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Fuelling growth:  
How regional energy trade in Asia will change 
Written by the Economist Intelligence Unit 

• Renewable energy, natural gas industries may drive closer trade ties in Asia 

• Non-tariff barriers are hampering development of regional market for renewable 
 energy

• Cheap natural gas from US and Europe may delay need for energy market  
 integration in Asia

W ill the energy sector hasten Asia’s economic 
integration? The natural resources segment in the 

region has been in the past able to take advantage of 
tremendous sources of raw materials, such as iron ore in 
Australia, and export to countries with heavy industrial 
demand such as China. Why should energy be any different? 
Indeed, Asia is a patchwork of major energy producers, such 
as coal-abundant Australia, and voracious consumers like 
rapidly developing India and China. 

The rise of the renewable energy and natural gas 
industries is an opportunity for closer trade and investment 
ties in the region, though non-trade barriers will have to be 
overcome in the near term. In terms of clean and renewable 
energy adoption, the biggest energy users—China and 
India—have set the tone for the rest of the region. Both 
economies have set ambitious carbon emission reduction 
targets—China for example is aiming for cuts of up to 45% 
relative to economic growth by 2020 -- and increasing the 
proportion of renewables in the national energy mix is vital 
to attaining them. 

Venkatachalam Anbumozhi, senior energy economist at 
the Jakarta-based Economic Research Institute for ASEAN 
and East Asia (ERIA), says both countries have relatively 
strong domestic renewable energy industries that are likely 
to benefit from the shift. In China’s case this is primarily 
solar power, and in India’s, wind. Increased domestic 

demand in both markets will further groom national 
renewables industry champions who are also likely to find 
more export opportunities as other countries in the region 
promote renewable energy uptake. 

However, renewable energy adoption could also be held 
back—or at least made more costly and inefficient—by steps 
governments have taken to protect these industries. In 
solar, for example, both China and India have requirements 
that equipment contains a certain amount of local 
technology or components, Mr Anbumozhi says. Non-tariff 
barriers such as these may hamper the development of 
genuinely regional renewable energy players. 

In Asia, sustained 
economic growth and lower 
energy prices mean fossil 
fuel demand overall will 

likely continue to increase.
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Changing patterns 
The quest for cleaner energy and changing regulations will 
affect energy trading patterns. For example, Australia’s 
mining industry is bracing for the impact of recent changes 
to China’s coal import rules that banned varieties with high 
ash or sulphur content. Sustained economic growth and 
lower energy prices mean fossil fuel demand overall will 
likely continue to increase in Asia. For some Asian markets 
this will mean greater demand for natural gas, and current 
natural gas exporters, such as Indonesia, will have to 
redirect supply to meet domestic needs. ERIA estimates that 
by 2035 Brunei will be the only net exporter of energy in the 
region. 

Indeed ERIA sees natural gas, which is relatively 
abundant in South-east Asia, as one of the main drivers of 
regional energy integration. The countries of ASEAN have 
embarked on a concerted, collective effort to increase 
natural gas use, though this is primarily a result of 
geopolitical rather than environmental concerns. Several 
countries are attempting to reduce dependence on imported 
energy from the Middle East. Natural gas now feeds the 
majority of the power plants in Myanmar and Singapore, 
reducing import instability. 

An ASEAN energy backbone 
ASEAN is also working on a Trans-ASEAN Gas Pipeline, 
modelled on the complex gas delivery system in Europe. This 
envisions over 3,000 kilometres of connections to deliver 
gas from the offshore fields of Indonesia and Malaysia 
to the rest of the region. Some segments, such as those 
between Indonesia and Singapore, already exist. This would 
be supplemented with the development of an ASEAN-wide 
power grid, where electricity would whiz its way across 
borders and into homes and industry under harmonised 
regulations and a streamlined tariff structure. There have 
been notable cross-border achievements, such as networks 
to export hydroelectric power from Laos to Thailand. 
However after some 20 years of discussion, the ASEAN-wide 
projects remain more vision than reality, and analysts have 
said the possible advent of cheaper LNG exports from the US 
expected this year will further delay energy integration in 
ASEAN. 

“Progress has been very slow,” agrees Mr Anbumozhi. 
“It’s basically taking place at the bilateral level and there are 
many technical, political and regulatory barriers, as well as 
those related to environmental impact. When you connect a 
pipeline to a grid, you need consistent technical standards 
and power grid synchronisation. Each country has its own 
standards; the basic bottleneck starts from there. There is 
also some political resistance.” 

One of the issues plaguing integration is the simple 
reality of energy exporters and importers coming to the 
table with inherently conflicting positions, Mr Anbumozhi 
explains. With exporters hoping to set prices as high as 
possible and importers knowing expensive fuel can quickly 
snowball into a political problem, “the negotiations start 
from very different platforms”. 

With all its security, environmental and political 
implications, energy policy may be one of the trickiest areas 
in which to pursue regional integration. For example, fuel 
subsidies persist throughout the region, make imports 
comparatively more expensive than they should be and 
reduce the incentive for companies to export energy or 
tackle cross-border power projects. As Indonesia has showed 

Freer flow of capital and 
technology ought to 

contribute to creating 
more energy demand.

though, political will can succeed in lifting subsidies. 
Freer flow of capital and technology ought to contribute 
to creating more energy demand.  With concerns and 
regulations around carbon emissions and energy security 
rising, there will be greater impetus behind the region’s 
quest to groom its own, cleaner energy resources.  
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