -2

Bangladesh  1,095 18 18 0

Pakistan  1,320 17 19 -2

Myanmar  811 20 20 0

Source: The Economist Intelligence Unit.

Ranked 14th in the economic pillar, Indonesia has the eighth-highest trade costs in the Index, joining 
the bottom-eight countries in the corruption indicator and scoring poorly in terms of infrastructure. The 
country is also among the second-lowest scorers in the technological infrastructure indicator, and is just 
ahead of the last three finishers in technological innovation. 



Indonesia also suffers in comparison in terms of foreign direct investment.5 This could be a result of 
the  uncertainty over the investment environment after the government’s decision in 2014 to ban the 
export of unprocessed minerals. Though this may have been a step taken with one eye on the long-
term sustainability of the country’s higher-value-added processing industry, it came at the expense of 
investment (and hence trade receipts) in a key sector for the economy.6

Page 3 of 8
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Chapter 2: Economic pillar

It goes without saying that trade is sustainable only when it enriches a country and its inhabitants, and 
when policies and institutions are in place that enable people to be enriched through trade. But it also 
requires that an economy is able to withstand internal and external shocks, and that policy balances 
long-term resilience with short-term gains. Consequently, this pillar includes indicators that both 
reflect	the	ability	to	trade,	such	as	current	account	openness,	infrastructure,	tariffs	and	technology,	
and	also	factors	that	indicate	resilience,	such	as	exchange	rate	stability	and	whether	or	not	a	country’s	
export	mix	is	suitably	diversified—both	in	terms	of	markets	and	products.

Economic pillar results
Singapore tops this pillar (as it does the overall 
Index), followed by Hong Kong in second place. 
It is perhaps not surprising that these two—
competitors	as	Asia’s	pre-eminent	entrepôts—
are the most economically sustainable trading 
economies	in	the	region.	Singapore’s	total	
trade	in	2014	was	over	three	times	the	country’s	
GDP; for Hong Kong it was more than four times 
GDP.11 The ports of each compete to be the 
world’s	biggest;	each	boasts	state-of-the-art	
infrastructure and logistics. Each also has a 
world-class legal system, low corruption and a 
deep,	stable	financial	sector.	

The nature of the economies of Singapore and 
Hong Kong and the pre-eminence of trade in 
their	raisons	d’être—Hong	Kong’s	as	a	gateway	
to	China;	Singapore’s	as	a	hub	on	a	vital	maritime	
trading route between continents—make both 
outliers	to	some	degree.	Yet,	other	economies	
near the top of this pillar illustrate the historical 
success of the East Asian trade-focused 
development model. South Korea and Taiwan, in 
third	and	fourth	position	in	this	pillar,	are	both	former	“tiger”	economies	for	which	carefully	directed	
economic policy, supporting export industries in targeted sectors, led to increasing wealth. In this 
they historically followed Japan, which is in joint sixth place in this pillar of the Index. 

It is not surprising that rich economies come top. (The only high-income country outside the top 
six is Brunei which, in 19th, is an outlier microstate for which oil and minerals constitute over 92% 

Figure 2.1: Economic pillar results
Rank Country Score/100

1 Singapore 76.5

2 Hong Kong 70.9

3 South Korea 68.3

4 Taiwan 67.2

5 USA 66.1

=6 Malaysia 64.8

=6 Japan 64.8

8 China 64.2

9 Philippines 57.1

10 Vietnam 56.4

11 India 56.0

12 Thailand 55.0

13 Sri Lanka 54.5

14 Indonesia 53.7

15 Bangladesh 50.4

16 Laos 49.7

17 Cambodia 48.2

18 Pakistan 42.4

19 Brunei 38.5

20 Myanmar 35.1

Source: The Economist Intelligence Unit.
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don’t	change	the	underlying	economic	sustainability	of	its	trading	environment.	It	scores	well	on	a	
number of indicators, including the extent it has cut tariff and non-tariff barriers, its technological 
infrastructure and—perhaps counter-intuitively—its export concentration. Though petroleum exports 
are important, fuels and mining products contributed just 25% of its merchandise exports in 2014, 
compared to 61% for manufactured goods.

In Indonesia, by comparison, which is the bottom-ranked low-income country in the economic pillar 
(at 14th), fuels and mining products comprised 34% of exports in 2014 and manufactured goods 40%. 
Indonesia also suffers in comparison in terms of FDI and technological innovation (discussed below). 
This	could	be	a	result	of	the	uncertainty	over	the	investment	environment	after	the	government’s	
decision in 2014 to ban the export of unprocessed minerals. Though this may have been a step taken 
with	one	eye	on	the	long-term	sustainability	of	the	country’s	higher-value-added	processing	industry,	
it came at the expense of investment (and hence trade receipts) in a key sector for the economy.

In general, though, ASEAN nations have done much to reduce trade costs as well as explicit tariffs. 
Indeed,	trade	within	East	Asia	and	the	Pacific	is	notably	more	efficient	than	other	regions,	particularly	
for manufacturing. The UNESCAP-World Bank trade costs database shows such costs were just 84% of 
average trade costs in 2010—compared to 120% for manufacturing trade within Sub-Saharan Africa, 
and 94% in even Europe and Central Asia. South Asia, though, fares much more poorly, with such 
costs 117% of the average—and 116% for trade 
between that region and East Asia, suggesting 
South	Asia	was	much	less	able	to	benefit	from	
rising intra-Asian trade.14 The reduction of such 
costs is vital for South Asian countries to become 
more sustainable traders (as noted by Narendra 
Modi,	India’s	prime	minister,	who	is	seeking	to	
emulate	China’s	success	by	bolstering	India’s	
manufacturing-for-export capacity).

In the Index, trade costs (other than 
tariffs and non-tariff barriers) are captured 
in a composite indicator that measures the 
performance of infrastructure and logistics, 
and also levels of corruption and quality of the 
legal system (Figure 2.2). The importance of the 
quality of national institutions—i.e. those bodies 
that lay down the rules for conducting business, 
as well as the procedures and guidelines for 
economic transactions—to sustainable trade has 
been the subject of increasing research in recent 
years. Problems with these have the potential 
to greatly disrupt economic activity generated 
through trade, especially as supply chains grow 

Figure 2.2: Trade costs
Rank Country Score/100

1 Singapore 86.3

2 USA 79.3

3 Hong Kong 74.0

4 Japan 71.9

5 South Korea 69.0

6 Taiwan 66.7

7 Malaysia 59.9

8 Sri Lanka 44.8

9 Thailand 43.3

10 India 40.1

11 China 34.0

12 Vietnam 33.1

13 Indonesia 33.0

14 Philippines 32.9

15 Pakistan 30.9

16 Bangladesh 29.5

17 Cambodia 20.7

18 Brunei 19.5

19 Laos 15.8

20 Myanmar 13.8

Source:	EIU	Business	Environment	Rankings	composite	score
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greater	impact.	Vietnam,	in	particular,	has	done	much	to	promote	inwards	FDI	by	positioning	itself	as	
an alternative to China, and as an important location in the increasingly complex intra-Asian supply 
chain. Investments by Samsung group companies in the country, for example, are estimated to be 
worth over US$13bn. Samsung Display in August 2015 said it would boost investment in the country by 
an	additional	US$3bn	in	the	next	five	years,	while	Samsung	Electronics	also	has	plans	to	spend	US$3bn	
on	a	second	smartphone	factory	in	northern	Vietnam.28  

Foreign investment from richer East Asian nations, principally Japan and South Korea, has 
played an important role in developing infrastructure in South-East Asia (which is captured in the 
Index	in	a	proxy	indicator	measuring	gross	fixed	capital	formation).	As	noted	above,	poor	transport	
infrastructure and logistics are a major trade cost, so overall investment in roads, railways and ports 
is	always	going	to	increase	the	economic	benefits	available	through	trade.	But	perhaps	the	most	
dramatic multiplier effect on economic growth in general, and consequently trade, comes through 
investment in technology.

Several	mechanisms	may	influence	how	technology	increases	trade	volumes.	First,	adequate	
technological infrastructure helps to reduce the costs of trade, making it more sustainable over the 
long-run. Academic research has also shown how ICT development and adoption may lead countries to 
engage in unilateral trade liberalisation to seize trade opportunities, and that improved technology 

improves the tradability of services across borders, in part by bringing 
previously untradeable industries into tradability.29  

The	Index	therefore	includes	a	measure	of	a	country’s	technological	
infrastructure—i.e. its use of telecommunications and computers. As 
expected, this broadly correlates to income level, with Myanmar—as in 
many	other	indicators—at	rock	bottom.	Yet,	the	potential	for	technology	
to help boost sustainable growth and trade in Myanmar (which, outside 
North	Korea,	is	one	of	the	only	“blank	slates”	in	terms	of	modern	ICT	
infrastructure) is clear. 

“What’s	exciting	about	Myanmar	is	it’s	the	first	genuinely	mobile-first	
market	that’s	ever	existed,”	says	Chris	Nolan,	director	at	Myanmar	Capital	
Advisors,	a	Yangon	corporate	advisory	firm.	“[Penetration	has]	gone	from	
5%	to	50%	in	three	years	and	we’ll	be	at	150-160%	in	the	next	four	or	five	
years.	It’s	incredibly	exciting.	A	large	number	of	people	in	rural	areas	who’d	
never seen a mobile phone three years ago are now using Facebook for 
daily interactions. Many people in the country think that Facebook is the 
internet—that’s	probably	never	happened	in	another	market.	The	impact	
on economic growth is marginal, but the capacity is there, if you look at 
healthcare,	mobile	banking	[and]	what	mobile	can	do	to	improve	farmer	
yield	and	productivity.”	

Technological innovation, which is correlated to increased growth and 
trade via improved productivity, is another mechanism through which 
technology can contribute to sustainable growth—and is included in the 

Figure 2.3: Technological innovation
Rank Country Score/100

1 South Korea 100.0

2 Japan 77.1

3 Taiwan 72.5

4 USA 63.4

5 Singapore 49.7

6 China 45.1

7 Malaysia 24.5

=8 Hong Kong 17.6

=8 India 17.6

10 Bangladesh 8.5

11 Pakistan 6.9

12 Thailand 6.2

=13 Myanmar 3.9

=13 Sri Lanka 3.9

=13 Vietnam 3.9

16 Philippines 1.8

17 Indonesia 1.1

18 Cambodia 0.5

19 Laos 0.2

20 Brunei 0.0

Source: EIU calculation from UNESCO/World Bank data
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Indonesia has several areas of strong performance, scoring relatively well in a third of the pillar’s indicators, 
specifically in gross fixed capital formation (third place), growth in labour force (fifth), growth in per capita 
GDP (seventh) and export market concentration (eighth). Its openness to trade based on tariff and non-
tariff barriers is equal to richer economies such as Japan, South Korea, Taiwan and the US. 
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Chapter 3: Social pillar

The	“people”	aspect	of	sustainable	trade	is	perhaps	the	most	important	in	the	long	term	but	the	
hardest	to	define.	While	numerous	data	points	exist	to	indicate	the	institutions	and	policies	that	
promote economic growth through trade, identifying factors that ensure trade can strengthen 
human capital and do not ultimately undermine social cohesion or resilience is less straightforward. 
This is partly because anecdotal examples exist of freer trade leading to people losing their jobs, 
rising political discontent or workers being exploited—despite broad agreement in theory that trade 
contributes to economic growth at the macro level. 

Consequently, this pillar of the Index takes into account factors that strengthen human capital 
while a country is engaged in trade. Although numerous potential measures could be included, for 
reasons of data availability and parsimony, the EIU included only the four most important factors in 
this context: inequality, educational attainment, labour standards and political stability. Again, the 
rankings in this pillar correlate broadly with income levels, with upper income countries taking the top 
seven positions and the least developed clustered at the bottom (with some outliers, discussed below).

Inequality
Economic growth in the past 20 years in Asia 
has been accompanied by a rising degree of 
income inequality, especially among developing 
nations. A 2012 Asian Development Bank (ADB) 
report on the issue posited that the main causes 
were technological change, globalisation and 
market reforms, all of which tend to boost 
returns to capital over labour.30 Academic 
literature is divided on whether trade (the prime 
manifestation of globalisation) contributes to 
inequality.31 The mechanisms by which it may do 
so—such as differing levels of productivity and 
employment between domestic and exporting 
firms,	higher	wage	premiums	for	skilled	
workers in exporting industries, or disparities 
in bargaining power between workers and 
employers along supply chains—are also a key 
focus of ongoing research. 

What is nevertheless widely accepted is 
that higher levels of inequality may have 
deleterious effects on society, including greater 

Figure 3.1: Social pillar results
Rank Country Score/100

1 South Korea 88.9

2 USA 88.1

3 Japan 85.7

4 Taiwan 81.6

5 Singapore 74.2

6 Brunei 68.2

7 Hong Kong 56.4

8 Malaysia 52.2

9 Vietnam 48.1

10 Thailand 45.2

11 Sri Lanka 44.9

12 China 41.1

13 Indonesia 40.0

14 India 39.8

15 Laos 38.7

16 Cambodia 35.5

17 Pakistan 35.0

18 Bangladesh 33.5

19 Philippines 28.0

20 Myanmar 27.3

Source: The Economist Intelligence Unit
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In the social pillar, Indonesia places 13th among the 20 surveyed countries, but follows Taiwan and 
rounds out the eight countries in the Index with the lowest Gini coefficients. It takes the 10th spot in the 
educational attainment indicator, but finishes last with seven others based on labour standards. In political 
stability, it shares equal rank with the Asian Tigers Hong Kong, South Korea and Taiwan.

The Hinrich Foundation Sustainable Trade Index 

© The Economist Intelligence Unit Limited 2016 33

SUSTAINABLE 

TRADE

IN
DEX

TH
E

Chapter 4: Environmental pillar 

The	“planet”	aspects	of	sustainable	trade	can	be	easier	to	grasp	than	the	social	factors,	given	the	
obvious and sometimes fatal consequences of environmentally unsustainable trade policies and 
practices,	including	smoke-filled	skies,	deforestation,	contaminated	water	and	climate	change.	Yet,	it	
is often easy for countries in the developed world to characterise the environmental problems faced by 
emerging	economies	as	largely	self-created	and	easy	to	fix—if	only	their	governments	and	populations	
fully grasped the problem and mustered the will to change. 

In	truth,	many	of	Asia’s	developing	countries	face	a	far	more	complex	struggle	with	the	
consequences of rapid industrialisation as they climb up the proverbial value chain, much as their 
counterparts in the developed world did during their own growth journeys decades ago. A clear focus 
on environmentally sustainable trade is in many ways a luxury only available to those countries that 
have	already	attained	wealth.	Everyone	else	is	focused	on	making	money	first.

That being said, there are concrete ways in which developed and developing countries alike can 
ensure they are growing in a manner that addresses environmental issues, whether through accepted 
standards of corporate behaviour or effective policymaking. This pillar therefore evaluates factors that 
can result in environmentally unstable trade, 
such as an overreliance on natural resources, 
various forms of pollution and carbon emissions, 
as well as the approach to environmental 
standards. 

Environmental pillar results 
Wealthy and services-focused Singapore once 
again ranks near the top in second place, while 
its main regional competitor—Hong Kong—
claims the crown in this pillar of the Index. Those 
who live in Hong Kong may be puzzled at its 
ranking, particularly given its poor air quality 
due to smog from neighbouring China and 
local	traffic	congestion.	While	this	pillar	of	the	
Index acknowledges this, it focuses mainly on 
indicators relevant to environmental standards in 
trade.	As	an	entrepôt	with	few	natural	resources	
of its own (and hence few indigenous exports of 
carbon-intensive products), a good record on 
reforestation and acceptable standards of water 
pollution, Hong Kong does many things right 

Figure 4.1: Environmental pillar results 
Rank Country Score/100

1 Hong Kong 93.4

2 Singapore 92.2

3 Japan 85.0

4 South Korea 83.0

5 USA 74.9

6 Philippines 71.0

7 Thailand 66.2

8 Sri Lanka 63.1

9 Malaysia 61.1

10 Taiwan 59.3

11 Vietnam 57.0

12 Cambodia 56.8

13 Brunei 56.1

14 Bangladesh 52.3

15 China 52.0

16 Indonesia 50.0

17 Laos 48.2

18 Pakistan 47.8

19 India 47.2

20 Myanmar 45.9

Source: The Economist Intelligence Unit
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education. Nonetheless, in the bid for countries to move up the value chain and diversify their exports, 
the need for higher-skilled workforces is incontestable. As developed and developing countries 
face increased competition in the global trading system, countries that invest in human capital will 
promote sustainability over the long-term compared with countries that fail to do so and, as a result, 
find	themselves	stuck	at	the	bottom	of	the	value	chain.	

Consequently,	the	Index	includes	a	measure	of	educational	attainment—specifically	the	percentage	
of school enrolment at the tertiary level 
(Figure 3.2). This correlates fairly closely 
to income level, with South Korea (96.6%) 
standing out at the top, some six percentage 
points ahead of Singapore in second place. 
Brunei, a country whose income level is not 
reflected	in	several	indicators	of	human	
capital, is a rich outlier, at just 25%. Several 
other ASEAN countries outperform, notably 
Thailand, with a tertiary school enrolment 
ratio of over 50%. In terms of primary 
and secondary education, Thailand has 
made progress in improving educational 
opportunities for girls—an issue of inequality 
that is still acute in many poorer countries 
in the region, particularly in South Asia.36 
And for higher education, Thailand already 
serves as a hub for South-East Asia: since 
1993 it has hosted the inter-governmental 
Regional	Institute	of	Higher	Education	and	
Development as well as the ASEAN University 
Network.

The private sector has also become 
increasingly involved in the promotion of 
education and training, not least as companies are keen to ensure the local workforce will meet their 
future needs. Hong Kong-listed resources trader Noble Group, for example, directly funds school 
infrastructure and teacher training in some of the less developed communities in which it operates. 
South	Korea’s	Samsung	Electronics	is	also	“committed	to	reducing	regional	educational	gaps	and	
supporting the nurturing of creative talent through offering a smart educational environment driven 
by	the	latest	IT	technology,”	says	Soo	Ha	Baik,	vice	president	and	head	of	corporate	sustainability	
management.	In	2014,	the	company	invested	over	US$60m	in	its	“Smart	School”	program,	which	
provided vocational training and job placement opportunities to around 250,000 students in over 
1,000 institutions worldwide. 

Figure 3.2: Educational attainment indicator
Rank Country Score/100 Data (%)

1 South Korea 100.0 96.6

2 Singapore 92.4 90.0

3 USA 91.4 89.1

4 Taiwan 85.4 83.9

5 Hong Kong 65.7 66.8

6 Japan 59.5 61.5

7 Thailand 47.7 51.2

8 Malaysia 31.6 37.2

9 Philippines 27.7 33.8

10 Indonesia 25.0 31.5

11 China 22.9 29.7

12 Brunei 17.9 25.4

13 India 17.1 24.7

14 Vietnam 17.0 24.6

15 Sri Lanka 10.3 18.8

16 Laos 9.1 17.7

17 Cambodia 6.9 15.8

18 Myanmar 4.1 13.4

19 Bangladesh 3.9 13.2

20 Pakistan 0.0 9.8

Source: EIU score based on UNESCO/World Bank data



In the environmental pillar, Indonesia predictably scores poorly based on its resource-intensive economy, 
placing it in 16th place due in part to very high levels of water pollution and carbon emissions. 
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system for the long term, it must either think of 
a way to preserve its indigenous resources, or 
develop other sectors and products to remain 
competitive. The impact development on a 
country’s	environment	must	be	factored	into	
the formulation of economic policies, especially 
those concerning non-renewable resources.44   

Interestingly, China tops the list of countries 
with the lowest concentration of natural 
resources	in	exports.	This	is	because	the	world’s	
number two economy struggles to meet its own 
needs, and is a net importer of many resources—
especially oil. Although China faces severe air 
and water pollution problems, its economy has to 
some extent evolved to encompass a diverse array 
of manufacturing and service-based industries. 
A similar pattern exists in another resource-poor 
and diverse—albeit more advanced—economy, 
Japan (at 2nd place).

Scoring at the bottom in the natural resources 
indicator is the tiny sultanate of Brunei, where 
oil and gas revenues account for over 60% of 
GDP and over 90% of total exports.45 Myanmar, 
meanwhile, is rapidly transforming on the back of 
recent political liberalisation, yet oil, gas and gems still dominate its export trade. 

In the years ahead less developed, resource-intensive Asian economies will need to diversify their 
exports to avoid environmental consequences and an excessive focus on raw materials that hinders the 
development of other industries. If not, they risk being trapped at the lower end of the value chain. 
This is especially true as production grows more fragmented; that is, raw materials are sourced in one 
country but processing those materials for use—typically a greater contributor to employment and the 
local	economy—takes	place	elsewhere.	Indonesia’s	recent	bid	to	move	the	local	mining	industry	into	
higher-value processing by banning unprocessed mineral exports was rooted in this fear. 

“The	growing	fragmentation	of	production	across	borders	has	massive	implications	for	the	design	of	
trade	policy,	at	the	national,	regional	and	global	level,”	says	the	UN’s	Mr	Montiel.	“We	have	to	address	
the risk that countries might be permanently locked in the low value segment of the global value chain, 
associated	with	low	productivity	and	low	wages.”

Pollution and carbon emissions 
In many ways pollution is the easiest environmentally sustainable trade factor to characterise; smoggy 
skies,	contaminated	water,	and	a	high	prevalence	of	pollution-linked	health	ailments	in	a	country’s	

Figure 4.2: Concentration of natural resources in 
trade

Rank Country Score/100

1 China 100.0

2 Japan 99.9

3 Bangladesh 99.0

4 Hong Kong 97.1

5 Taiwan 95.7

6 Cambodia 94.8

7 South Korea 94.7

8 Singapore 87.9

9 Philippines 87.8

10 USA 86.1

11 Pakistan 82.6

12 Thailand 77.4

13 Malaysia 73.3

14 Sri Lanka 72.7

15 India 70.5

16 Vietnam 62.8

17 Indonesia 34.3

18 Laos 18.0

19 Myanmar 6.0

20 Brunei 0.0

Source: EIU score based on UNCTAD Concentration Index
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freedoms, are likely to lead to lower air and water pollution,48 indicators which were chosen due to the 
their close connection to human health. 

“You’ll	find	greater	demand	for	environmental	quality	in	higher	income	countries—that’s	a	
given,”	says	Aaron	Cosbey,	an	environmental	economist	at	the	International	Institute	of	Sustainable	
Development	(IISD).	“When	you	get	more	GDP	per-capita,	people	demand	greater	environmental	
stringency	to	regulations.”	

Asian countries also grapple with the more complex challenge of climate change and carbon 
emissions—one of the few manifestations of pollution that fail to conform to the environmental 
Kuznets curve.49 One orthodox interpretation of this phenomenon is that while local pollutants are 
more likely to follow the curve as the costs are internalised, carbon emissions are less likely to adhere 
to the relationship as the effects are released globally.50 

Evidence therefore suggests that carbon emissions and climate change may pose special challenges 
to the global governance system, and by extension, the sustainability of global trade. Numerous 
issues central to the carbon emissions debate are also fundamental to trade networks, including 
manufacturing, fossil fuel consumption and international shipping (see the box at the end of this 
chapter). Due to problems at the global level in agreeing on a course of action, however, many regions 
such as Europe have already unilaterally adopted regulations for producers on carbon emissions. 

Governments are also increasingly tackling 
these issues at the local level—Hong Kong, for 
instance,	recently	became	the	first	Asian	city	
to legally require ships to use less polluting 
fuel while berthed there, a move that was 
welcomed by many large industry players. 
The	move	has	“created	a	level	playing	field	so	
everyone contributes to the cost of improving 
the environment, rather than putting those 
who voluntarily use clean fuel at a competitive 
disadvantage,”	says	Stephen	Ng,	Director	
of Trades at Hong Kong-based shipping line 
OOCL.	“[It’s]	an	important	first	step	forward	to	
improving the air quality in Hong Kong as well as 
setting an excellent example for everyone in the 
region.”		

However, the proliferation of single-
jurisdiction policies creates divergence that 
poses a problem to the sustainability of the 
current trading framework, and may lead to 
the imposition of trade-related sanctions on 
countries that choose not to regulate carbon.51  

Heavily polluted countries such as China (at 

Figure 4.4: Carbon emissions in trade
Rank Country Score/100

1 Singapore 100.0

2 Hong Kong 99.3

3 Laos 91.1

4 Cambodia 89.6

5 Brunei 86.7

6 Taiwan 84.7

7 Malaysia 84.3

8 South Korea 84.0

9 Sri Lanka 79.2

10 Thailand 78.3

11 Myanmar 76.9

12 Japan 76.1

13 Philippines 73.1

14 Vietnam 69.2

15 Bangladesh 59.9

16 USA 52.6

17 Indonesia 49.6

18 China 13.3

19 India 11.0

20 Pakistan 0.0

Source: EIU score based on OECD, WTO, and academic research 
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As for having the sixth cleanest air in the Index, this can be partially explained by the size of Indonesia’s 
forests. Indonesia’s near-bottom rank in the deforestation indicator, however, suggests that this 
precious resource could be better managed.  Efforts to address the problem are under way. Besides the 
implementation of the SVLK standard, Indonesia has pledged to abide by the environmental standards in 
trade and other agreements.
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population provide clear evidence that something needs to change. At the same time, the overall costs 
of	pollution	can	be	difficult	to	quantify,	especially	when	the	pollution	is	a	direct	result	of	a	country	
trying to sustain a growing population and to attain a level of development at which it can afford to 
prioritise sustainable wealth creation. In these cases, some policymakers argue, the ends may justify 
the means. 

Pollution	externalities	play	a	large	role	in	a	country’s	ability	to	sustain	economic	growth	and	trade,	
as		do	citizens’	views	of	policies	related	to	environmental	sustainability.	The	Index	therefore	includes	
two general pollution indicators: air pollution (PM 2.5 level) and water pollution (general pollution 
levels), as well as deforestation (change in forestation levels). These indicators were chosen because 
they have a direct impact on the daily life of citizens, meaning that they can be readily measured and 
may also lead to greater pressure on the authorities to preserve the environment.

One conceptual tool to help understand the potential trade-offs between pollution and 
development is the Kuznets curve. Named after the economist Simon Kuznets, it utilises panel data 
from	42	countries	with	variables	of	air	pollution	concentration,	finding	a	similar	hump-shaped	pattern:	
pollution	levels	rise	through	the	initial	stages	of	an	increase	in	per-capita	income.	Yet,	once	a	country	
reaches a certain per-capita income point, the overall level of pollution starts to fall.46   

Thus, China ranks at the very bottom of the Index for air quality. However, to their credit, Chinese 
policymakers have acknowledged the problem and are now committed to shifting away from raw 
industrial and infrastructure-led growth in 
favour of domestic consumption, services, and 
technological innovation, all areas that should 
help	to	reduce	pollution	significantly.	

There are a number of explanations for why 
pollution levels may rise up to a certain point 
and then fall with economic development. First, 
as countries develop, production processes 
gradually move away from more polluting to 
cleaner technologies and less resource intensive 
production. Second, demographic factors may 
play a role, with population-emissions elasticity 
increasing at higher population levels47—thus 
densely-packed	Hong	Kong’s	poor	air	quality,	
relative to its economic prowess. 

Perhaps of most importance, however, is that 
countries at higher income levels are likely to 
face greater pressure from their citizens to curb 
pollution	levels.	The	more	wealth	and	influence	
citizens have, the higher their expectations 
regarding quality of life. Therefore increases in 
per-capita income, as well as civil and political 

Figure 4.3: Air pollution
Rank Country Score/100

1 Singapore 100.0

2 Philippines 96.5

3 USA 94.6

=4 Sri Lanka 90.6

=4 Brunei 90.6

6 Indonesia 90.5

7 Cambodia 89.7

8 Malaysia 87.2

9 Japan 84.8

10 Myanmar 79.1

=11 Taiwan 78.0

=11 Thailand 78.0

13 Hong Kong 76.2

14 Vietnam 70.3

15 South Korea 65.6

16 Laos 62.7

17 Pakistan 43.5

18 Bangladesh 42.9

19 India 37.4

20 China 0.0

Source:	EIU	score	based	on	Yale	EPI
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Of course, signing treaties and ensuring 
adherence to them are not the same thing, 
but—as COP21 talks in Paris, being conducted at 
the time of writing, demonstrate—international 
agreements	are	vital	first	steps	in	getting	
governments to address what Mr Groff of the ADB 
calls	the	“temporal	disconnect”	between	short-
term political considerations and long-term 
environmental	challenges.	“That’s	why	people	
are gathered in Paris now: everyone has to make 
decisions today that go far beyond the lifespan of 
any	of	the	politicians	there.”

The complexity of the issue goes beyond broad 
international compacts. The type of regulation 
that is necessary—and how much—can also 
be contentious. Some arguments suggest 
environmental and labour standards become 
increasingly important in a world of falling 
tariffs, leaving countries with higher standards 
at a comparative disadvantage to those that 
adopt less stringent ones. At the same time, 
compelling developing countries to adhere 
to the standards adopted by their wealthier 
counterparts is not necessarily the answer, given 
the associated costs and restraints on growth.55   

The	IISD’s	Mr	Cosbey	gives	the	example	of	
azo dyes, which were banned in textiles by 
the EU in 2002 because they were found to 
be	carcinogenic.	“This	was	really	hard	for	Asian	exporters	to	the	EU	at	the	time	because	it	required	
different	processing	procedures.	It	wasn’t	protectionist,	but	it	was	hard	for	them	to	meet	the	standards	
and they complained bitterly. At the end of the day, those kinds of standards are punitive in a sector 
which is based on small-scale production. It drives the production mode towards vertical and larger 
scale,	which	is	unfortunate	for	all	the	smaller	producers.”	

Related	to	this,	world	trade	regulatory	bodies	have	traditionally	adopted	a	circumspect	attitude	
towards robust environmental standards, although the position is gradually changing. In the 
meantime,	a	raft	of	agreements	have	cropped	up	to	fill	the	void—whether	multilateral	agreements	
on the environment that include references to trade, or bilateral and multilateral FTAs which include 
environmental provisions of varying quality.56 The recently concluded TPP is one notable example (see 
the box at the end of Chapter 2). 

Figure 4.5: Environmental standards in trade
Rank Country Score/100 Data

=1 China 100.0 7

=1 Hong Kong 100.0 7

=3 Japan 83.3 6

=3 Philippines 83.3 6

=3 South Korea 83.3 6

=3 USA 83.3 6

=7 Cambodia 66.7 5

=7 India 66.7 5

=7 Indonesia 66.7 5

=7 Malaysia 66.7 5

=7 Pakistan 66.7 5

=7 Singapore 66.7 5

=7 Thailand 66.7 5

=7 Vietnam 66.7 5

=15 Laos 50.0 4

=15 Sri Lanka 50.0 4

=17 Bangladesh 33.3 3

=17 Brunei 33.3 3

=17 Myanmar 33.3 3

20 Taiwan 0.0 1
*	NB:	This	includes:	1)	Membership	of	the	WTO’s	Green	Goods	group;	2)	The	
Convention on the Prevention of Marine Pollution by dumping of wastes 
or other matter 3) The Convention on the Protection of the Ozone Layer 
4) The Kyoto Protocol to the United Nations Framework Convention on 
Climate Change 5) The International Timber Agreement; 6) The Convention 
on International Trade in Endangered Species of Wild Flora and Fauna; 7) 
The	Rotterdam	Convention	on	the	Prior	Informed	Consent	Procedure	for	
Certain Hazardous Chemicals and Pesticides in International Trade.   

Source:	EIU	score	based	on	membership	or	ratification	of	international	
environmental compacts*
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The three pillars of our definition of Sustainable 
Trade – economic, environmental, and social 
– are taken from the 1987 landmark UN report 
by the Brundtland Commission on sustainable 
development, Our Common Future, and form the 
basis on which the Index was constructed.
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THE INDEX WORKBOOK AND WHITE PAPER ARE AVAILABLE FOR DOWNLOAD AT HINRICHFOUNDATION.COM/TRADE-RESEARCH/SUSTAINABLE-TRADE-INDEX

Indonesia takes the step toward sustainability in trade to benefit its economy and 
population while protecting its natural resources.

The Hinrich Foundation 
Sustainable Trade Index 
was created for the purpose 
of stimulating meaningful 
discussion of the full range of 
considerations that policy makers, 
business executives, and civil 
society leaders must take into 
account when managing and 
advancing international trade. 
The index measures nineteen 
countries in Asia and the US 
across the three recognized 
pillars of sustainability: economic 
(“profit”), social (“people”), and 
environmental (“planet”). In this 
year’s index, Singapore, South 
Korea, and Japan placed in the 
top three slots, with Bangladesh, 
Pakistan, and Myanmar rounding 
out the bottom three. 

The index workbook and white paper are available for download at the www.hinrichfoundation.com/
trade-research/sustainable-trade-index. 

Questions and comments can be sent to index@hinrichfoundation.com. 
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