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I NTRCDUCT! ON

1. This report exam nes progress achi eved on the issue of trade and

envi ronnent since the United Nations Conference on Environment and Devel opnent
(UNCED). It focuses on progress achieved in neeting the objectives of

Agenda 21, Chapter 2, "International cooperation to accel erate sustainable
devel opnent in devel oping countries and rel ated donestic policies", in
particul ar Programme areas A, "Pronpting sustainabl e devel opment through trade"
and B, "Making trade and environment nutually supportive". The report also
takes into account the decisions on trade, environment and sustainabl e

devel opnent, adopted by the CSD at its second, third and fourth sessions and

hi ghl i ghts sonme out st andi ng i ssues which energe fromthe post-UNCED debat e.

2. The report takes into consideration the results of intergovernnmenta

del i berations on trade and environment conducted in the Wrld Trade O gani zati on
(WO, in particular in the Conmttee on Trade and Environment (CTE), UNCTAD
the CSD and the OECD, as well as work conducted at UNEP. It also draws froma
recent docunent prepared by the UNCTAD secretariat for UNCTAD s Commi ssion on
Trade in Goods and Services, and Cormodities.*

3. Agenda 21 called for consensus-building on the intersection of environnent,
trade and devel opnent areas in international forums as well as in the donestic
policy of each country (para. 2.4). This report focuses on the

i ntergovernmental debate. So far, this debate has been primarily an educati ona
process. Intensive intergovernnental deliberations have succeeded in

mai nt ai ni ng the nmonentum generated at UNCED to pronote increased awareness and
under st andi ng, greater confidence and nutual respect between trade, environnent
and devel opnental communities, as well as in reiterating a clear commtnent to
address trade and environnent on the basis of nultilateralismand cooperative
appr oaches.

4. The post-UNCED debate has had a nunber of positive results. First, while
the earlier debate was characterized |largely by fears of inportant
contradictions between trade and environnent policies, the post-UNCED debate has
focused on exploring the scope of the conplenentarities between trade

i beralization, econom c devel opnent and environnental protection, and has

enl arged the devel opment di nension in the discussion on nost issues. Conceptua
and enpirical analyses and debate have hel ped to set aside some of the early
fears of inconpatibility between trade and environnent policies which could have
i nduced i nappropriate policy choices.

5. Secondl y, there has been a grow ng consensus that positive neasures are
effective instruments in supporting devel oping countries in their efforts to
achi eve the objectives of sustainable devel opnent, including in the context of
mul tilateral environnental agreenents (MEAs). Designing and inplenmenting such
neasures constitutes one of the inportant challenges in the future trade and
envi ronnent agenda.

6. Thirdly, it has been possible to build greater confidence in the ability of
the multilateral trading systemto respond to environnmental considerations and
sust ai nabl e devel opment objectives. The CTE has concl uded that "D scussions



A S-19/4
E/ 1997/ 13
Engl i sh
Page 4

have denonstrated that the nmultilateral trading systemhas the capacity to
further integrate environnental considerations and enhance its contribution to
the promotion of sustainable devel opment wi thout undermining its open,

equi tabl e and non-discrimnatory character; inplenmentation of the results of the
Uruguay Round negotiations would represent already a significant contribution in
that regard".?

7. There is neverthel ess a perception that nutual understandi ng between trade,
envi ronnent and devel opnent communities is still evolving, and that a | arger
consensus still needs to be built on a conmon agenda to strengthen nmutua
supportiveness of trade, environment and devel oprent.

8. Wth regard to the inplenentation of Agenda 21, Chapter 2, progranmme

area A, "Pronoting sustainabl e devel opnent through trade", CGovernnents, by
conpl eting the Uruguay Round negoti ations have taken an inportant step towards
nmeeting the objectives set out in this progranmme area. Certain devel oping
countries, however, have benefited little fromrecent trade |iberalization
particularly those highly dependent on trade preferences and those dependent on
primary commodity exports, particularly in Africa. Little progress has been
made in halting the marginalization of |east devel oped countries in the world
econony.

9. In addition, the report notes that trade l|iberalization should be
acconpani ed by environnental and resource managenent policies if its ful
potential contribution to better protecting the environment and pronoting
sust ai nabl e devel opment through nore efficient allocation and use of resources
is to be realized.

10. Wth regard to the debate on the effects of existing environnmental policies
on narket access, wi despread effects have not been observed, but there is
continued concern with regard to specific products and small- and medi um si zed
enterprises (SMEs), in particular in devel oping countries. Market access and
conpetitiveness concerns, however, can be alleviated by appropriate policies at
the national and international |evels.

11. The post-UNCED debate has suggested that consuner preferences for
“environment-friendly" products may provide trading opportunities for devel opi ng
countries and facilitate the internalization of environnental costs and benefits
by producers. A nunber of issues (such as the size and stability of nmarkets for
environnent-friendly products, possibilities to obtain price premuns, costs,

and questions related to definition and certification) still need to be
exam ned, in order to assess the potential contribution that these opportunities
can make to sustainabl e developnent. |In this context, while eco-labelling may

hel p i n noving towards sustainabl e consunption patterns, in particular in

devel oped countries, the CSD has recognized that it nay have an inpact on trade.
Thus, the post-UNCED debate has increasingly treated eco-labelling as a trade

i ssue.

12. Wth regard to programme area B, "Mking trade and environnment nutually
supportive", CGovernnments have taken steps to ensure that the trade and
environnent thene is incorporated in the work progranmes of the WO, UNCTAD,
UNEP and ot her intergovernnmental organizations. The debate has al so stressed

l...
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the need to inprove coordination between trade and environnment officials at the
nati onal level. The CSD has played an inportant role in pronoting cooperation
and conplenmentarity in the work of WIQ, UNCTAD and UNEP and in identifying gaps

13. Post-UNCED del i berations have clearly endorsed and supported nultilatera
sol utions based on international cooperation and consensus as the best and nost
ef fective way for governments to tackle environnental problens of a
transboundary or global nature. |In this context, while endorsing the inportant
role of MEAs, there has been consi derabl e debate on the policy instrunents used
to achieve the objectives of an MEA

14. Much of the trade and environnent debate has focused on the relationship
bet ween trade neasures in MEAs and the provisions of the nultilateral trading
system \Wile views differ on whether any nodifications to the provisions of
the multilateral trading systemare required, progress has neverthel ess been
achi eved in building nutual understanding and respect between trade and

envi ronnent comunities. In addition, a nunber of recomendations may hel p
prevent conflicts fromarising, such as policy coordination at the nationa

| evel and inproved conpliance and di spute settlenent nechani sns available in
MEAs. There has been increased recognition that positive neasures are inportant
and can be indi spensable elenments to assist devel oping countries to becone
parties to an MEA and to tackle the environmental problens that the MEA is
seeking to resolve, in keeping with the principle of conmon but differentiated
responsi bility.

15. The debate has shown that a nunber of outstanding and energing issues stil
need to be addressed in order to continue building a balanced and integrated
approach to the trade, environment and sustai nabl e devel opnment agenda. The
focus should be on the pronotion of trade and investnent, building on potentia
syner gi es between trade |iberalization, economc reform and inproved managenent
of natural resources and the environnment. This requires an exam nation of the
role of investnment, economc instruments, and other initiatives in broadening
the options for the effective inplementation of positive nmeasures, including
access to and diffusion of environnmentally sound technol ogi es, involving the
busi ness comunity and the civil society in the design of such nmeasures. The
report suggests sone el enents which could help to update the environnent/trade
and devel opnent agenda contained in Agenda 21, paragraph 2.22.

. PROGRESS IN PROMOTI NG SUSTAI NABLE DEVELOPMENT THROUGH TRADE

A. Progress achi eved on Agenda 21

16. Programme area A of Agenda 21, Chapter 2, "Pronoting sustainable

devel opnent through trade", includes anong its policy objectives: (a) to
pronmot e an open, non-discrimnatory and equitable nmultilateral trading system
(b) to pronote access to markets for exports of devel oping countries; and (c) to
i nprove the functioning of commodity markets and achi eve sound, conpatible and
consi stent commpdity policies at national and international levels with a view
to optimzing the contribution of the commpbdity sector to sustainable

devel opnent, taking into account environnmental considerations.
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17. Since UNCED, Governnents have taken a major step by conpleting the U uguay

Round of multilateral trade negotiations. Inplenmentation of its results in a
bal anced way will yield concrete progress with regard to each of the objectives
nentioned above. |n addition, many devel opi ng countries have nmade progress in

i mpl ementi ng broad econom ¢ reforns which enable themto take advantage of a
nore open trading environment. By doing so, in nmany respects they have al so
created better options to nove towards sustainabl e devel opnent.

18. However, a nunber of outstanding issues still weigh heavily in neeting the
obj ectives of Agenda 21. First, Governnents have continued to enphasi ze that
the multilateral trading system should not be underm ned by resort to unilatera
neasures and that environnental and social concerns should not be used for
protectionist purposes. Secondly, sonme countries have benefited little from
recent trade liberalization. The CSD, at its second session, noted with concern
the situation of "certain developing countries that will continue to face nmjor
difficulties, particularly those highly dependent on trade preferences, those
that are net food-inporters and those dependent on prinmary comodity exports,
particularly in Africa".® Little progress has been nmade to halt the process of
margi nali zation in the world econony of the |east devel oped countries.* The

M drand Decl aration, adopted at UNCTAD | X, states that "the | east devel oped
counties (LDCs), particularly those in Africa, and other devel oping countries
remai n margi nali zed by weak supply capabilities and are unable to benefit from
trade".?®

19. Thirdly, as regards comodity trade, beyond the positive inpacts of the
Uruguay Round Agreement on Agriculture, limted progress has been nade. In
particul ar, since UNCED many devel opi ng countries, especially |ower-income
countries, have experienced little progress in diversifying their production
away from heavy reliance on a handful of commuodities.

20. The enphasis by the CSD "that for all devel oping countries to benefit nore
fully fromtrade liberalization, the achievement of other objectives identified
in Agenda 21, particularly better functioning of cormmodity markets, increasing
foreign direct investment (FDI) in devel oping countries and financial

assi stance, including debt relief, are inportant"® continues to be relevant to
policy efforts.

21. During the 1990s, FDI has come to play an increasingly inportant role with

respect to providing devel oping countries with sources of long-termcapital. In
1995, FDI flows to devel oping countries reached record | evels of $100 billion.’

In addition, devel oping countries have becone inportant outward investors, wth

flows reaching $47 billion in 1995. Despite the overall positive trend with

respect to international investnent, concerns remain. At the regional |evel,
the margi nalization of Africa with respect to FDI flows remains troubling:
foreign direct investrment flows to Africa remained |argely stagnant in 1995 at
$5 billion. Gven the continent's substantial capital needs and serious
environnental challenges, this trend is of particular concern
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B. The post-UNCED debate on trade liberalization
and sust ai nabl e devel opnent

22. As post-UNCED progress in other priorities identified in Agenda 21, such as
the provision of additional financial resources and access to and transfer of
technol ogy, has not as yet fulfilled the expectations of Agenda 21, trade

i beralization and i nproved market access have beconme even nore necessary as a
neans of generating sources of financing for sustainable devel oprment. 8

23. In the discussions in the CTE nany have considered that the focus of
further work should be on trade and trade-rel ated neasures applied by WO
Menmbers that will remain after the Uruguay Round results are fully inplenented.?®
Ref erence has been made in particular to tariff escalation and tariff peaks,
producti on and export subsidies, high internal taxes particularly on tropica
products, export restrictions and export taxes, state trading and various
non-tariff barriers. The CSD, at its fourth session, invited UNCTAD, in
cooperation with UNEP and ot her rel evant organi zations, such as CECD, taking

i nto account the work already under way at the WIQ, to exani ne how further trade
liberalization can result in environnental benefits and contribute to
sust ai nabl e devel opnent, including by exam ning recent anal yses on these topics.

24. \Wile deliberations have focused on agriculture, reference has al so been
nade to the need to exam ne the potential environnental benefits which could
accrue fromthe reduction and renmoval of remaining trade restrictions and
distortions affecting sectors and products in which devel oping countries have a
particul ar export interest, such as textiles and clothing, |eather and | eather
products, footwear, forest products, fish and fish products, mnerals and m ning
products, agricultural products, other natural resource-based products and
primary commodities.

25. In the post-UNCED process, progress has been nmade in better understanding
the rel ati onship between trade liberalization, environnental benefits and
sust ai nabl e devel opnent. Econom ¢ theory suggests that, in the absence of
significant market and policy failures, trade liberalization can result in
reduced negative environnmental inpacts. Firstly, by inproving the efficiency of
resource allocation and use, trade liberalization will result in the use of
fewer inputs (including of environnmental resources) for the sanme | evel of output
of goods and services. Secondly, by generating growh, trade liberalization
will help to increase demand for environnental quality and relieve environnental
pressures associated with poverty. Opening new narket opportunities for
devel opi ng countries shoul d reduce the dependence of such countries on
resource-intensive activities. And inproving living standards is likely to
enhance both the ability and the willingness of countries to devote nore
resources to environnental protection

26. It has been noted that trade liberalization should be acconpani ed by
envi ronnental and resource nanagenent policies if its full potentia
contribution to better protecting the environnment and pronoting sustai nabl e
devel opnent through nore efficient allocation and use of resources is to be
realized. In this context, the CSD has stated that "further trade
liberalization is a necessary but not sufficient condition for sustainable
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devel opnent” and that "trade liberalization needs to be conpl enented by the
adoption of sound environnental policies".!

27. The CSD has noted that "National Governments have an interest in analysing
environnental and social effects of significant changes in the volune and
patterns of conposition in production and consunption, including those resulting
fromtrade policy reforms, and making, if required, the necessary policy
adjustrments with a viewto correcting market and policy failures and
internalizing environnmental costs".! The OECD, as part of its work on
procedural guidelines, has devel oped a guideline on trade and environment al
reviews.'® Environnmental reviews may be used by Governnments, at the nationa
level. Further work is needed on conceptual and mnet hodol ogi cal aspects. The
CSD has stressed "the inportance of developing a franework to facilitate the
assessnment of the environnental inpact of trade policies, taking into account

t he speci al needs of devel oping countries and countries with economes in
transition" and has invited UNEP, ** in cooperation with UNCTAD, was invited to
carry out work in this area

C. Market access

1. Environnental policies and market access

28. For the successful inplenentation of the objectives of Agenda 21, it is
i mportant to ensure that environmental requirenments in inporting countries do
not result in unnecessary adverse effects on exports, in particular for
devel opi ng countri es.

29. Environmental requirenments take the form of standards and technica
regul ati ons, product-content requirenents (such as regulations limting the
amount of hazardous substances that can be traced in a product), recycled
content requirenents, l|labelling and packagi ng requirenments, taxes and charges as
wel |l as a range of voluntary neasures, such as eco-labelling. Apart from

vol untary standards and mandatory technical regul ati ons inplenented by
Governnents, private firns or inporters may inpose certain requirenents on their
foreign suppliers. Finally, NGO canpaigns may influence market access
condi ti ons.

30. In addressing the question whether existing trade rules provide sufficient
saf eguards (including through their transparency provisions), to deal with

envi ronnental policies which have significant trade effects, discussions have
focused on two sets of issues: (a) are environnental requirenments different
from ot her measures covered by provisions in the WIO? and (b) how have
environnental policies affected market access, particularly for exports from
devel opi ng countries?

31. Wth regard to question (a) some argue that environnmental requirenents are
no different fromother standards and technical regulations covered by the
Technical Barriers to Trade Agreenent (TBT). Ohers argue that environnental
standards and technical regulations are different in that they conprise
neasures: (i) which are largely voluntary; (ii) which may be based upon

non- product rel ated process and production nmethods (PPMs); (iii) for which
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channel s of information dissemnation are |less clearly established; and
(iv) based on the precautionary principle.

32. However, the CTE concluded that no nodifications to WO rul es are required
to ensure adequate transparency for existing trade-rel ated environnmenta
neasures. ® However, the CTE noted that sonme WO nenbers are dealing with sone
notifications differently.

33. On the question of market access, there is no evidence to suggest that
exi sting environmental policies have generalized effects on market access for
devel oping countries. This is in part due to the fact that product-rel ated
environnental requirements are not yet w despread. UNCTAD studies indicate,
however, that environnental requirenments are nore frequent in certain sectors,
i ncludi ng sectors of export interest to devel oping countries, and that market
access and conpetitiveness concerns appear larger in the case of SMEs. ®

Unil ateral and extra-territorial measures continue to generate concern

34. UNCTAD s studies indicate, that market access concerns may be alleviated by
the tinely provision of information, capacity-building, support for access to
and transfer of technology, testing and certification facilities, and other
policies and neasures.

35. Furthernore, in Agenda 21 and in the post-UNCED deliberations in UNCTAD it
has been proposed to further devel op certain concepts and propositions that
coul d be consi dered when designing and i npl enenting environnmental policies with
potentially significant trade effects, such as transparency, |east trade
restrictiveness, and the need to take account of the special conditions and
devel opnent needs of devel oping countries.

2. Trading opportunities for environment-friendly products

36. The CSD has noted that consumer preferences for "environnent-friendly"
products may create trading opportunities, including for devel oping countries.®
On the other hand, environmental clains may at tines create informal obstacles
to trade. Surveys of various categories of environnentally-preferable products
have been nade, but a better understanding is still needed of the potential role
that the promotion of trading opportunities for environment-friendly products
can nmake to sustainabl e devel opnent requires further analysis of the size and
stability of markets for environnent-friendly products, possibilities to obtain
price premunms, costs of producing, certifying and marketing these products,
problens related to the definition and identification of environment-friendly
products, and certification issues.? In UNCTAD, CTE and other foruns, sone have
noted that such opportunities are not always easy to exploit and require
expertise, technol ogy and resources which may not always be available to
devel opi ng countri es.

37. Covernnents, international agencies, including the International Trade
Centre (1 TC), and the private sector could assist devel oping countries in
entering niche markets for environmental ly preferable products. Capacity-
bui | di ng coul d be geared towards identifying markets for environment-friendly
products, raising awareness of these opportunities anong producers, providing

/...
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information to consuners, increasing the supply and i nproving the marketing of
such products.

38. Conceptually and practically, there can be synergi es between trade in
environnent-friendly products and internalization of environnental costs by
producers, to the extent that product differentiation may help in passing

i ncreased costs to consuners

3. Eco-labelling

39. At UNCED, eco-labelling was considered in the context of changing
consunption patterns,? but not as a major trade issue. In the post-UNCED

peri od, however, there have been intensive intergovernmental deliberations in
UNCTAD, OECD, the CTE and other foruns on the relationship between eco-|abelling
and international trade.

40. This devel opment can be expl ai ned by several factors. Firstly, since
UNCED, the coverage of eco-labelling programes has been extended to include

hi ghl y-traded products. Secondly, eco-labelling has increasingly incorporated
the Iife cycle analysis (LCA), which may lead to the use of criteria related to
non- product -rel at ed processes and production nethods (PPMs). Thirdly, specific
cases, such as a proposed eco-label for tropical tinber in Austria and a

Eur opean Uni on eco-| abel for paper, fuelled concerns about the trade effects of
eco-labels. Finally, conceptually eco-labelling touches upon several aspects of
the trade and environment interface, particularly the issue of non-product-
related PPMs and the |egal definition of |ike products.

41. The CSD has recogni zed that eco-labelling can have an inpact on trade.?!
Several proposals have been put forward that aim at strengthening the
conpatibility between the environnental objectives of eco-labelling and trade
interests. The International Organization for Standardization (1SO has been
devel opi ng international standards for eco-labelling, as part of the 14,000
series, to which eco-labelling bodies can adhere on a voluntary basis. These
standards provi de useful guiding principles for the operation of eco-labelling
programmes, covering, inter alia, product environnental criteria, transparency,
trade aspects, accessibility and nutual recognition

42. Little progress has been made in building consensus on how to deal with the
i ssue of non-product-related PPMs. The relevant |SO standards, while

recogni zing and, to sonme extent, encouraging the use of LCA, do not specifically
address the trade aspects of the use of PPMrelated criteria in eco-labelling
programes.?* The only tool referred to in the correspondi ng | SO standards which
can help to address such aspects is nutual recognition

43. Miutual recognition, which in practice is a conplex issue, requires that an
eco-l abelling progranmme is first established in the exporting country, sonething
that has proved to be difficult in several devel oping countries. The concept of
equi val ency provides nmore flexibility in that it does not inply such

requi renent. Al though several fora have recommended t he expl oration of the
concept of equivalency, little progress has been nade. Attenpts to reflect this
concept in the 1SO guidelines has turned out to be a highly conpl ex issue.
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44. Deliberations in the CTE have focused on the question whether or not
eco- | abel l i ng progranmes based on LCA are covered by the TBT Agreenment. Views
di ffer anmong WO Menbers. The CTE has stressed the inportance of WO Menbers
followi ng the provisions of the TBT Agreenent and its Code of Good Practi ce,

i ncl udi ng those on transparency, "w thout prejudice to the views of WO Menbers
concerning the coverage and application of the TBT Agreenent to certain aspects
of such voluntary eco-|abelling schemes/programes and criteria, i.e. those
aspects concerning non-product-related PPMs, and therefore to the obligations of
Menbers under this Agreenent regarding those aspects".?®

I1. MAKI NG TRADE AND ENVI RONMVENT MJTUALLY SUPPORTI VE

A. Progress achi eved on Agenda 21

45. Progranme area B, "Making trade and environnent nutually supportive",
inter alia, includes the follow ng objectives:

(a) To make international trade and environment policies nmutually
supportive in favour of sustainable devel opnent;

(b) To clarify the role of GATT, UNCTAD and other internationa
organi zations in dealing with trade and environment issues;

(c) To encourage a constructive role on the part of industry in dealing
with environnent and devel opnent i ssues.

46. Wth regard to (a), several Governnents have taken steps, including through
institutional nmechanisns, to achieve greater integration of trade and
environnent at the national |level, e.g., by pronoting better coordi nation
between trade and environnent ministries. In a nunber of cases there has been a
| arger involvenent of non-governnental organizations. Debates in several fora

i ncl udi ng CSD, UNCTAD, WIO, UNEP, and OECD have stressed that better

coordi nati on between the relevant Mnistries at the national |evel? can help to
prevent conflicts between trade, environment and devel opment. Buil ding
institutional capacity is of key inportance in this context.

47. Concerning objective (b), CGovernnents have taken steps to include Agenda 21
followup activities, particularly in the area of trade and environnent, firmy
in the work progranmes of GATT/ WO, UNCTAD and ot her relevant internationa
organi zati ons.

48. In the case of GATT/WO, the Preanble to the Agreenment Establishing the
Wirld Trade Organi zation (WO includes, for the first tine in the context of
the multilateral trading system reference to the objective of sustainable
devel opnent and to the need to protect and preserve the environnent. In

addi tion, WIO i ncl uded several references to environment within different
Agreenents. Furthernore, the Marrakesh M nisterial Decision on Trade and

Envi ronnent of 15 April 1994 provides a nandate and ternms of reference for the
WO Conmittee on Trade and Environment (CTE). The Singapore Mnisteria
Conference directed the CTE to continue its work, under its existing terns of
reference
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49. Concerni ng UNCTAD, at UNCED CGovernnents recogni zed that "UNCTAD shoul d pl ay
an inportant role in the inplenentation of Agenda 21 ... taking into account the
i nterrel ati onshi ps between devel opnent, international trade and the
environnent".2 Post-UNCED, the description of UNCTAD s role in the field of
trade and environnent was sharpened by the Trade and Devel opment Board (TDB) 2®
and endorsed by the General Assenbly. UNCTAD | X renewed UNCTAD s mandat e on
trade, environnent and devel opnent. UNEP' s mandate on trade and environnent
conmes from successive sessions of its Governing Council. 1In addition, the CSD
has played an inportant role in pronoting cooperation and conplementarity in the
wor k of WIO, UNCTAD and UNEP and in identifying gaps. There has been a useful

i nteraction between the CSD and ot her foruns. For exanple, UNCTAD | X endorsed
the work that the CSD, at its fourth session, had proposed for UNCTAD

Simlarly, the first session of UNCTAD s Comni ssion on Trade in Goods and
Services and Commodities will inter alia exam ne recent progress and outstandi ng
issues in integrating trade, environnent and devel opnent, in particular with a
view to providing inputs to the review carried out by the CSD, at its fifth
session, and the General Assenbly at its special session in 1997.

50. Wth regard to objective (c), encouraging a constructive role on the part
of industry in dealing with environnment and devel opnent issues, several foruns
have pronpted interaction with the private sector. For exanple, UNEP has worked
with the financial services sector since 1992. This work includes the pronotion
of statements by banks and by the insurance industry on their commtnent to

envi ronnent and sust ai nabl e devel opnent issues, as well as the organization of
wor kshops, and the publication of newsletters. Progress has been nade in

i ncorporating environmental issues and considerations into the practices of the
financial services sector, e.g., those associated with investnment and ri sk
managemnent .

51. In addition, FDI holds the prom se of contributing to environmenta

obj ectives and insofar as the integration of econoni es encourages the transfer
and harnoni zation of environmentally friendly technol ogi es across borders.
However, it is not clear to what extent foreign investors have contri buted
enough | eadership with respect to fulfilling |local and gl obal environnental
targets. Further work ained at pronoting cooperation between host Governments
and investors is needed to ensure that the full potential contribution that the
private sector can make through FDI are realized. This issue is further

anal yzed bel ow (sect. [11.B)

B. Environnmental policy and conpetitiveness

52. Since UNCED, the debate on the rel ationship between environnental policy
and conpetitiveness has evol ved consi derably.?” Conceptual and enpirica

anal yses, in particular in UNCTAD and CECD, have contributed to a better
under st andi ng of the conpetitiveness issue and to the elimnation of sources of
potential friction. For exanple, fears concerning conpetitive deregul ati on of
environnental standards follow ng trade |iberalization, "eco-dunping" or

rel ocation of polluting industries to countries with [ ower environnenta
stringency have proven to be largely unsubstantiated. CGovernnents have strongly
rej ected WIO i nconsi stent or protectionist trade restrictions (such as "green"
countervailing duties) to offset any real or perceived adverse conpetitiveness

l.o..
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effect of applying environmental policies.?® By doing so they have nmde
i mportant progress on Agenda 21, paragraph 2.22 (e).

53. Thus, as long as environmental policies conply with the principles of the
multilateral trading system their effects on conpetitiveness have been set
aside as a relevant issue for trade rules. It is, however, inportant to exam ne
the conpetitiveness effects of environnental policies fromthe perspective of
envi ronnent al and devel opnental policy-making. For exanple, as nmentioned above,
there is a need to better understand the rel ationship between internalization of
environnental externalities and conpetitiveness, in particular in the area of
comodities. Mre recently, the debate, in particular in the devel oped
countries has focused on positive |inkages between environnmental stringency and
i nternational conpetitiveness and on the potential for "wi n-win" situations.
General ly, positive inpacts could arise in cases where increased resource
productivity can be achieved or where price premuns are avail abl e.

54. The CECD Joint Session of Trade and Environnment Experts "has not identified
a systenmatic relationship between existing environmental policies and
conpetitiveness".® Simlarly, work undertaken at UNCTAD so far suggests that
many factors have a bearing on the conpetitiveness effects of environmental
policies, including firmor sector-specific factors, general factors which may
vary with the | evel of devel opment, such as the availability of environnmenta

i nfrastructure, and governnent policies.

55. SMEs and resource intensive industries are nore likely to suffer adverse
conpetitiveness effects as a result of certain types of environmental policies.
Al so the sectoral conposition of exports, the | arge share of SMES in exports and
a weak donestic demand for environment-friendly products may make devel opi ng
countries relatively nore vul nerable to conpetitiveness effects of environnental
requi rements. The risk of adverse conpetitiveness effects on individua
countries, in particular devel oping countries, is greatest in situations where
speci fic PPMs and/or products are mandated, for instance in the franework of an
MEA. Conpetitiveness effects then depend on the ability to introduce or adapt
to the mandated technology at affordable cost. |In the absence of positive
neasures for technology transfer or technical and financial assistance, adverse
conpetitiveness effects may therefore occur

56. In nost cases, however, conpetitiveness effects of environnmental policies
can be addressed by appropriate policies at the national and internationa

| evel s. Capacity-building, the provision of information, support to access
technol ogy and innovation, infrastructure, testing and certification, etc. are
of key inmportance. To the extent that future environmental policies (e.g.,
increased efforts to avert the problemof clinmate change) may have stronger
trade and conpetitiveness effects, such policies will becone increasingly

i mportant.

C. Miltilateral environnmental agreenents

57. The large nunber of nultilateral environmental agreenments (MEAs) clearly
show the willingness and ability of the international community to deal with
gl obal environmental problens on the basis of nultilateral cooperative
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approaches. There has been consi derabl e debate, however, on the policy
instruments used to achi eve the objectives of MEAs. Discussions have focused on
(a) the rel ationship between trade measures pursuant to MEAs and the provisions
of the nmultilateral trading systemand (b) trade and econom c effects of policy
instruments used in MEAs.

1. The relationship between trade neasures pursuant to MEAS
and the provisions of the miultilateral trading system

58. Agenda 21, paragraph 2.22, inter alia, proposes to "devel op nore precision
where necessary, and clarify the relationship between GATT provi sions and sone
of the nultilateral neasures adopted in the environnmental area". Post-UNCED
this issue has been extensively debated, in particular in the CTE. The scope of
di scussions in the CTE is not to analyse all trade nmeasures, but only those that
may be inconsistent with WIO provisions. The CTE report notes that "views
differed on whether any nodifications to the provisions of the nultilatera
trading systemare required .... This matter should be kept under review and
further work under this Item should be carried out drawi ng on the work
undertaken to date."?*

59. Progress has neverthel ess been achieved in building consensus on a numnber
of issues, which may hel p in increasing nutual understanding and respect between
trade and environnment comunities and in preventing conflicts fromarising, as
well as in providing a focus to the future debate.

60. For example, in the CTE discussions, the inportant role of MEAs to address
transboundary and gl obal environnental problens on the basis of an internationa
consensus has been fully recognized. In its report, "the CTE endorses and
supports nultilateral solutions based on international cooperation and consensus
as the best and nost effective way for governments to tackle environnental

probl enms of a transboundary or global nature. WO Agreenents and nultilatera
envi ronnental agreenents (MEAs) are representative of efforts of the

i nternational commnity to pursue shared goals, and in the devel opnment of a

nmut ual |y supportive relationship between them due respect nmust be afforded to
bot h". 3t

61. The international community w dely recognizes the inportant role of
positive measures to assist devel oping countries to neet nultilaterally-agreed
targets in MEAs, in keeping with the principle of common but differentiated
responsibility (see also next section). Inits resolution on trade and

devel opnent, the CGeneral Assenmbly "reaffirms that positive measures such as
mar ket access, capacity-building, inproved access to finance and access to and
transfer of technology, taking into account the relationship between

trade-rel ated agreenents and technol ogy, are effective instrunents in assisting
devel opi ng countries to neet multilaterally-agreed targets".3* The inportant
role of positive measures in MEAs is al so recognized in paragraphs 173 and 207
of the CTE report.

62. As in Agenda 21 (para. 2.20), the above-nentioned General Assenbly
resol ution al so notes that measures can, in certain cases, play a role in
achi eving the objectives of MEAs, while safeguarding a non-discrimnatory and

/...
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equitable multilateral trading system Simlarly, the CTE recognizes that in a
nunber of cases trade nmeasures in MEAs have played a role in tackling gl oba
environnental problens, by stating that "Trade neasures based on specifically
agr eed- upon provi sions can al so be needed in certain cases to achieve the

envi ronnent al objectives of an MEA, particularly where trade is related directly
to the source of an environnmental problem They have played an inportant role
in some MEAs in the past, and they may be needed to play a simlarly inportant
role in certain cases in the future". However, the CTE report al so notes that
"Trade neasures have been included in a relatively snmall nunber of MEAs. There
is no clear indication for the time being of when or how they may be needed or
used in the future. Up to now, there has been no GATT or WO di spute concerning
trade nmeasures applied pursuant to an MEA "3

63. Furthernore, the CTE report includes a nunber of recommendati ons which hel p
to prevent conflicts, in particular policy coordination between trade and
environnent policy officials at the national |evel3 (a sinmlar recomendation
has been made by the CSD, at its fourth session) as well as cooperation between
the WO and rel evant MEA institutions, including their secretariats.®* It is

al so suggested that WO Menbers shoul d consider trying to resol ve di sputes over
the use of trade neasures they are applying between thensel ves pursuant to the
MEA, through the dispute settlenent nmechani sns avail abl e under the MEA

| mproved conpliance nmechani sns and di spute settl enment mechani sns available in
MEAs woul d encourage resol ution of any such disputes within the MEA 3¢

64. One of the outstanding issues is the use of discrimnatory trade measures
agai nst non-parties to an MEA. Some points that have emerged so far include the
followi ng: (a) sonme have pointed out that countries may have legitimte reasons
not to join a particular MEA and that discrimnatory trade nmeasures shoul d not
be used to coerce countries to become signatories to an MEA; (b) there is no
agreed operational definition of what constitutes an MEA based on a genui ne
multil ateral consensus, and (c) it has been recognized that positive measures
can be indispensable elenments to facilitate the ability of CGovernnents,

particul arly of devel oping countries, to becone parties to an MEA and to help
themtackl e the environnental problenms which the MEA is seeking to resolve. ¥

2. Trade and economc effects

65. It has been noted, in particular in discussions in UNCTAD and t he CSD
that, while yielding global environnental benefits, MEAs may have broad econom c
effects.

66. UNCTAD s Ad Hoc Wirking Goup on Trade, Environnment and Devel opnent
recogni zed that the trade and competitiveness effects of MEAs are different for
each agreenment and that these effects may change according to dynamc factors
such as the rate of econonmic growh, availability of environmentally friendly
technol ogi es and substitutes, anmendnents to the agreenents, as well as the
tinely availability of finance.

67. It has been increasingly recognized that positive neasures are inportant
and can be indi spensable el ements to assist devel oping countries to neet the
multilaterally agreed targets of an MEA, in keeping with the principle of comon

/...
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but differentiated responsibility. Positive nmeasures include inter alia:

access to finance, access to and transfer of technol ogy, transitional neasures
and capacity building. UNCTAD s Wbrking G oup al so di scussed incentives that
encourage trade in environment-friendly substitutes, voluntary nmechani sns on
foreign direct investment and technol ogy transfer, and market-based instrunents.

68. NMore enpirical studies on the econom ¢ and devel opnental issues related to
MEAs are needed. The CSD, at its third and fourth sessions, invited UNCTAD and
UNEP to anal yze the effects of trade nmeasures and other policy instruments in
MEAs on the achi evenent of environmental goals and on trade and conpetitiveness
of devel opi ng countries and countries with econonmes in transition and how
positive nmeasures can assist those countries in neeting their obligations under
the agreenents. The UNCTAD secretariat is cooperating with UNEP in a project
ained at exam ning the contribution of different policy instruments, including
both trade neasures and positive measures, to achieving the environnmenta

obj ectives of MEAs. 38

D. Exanmining certain propositions and principles

69. Agenda 21, paragraph 2.21, called upon Governments to encourage GATT/ WO
UNCTAD and ot her rel evant international and regional economic institutions to
exam ne, in accordance with their respective mandates and conpetence, a number
of propositions and principles. Progress in relation to the avoi dance of trade
restrictions to address conpetitiveness concerns (subpara. e) and the

rel ati onshi p between sone of the nmultilateral nmeasures and the GATT provi sions
(subpara. j) has been exam ned above. This section exam nes progress achieved
on ot her subparagraphs.

70. Progress has been made in el aborating studies on trade, environment and
sust ai nabl e devel opment (subpara. a), for exanple in UNCTAD*® (including studies
el aborated by research institutes in devel oping countries, under joint

UNCTAD/ UNDP and UNCTADY UNEP projects), UNEP, FAQ % UNIDO and the CECD. In its
annual sessions, the CSD has identified gaps and has invited rel evant

i nternational organizations to carry out further studies.*

71. Regarding the pronotion of a dial ogue between trade, environment and

devel opnent comunities (subpara. b), UNCTAD, WIO, UNEP and ot her internationa
organi zati ons have organi zed a | arge nunber of subregional and regi ona

wor kshops and sem nars on trade and environnment and have supported simlar
activities organi zed by Governnents and the civil society, in particular at the
nati onal level. UNEP and UNCTAD have co-hosted three high-level/Mnisteria
nmeetings on Trade, Environnent and Sustai nabl e Devel oprent,

in February 1994, Novenber 1994 and Septenber/Cctober 1996. Efforts have al so
been undertaken by NGOs.

72. Post-UNCED del i berations have reaffirnmed the need to take account of the
concepts and propositions contained in Agenda 21 and the principles contained in
the Rio Declaration in the design and inplenmentati on of environnental policies
with potential trade effects (subparas. ¢, f, g and i). For exanple, principles
relating to equity and common but differentiated responsibilities are playing a
key role in the ongoing discussions on Cinmate Change. Deliberations at UNCTAD

l...
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and the CSD have encouraged the exploration or other concepts and propositions,

such as equi val ency and nmutual recognition. In discussions in various foruns,
some have proposed that concepts such as necessity, effectiveness and
proportionality should be further explored. It has also been proposed that

envi ronnental principles such as precautionary and pol | uter-pays principles
shoul d be explored in the context of trade policies.*

73. Wth regard to encouraging the participation of devel oping countries in
multil ateral agreenents (subpara. h), progress has been made in attaining
greater universality of the nultilateral trading systemthrough the accession to
the WIO by devel oping countries and countries in transition. Intergovernmenta
del i berati ons have enphasi zed the i nportance of rapid and full integration of
these countries in the multilateral trading systemand the need for technica
assi stance. Devel oping countries have also increased their participation in
MEAs. It has been recogni zed that positive nmeasures are inportant and nmay be

i ndi spensabl e elenments to facilitate the ability of Governnents, in particular
in devel oping countries, to becone Parties to an MEA ** For exanple, equity and
soci al considerations are central to discussions of steps to be taken to

i npl enent the Framewor k Convention on Oimate Change because of the need to gain
wi despread adherence.

74. Wth regard to public inputs in the formation, negotiation and

i npl enentation of trade policies as a neans of fostering increased transparency
in the light of country-specific conditions (subpara. k), OECD M nisters adopted
a procedural guideline on "transparency and consultation" in 1993. The CSD has
hi ghli ghted "the inportance of achieving transparency, openness and the active

i nvol venent of the public and experts in relation to the work on trade and
environnent".* |In the WIO the General Council, in July 1996, adopted Deci sions
on "Procedures for the circulation and derestriction of WO docunents” and on
"Q@uidelines for arrangenments on relations w th non-governnental organizations". 4

75. Wth regard to ensuring that environnental policies provide the appropriate
framework to respond to new needs for the protection of the environnent that nmay
result fromchanges in production and trade specialization (subpara. |), the CSD
has noted the inportance of developing a franework to facilitate the assessnent
of the environmental inpact of trade policies, taking into account the special
needs of devel oping countries and countries with economes in transition, and
has invited UNEP, in cooperation with UNCTAD, to undertake work in this area.

76. Fromthe above it follows that intergovernnental organizations have made
progress or are in the process of exam ning the different propositions and
principles contained in Agenda 21, paragraph 2.22. The CSD, nay wi sh to

consi der updating the "environnment/trade and devel opnent agenda", based on its
deci sions on trade, environnent and sustainabl e devel opnment adopted in 1994,
1995 and 1996 as well as its 1997 revi ew.

[11. OUTSTANDI NG AND EMERG NG | SSUES

77. One of the tasks of the CSD has been to identify gaps in the progranme of
wor k undertaken by different intergovernmental organizations and to encourage
appropriate action to fill those gaps, taking into account the mandates and
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expertise of each organization. This chapter offers for consideration a nunber
of cross-cutting issues which would appear to require further anal yses. The CSD
may wi sh to recomrend future work on sone of these issues.

A, Access to and diffusion of environnentally sound
t echnol ogi es and products

78. The inplenentation of the objectives set out in Chapter 2 of Agenda 21

has inplications for access to and di ffusion of environnentally safe
technol ogi es and products (EST&Ps) in particular to devel oping countries. This
report conplenents the report of the Secretary-General on Chapter 34 of

Agenda 21 "Transfer of ESTs, Cooperation and Capacity Buil di ng"

(E/CN. 17/ WH 1997/ 2/ Add. 24), as it only refers to the issue of access and

di ffusion of ESTs in the trade and environnent context.?

79. EST&Ps are required to ensure conpliance with (a) multilaterally agreed
targets in some MEAs; (b) certain environmental requirenments of export markets;
(c) inproving environnental quality and achi eving sustai nabl e devel opnent.

Envi ronnent al objectives would be better achieved if EST&s coul d be accessed
and diffused to users across all countries, particularly to devel oping countries
and the | east devel oped anong them

80. In discussing these requirenents, several issues have been highlighted that
need attention in further work related to the inplications of access to and
diffusion of ESTs in the trade and environment interface: (a) relationship
between | PRs and diffusion of ESTs; (b) provisions for technology transfer under
MEAs; and (c) potential contribution of publicly owned technol ogi es as a source
of ESTs for devel oping countri es.

1. Relationship between intellectual property rights
and the transfer of ESTs

81. At a conceptual l|evel, one of the key argunments advanced by advocates of
stronger IPRs is that they could stimulate innovation, encourage FDI flows and
associ ated technol ogy transfers, and economic growh. By the sanme token, there
are those who argue that at least in the short run, stronger |PR regi mes nmay
have the effect of raising the net costs of acquiring technol ogies, such as
ESTs. In this respect, small firms in devel oping countries that |ack the
financial resources of large corporations are likely to face biggest constraints
when acquiring proprietary technol ogy. However, to date there is little
concl usi ve evidence to support either argument thus pointing to the need for
nore enpirical work.

82. The CTE* stated that "Further work is required to hel p devel op a conmon
appreci ation of the relationship of the rel evant provisions of the TR PS
Agreenent to the protection of the environnent and the pronotion of sustainable
devel opnent, and whether and how, in conparison to other factors, these
provisions relate, in particular, to the following issues: (a) facilitating the
generation of environmentally sound technol ogy and products (EST&PS);

(b) facilitating the access to and transfer and di ssem nati on of EST&Ps;
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(c) environmental |y unsound technol ogi es and products; and (d) the creation of
i ncentives for the conservation of biological diversity, the sustainable use of
its conmponents, and the fair and equitable sharing of the benefits arising out
of the utilization of genetic resources including the protection of know edge,
i nnovations and practices of indigenous and |ocal communities enbodying
traditional lifestyles relevant to the conservati on and sustai nabl e use of

bi odi versity. "4

2. Provisions for technology transfer under MEAs

83. MEAs, particularly the Montreal Protocol, the dinmate Change and the

Bi o-di versity Convention have provisions with respect to technol ogy transfer

The Montreal Protocol, in Article 10A, encourages the transfer of substitutes
and rel ated technol ogi es to devel opi ng countries under fair and nost favourable
terns. However, devel oping countries have expressed concern with respect to
limted cases of technol ogy transfer under the Mntreal Protocol and have call ed
for a reassessnent of the technol ogy transfer nechani sns under the Protocol. %
Under the FCCC, devel oping countries have al so expressed concern over the |ack
of progress in discussions on technol ogy transfer.?®

84. It may al so be useful to explore the opportunities for dissem nating
technol ogi es through FDI. For exanple, according to a recent UNEP report, many
Japanese, North Anerican and European autonobile, chem cal, consuner product,

el ectroni cs, and petrol eum conpani es pl edged to help the Government of Viet Nam
to protect the ozone |layer by investing only in nodern, environnmentally friendly
technology in their Viet Nam projects. *

85. Initiatives for the w der dissem nation of publicly owned technol ogi es and
for public domain technol ogies could also be considered in the framework of
MEAs. (See bel ow).

3. The issue of publicly owned technology and its potentia
contribution as a source of ESTs for devel oping countries

86. \While public domain technol ogies are those which are not or not any nore
subject to IPRs, publicly owned technol ogi es are the product of publicly
financed research and devel opnent and nmay be protected by IPRs. 1In sone

devel oped countries, government funded Research and Devel opnent (R&D) accounts
for a large part of all national R&D activities.

87. A basic feature of publicly owed technology is that CGovernnents or other
public entities exercise control over its generation and diffusion. 1In
contrast, the generation and diffusion of privately owned technol ogi es are
driven by market forces. Agenda 21 noted that it was inportant to fornulate
"policies and programmes for the effective transfer of environnmentally sound
technol ogi es that are publicly owned or in the public domain".

88. Sone devel oped countries conduct a wi de range of technical assistance
activities and joint scientific programes in which technology is created and
shared equal ly. These programes have proved to be an effective vehicle for the

l...
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transfer of technical know edge and technol ogy to devel opi ng countries. Such
programmes shoul d be supported and di ssenmi nated both bilaterally and
multilaterally.

89. The inplenentation of mechani sns for accessing and di ssem nating publicly
financed technol ogi es to devel oping countri es poses a nunber of questions which
woul d require further analysis. First, it is inportant to determ ne to what
extent publicly financed technol ogy could be classified as environnmental | y sound
to neet priority demands of devel oping countries.® This information is nore
tractable in the context of MEAs and warrants separate analysis. Second, there
is a need to outline the conditions under which such technol ogi es could be
successfully adopted in devel oping countries. Third, there is a need for

i dentifying new and i nnovative nechanisns to determ ne the extent to which
publicly financed technol ogy could be dissem nated to devel opi ng countri es.

Dat abases on I PRs, joint scientific progranmes, and other incentive structures
woul d need to be assessed in detail with a viewto pronoting w der dissem nation
of such technol ogi es to devel opi ng countri es.

B. Trade, investnment, and environnent

90. The principal emerging issues with respect to international investnment and
t he need for sustainabl e devel opnent concern (a) the incorporation of countries
and regions that have not benefited fromthe FDI boom of the 1990s; (b) the
potential positive role that TNCs could play in conjunction with governnents in
achi eving gl obal goals on em ssion standards; and the (c) continued conpetition
anong devel oping countries for foreign capital. Wth respect to the latter, it
remains true that the benefits of international investnent for devel opi ng
countries and for sustainable devel opnent have to date been achieved in the
context of a process of liberalization that has notivated TNCs to conmpete
actively for markets in both goods (and services) and factors of production
Governnments will therefore increasingly have to consider and weigh policies with
a view to encouraging and fostering healthy conpetition and avoid policies that
seek to attract capital on the basis of |owest comon denomi nator vari abl es.

91. Apart fromproviding additional resources that can contribute to
sust ai nabl e devel opnment, foreign direct investnent (FDI) has an inportant role
to play in providing host countries, particularly devel oping countries, with
easi er access to EST&Ps.

92. The early debate on the rel ationship between FDI and the environnment

| argely focused on the issue of "dirty industry mgration". Mre recently,

di scussi ons have focused on the issue of technol ogi es and managenent practices
associated with FDI. According to one hypothesis, transnational corporations
(TNCs) tend to apply the environnental standards and nanagenent practices of the
corporation or the honme country, which often go beyond |ocal |egal requirenments
in the host country. According to another hypothesis, however, trade
liberalization and FDI can at tines result in the transfer of technol ogi es and
products (to devel oping countries) which have becone "obsol ete" as a result of
increasingly stringent environnmental policies and regul ations in devel oped
countri es.



A S-19/4
E/ 1997/ 13
Engl i sh
Page 21

93. As far as global problenms are concerned, there is a considerable potentia
for generating win-win scenarios if foreign investors also transfer best
environnental practices and technologies in order to enabl e devel opi ng countries
to nmeet their commitnents under MEAs. For exanpl e, under the Mntreal Protocol
while the transfer of technol ogi es using chlorofluorocarbons (CFC) and CFCs
through FDI to Article 5 countries would be entirely consistent with
differential conpliance schedules, it could neverthel ess underm ne the

achi evenent of global targets on reduction of CFCs. Appropriate policies on the
part of the host country as well as responsible environnmental behavi our of

i nvestors shoul d be encouraged, for exanple through voluntary mechani sns.

94. Further work could focus on (a) enpirical studies on the environnmenta
practices associated with FD; (b) designing policies and neasures to pronote
the transfer of environmentally sound technol ogi es and environnentally sound
practices through FDI, especially in the context of MEAs; and (c) identifying
positive synergi es between policies which pronote trade |iberalization,

i nvestment, and environnental policies.

C. Small and nediumsized enterprises

95. Discussions and anal ysis so far have recogni zed the special situation of
SMEs in the trade and environment interface. The high rate of participation of
SMEs in exports from several devel oping countries as well as the special

ci rcunst ances of their operation nake it inperative that the design of
environnental policies take account of their special conditions. At the sane
time, the environnental practices of SMEsS may need to be regulated in the

i nterest of public health and environnmental protection

96. Case studies at UNCTAD and UNI DO have shown that, depending on the industry
concerned, the capacity of SMEs to invest in environnmental inprovenments in

devel oping countries is relatively limted, particularly for those environmenta
standards which require large outlays for technol ogical inprovenents. In sonme
cases, e.g., leather and textiles, environnmental inprovenents will have to be
phased in gradually or these industries may becone unviable. However, there are
al so cases where SMEs have been able to adapt nore easily to environnental

requi renments, particularly in devel oped countri es.

97. Technol ogi cal assistance fromsmall scale units in devel oped countries to
those in devel oping countries could al so be of benefit. Another alternative
being explored in order to facilitate the adaptation to environnmental standards
is to encourage the transfer of FDI to SMEs in devel opi ng countri es.

98. Issues deserving future analysis are (a) whether there is a need to accord
special treatment to SMEs in both MEAs and in the multilateral trading system
(e.g. the Agreenent on Subsidies and Countervailing Measures) in the course of
rai sing environnmental standards; (b) whether special trading opportunities could
assist SMEs in noving to higher environnental standards; and (c) what shoul d be
the basic features in the design of a package of neasures for SMEs.
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D. Reflection of environnmental costs and resource
scarcities in commpdity prices

99. Agenda 21 reconmends to "reflect efficient and sustai nable use of factors
of production in the formation of commodity prices, including the reflection of
environnental , social and resources costs" (para. 2.14 (c)). The objective of
internalization is the incorporation of external costs and benefits into the
deci si on cal cul us of econom c agents (producers and consuners) in order to alter
t hei r behavi our towards a socially optimal production and consunption mx. One
aspect of internalization is thus the internalization of environmental costs and
benefits in producer prices. Another aspect is their reflection (in full or in
part) in export prices. This reflection has two inplications: on the one hand,
it influences the behavi our of consuners towards nore sustai nabl e consunption
patterns; on the other hand, it facilitates cost internalization at producer's

| evel provided producers get an adequate remunerati on from higher internationa
prices.

100. Post-UNCED intergovernnental deliberations, in particular in UNCTAD and the
CSD, have indicated that internalization is an inportant but conplex issue.
While highlighting the self-interest of devel oping countries in environmental
protection and thus internalization, nmuch of the discussion has centred on
theoretical issues, such as the concept of internalization, the identification
of the environnental costs that producers would need to internalize, > the
chances for internalization in the light of the nature of commodity markets, the
various policy instrunents and the interaction between regul atory and econonic
instruments of internalization.® Analytical and enpirical gaps still exist on
the assessment of the effects of internalization on production costs, vol unes
and ot her soci o-econonic variables as well as on the trade effects of
internalization under different international cooperation scenarios. Some
prelimnary conclusions can be drawn from anal yti cal work conducted so far

101. First, in devel oping countries, devel opnmental objectives and priorities
such as foreign exchange generation, equitable incone distribution, enploynent
creation, the provision of basic human services and increasing conpetitiveness
naturally have a bearing on the weight given in the overall policy mx to

envi ronnental issues, the inplenentation and effectiveness of internalization
policies as well as the selection and conbination of internalization

i nstrunents.

102. Secondly, there is a need to better understand the relationship between
internalization and conpetitiveness. |f environnental resources are
underpriced, the short-termeffect of cost internalization will be an increase
in production costs. This may reduce conpetitiveness at the firmor sector

| evel . However, internalization can also increase conpetitiveness at the

nati onal level® in three ways: (a) by reducing input use and increasing
efficiency; (b) by reducing waste and pollution and thereby | owering abatenent
and renedi ation costs; and (c) by reducing resource depletion. Successfu
internalization al so encourages innovation and structura
change/ di versification.

103. Thirdly, it is also very inportant to determ ne how nuch and how fast to
internalize. Internalization should only be carried out up to the |evel where

l...
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the increnental benefits (in terns of avoi ded danage to health, aninmal and plant
life, environnental degradation, reduction in future productivity and econom c
use of natural resources) warrant the increnmental costs (in terns of reduction
of econom c output and/or the abatenent/enforcenent costs incurred). Full cost
internalization will rarely be optimal. The chosen degree of internalization
will therefore vary significantly fromcountry to country (and even between
regi ons of the same country) depending on nmany factors such as |evels of
exposure, extent of physical danage, and | evel of devel opnent. Moreover, the
optimal |evel of internalization cannot be inplenented overnight since
irreversible investments have been made and capital stock is in place under the
wong price signals. Sudden internalization is also likely to generate
conflicts between environnmental protection, the need for structural change and
narrow y understood sectoral conpetitiveness. Therefore, a gradua

i npl ement ati on schedul e of internalization nmust be sel ected taking into account
the rate of depreciation of the capital stock and ot her adjustment costs, with
particular regard to distributional considerations and the alleviation of
poverty. The key objective of internalization is not to punish for past
actions, but to provide signals to influence future behavi our on abating or
removi ng exi sting environmental problens. [Influencing investors' expectations
about the future and hence their investnent decisions is far |less costly than
abrupt adjustnments caused by sudden internalization shocks and may invol ve

W n-w n scenarios. %’

104. Fourthly, unilateral internalization at the producer's |evel could be
beneficial especially in the long run, but short-termcosts and the uncertainty
about foreign exchange earnings, global commodity demand, and soci o- econonic
inplications are form dable constraints®® as they have been in the renoval of
trade barriers.® Intergovernmental cooperation is therefore likely to be

i mportant to encourage internalization at the producers |level and facilitate the
reflection of these producer prices in international comodity prices and/or
provi de finance for environmentally sound processing nethods. This cooperation
could take many fornms and include cooperati on anong countries produci ng the sane
or substitute cormodities, as well as cooperation between producers and
consumers. Special neasures could be taken to facilitate market access for
commodi ti es and ot her goods produced in an environnmental ly sound way, in
particular in devel oping countries.® Moreover, technical and financial

assi stance could be provided, principally by devel oped countries. Regarding
such assistance, the resources thus transferred could be considered to refl ect
the share of the internalization burden that would fall on the consuners had the
produci ng countries been able to reflect internalized costs in export prices.

105. At its fourth session, the CSD encouraged international organizations,
Governments and the business community "to intensify the search for pragmatic
met hods for increasing cooperation between exporters and inporters with a view
to facilitating devel oping countries' efforts to internalize environmental costs
in their devel opnent process and to assess the scope for the establishnment of
sectoral round tables and other formal or informal arrangenents for identifying
efficient and cost-effective approaches".® There appears to be much nerit in
round tables with a viewto identifying the constraints to internalization in
the specific comodity/industry context as well as finding ways and means for
successful internalization.®
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106. UNCTAD, in collaboration with UNEP, has conducted a series of
sector-specific studies on the scope for internalization at producers |evel
These studi es have been very useful in identifying opportunities and constraints
as well as promising instrunents of internalization. Further analytical work in
this regard is required to go beyond the existing few prom sing product cases.
This analytical work will also be useful in reviewing the scope for the renova
of policy failures, such as protectionist barriers and subsidi es, which inhibit
internalization in producer prices and its reflection in internationa
comuodi t y/ goods pri ces.

E. Internalization of positive externalities

107. Most of the debate on internalization has focused on negative environmental
externalities (i.e., costs); the case of positive externalities (i.e., benefits)
has received less attention. One of the clearest exanples of positive
environnental externalities is provided by natural ecosystens, since they
provide a wi de range of |ocal, national and international benefits, including
wat er shed protection, eco-tourist revenues, and carbon sequestrati on. However,
because of the existence of market failures, these benefits often do not provide
central governnments or |ocal populations with sufficient econom c incentives to
preserve primal forests, wetlands, coral reefs and other biologically diverse
ecosyst ens.

108. Policy-makers have therefore increasingly focused on positive neasures

| argely based on market nechani sns and financial incentives to capture the
nunmer ous external benefits provided by biologically diverse ecosystens. % These
mechani sns i ncl ude debt-for-nature swaps, transferable devel opment rights, green
taxes on eco-tourist activities, watershed protection paynents, and managed
harvest rights in protected areas. The energence of an active biochenica
prospecting market can provi de an additional neans of converting the potentia
future value of biodiversity into current incone for those nost responsible for
and nost affected by, the preservation of biologically diverse ecosystens.
However, sinply creating a market for trade in biological material may not in
itself generate significant conservation incentives or benefits for the host
country; this will require econom c and market research, alternative contractua
arrangenents and gui del i nes on access to biol ogical and genetic resources,
training and capacity-building, the pronotion of incentive neasures for benefit
sharing, access to and transfer of technology related to the devel opnent of

bi o-resource industries in developing countries, as well as data di ssem nation
and net wor ki ng.

109. An inportant elenment in this connection is inprovenent in the capabilities
of devel oping countries to conpete in the energing narket for biologica
resources, while reducing transaction costs and increasing denmand for

bi ochem cal resources. Under the headi ng of BlI OTRADE, the UNCTAD secretariat is
wor ki ng towards such as inprovenent through a collaborative effort with the
Secretariat of the Convention on Biological Diversity (CBD), interested United
Nati ons agenci es and ot her intergovernnmental and non-governnental organizations,
the private sector, |local comunities and acadenmic institutions.®
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V. CONCLUSI ONS AND RECOVMVENDATI ONS
A. Concl usi ons

110. Intensive intergovernmental deliberations have pronpted increased awareness
and understandi ng of trade and environnent |inkages, as well as greater
confidence and nutual respect between trade, environnent and devel opnenta
comunities, and have reiterated a clear conmtnent to address trade and
environnent on the basis of nultilateralismand cooperative approaches.
Government s have taken appropriate steps to include Agenda 21 foll ow up
activities, particularly in the area of trade and environnent, firmy in the
wor k progranmes of GATT/ WO, UNCTAD and ot her relevant internationa

or gani zati ons.

111. Trade and environment |inkages have proved to be far nore conpl ex than
originally envisaged. The Singapore Mnisterial Declaration has indicated "the
breadth and conplexity" of the issues on the trade and environment agenda.
Furthernore, the debate has reveal ed the absence of a unique trade, environnent
and devel opnent agenda. It may therefore be necessary to exam ne the direction
of the future trade, environment and devel opment agenda and possi bl e approaches
to issues.

B. Recommendati ons

112. In the context of the overall objectives of sustainable devel opnent, the
Conmi ssi on on Sustai nabl e Devel opnent (CSD) may wish to reiterate the continuing
validity of all the decisions on trade, environnent and devel opnent made at its
second, third and fourth sessions. 1In addition, in the light of the analysis
contained in this report, the foll owi ng recomnmendati ons are put forward for

consi derati on:

1. Pronpting sustainable devel opnent through trade

113. Wth a view to pronoting sustainabl e devel opnent through trade, the CSD may
wi sh to consider the foll ow ng:

(a) Timely and full inplenmentation of the results of the Uuguay Round
negotiations will nake a significant contribution to neeting the objectives of
this programe area;

(b) For all developing countries to benefit nore fully fromtrade
i beralization, the achievement of other objectives identified in Agenda 21
particularly in the areas of comvodity trade, increasing foreign direct
investment (FDI) in developing countries and financial assistance, including
debt relief, is inportant and shoul d be encouraged;

(c) Trade liberalization should be acconpanied by efforts to enhance the
trade performance of |owincone, commodity-dependent countries and other
countries which remain marginal participants in world trade, in particular the
| east devel oped countri es;
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(d) Further work is needed to ensure that the inplenmentation of
envi ronnent al measures does not result in disguised restrictions on trade,
particularly those that have adverse effects on existing market access
opportunities of devel oping countries;

(e) Additional market access, particularly for products from devel opi ng
countries, could generate environnental benefits. Market access, however,
shoul d not be conditional upon environnental perfornmance beyond the requirenents
needed to protect the local environment in the inporting country or to conply
with nultilaterally agreed standards in the context of MEAs;

(f) Trade liberalization should be acconpani ed by environnental and
resource managenent policies if its full potential contribution to better
protecting the environment and pronoting sustai nabl e devel opnent through nore
efficient allocation and use of resources is to be realized.

114. Further analysis is needed to identify efficient and cost-effective
approaches to the internalization of environnental cost and benefits, in
particular in the commpbdities sector. Further work could focus on:

(a) An exam nation of successful experiences with internalization in the
case of specific comodities;

(b) Further sector-specific studies on identifying opportunities and
constraints as well as promsing instrunents of internalization

(c) Round tables and other arrangenents for the reflection of internalized
costs in international conmodity prices

(d) The pronotion of trade in environnentally preferable products;
(e) The internalization of positive externalities which may result both in

enhanced environmental protection and in generating additional resources for
devel opi ng countri es.

2. Miking trade and environnent nmutually supportive

115. The scope for making trade and environment nutually supportive could be
explored in the foll ow ng ways:

(a) More enphasis should be given to policy coordination at the nationa
| evel between environnent, trade and devel opnent Mnistries;

(b) There should be an integrated and bal anced approach to trade,
envi ronnent and devel opnent, taking into account the need for continued close
cooperati on and coordi nati on between WIQ UNCTAD, UNEP and ot her internationa
and regional organizations. The CSD should take this into account in
formulating its future work programme at both sectoral and cross-sectora
| evel s;
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(c) There is a need to strengthen technical assistance for
capaci ty-buil di ng undertaken by UNCTAD, UNDP, UNEP, |ITC and ot her rel evant
i nternational organizations, including in integrating the consideration of all
factors relevant to the formulation of trade and sustai nabl e devel opnment
polici es.

116. Wth regard to conpetitiveness, technol ogy devel opnent has a key role to
play in mtigating adverse and strengthening positive effects of environmental
policies on conpetitiveness. Cooperation between governnent and industry in

achi eving pollution reduction and enhanced environnmental managenent al ongside
econom ¢ growt h shoul d be encouraged at the national and international |evels.

117. Further work is required on trade and sustai nabl e devel opnent i ssues
arising out of MEAs, taking into account the specific context of each MEA

(a) Mre country-specific analysis is required to review the environmenta
ef fecti veness and econom ¢ efficiency of specific policy instrunments enployed in
MEAs, including trade measures and positive nmeasures, with a view to achieving
the targets of MEAs;

(b) It is inmportant to explore incentives and nechani sns at the nationa
and international |evels which encourage access to, and the diffusion of
technol ogi es, trade and investnent to pronote the use of environment-friendly
alternatives with a viewto tackling the environnental problemthat the MEA is
seeking to address.

3. CQutstanding and energing issues

118. The CSD may wi sh to recommend future work in the foll ow ng areas:

(a) The role of the generation and diffusion of environnentally sound
technol ogies in pronoting the integration of trade, environnent and devel opnent;

(b) The role that FDI can play in supporting devel oping countries in their
efforts to achi eve the objectives of sustainable devel opnent, including in the
cont ext of MEAs;

(c) Mechanisns to take account of the special conditions and needs of
SMEs;

(d) Energing trade and environnment issues in the design and inplenentation
of positive nmeasures in MEAs;

(e) Incentives and partnership arrangenents based on the fair and
equi tabl e sharing of the benefits arising out of the utilization of genetic
resources in pronoting the conservation of biological diversity, including
UNCTAD s work on Bl OTRADE

(f) Trade effects of internationally agreed standards on environmenta
managenent systens.
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