
The Asia and Pacific region has the most dynamic and fastest-growing economies in the world. If 
it continues to grow on its recent trajectory, the region will account for more than half of global 
gross domestic product (GDP), trade, and investment by 2050. However, rising disparities within 
and across countries and subregions can undermine social cohesion and stability, and hinder 
this growth momentum. Climate change is also likely to exacerbate the existing challenges 
to sustaining growth and poverty reduction, especially in the developing and least-developed 
countries of the region.

Climate Change: The Case for Action 
in Asia and the Pacific

Startling growth in energy use. Under a business-as-
usual scenario, energy demand in developing Asia will almost 
double by 2030. During the same period, the emissions of 
greenhouse gases (GHG) associated with global warming 
derived from energy use are projected to increase by 100%,
with the region responsible for 45% of all global energy-
related emissions by 2030, as compared to 31% in 2007.

If a majority of the power systems being installed were to use 
clean-energy options, few alarms would ring. Various clean 
technologies to mitigate GHG emissions exist today. However, 
carbon-intensive coal and oil continue to fuel the region’s 
economic development.

Another cause for concern is the rapid growth in the numbers 
of motorized personal vehicles that is driving up Asia’s 
oil consumption. By 2030, the amount of oil used by the 
transport sector is projected to be three times bigger than 
today—affecting energy security and increasing transport-
related carbon dioxide emissions.

Poor land use and forest management practices 
compound the problem. Rapid urbanization, the expansion 
of housing and industries, and infrastructure development 
have spawned the massive conversion of agricultural lands 
and have significantly contributed to deforestation. These 
have transformed the region’s forests and soils into net GHG 
emitters and worsened the deterioration of the environment 
and natural systems. 

Deforestation alone accounts for more than three-quarters 
of Indonesia’s GHG emissions. Together with the burning of 
fossil fuels and land-use changes, it explains why the People’s 
Republic of China (PRC), India, and Indonesia are now among 
the world’s top 10 GHG-emitting countries.

Putting into practice management systems that will reduce 
GHG emissions from land-use changes and the forestry sector 
will help stabilize atmospheric concentrations of GHGs and 
mitigate future climate change. ADB’s Economics of Climate 
Change in Southeast Asia: A Regional Review, for example, 
reported that the subregion has the world’s highest potential 

The Economics of Climate Change



for sequestering carbon through avoided deforestation and 
the largest mitigation potential in the agriculture sector.

Projected climate change impacts, risks, and 
vulnerabilities.  Many of the projected impacts of climate 
change are gradual and decades in the future, while others 
are already being felt in a number of real and recognizable 
ways across the region. Small island nations of the Pacific, the 
islands of the Maldives, and other low-lying coastal areas are 
witnessing measurable encroachment of the sea due to rising 
sea levels. More violent weather; erratic rainfall patterns; 
unpredictable monsoons; glacial retreat; ocean heating and 
acidification, and more frequent and extreme weather events, 
such as floods, droughts and heat waves, are also discernibly 
showing the increasing global warming and climate variability 
and change in Asia and the Pacific. 

Studies reveal these impacts are likely to magnify existing 
threats to food, water, and livelihood security. Climate change 
impacts will also amplify threats to the productivity of natural 
resources, hampering economic sustainability. For instance, 
ADB’s study, Building Climate Resilience in the Agriculture 
Sector, projects that, by 2050, rice yields from irrigated 
agriculture will decline by 14%–20%; wheat, by 32%–44%; 
maize, by 2%–5%; and soybeans, by 9%–18%. According to 
the 2030 Water Resources Group’s study, Charting Our Water 
Future, water shortages in the region can aggregate 40% by 
2030, with implications on the growth of the agriculture, 
industry, and energy sectors. Data from the International 

Centre for Water Hazard and Risk Management show that 
by 2050, some 24%–34% of coral reefs may be lost to coral 
bleaching, affecting the viability of the fishing industry. 

Worse, with approximately two-thirds of disasters weather-
related, extreme climatic events can lead to more frequent and 
severe disaster events, causing more widespread suffering, 
as well as economic and biophysical losses. Climate-induced 
migration can also become more common, particularly in 
“hot spots” where  human settlements are at relatively high 
risk to both the sudden and slow onset impacts of an adverse 
climate. While some displacements can be temporary, the 
eviction of people from their home area due to extreme events 
can worsen existing pressures on infrastructure and services, 
undermine economic growth, enhance the risk of conflict, 
and propel the decline of social conditions.  

Cost of inaction greater than the cost of action. Various 
studies have estimated the cost of climate change responses 
to be lower than damages or the cost of inaction. The Stern 
Review, an influential inquiry into the issue, said in 2008 that 
fighting global warming would cost 2% of global GDP, while 
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nonaction could lead to damages equivalent in the long-
term to a 20% reduction in global per capita consumption. 
McKinsey & Company’s Pathways to a Low-Carbon Economy 
in 2009 reported a lower finding that avoiding dangerous 
climate change can cost as little as 0.5% of global GDP. 

Though some uncertainties continue to be associated with 
the economics of climate change, ADB’s Economics of Climate 
Change in Southeast Asia suggested that the benefits of 
strong and early climate actions clearly outweigh the costs. 
For example, the benefits from avoided damage in agriculture 
and the coastal zones of Indonesia, the Philippines, Thailand, 
and Viet Nam can reach 1.9% of GDP by 2100, as compared 
to the adaptation cost of 0.2% of GDP.

ADB Initiates a Series of Studies on 
the Economics of Climate Change

Why the economics of climate change? Important policy 
decisions are needed to avert the likely costs of climate change 
and prevent the erosion of hard-won poverty reduction gains. 
ADB has launched a series of studies on the economics of 
this phenomenon and associated responses to help enable 
its member countries to arrive at decisions regarding their 
best policy options. These studies seek to provide answers to 
questions, such as

n How much will climate change cost local, national, and 
regional economies?

n What are the sizes of the economic impacts in different 
sectors and economy-wide?

n How do the costs of action compare to the benefits 
of alternative responses—is it worth it to take action?

n To what extent and when should these actions start?
n What actions are most cost-effective and have to be 

taken first?

n What are the levels of investment and financing needed?
n What policies will incentivize the adoption of clean and 

resilient options and raise their potential for coping with 
climate change?

n What policies will help ensure synergy in adaptation 
and mitigation?

Geographic coverage. The first in this series of studies was 
completed in 2009, covering five countries in Southeast Asia: 
Indonesia, the Philippines, Singapore, Thailand, and Viet Nam. 
Part 1 of the study on South Asia was also recently completed, 
covering mitigation costs in Bangladesh, Bhutan, the Maldives, 
Nepal, and Sri Lanka. Part 2 of the South Asia study dealing 
with adaptation costs is ongoing in the aforementioned 
countries, as well as in India. Three other subregional studies 
are also ongoing: (i) Northeast Asia, covering the PRC, Japan, 
the Republic of Korea, and Mongolia; (ii) the Pacific, covering 
Fiji, Papua New Guinea, Samoa, Solomon Islands, Timor-Leste, 
and Vanuatu; and (iii) Central and West Asia, which was only 
recently begun.

Thematic focuses. ADB’s studies on the economics of 
climate change have commonly involved the review of 
existing climate studies, climate economic modeling, and 
national and subregional consultations with experts and 
policy makers. However, their thematic focuses have varied 
across the subregions.  

Climate change impacts will 
amplify threats to the productivity 
of natural resources, hampering 
economic sustainability

Important policy decisions  
are needed to avert the likely  
costs of climate change and 
 prevent the erosion of hard-won 
poverty  reduction gains

 



The Southeast Asia study examined vulnerabilities and impacts; 
adaptation measures that have been undertaken; potentials 
for reducing emissions, determined through the generation 
of the marginal abatement cost (MAC) curves; options for 
stepping up adaptation and mitigation; and policy priorities 
that can be pursued. Following its successful completion, the 
study was expanded. Phase 2 is currently being undertaken 
to facilitate low-carbon economic planning in the region 
through (i) the development of country-specific, low-carbon 
growth planning tools; (ii) the development/update of low-
carbon road maps and policy analyses based on the tools 
developed; and (iii) capacity building, including transfer of 
tools and database, and training. This phase focuses on the 
use of economic and market-based instruments.

The benefits of strong and early 
climate actions clearly outweigh 
the costs

Part 1 of the South Asia study assessed and prioritized clean 
technologies and mitigation options in the energy and non-
energy sectors, and developed country-specific MAC curves. 
Part 2 assesses local-level future climate change and its 
potential physical and economic impacts on agriculture, water 
resources, coastal zones, human health, energy use, and 
tourism. It also examines potential distributional and cross-
sector macroeconomic impacts, and estimates the cost of 
adapting to different future scenarios. With the development 
of a climate policy simulation tool (CPST), the study also helps 
policy makers identify options for adaptation and low-carbon 
development, together with their implications on key economic 
indicators, such as GDP, prices, employment, and international 
trade and competitiveness. 

The Northeast Asia study estimates adaptation costs in the 
coastal, infrastructure, water, and agriculture sectors, and 
assesses clean energy technology options. It is also developing 
country-specific MAC curves, and as the case in South Asia, 
developing the CPST to generate adaptation and low-
carbon development options and their implications on GDP 
growth and other economic indicators. The study is further 
determining key areas for regional cooperation that could 
strengthen country-level climate change responses.

The Pacific study assesses local-level future climate change 
and its potential impacts on agriculture, water resources, 
coastal zones, human health, energy use, and tourism. It 
also estimates the adaptation costs under different future 
scenarios, and examines the economic aspects of reducing 
emissions from deforestation and forest degradation (REDD) 
in Papua New Guinea.
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