UNITED NATIONS ENVIRONMENT PROGRAMME
(UNEP)

Environmental Economics Unit
(EEV)

UNEP/WORLD BANK WORKSHOP ON THE ENVIRONMENTAL
IMPACTS OF STRUCTURAL ADJUSTMENT PROGRAMMES

and

THE UNEP/UNCTAD EXPERT GROUP MEETING
ON INTERNALIZATION OF ENVIRONMENTAL COSTS

February 1996

Environmental Economics Series
Paper No. 18

The views and interpretation reflected in this document are those of the author and do not necessarily reflect an
expression of opinion on the part of the United Nations Environment Programme.



( UNEP/World Bank Workshop on the Environmental
Impacts of Structural Adjustment Programmes

New York, 20-21 March 1995
and

UNEP/UNCTAD Expert Group Meeting
on Internalization of Environmental Costs

New York, 10-11 April 1995

Report of the Workshop and Meeting
Hussein Abaza -
Meeting/Workshop Organizer and Rapporteur




Table of Contents

UNEP/World Bank Workshop on the Environmental
Impacts of Structural Adjustment Programmes

Summary of discussions and conclusions

(0] Preamble

(ii) Design

(iii)  Implementation
(iv) Evaluation

) Concluding statement
Annex I Annotated Agenda
Annex 1l: List of participants

UNEP/UNCTAD meeting on Internalization of
Environmental Costs

Conclusion and Recommendations for Future Work

Main conclusions
Proposed measures for cost internalization

Recommendations for Future work

Research and development

Pilot projects

Information exchange and dissemination
Guidelines

Workshops and Seminars

Modelling

Annex I: Environmental Cost internalization:
Experiences and lessons

Annex |l: Agenda

Annex Il List of participants

Page

W WhNN=

~ ©

16

16
18

19

19
20
20
20
21
21

23

25
27






(A)

Summary of Discussions and Conclusions
Preamble

UNEP in collaboration with the World Bank organized a workshop on the environmental
impacts of structural adjustment programmes. Some 31 experts representing developing
countries, countries in transition, non-governmental organizations and research
institutions and UN agencies were invited to participate in the workshop. The objective
of the workshop was to review the current state of knowledge on the environmental
impacts of structural adjustment programmes (SAPs), with the objective of indicating
specific practical improvements in the design and implementation of ongoing economic
reform activities, and identifying priorities for future work to enhance their effectiveness.

A stable, equitable and rational macroeconomic framework is a necessary but not a
sufficient condition for sustainable development. Economic and structural reforms are
urgently needed, therefore, to promote sustainable development. sAPs are packages of
economic reforms specifically designed to enhance the recovery of economies in crises.
Every effort must be made to redesign existing adjustment programs to address social and
environmental issues. Future adjustment programs must seek to integrate social and
environmental objectives into their core logic.

Efficient management of natural resources is essential for sustainable development and
poverty alleviation. However, 5APs and other economy-wide policies that have been
designed to address macroeconomic development have largely ignored environmental
impacts, particularly the effects of such policies on the incentives and disincentives for
efficient resource use and environmental protection. This omission has meant that SAPs
and other economy-wide policies may be counter-productive in meeting their stated
objectives, and in some cases even exacerbate other market and policy failures.

A key aim of sAPs and related economic policy reforms is a more efficient allocation of
productive resources within the economy, often characterized by increased production
of tradable goods. This can have different environmental and distributional implications,
depending on the underlying market and policy conditions affecting these sectors.

In most countries, SAPs have had two major effects. First, there has been a strong
substitution effect in favour of exports. Second, there has been a strong distributional
effect through change in both public expenditures and relative prices. The second effect
has exacerbated poverty at least in the short and medium term.

Both effects may result in increased environmental damage. This is the case, for
example, in low income countries dependent on natural resource exports which lack (a)
appropriate property rights in environmental resources and (b) adequate environmental
protection measures.

The main causes of environmental degradation are to be found in market failures and
policy distortions, but the severity of the consequences of these failures can vary
depending on the distributional and other effects of sAPs.
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Design

Particular emphasis should be placed on win win policies that have combined economic,
environmental and social gains.

SAPs should address market failures as well as policy distortions. The absence of
environmental costing should be treated no different from financial subsidies.

There is a need to anticipate environmental, and social effects of SAPs and address them
through a package of mutually reinforcing economic, social, and environmental measures.

Deregulation and liberalization associated with SAPs should be preceded or at least be
accompanied by the introduction and application of economic instruments
(environmental taxes and charges, bonds, deposit-refund systems, etc) and stricter
enforcement of necessary environmental regulations.

When adequate internalization of environmental and social cost (full-cost pricing) is not
possible, sAPs should incorporate as an integral part sustainability indicators, constraints
and rules.

In designing SAPs, it is necessary to take into account national objectives and priorities,
as well as institutional capabilities, and social and cultural contexts.

saPs should be designed taking into account the uncertainties, cost and constraints
of the globalization of the international economy, (economic, financial and environmental
pressures).

Implementation

The sequence of policy reforms associated with SAPs is of critical importance. SAPs
should, for example, consider introducing appropriate environmental policies at the
beginning as part and parcel of adjustment, and evaluate them continuously. saps need
to take into account short and long-term environmental effects with special consideration
of irreversible impacts. SAPs should be designed as an on-going process, and provide for
a monitoring and corrective mechanism to ensure flexibility and responsiveness to
changing economic, social, and environmental conditions.

Incomplete implementation of reforms may be worse than no reforms. It is essential to
select realistic reforms and targets in order to ensure complete implementation, rather
than overly ambitious reforms that are partially and selectively implemented.
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There is a need to enhance institutional capacities in developing countries and countries
in transition in preparation for and as part of SAPs. This includes encouraging increased
public participation, transparency, the involvement of stakeholders (NGOs, private sector,
local communities, women'’s groups, and the general public, etc.) to enforce acceptability
and implementation of the proposed programmes and their reflection of the countries’
needs and priorities.

There is a need to improve the coordination of saps related activities and programmes
supported by United Nations organizations, multilateral banks, international development
organizations and international donor agencies.

Evaluation

In assessing environmental and social effects of SAPs, it is important to compare the
situation with and without rather than before and after.

There is a need to develop and link environmental accounting matrices with SAPs, to
improve quantification of environmental effects of economy-wide policies, to develop
performance indicators, and to capture general and dynamic equilibrium effects.

There is a need for improved, comprehensive modelling of economic, social and
environmental effects of saps. Modelling should better include direct and indirect effects;
the relationship between formal and informal sectors; assessments to go beyond the first
round of sAP implementation; the need to capture general equilibrium linkages, dynamic
effects and two-way feedbacks.

Assessments of SAPs-environment-social interface should include both the impacts of
economic activities on the environment, the economic consequences of those impacts,
as well as the implications of the environmental policies for the economy. The process
of analysis should bring about better coordination between economic and environmental
policy-makers.

CONCLUDING STATEMENT

The main messages of the workshop for (a) international financial institutions is to
incorporate social and environmental objectives in the design of saps explicitly; (b)
governments implementing SAPs to enforce and implement economic, social and
environmental measures fully and effectively; (c) donors to coordinate policies and aid
programmes and make them consistent with the economic, social and environmental
objectives of the country; (d) NGOs and other stakeholders work closely with governments
to take into account environmental social and cultural considerations and, finally, (e)
academicians and researchers to adopt methodologies to help design better saps and
ensure convincing evaluations.
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Annotated Agenda

Monday, 20 March

Registration of participants
Welcoming and Opening Remarks and adoption of Agenda

Session [I: Structural Adju nt Programme d_the
Environment

Main objectives of structural adjustment programmes (SAPs), underlying
assumptions, instruments and economic outcomes. Selection of
appropriate indicators for measuring the impacts of economic activity on
the environment. Possibilities of economic assessment of economic
policies.

Break

Session II: Implementation distortions

Policy, market and institutional imperfections, environment-related
assumptions of adjustment programmes, direct links, e.g. growth and
structural shifts, indirect links e.g. employment and distribution,
identifying methods and models to examine linkages and feedback
mechanisms. Effects on government spending and public investment.

Lunch

Session Ill: Review of existing case studies

Review of case studies, WWF, WRI and others, synthesis of main findings
and consideration of the need for further research.

Break

World Bank perspective on environmental impacts of SAPs

Presentation of World Bank paper and a review of their case studies in
light of debate, identification of emerging issues.
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Tuesday, 21 March

Session 1V: Integrating Environment and Structural

Adjustment

Sustainability and structural adjustment, designing better structural
adjustment programmes, building in sustainability and economy-
environment feedback mechanisms, the importance of institutional
reforms and economic instruments, parallel policies and sequencing
activities, bridging the gap between design and implementation and
capacity-building for governments and international development
agencies.

Break

Session V: Continuation

Lunch

Session VI: Conclusions and Recommendations

Main conclusions and recommendations for future work; assistance
required from the international community, including UN organizations,
international development institutions, multilateral development banks,
bilaterals and NGOs; role of UNEP; etc.

Break

Continuation
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