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From an economic perspective, both trade liberalization and 
environmental protection are inherently important. Trade lib 
eralization allows countries to specialize in producing goods 
and services in which they have the comparative advantage, 
allowing Consumers to purchase goods and services from 
countries that produce them most efficiently. Environmental 
protection ensures the fufl Incremental costs of production 
and consumption are reflected in the decisions that producers 
and consumers fare. The goal is to combine both trade liberal-
izatiori and environmental protection to promote sustainable 
economic development. 
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Foreword 

The 1992 "earth Summit" found common ground upon 
which human development can he put on an environmentally 
sustainable footing. In 1993, completion of negotiations for 
the Uruguay Round set the course for a further liberalisation 
of international trade. One of the most pressing and complex 
challenges facing our generation is the search for a workable 
synthesis of the two, of economic relations and environmental 
realities. 

We must embark upon this course, not because it is easy, 
but because it is necessary. Our planet's ecological vital-signs 
continue to warn us of an accelerating rate of degradation --
depletion of the ozone layer that shields us from harmful solar 
radiation, erosion of productive soils needed to gi -ow food, 
Contamination of freshwater with 1127ar(Ious wastes, depletion 
of fish Stocks, the inassise loss of hiodiversity, the threat of 

climatechange and global warimily. 
An important challenge identiIcd at the Earth Summit is 

ensuring that trade and environ neat are "mutually support-
ive." It is hoped that this series, providing analysis on selected 
environmental issues of relevance to the environment - trade 
debate, will contribute to the search for solutions now under-
way. 
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1 
Introduction 

THERES NO DOUBT THAT INTERNATIONAL TRADE LIBERALIEATION 

has been crucial to economic success. This is most obvious in 
the Asian region. The so-called Asian tigers' which have sus-
tained high rates of economic growth for decades, have pro-
vided the model for outward-looking development strategies. 
More recent converts to open trade regimes in Southeast and 
South Asia refute the often-repeated contention that the expe- 
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i- ience of the 'tigers" is not replicable, or could not be general-
ized to all the developing world. Table 1 shows Indonesia, 
Thailand, and Malaysia have also achieved remarkable growth 
rates in exports, manufacturing output, and aggregate 
income. Perhaps even more striking are the high growth rates 
achieved in China, by far the largest East Asian developing 
countries. Trade liberalization has been only a part of China's 
economic reforms, but liberalization, in addition to its direct 
benefits, has provided essential support for price rat iona]iza-
(ion, private sector development, openness to foreign capital 
and technology, and other policy reforms. The question is 
whether trade liberalization also supports the goal of environ-
mentally sound and sustainable economic development. 

Table 
Growth in Fast and Southeast Asia 

AVEP\GE ANNUAl, GROWTH RpVIh (percent) 

Exports 	C 1)1 1 	C NP/cap. 

97080 1980-91 	1970.80 1980-91 	960-80 1980-91 

Hong Kong 9.7 4.4 9.2 6.9 6.8 5.6 
Singapore 4.2 8.9 8.3 6.6 7.5 5.3 
S. Korea 23.5 112 9.6 9.6 7.0 8.7 
Indonesia 7.2 4.5 7.2 5.6 4.0 3.9 

Thailand 10.3 14.4 7.1 7.9 4.7 5.9 
Malasia 1.8 10.9 7.9 5.7 4.3 2.9 
China 8.7 11.5 5.2 9.4 N/A 7.8 



"Even partiall economic accounting for 
resource degradation and depletion in 

developing countries suggests that 
the costs are large - of the order of 

4-5 percent of GDP per year." 

2 
The Effects of Trade Policy 

on the Environment 

Trade Liberalization 

It 1s indisputable that outward-looking trade policies have had 
significant environmental effects. Trade expansion has led to 
rapid growth in export-oriented industries. The composition 
of exports has varied across coon tries and over time, depend-
ing on the resource endowment and stage of industrialization. 
At the early stages of export expansion, internationally corn- 
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petitive industries have been mostly ]ahor-intensive processing 
and assembly operations, or downstream processing of local 
raw materials. Extractive and processing industries generate 
large quantities of wastes. At later stages of industrialization, 
exports have included a larger proportion of machinery, 
industrial materials, and products with higher technological 
contenL Marly such industries produce large quantities ofhaz-
ardous wastes. 

Export-lcd growth has also engendered rapid expansion of 
industries providing intermediate industrial materials and 
equipment, and of industries - energy industries, in particu-
lar - serving the domestic market. Energy industries have 
many serious environmental impacts. Industrial employment 
opportunities have drawn migrants to the cities, contributing 
to rapid urbanization. Rising incomes have brought construc-
tion booms and a virtual explosion in motor vehicle traffic. 
All these growth - related phenomena have in the aggregate 
generated new and increased environmental pressures.' 

In Thailand, for example, rapid industrial growth has 
raised hazardous waste generation to 1.9 million tons per year 
in 1990, and industry's share has doubled to 58 percent in a 
decade. A four-fold increase in the volume of hazardous waste 
is expected by 2001. Conventional biodegradable industrial 
wastes are also rising rapidly, severely polluting rivers and 
estuaries. Until recently, the government of Thailand did not 
insist that new investments include adequate emissions con-
trols. 

Energy consumption is growing at 8 percent per year, faster 
timan GDP, and Thailand is shifting toward domestic lignite, a 
very dirty fuel, for electricity generation, with unfortunate 
implications for air quality. [3angkok already exceeds WHO 
health standards for several air pollutants. Lead, mainly from 
vehicle emissions, is found in blood samples at levels three 
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times higher than in the U.S. and Europe, increasing risks of 
strokes in adults and mental retardation in children. 

Rapid industrialization in China, much of it associated 
with increased openness to international trade, has generated 
similar problems. Industrial wastewater discharges more than 
doubled in the latter half of the 1980s, far outstripping treat-
ment capacities and heavily polluting surface and groundwa-
ters. Consequently, most of the urban Chinese population 
depends on unsafe drinking water, with severe health conse-
(lucuces. For example, a massive epidemic of hepatitis A in 
Shanghai afflicted 300,000 people. 

Rap idly inc read mi g energy generation from coal, three-
quarters of which is for industrial or electric power use, has 
led to Some of the worlds highest concentrations of fine par-
ticulates and sulphur oxides, some of the most acidic rainfall 
in the world, and chronic obstructive pulmonary disease five 
times more prevalent in urban populations than in the United 
States. Problems of untreated and improperly discharged toxic 
and hazardous wastes are also of great concern to drinking 
water supplies and hsheries. 

In I Li donesi a, industrial output has increase 8 fold Si nec 
1970 and is expected to grow another 13-fold by 2020. Three-
quarters of all industry is located on the small island of Java, 
60 percent in urban areas. industrial and household effluent 
loadings have grossly polluted most urban surface and 
groundwater stipplies. Consequently, even after treatment, 
most drinking water supplies are contaminated. Rapid growth 
of energy use, especially by vehicles, has degraded urban air 
quality beyond health limits: in Jakarta, for example, 28 per-
cent of women and children suffer from respiratory disease. 
Projections of future industrialization suggest that total endS-

SiOnS of conventional air and water pollutants will increase 
six-fold over the next tweiov vears. 

5 
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These growing environmental problems by no means 
imply that trade liberalization and its associated outward-
looking development strategy have been a mistake or are 
inconsistent with sustainable development. Outward-looking 
strategies, especially in the Asian region, have dramatically 
reduced poverty and raised living standards for a large frac-
tion ol the worlds population. They have provided the finan-
cial resources, technological capabilities, and institutions with 
which environmental problems can he managed. By raising 
living standards and strengthening corn munications, they 
have also created social and political conditions in which peo-
ple demand environmental improvements. 

The challenge is to ensure that newly created resources and 
capabilities are used to contain and diminish environmental 
pressures. Countries that are industrializing rapidly with 
access to international tech nologies are in a decidedly advan-
tageous position, in unit a lt -gc part of their capital stock is 
relatively new. New plants an readily incorporate up-to-date 
process technologies that use materials and energy more clii - 
cientiv, minimize emissions, improve product quality and 
reduce costs. The costs of building environmental controls 
into new plants are much less than the costs of retrofitting 
pollution abatement equipment onto old plants. Companies 
arc more willing and able to meet strict emissions standards 
when building new facilities. For example, most first-rank 
null inational coinpaltieS policies are to build overseas facili-
ties to their awn ciivirounicntal standards or the host govern-
iiient's, wliihcvcr is higher. Count rics that app1y demanding 
environmental standards to new investments can rapidly 
improve the environmental performance of an industry. 

(sTrllpriiivc pressures on e vironrileTlial standards are discussed below. 

a 
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Rapidly industrializing COuiltFieS can control environmen-
tal degradation if they apply eiletive environmental regula-
tions, provided they are consistent, reasonable, and enforced 
effectively and even-handedlv. 'siost firms can reduce emis-
sions substantially at modest cost. Even in OECD countries, 
where regulations are strict, pollution control costs rarely 
exceed two percent of the value of sales. Problems are encoun-
tered in industrializing countries because standards are vague; 
monitoring is inadequate; and enforcement is lax, discrimina-
tory, or sometimes non-existen I. 

Land use regulations can also go lar to minimize environ-
mental degradation, but are weak in many developing coun - 
tries. With cHcctive land use controls, ecologically vulnerable 
and vital areas can be pwtected, environmentally damaging 
activities can he restricted to locations where they do the least 
harm or where their effects can be mitigated more easily, and 
residential development can be kept apart from potent i al 
exposure to environmental hazards. 1-lowever, even where 
elaborate urban and regional development plans and land use 
guidelines have been drawn up at substantial expense, imple 
mnentation is often inadequate. Industrial locations —especial-
lv of small and medium enterprises are typically haphaz-
ard; zoiing regulations are weakly enforced; and supposedly 
protected areiw ottcn arc not. 

In many rapidly industrializing regions, infrastructure 
development is unbalanced. For example, na nv such regions 
have no sale and approved fhcilities for the collection, treat - 
macnt, storage and disposal of hazardous wastes. In such 
regions, although the chemicals, metal fabricating, fabric fin-

ishing, 

 
and other industries that generate significant volumes 

of hazardous wastes are growing rapidly, there are no environ-
nientallv sound facilities to receive those waStes. Consequently, 
they are stored or disposed if ittipmperlv umi land or intc.i water 
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bodies. The resulting poisoning of aquifers and sediments is 
difficult or irnpossib]e to remedy, and may produce long-last-
ing damages to human health or ecological systems. 

Similarly, development of urban infrastructure to serve the 
rapidly growing urban population in such regions lags behind. 
Water and sanitation facilities remain inadequate for much of 
the expanding population. Urban transportation infrastruc-
ture is overwhelmed, leading to growing costs of congestion 
and air pollution. 

In effect, countries suffer from underi nvestmerit in institu-
tional capacity and infrastructure for environmental manage-
rncnt. The problem is one of underinvestment, in that the 
averted damages and costs would generously repay the needed 
expenditures. It is often implicitly overlooked that the costs of 
environmental (legradatiori, in tcrLns of increased sickness or 
reduced productivity, are real costs to the economy, although 
tliey may not he adequately captured by market valuations. 

Trade economists are fond of pointing out that trade 
restrict ions are not the first-best measure with which to 
address environmental murket faiiurcs. The best approach is 
to tackle the market faili.i re at its source, through appropriate 
environmental regulations, policies, or infrastructure invest-
merits. While this proposition is undoubtedly true in theory, 
few countries that have experienced a rapid growth spurt 
fueled by trade liberalization have adequately invested in envi-
ronn]ental management or established effective regulations. 

It is also true that the second-best policy, in the absence of 
effective domestic environmental policy, is not necessarily to 
go ahead with trade liberalizafton anyway.' The increased 
environmental damage generated by expanded exports might 
outweigh the increased gains from trade. This is not merely a 
hypothetical theoretical curiosity. Even partial economic 
accounting for resource degradation and depletion in devel- 

S 
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oping countries suggests that the costs are large - of the 
order of 4-5 percent of GDP per year. 7  Country case studies of 
previous trade liberalization programs suggest that the expan-
sion of export Sectors, absent effective domestic policies, can 
exacerbate these damages signi fi can tly. E 

The implications for development institutions, such as the 
Asian Development Bank, seem clear. In order to ensure that 
rapid export-led growth in the region is environmentally 
sound and the potential economic gains from trade expansion 
are realized, increased investments are required to strengthen 
institutional capacity and to provide necessai - v infrastructure. 
These investments shouId be macic in anticipation of export-
led growth, because the costs of preventing environmental 
degradation are much less than the costs of remediation, or 
environmental degradation's economic damages. Unfortunately, 
decades of underinvestrncnt in environmental protection and 
significant unmet needs for in frastructure and institutional 
strengthening ]et damages accumulate. 

Trade Restriction 

The a rgu ment that environmental protect ion has been 
neglected should not be interpreted as an attack on the out-
ward-looking development model. 9  Continued inward-look-
ing, trade-restricting development policies might have pro-
duced equally serious environ mental problems along with sig-
nificantly lower living standards. Certainly, China in the years 
prior to economic reform experienced severe environmental 
degradation. '° Inefficient state-owned heavy industries gener-
ated enormous pollution. Misguided centrally-planned man-

agement of agriculture, forests, and other sectors led to severe 

resource degradation. 
Similarly, India, which has only begun to dismantle its 

inward-looking development regime, has experienced slow 
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growth in incomes and substantial envi-onitientiti degrada-
tion. Mitch of this degradation stems from the persistence of 
widespread rural and urban poverty. In the industrial sphere, 
obsolete tCcit1ifllC)giCS overemphasis art Ii igltly polluting heavy 
industries, lnancial constraints, and lack of effective environ-
mental controls, have combined to produce pollution prob-

lems. 1 ' By comparison to the Indian experience, outward-
looking development has more rapidly increased the 
resources, technological and institutional capabilities with 
which environmental problems can he addressed. 

Trade restrictions in the oF(7.l) countries also have adverse 
emiviromunental and ccoitoniic consequences, for their own 
Socictics as vcll as for their Ili rd World trading partners. 
Tariff escalation Lv the stage of processing inhibits the devel-
opment of liii sb industries that add value to raw materials 
produced in the South. The. Multi- hihrc Agreement and other 
trade barriers impose serious quantitative restrictions on 
exports of labor intensive maniifacttmres from developing 
countries. Such harriers affect not only textiles and apparel, 
but also footwear and other relatively labor-intensive prod-
acts, [Iv ing the access of low-cost producers with com-
parative advaitta,e in these manufactures to industrial coun-
tie markets, these restrictions suhstamiiiallv lower miicoines in 
dvclopiii count rie and raise consumer prices in industrial 
count ries, In the 19Ms, Ainericemi consumers paid about 518 
billion per year in excess costs Just for clothing and textiles, for 
example.' Protection reduces potential employment in devel-
oping countries hut has done little to save jobs in industrial-
ized countries, where producers have rapidly automated pro-
diictioit to raise productivity.' 

At thc same time, thcse trade hiarrier exacerbate environ-
mental pi .cssures iii developing countries by lorcing them to 
iitteiisil\ experts of miatura -resource based comtimiodities. 

1 Ci 
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Most newly industrializing countries have a comparative 
advantage in the production and export of labor-intensive or 
resource-intensive commodities, but can't compete in high-
technology or capital-intensive industries. In the late 1980s 
about half of all developing country exports still comprised 
fuels, minerals, and other primary commodities. By impeding 
exports of labor- intensive manufactures and downstream pro-
cessing industries, especially when pressures on developing 
countries to meet high debt- servicing requirements are 
intense, these trade barriers virtually force developing coun-
tiC5 to raise eaports of natural-resource based commodities. 
Eliminating these trade barriers would have significant ecU-
noinic and environmental benefits. Output would expand in 
labor-intensive processing industries, enabling developing 
countries to add more value to their exported primary materi-
als. Growth of alternative sources of foreign exchange earnings 
would mitigate the overexploitation of natural resources for 
export. 

Trade restrictions imposed by OECD countries also dam-
age their own environments, while m educing incomes dornesti-
cally and abroad. Agricultural protectionism in Europe, the 
United States, and Japan leads to much more intensive farm-
ing in these regions than is environmentally or economically 
justified. By inflating prices and per acre revenues, while (in 
some cases) limiting the acreage that can be planted, agricul-
tu ral policies induce farmers to use more inputs on each acre 
planted than they otherwise would. Driven by these incen-
tives, farmers adopt chemical - intensive nionocultures that 
lead to more soil erosion, chemical runoif, loss of biological 
diversity, and conversion of once-natural ecosystems to crop-
land than would otherwise take place. 

These domestic agricultural policies are supported by bar -
riers to imports and subsidies to exports - trade distorting 
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nieasui -es that impose heavy costs on domestic consumers and 
taxpayers, as well as on third-country producers. Within the 
OECD countries, agricultural protectionism costs consumers 
and taxpayers around $150 billion annually, more than double 
what farmers in these countries gain.' Current policies grossly 
distort world agricultural trade patterns, sacrificing static 
gains from trade of roughly 570 billion annually in the OECD 
countries alone.' In addition, lower world prices depress 
returns to developing country and other exporting country 
prothicers nh bit badly needed invest inents in agriculture in 
thOse countries, and reuli iii die spread of low-yielding farm-
nit md ranching into ecologiciillv vulnerable tropical forests. 

Sugar Protectionism A Case Study 

U.S. protectionism against sugar ,  imports is an egregious 
cxiiinple. I)oinestic price supports linked to a tarift-quota sos-
tern keep U.S. sugar prices two to three times world levels and 
hive educed imports. predomniimantiv win developing coun-
tries, liv thi cc-qu arters since the 1 )7tts. The sugar industries 
mm ttrihbu [tasin and oilier by imiconie countries lmimve been 

crippled. with a loss of lt)t)()tbt ohs in Carihbean countries 
a I me. 

These levels of protect ion are equivilenm to a subsidy to U.S 
produces of 60-7 percent. amid a tax on U.S. consumers of 

pereent. 	[lie industry in the L.S. is highly concentrat- 
ed. Thus, die largest 1 percent of producers obtain 55 percent 

ill producer benohits, 	more than a million dollus iie 
producer per year 	and the largest II.) percent obtain more 
than SI) percent . I arge producers also benefit from subsi-
diwd irrigation amid blood ctrol works. The welkire cost to 
U.S. cmimsunmers his been ctinmated in various studies to hill 
between I md .1 billion dollii - . pCI year. '[he ovemill economic 
loss ,mit of benctits to U.S. producers probable lies between 
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100 million and 1 billion dollars per year. The sugar plaice-
tion program is a highly inefficient means of transferring 
income to large U.S. growers and processors from sugar pro-
ducers in low-income count ries and average U.S. consumers. 

The environmental consequences are most dramatic in 
South Florida, whore water and chemical uses by Florida sug-
arcane growers have impei dIed the unique Everglades ecosys-
tent. Two large conipatues are responsible for the entire crop 
in the Everglades Agricultural Area. The Everglades is a fresh-
water wetland of marshes, wet prairies, swamps, and tree 
islands. Ltescribed as a River of ( rass' it once flowed in a 
FSx 170 On basin irons the southern shore of Lake Ukeechohee 
to the nsangraves on Florida's southwestern coast. Ranslall, 
[orineiIv the main nutrient source, provided a slow, continu-
ous sheet low through the basin into Florida [lay, feeding 
North America's univ living coral reel and a tremendous 
diversity of marine li1e. 2 ' Since the turn of the century, 0.5 per-
cent of this wetland has been drained; the sheet Ilow has been 
channelized and diverted; water quantity and quality have 
drastically decreased; and severe ecological deterioration has 
occurred, 

UnIv about one-half of the original Everglades CL70SyS[0111  

remains, divided into three Water C011',CT'\J1io11 Areas and the 
Everglades National Park The lhumk, ii Biosphere Reserve, 
World 1-leritage Site, National Wilderness Area, and \Vetland 
of Iniem - nitional Ngiiiticaiice supports sixteen endangered 
species, including wuad storks, snail kiteS, Florida piimtlicm - s, 
and Amuerian crocodiles. 'I'his remnant is threatened by sugar 
producers in the Everglades Agricultural Area to the north, 
formed by draining and irrigating neamI one-third of the 
original Everglades. \Viilmouit nnsor changes in water mnan;ige-
nsent and agriculture the remaining Everglades could became 
an oxygen -starved cattail nisrslm supporting none of the origi- 
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nal diversity of plants and animals. The downstream man-
groves and estuaries could continue disappearing until the 
well-spring of Florida Bay's reefs and fisheries are gone. 1  

Because water has been diverted for irrigation and urban 
use, the Everglades now receives less than half its historic flow, 
and instead of a long-continuous flow of rainwater, stagnant 
water is released from impoundments in massive pulses in the 
wet season and the marsh lacks water in the dry season. 
Drainage water from the agricultural area is massively 
enriched by fertilizers and nutrients released from exposed 
soils to a concentration hundreds of times higher than natural 
background levels. The sawgrass-dominated wetland ecosys-
tem, adapted to a nutrient-poor environment, is taken over by 
phosphorus-tolerant cattails, which have already intruded far 
into the National Park. The cattails choke the aquatic ccosys-
tern, disrupting the food chain and extinguishing species at all 
trophic levels, including the snai]s, shrimp, insects, crus-
taceans and fish. 1-ligher on the food chain, the population of 
wading birds has already,  declined by 93 percent since the 
1930s, for lack of food and nesting sites. With enough nutrient 
enrichment, a foul-smelling, anaerobic mat of green filamen-
tons algae takes over, in which only cat tails and few other 
species can survive. 22 

The likely extinction of the Florida panther, of which only 
30 to 50 individuals now survive, is clue partly to food chain 
disrupt ion but mainly to hioaccu mulatiori of mercury 
deposited in ash from burned sugarcane fields and bagasse 
and released from exposed peat as it oxidizes. Infant mortality 
from mercury poisoning in these top predators is high. In the 
Bay, high salinity and temperatures caused by interruption of 
freshwater flows have produced massive scagrass die-oIls and 
algal blooms, lowering dissolved oxygen levels and killing 
corals, sponges, and other marine animals. The Shrinip 11ar- 

14 
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vest has fallen 80 percent in the last decade, destroying an 
important commercial 1ishery 

Attempted SOlLltiofls have locussed on complex water 
and nutrient management systems, rather than the fundamen-
tal problem: highly uneconomic sugarcane production by 
large, heavily protected corporations. If sugar price supports 
and protectionist barriers to imports are dropped, and the 
industry faced is forced to pay the full costs of its water and 
drainage works, sugar production in South Florida (and other 
high cost producing areas) will fall dramatically. Consumers 
will benefit; efficient foreign producers will benefit; and the 
principal threat to the Everglades will be resolved. This is a 
prime example of cornplementarity between trade and envi-
ronment objectives. Trade liberalization accompanied by 
strengthened environmental protection and better resource 
management can he a "win-win" option for countries in the 
North and South. 
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".. .the question of competitiveness should be 
addressed not at the level of the individual firm, 

nor on the level of the individual industry, 
but at the level of the entire economy." 

The Effects of Environmental 
Policies on Trade 

The "Competitiveness" Issue 

Firms in OECD countries fear that competitors in developing 
or transitional economies where environmental standards are 
less stringent or less strictly enforced derive an advantage in 
the marketplace from ]owcr compliance costs. Labor unions in 
OECD countries fear that companies will relocate lactories in 
developing countries to take advantage of lax environmental 

17 
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standards. Simultaneously, firms in developing countries fear 
that if they are forced to meet environmental standards as 
strict as those in OECD countries, then they will be unable to 
compete in the marketplace because of higher production 
costs. 

To some extent, such professed fears are designed to bluff, 
intimidate, or otherwise influence government decisions 
regarding environmental standards. Companies have always 
used the threat of reduced employment or investment to deter 
governments from setting strict standards, oftentimes success-
fully. Governments must, therefore, examine carefully the 
basis for such implicit threats. Similarly, some environmental 
groups oppose trade liberalization because they fear that with 
lower trade harriers, the risk of competitive dislocations will 
force environmental standards in OECD countries down to 
some least common denominator. They, too, must examine 
the basis for such fears. 

First, should potential competitive effects be judged at the 
level of the firm, the industry, or the total economy? Although 
the individual businessman making representations on envi-
roninental policy is interested primarily in the competitive-
ness of his own company, this is too narrow a base for public 
policy. An interesting case study of the Indian leather industry 
illustrates why this is so.' 

Exports of Indian leather and leather goods, mostly to the 
EC, have increased rapidly and are expected to continue to do 
so. Much of the tanning industry, however, still consists of 
small establishments using backward technologies. Less than 
25 percent of such tanneries treat their effluents before dis-
charging them into rivers or evaporation ponds. These prac-
tices impair the health of workers and neighboring residents, 
sal nice adjoining farmlands, contaminate aquifers, and lead 
to the discharge of organic wastes and chromium, a toxic 
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metal, into surface waters. Producers of Indian leathers are 
being forced to change their tanning processes to meet 
European product standards that forbid the contamination of 
leathers with pentachloropheno], a toxic fungicide, and the 
use of dyes containing formaldehyde and benzidine. Indian 
leathers are also subject to packaging and labelling regula-
tions. In addition, producers are being forced by Indian envi-
ronmental regulations to install individual or common waste 
treatment plants. 

The estimated cost impacts of these measures range from 
1.5 to 3.0 percent of finished product prices on average, but 
they affect different segments of the industry quite differently. 
Small tanneries using backward technologies, located around 
urban areas, are the most seriously affected. Larger modern 
tanneries, which under a liberalized trade policy are able to 
import modern equipment and processing chemicals to pro-
duce a consistently higher quality product with fewer efflu-
ents, are able to capture a growing share of the market. 
Leather mnariufaciwers, who can now import leather required 
or production of higher quality products at a labor cost 

advantage, are least al lected. 
Clearly, evaluating the competitive effects of Indian process 

standards and European product standards at the level of the 
individual tannery is inadequate. Both sets of standards are 
contributing to the modernization of the industry, accelerat-
ing the replacement of small, inefficient, unsafe and highly 
polluting establishments. Such establishments and their work-
ers may be losers from the change, but other, more efficient, 
Indian hrms are gainers, and overall, output and employment 
in the industry are increasing. As modern technologies replace 
older ones, productivity and quality of product are improving, 
and environmental damages can he controlled. 

However, evaluating competitiveness effects at the level of 
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the industry is also too narrow. Other segments of the Indian 
economy have suffered substantial costs as the result of envi-
ronmental spillovers from the leather industry. First of all, the 
IA million people working in the industry, mostly low-paid 
women and children, are exposed to unsafe levels of toxic, car-
cinogenic, and potentially lethal chemicals, including ammo-
nia, formaldehyde, and hydrogen sulfide - and suffer numer-
ous health impacts. It is hardly acceptable to say that in order 
for the industry to remain competitive, the lives of those who 
work in it must be put in jeopardy. 

Furthermore, the land and groundwater supplies of the 
surrounding villages have been poisoned by salts and other 
effluents, so that they are unfit for any other use than as 
dumping grounds for the tanneries. The livelihoods of the 
inhabitants have been destroyed. Finally, every year the estab-
lishments located in Uttar Pradesh discharge, along with other 
wastes, at least 10,000 tons of chromium into the river Ganges, 
which is not only the source of drinking water for millions of 
people but also sacred to hundreds of millions of Hindus. 

It would be inconsistent for a government dedicated to 
poverty alleviation and development to ignore these signifi-
cant costs to its own people. For this and other reasons, the 
question of competitiveness should he addressed not at the 
level of the individual firm, nor on the level of the individual 
industry, but at the level of the entire economy. The costs of 
pollution abatement forced on the industry are real costs to 
the Indian economy, but so are the costs of illness, loss of pro-
ductive land, and pollution of ground and surface waters. 

Even viewed from the peispective of a single industry, to 
what extent are environmental control costs likely to shift 
cnmnpetiti\'e advantage in world trade? It is conventional in 
tli is regard to make a distinction between product standards, 
which refer to the physical characteristics or composition of 
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the traded item or its packaging, and process standards, which 
refer to the way in which it is manufactured, including the 
extent and composition of residual emissions. It has long been 
held under GATT rules that importing countries are free to 
regulate products entering their borders to protect health, 
safety, or natural resources, so long as such regulations treat 
domestically produced goods and imports alike, do not dis-
criminate among foreign sources, are not covert protectionist 
measures, and are not arbitrary barriers to trade. It has gener 
ally been held under GATT rules that countries are not free to 
regulate the processes by which imported goods are made, 
since that would treat identical products made by different 
processes differently and violate the exporting country's sover-
eign right to set its own health and safety standards. 

Of course, as the Indian tannery example illustrates, the 
distinction between product and process standards is becom-
ing less and less sharp. Since sensitive tests of the product can 
recognize minute residual amounts of materials used in the 
processing, regulations banning those trace chemicals can 
force exporters to alter their production methods. Other 
product regulations, such as those governing recyclability, 
energy efficiency, or the tolerable amounts of pollutants a 
product can emit when used, can also force manufacturers to 
redesign industrial goods and the processes used to make 
them. 

It is safe to predict that international differences in process 
standards will have small competitive impacts in world trade, 
because even in the U.S., where regulatory standards are strict 
but not particularly cost-effective, pollution control costs 
average only about 1.5 percent of the value of the total sales of 
manufacturing industries. Only in a very few sub-sectors do 
they rise above 3 percent of the value of sales! Thus, even if 
environmental controls brought no benefits whatever to the 
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firm itself through reduced materials and energy use, or 
reduced liability or worker disability; and even if competing 
firms in other countries incurred no environmental control 
costs at all, the resulting cost disadvantage to American firms 
would be less than 2 percent of sales price for the large maori-
ty of industries. Compared to other competitive factors in 
international trade, such as differences in labor, transporta-
tion or materials costs, differences in productivity and prod-
uct quality, or differences in brand recognition and marketing 
ability, differential environmental control costs stemming 
from varying environmental process standards are unlikely to 
be noticeable, let alone decisive. 

The parallel fear that companies will relocate their opera 
tions to "pollution havens" is equally implausible. The idea 
that a company will move its production - a step that 
involves selling its plant, severing its workforce, persuading 
key personnel to relocate, acquiring a new site, building a new 
facility, recruiting and training new workers, and undergoing 
a shakedown period for a new plant only to save pollution 
control costs totalling less than 2 percent of sales absolutely 
strains credulity. When companies move their plants, other 
forces arc at work. 

These a priori predictions are bomne out by many empirical 
studies, dating back two decades and extending up to the pre-
sent.' 1-lardly any of them find that differences in regulatory 
stringency or environmental control costs are at all useful in 
explaining patterns of international trade and investment, or 
changes in the location of production. The gross facts bear out 
these statistical findings: Japan and Germany, two countries 
with strict environmental standards, have never proven to be 
uncompetitive in international trade; India and the former 
Soviet Union, despite weak or ineffective environmental stan-
dards, have been strikingly uncompetitive in world markets. 
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Obviously, other factors are determining the market out-
comes. Although there are some reported cases of firms seek-
ing out overseas production ]ocations with weak environmen-
tal standards, by far the greatest amount of direct foreign 
investment is in count ries that have high environmental stan 
dards. 

Indeed, there is evidence that lax environmental standards 
can act as a deterrent to foreign direct investment. For exam-
ple, Western firms have been unwilling to buy industrial 
plants in some heavily polluted regions of Eastern Europe at 
any price, because the potential liability for clean-up costs 
outweighs any reasonable expectation of profit. Regions inter-
ested in attracting industrial investment would do better by 
simplifying economic regulations, improving infrastructure 
and communications, and ensuring a stable economic, legal 
and political climate than they would by abandoning environ-
mental standards. 

Although it would he irrational for developing countries to 
forego reasonable environmental controls, it would he equally 
irrational for Northern environmentalists to demand that 
developing countries should adopt the same process standards 
as OECD countries have. For one thing, identical process stan-
dards in two settings will not achieve the same degree of envi-
ronmental quality: other factors, such as the concentration of 
emissions sources and the assimilative capacity of the environ-
ment, also matter. in any case, rational developing countries 
will not have the same priorities for environmental quality as 
rich countries have. For example, fear of carcinogens looms 
large in U.S. environmental regulations, since cancer is a lead-
ing cause of death in an aging population. IIovever, in most 
developing countries, with a much younger age structure and 
high mortality rates from poverty-related diseases, cancer is a 
relatively minor cause of death. Furthermore, the effectiveness 

23 



ENVIRONMENT AND TEAD 

of environmental measures will vary between developed and 
developing countries. Would the ambitious and expensive 
goal of zero discharges for industrial plants, embodied in the 
U.S. Clean Water Act, make sense in India, where less than 20 
percent of household sewage is even collected, let alone treat-
ed, and surface waters are highly contaminated with house-
hold wastes? Finally, imposing the same process standards on 
different plants would not 'level the playing field" in a com-
petitive sense anyway, since the compliance costs will vary sig-
nificantly across plants according to their age, layout, and 
tcchnolog) The principle that national sovereignty in the 
design and implementation of domestic environmental stan-
dards is sound and should be respected. 

Process Standards, the Polluter Pays Principle, and the 

Terms of Trade 

Cover nmnents of 0 ECU) member count ries agreed to the 
Polluter Pays Principle twenty years ago to avoid trade dis-
plicements and distortions that m iglit result if some govern 
merits subsidized industries' costs of compliance with envi-
ronmental standards while others made the polluters pay. This 
principle has been useful even though applied only spottily 
within the OLd.). Non-OECD countries have not universally 
adopted even the principle, let alone the practice. 

There are many reasons why they should do so. Developing 
country governments do not have the fiscal capability to sub-
sidize pollution control expenditures to any great extent, and 
there are far more worthy potential beneficiaries for limited 
govern ment funds. The polluter pays principle will comple-
ment market liberalization programs underway in marty 
developing countries, by ensuring that prices include the full 
incremental costs of production, including environmental 
costs. There would he an additional economic benefit to 
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developing countries. Developing country trade experts have 
long maintained that demand for their natural-resource based 
exports is price-inelastic. This is so, at least in the short or 
medium term. Table 2 provides estiinated price elasticities of 
demand for a large number of traded commodities. If the 
price elasticity of demand for a commodity is less than one in 
absolute value, an increase in the commodity's price will 
increase sale revenue. Moreover, Table 3 shows that produc-
tion of many internationally traded commodities is concen-
trated in developing countries. For this reason, Third World 
commodity countries have long attempted 	with little suc- 
cess 	to form commodity agreements or international asso- 
ciations to restrict supply and push up export prices and earn-
ings, c>ften in the name of price stabilization. 

If developing countries collectively adopted reasonable 
environmental process standards in commodity producing 
industries and adopted the Polluter Pays Principle, the damage 
to their own natural resources would be curtailed, and the 
cost of environmental compliance would be internalized in 
ihe prices of their exports. Certificates and labelling systcms 
indicating the use 01 sustainable and environmentally produc-
tion methods, if organized by Third World producer groups, 
would support collective standards. 4  Their terms of trade 
would improve, because Northern consumers, whose demand 
is relatively insensitive to price, would be paying a larger share 
of the environmental costs associated with their consumption 
patterns. To illustrate if environmental control costs averaged 
roLighlv 15 percent of production costs, as they do in the US, 
then the $500 billion in annual exports from developing coun-
tries would include payments of up to $7.5 billion by 
importers, mostly in the North, to help defray the costs of 
environmental controls. This sum is far greater than the annu-
al flows of dcvclopment assistance to the South for environ- 
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mental programs. It should be a high priority for commodity 
associations such as the International Tropical Timber 
Organization, and for international trade forums such as 
UNCTAD, to promote agreements among Third World corn-
modity exporters that they will adopt environmentally sound 
and sustainable production standards and apply the Polluter 
Pays Principle. 
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Table 2 
World Elasticity of Demand for LDC Export Commodities 

Agricultural Commodities 

Coffee -0.27 
Cocoa -0.19 
Bananas -0.10 
lea -0.20 
Rubber -0,50 
Sugar -0.04 
Cotton -0.18" 
Palm O]l 947:. 

Non-Agricultural Commodities 

Phosphate Rock 
Iropical limber 

i\on-coniter logs -0.16 
Non-conifer sawnwood -0.74 
Non-conifer plywood -1.14 

Nun-ferrous Metals -0.58 
Ferrous Metals -0.65 
Aggregate Ln,'rEtT  

N. Islani sod 5. S,,bramian 1O50:i .1rjs,,Iii,r,tl expoi'ts of dcvelopiiig 

countries: estini,,tes ot,  inconw and price elasticities of demand and sup-
ply. Journal of ApricultLLr.1l heononucs 40: . 221-231. 
I)eiiia,nd from dcvclnnpcil counliries only. MVf)l Kartinasekera (1994), 
Expottt,,xe.s 00 priniars' pi'cducts:a policy i,,slrumciit iii international 
development (dns,nu,,sve,nitI, Economic Paper: No, 1 1). C,,mi,,iis'ealth 

Secrci,nriat, I ondoil. iArncXTIble 2. P. 57:i 
F. Ran bier, 1. 11uress, J. itishop, U. Avhc,nrd soil C. Baum I 1992e The ero-
nomic linkages hciuvei'uu tIne uitcr,,adcui,al trade in tiopicuil liunbur and the 
sustainable nnanagemcuut of tropical forests, draft] London 
Fuivironniental Econruiusies Centre, International Institute for 
Environnismnt and Development. Table -1.0, p. 31 
M.F. Sladu i 1402. "Enrito,u,neniil Costs oi Natural Resource 
Connnodities:.\ I an itude and I iuciienccO \\rld  Bank working paper for 
Sorld Idevelopuun emit R'.'l'ort. 
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Table 3 

Developing Country Share of World Trade 
in Major Primary Products during late I 980's 

(in percentage terms) 

Six Largest LDC 
Primary 	 Share in World 	Exporters Share 
Commodity 	 Gross Exports 	of World Exports 

Coffee 89.0 53.0 
Cocoa 1  90.2 78.4 
Tea' 82.1 73.8 
Sugar 74.8 65.2 
BeeP 14.8 8.1 
Bananas 2  93.1 75.9 
Citrus Fruits 1  48.5 43.0 
Rice  58.7 50.1 
Soybeans' 21.8 24.6 
Copra' 90.8 79.7 
Groundnuts' 52.1 44.7 
Palm Oil' 77.9 76.9 
Cotton' 51.6 24.3 
Jute' 95.1 75.5 
Sisal & agaves' 96.6 95.2 
Ru bber  97.4 93.3 
Thbacco' 62.2 42.1 
veneer/sawlogs' 8 5. 3 70.7 
sawnwoocb 66.0 56.2 
Bauxite 90.1 80.0 
Copper 70.0 54.4 
Iron Ore 598 41,0 

31.6 27.8 
Manganese Ore 835 56.9 
Nickel 37.3 30.0 
Tin' 77.8 73.4 
Zinc' 29.5 22.6 
Phosphate Rock 72.4 63.4 

1985.87 average for "low- and niiddle-income economies, From World 
Bank (1993). Commodity Trade and Price Trends, 1989-91 Edition. 
1988 figures. From World Bank (1990). Price Prospects for Major 
Frintarv Coolniodities. 

1989 figures. From UN FAG (1991). Trade Yearbook, Vol. 45. 

28 



THE EFEECTS OF ENVIRONMENTAL POODlES ON TRADE 

Product Standards and "Green Protectionism" 

Many developing Countries fear that environmental product 
adopted by advanced countries will be serious barriers to 
trade, either because they are designed and applied as protec-
tionist measures Or simply because they are too strict for 
Third World producers with limited technology to attain. 
Although there is indeed a persistent tendency to use product 
standards and regulations - not just environmentally moti-
vated ones - to protect domestic producers, fears of "green 
protectionism" are exaggerated. 

Safeguards against product standards becoming non-tariff 
trade hai - riers are needed, included such disciplines as those in 
the GATT text barring standards that are arbitrary, discrimi-
natory or disguised protectionist measuies. Trade dispute 
mechanisms are needed SO that injured parties can appeal to 
impartial bodies for redress. These safeguards must draw the 
line between legitimate environmental regulation and protec-
tionism. 

However, recent GATT decisions have shifted this line to 
limit unduly the scope of environmental policy.' Trade officials 
have interpreted the GATT text to be far more restrictive of 
environmental policy than that agreement was originally 
intended to be. They have, in effect, changed the GATT agree-
ment through interpretation to circumscribe national discre-
tion in setting environmental policy.' Notably, GATT dispute 
resolution panels have placed the burden of proof in disputes 
over environmental standards on standard-setting countries 
to justify their environmental measures. This interpretation in 
itself weakens the presumption that countries are entitled to 
set their own national environmental standards and policies. 

In a dispute over Thailand's restrictions on cigarette 
imports, a panel ruled that measures for the protection of 
human health must he the least GATT-inconsistent" of all 
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available environmental measures. A variant, requiring such 
measures to be "the least trade-restrictive" has been used in 
other GATT trade disputes and in the Dunkel draft Standards 
Code. However, the GATT text does not require that measures 
necessary to protect life and health be the least GATT-incon-
sistent or the least trade-restrictive of international trade of all 
nieases available. This criterion might call into question 
many existing environmental regulations, on the grounds that 
they are not the least trade-restrictive of available measures. 
Under most circumstances, for example, a pollution tax would 
he less trade-restrictive than a command-and-control regula-
tion or ban, but the former are rarely adopted by environmen-
tal policymakers. 

The recently negotiated NAFTA text and side-agreements 
provide an improved model for safeguarding both trade and 
environmental protection, for example, NAP'I'A shifts the 
burden of proof to the 1arty challenging a nation's environ-
mental standards to demonstrate that they are arhit rarv, dis-
criininatorv, or protectionist. It also allows for the use of pal-
clists with environmental expertise in dispute resolution pro-
ccedusgs. GATT dispute resolutia procedures are flawed in 
that they make panels composed overwhelmingly of trade 
experts, with no environmental expertise, pass on the legiti-
macy of environmental regulations. 

More important than safeguards against "green protection-
sm '  written into trade agreements, there are broad and pow-

erful economic forces at work to discourage the manipulation 
of product standards for protectionist purposes. They are 
summed up in the phrase "globalization of the world econo-
mv'. A rmarkahlv large and growing fraction of world trade 
consists ot shipments between oiic branch of a company and 
another, or between a company and its foreign affiliate. As 
long ago as the mid-I 9SOs, 52 percent of U.S. imports and 57 
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percent of Japan's were intra-company transactions of this 
kind. 7  Intra-company trade is buffered against the protection-
i st manipulation of product. standards. The Ford Motor 
Company, for example, has no incentive to keep the compo-
nents made in its Mexican plant out of the United States, since 
it built or acquired the Mcxican facility precisely to supply 
those components to its factories in the U.S. and probably in 
other parts of the world as well. instead, it would want to 
resist impediments to ship ments amo n g the nodes in its 
worldwide production network. 

A large additional share of world trade in manufactures 

consists of "outsourcing" by companies in advanced markets 
whose own capabilities lie in design and marketing. Benetton 
or Bloomingdale's, for example, have clothes sold under their 
labels manufactured all over the developing world by compa-
nies operating under contract. Contractors are held to strict 
specihcations on design, materials, quality, and delivery time. 
They must also meet the environmental and other product 
standards in force in the import market. Clearly, Benetton and 
other importers have no incentive to manipulate such product 
standards to keep their contractors from selling into the 
importing market, since they have developed the "outsourc-
ing" relationship precisely to find a low-cost and reliable sup-
plicr. In this way, globalization trends in the world economy 
prOvIde Li powertul couiitervailing force against the protec-
tioOiSt use o(environmcntal product standards. 

Some developing country producers may nonetheless find 
those standards hard to meet, and may thus he at a disadvan-
tage to other firms, in the North or South, with more refined 
production processes or greater capital and technical 
resources. However, environmental standards are no different 
in this respect than product standards imposed by the 
importer with respect to quality or delivery time. Meeting 
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such standards is the competitive prerequisite for supplying a 
demanding market. Not all companies can do so. However, 
the virtual explosion of intra-company trade, 'outsourcing", 
and South to North trade in industrial and manufactured 
products demonstrates that many Third World companies are 
able to manufacture to the high standards demanded by the 
importing market. For such hrms, product standards are valu-
able guideposts, helping potential developing country 
exporters know what to do to break into markets. 

"Green protectionism' undoubtedly exists, but its extent is 
relatively small. In agriculture, which is probably more subject 
to covertly protectionist product standards than manufactur-
ing, empirical studies have shown that less than 5 percent of 
shipments of fruits, vegetables, fish and shellfish to the U.S. 
are detained at the border for non-compliance with product 
standards. Of these, at most 15 percent were detained for envi-
ronmental reasons, such as the presence of pesticides, heavy 
metals, or unsafe additives. A larger lmct ion were detained for 
ordinary quality defccts, such as decomposition, presence of 
salmonella, or contamination by filth. Other more common 
reasons for rejection were improper labelling, and defective 
canned foods. Thus, less than one percent of food shipments 
are rejected on environmental grounds, and these are over-
whelmingly for non-compliance with unchallenged U.S. envi-
ronmental standards. 

Today, what threatens the world trading systcm and markc.t 
access for developing countries is not green" protectionism. 
It is ordinary "dirty brown" protectionism. The Uruguay 
Rcund could have well failed, a mid that would have severely 
weakened the GATT, the multilateral trading system, and 
progress in dismantling barriers to trade in textiles, fond, and 
other products of concern to developing con ntries. The 
Uruguay Round was endangered primnarl ly but not exclusively 
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by agricultural protectionism, especially in i3urope and Japan. 
Agricultural protectionism is driven by concern not for the 
rural environment but for the rural vote. NAFTA almost 
didn't pass the U.S. Congress. Although some environmental 
groups in the U.S. opposed it most would have been t he 
opposition of the labor union movement fearful of competi-
tion in labor-intensive manufacturing processes, and agricul-
tural interests subject to Mexican competition." 

Trade harriers are not maintained today as a 'second-best" 
approach to environmental protect ion, a widely accepted poli-
cy goal. They are maintained, as in the past, to protect the 
incomes of politically well-organized minorities at dispropor-
tionately high cost to the majority. The economic costs of

, 
 so-

called green protect onisni to the developiig countries are 
trivial compared to the costs of barriers erected in the North 
against labor- intensive inanutactures such as textiles and 
appare], and against competing agricultural commodities such 
as sugar or bananas. They are also tiny compared to the cost of 
barriers erected by developing countries to the expansion of 
South -South trade, or to the costs of biases in developing 
countries own trade regi toes that reduce their ability to 
export. Concern over potential protectionist barriers created 
by environmental product standards is excessive, and deflects 
attention from touch more critical trade issues. 
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"The prospect of substantially increased gains 
from trade and investment has induced the 

Mexican government to strengthen its 
enforcement of its own environmental 

regulations and to resolve the 
tuna-dolphin dispute." 

4 
Development 

for Trade and 
Environmental Policy 

IN 1AY WAYS, IIBE]AL 1IERNATIOAI. rRAI.)E AND SUSIAIAIF 

development are complementary, or could be reconciled 
th rough changes in policy. There are many trade policy 
changes that would benefit the environ ment, and environ - 
mental policy changes that would help secure the benefits of 
liberalized trade. Implementing such changes would pro-
duce significant economic and environmental benefits. This 
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section identifies some important principles for integrating 

trade and sustainable development. 

Reorient Agricultural Policy and Reduce Agricultural 

Protectionism in OECD Countries 

As explained above, if the European Community, the United 
States and Japan succeed in liberalizing agricultural irade and 
decoupling farin income support payments from production 
decisions, they will raise farm productivity and consumer wel-
fare significantly. In addition, they can reduce fiscal burdens, 
expand international trade, and improve environmental quali-
ty. IJeveloping countries will improve their market access and 
terms of trade. This is a prime example of complementarity 
between development and environment objectives. 

Reduce Barriers in OECD Countries to Exports of Labor-

Intensive Manufactures from Developing Countrie5 

There would he substantial gains from increased trade in both 
exporting and importing countries if tariff escalation that 
inhibits processing of raw materials before export were scaled 
back, and if non-tariff barriers agai list labor- intensive manu-
factures, such as the Multi-Fibre Agreement, were eliminated 
These policy changes would reduce the pressure to over-
exploit natural resources in developing countries. 

Some of these compleinentarities are with in reach. The 
Uruguay Round negotiators have made progress both in reducing 
agricultural protectionism and in increasing market access in 
OECD countries for labor-intensive manufactures from develop-
ing countries. NAFTA offers similar benefits for Mexico in North 
American markets. Ensuring these gains by having concluded and 

ratified the Uruguay Round and NAFTA agreements, with ade-
quate environmental safeguards, represents a step fdrward for envi-
ronmental protection as wel] as for trade liberalization. 
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Use Trade and Investment Incentives to induce 

Cooperation in International Environmental Protection 

Using trade sanctions unilaterally or even multilaterally to dis-
courage non-cooperation in international environmental pro-
tection activities is controversial. For example, the unilateral 
U.S. ban on Mexican tuna imports to protect dolphins in 
international waters led to a GATT dispute. The provisions in 
the i\•lontreal Protocol that require signatories to ban imports 
of CPUs and products containing CPUs froni non-signatory 
countries is a iiiultilatcr al example. 

Because of tile poor record olcompliance with internation-
al environmental agreements, and the long negotiations 
required to achieve even weak international agreements, a 
strong argument can be made that trade sanctions are needed 
to deter cheating or free-riding on an agreement, and that the 
threat of possible trade sanctions can be an essential incentive 
to induce parties to negotiate an agreement. 

taiiv envuonmentalists har that, if challenged, such trade 
measures could be regarded as i ileojisistent with CIVIl ohi ga-
tiGris, as the Tuna-Dolphin dispute panel suggested. On the 
oilier hand, many developing or small industrial countries 
fear that such policies might he used coercively by powerful 
nations to impose their own environmental standards or pref-
erences on other countries. Although they may sometimes be 
necessary, trade sanctions are not the ideal measure with 
which to achieve international environmental cooperation 
because hey rely on i:uw cutiv measure itrade restrictionst to 
discourage another ion-cooperation in environmental pro 
tcCtioii'. J hey hold out no guarantee that the result will he a 
net improvement iii global welfare. 

Scimet imes, carrots may work better than sticks. Using 
trade concessions to elicit international environmental Coop-
eration is much inure likely to generate economic and envi- 
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ronmental gains and an overall improvement in welfare. The 
North American Free Trade Agreement may be an example. 
The prospect of substantially increased gains from trade and 
investment has induced the Mexican government, to strength-
en its enforcement of its own environmental regulations and 
to resolve the tuna-dolphin dispute. The potential gains have 
also induced the U.S. and Mexican governments to agree to 
spend substantially inure on badly needed environmental pro-
tection in the border area. 

This approach could be applied to a wider round of negoti-
ations over a Latin American Free Trade Agreement, and 
incorporated into subsequent negotiating rounds under the 
GATT. The Uruguay Round has demonstrated that agree-
ments on trade liberalization can he linked to negotiations 
over other issues, such as intellectual property rights. Why 
can't agreements on trade liberalization also be linked to 
negotiations over trausboundary environmental protection? 

Developing Countries Should Enforce Reasonable 

Environmental Standards and the Polluter Pays Principle 

If developing countries adopt reasonable environmental stan-
dards and adhere to the polluter pays principle, they can 
ensure that pollution control and environmental costs are 
internalized into enterprise costs and product prices. The 
severe damages they are now suffering from environmental 
degradation will be mitigated. Trade disputes over hidden 
environ mental subsidies and "ecu-dumping" will be reduced. 

Concerns over the env iroonmental consequences of trade liber-
alii'ation will also he muted, because envirominiental control 

costs will be reflected in market prices. 
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Governments Should Eliminate Natural Resources 

Subsidies 

Natural resources, such as water and energy, are very often 
underpriced in both industrialized and developing countries. 
These policies distort international trade, whether the subsi-
dized resource is directly exported or used as an input in the 
production of exported commodities. At the same time, such 
natural resource subsidies result in extensive envirunmental 
damage by encouraging the oversupply and overuse of the 
natural resource in question. For example, water subsidies in 
the western US have led to severe environmental damages, 
including salinization of soils, contamination of wetlands, and 
reduction of fisheries and bird populations. Resource subsi-
dies of this kind are often not considered to he "environmen-
tal policies' but they significantly affect the use and manage-
ment of natural resources. Eliminating them yields trade and 
environmental benefits. 

In such Asian countriCs as Indonesia, the Philippines, and 
Papua New Guinea, failures by government to charge conces-
sion-holders adequate royalties for timber harvested on public 
forests have led to wasteful over-exploitation and ecological 
losses. At the same time, the public exchequer has been 
deprived of badly needed funds to finance development pro-
grains! Austria and the Netherlands have proposed tariff or 
norm-tariff harriers to imports of tropical timber harvested 
unsustainablv. Ihese measures would surely be open to chal-
lenge under GATT rules. How much better it would be for 
tropical timber producing countries to reform their own tim-
her royalty structures to reduce incentives for profiteering in 
tropical timber exports. The developing country government 
would receive the revenues directly, the incentives for 
improved timber management would apply to all production, 
for domestic use and for export to all destinations, and the 
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measures would be completely consistent with GATT princi-
ples. 

In Eastern Europe and Russia, underpricing of energy has 
fostered grossly inefficient domestic energy use, increased po1-
lotion, and deprived countries of badly needed potential 
export revenues. Eliminating such resource subsidies would 
constrain domestic consumption and release additional sup-
plies for exports, and provide financial resources for invest-
ment. in higher production and efficiency. Eliminating 
resource subsidies yields economic and environmental 
returns. 

Harmonize Procedural Standards Governing Testing and 

Risk Assessment 

\Vile countries may understandably and legitimately adopt 
standards implying different levels of control over environ-
mental risks, there are many economic and environmental 
gains to he obtained if the procedures for risk assessment are 
harmonized internationally. Such issues as "How should risks 
be assessed? What daa are relevant, and how should they be 
collected? What tests and testing procedures are acceptable?" 
can be agreed upon internationally without impinging on 
each country's authority to decide for itself the level of accept-
able risk. Uncertainty regarding the actual quality of products 
entering the country from abroad would be reduced. The 
workload on environmental agencies would be reduced. 
igreeing on these important procedural matters would reduce 
the regulatory costs of international investment and trade. It 
would also reduce the scope for trade disputes over the legiti-
macy and scientific basis for product standards. 

In summary, fears over the impacts of environmental poli-
cies on trade have not been balanced by hopes for potential 
benefits. The two goals are potentially complementary. Good 
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environmental policies can help secure the gains from trade 
and avert trade conflicts. Trade liberalization can lead to better 
environmental quality, if conducted with adequate safeguards. 
What is needed is a consistent vision of sustainable develop-
inent and a coherent set of domestic and international policies 
to pronlote both. 
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