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I. AGENDA OF THE SEMINAR
1. LIST OF PARTICIPANTS

Note

T he topica seminar on "Environment, competitiveness and trade: A development perspective” was hosted b

Government of Finland and organized in cooperation with the UNCTAD secretariat. The report of the seming
available to delegations in the context of the preparations for the ninth session of the United Nations Conferen
and Development.

T his report, which was prepared by the UNCTAD secretariat, is not intended to be a comprehensive accou

various points of views expressed in the seminar. Rather, it highlightsimportant features of the debate, incorpa
additiona background information prepared by the secretariat regarding the issues. The first draft was, howev
circulated to participants for comments and an attempt has been made to take most of the commentsinto acc

T he report does not necessarily reflect the views of the Government of Finland or of the UNCTAD secretar

. IMPORTANT FEATURES OF THE DEBATE

1. Theseminar "Environment, competitiveness and trade: A development perspective’ was generoudy hot
Government of Finland as part of the preparations for UNCTAD [X. The objective of the seminar was
trade, environment and development linkagesin order to advance consensus building on theseissues. T
was attended by experts and officials from a number of capitals and delegations in Geneva, representati
secretariats of the WTO, UNEP, OECD, and Multilateral Environmental Agreements (MEAS), and ar
Finnish participants, dl of whom participated in their individua capacity. (Thelist of participantsis attac
seminar provided a useful and frank exchange of views. No atempt was made to arrive at any agreed ¢
and/or recommendations.

2. Many participants stressed that UNCTAD's specid role in the fidd of trade and environment was to ex:
various issues from a devel opment perspective. While attention focused on UNCTAD 11X, discussons:
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referred to the WTO process, the CSD, the joint UNCTAD/UNEP programme of work and national ¢

. Four topics were discussed at the seminar: (1) competitiveness effects of environmenta regulations anc
sectora and scae issues and competitiveness, (3) trade and competitiveness effects of MEAS; and (4) |
measures to mitigate adverse competitiveness impacts.

. Thetwo interventions introducing the seminar suggested that UNCTAD 1X could with regard to these t
on the following issues:

(1) The identification of positive measures to support the efforts of developing countries, including the l¢
developed among them, to adjust to higher environmenta standards and to meet mulltilaterdly agreed e
targets. Such pogitive measures include both measures to avoid any negetive effects of trade and enviro
policies, and enabling measures to mitigate potentia adverse competitiveness effects (eg. on smal and
medium-sized enterprises);

(2) Noting that other policy options should be used in preference to trade restrictionsin MEASs whenev
feasible and equdly effective and efficient, the suggestion of facilitating mechanisms to address trade an
competitiveness effects of multilateral environmenta agreements (MEAS) on developing countries, base
principle of common but differentiated respongihilities,

(3)Provision of inputs to the WTO process by drawing attention to trade and environment linkages fron
development perspective; and by supporting the informed and effective participation of developing cour
international deliberations;

(4) Technicd assgtance activities of UNCTAD, including capacity-building.
Theres of this chapter reflects the discussonsiin the light of these issues.
A. Positive measures

. In both developed and developing countries environmenta policies may have podtive or negative comg
effects, and available evidence does not warrant generdisations in this regard. However, in the long run
be lower than in the short run. Be that asit may, it was noted by severd participantsthat, in practice, de
countries, particularly the least developed among them, are frequently at a disadvantage on account of t
combination of severd factors which adversdy affect competitiveness, such aslack of information, tech
finance, environmentaly friendly raw materids and management skills. Also the sectord compostion of
large share of SMIEsin exports and the low domestic demand for environmentally friendly products ma
developing countries more vulnerable,

. Further, compliance with the environmenta requirements of importing countries may raise particular
competitiveness concerns for devel oping countries and countries with economies in trangtion. Certain
environmenta requirements are emerging in sectors of specia export interest to developing countries, 9
textiles, leather and footwear. Severd participants suggested that al this necessitates a particular emphe
giving full condderation to the effects of environmentd policies on developing countries economies and
the use of pogitive measures.

. Many participants stressed that UNCTAD had an important role to play in proposing such positive mes
nationd and internationa levels. However, there was a need to further identify such measures. In the co
discussions there were severa suggestions on the nature of positive measures, which for anaytica purg
divided into three categories. (@) principles and propositions to avoid negetive trade effects; (b) enabling
to mitigate adverse trade and competitiveness effects, and (¢) measures aimed at Strengthening positive
between trade and environment policies.
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Some participants noted that adverse short-term competitiveness effects, if any, could be dleviated by i
the dissemination of information, the avallability of technology, technicd assstance, bilatera cooperdtior
provison of adequate time to adjust to new environmenta requirements. In addition, the selection of co
instruments, gradua implementation and trangition mechanisms were dso noted in this respect. Consulte
between industry and government when preparing environmenta policies could help to st redligtic requ
and ensure industry cooperation. Furthermore, severa participants stressed that developing countries n
adequate access to financiad sources, appropriate technologies at fair and favourable terms, aswell as
capacity-building and knowledge transfer.

Severd participants expressed the view that specific efforts may be needed to aleviate the competitiver
of environmenta regulaions on smal and medium-szed enterprises. In the short run, technica and finar
assstance for SMIEs could focus to assst them in meeting environmenta requirements. Specid facilitatir
mechanisms such as tax and fiscal incentives could aso be provided when necessary. Inthelong run, S
developing countries need to address issues such as lack of financing, information and skills, technology
infrastructure, and product quality.

B. Multilateral environmental agreements (MEAS)

The secretariat informed the seminar that, following a suggestion by the Interagency Committee on Sust
Development (IACSD), UNCTAD, as task manager on trade and environment for the CSD would inc
summary on the discussions on thisissue in the report for the fourth session of the CSD in April 1996.

It was suggested in the discusson that the inclusion of trade provisons and facilitating mechanisms, asw
purpose of using trade measures were different in each MEA, requiring case-by-case andyss. Thisisr
question the environmental objectives of the MEA but to analyse measures and instruments used for act
them. It was noted by some participants that MEAs may have differentid trade and competitiveness eft
developed and developing countries. Cogts of compliance may in most instances be higher for deve opil
on account of severd factors, such asthe lower base level of their tandards prior to introduction of Ml
gandards, lack of technology and infrastructure, and the ease with which their economies can adjust to
circumstances.

Apart from the options being discussed at the CTE in the WTO for clarifying the relationship between t
provisonsin MEAs and the WTO rules (such as the status-quo, the "ex ante” and "ex post” gpproache
of creating a"sde-agreement” inthe WTO, smilar to the TBT and SPS Agreements, was aso brought
the seminar. Severd participants stressed the principle of no hierarchy between internationd lega instru

The purpose of the use of trade measures was discussed. It was proposed by several participants that »
was not the root cause of the environmenta problem, there should be a presumption againgt the use of

measures. As had been the case in discussons a the WTO Committee on Trade and Environment and
UNCTAD's Ad Hoc Working Group on Trade, Environment and Development, severd participants ¢
that the use of trade measuresin MEAS should be andlysed on a case-by-case basis and that such disct
should be Situated in the context of principles such as necessity and effectiveness. Some participants als
to principles such as least-trade redtrictiveness and the notion of proportionaity in this context, while so
participants indicated the difficulties in gpplying these principles.

Severd participants noted that it would be useful for MEA negotiators to have guidelines or principlesf
of trade measuresin MEAS. The usefulness of developing guidelines had aso been recognized in there
OECD Joint Sesson of Trade and Environment Experts to the OECD Council a Minigterid Level. Sin
guiddines involve acomplex st of issues, including environmentd, lega, economic and developmentd

different fora could make an input to the consensus building process. Severd participants were of the vi
UNCTAD and UNEP could play akey rolein this process.
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C. Inputstothe WTO process

Theissue of the contribution that UNCTAD IX could make to the consideration of trade and environm
the WTO Minigerid meeting in Singapore was not explicitly discussed at the seminar. However, during
discussion on various topics, it became clear that UNCTAD could play auseful role in supporting the ir
effective participation of developing countriesin the WTO ddiberations.

D. Technical assistance activitiesin UNCTAD

Severd participants stressed the important contributions that UNCTAD's technical assistance programit
including through country case studies and andyticd studies on key issues related to trade, environment
development, was making to capacity-building.

I[I. BACKGROUND
This Chapter provides a background report on each of the four agendaitems, including on the discussic
seminar. Some parts are drawn from background materiads rather than from the discusson itself, and a
for context.

A. Competitiveness effects of environmental regulations and taxes
1. Nature of competitiveness effects

Some participants pointed out that Snce environmental regul ations impose codts to society, even if only
term, there is a strong case to make sure that environmenta regulation is cost-effective (does not impos
unnecessary costs) and that, asfar as possible, the benefits and costs of such regulation are properly &
UThisimpliesthat there is a need to analyse the nature and extent of trade and competitiveness effects
environmentd regulations and taxes may produce, including on exporters from devel oping countries an
in trangtion.

In one of the introductions to the subject at the seminar (reflected in paragraphs 19-21) which drew ext
from the experience of OECD countries, it was noted that the relationship between environmental regul;
competitiveness is one of the issues that raise concern.2/ It has often been percelved that environmenta
could only have adverse competitiveness effects by imposing pollution control costs on producers, dow
productivity growth, raising cogts, and reducing profits and net exports as well asthe ability of the affec
industries to compete in globd markets. This argument has been used to conclude that generdly stricter
environmentd regulation in developed countries is a source of competitiveness disadvantages vis-avis
deve opingcountries where industry generdly faces laxer environmentd regulation. The consequences a
been argued, larger imports from developing countries, lower exports of the indudtries affected in the di
countries, relocation of indudtries to developing countries and ultimately losses of employment in the de
countries.

More recently, the perspective that environmenta regulations necessarily harm competitiveness was rev
number of ways. Empirica studies showed that ".....environmental mesasures have not been the source o
cogt differentials among the mgor competitors and have had minimal effects on overdl trade between (
non-OECD countries'3/. It has aso been pointed out that concern over the environment has promoted
development of environmental control technologies and services.

In this context, it was mentioned that the hypothesis introduced by Michadl Porter and others, is diameti
opposed to the traditiona one. According to this hypothes's, gppropriately desgned environmenta regu
dimulate innovation and increase efficiency, thus having a positive effect on the competitiveness of ava
indugtrial sectors.4/ Recent studies have found examples of sectors where environmental requirementst
induced innovation, which in turn has reduced cogts, and increased productivity, market share and exp
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aso noted that another recent study concludes that, in a significant number of cases, the red return or
environmenta investmentsis, contrary to common perceptions, often high.5/ The EC Forward Studies |
a the same conclusion in a number of its"Micro-Economic Case Studies - Business and the Environme
(1995).6/ However, some participants questioned whether and under what conditions would the Porter
apply to al countries and sectors, in particular to smdl-scale firms in developing countries. Generdly, pr
impacts could arise in cases where increased resource productivity can be achieved or where price pret
avalable.

Severa studies have tried to test whether environmenta regulation has a definite positive or negetive eff
competitiveness, but the results are far from conclusve. The reasons normally put forward to explain the
are that environment-related costs are rdatively smal when considered in terms of the overdl cost struc
environmentaly-sendtive indugtries; other factors, such aslabour costs or infra-structure availability are
important determinants of industry's international competitiveness. This appears to be confirmed by are
of firmsin the European Union._7/ It was dso suggested by some participants that due to industry 1obby
sringency of environmenta requirements may have remained low enough so as not to cause sgnificant
competitiveness effects.

In the discussions, it was felt by some that in many aspects the debate on the competitiveness effects of
environmentd policies was smilar to that on product qudity. In the latter, while better quality products:
more expendgve to manufacture, they could also be sold at higher prices, thus possbly resulting in net bx
counterargument to this was posed by some other participants who felt that environmental standards we
different from qudlity requirements but aso from health and safety requirements. This was because NG
pressure groups were more voca on issues of environmenta protection even outside their own countrie
was a0 made that it would be difficult for countries to rebut such NGO pressure in cases when such ¢
counter to the trade or environment interest.

While competitiveness impacts of environmental policies were not necessarily a north-south issue, it we
by some participants that for severd reasons devel oping country exports could be adversdy affected b
environmenta requirements. Such reasons include the sectora composition of developing country expo
typicaly undiversified export basket; the important role of SVIESin developing country exports; the err
new environmenta requirements in sectors of export interest to developing countries; and the homogen
of exports and the price-taker postion of developing countries that make any cost increases critical. Fc
in the Indian textile sector, alarge proportion of exports competes on the basis of price where environn
gandards can only be implemented &t increased costs and the chances of obtaining a price premium are

Further, examples were cited where environmenta requirements - both mandatory and voluntary - have
affected the competitiveness of certain firms and sectors. In particular, some participants felt that despit
voluntary, PPM-related requirements may have sgnificant effects on the comparative advantage of ecor
different sectors and trade patterns for particular goods and services.9/

The question of pollution havens and indugtrid flight has aso been connected to environmenta regulatic
digtinction was made in the seminar between causes and effects. Although systematic studies have not r
concrete evidence of the issue, severd examples were cited of firms exporting pollution intensve industi
technologies as well as hazardous wastes to developing countries.10 Developing countries could benefi
run but encounter long-term environmentd disasters. To link the empirica evidence refuting the pollutio
hypothesis and the contradictory supporting anecdota evidence, the explanation was put forward that a
environmenta regulations were not among the main driving forces when industria location decisions we
migrating industries sometimes did, nevertheess, use less environmentaly friendly technology in the nen
country in order to recover the resdud value of the outdated technology.

Furthermore, severd participants noted thet since environmentally friendly technologies were predoming
developed by private companies in developed countries, devel oping countries access to such technolog
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financid opportunities to obtain them was limited.

Severd participants noted that where negative competitiveness effects are likely to arise, they should be
identified with aview to designing dleviating policies a the nationa and internationd levels. For exampl
be environmenta policies which have long-term negetive competitiveness effects, but which may nevert
implemented for pressing environmenta reasons. In such cases, as was pointed out by some participant
government support may be required if the society wishes to maintain the affected firmsin operation be
employment or other concerns. Studies on enabling policies were dso required so that negative effects
dleviated and positive effects enhanced, and several participants noted that UNCTAD had an importar
play in the identification of such enabling policies.

2. The development per spective

It was pointed out by some participants that though developing countries were moving towards higher
environmenta standards, they would till be behind developed countries in terms of internationd stande
Moreover, as developing countries are moving to higher quaity products, environmental costs may be ¢
other costs being incurred by them. This would specidly be the case if environmentally sound technolog
be expensive in addition to being difficult to access, and if qudity improvements were not commensurat
environmenta improvements.

Also, it was noted by some participants that while there were standards on exports from developing co
there were no equivaent standards on imports of inputs into developing countries. Therefore, in some ¢
inability of developing countries to meet export standards was linked to their inability to impose standar
imports.

Some participants noted that basic needs have to be met firgt and the emphasis on environmenta policie
increase with development. Further, some participants felt that environmental protection comes at a cos
question is how should this cost be dlocated in the framework of common but differentiated responsibili
Furthermore, the competitiveness effects of environmenta policies cannot be examined in isolation of pi
economic and socid difficulties, and the consequent socid preferences.

Some participants said that even if short-term competitiveness effects at the firm or sectord leve are ne
long-term effects could till be postive. However, some others noted that the trade-offs between short
and long term benefits may be difficult in developing countries, particularly the least developed among tl

The point was dso made by some participants that though the costs of compliance may in some casest
sgnificant in absolute terms, they may nevertheless raise short-term problems of market access. For exi
regulations on chemicals have affected exports of traditional medicines and shoes from Chinato certain
Thisis because technologies are difficult to access and subgtitutes difficult to obtain.

Some participants, referring to the secretariat’s background paper, mentioned that the competitiveness
environmenta policiesin the case of developing countries are determined to alarge extent by their abilit
and to grow. Economic growth does not necessarily imply more of the same kind of goods, but itisint
compatible with new and cleaner products made by cleaner and more efficient processes. Trade, econc
and the changesin production patterns should broadly be seen to include changesin products consume
processes by which they are made; the materials used by the production process; the energy sources u:
infrastructural development; organizationa structures of production; and the indtitutional economic fram
In making environmenta policies effective and in addressing their competitiveness effects, it would ther
necessary to give due attention to developmentd factors, 12/

Severd participants fdt that capacity building was necessary to support developing countries in the des
enforcement of appropriate domestic environmenta policies, and assstance in the form of e.g. technolo
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and finance was required bearing in mind the common but differentiated responsibility of countriesto en
problems. Dissemination of information on the availability of environmentaly sound technologies was d:
consdered important.

3. Reducing negative competitiveness effects

Severd participants noted that in order to avoid negative economic consegquences of environmenta regl
subjecting environmenta policies to cost-benefit analyss (CBA) was generdly desirable. However, it v
that it was not dways feasible to carry out afull CBA, and that the precautionary principle needed to b
account in the face of scientific uncertainty. Also, ethical and political consderations such as strong pub
could outweigh the results of CBA.13/ In cases where the precautionary principle is used, severd partic
pointed out that there need not be a contradiction between this principle and risk assessment.

Linked to CBA, proportiondity between economic costs and environmenta benefits was identified by ¢
participants as an important concept. In domestic policy-making, cooperation between government and
Setting environmenta regulations may implicitly bring in the concept of proportiondity. Some participan
that further analysis was required of how this concept could apply in the internationa context. Some ott
participants, however, said that it may be sufficient to examine the cost-effectiveness of environmentd f
proportiondity may be complicated to examine.

Some participants noted that the sdlection of cost-effective instruments, gradua implementation and tra
arrangements are important in designing appropriate environmenta policies. They aso noted that consul
between indusiry and government when preparing environmenta policies can help to set more cogt-effe
requirements and ensure industry cooperation. 14/ In addition, some participantsidentified the role of er
subsidies as being important. Greeter trangparency in setting tandards and information dissemination ol
environmenta regulations can help foreign producers to adjust to new requirements. Furthering transpa
including by congidering inputs from foreign producersin designing eco-labdling criteria, aswdl asthe
equivaency and mutua recognition in eco-labelling were dso mentioned as important areas requiring fu

Capacity-building on understanding and dealing with environmenta problems which are most damaging
developing countries was consdered important by severd participants. In this context, the role of regiol
gpproaches to environmenta stlandards was discussed. Some participants pointed out that exploitation ¢
comparative advantages could be geared to globa benefits, including environmenta benefits. In additior
partnerships at nationa and internationd levels could enhance environmental protection. Capacity shoul
built at the leve of firmsto improve the use of inputs, management, and market intdlligence on standard

Beyond the design of environmenta requirements, factors such as openness of the economy, economic
cgpacity for technologica innovation, favourable conditions for investment and gppropriate infrastructur
dleviate negdtive effects of environmenta policies on competitiveness. Stimulating the demand for envirc
friendly products could aso enhance the benefits for the environmenta goods and services (EGS) sectc
However, some participants pointed out that the market responses to EGS would be difficult to gauge.

4. Environmental taxes and charges

Whereas environmenta regulations may create market access problems, environmenta taxes may be s
having an impact on competitiveness. In response to such competitiveness concerns, Governments may
border tax adjustment (BTA). This congsts of the imposition of acharge on imported products corresp
the tax borne by like domestic products, and the exemption from or remission of taxes on productsto t
exported.15/

Severa participants noted that PPM-related border tax adjustments are difficult to justify for practicd e
conceptud reasons and that they may be ineffective from an environmenta point of view, aswell as prc
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opportunity for protectionism. To set a PPM-related adjusting tax in afair manner would be very comg
Firg of dl, the tax should be levied on imported products, but the amount should correspond to the pr:
tax burden of such domestically produced products. Since there is no clear relation between taxes on p
taxes on processes, the product taxation level would be difficult to determine. Furthermore, the tax sho
differently for each country, in accordance with their differences in environmental conditions and policie
could compound the difficulties of border adjustments for process-based taxes. And, the fact that impc
products do not clearly reflect the PPMs with which they were produced could require verification, per
ingoection of individuad plants. Moreover, some participants fdt that it would be difficult to justify BTA
environmenta purposes, as Smilar BTA were not made for many other welfare consderations, such as
development and poverty dleviation.

In connection with the tax discussion, the role of removing trade-distortive production, export and impc
in enhancing environmental protection and avoiding environmenta degradation was aso identified as an
knowledge gap requiring further andysis by UNCTAD. It was pointed out, however, that adigtinction
made between subsidies used for environmenta purposes and those which are trade-distortive as well
environmentaly harmful.

B. Sectoral and scale issues and competitiveness

Discussons under this agendaitem focused largely on the Stuation of developing countries and to thet €
overlgpped with the discussion on the development dimension. Discussions on the forestry sector, how
focused on both developed and developing countries.

1. Scaleissues

Some participants argued that for severad reasons, problems of adjusting to environmental requirements
higher for amdl and medium-sized enterprises (SMESs) than for large firms.

It has been suggested that smdl firms may have ardatively more serious environmenta impact than larg
This would be because they often operate outdated technologies and be located near urban aress. It w.
mentioned that in the case of Ching, a Sgnificant share of foreign investment was in the form of joint ver
Chinese township factories and that it was often difficult to enforce environmentd regulations on them. 1
participants pointed out in this context that Snce environmenta management was very difficult in smal-¢
factories, capacity building to assst such firmsin receiving information on environmenta requirements a
complying with them was required.

The differential competitivenessimpact across firms of different 9zeis particularly important bearing in r
that, in contrast to many developed countries, alarge share of developing country exports originates fro
amall-scale sector. Severd participants noted that the role of SMEs in providing employment in develoy
countriesis criticd. For example, in certain regions of China, smdl township factories may be difficult tc
down even if they are environmentaly harmful as they account for asignificant share of employment an
The sectors where SMES are concentrated are largely those where environmenta requirements are eme
where developing country exports have been growing fast, like textiles and clothing, lesther goods and

Some participants adso noted that the awareness of environmenta requirementsis typicaly low in SMIE
Certification and testing of products may aso be proportionately more expensive for smdl-scae firms, .
sourcing environmentaly friendly raw materias more difficult. Some participants stressed thet it isaso |
for SMEsto benefit from the financid assstance available under certain Multilatera Environmental Agr
2. Sectoral issues

Two presentations were made on sectord issues. In the first one, quoting the example of Brazil, it was|
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by some participants that a series of factors determine the potential competitiveness impacts of environr
requirements for firms operating in particular sectors, such asfirm sze, share of exportsin tota product
destination of exports, patterns of competition in export markets, and corporate structure, particularly it
verticd integration. 17/In addition, it was noted that Since sectors tend to be quite heterogenous in term:
sgze and leve of technology, the competitiveness effects of environmenta regulations tend to be differer
within sectors. Furthermore, in the case of developing countries, alarge share of exports usudly origina
few sectors, and it is thus important to andyze the competitiveness impacts on these particular sectors.

3. An example: theforest sector

Another presentation was made on the forest sector. This sector was discussed as an example of sectol
linkages between trade and environment that may warrant a sectoral gpproach to policy-making.18/ Tr
sector and its connections to environmenta protection are made particularly complex by the many funci
forests: supply of wood and non-wood products, production of environmenta services, and the mainte
socid and cultura vaues. An integrated approach to forests was proposed to effectively reconcile thes

The pressures on forest management have varied greetly in accordance with the interest in the forest iss
import markets. On account of the destination of their forestry exports, developed countries are perhag
more vulnerable than developing countries to such pressures; of developing countries, African exporter.
the most exposed. However, most of the trade measures to date have concentrated on tropica timber,
affecting in particular developing countries. Recently, environmental pressures on temperate and bored
aso darted to emerge, athough they may not have reached the same magnitude as pressures on tropic:
Pressures on forest management have lead to environmentally beneficid impacts, such as reducing the <
natura forests and shifting to plantation forestry. However, these pressures have aso lead to replacing 1
products by subgtitutes whose relative environmenta friendliness is debatable.

One of the mgjor environmenta issues linked to the forest sector is deforestation. However, there is no
correlation between trade in forest products and deforestation. Nevertheless, trade-related measures lik
procurement bans of tropica timber have in some cases been established as a response to strong presst
public that believes commercid logging to be the main reason for deforestation.

The above exampleillugtrates the need to provide information to the customers on the sustainability of |
timber. Eco-labelling and certification of timber, both tropica, temperate and boreal, have indeed recen
alot of attention. But, to implement timber certification in practice is very complex, and it might be diffic
holdings and developing countries to fulfil the monitoring and testing requirements. Furthermore, it rema
uncertain how the markets would react to certified timber and how efficient a certification system could
snce many environmenta problems of forests are not related to trade, timber certification can at best o
margind effect on the environment.

With regard to other trade-related instruments, reduction of tariff escalaion could have positive environ
developmentd effectsin the forest sector. On the other hand, trade restrictions, including on exports, a
effective ingruments to enhance environmenta protection.

Severa areas were identified in connection to the forest sector where developing countries could be as
These include policy development, development of nationd certification schemes, market promotion, a
building in forest management, information systems and certification. In addition, an internationd datab
trade-related environmenta requirements in magjor export markets as well as participation by deve opin
in the design of internationa and nationa eco-labdlling schemes in export markets would aso be useful.

C. Trade and competitiveness effects of multilateral environmental agreements (ME.

Discussons on Multilateral Environmental Agreements (MEAS) focused on a number of issues, such as
rationale for using trade measures, differential competitiveness effects of MEAs on developed and deve
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countries, the role of positive measures and possible guiddines for the use of trade measuresin MEAS.
UNCTAD secretariat informed the seminar thet, at the suggestion of the Interagency Committee on Sus
Development (IACSD), asummary of the discussons on "the relationship between the provisons of the
trading system and trade measures for environmenta purposes, including those pursuant to multilateral
environmental agreements’ (item 1 on the agenda of the WTO Committee on Trade and Environment)
included in the report for the fourth sesson of the Commission in April 1996. This report will be prepar
UNCTAD secretariat (the task manager for sustainable development and trade matters) in consultation
with the secretariats of WTO, UNEP, and severd MEAS.

1. Rationale for trade measures

It was noted by some participants that trade provisonsin MEAs may have severa purposes. Firg, the
cooperative measures related to trade (information, notification) like Prior Informed Consent (PIC) me
the Basd Convention or the monitoring of trade in endangered species under CITES. Second, there ar
measures among parties to regulate trade in controlled substances. And, findly, some MEAsinclude tre
measures againgt non-parties aimed at persuading countries to accede to an agreement or to prevent the
undermining of the objectives of the agreement by "free-riding”. 19/

It was observed by severd participants that each MEA is different and that the purpose for using trade
may aso be different from case to case. Both MEASs and trade provisions therein should therefore be e
acase by case basis.

Some participants stated that proposals to include trade provisions had been made by both developed
developing countries. In the case of the Montred Protocol, the initiative has clearly come from the deve
countries. On the other hand, developing countries have been more interested in promoting trade meast
the Basdl convention. Also, some developing countries are now proposing trade measures under the Bi
Convention. However, smadl countries and developing countries are reatively more vulnerable to trade
amed at inducing countries to become a party to a particular MEA. Moreover, in the case of developir
trade measures are generdly not advocated as enforcement mechanisms but rather to ensure that the en
burdens are not shifted to them in away that exceeds their capacity to ded with them (e.g. Basd Convi

It was proposed by some participants thet if trade is not the root cause of the environmenta problem th
be a presumption againgt the use of trade measures. While some participants mentioned that trade mea
sometimes used because dternative means of enforcement were lacking, they aso felt that trade measu
non-parties should be used only as alast resort. Others said that trade restrictions on non-parties were

politicaly acceptable.

Indeed, some participants noted that the argument that trade restrictions against non-parties may be nex
the fulfilment of the environmental objectives and the effectiveness of an MEA was controversd, for al
reasons.

() If thereisabroad participation in the MEA, with the mgority of countries accounting for the enviror
problem involved, discriminatory trade measures against non-participants would not seem necessary to
objectives of the MEA,;

(b) In any case measures gpplied on an MFN basis and in accordance with the national treatment apprt
with atransmisson, through the market, of resulting effects to countries not participating directly in the !
be sufficient to achieve the environmenta objective. Examples can be found in the case of the Montred
There would therefore seem to be no need to depart from WTO rules,

(c) Positive measures can be equally or more effective in achieving the objectives of the agreement and
preferred over trade regtrictions.
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It was a0 recdled by some participants that questions which have been raised in the context of this de

(@ How could the circumstances which may lead a country not to participate in an MEA be taken into
How should a"free-rider” be defined?

(b) Isthis gpproach likely to work when devel oped countries are the target of trade restrictions?

(c) How does this gpproach relate to the results of UNCED, in particular principles 7 and 12 of the Ric
Declaration?20/

(d) Isit fair and justifiable to impose an MEA on other countries through punitive measures?
2. Trade and competitiveness effects of MEAS

Some participants noted that Snce MEAS represent the internationd harmonisation of environmenta st
severd key questions can be posed:21/ (1) how are environmental standards set, and based on which ¢
of public priority; (2) whose environmenta vaues are embodied in internationa standards; (3) to what -
contingent vauation, including willingnessto pay aswell as ability to pay, play apart in sandard setting
the costs of meeting harmonised standards identical among parties and if they are not, are the costs fairl
digtributed according to the principle of common but differentiated respongbility.

It was noted that MEASs might have trade and competitiveness effects irrespective of whether they have
provisons. It was recdled that the Ad Hoc Working Group on Trade, Environment and Development |
that the trade and competitiveness effects of MEAs were different for each agreement. In addition, the
environmental standard implementation may differ widely among partiesto an MEA, based on variable:
specificity of the standard, the availability and adequacy of subgtitutes, the degree of patent protection ¢
technologies, administrative costs and other factors. Some participants noted that costs may dso vary it
accordance with the levels of economic development and existing environmenta standards prior to thei
of the internationa standard. MEAS may impose greater costs on developing countries. In some cases,

Basd Convention, costs of compliance might be higher for devel oped countries, but it isto be noted th
most of the hazardous waste has been generated in the developed countriesin the first place.

It was ds0 recdled that in 1991, the Montredl Protocol established the Multilateral Fund, with US$ 24(
over three years) to assst developing countries in legp-frogging or phasing out CFCs and other ODS. |
Fund was replenished with US$ 510 million for three years. There have been criticisms about the formt
define incremental cogts aswell as about the lack of willingness of the international donor community tc
resources of the Multilateral Fund. However, the Multilateral Fund was of great importance and remain
financia mechanism of its scale under any MEA to provide assstance to developing countries in mestin
harmonized standards.

Participants had an exchange of information on national experiences, some of which are reflected belov
example, in the case of the Montred Protocol, the experience of Chinawas that indigenous subgtitutes f
CFCs, particularly those used for refrigeration and air-conditioning, were not available and phasing out
very expensve. It was aso noted that it was very difficult to access multilaterd funds for smdl scde en
Further, examples were given of recent foreign direct investment in industries which rdied on imports a
controlled substances. According to the experience of Russia, due to the economic hardship resulting fr
trangtion into a market economy, closing down the enterprises producing or usng CFCs would be extr
difficult.

Some participants, referring to the volume of export of waste to China (illegal or other) including by for
enterprises, said that perhaps this concern could be covered by a future amendment to the Basel Conve
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include provisions regarding the transfer of hazardous technol ogies and equipment through foreign direc
investment. Second, mechanisms to regulate the transfer of pollution-intensve industries and technicd
the disposal and reduction of hazardous waste were cdled for. Third, a case was made for re-import pr
and liability ingruments in cases where the waste says in the country for along time.

CITES could sometimes result in unintended trade and competitiveness effects on some parties. For ex
according to the UNCTAD/UNDP country study on Zimbabwe, three years after the introduction of tr
trade ban in 1989, this country had accumulated from culling operations an estimated stock pile of US$
worth of ivory that it could not sl legally.22/ Thus, in Zimbabwe's view, the ban on ivory trade is
counter-productive in that it prohibitslegal and controlled tradein anima products whose management |
ugtainable.

With regard to these MEAS, some referred to the problem of illicit trade. As aresponse, it was mentior
cgpacity-building, particularly in the management of waste and in the sustainable management of specie:
to redress this problem.

3. Relationship between trade measures pursuant to MEAsand the WTO rules

Some participants argued that trade provisions under existing MEASs had never been challenged under t
GATT/WTO and that it was unlikely that Governments would chalenge in one forum whét they have a
another. Thiswould in particular be the case if trade and environment officids in capitals would work d
together. 1t was aso observed that decisions on trade measures under MEAS were taken by sovereign
would be difficult to establish a hierarchy between the WTO and a particular MEA.. In this regard, som
participants0 pointed out that while the WTO would be in a position to examine the compatibility with \
of unilatera measures adopted by WTO members, it would not be gppropriate for the WTO to examir
measures pursuant to MEAs of agloba character, because of the equal legd status of the WTO and th

Some participants noted that the debate on the relationship between trade provisonsin MEAs and the
gppeared to centre on the question whether and under what conditions there should be an endorsement
exception for the use of discriminatory trade measures as a lever to force other countries to participate i
particular MEA. 1t was dso noted by some participants that consensusin an MEA could be forced by |
pressure, thus bringing into question the broad-based nature of MEAS. Some participants also express
that smdler trading partners were more likely to be adversely affected than larger trading partners. Smi
concern was expressed by some participants thet if trade measures could be enforced on non-participa
implementation of MEAS, the search for positive measures could perhaps be undermined.

It was also suggested by some participants that the ex ante approach, while generdly preferred by the
environmental community, may, in their view, go too far for trade interests. On the other hand, the ex p
approach, while providing security againg the use of trade measures for protectionist purposes, would
acceptable to the environment community. Indeed, some participants noted that this approach was not
for the environmenta community because it would establish a hierarchy between the WTO and an MEA
of the former. At the seminar a proposa was made to establish a"sde agreement” within the WTO, s
Agreement on Technica Barriersto Trade (TBT) or the Agreement on Sanitary and Phyto-Sanitary M
(SPS). While the latter agreements ded with nationd standards and regulations to protect the loca envi
the importing country, a Sde-agreement on MEAs would ded with multilateraly-agreed standards and |
to address globd environmentd problems.

4. Guiddinesfor the use of trade measures pursuant to MEAS
There was some discussion on criteriaregarding the use of trade measures in the contexts of MEAS. In

context, it was recdled that at discussons at the WTO Committee on Trade and Environment and also
UNCTAD's Ad Hoc Working Group on Trade, Environment and Development, a number of delegate:
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considered that the use of trade measuresin MEAS should be analysed on a case-by-case basis and tr
discussions should be situated in the context of the principles of necessity, effectiveness and proportione
seminar, mention was adso made of arecent Report on Trade and Environment to the OECD Council a
Level, which referred to concepts such as feasibility, effectiveness and efficiency.23/

Some participants expressed doubt whether trade measures against non-parties are necessary, dthougt
be a difference between "ex-ante" and "ex-post” necessity. Some other participants questioned the vau
WTO applying principles such as necessity and effectiveness to MEAS. With regard to effectiveness, it
noted that this may be a relative concept and may involve comparing the efficiency of trade measuresw
other policy options, which are equdly feasble and efficient. Some argued that such comparison shoulc
account of the codts of different policy options (cogts of implementation, including adminidretive costs,
displacements). It was dso pointed out by severa participants that judging the necessity and effectivene
use of trade measures was a difficult task in particular where trade measures were part of awider polic
including positive measures.

Irrespective of any criteria being discussed in the WTO, severd participants fdt that it would be useful

guiddlines on the use of trade measures to assst MEA negotiators. With respect to exising MEAS, as
was made that interim assessments could be a ussful opportunity to discuss such guidelines. It was note
OECD joint session of trade and environment experts had endorsed the development of such guiddine
it was a0 suggested by some that it might be difficult to produce guideines that were specific enough t

Since such guiddines involve a complex set of issues (legd, environmental, economic and devel opments
fora could contribute to the consensus building process. Severa participants felt that UNEP and UNCI
through the CSD, could contribute to the development of such guidelines.

D. Positive measures

The UNCTAD secretariat recdled that the Ad Hoc Working Group on Trade, Environment and Devel
recognized that positive measures were effective ingruments in supporting developing countries and cou
trangtion in their efforts to meet the objectives of sustainable development, and that the CSD as well &
Assembly had invited UNCTAD to propose such positive measures at the nationd and internationd lev

There was little time for discusson on this topic, though throughout the seminar at various sessions refe
made to positive measures by the participants. The participants who introduced the subject, while ackn
broad consensus round the need for positive measures, felt that the identification of concrete measuresii:
requiring further work. They dso fdt that while there was a need for additiond financing, such resource
reedily forthcoming.

Asnoted in Chapter |, positive measures could be divided into three categories. According to some pa
these measures could be used instead of trade measures, and as facilitating mechanismsin addition to tr
measures for achieving environmenta objectives. Some others, however, felt that postive measures shc
necessarily be seen as dternatives to trade measures.

Some participants fet that principles which build compatibility between trade and environment could inc
among others, proportiondity, transparency, mutua recognition and equivaency. They mentioned that i
the principle of proportiondity could include the selection of cogt-€efficient instruments, gradua impleme
trangtory arrangements.

It was a0 suggested by some that consultations between industry and government when preparing env
policies could help to st redligtic requirements and ensure industry cooperation, and would implicitly in
notion of proportionality. According to some, more work is needed to apply this concept to internation
Gregter trangparency in setting standards and information dissemination on environmenta regulations ca
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foreign producers to adjust to new requirements. Improved transparency through participation of foreic
in designing eco-labdlling criteria, as well as the concepts of equivaency and mutud recognition in eco-l
were dso mentioned as important aress.

As gated in Chapter |, according to some participants, positive measures should aso include measures
prevent negative effects on trade. Moreover, some participants considered it necessary to dleviate sho
competitiveness effects.

In the area of trade policies, severad measures were identified, such asimproved market access, reducir
tariffescalaion, granting of trade preferences for environmentaly friendly products, and the remova or |
trade digtortive production and export subsidies. Some, however, questioned whether granting trade pr
for environmentaly friendly products could be a precedent to establishing conditionality on preferentid |
arrangements. Some participants aso stressed the limitations in defining environmentally friendly produc

Many participants also stressed the need for cgpacity-building. In this context, aswell asin information
dissemination, the role of ITC was consdered important. 24/Severad participants from devel oping coun
stressed the important and catalytical role that the UNCTAD/UNDP country case studies had played it
cgpacity-building in their countries.

Annex |

AGENDA OF THE SEMINAR 25/

Thursday, 18 January

09.00-09.15
Welcome addressby Mr. Antti Hynninen, Under-Secretary of State for External Economic Re
Finland.

09.15-09.30
Introduction and background by Mr. René Vossenaar, Chief, Trade and Environment, UNCTALI

09.30-13.00
Item 1 - Competitiveness effects of environmental regulations and taxes. Introducing speskers.
Shahin (Egypt) and Mr. Jose Madeira (European Commission)

Under this item, the competitiveness effects that environmenta regulations and taxes in importing countr
have on developing country exporters are discussed, with particular emphasis on environmenta taxes. \
means to reduce the potentid harmful competitiveness impacts are considered.

14.30-17.30
Item 2 - Sectoral and scale issues and competitiveness. Introducing speskers: Mr. Markku Simuli
and Mr. Pedro da Motta Veiga (Brazil).

The competitiveness impacts of environmentd regulations may vary greetly between different economic
and sectorsthat are of export interest to developing countries may be particularly exposed to such impi
Furthermore, the competitiveness effects of environmenta regulations may differ between small and larg
severd reasons, problems of adjudting to environmenta requirements may be higher for smal and medii
enterprises (SMES), who account for alarge share of developing country exports. Under thistopic, it w
discussed how developing countries could be asssted in dleviating their vulnerability to competitivenes
based on the sectora and scale composition of their exports.
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Friday, 19 January

09.00-13.00
Item 3 - Trade and competitiveness effects of multilateral environmental agreements (MEAsS
Introducing speskers: Mr. Scott Vaughan (WTO) and Ms. Cristina Hernandez (Mexico).

The discusson on MEAS could focus on three issues: (a) the use of trade provisonsin MEAS, (b) tradk
competitiveness effects of MEAS, and (c) therole of positive measures. With regard to (a), the relations
between World Trade Organization (WTO) rules and trade measures used in MEAS are being discuss
WTO Committee on Trade and Environment. Analysis and debate at the WTO and UNCTAD would |
MEAS, including the use of trade measures, should be considered on a case by case basis. With regarc
UNCTAD's Ad Hoc Working Group recognized that the trade and competitiveness effects of MEAs a
for each agreement and that they may change according to dynamic factors such as the rate of economi
availability of environmentaly friendly technologies and subgtitutes, amendments to the agreements, asv
timely availability of finance. With regard to (c), the Working Group recognized that positive measures
vauable in asssting developing countries to meet the multilaterally agreed targets in keeping with the pri
common but differentiated respongibility.

14.30-16.00
Item 4 - Positive measur es to mitigate adver se competitiveness impacts. Introducing speskers.
Jha (UNCTAD) and Mr. Kari Bergholm (Finland).

Thereisincreasng recognition that "positive measures’ should be implemented to support developing ¢
countries with economiesin trangtion in their effortsto internaize environmental costs and in meeting

international ly-agreed targets in the context of Multilatera Environmental Agreements (MEAS). For exe
Commission on Sustainable Development (CSD), at its third sesson, invited UNCTAD and other relev
internationa organizations to identify such positive measures. Furthermore, UNCTAD's Ad Hoc Worki
on Trade, Environment and Development recognized in itsfind report that "positive measures such as i
market access, improved access to finance, trangtion mechanisms, access to and transfer of technology
cgpacity-building and specid provisons for smdl firms and for some sectors, are effective insrumentsii
developing countries and countries in trangtion in their efforts to meet the objectives of sustainable deve
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Dr. Ryo FUJKURA, Associate Professor, Indtitute of Environmental Systems,
Faculty of Engineering, Kyushu University
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Mr. M. Yassin SUBOH, Minister Counsdllor, Permanent Misson of Maaysa, Geneva
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Footnotes

Further reference to discussons on cost benefit andysis is made e sewherein this report.

It was noted by the Ad Hoc Working Group on Trade, Environment and Development that in th
the reationship between environmentd policies and competitiveness, both competitiveness at the
sectord level and the concept of nationd welfare are important. In addition, short and long term
should be considered.

Candice Stevens, "Synthesis Report”, Environmenta Policies and Industrial Competitiveness, Pe
1993.

M. Porter and C. van der Linde, "Green and Competitive’, Harvard Business Review, Septemk
1995. pp 120-134.

"Green Ledgers. Case Studies in Corporate Environmenta Accounting in the U.S.",World Resol
Indtitute, 1995.

The participants were informed that the European Commission was currently working on two
communications addressng the relationship between industry competitiveness and environmental
one more genera and the other focused on the chemical sector, and would launch another study
subject in 1996.

"Attitude and Strategy of Business Regarding Protection of the Environment”, prepared by Euros
the European Commission, 1995.

See Vasantha Bharucha, "Impact of Environmentd Standards and Regulations on India's Export
prepared under the UNCTAD/UNDP project on "Reconciliation of Environmenta and Trade Px
asynthesis of this and another empirical sudy on trade and environment linkages in India, see Ul
TD/B/WG.6/Misc. 7 of 31 October 1995.

On thisissue, see Pedro de Motta Vega (coordinator), Marta Rels Castilho and Gaeno Ferraz |
Relationships between trade and the environment: the Brazilian case. Study prepared under the
UNCTAD/UNDP project on "Reconciliation of Environmenta and Trade Policies’. For asynthe
study see UNCTAD, TD/B/WG.6/Misc.9 of 3 November 1995.

The experience of Chinawas that large multinationa companies investing in China usualy upheld
environmental standards, whereas smdler investors did not aways do o.

Lipsey, R.G., 1994, "Sustainable Growth, Innovation, Competitiveness, and Foreign Trade”, ba
paper for the Traditiona Ingtitute on Innovation, Competitiveness and Sustainability, Whider, B.
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For example, in developing countries investments in sanitation, in the provison of clean water anc
educeation are more likely to produce higher margind returns for the environment than investment:
reducing industrial emissions. See Sorsa, P., 1995, Environmenta Protectionism, North-South T
the Uruguay Round, paper presented a the symposium " The World Economy After the Uruguay
with Some Implications for Audtrid’, organized by the research indtitute for European Affairs, Un
Economic and Business Administration, Vienna, November 3-4, 1994.

For example, certain waste imports for recycling purposes to South Africa were stopped on acc
strong public oppostion, even though the imports were in compliance with the Basel Convention

For adiscussion see "Trade and environment linkages: aMaaysian case study”. Study prepared
joint UNCTAD/UNDP project on "Reconciliaion of Environmental and Trade Policies’ by the |
Strategic and International Studies (1S1S) in Mdaysa.

However, internationd trade rules are generdly interpreted as dlowing adjustment only of taxes
products and to be prohibited or at best ambiguous with regard to non-physicaly incorporated it

Ruishy, L., X. Youfou, L. Jnchang, Z. Jeand L. Yaobing, 1993, Environmenta Protection and
Trade Development in China. Study prepared under the joint UNCTAD/UNDP project on "Rec
of Environmenta and Trade Policies. A synthesisreport of this study will be prepared by the UN
Secretariat.

UNCTAD 1995, Trade, environment and devel opment, lessons from empirical studies: the case
(TD/B/WG.6/Misc. 9)

This section draws extensively from Simula, Markku (1995), Trade and sustainable management
renewable natural resources. the case of forests, paper prepared for the consderation of semina

participants.

Trade measures against non-Parties have been applied not only to induce non-parties to accede’
Agreament, but aso to achieve non-discrimination. The example of the Basa Convention was ti
the seminar, paticularly in rdaion to its Article 11 on bilaterd and multilaterd agreements that o
Article 4 prohibiting transboundary movements of wastes with non-parties. Article 11 alows suc
movements through the conclusion of agreements or arrangements not less stringent than the pro
the Basdl Convention. Therefore, as stated in the seminar, the aim of both articles4 and 11 isto
international standards in relation to the transboundary movement of hazardous wastes, to be re:
parties and non-parties to the Basdl Convention. This approach, it was noted, enhances the princ
equd trestment and non-discrimination.

Principle 7 of the Rio Declaration reads. ... In view of the different contributions to globa envirc
degradation, States have common but differentiated responsibilities. The developed countries ach
the respongibility thet they bear in the international pursuit of sustainable development in view of t
pressures their societies place on the globa environment and of the technologies and financid re:
command.” Principle 12 declares that " States should cooperate to promote a supportive and opx
international economic system that would lead to economic growth and sustainable devel opment
countries, to better address the problems of environmental degradation. Trade policy messures f
environmental purposes should not condtitute a means of arbitrary or unjustifiable discrimination
disguised redtriction on internationd trade. Unilaterd actions to ded with environmenta challenge
the jurisdiction of the importing country should be avoided. Environmental measures addressing
transboundary or globa environmental problems should, asfar as possible, be based on an intert
consensus.”
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21. Exampleswere dso given of efforts to harmonize PPM-rdated standards through voluntary initie
sugtainable forestry management principles; the recently completed FAO Code of Conduct on R
Fisheries, anticipated energy standards stlemming from greenhouse gas stabilization targets under
to the Convention on Climate Change, standards related to biosafety under the Convention on Bi
harmonized chemica safety criteria and standards under the Intergovernmental Panel on Chemic
and other measures. Thus, in the case of MEAS, the internaiona debate addressed trade and
competitiveness effects on countries that gpply smilar sandards.

22. Zimbabwe, TD/B/\WG.6/Misc.8

23. Thereport recommends that "whenever other policy options are feasble and equdly effective an
they should be used in preference to trade restrictions’.

24. Initswork programme, I TC envisages concentrating on four areas. (a) incorporation of environn
congderations into nationd trade promotion and export development Strategies and the building
associated indtitutiona capacities, (b) provision of trade information to facilitate adjustment by re
country exportersto the increasingly rigorous environmenta requirements of international market
identification and pursuit of commercia opportunities for beneficiary country exporters within the
growing internationd market for environmenta goods and services (EGS), and the generic prom
"green” products from beneficiary countries; (d) information and advice on the lega framework &
operational procedures governing imports of goods that are hazardous to the environment. Tradk
environment - therole of ITC. Internationa Trade Centre, Geneva, December 1995.

25. Copies of written introductory statements made available can be obtained upon request from the
Secretariat.
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