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1. INTRODUCTION

1. In recent years, intergovernmental deliberations in UNCTAD, WO the
Conm ssi on on Sustai nabl e Devel opment (CSD) and the COECD have contributed to a better
under standi ng of trade and environment |inkages. The CSD has played an inportant
role in pronoting cooperation and conpl enentarity in the work of WIQ, UNCTAD and UNEP
and in identifying gaps, as well as in bringing the civil society to internationa

deliberations. |In parallel with intergovernnental deliberations, there has been nore
di al ogue and coordination between trade and environnent nministries at the nationa

level, as well as increased involvenment of non-governnental organizations (NG3s) and
t he business comunity in the trade and environnent debate

2. The debate has shown that it is difficult to draw generalized concl usions on
how conpatibility between trade and environnmental policies can best be achieved

Generally it is not trade that is at the root of environmental degradation, but
rat her unsustainable production and consunption processes.! This has inportant
inplications for choosing and inplenmenting effective policy neasures. To the extent
that the multilateral trading system (MIS) does not inpose significant restraints on
the inplenentation of effective environnental policies and nmeasures at the nationa

and i nternational |evels,? nore enphasis has to be given to an identification of an
agenda that pronbtes mutual supportiveness between trade, environnent and
devel opnent . It follows that the international debate has to go beyond the
consideration of narrowy defined conflicts between trade rules and environnent
protection to a holistic consideration of all factors relevant to the formul ati on of
sust ai nabl e devel opnent polici es.

3. From a devel opnent perspective, several viewpoints on the trade and
environnent interface have been expressed. First, it is contended that poverty is
a basi c cause of environnental degradation in nany devel opi ng countries, and that the
contribution trade can nmake to the eradication of poverty by raising incone |evels
is an indispensable requirement for the promotion of sustainable devel opnent.
Second, where trade-rel ated environnental measures nay create high adjustnent costs
for developing countries' exporters, there is a need to ensure flexibility and
fairness in the inplenentation of environnental policies. Third, policy neasures
applied to pronote the internalization of environnmental costs should seek to avoid
di stortion in international trade and investnent, and neasures to inprove
envi ronnental conditions in one country should not shift the costs to others.

4. Furthernore, for many devel opi ng countries, in particular the | east devel oped
anong them increasing the ability to respond effectively to environnental challenges
requires that high priority is given to devel oping their econom c capacities. Thus,
the environnental problens and priorities of |owincone, comuodity-dependent
countries and other countries which remain narginal participants in wrld trade are
often different from those of other countries. Expansion and diversification of
their export opportunities, including diversification into higher value-added
products, could help these countries in their efforts to both reduce poverty and
protect the environnent.

5. These considerations are reflected to sone extent by the shift in enphasis

! Simlarly, trade liberalization has mainly indirect effects on the
envi ronnent, through induced changes in production and consunption patterns.
Negative environmental effects, if any, could be addressed by appropriate
supporting environnmental policies at the national |evel

2 The Report of the WIO Conmittee on Trade and Environnent (CTE) states that
"Di scussi ons have denonstrated that the multilateral trading systemhas the
capacity to further integrate environnental considerations and enhance its
contribution to the pronmotion of sustainabl e devel opnent without undermining its
open, equitable and non-discrimnatory character". WO Report (1996) of the
Committee on Trade and Environnent, para. 167. PRESS/ TE 014, 18 Novenber 1996




TD/ B/ COM 1/ 3
page 5

in the debate on trade and environnent. Issues which earlier were viewed by sone as
a potential source of conflict, would now appear to have been set aside. Exanples
can be found in particular in the conpetitiveness debate (e.g. on issues such as
"eco-dunpi ng") . However, new issues of concern have energed. For exanple, the
debate has evolved from the early position in which developing countries were
primarily concerned about the use of environnental policies and neasures for
protectionist purposes or to create new forns of conditionality to the current
position in which many devel opi ng countries have taken a pro-active stance, adding
to the international agenda a nunber of issues of particular interest to them such
as narket access, access to and transfer of environmentally sound technol ogi es, and
the issue of exports of donestically prohibited goods.?

6. Achi eving additional progress on the trade and environnent debate, apart from
bui I di ng further understandi ng and confidence between different conmunities, requires
appropriate consideration of the concerns and interests of all countries. In

addition, in building conpatibility between trade and environnment, there is a need
to further examine the flexibility of trade principles to accommpdate current and
energi ng environnental policies and vice versa. The Conmission's review of progress
in integrating trade, environnment and developnment and outstanding issues, in
particular by furthering understanding of the devel opment dinension, can help in
ensuring a balanced and integrated approach in the future trade and environnent
debat e.

7. The Commission's deliberations are also inportant in the context of the
preparations for the first five-year review of progress achieved in the
i npl enent ati on of Agenda 21 (adopted by the United Nati ons Conference on Environnent
and Devel opnent (UNCED), Rio de Janeiro, June 1992), to be undertaken by the
Conm ssion on Sustai nabl e Devel opnent (the fifth session of the CSDwll be held in
New York from7 to 25 April 1997) and the Special Session of the General Assenbly (23
to 27 June 1997).* Consequently, the analysis on "recent progress" generally takes
UNCED and its results, as enbodied in the Rio Declaration and Agenda 21, as a point
of reference.

8. This report is presented in four sections. Section Il outlines the debate
on sonme specific issues, highlighting progress made as well as sonme unresol ved
i ssues. Section IIl exam nes some outstanding issues which cut across the itens
di scussed in section I'l, sonme of which may be addressed in future UNCTAD activities.
The concl usi ons and recommendations are contained in section IV. A note describing
UNCTAD s activities on trade, environnent and devel opnent will be issued as report

TD/B/COM 1/ M sc. 2 (English only).
11. RECENT PROGRESS ON KEY ISSUES

9. This section reviews progress since UNCED on key issues of the trade,
envi ronment and devel oprment debate, focusing on the different itens listed in para.

3 Moreover, it is recognized that trade and environnent need not divide
countries on North-South |lines. For exanple, natural-resource-rich countries in
the North and the South have similar interests in considering trade |iberalization
in natural -resource based products, in the context of sustainable devel opnent.
Simlar North-South alliances exist with regard to further trade liberalization in
agriculture.

4 The General Assenbly requested UNCTAD to report, through the Conm ssion on
Sust ai nabl e Devel opment, to the Econom ¢ and Social Council and the Genera
Assenbly, at its special session in 1997 on the concrete progress achieved on the
i ssue of trade and environnent. (Resolution 50/95 of 12 Decenber 1995,
paragraph 26.) The corresponding report has been included in the list of main
docunents for consideration during the 1997 Revi ew by the Conm ssion on
Sust ai nabl e Devel opnent .
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91 (iv) of the final docurment of UNCTAD | X, i.e. conpetitiveness, market access, eco-
| abelling, multilateral environmental agreenents, positive neasures and the
rel ationship between trade |iberalization and sustainable devel opnent. It is,

however, recognized that sone of these itens are interlinked.
A. Competitiveness

10. It is inportant to nmake a distinction between conpetitiveness at the firmor
sector levels and the concept of national welfare. Loss of conpetitiveness by sone
sectors can be conpensated by gains elsewhere. National welfare is not sinply a
l'inear aggregation of the conpetitiveness of individual firms. Analysing it requires
a much broader consideration of a wi der set of issues which could include factors
such as productivity, technological innovation, investnents, export and inport
prices, trade and capital bal ances, working conditions, taxes, political stability,
environnental and health inmprovenents etc. In addition, in calculating national
wel fare, mcro-economc (environnental) costs have to be discounted by cost-saving
environnental benefits (e.g health expenditure or forest rehabilitation costs).

11. A significant devel opment since UNCED is that Covernnents have taken a strong
vi ew agai nst denands for "levelling the conpetitive playing field" for differing
environmental policies across countries; in UNCTAD and the Conmi ssion on Sustai nabl e
Devel opnent, devel oping countries have joi ned OECD Governnents in firnmy rejecting
denmands sonetimes made to introduce so-called "green countervailing duties", or other
protectionist or WO inconsistent trade neasures, to conpensate for negative
conpetitiveness effects, whether real or perceived, of environnental policies".?®
Thus, as long as environnental policies conply with the principles of the
nultilateral trading system their effects on conpetitiveness has been set aside as
a relevant issue for trade rules. It is, however, inportant to exam ne the
conpetitiveness effects of environnmental policies from the perspective of
envi ronnental and devel opnental policy-maki ng.

5 UNCTAD, Final Report of the Ad Hoc Working Group on Trade, Environnent and
Devel opnent, and Conmi ssi on on Sustai nabl e Devel opnent, fourth session, _Decision
on Trade, Environnment and Sustai nabl e Devel opnent.
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Systenatic - positive or negative - |inks between environnental protection
international conpetitiveness have not been identified. According to one

hypot hesi s, increased environnental protection raises production costs for firms and

Box 1

Difficulties that SMEs may encounter
in responding to environmental challenges

Fi xed costs of installing environmentally sound technol ogi es (ESTs)
nmay be high for small firms. It may be difficult to sustain the period of
adaptation. There nay be a |long period between installation and the tine
i nvestments are recovered

Variable costs may be relatively high for SMEs. In addition
environnent-friendly input materials, which nay represent a considerable
portion of total variable costs, may be expensive.

SMEs may find difficulties in passing on increased costs to the
consurer, because of the highly conpetitive nature of the markets in which
they operate. Large firms nmay be in a better position to pass on at |least a
part of the increased costs to the consuner, e.g. because their brand nanes
are well established. Consequently, SMEs tend to be reluctant to take on
any cost increases.

Lack of finance is a problem since SMEs often cannot thensel ves
finance investnent and credit nmay not be avail able for environnmenta
i nvestrments. Therefore, financial constraints inhibit nodernisation of
production processes. Large units, because of their organizational strength
and established position in the financial markets can obtain funds at a
| ower cost. Banks often prefer to lend to larger firms, because of the risk
factors.

Access to technology is also a problemsince SMEs may find it
difficult to identify and adapt environnental |y sound technol ogi es (ESTs).
In particular this my be the case because ESTs may require certain
econom es of scale. For exanple, chem cal recovery systens are not adapted
for small paper mills

Difficulties in obtaining environment-friendly input materials may
be experienced by SVEs (e.g. dyes or chenicals). Once a new requirenent
emerges froman external nmarket, a long tinme often passes before
substitutes becone avail able on the donestic market. Wiile large firnms nay
engage thenselves in inport activities or can influence their donestic
suppliers to switch to environment-friendly materials, such opportunities
may not be readily available for SMEs.

Difficult access to information is another problem Wiile large firm
get tinely and accurate information frominporters in devel oped country
nmarkets and various other sources, SMES rely heavily on Governnment sources,
often inplying considerable tinme del ays.

Source: UNCTAD and Manas Bhattacharyya, "Small is not always
beautiful", Econonmic Tines, India, 5 Novenber 1996

t hus adversely affects conpetitiveness. Another hypothesis suggests that strict
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envi ronnental regulations can actually lead to cost savings and inproved
conpetitiveness by inducing firms to increase efficiency, inprove resource
managenent, and avoid waste; by stimulating cost-offsetting or value-adding
i nnovations, by producing narketing advantages in the growing market for
environmentally friendly goods, and by enhancing a country's potential to supply
environmental goods and services internationally.?® QG hers nmaintain that
environnental protection costs are snall and that they do not constitute a ngjor
policy issue.

13. Enmpirical and analytical work done at UNCTAD suggests that each of these
three perceptions is too narrow. I ndeed, many factors have a bearing on the
conpetitiveness effects of environnental policies, including firmor sector-specific
factors, general factors which may vary with the | evel of devel opnent, such as the

availability of environnmental infrastructure, and governnent policies. |In addition
conpetitiveness effects may depend on who deci des what and when to internalize and
whet her the decision is taken on the basis of cost-benefit analysis. It follows that

simlar measures nay have differential effects on devel oped and devel opi ng countri es.
There is concern that environmental neasures and requirenents nmay adversely affect
the conpetitiveness and narket access opportunities of small and nediumsized
enterprises (SMES) especially in devel oping countries (See Box 1). Future work on
conpetitiveness (and market access) could therefore focus on specific sectors and on
the case of SMEs, an issue which is further elaborated in section I11.

14. Conpetitiveness ef fects of environnental policies, however, can be addressed
by appropriate policies at the national and international |evels. Capacity-building,
the provision of information, support to access technology and innovation

infrastructure, testing and certification, etc. are of key inportance. Furthernore,
consultations between industry, governnment, NGOs and other stakeholders when
preparing environmental policies could help to set realistic requirenents and ensure
i ndustry cooperation

15. Thus, the debate is increasingly noving from the stage of problem
identification to the discussion of possible solutions. This devel opment is
particularly inportant to the extent that environnental policies (e.g. increased
efforts to avert the problem of climte change) nmay have stronger trade and
conpetitiveness effects in the future (see box 2).

B. Market access
16. Mar ket access issues fall within, but are not limted to, the real mof trade

rul es. Mar ket access concerns nmy arise on account of external environnenta
requirenents.

5 These opportunities may not be easy to access by sone producers,
particularly small and nedium scal e enterprises (SVMEs) in devel opi ng and | east
devel oped countri es.
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Box 2
Climate change : policies and measures for ''common action"

Much of the future debate on the relationship between environnenta
policy, conpetitiveness and market access will be related to the probl em of
climate change

In the context of the work of the Ad Hoc Group on the Berlin
Mandat e, an expert group is nmaking an initial assessnent of a range of
cost-effective policies and neasures which | end thensel ves for "conmon
action" by Annex | countries (devel oped countries and sone countries in
transition). Even though these policies and neasures woul d be taken by
Annex | countries only, they nmay have -positive or negative- economc
effects on devel oping countries. Thus, while devel oping countries expect
devel oped countries to take the lead in conbating clinmte change, at the
same tinme there is a certain | evel of concern about the effects of policies
and neasures on their exports to devel oped country narkets.

It may be useful, for analytical purposes, to distinguish two groups
of policies and neasures. The first group consists of econony-w de policies
and neasures, such as energy taxes and subsidy elimination; effects on non-
participating countries vary widely fromcase to case. Mdels have been
devel oped to assess these effects on different groups of countries. An
exam nation of the results of these nodels, however, falls outside the
scope of this report.

Anot her group consists of sector- and product-specific measures,
such as energy efficiency standards. Here, the analysis contained in
section Il of this report is relevant. Sone experience has been acquired
with nmeasures applied by individual countries. However, in the case of
policies and neasures taken through "common action" both the potentia
effects on conpetitiveness as well as the opportunities for facilitating
nmeasures ai med at alleviating any negative and strengthening any positive
effects may be | arger

Wil e "common action" at tines nay reduce trade and conpetitiveness
effects on non-participating countries (e.g. harnonisation of product
standards as well as of testing and certification procedures may reduce
transaction costs), in nost cases "comon action" may increase the
potential econom ¢ costs to devel opi ng countries sinply because nore
countries apply a given policy or neasure and because "conmpn action"
stinul ates neasures that would not be feasible if applied by individua
countri es.

By the sanme spoken, it appears inportant to exam ne how "conmon
action" can facilitate "positive" neasures to support sustainable
devel opnent policies in developing countries. Initiatives in the area of
facilitating information on, access to and transfer of environmentally
sound technol ogi es, voluntary neasures in the area of foreign direct
i nvestment, additional narket access for climate-friendly products, etc
are of key inportance and should be further exan ned

Wth appropriate nmeasures in place, international trade and
investrment links may result in policies and neasures taken by Annex
countries having trickle down effects on non-parties and stinulate the
di ffusion of nore efficient technologies to these countries. It is
inmportant to identify win-win situations, where devel oping countries can
si mul taneousl y raise export conpetitiveness as well as |ower energy
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17. In addressing the question whether existing trade rules provide sufficient
safeguards (including through their transparency provisions), to deal wth
envi ronmental policies which have significant trade effects, discussions have focused
on two sets of issues: (a) are environnental requirenents different from other
neasures covered by provisions in the WIO? and (b) how have environnental policies
affected market access, particularly for exports from devel opi ng countries?

18. The first set of issues has been debated inconclusively in various fora
Some argue that environnental standards are no different from other regulations
covered by the Technical Barriers to Trade Agreenent (TBT). O hers argue that

envi ronmental standards are different fromother regulations and requirenents in that
they conprise neasures: (a) which are largely voluntary (for which the existing body
of trade rules is |ess developed); (b) which are often based on PPMs (according to
nost interpretations standards based on non-product related PPMs are not covered by
trade rules);” (c) for which channels of notification are |less well established
(there is sone anbiguity about their coverage by WO transparency obligations); and
(d) based on the precautionary principle (the provisions of the TBT Agreenent are
anmbi guous on this issue).

19. On the second set of issues, while environmental policies in devel oped
countries do not have generalized effects on narket access for devel opi ng countries,
UNCTAD s country case studies indicate that environnental neasures and requiremnents
nay affect conpetitiveness and market access opportunities for firnms in sonme sectors
and, in particular, SMEs. In this context, the CTE has recogni zed that "Further work
is needed to ensure that the inplenentati on of environnental neasures does not result
in disguised restrictions on trade, particularly those that have adverse effects on
exi sting nmarket access opportunities of devel oping countries".?

C. Trade liberalization and the environment

20. Envi ronnental benefits are expected to accrue fromtrade liberalization to
the extent that it results in (a) a nore efficient allocation of resources, including
envi ronnental resources; and (b) economic growh and devel opment, thus generating
addi tional incomes which can be channelled to environmental inprovenents and
i ncreasing demand for environnental protection. In the context of devel oping
countries, trade liberalization and the consequent export expansion and growh, are
likely to bring additional environnental benefits through reducing poverty and the
associ ated environnental damages.

21. Measures cited in this context are tariff escalation and tariff peaks,
production and export subsidies, high internal taxes particularly on tropica
products, export restrictions and export taxes, the export practices of state trading
enterprises, and various non-tariff barriers.

22. Envi ronnmental benefits are expected to accrue in a variety of ways. Sone
consider they accrue npbst directly through the renoval of trade restrictions on
environnental ly-friendly goods and environmental services; they wll accrue also
t hrough the renpval of restrictions on the transfer of environmentally-sound
technol ogies; in addition, trade restrictions and distortions can lead to an
inefficient allocation of resources, hold back income growth, particularly in
devel opi ng countries, and artificially shift resources into activities which place
addi ti onal pressure on donestic, environnentally sensitive resources; reducing or

” To the extent that consunmer concerns about environnental effects
associ ated with upstream stages of a product's life cycle have a significant
i nfluence on the nmarket place, PPMs could be considered as a deterninant of
"product quality".

8 WIO, op. cit., para. 199.
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removing them woul d help to correct this. Sone others also consider that to ensure
direct and substantial environmental benefits, trade liberalization should be
conpl enented by neasures to inprove narket access, access to environnentally-sound
t echnol ogi es, finance and capacity buil ding

23. Agenda 21 stressed the inportant role of trade liberalization in achieving
sust ai nabl e devel opnment. Since UNCED, progress has been achieved, in particular
through the conpletion of the Uruguay Round negotiations. The tinely inplenentation
of the corresponding comitnents is of key inportance. The challenge is now to
further build on the synergies between trade l|iberalization, econonmc reform and
enhanced environnental nanagemnent . In nmany developing countries, trade
i beralization and expansi on have already made inportant contributions to poverty
alleviation and reduci ng associ ated environnental stress. Additional initiatives nmay
be needed, in particular in favour of those countries which have not participated in
the recent growmh of world trade. |In this context, the Mdrand Declaration (in the
section on globalization) recalls that "The |east developed countries (LDCs),
particularly those in Africa, and other devel oping countries renain constrai ned by
weak supply capabilities and are unable to benefit fromtrade. Marginalization, both
among and within countries, has been exacerbated".

24. A large part of the discussion on trade liberalization and the environnment has
focused on the adverse environmental effects of the subsidization of agricultura

production and exports. These are described as arising, anpbng other factors, from
intensified land use, increased application of agro-chemicals, loss of natura

wildlife habitats and bi odiversity, and the expansion of agricultural production into
nargi nal and ecol ogically sensitive areas. Agricultural assistance through output-
related policies in many OECD countries was shown to have inposed high environmenta

costs in those countries at high financial expense. It also inposed high econonic
and environmental costs on other countries with a conparative advantage in
agricultural production and trade, particularly devel oping countries.?®

25. A counter argument notes that the effect of trade |iberalization on prices
cannot be predicted with certainty, and that adjustnent of prices is not a priori
environmental |y efficient. Such environnental efficiency would depend to a certain
extent both on w der economic factors in agricultural nmarkets and the conditions
conducive to structural adjustment in producer econom es. Furthernore, market
mechanisns could only lead to both an economically and ecologically optina
al l ocation of production resources if full internalization of environnental costs
wer e achieved. Mreover, it is contended that environnental benefits from trade
l'i beralization would accrue from donestic reformin agricultural policies. This
anal ysis could be extended to other sectors.??

26. Wiere trade |liberalization does not bring environnental benefits, it should
be acconpani ed by conpl enmentary environmental and resource nmanagenent policies, if
its full potential contribution to better protecting the environnent and pronoting
sust ai nabl e devel oprrent t hrough nore efficient allocation and use of resources is to
be realized

D. Eco-labelling

27. The debate on eco-labelling indicates the challenge that arises on account
of the fact that, whereas eco-labelling, being based on the life cycle approach
(LCA), may lead to the devel opment of criteria on non-product related PPMs, the
international trading systemis based on the "like product" approach. This potentia
conflict may be heightened to the extent that specific PPMbased criteria nay not be
as environnental |y beneficial to the exporting country as they are to the inporting

° See also: WO, op. cit. para. 112

10 See also: WIO, op. cit. para. 118
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country.
Box 3
Number of product categories and of products
under different eco-labelling programmes
Sept emrber 1996
Pr oduct
cat egories Eco-1 abel s grant ed
for which — cem e
criteria are Pr od. Manu- of which
Pr o-
establ i shed cat eg. facturers foreign
ducts
Canada 96 36 127 13
>1, 600
Nor di ¢ 43 28 n. a. n. a
>1, 000
countries
Eur opean Uni on 12 4 11 none
24
Japan 71 68 1, 050 29*
2,021
Ger many 74 63 754 107**
3, 206
Tai wan Prov. of
Chi na 34 19 85 3
370
Si ngapor e 21 18 140 13
542
Rep. of Korea 35 32 122 none
169
France 5 2 34 4rx*
231
* I ncl udi ng Japanese tradi ng conpani es, foreign subsidiary conpani es of
Japanese conpani es, joint venture conpanies, and foreign
manuf act urers who have concluded contracts for the use of the |abe
in the nanme of their Japanese inporters.
*x For ei gn manufacturers who have concl uded contracts for the use of the
| abel in the nane of their Gernman inporters are not included
*oxk From ot her EU countries

28. Eco-labelling can have different types of trade effects. Their significance
depends to a large extent on the inportance of eco-labelling in the narket place

In many cases, trade inpacts nmay be relatively snmall because eco-labelling targets
only certain segnents of the market, or because narkets fail to react to eco-
| abelling. Effects nay becone nore inportant, however, to the extent that narket
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responses becone nore significant. Box 3 shows the nunber of product categories and
| abel | ed products under different eco-|abelling programes.

29. Progress has been made in building consensus on certain principles to guide
the operation of eco-labelling progress, in particular, with regard to the process
of developing environmental «criteria, procedures on confornmity assessnent,
transparency, and equal access for donestic and forei gn conpanies to the eco-| abel
The International Organization for Standardization (1SO has been devel oping
i nternational standards, as part of the 14000 series of standards on environnenta
managenment, to which eco-labelling bodies can adhere on a voluntary basis. These
standards provide useful guiding principles for the operation of eco-labelling
programres, covering, inter alia, product environmental criteria, transparency, trade
aspects, accessibility and nmutual recognition

30. Simlarly, "the CTE felt that an inportant starting point for WO Menbers to
address sone of the trade concerns raised over eco-|abelling schenes/programes is
by di scussing how to ensure adequate transparency in their preparation, adoption and
application, including affording opportunities for participation in their preparation
by interested parties fromother countries. The transparency provisions contained
in the TBT Agreenment, including the Code of Good Practice for standardi zi ng bodi es
contained i n Annex 3 of the Agreement provide a reference point to the further work
of the CTE in enhancing transparency of eco-labelling schenmes/programes". ?

31. Little progress has been made, however, in dealing with the issue of non-
product related PPMs. The relevant |SO standards, while recognizing and, to sone
extent, encouraging the use of LCA, do not address this issue in any detail. The

only guiding principle which can help to address the trade aspects of non-product
related PPMs is that of nutual recognition

32. Mut ual recognition, however, is a conplex issue. Mutual recognition is
easier to achieve when the environnental conditions and priorities in the two
countries are conparable, and sone initiatives have already been taken. For exanple,
the "Geen Seal" programme in the United States and Canada's "Environnental Choice"
programe have entered into an infornmal understanding enabling nutual recognition

provided that the two progranmes develop simlar criteria for the product in
question. There is also a formal agreement between the eco-1|abelling progranmes of
Canada and Taiwan Province of China. An interesting concept here is that in case
that the two programmes use different criteria, the use and disposal criteria of the
programme in the inporting country and the PPMrelated criteria of the programe of
the exporting country should be nmet. However, consuner acceptability and programe
credibility nmust be considered, and nutual recognition nay not be granted if the
criteria are substantially different.®

33. Furt hernore, the useful ness of the concept of nutual recognition is reduced
to the extent that it requires that an eco-labelling programe exist in the exporting
country, sonething that has been difficult in devel oping countries. The concept of
equi val ency provides nore flexibility in that it does not inply such requirenent

al though several fora have recormended the exploration of the concept of equival ency,
little progress has been made. For exanple, attenpts to reflect this concept in the

1 As a followup to its work on PPMs and |ife-cycle nanagenent, the OECD is
undertaki ng a case study of the actual market, trade and environnental effects of
eco-1 abel ling programes operating in OECD countries.

12 WO, op. cit., para. 184.

¥ N Yu, J. Hung, J. Polak and E. Bozowsky, "Feasibility study on nutua
recogni tion between the G een Mark and Environnental Choice Eco-I|abelling
Progranms", paper presented at the 1996 Annual Meeting of the d obal Eco-Iabelling
Net wor K.
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| SO gui del i nes have not been successful
E. Multilateral environmental agreements

34. Wiile the large nunber of nultilateral environnental agreenents (MEAS)
clearly showthe willingness and ability of the international comunity to deal with
gl obal environnmental problens on the basis of multilateral cooperative approaches,
sone di scussion has focused on the instruments and nmeasures used to inplenent MEAs.
D scussions in this area have focused on two key issues. First, to what extent are
the relevant principles contained in the Rio Declaration and Agenda 21, in particul ar
those related to sustainabl e devel opnent, incorporated into existing and new MEAsS?
Second, the relationship between trade nmeasures used within the framewerk of MEAs and
the rules of the nultilateral trading system an issue which is under exam nation in
t he CTE.

35. In the debate on both these issues, a nunber of questions have energed,
including: what range of policy instruments is available to achieve the objectives
of an MEA and how can the effectiveness of different policy instruments be assessed,
in particular have trade restrictions been effective in neeting environnmental goals?
What are the economc and developnental effects of MEAs, and the different
i nstruments used therein, on devel oping countries? How can the participation of
devel opi ng countries in an MEA, as well as their econonic capacity to neet its
envi ronnent al obj ectives, be pronpted, in harnobny with the principle of common but
differentiated responsibilities?

36. Conparative analysis of different MEAs has shown that there are considerable
di fferences between trade and other provisions of different MEAs, in particular the
kinds of trade neasures that the parties are authorized or required to apply and the
condi tions pursuant to which the neasures are taken. Neverthel ess, discrimnatory
trade restrictions applied in the context of an MEA can involve extra-jurisdictiona
action which would be inconsistent with WIiO rules. This possible contradiction has
rai sed doubts and sone have argued that there is a need for clarification of the
rel ati onshi p between WO provi sions and these trade neasures. This issue is being
di scussed in the CTE

37. D scussi ons have al so focused on the necessity of trade nmeasures in achieving
the environmental objective of the MEA, including through a consideration of: (i)
the effectiveness of the trade measure in achieving the environnental objective;
(ii) whether the neasure is the least trade-restrictive or distorting;, (iii) the
cost - effectiveness and devel opmental effects; and (iv) the proportionality of the
measure to the need for trade restriction to achieve the environnental objective.
Consi derations on equity have also been raised in this context. According to sonme
observers discrimnatory trade restrictions against non-parties to an MEA nay be an
unequi tabl e way to pursue international environmental objectives.

38. Many have argued that a renewed conmtnent needs to be taken by the
international community to avoid using trade neasures unilaterally for environnmenta
purposes. |In discussions on such a renewed conmmitnent, differing views have been

expressed as to what constituted "unilateralisnf. This is particularly inportant in
view of the fact that there is no agreed definition of what constitutes an MEA 4

39. Anot her view that is rapidly gaining ground is that, because MEAs use a
package of neasures, it is difficult to evaluate which of these neasures are nore
effective in achieving the targets. The range of policy options for achieving

4 Sonme suggest that a genuine "nultilateral"” consensus requires that: (i)
negoti ation of and participation in an MEA to be open on equitable terns to al
interested countries; (ii) broad participation of interested countries in both
geographi cal terns and representing varying |evels of development; and (iii)
adequat e representation of consumer and producer nations of the products covered
by the MEA.
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envi ronment al obj ectives of MEAs include pernits, quotas, nmarket based instrunents,
trade neasures and positive neasures, such as access to technol ogy and finance. As
the package may contain a balance between trade neasures and positive neasures,
mechani sns are required to ensure that the latter are fully inplenented. These
i ssues have repeatedly come up in discussions of the conference of parties under the
Montreal Protocol. A related issue is the design of innovative positive neasures
whi ch coul d include the involvenent of the private sector in MEAs.

40. From a devel opnent perspective, it is inportant to note that, while yielding
gl obal environnmental benefits, MEAs nay have broad economic effects. The costs of
envi ronnmental standard inplenentati on, which are borne at the national |evel, can
differ widely anong parties to an MEA, based on variables such as the dependency of
t he econony on the product subject to control, specificity of the standard, the
avai lability and adequacy of substitutes, the degree of patent protection of
speci fied technol ogi es, admi nistrative costs and other factors. Costs nay al so vary
in accordance with the |levels of econom c devel opment and existing environnental
standards prior to the introduction of the international standard?®®.

41. A recent Qobal Environnental Facility/Wrld Bank study notes that, although
an action may be justified economically from the viewpoint of the entire gl obal
community, it may inmpose an "added burden" financially on a given country; "by
allocating at least this incremental cost to the international comunity as a whol e,
the country undertaking the action will be left no worse off financially. Cost
sharing is particularly inportant to devel opi ng countries because they are unable to
bear the financial burden inplicit in protecting the environnent"?®,

42. This concept has been built into sone MEAs. For exanple, technically, the
Mul tilateral Fund of the Mntreal Protocol Fund should neet the full increnental
costs of phaseout by developing countries. |In practice, however, these costs are
hard to define and beneficiary devel oping countries have had to bear at |east sone
of the cost. In addition, a distinction should be nade between "voluntary" and
"inposed" costs. Voluntary costs are voluntarily accepted by a country in order to
ntigate the global environnental problem In the case of the Mintreal Protocol, for
exanpl e, voluntary costs are costs incurred by a party through phasing out ozone
depl eti ng substances [(ODSs (e.g. cost of capital conversion, royalties, etc.)].
| nposed costs, however, are costs that are inposed anyway by adaptation to or danmge
resulting fromozone depletion, by international trade restrictions on non signatory
or nonconpl ying countries, or by increases in the econom c cost of produci ng ODS and
@DS technol ogi es for a shrinking international market.'” An interesting question is
whet her the use of trade neasures increases the inposed costs of an MEA and whet her
i mposed costs should in some way be taken into account in the design and
i npl ement ati on of positive neasures.

43. More enpirical studies on the economc effects of MEAs are needed. The CSD,
at its third and fourth sessions, invited UNCTAD and UNEP, to anal yze the effects of
trade neasures and other policy instruments in MAs on the achievenent of
envi ronmental goals and on trade and conpetitiveness of devel oping countries and
countries with econonmies in transition and how positive neasures can assist those
countries in neeting their obligations under the agreenments. The UNCTAD secretari at
is cooperating with UNEP in a project ained at examning the contribution of

15 UNCTAD, 1996, Environnent, Conpetitiveness and Trade: A Devel opnent
Perspective. A paper prepared for the Topical Sem nar in Preparation of UNCTAD I X,
Hel si nki 18 and 19 January, 1996.

8 King, K and M Minasi nghe. 1995. Ozone Layer Protection: Country
Increnmental Costs. dobal Environnental Facility and the World Bank.

7 King, K. and M Minasi nghe, op. cit. page 3.
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different policy instruments, including both trade neasures and positive measures,
to achieving the environnmental objectives of MEAs. The project will draw fromthe
experience of selected developing countries with regard to three MEAS, i.e. the
Montreal Protocol, the Basel Convention and the Convention on International Trade in
Endanger ed Species (ClITES).

F. Positive measures

44, I nt ergovernnental deliberations have increasingly enphasized the role of
positive nmeasures in integrating trade, environment and devel opnent. The Ad Hoc
Wrking Group on Trade, Environnent and Devel opnent!®, the CSD', UNCTAD | X*° and the
CTE?* and the General Assenbfdy have recognized that positive measures can be
effective instruments to assi st devel oping countries in achieving the objectives of
sust ai nabl e devel oprent and in neeting the nultilaterally-agreed objectives of MEAs.
Wi | e progress has thus been made in building consensus on the inportance of positive
neasures, further analytical work and action-oriented projects are needed to identify
strategies for the design and effective inplenmentation of such neasures. Innovative
approaches are needed, in particular since in a nunber of cases the inplenentation
of positive measures may face financial constraints. The CSD, at its fourth session
encouraged UNCTAD "to propose positive nmeasures at the national and internationa
| evels, ained at supporting developing countries in their efforts to achieve the
obj ectives of sustainabl e devel opnent, focusing on capacity building and support for
national efforts ainmed at internalizing environnental costs".?

45, Both the Ri o Declaration and Agenda 21 have enunerated a nunber of positive
neasures. Such neasures, however, have not been defined in a conprehensive nanner
Positive nmeasures constitute a cross-cutting and constantly evolving issue, and
further proposals shoul d energe fromthe analysis and debate of various itens on the
trade and environnent agenda. For analytical purposes, however, positive neasures
can perhaps be grouped into two nain categories: (a) neasures ainmed at countering
undesi rabl e adverse incone and devel opnental effects of environnental policies and
neasures, inter alia in the context of MEAs; and (b) policies and neasures ainmed at
creating and/or strengthening positive |inkages between trade and environnent
policies. Positive neasures al so include capacity-building.

8 UNCTAD, Final report of the Ad Hoc Wirking Group on Trade, Environnment and
Devel opnent incorporating the report on its third session. TD/B/42(2)/9 and
TD/ B/ WG, 6/ 11, Par agr aph 48.

19 See, for exanple, Report of the Conmi ssion on Sustainable Devel opnent on
its third session (Oficial records of the Economi ¢ and Social Council, Supplenent
12 (E/ 1995/ 32), paragraph 61

20 A Partnership for Gowh and Devel opnent, (final document of UNCTAD I X),
para. 71.

2 Inits report, the CTE noted that "Positive neasures, such as access to
and transfer of technology both according to the terns and conditions stipul at ed
in the covered MEAs and wi thout prejudice to the requirenments of the TRIPs
Agreenent can be effective instrunents to assist devel oping countries to neet
multilaterally-agreed targets in some MEAs and in keeping with the principle of
comon but differentiated responsibilities in the Ro Declaration". WO, op. cit.
para. 207.

22 General Assenbly, Resolution on International trade and devel opnent,
paragraph 10 (adopted on 2 Decenber 1996).

2 CSD, Decision 4/1 on Trade, Environment and Sustainabl e Devel opnent,
paragraph 4.e. Conmi ssion on Sustainabl e Devel opnment, Report on the Fourth Session
(18 April - 3 May 1996). E/1996/28 and E/ CN. 17/1996/ 38.
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46. Concerning the first category of positive neasures, Agenda 21 called inter
alia for access to and transfer of technol ogy and access to finance. For exanple,
posi tive measures have been incorporated into MEAs, in accordance with the principle
of common but differentiated responsibilities. Al though the inportance of these
neasures has repeatedly been reiterated at the intergovernnmental |evel, w despread
i mpl enentation in the post-UNCED period has faced a nunber of constraints.
I nnovati ve approaches may be needed, including in the context of nechanisns that
pronote the transfer of environnmentally sound technol ogi es (ESTs) through foreign
direct investnent.

47. The analysis on conpetitiveness and narket access indicates that this
category of positive neasures also includes investnents in environnmenta

i nfrastructure, dissemnation of information, technical assistance, capacity-
buil ding, bilateral cooperation and the provision of adequate tine to adjust to new
envi ronnent al requirenents.

48. Wth regard to the second category, creating and/or strengthening positive
l i nkages between trade and environnent, the above analysis, for exanple on
conpetitiveness and trade liberalization, has stressed the need to identify "w n-w n"
situations, including for SMEs. In a nuch broader context, positive neasures aim at
harnessing the synergies between trade |iberalization, econonmic reform inproved
nanagerment of natural resources and the environnent, involving the business community
and the civil society in the design of specific enabling nmeasures.

49. The CSD, at its fourth session, inter alia stressed the inportance of
capacity building and support for national efforts ained at internalizing
environnental costs. The UNCTAD secretariat has been cooperating with UNDP in the
preparation of a monograph on capacity-building on trade, environnent and sustainable
devel opnent, in the context of UNDP's Capacity 21 Programme.?* A description of
UNCTAD s own activities in the area of capacity building is provided in report
TD/B/COM 1/ M sc. 2. %

I11. OUTSTANDING ISSUES

50. This section exam nes sone cross-cutting issues energing fromthe current
debate on trade, environment and devel opnment, which require further analysis. The
intention of this section is to facilitate consideration of the direction of the
future debate, taking into account the difficulties of arriving at a consensus on a
number of issues. Sone, but not all, aspects of these outstanding issues nmay be
anal yzed as part of UNCTAD s progranmme of work.

A. Trade liberalization and market access

51. As post-UNCED progress in the provision of additional financial resources and
access to and transfer of technology to developing countries has not been
encouragi ng, trade l|iberalization and inproved market access have becone even nore
necessary as a neans of generating sources of financing for sustainable devel oprment.

52. Trade liberalization initiatives should be acconpani ed by neasures ai ned at
enhancing the trade performance of |owinconme, comodity-dependent countries and

24 UNDP is issuing a series of sectoral Capacity 21 nonographs, which serve
as a tool to advance the thinking and understandi ng of capacity-building for
envi ronnent and natural resources nmanagenment in relation to various social goals
and economi ¢ sectors.

% |In the area of technical assistance, UNCTAD | X mandat ed UNCTAD to assi st
devel opi ng countries in trade and environnent, including through country studies
(Fi nal docunent of UNCTAD | X, paragraph 97(ii), second indent).
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other countries which rermain marginal participants in world trade, in particular the
| east developed countries. The expansion and diversification of export
opportunities, including diversification into higher val ue-added products, could help
these countries in their efforts to both reduce poverty and protect the environnent.
Trade liberalization neasures shoul d be conpl enented by policies and neasures ained
at assisting these countries to inprove their supply capacity, pronote structural
change, increase conpetitiveness and strengthen the ability of industries to take
advant age of market opportunities.

53. The CSD, at its fourth session, invited "UNCTAD, in cooperation with UNEP and
ot her relevant organizations, such as CECD, taking into account the work already
under way at the WIO, to exani ne how further trade |iberalization, such as through
the reduction or elimnation of tariff escalation, export taxes or restrictions,
trade-distortive subsidies and the elimnation of tariff and non-tariff barriers to
trade, can result in environmental benefits and contribute to sustainable
devel opnent, including by exam ning recent analyses on these topics".? Further
enpirical work and analysis in these areas could focus on the reduction and renoval
of remaining trade restrictions and distortions in sectors and products in which
devel oping countries have a particular export interest, such as textiles and
clothing, leather and |eather products, footwear, forest products, fish and fish
products, minerals and mning products, agricultural products, other natural
resour ce-based products and prinmary commdities.

54. In addition, enhanced narket access could be granted for some sectors |ike
wood products, fisheries and agriculture, particularly to devel opi ng countries having
better environnental absorptive capacities, thereby enhancing their incone and
generating environnental protection at a global level.? Potential econonmc and
envi ronnmental benefits would accrue from the reduction and renoval of tariff
escal ation by helping to raise the value added by producers in conmodity-dependent
countries, increase incones in those countries, and reduce direct pressure on natural
resource exploitation.

55. In the context of the MIS, it may be worth exanining how devel oping
countries, in particular LDCs, could benefit from provisions concerning differential
schedul es for conpliance with trade-related environnmental neasures, such as tinme
limted exceptions, or the use of a de mininms clause. |In addition, there is a need
to exanine options for increasing market access for environmentally friendly products
from developing countries and pronmoting the developnent and transfer of
envi ronnent al | y-sound technol ogi es.

56. Further analysis should focus on specific sectors of export interest to
devel opi ng countries and SMEs. Future work should al so focus on the environnental
benefits inproving narket access, by (a) providing additional narket access,
including for environment-friendly products, and (b) renoving trade restrictions and
di stortions, an issue which overlaps with that of trade l|iberalization and the
envi ronnent .

B. The PPM issue

57. D scussions have focused on the treatnent of standards based on non-product-
rel ated process and production nethods (PPMs) in the trade and environnent interface.
For exanple, one of the critical issues in the debate on eco-labelling is the
treat ment of PPMs. Simlarly, in the future debate on conpetitiveness, border
adj ustnents for PPM based taxes may becone a contentious issue. |In addition, with
regard to narket access, PPMs are an inportant factor which in many cases distinguish
envi ronnental requirenents from other technical standards.

% CSD, op. cit., Para. 7(c).

27 See also WIO, op. cit., para. 198.
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58. Since a large part of environnmental effects appears to be associated with the
production process, rather than with the product, standards on PPMs are of key
i mportance. However, to the extent that environmental effects are intrinsically
| ocal, using the sane standard across countries or regions, or even within a country,
nay not be appropriate, in particul ar because standards can be nore effective if they
take account of the environmental and devel opnental conditions to which they apply.
Therefore, using trade measures based on PPMs nay not neet the environnental
obj ectives which they are designed to neet. Thus, from an environnental point of
view, the case for harnonization is not very strong. Were environnmental problens
are of a global nature, the principle of commobn but differentiated responsibilities
could be taken to nean either that differing standards could be used to achieve a
common environnental goal or that developing countries should receive financia
assistance to bear increnental costs of inplenenting the multilaterally-agreed
st andard

59. Froma trade point of view, there is concern that harnonization of PPMs coul d
underm ne conparative advantage, which is the very basis of welfare gains derived
frominternational trade. Applying PPMbased standards to inported products could
al so involve the extraterritorial application of donmestic environnental law. It also
rai ses concerns as to whether the use of non-product related PPMs in the context of
the environment would set a precedent for the pursuit of other non-trade rel ated
obj ectives through the use of trade restrictions based on PPMs. For these reasons,
maki ng market access conditional on the use of particular PPMs is generally
consi dered inconpatible with existing trade rules. Additionally, conpliance with
specific non-product related PPMs in the context of either eco-labelling or other
simlar standards could require the use of specific technologies. Therefore sone
have expressed the view that concerns about the possible discrimnatory character of
PPM based standards coul d be magnifi ed, dependi ng on the degree of patent protection
of specific technol ogies.

60. It seens reasonable that, from a devel opnent perspective, PPM based standards
shoul d be commensurate with a country's environnental problemnms, environnmenta
absorptive capacity, econonic resources and social preferences. 1In this context, it

is alsowrth noting that certain instruments which are used in devel oped countries
to influence PPMs nmay be | ess effective in nany devel oping countries. Policies and
nmeasures ainmed directly at increasing the capacity of firnms to inprove their
envi ronnent al performance, such as building environnental infrastructure for SMEs,
may yield greater benefits in econonmic and in environnental terns.

61. Experi ence from UNCTAD studi es shows that trade and investnment links wth
countries where environnmental requirenments are relatively stringent may have positive
effects on environmental characteristics of PPMs in the exporting country. Thus,
trade and investnent can play a role in pronoting environnentally preferable PPMs
wor | dwi de, provided that PPM are al so useful in the context of the environnmental and
devel oprmental conditions in the country of production. Since it is generally agreed
that unilateral trade restrictions should not be used to influence PPMs outside a
country's own territory, the debate on PPMs shoul d be based on pragnatic approaches,
positive nmeasures, and international cooperative approaches, including in the context
of FDI, rather than being situated in the context of trade rules.

62. Future work on PPMs could include a consideration of such issues as the
rel ati onshi p between PPMs and trade, including a consideration of trade principles
whi ch could ensure that the application of PPMbased instrunments do not result in
arbitrary discrimnation or unjustified restrictions on trade. A second issue is
whet her international standards devel oped for instrunments and neasures which extend
to PPMs, such as the |1SO 14000 series, could provide sufficient guarantee to this
effect. A third issue that arises is: if there is a consensus to nove towards a
| arger convergence of PPMs, what woul d be an appropriate nechanismto do so, and what
woul d be the role of FDI, taking into account the interests of all parties with
di fferent environnental endownents and at different |evels of devel opnent.

C. Environment for development
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63. The international community should be aware of and respond adequately, to the
chal | enge devel oping countries are facing in naking trade and environnent nutual ly
supportive by forging sustainable paths of growh and devel opnent in a nore gl oba
and liberalized world economy. In this context, the key role that the pronotion of
trade and nutual benefit approaches between countries at different stages of economc
devel opment can play in making environmental goals a vehicle to sustainable
devel opnent shoul d be better understood and encouraged

64. In section Il, two categories of positive nmeasures have been defined for
anal yti cal purposes. A first category aims at countering adverse income and
devel opnental effects of environmental policies and neasures. Such neasures are
effective in facilitating the introduction of nore stringent environmental standards
and in rendering environnental policies easier to enforce and nore efficient. Both
categories also play a key role in ensuring that equity considerations are taken into
account; for exanple, in keeping with the principle of comon but differentiated
responsibilities, positive neasures have been incorporated i nto MEAs.

65. Realizing the full potential that nutually supportive environnental and trade
policies can make to sustai nabl e devel opment, however, requires a broader concept of
posi tive measures, including appropriate econom c instrunments, incentive neasures and
nutual |y beneficial partnership-type approaches, fully involving the private sector
and the civil society. Such nmeasures nay be relatively easy to inplenent, since they
do not necessarily require lengthy international negotiations. |In addition, they may
be particularly effective in the long run in that they are self-sustained by
promoting endogenous and narket-based forces which strengthen positive |inkages
bet ween environnental neasures, trade and sustainabl e devel opnent.

66. Wth a view to pronoting "environnent for devel opnent", suggested areas for
further work by UNCTAD coul d include an overview of the work on trade in biologica
resources (BIOTRADE) as well as work in the field of resource nmanagenent,

internalization and the pronotion of trading opportunities for environnment-friendly
products.

67. Mst of the debate on internalization has focused on negative environmenta
externalities (ie. costs); the case of positive externalities (i.e. benefits) has
received less attention. Environnental benefits are often provided to third

countries, without the exporting country receiving appropriate paynent. Positive
envi ronnmental externalities indicate a market failure because prices of goods and
services derived fromthese resources do not fully reflect social gains.

68. One of the clearest exanples of positive environmental externalities is
provided by natural ecosystens, since they provide a wi de range of l|ocal, nationa
and international benefits, including watershed protection, ecotourist revenues, and
carbon sequestration. However, because of the existence of narket failures, these
benefits often do not provide central governnents or |local populations wth
sufficient economc incentives to preserve prinmal forests, wetlands, coral reefs and
ot her bi ol ogi cal diverse ecosystens.

69. Pol i cy-makers have therefore increasingly focused on positive nmeasures which
facilitate the use of market mechanisnms and financial incentives to capture the
numer ous external benefits provided by biologically diverse ecosystens. These

mechani sns i nclude debt for nature swaps, transferable devel opment rights, green
taxes on ecotourist activities, watershed protection paynents, and managed harvest
rights in protected areas. The energence of an active biochenical prospecting market
can provide an additional neans of converting the potential future value of
bi odi versity into current incone for those npbst responsible for and nost affected by
the preservation of biologically diverse ecosystenms. However, sinply creating a
mar ket for trade in biological material may not in itself generate significant
conservation incentives or benefits for the host country; this will require close
attention to econom c and narket research, alternative contractual arrangenments and
gui del ines on access to biological and genetic resources, training and capacity-
bui | ding, the promotion of incentive neasures for benefit sharing, access to and
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transfer of technology related to the devel opnent of bioresource industries in
devel opi ng countries, as well as data di ssem nation and networKki ng.

70. An inportant elenent in this connection is inprovement in the capabilities
of devel opi ng countries to conpete in the energing narket for biological resources,
whi | e reduci ng transaction costs and increasing demand for biochenical resources.
Under the heading of BIOTRADE, the UNCTAD secretariat is working towards such as
i nprovenent through a coll aborative effort with the Secretariat of the Convention on
Bi ol ogical Diversity (CBD), interested United Nations agencies and other
i nt ergovernnental and non-governnental organizations, the private sector, |ocal
communi ti es and academ c institutions.?®

71. The CSD, at its fourth session, expressed support for BIOIRADE, stating that
"inregard to biological diversity and trade issues, the Conm ssion wel comes Bl OTRADE

and encourages further consultations on this matter."?® In response, the UNCTAD
secretariat presented BIOTRADE at the IIl Meeting of the Conference of the Parties
to the Convention on Biological Diversity (COP Il1l) held in Buenos Aires (4 to 15
Novenber 1996).% Positive reactions to BIOIRADE were expressed during the
di scussions under various agenda items, in particular by the Goup of 77 and China,
and several devel oped and devel opi ng countries. COP Ill stressed the need for close
coordination with UNCTAD in the fields of access to genetic resources® and incentive
measur es*,

72. In the field of commdities, in response to the Decision on Trade,
Envi ronnent and Devel opment adopted by the CSD at its fourth session, the UNCTAD
secretariat's has been pursuing sectoral round tables and other informal arrangenents
for identifying efficient and cost-effective approaches to internalization of
environnmental cost and benefits and their reflection in international commdity
prices. It is suggested that this work be intensified in the future.

D. Positive measures and multilateral agreements

73. This report has nade extensive reference to positive neasures to achieve the
obj ectives of MEAs as wel|l as to address |ocal environnental problens. An inportant
question is what are the possibilities which nmultilateral legal instrunents, in
particular MEAs and the nmultilateral trading system (MIS), provide for the effective
i mpl ementation of such nmeasures at the national and international levels. It is
inmportant to note that while trade neasures nornally have a binding character,
experience with the inplenentation of MEAs shows that positive neasures are, in
general, non-binding: there are no enforcenent nechani sns.

2 |n March 1996, at the CECD International Conference on Econonic Incentives
for Biodiversity held in Cairns, Australia, general support was expressed for the
concept of Bl OTRADE.

2 CSD, op.cit, para. 9.

% At the Ill Meeting of the Conference of the Parties to the CBD, Bl OTRADE
was presented in a Wrkshop organi zed by UNCTAD on 7 Novenber 1996 (See
UNEP/ CBDY COP/ 3/ 1 nf-49), 21 Cctober 1996.

31 The COP Il Decision on Access to Genetic Resources urges the Executive
Secretary to coordinate closely with the FAO, UNCTAD, and ot her rel evant
organi zati ons working on access to genetic resources to ensure conpl enentary
efforts, UNEP/CBDY COP/3/L.7, 13 Nov. 1996, para. 9.

32 The COP Il Decision on Incentive Measures requests the Executive
Secretary to take into consideration relevant work under way in other fora such as
UNCTAD and OECD, UNEP/ CBD/ COP/3/L.11, Nov. 1996, para. 9.
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74. In the context of MEAs, it is inportant to design and encourage nechani sns
ainmed at ensuring that positive nmeasures are fully inplenented. It is also inportant
to pronote voluntary nmeasures to help in achieving the objectives of the MEA. In

this context, the Ad Hoc Wdrking Goup on Trade, Environment and Devel opnent
di scussed incentives that encourage trade in environnentally-friendly substitutes,
vol untary mechanisms on foreign direct investnent and technol ogy transfer, and
nmar ket - based i nstrunents.

75. The provisions of the nultilateral trading system provide anple opportunities
for the inplenentation of positive neasures, for exanple in the area of transparency
and additional market access. Furthernore, in accordance with the Agreement on
Subsi di es and Countervailing Measures (SCM, under certain conditions, subsidies my
be provided to assist firms in adapting existing production facilities to new
envi ronmental requirenents inposed by |law and/or regulations. In addition, under
certain conditions, subsidies granted to SMEs coul d be regarded as "non-specific",®
i.e. "non-actionable".

76. Inthis context, it would al so be useful to exam ne how devel opi ng countries
could benefit fromexisting provisions on special and differential treatnent under
various WO agreenents, such as the TBT Agreenent (e.g. differential schedules for
conpliance wth trade-related environnental neasures, such as tine linmted
exceptions). It mght also be useful to examine the relevance for sustainable
devel opnment of the provisions of "Part |1V' of the GATT, which contains special
provisions on actions that could be taken by devel oped countries to pronote the trade
and devel opnent of devel opi ng countries. 3

77. Future work would need to identify: (a) provisions in the internationa
trading system whi ch could be used to pronote the use of positive neasures; (b) how
to design, and ensure full inplenentation of, positive neasures in MEAs.

E. Trade, investment, and environment

78. Apart fromprovidi ng additional resources that can contribute to sustainable
devel opnent, foreign direct investnment (FDI) has an inportant role to play in
providi ng host countries, particularly devel oping countries, with easier access to
environnental |y sound technol ogi es and nmanagenent practices. There is anple scope
for devel opi ng positive synergies between trade, environnent, and investnent policies
to pronote sustainabl e devel opnent.

3 The definition of "specificity" of a subsidy is provided in Article 2 of
t he Subsidies and Countervailing Duties Agreement. Briefly, for a subsidy to be
regarded as non-specific, it should (a) be generally available (i.e not limted to
certain enterprises or industries); and (b) be granted according to an eligibility
criteria that is objective and neutral. Footnote 2 of Article 2 describes
obj ective and neutral criteria as criteria which do not favour certain enterprises
over others and which are econonmic in nature and horizontal in application such as
enpl oyees or size of enterprise. (Enphasis added.)

3 Article XXXVI, "Principles and Objectives", recogni zes the need to provide
devel oping countries with inmproved market access for primary products (including
agricultural products) and for processed and nanufactured products of export
interest to them It also recognizes the need to take nmeasures, whenever
appropriate, to "attain stable, equitable and renunerative prices" for prinmary
products. Article XXXVI1, "Comm tnments" provides that devel oped countries shoul d,
to the fullest extent possible, accord high priority to the reduction and
elimnation of tariffs and non-tariff barriers on products of potential export
interest to devel oping countries, as well as to give active consideration to the
adoption of other neasures to provide greater scope for inports from devel opi ng
countries. Article XXXVII1I, lists forns of "Joint Action" that WO nenbers can
undertake, for exanple in the area of commodities (for inproved market access and
stabilization of prices at equitable and fair |evels).
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79. The early debate on the relationship between foreign direct investnent (FDI)
and the environnment largely focused on the issue of "dirty industry migration". Mre
recently, discussions have focused on the issue of technol ogies and nanagenent
practices associated with FDI. According to one hypothesis, transnational
corporations (TNCs) tend to apply the environnental standards and managenent
practices of the corporation or the home country, which often go beyond | ocal | egal
requirenents in the host country. According to another hypothesis, however, trade
i beralization and FDI can at tines result in the transfer of technol ogies and
products (to devel oping countries) which have becone "obsolete" as a result of
i ncreasingly stringent environmental policies and regul ations in devel oped countries.

80. From an environmental point of view, a distinction needs to be nade between
| ocal and global environnmental problens. From the point of view of |[ocal
envi ronrment al probl ens, FDI can have either positive or negative effects. Policies
for fostering their positive effects should be encouraged. Where they have
potentially negative effects, appropriate policies on the part of the host country
as well as responsible environnental behaviour of investors, should be encouraged,
for exanpl e through voluntary nechani sns. As far as global problens are concerned,
there is a considerable potential for generating win-win scenarios if foreign
i nvestors also transfer best environmental practices and technologies in order to
enabl e devel oping countries to neet their commtnents under MEAs. For exanpl e,
according to a recent UNEP report, nany Japanese, North Anerican and European
aut onobi | e, chem cal, consuner product, electronics, and petrol eum conpani es pl edged
to help the Governnent of Viet Namto protect the ozone |ayer by investing only in
nodern, environnentally friendly technology in their Viet Nam projects.® Mre work
is also needed to devel op cost effective mechani sms which could be environmentally
beneficial . Di scussions on such nechanisns, e.g pilot projects on joint
i npl enentati on, are under way in the context of the Franework Convention on Cinate
Change.

81. From a trade point of view, it is generally held that trade |iberalization
and econoni ¢ openness encourage a nore efficient allocation of resources worldw de,
by al |l owi ng goods, services and investnent to nove nore freely across borders and to
respond to market-driven incentives. As trade liberalization is generally
acconpani ed by nore open policies and increased foreign direct investnent, it is
inportant to ensure that such investnent increases the capacity of host countries to
respond to donestic environnental needs as well as to external environnental
requi renents, including in the franework of MEAs.

82. From a devel opnent point of view, FDI can be an inportant instrunent to
disseninate efficient and state-of-the-art environnmentally sound production processes
and nethods to devel oping countries. On the other hand, there is concern about the
novenent of obsol ete equipnent and technol ogies to them even though there nmay be
little evidence on dirty industry mgration to devel oping countries. Sone concerns
about "technology dunping" have also arisen in the context of mltilateral
environmental agreements. 3¢ In cases where FDI is associated with technol ogi es which

35 UNEP, Technol ogy and Econonmi ¢ Assessnent Panel. Report to the Parti es.
Novenber 1995, page |I-23.

36 According to a menorandum subnitted by Duncan Brack to the Environnent
Conmittee of the House of Commpns session 1995-1996, Fourth Report on World Trade
and Environment, Vol. 2, Mnutes of Evidence and Appendices, p. 264, "Although,
there is no real evidence for the migration of industries to devel oping countries
to escape the controls on ODS, there is substantial evidence to suggest that
equi prent rendered obsol ete by the controls is being noved. ... although such
novenent of obsol ete technology itself is not illegal, it helps to undernine
countries' efforts to inplenment accel erated phaseout schedul es. Furthernore,
anecdot al evi dence suggests that sonme second hand equi pment, such as donestic

(conti nued...)
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are not up-to-date from an environnental point of view, possible econonic gains from
i ncreased FDI have to be wei ghed agai nst possible costs. Transparency is needed to
al | ow devel opi ng countries to take inforned deci sions.

83. It is inportant to identify policies and neasures ained at maxim zing the
contribution that FDI can make to pronpoting access to and the transfer of ESTs to
devel opi ng countri es. Further work could focus on (a) enpirical studies on the
envi ronment al practices associated with FDI; (b) designing policies and neasures to
pronote the transfer of environmentally sound technol ogi es and environnental |y sound
practices through FDI; and (c) identifying positive synergi es between policies which
pronmote trade |iberalization, investnent, and environmental policies.

F. Small and medium-sized enterprises (SMES)

84. D scussions and analysis so far have recogni zed the special situation of SMEs
in the trade and environnment interface. The high rate of participation of SMEs in
exports fromnany devel opi ng countries as well as the special circunstances of their
operation make it inperative that the design of environnental policies take account
of their special conditions. Measures for SMEs could be divided into three
categories: (a) short-run (b) mediumtermand (c) long-run. In the short run there
nay be a need to grant nore |l eeway to SMES when nore stringent standards are applied
to the sector or the country or as a whole. In the nmediumterm capacity-building,
techni cal assistance and special financing programes could focus on SMES. In the
long run, SMEs in developing countries need to address issues such as |ack of
financial assistance, |ack of technology and the low quality of their products.

85. If SMEs are spatially dispersed it nmay not be necessary to treat themwth
the same sense of urgency as large firms in the course of inplenenting higher
donestic environnental standards. It may al so be useful to exam ne whether and how

the principle of cormon but differentiated responsibility would apply to SVMEs both
in alocal and in a gl obal context.

86. From a trade point of view, in general no distinction is nade between SMEs
and large firns in the body of trade rules. As nentioned in section D above, sone
speci al provisions exist in the Agreement on Subsidies and Countervailing Measures
(SCvs) which could also be used for SMEs. However, given that the resources for
granting subsidies are relatively limted in developing countries, it may be
necessary to exam ne whether other allowances on the lines of part IV of the WO
Agreenment can be extended to SMEs. Technol ogi cal assistance fromsmall scale units
i n devel oped countries to those in devel oping countries could also be of benefit.
Anot her alternative being explored in order to facilitate the adaptation to
environnental standards is to encourage the transfer of FDI to SMEs in devel opi ng
countries.

87. From a devel opnent perspective, there nmay be a trade-off between pronoting
SMEs for enploynent and poverty alleviation objectives and investing in expensive
chenmical s and cl eaning processes in response to export requirenments.® Finding cost-
effective chemi cals (e.g. natural chem cals) and reducing the effluent at source in
the small-scale sector in the textiles and | eather sectors, for exanple need to be
expl ored. In this sector it is specially inportant to identify wn-wn
opportunities, as SMEs are inportant engi nes of economic growh. Incentives can also
be granted to encourage SMEs to invest in environnental inprovenents.

88. | ssues deserving future analysis are (a) whether there is a need to accord
special treatnment to SMES in both MEAs and in the nultilateral trading systemin the

(...continued)
refrigerators, is being illicitly shipped to devel oping countries by firns paid to
break them up and di spose of the refrigerants."

87 Manas Bhattacharyya, op.cit
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course of raising environnental standards; (b) whether special trading opportunities
woul d assist SMEs in noving to higher environnmental standards; and (c) what should
be the basic features in the design of a package of neasures for SMEs in order to
ensure that they integrate the objectives of trade, environnent, and devel opnent.

IV. CONCLUSIONS AND RECOMMENDATIONS

89. This report reviews progress in integrating trade, environment and devel opnent
since UNCED. Section Il has exam nes devel opnents in the field of conpetitiveness,
mar ket access, eco-labelling, nultilateral environnental agreenments, positive
measures and the relationship between trade |Iliberalization and sustainable
devel opnent. It indicates that, while nore analysis is needed, progress has been
nmade i n better understandi ng these issues.

90. Section |11 suggests that, with regard to the evolution of the trade and
envi ronment debate, two observations are relevant. First, sone of the issues which
earlier were viewed by some as a potential source of conflict are no |onger so

Exanpl es can be found in particular in the conpetitiveness debate (e.g. on issues
such as "eco-dunpi ng" or "green" countervailing duties). Secondly, in the analysis
of different issues, a nunber of commopn concerns have energed, such as the specia

situation of SMEs in the trade and environnent interface, the need to identify "wn-
win" situations and the inportant role of positive neasures. Thus, focusing analysis
on these topics nay be an appropriate way to help advance an understandi ng of
out st andi ng i ssues.

91. Section |1l identifies some cross-cutting issues which could be the subject
of further exam nation, including in UNCTAD. It exami nes pragnatic approaches to
integrating trade, environnent and devel opnent, for exanple with regard to the issue
of PPMs, the special situation of SMEs in the trade and environment interface, and
conpetitiveness concerns related to future environnental policies and measures. In
particular it examnes the role of investnent, incentives, economc instrunments, and
other initiatives in broadening the options for the effective inplenentation of a
wi de range of positive neasures. For exanple, UNCTAD s work on trade in biologica

resources, the exam nation of successful experiences with the internalization of
environnental costs and benefits in the area of comodities, as well as nulti-
sectoral and sector-specific round tables can help to identify appropriate enabling
neasures for harnessing the synergi es between trade |iberalization, econonmc reform
and sustai nabl e managenent of natural resources are especially relevant.

A. Conclusions
92. Anal ysi s and debate have contributed to a better understanding of trade and

envi ronment |inkages. Wile further analysis and deliberations are required, the
foll owi ng conclusions could be offered at this stage:

(a) I nportant progress has been nmade in understanding the relationship between
trade, environnent and devel opment. Throughout the debate, Governnents and
the civil society have reiterated their commitnents to both trade

liberalization and environnental protection. The principles contained in
the Rio Declaration and Agenda 21, as well as the principles of the
nultilateral trading system have been strongly endorsed; the international
community has continued to strongly reject wunilaterism and to seek
nultilateral cooperative approaches. Despite differing priorities across
countries, it has been possible to achieve a balance in the trade and
envi ronment debate whil e keepi ng the nmonentum generated in the post-UNCED
process.

(b) There has been growi ng consensus in intergovernnental deliberations that
positive measures are effective instrunents to assist devel oping countries
in their efforts to achieve the objectives of sustainabl e devel opnent.
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(¢)

(d)

(e)

(t)

(9)

(h)

(i)

()

The conpetitiveness debate has evolved in its enphasis. Sone issues have
been set aside. The need to conmply with environmental requirenents
energi ng fromdevel oped country markets continues to raise conpetitiveness
and mar ket access concerns for devel opi ng countries.

Smal | and nedi um si zed enterprises (SMEs) often nmake a relatively |arge
contribution to industrial pollution. SMES may encounter special
difficulties in responding to environmental challenges. At the sane tineg,
there is consi derabl e potential for inproving environnmental managenent in
SMEs provided that proper supporting infrastructure, including access to
finance, technology and information is set up.

There is no enpirical evidence to suggest that existing environnenta
policies have w despread effects on narket access. However, effects could
be nore significant for sonme sectors and for snall and nediumsized
enterprises. Additional market access, particularly for products from
devel opi ng countries, could generate environnental benefits.

Progress has been nade on narket access, in particular by conpleting the
Uruguay Round negotiati ons. Tinmely and full inplenmentation has an
inportant role to play in pronoting sustai nabl e devel opnent through trade.
As progress in other areas identified in Agenda 21, such as the provision
of additional financial resources and access to and transfer of technol ogy,
has faced a nunber of constraints, trade |iberalization and inproved narket
access have becone even nore necessary as a neans of generating sources of
financi ng for sustainabl e devel opnent.

The effects of trade |iberalization on the environment are unlikely to be
either universally positive or negative; they wll probably differ by
country, sector and comodity in question. Additional environmenta
benefits would accrue to devel oping countries fromtrade |iberalization,
on account of incone and technol ogy effects. Trade l|iberalization could
also be a catalyst in inplenmenting donestic policy reforms in both
devel oped and devel oping countries, resulting in further environmenta
benefits.

The debate on eco-|abel ling has highlighted the sensitivity surrounding the
i ssue of standards concerning non-product-rel ated process and production
net hods (PPMs). Progress has been nade in building consensus on the need
to nove to a broader concept of transparency. In addition, the |ISO has nade
progress in developing nultilaterally agreed guidelines. However, little
or no progress has been made on buil di ng consensus on how to deal with the
i ssue of non-product-related PPMs and on the concept of equival ency. This
rai ses the question how future discussions on non-product-related PPMs
shoul d be handl ed.

A wi de range of policy instrunents, including positive neasures, can be
used (often as a package of neasures) to achieve the environnental
objectives of nultilateral environmental agreements (MEAs). It is difficult
to assess the environmental effectiveness and econonmic efficiency of
i ndividual policy instrunents used in MEAs. This should not, however,
prevent attenpts to take stock of the effectiveness of the instrunents and
their economic and social costs, with a view to identifying neasures to
reduci ng these costs.

Internalizing positive externalities may result both in enhanced
envi ronmental protection and in generating additional resources for
devel oping countries. UNCTAD s work on trade in biological resources
(BIOTRADE), which is a col |l aborative effort with the CBD secretariat, ains
at pronoting both the conservation of biological resources and increasing
the capacity of devel oping countries to conpete in the enmergi ng market for
bi ol ogi cal resources.
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There is a need to identify efficient and cost-effective approaches to
internalization of environnental cost and benefits, in particular in the
commodi ti es sector. Round tables and other informal arrangenents for their
reflection in international combdity prices, as well as pronoting trade
in environnental |y preferable products, are also relevant in this context.

B. Recommendations

In the light of the above conclusions, the followi ng recormmendati ons are put

forward for consideration by the Comm ssion

(a)

(b)

(¢)

(d)

(e)

(t)

There should be a bal anced and i ntegrated approach to environnment, trade
and devel opment issues®. The debate may have to nobve from the stage of
problem identification to problem solution. In this context, the
sust ai nabl e devel opnent agenda shoul d focus on the pronotion rather than
on the restriction of trade and investnent, building on synergies between
trade liberalization, economic reform and inproved nmanagenent of natura
resources and the environnent. There is a need to promote the invol venent
of the business community and the civil society in the design of specific
enabl i ng nmeasures, including through technical assistance activities.

In order to pronbte the integration of trade, environnent and devel opnent
policies, certain principles should be applied in the design and
i npl ementation of environmental policies with trade effects. There is a
need to explore further a nunber of principles and concepts, such as
transparency, |east trade restrictiveness, proportionality, equival ency and
mutual recognition. There is also a need to exam ne the relationship
bet ween environnental and trade principles.

Further work on conpetitiveness and market access, including by UNCTAD,
should inter alia take into account the special needs and concerns of
devel opi ng countries, particularly as regards SMEs as well as particul ar
sectors. Future work could also include an identification and anal ysis of
Wi n-wi n situations.

Efforts to integrate trade and environnent should pay particular attention
to the special conditions and needs of SMEs. Similarly, it is inportant to
ensure that SVMEs have adequate access to any enabling neasures, including
in the framework of MEAs.

Further trade liberalization could be inplenented by inproving market
access conditions, including for environnent-friendly products; and by
renmoving trade restrictions and distortions with a viewto facilitating the
achi evenment of environnental benefits and contributing to sustainable
devel opnment. In examining how trade |Iliberalization can result in
envi ronnental benefits and contribute to sustainable devel opnent, UNCTAD
should focus on specific sectors of export interest to devel oping
countri es.

Trade liberalization initiatives should pay special attention to enhancing
the trade performance of |owincone, comodity-dependent countries and
ot her countries which remain marginal participants in world trade, in
particul ar the | east devel oped countries. The expansi on and diversification
of export opportunities, including diversification into higher val ue-added
products, could help these countries in their efforts both to reduce
poverty and to protect the environnent.

38

General Assenbly, Resolution on International Trade and Devel opnent,

paragraph 9. (adopted on 2 Decenber 1996)
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(9)

(h)

(i)

()

(k)

More enpirical analyses on the econonmic effects of MEAs are needed,
i ncluding through studies undertaken by UNCTAD, in cooperation with UNEP.
Such studies should also assess the effects of trade and other policy
instruments in MEAs on the achievenent of environnental goals and on
econoni ¢ devel opnent .

In accordance with its nandate, UNCTAD shoul d propose positive nmeasures at
the national and international |levels to pronmote the efforts of devel opi ng
countries to achieve the objectives of sustainable devel opnent. A wide
range of such nmeasures can be expl ored, including enabling neasures at the
national level, the pronotion of trade in environnentally preferable
products, pragmatic and cost-effective approaches to internalization of
costs and benefits, in particular in the comobdity sector. Prom si ng
avenues for the pronotion of positive neasures are al so being devel oped in
UNCTAD s work on trade in biological resources (Bl OTRADE)

Posi tive measures, which have been incorporated into several MEAs, are not
generally of a binding character; initiatives may be necessary to pronote
the effective inplementation of positive nmeasures. For exanple, MEAs coul d
provi de incentives and specific mechanisns for facilitating technol ogy
transfer. There nay also be a need for increased involvenent of devel opi ng
countries in the design and inplenentation of positive nmeasures.

Since it is generally agreed that unilateral trade restrictions should not
be used to influence PPMs outside a country's own territory, the debate on
PPMs should be based on pragnatic approaches, positive neasures, and
i nternational cooperative approaches, including in the context of FDI
rather than being situated in the context of trade rules.

It would be useful to undertake an analysis of the role of foreign direct
i nvestment (FDI) in promoting access to and transfer of environnmentally
sound technol ogi es, thereby assisting devel oping countries in respondi ng
effectively to environnental challenges, including in the context of MEAs.
Therefore, in the context of work on positive nmeasures, nore analysis is
needed to identify policies and neasures ained at maxim zing the role that
FD can play in supporting devel oping countries in their efforts to achieve
the objectives of sustainable devel opnent.



