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Financing circular economy futures in the Global South

The 11th ASEAN and East Asia Summit (EAS) Economic
Ministers” Meeting reiterated that marine debris pollution,
especially plastic litter and microplastics, is a global
concern and that global cooperation in this area is needed.
This follows the previous commitments made by the G20
Leaders on promoting sustainable consumption and
production to reduce the marine plastic debris. This begs
the question why are leaders suddenly concerned about the
use of plastics and no longer give sole priority to its
multiple economic benefits? The material is cheap,
lightweight and easy to make. These qualities have led to a
boom in the production of plastic, a petroleum by-product,
for rapid uptake by industrial and domestic consumers.
Since the 1970s, the production of plastic has outpaced that
of almost every other material in developing countries.
China is the world’s biggest contributor of plastic waste,
responsible for 8.9 million metric tons annually, followed by
flve Southeast Asian countries, namely Indonesia, the
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Philippines, Vietnam, Thailand and Malaysia. Collectively,
the five ASEAN countries generate 8.9 million metric tons
of mismanaged plastic waste every year. Indonesia, for
instance, contributes 3.2 metric million tons a year, with
half ending up in the seas.

The capacity of developing countries in the Global South to
cope with plastic waste is already overwhelmed. Only nine
percent of the nine billion metrics tons of plastic produced
In developing countries has been recycled. If the current
consumption and waste management practices continue,
then there will be around 12 billion tons of plastic waste in
landfills and oceans by 2050. If the growth in production
continues without change, the plastic industry may account
for 20 percent of the world’s total oil consumption with
resultant adverse effects on climate change.

Earlier this year, realizing the severity and urgency of the
problem, countries like Thailand, Indonesia and Malaysia
started implementing a roadmap aimed at introducing a
blanket ban of several types of plastics by 2025. The
roadmaps coincide with recent efforts by private retailers
who are implementing their own recycling measures. It
resulted in innovations like the use of plant-based and
biodegradable polymers, improved technologies for
recycling plastics and reducing plastics toxicity, thus laying
the foundation for a circular economy. Positive trends are
building on a global move towards circular economies.
However, more work is needed to develop coherent and
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robust policy frameworks and drive financial innovation if
circular economy principles are to deliver the maximum
economic, environmental and social benefits.

In a circular economy for plastics, optimum use of scarce
resources is done through reuse, repair and recycling,
compared to the wasteful extractive linear system of
manufacturing and consumption, in which products are
disposed of quickly after use. There are three building
blocks of circular economy, namely (1) materials and
product design, (2) new business models and (3) enabling
policy conditions. However, the transition to a circular
economy for developing countries in the Global South will
be very slow due to many existing barriers, unless there
are targeted policy interventions. In a recent Economic
Research Institute of ASEAN and East Asia (ERIA] study, it
was concluded that business barriers for increasing the
resource efficiency through a circular economy approach
are institutional, organizational, behavioural and market
based. Furthermore, they are all combined into a web of
constraints. A wider range of policy measures is, therefore,
needed at various levels, including changes to public
spending, regulatory framework and consumer
engagement.

Circular economy for plastics cannot be considered in
isolation - as just another environmental, economic or
trade policy. It is all that and more - a truly cross-sectoral
effort, built around people’s needs, and should be
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addressed together with companies and local governments.
Existing policies related to waste, resource efficiency,
extended producer responsibility, eco-design and green
labelling are of high significance. The design and reusable
content of plastic products could trigger changes in the
production process that can extend benefits into the
reusability and remanufacturing of plastics. However, a
major concern is that these policies can often be in conflict
with each other. For instance, companies that show interest
In the use of recycled plastic materials in their products
may still choose to go with virgin materials because they
are uncertain if recycled materials comply with existing
requirements for eco-labelling. In addition, waste-related
rules that aim to control movement of plastic wastes in
order to avoid illegal exports can have the unintended
consequences of raising the transport cost for products
that are at their end of lifecycle - plastics that could have
been intended for reuse and remanufacturing.

When it comes to new polices, governments of Global South
countries have a variety of untested tools, ranging from
eco-innovation regulations, durability labelling, public
procurement, market-based economic instruments and the
development of quality standards for secondary raw
materials. Therefore, a new approach in policy-making is
required, one that takes into consideration potential
adverse effects of different fiscal policy measures and
mitigates any negative impacts. This new approach could be
called ‘policy mixing for circular economy’. Its objective
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should be to reset financial systems in line with long-term
risks of resource depletion and opportunities for innovation.
It is necessary that any potential policy mix must be
coherent, consistent and predictable.

Despite high-level enthusiasm, progress in understanding
the significance of circular economy and investor appetite
for circular economy projects are limited. For example,
waste-to-energy capacity additions have stagnated in some
mature markets in Southeast Asia. In part, this stagnation
Is due to policy reversals or uncertainty, which undermine
the stable revenue models that support circular economy
Investments. Public budgets can continue to play a central
role in circular economy projects by guaranteeing
revenues, especially in new markets and for newer
technologies. Revenue security plays a decisive role in
making circular technologies more attractive than linear
alternatives and provide investors the confidence to deploy
capital over longer periods.

Development finance institutions (DFls) are critical in
paving the way to open new circular economy markets and
securing private investment, for the following reasons:
establishing a track record for investment, facilitating the
regulatory change needed for commercial investment and
supporting project pipeline development through project
preparation facilities. In sectors such as construction,
electronics and agriculture, DFls can unlock more capital
by partnering local banks and asset managers to
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co-finance projects and by developing fixed income and
structured financial products for other institutional
investors. In instances where commercial opportunities do
not exist, development banks can leverage private
investment through risk-sharing tools, such as guarantees
and political risk insurance, and their ability to source and
coordinate catalytic finance from donors and
philanthropists.

In contrast to the growing cost-competitiveness of material
recycling and the adoption of circular business models,
fewer viable alternatives exist in many sectors with a
significant share of plastic use. These sectors include
industry, transport, forestry and land use. In some cases,
circular economy solutions for these sectors are technically
viable but not yet economical due to high capital costs and
lack of incentives or revenue models. Many assets in the
linear economy are long-lived, ranging from around 15
years for cars and buses, up to 50 years for fossil fuel
power plants and 100 years or more for buildings. As a
result, past financing decisions have locked in linear
production models. Consequently, assets in such resource
models need to be retired early and this requires a
transformation of the utilities and cities that have
historically relied on the very same. Empowering city
governments to implement circular economy would mean
developing capacity to more effectively finance the
appropriate circular infrastructure as well as aligning
national and local fiscal regulations with investments.
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Without viable technological and financial solutions, it is
Impossible to completely remove all plastics from the
Global South within a short time frame. Strengthening cir-
cular economy thinking in the plastics value chains as part
of a broader, long-term financing strategy towards more
sustainable production and consumption will help reduce
plastic pollution significantly. The time is ripe for action but
academics, regulatory agencies and businesses from mul-
tiple points in the plastics value chain must work together
with finance institutions to find innovative and workable fi-
nancial solutions to successfully enable a circular economy
transition.
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