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CHAPTER 2 1 

Trade and environment 

Evolving globa l trend s 

During th e las t tw o decades , th e interlinkag e betwee n trad e an d environmen t 
has becom e a n increasingl y importan t issu e i n internationa l trad e relations . 
Growing awareness o f the nee d to protec t the environmen t an d t o promote th e 
sustainable developmen t o f availabl e resource s ha s le d t o a  ris e i n 
environmental polic y measures . Suc h measure s ar e normall y implemente d b y 
governments throug h regulator y o r economic instruments . I n som e cases , bot h 
types o f instrument s ar e used . 

The main regulatory measures, also known as 'command an d control measures, ' 
are a s follows : 

• Produc t standard s settin g ou t th e characteristic s wit h whic h a  product sol d 
in a  particular marke t mus t conform ; 

• Regulation s imposing process and production methods (PPM ) an d pollutio n 
standards; 

• Impor t and export bans on products that are hazardous or harmful t o health ; 

• Impor t an d expor t restriction s decree d fo r th e conservatio n an d sustainabl e 
development o f natura l resources ; an d 

• Packagin g an d labellin g requirements . 

Economic instruments includ e taxes on products tha t ar e hazardous o r harmfu l 
to health; emission charge s and othe r price-based measures ; and environmenta l 
subsidies. 

In comparison to regulatory instruments, economic instruments offer , i n theory 
at least, a number o f inherent advantages : greater cost-effectiveness, permanen t 
incentives t o reduc e pollution , an d revenu e source s fo r th e government . I n 
practice, however , fo r bot h economi c an d administrativ e reasons , government s 
may conside r direc t regulatio n an d contro l mor e appropriat e an d effectiv e i n 
certain situations . For instance, regulatory measures may be adopted where i t is 
imperative tha t th e emissio n o f certain toxi c pollutants o r the use of hazardou s 
products o r substance s shoul d b e completel y prohibited . I n othe r 
circumstances, regulator y measure s ma y b e supplemente d b y economi c 
instruments t o strengthe n enforcement . 

A country' s choic e o f instrumen t -  whethe r regulator y o r economi c -  depend s 
on th e strength s an d weaknesse s o f it s politica l an d administrativ e structures , 
and shoul d b e determine d o n a  case-by-cas e basis . Suc h choice s shoul d tak e 
into accoun t factor s suc h a s th e measure' s environmenta l effectiveness , 
economic efficiency , administrativ e feasibilit y an d costs , equit y an d 
acceptability t o th e public . 
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The environmenta l polic y measure s take n b y government s ca n affec t trad e i n 
several differen t ways . I t i s worth notin g thre e o f these . 

First, ther e ar e apprehension s tha t environmenta l standard s ma y chang e 
conditions o f competition . Producer s i n countrie s wit h stricte r environmenta l 
standards worr y abou t th e impac t o f suc h standard s o n thei r cost s an d thei r 
ability to compet e i n world markets . 

Second, producers in countries with less stringent standards (mainl y developin g 
countries an d economie s i n transition ) fea r tha t thei r product s ma y b e 
subjected t o trad e measure s o n th e groun d tha t the y hav e bee n produce d b y 
industries whic h d o no t mee t th e highe r pollutio n o r emissio n standard s o f 
importing countries. Any such measure, whether i n the form o f a compensator y 
tax o r outrigh t prohibitio n of , o r a  restriction on , imports , would amoun t t o a 
unilateral assertio n o f jurisdictio n ove r th e environmenta l practice s an d 
priorities o f othe r nations . 

Third, ther e ha s bee n growin g publi c concer n wit h th e globa l common s (fo r 
example, ozon e depletio n an d climat e change) , specie s diversit y an d th e 
treatment o f animals . Fro m th e viewpoin t o f trad e policy , thi s ha s raise d a n 
important questio n a s t o whethe r internationa l environmenta l agreement s 
dealing with global environmental issue s should contain provision s that requir e 
members t o restric t trad e with non-parties , with a  view to forcin g the m t o joi n 
such agreements . 

WTO provisions 

The Agreemen t Establishin g th e Worl d Trad e Organizatio n brough t 
"trade-related aspect s o f environmenta l policies " clearl y withi n th e W T O 
mandate. Th e preambl e t o th e Agreemen t state s tha t it s objectiv e o f "raisin g 
standards o f livin g an d ensurin g ful l employment " b y "expandin g th e 
production o f an d trad e i n good s an d services " i s t o b e achieve d b y makin g 
"optimal us e o f th e world' s resource s i n accordanc e wit h th e objectiv e o f 
sustainable development , seekin g both to protect and preserve the environmen t 
... i n a  manne r consisten t wit h .. . need s an d concern s a t differen t level s o f 
economic development. " 

The mai n operationa l provision s governin g trad e measure s take n b y 
governments fo r environmenta l reason s ar e containe d i n GAT T 1994 . 
However, GAT T doe s no t carr y direc t reference s t o environmenta l matters , 
mainly becaus e th e ful l implication s o f environmenta l an d ecologica l 
degradation resultin g fro m pollutio n o r over-exploitatio n o f natura l resource s 
were no t know n whe n th e GAT T tex t was firs t negotiated . 

The genera l exception s provide d fo r b y Article X X of GAT T 199 4 ca n b e use d 
by countrie s t o adop t trad e measure s fo r th e attainmen t o f environmenta l 
objectives, i f the conditions laid down ar e met. The Article permits countrie s t o 
impose prohibition s o r othe r restriction s no t otherwis e allowe d unde r th e 
provisions o f GAT T 1994 , i f they : 

• Ar e necessar y t o protec t human , anima l o r plan t lif e an d healt h [Articl e 
XX(a)], an d 

• Relat e to the conservatio n o f exhaustible natura l resource s i f such measure s 
are mad e effectiv e i n conjunctio n wit h restriction s o n domesti c productio n 
and consumptio n [Articl e XX(g)] . 

In a  recen t disput e brough t befor e W T O (o n import s o f certai n shrim p an d 
shrimp products an d thei r effect s o n se a turtles), the Appellate Bod y ruled tha t 
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the term 'exhaustibl e natural resources ' for the purposes of GATT Article XX(g) 
should b e interprete d t o mea n no t onl y 'mineral ' o r 'non-living ' natura l 
resources bu t also 'renewable ' an d 'living' natura l resource s lik e sea turtles. 

Any trade restrictive measures taken in accordance with the above provisions of 
Article XX must, however , mee t th e following conditions : 

• Tha t they do not constitute mean s of unjustifiable discriminatio n where the 
same condition s prevai l (th e GATT principl e o f non-discrimination) , 

• Tha t the y ar e not a disguised restrictio n o n trade . 

In additio n t o the provisions o f GATT 1994 , certai n provision s o f some o f the 
associated W T O Agreement s ar e relevan t t o th e interrelationshi p betwee n 
trade an d environment . Thes e includ e provision s o n standard s i n th e 
Agreements o n SP S an d TBT , an d th e provision s o n subsidie s i n th e 
Agreements o n SCM and Agriculture. 

Trade-related issues 

The mai n responsibilit y fo r WTO's wor k o n trade an d environment ha s been 
assigned t o th e permanen t Committe e o n Trad e an d Environmen t (CTE) . 
Discussions o n th e implication s fo r trad e o f measure s take n b y countrie s fo r 
environmental purpose s therefor e tak e plac e in this Committee ; they als o tak e 
place i n th e Committee s establishe d unde r th e individua l W T O Agreement s 
mentioned above . 

The section s tha t follo w briefl y describ e th e trad e issue s tha t ar e bein g 
addressed i n the ligh t o f the provision s o f W TO law. The issue s covere d ar e 
listed below : 

• Environmenta l measures with significan t effect s o n trade, and the provisions 
of W TO la w 

- Us e of process and production method s i n environmental regulations ; 

- Packagin g requirements ; 

- Environmenta l labelling ; 

- Consumptio n an d other taxe s impose d fo r environmental purposes . 

• Trad e provision s i n multilateral environmenta l agreements . 

• Environmenta l benefit s o f trade liberalization . 

Environmental measures with significant effects on trade, and the 
provisions of WTO law 

Use of process and production methods in environmental regulations 
Standards ca n broadly b e divided int o tw o categories: produc t standards , and 
process an d productio n method s (PPM) . Produc t standard s la y dow n 
specifications fo r product characteristic s (suc h as performance, produc t safety , 
dimensions) an d requirement s fo r packagin g o r labelling . The y nee d t o b e 
distinguished fro m PP M standard s whic h stipulat e ho w good s ar e t o b e 
produced. PP M standards appl y t o the productio n stage , i.e . before product s 
are placed o n the market fo r sale . 

It i s only logica l tha t eac h countr y shoul d hav e a  sovereign righ t to insis t tha t 
imported product s shoul d mee t th e produc t standard s applicabl e t o good s 
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produced domesticall y with a  view to protecting the environment, o r the healt h 
and safety o f its people, or its animal life . The SP S and TBT Agreements requir e 
countries t o us e internationa l standard s i n formulatin g suc h standards . Wher e 
international standard s ar e no t availabl e o r ar e considere d inappropriate , 
countries mus t ensur e tha t standard s ar e no t adopte d o r applied i n a  way a s t o 
create unnecessar y barrier s t o trade . 

The rule s of the SP S and TBT Agreements d o not allo w countries t o prohibit o r 
restrict import s o n th e ground s tha t th e importe d produc t ha s no t bee n 
produced accordin g to the PP M standar d impose d o n domesti c industries . Th e 
Agreement o n TB T make s a  singl e exceptio n t o thi s rule : a  countr y ma y 
prohibit import s o f a  produc t whe n th e PP M use d affect s it s characteristic s o r 
quality. 

However, a n importin g countr y ma y no t restric t import s solel y becaus e a 
product ha s bee n produce d i n a  plan t whic h doe s no t mee t it s nationa l 
standards fo r wate r o r ai r pollution , o r because th e produc t ha s no t bee n mad e 
according t o th e method s o f productio n th e countr y prescribes . An y suc h 
requirement woul d b e tantamoun t t o obligin g a n exportin g countr y t o adop t 
the PPM o f the importin g country, which the exporting country may have goo d 
reasons no t t o us e becaus e o f it s environmenta l an d ecologica l conditions . 

Despite WT O law , pressure s fro m environmenta l lobbie s ar e forcin g 
governments t o introduc e law s which hav e an impac t o n trade becaus e import s 
are the n restricte d o n th e groun d tha t the y hav e no t bee n produce d accordin g 
to the methods o f production impose d by these laws. Such methods includ e th e 
following: 

• Managemen t practice s fo r fores t resources ; 

• Norm s fo r catchin g fish ; 

• Method s fo r fattenin g animal s o r fo r enhancin g th e milkin g capacitie s o f 
cows; an d 

• Method s fo r lollin g animals . 

For instance , there ar e moves i n the Netherland s t o allo w imports o f wood an d 
wood product s onl y i f the y ar e accompanie d b y a  certificat e issue d b y 
competent authoritie s statin g tha t th e woo d ra w materia l ha s bee n obtaine d 
from forest s tha t ar e manage d sustainably . Th e Europea n Unio n ban s import s 
of fur s fro m animal s caugh t wit h leg-hol d traps . Th e Unite d State s ha s law s 
which restric t import s o f tun a fro m countrie s whic h d o no t requir e thei r 
fishermen t o preven t dolphin s fro m bein g kille d unnecessaril y whe n tun a 
fishing, a n obligatio n impose d o n Unite d State s fishermen . Likewise , th e 
United State s prohibit s import s o f shrim p fro m countrie s which d o no t adher e 
to nationa l standard s fo r preventin g th e takin g o f se a turtle s i n th e cours e o f 
shrimp trawling . 

The standard s use d fo r th e impositio n o f such trad e measure s ar e generally no t 
based o n scientifi c principles , bu t reflec t valu e preference s i n importin g 
countries. I n som e instances , th e standard s may , i n th e cas e o f th e propose d 
import restriction s o n tropica l timber , b e base d partl y o n scientifi c 
considerations an d partl y o n th e valu e preference s o f th e importin g country . 
Such measure s amoun t t o th e impositio n o f values b y importin g countrie s o n 
exporting countries . 

The Unite d State s measure s prohibitin g import s o f tun a an d shrim p wer e 
brought t o th e attentio n o f GATT/WT O unde r disput e settlemen t procedure s 
by countrie s whic h considere d tha t thei r expor t trad e wa s bein g adversel y 
affected. I n bot h case s th e ruling s hav e gon e agains t th e Unite d States . Th e 
Panels and th e Appellate Bod y have taken th e view that thes e measure s ar e no t 
justifiable unde r th e genera l exception s allowe d b y Articl e XX , a s the y wer e 
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applied on a  discriminatory basi s and constituted unjustifiabl e barrier s to trade . 
They hav e furthe r suggeste d that , a s suc h measure s constitut e extraterritoria l 
application o n othe r countrie s o f on e country' s PP M standards , importin g 
countries contemplatin g suc h measure s shoul d explor e th e possibilit y o f 
negotiating internationa l cooperatio n arrangement s amon g al l intereste d 
exporting an d importin g countries , i n orde r t o ensur e tha t suc h measure s ar e 
consistent wit h th e provision s o f Article XX . 

The difficultie s inheren t i n negotiatin g internationa l cooperatio n agreement s 
should, however , not be minimized. Suc h negotiations ar e time consuming, an d 
the environmentalist s pressin g fo r immediat e actio n ma y no t approv e o f thei r 
governments postponin g actio n unti l consensu s i s reache d a t a n internationa l 
level. Moreover , suc h negotiation s ten d t o b e complex , a s i n mos t case s th e 
PPMs propose d ar e no t base d o n scientifi c consideration s bu t o n value s t o 
which certai n countrie s o r groups i n thes e countrie s attac h importance . Value s 
that ma y b e significan t t o affluen t an d well-of f societie s ar e no t necessaril y 
shared b y thos e wit h lo w incomes an d differin g priorities . 

Packaging requirements 

Objectives of  packaging regulations 

'Package' o r 'packaging ' ca n b e define d a s a  materia l o r ite m tha t i s use d t o 
protect o r contai n a  commodity o r a  product . 

The mai n environmenta l objectiv e fo r whic h ne w packagin g requirement s ar e 
being adopte d i s t o reduc e th e amoun t o f packagin g tha t enter s th e wast e 
stream, particularl y packagin g tha t ha s t o b e dispose d o f throug h incineratio n 
or landfills. I t is estimated tha t 25% to 30% by weight of the waste generated b y 
a typical househol d i n Europea n countrie s i s packaging waste. As most o f thes e 
countries ar e runnin g ou t o f landfil l space , th e ne w regulation s ai m a t 
encouraging domesti c manufacturers , importer s an d foreig n companie s t o 
reduce th e packagin g wast e tha t ha s t o b e dispose d of , inter  alia,  b y requirin g 
them t o reus e th e packagin g materia l severa l time s an d t o recycl e th e materia l 
which canno t b e use d mor e tha n once . 

In addition , packagin g requirement s ma y b e adopte d t o reduc e th e resourc e 
intensity o f packagin g (e.g . b y discouragin g th e us e o f material s requirin g 
energy-, water- or air-intensive processes ) o r to contro l th e risk s associated wit h 
certain type s o f packages . 

Types of  requirements 

The polic y measure s take n b y government s t o achiev e th e abov e objective s 
could includ e comman d an d contro l instrument s (suc h a s outrigh t ban s o r 
mandatory collectio n o r recyclin g requirements ) o r economi c instruments , 
which primaril y ai m a t internalizin g th e externalitie s o f packagin g production , 
use o r disposa l an d a t influencin g behaviou r throug h th e pric e mechanism . 
Box 54 highlight s th e mai n feature s o f th e measure s used . 

While mos t o f these requirement s ar e imposed uniforml y throughou t a  countr y 
under nationa l legislation , i t i s no t uncommo n fo r provincia l o r loca l 
government bodies to adopt a  deposit refund o r other schemes for the collectio n 
of packagin g waste , wher e the y conside r suc h scheme s necessar y fo r th e 
efficient disposa l o f packagin g waste . 

Trade effects  of packaging requirements 

Even when packaging requirements ar e applied on a non-discriminatory basis to 
domestically produce d an d importe d products , they may pose specia l problem s 
or difficultie s t o foreig n suppliers , particularl y i n th e followin g situations : 
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Box 54 
Examples of  packaging requirements  introduced  for  environmental 
reasons 

Regulatory measures 
These include measures prohibiting the use of: 
• Packaging  materials containing lead, mercury,  cadmium; 
• Containers  that are not refillable or recyclable; and 
• Packaging  material that does not contain or has less than a specified proportion of 

recycled material 
Deposit refund  systems (DRS).  A  number  of countries have  adopted mandatory 
deposit refund systems  for beer  and soft-drink  containers.  Some countries  have 
extended the system to cover containers for detergents  and paints. As the  consumer can 
claim the deposit only by returning the containers, the  system creates an incentive for 
them to do this. 
Mandatory recycling  or recovery laws. In  order to facilitate the recycling of packaging 
waste, the  laws of a few countries require households to sort packaging waste (e.g. cans, 
bottles and paper containers) for separate  collection. 

Economic instruments 
Virgin material tax. This tax can be levied on raw materials used for the  production of 
packaging material.  The  aim  of  such an input  tax  is  to  reduce the  use  of virgin 
materials in favour of  recycled materials. 
Product charges. These  charges are  levied on packaging materials.  They  may  be 
designed to  encourage  the use  of  packaging  materials  that  are  considered 
environmentally friendly.  For  instance,  packaging products made  entirely  from 
recycled materials may be tax exempt, while  those made partly from recycled  material 
may face lower charges. Higher  charges would be payable on containers that are not 
recyclable or refillable. 

Cooperative arrangements 
In addition, the industry may agree to abide by a voluntary code of conduct negotiated 
by private-sector associations with a view to reducing the generation of new packaging 
waste and to  increasing the use of refillable or recyclable packaging material. 

• Wher e packagin g requirement s var y fro m countr y t o country , foreig n 
suppliers may have to incur higher costs to ensure that their exports meet th e 
differing requirements . 

• Packagin g requirement s ar e ofte n formulate d o n th e basi s o f th e packagin g 
materials i n commo n us e i n a n importin g countr y an d it s waste facilitie s o r 
priorities; suc h requirement s ma y discourag e oversea s supplier s fro m 
continuing t o us e indigenou s packagin g materials . 

• Foreig n suppliers , particularl y i n developin g countries , ma y fin d i t difficul t 
to comply with legislatio n i n importing countrie s which impose s obligation s 
related t o th e collectio n an d reuse , recyclin g o r fina l disposa l o f th e 
packaging waste, if : 

- The y find tha t the costs of joining obligatory programmes (membershi p an d 
subscription fees , a s well a s the cost s o f makin g thei r packagin g acceptabl e 
under the programmes) ar e high in relation to their total sales in the impor t 
market; an d 
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- Th e facilitie s d o not cater to the packaging materials they use. For instance, 
the programme ma y provide fo r the collection o f plastics, corrugated pape r 
or paperboar d bu t no t fo r th e collectio n o f woode n packagin g materials , 
jute o r the othe r material s widel y used i n developing countries . 

Some difficulties ca n be greatly reduced by harmonizing packaging and disposa l 
requirements internationally . Ther e are , however , doubt s a s t o whethe r 
international harmonizatio n i s feasible; an d i f feasible, whether i t i s necessaril y 
desirable, becaus e o f th e wid e difference s i n nationa l supplie s o f packagin g 
materials, wast e disposa l facilities , an d th e preference s o f industrie s an d 
consumers. 

Legal provisions 

The TB T Agreemen t carrie s specifi c provision s o n packaging . A s note d earlier , 
the Agreemen t applie s primaril y t o technica l regulation s specifyin g produc t 
characteristics. I t clarifie s tha t suc h characteristic s ma y includ e "packagin g .. . o r 
labelling requirement s a s the y appl y t o a  product , proces s o r productio n 
method." 

Environmental labelling 

Types of  environmental labels 

Recent years hav e see n a  marked increas e i n the us e of environmental label s o n 
products o r thei r package s t o highligh t thei r environmenta l attribute s o r 
features. Mos t o f these label s are voluntary, i n that th e decision t o use a label is 
taken by manufacturers o r by retailers marketing the products under their trad e 
names. I n som e cases , however , th e label s ma y b e enforce d b y mandator y 
regulations. Suc h regulation s ar e intende d t o war n consumer s agains t th e 
hazardous environmenta l qualitie s o f products , fo r instance , o n thei r 
chlorofluorocarbon (CFC ) content . 

Voluntary environmenta l label s ar e use d a s a  marketing techniqu e t o promot e 
sales o f product s o n th e basi s o f thei r environmenta l attributes . The y ca n b e 
broadly divide d int o tw o categories . I n th e firs t categor y woul d fal l 
environmental marketin g label s which declar e th e claim s o f manufacturers an d 
retailers tha t th e produc t bearin g th e labe l ha s certai n specifie d environmenta l 
attributes o r qualities . I n som e cases , i n orde r t o assur e consumer s o f th e 
accuracy o f th e environmenta l claims , th e claim s ma y b e certifie d b y 
independent researc h laboratorie s an d inspectio n agencies . 

These environmenta l label s need to be distinguished fro m th e label s falling int o 
the secon d category , wher e authorizatio n t o us e th e labe l i s grante d b y a 
government-sponsored o r a  privat e independen t bod y whe n i t i s satisfied tha t 
the applicant produce r o r supplier has met the criteria and conditions i t has laid 
down fo r the awar d o f the label . The label s in this secon d categor y are generall y 
termed 'eco-labels' . 

Eco-labelling systems 

One o f th e importan t feature s o f th e eco-labellin g syste m i s tha t th e criteri a 
used fo r awardin g th e righ t t o us e th e labe l ar e develope d b y a n eco-labellin g 
body. Suc h criteri a ar e almos t invariabl y determine d o n th e basi s of a  life-cycl e 
analysis, a  proces s als o referre d t o a s th e cradle-to-grav e approach . Unde r thi s 
approach, a n assessmen t i s mad e o f th e impac t o n th e environmen t o f th e 
product i n variou s stage s o f it s lif e cycle . Thes e stage s includ e pre-productio n 
(i.e. processin g o f ra w materials) , production , distributio n (includin g 
packaging), utilizatio n o r consumption , an d disposa l afte r use . 

The methodologie s fo r life-cycl e analysi s var y fro m syste m t o system . I n som e 
systems, detaile d analysi s o f a  product' s environmenta l impac t i s made o n th e 
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basis o f data collecte d o n inpu t an d outpu t fo r eac h componen t o f a  product a t 
every stage of its life cycle. Other system s analyse environmental impac t only in 
relation t o certai n stage s i n a  product' s lif e cycle . Th e criteri a develope d b y 
technical expert s o n th e basi s o f a  life-cycl e analysi s ar e approve d b y a  jur y 
consisting o f representative s o f th e industr y concerned , environmental , 
consumer an d othe r groups , an d th e government . I n mos t cases , eve n thoug h 
the environmenta l impac t o f th e produc t i n al l stage s o f productio n ma y hav e 
been take n int o account , th e fina l criteri a ma y b e base d o n onl y on e o r tw o 
environmental attribute s (e.g . energy consumptio n i n use , recyclability) . 

The exten t o f governmen t involvemen t i n th e decision-makin g process , i n 
relation t o both th e selectio n o f products an d th e criteri a use d fo r th e awar d o f 
the label , varies fro m countr y t o country . Th e eco-labellin g bodies hav e to rely , 
at leas t initially , o n government s fo r financia l support , particularl y a s th e 
research an d technica l wor k fo r th e developmen t o f criteri a base d o n th e 
cradle-to-grave approac h cal l fo r considerabl e expenditure . 

Regulations o n th e establishmen t o f autonomou s eco-labellin g bodie s ofte n 
require jurie s t o submi t thei r decision s t o government s fo r approval . I n mos t 
cases, however , government s ar e no t expecte d t o overrul e th e juries . Fo r 
instance, fo r th e Austria n an d Nordi c labels , the recommendation s o f th e jur y 
are generally accepted . Fo r the Germa n Blu e Angel label , th e jur y ha s absolut e 
authority t o determin e produc t categorie s an d criteria . I n contrast , th e Frenc h 
Government ma y substantiall y chang e th e produc t criteri a whic h th e 
standardization bod y (th e Associatio n français e d e normalisatio n o r AFNOR ) 
proposes. I n India , representative s o f Ministrie s suc h a s th e Environmen t an d 
Industry ar e member s o f th e Steerin g Committe e whic h select s product s an d 
determines criteria . 

Government involvemen t i n labelling programmes is , on th e whole , considere d 
desirable as it is in a better position to ensure that the criteria adopted ar e based 
on objective considerations an d that they reflect the balanced views of industry , 
environmental group s an d othe r interes t groups . 

Eco-labelling programmes ai m t o protec t th e environmen t b y raising consume r 
awareness o f the environmenta l effect s o f products an d henc e to modify buyin g 
behaviour, and by bringing about a  change in product specification s i n favour o f 
more environmentall y friendl y material s an d technologies . Unde r suc h 
programmes, labellin g i s conceive d o f a s a  market-oriente d instrumen t whic h 
does no t establis h an y bindin g requirement s o r restrictions . 

Trade effects  of eco-labelling systems 

Box 5 5 contain s a n illustrativ e lis t o f eco-labellin g system s i n bot h develope d 
and developin g countries . I t ca n b e see n tha t man y eco-labellin g system s ar e 
sponsored b y governments . A s th e product s fo r whic h eco-label s hav e bee n 
developed ar e comparatively few , there i s little evidence o f their adverse impac t 
on trade . 

There are , however , apprehension s tha t suc h labellin g programme s ma y pu t 
developing countries in a position of competitive disadvantage when a  number of 
schemes no w under preparatio n becom e operational . These fear s ar e heightene d 
by the fact that foreign supplier s are not able to participate i n the negotiations o n 
product selectio n an d eco-labellin g criteria . 

The problem s o f foreig n producers , particularl y thos e i n developin g countries , 
may b e exacerbate d i f th e criteri a (especiall y thos e relate d t o PPMs ) ar e 
influenced almos t entirel y b y th e domesti c industr y an d th e environmenta l 
values o f group s i n th e countr y adoptin g th e system . Furthermore , thes e 
producers may find i t almost impossible to obtain the right to use eco-labels if the 
criteria diffe r fro m countr y t o country . 
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Box 55 
Illustrative list  of  eco-labelling  systems 

Government-sponsored eco-labelling  systems 

• Developed  countries 
- Blue  Angel: Germany 
- Eco  Mark: Japan 
- Environmental  Choice: Canada 
- NF  Environment:  France 
- White  Swan:  Nordic countries 
- European  Union label 

Australia, Austria, the  Netherlands and New Zealand have also started eco-labelling 
programmes. 
• Developing  countries 

- Eco-logo:  Republic of Korea 
- Eco-Mark:  India 
- Green  Label: Singapore 

Efforts to  develop  eco-labelling  systems  in  some  < 
various stages of development. 

Private labelling  schemes  (non-government) 

• Scientific  Certification System, earlier known as 
• Green  Seal:  United States 
• Good  Environmental Choice: Sweden 

other developing countries  are  at 

the Green Cross: United  States 

Two private initiatives in Germany, one for textiles  and another for tropical  timber, 
are developing criteria for labelling  these products. 

GATT provisions  on  environmental labelling 

The mai n provision s o f GAT T la w applicabl e t o environmenta l labellin g ar e 
contained i n th e TB T Agreement . 

Consumption and  other  taxes  imposed  for environmental  purposes 
Internal taxe s an d charge s -  suc h a s consumptio n taxes , produc t charges , 
emission charge s an d administrativ e charge s -  ar e bein g increasingl y use d fo r 
the attainmen t o f environmenta l objectives . Bo x 5 6 cite s som e o f th e 
environmental purpose s fo r whic h suc h taxe s ar e levied . 

GATT rules 

GATT rule s permi t countrie s t o lev y o n importe d product s (i n additio n t o 
customs duties ) interna l taxe s tha t ar e payabl e o n lik e domesti c products . T o 
ensure tha t suc h taxe s d o no t resul t i n a  higher leve l of protection fo r domesti c 
production, Articl e III. 2 o f GAT T reiterate s th e nationa l treatmen t rul e i n 
regard t o interna l taxatio n an d state s tha t importe d product s shoul d no t b e 
subjected "directl y o r indirectly , t o interna l taxe s o r othe r interna l charge s o f 
any kin d i n exces s o f thos e applie d .. . to lik e domesti c products. " Produc t an d 
administrative charge s woul d thu s b e consisten t wit h GAT T rule s s o lon g a s 
they are not levied on imported product s a t a rate higher than tha t applicabl e t o 
products o f domesti c origin . 
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Box 56 
Taxes levied  for  the  attainment  of  environmental  objectives 

Product charges 
These are applied to products that  are polluting or because some of their components 
create disposal problems. Among these  products are  toxic  chemicals, detergents 
containing phosphates,  batteries  containing  heavy  metals  and  non-returnable 
packaging. Such  charges may also be levied at a lower rate to encourage consumption 
of less-polluting products such as lead free petrol. 

Emission charges 

These are applied  on  pollutants  released  into  the  air,  water  or  soil,  or  on  the 
generation of  noise. They may be levied at the  point of  consumption (in which  case 
they are similar to product charges and would have similar trade effects) or they may 
take the form of user charges to cover the cost of public treatment of effluents and waste. 

Administrative charges 

These are generally applied in conjunction with  regulatory instruments  to cover the 
costs of government services, and  can take the form of  license, registration,  testing  and 
control fees. 

The use of revenues raised by  the  application of  internal taxes  on imports 

Can interna l taxe s o n pollutin g product s applicabl e t o bot h domesticall y 
produced an d importe d product s b e levie d t o rais e revenu e fo r financin g 
environmental programme s o f solel y domesti c benefit ? 

This issue was considered i n 198 7 by a GATT Dispute Settlemen t Pane l on th e 
basis of a complaint mad e by the European Community , Canad a an d Mexico in 
relation t o the United State s Superfun d Amendmen t an d Reauthorizatio n Act . 
The Ac t authorize d a  ta x o n importe d an d domesticall y produce d chemical s 
used i n th e manufactur e o f derivative s t o fun d th e Superfun d programm e fo r 
cleaning u p hazardou s waste s resultin g fro m industria l productio n i n th e 
country. Th e Unite d State s claime d tha t th e measure s wer e consisten t wit h 
GATT Articl e II I -  th e Articl e whic h permit s countrie s t o mak e borde r ta x 
adjustments b y levyin g interna l taxe s o n importe d product s provide d th e 
national treatmen t rul e wa s strictl y adhere d to . Th e Europea n Communit y 
argued tha t th e ta x shoul d no t hav e bee n levie d o n importe d products . 

The Pane l conclude d tha t th e ta x wa s consisten t wit h th e nationa l treatmen t 
principle o f Article II I an d thu s eligibl e fo r a  border ta x adjustment . A s regard s 
the abov e poin t mad e b y EC , the Pane l observe d that : 

...the tax adjustment rule s of the General Agreement distinguish between taxes on 
products [direc t taxes ] and taxe s not directl y levied on products [indirec t taxes]; 
they d o no t distinguis h betwee n taxe s with differen t polic y reasons . Whether a 
sales tax on a  product i s levied fo r genera l revenue purpose s o r to encourage th e 
rational us e o f environmenta l resource s i s therefor e no t relevan t fo r th e 
determination o f the eligibility of a tax for border tax adjustment . 

As regards th e contentio n that , i n accordanc e wit h th e polluter-pay s principle , 
only domestic productio n shoul d hav e bee n taxed , th e Pane l observe d tha t th e 
principle, althoug h accepte d b y OEC D countrie s o n a  voluntary basis , was no t 
part o f GATT law. In particular , i t stated that : "Th e Genera l Agreement's rule s 
on borde r ta x adjustment"giv e a  GAT T membe r countr y "th e possibilit y t o 
follow th e Polluter-Pay s Principle , bu t the y d o no t oblig e i t t o d o so. " 
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The Panel , however , observe d tha t i f a  GATT membe r countr y 

...wishes t o ta x th e sal e o f certai n domesti c product s (becaus e thei r productio n 
pollutes the domestic environment) and to impose a lower tax or no tax at all on the 
imported product s (becaus e their consumption o r use causes fewer environmenta l 
problems) i t is, in principle, free to do so. 

The Pane l Repor t appear s t o sugges t tha t i t considere d i t inequitabl e tha t th e 
tax, whic h wa s intende d solel y t o financ e th e importin g country' s domesti c 
environmental programme , shoul d have been levied also on imported products . 
However, a s it s mandat e require d i t t o examin e th e cas e o n th e basi s o f th e 
existing law , th e Panel , whil e holdin g tha t th e Unite d State s measure s wer e 
consistent wit h GATT , suggeste d tha t th e GAT T Grou p o n Environmenta l 
Measures an d Internationa l Trad e shoul d examin e whethe r th e polluter-pay s 
principle shoul d b e include d i n GAT T la w and whethe r an y change s i n GAT T 
rules relatin g t o borde r ta x adjustmen t wer e necessary . Th e anne x t o thi s 
chapter describe s th e mai n feature s o f thi s principle . 

Trade provisions in multilateral environmental agreements 

There ar e ove r 14 0 internationa l agreement s an d instrument s i n th e 
environmental field . Abou t 2 0 o f these multilatera l environmenta l agreement s 
(MEAs) contai n trad e provisions . These ca n b e groupe d int o thre e categories : 

• Agreement s t o contro l transborde r pollutio n o r t o protec t th e globa l 
commons. Example s o f suc h agreement s ar e the Vienna Conventio n fo r th e 
Protection o f th e Ozon e Laye r an d it s Montrea l Protoco l o n Substance s 
That Deplet e th e Ozon e Layer , an d th e Agreemen t o n Climat e Change . 

• Agreement s t o protec t endangere d species , migrator y birds , an d animals , 
fish and sea animals. Examples are the Convention o n International Trade i n 
Endangered Specie s of Wild Faun a and Flora (CITES ) an d the Internationa l 
Convention fo r th e Regulatio n o f Whaling . Amon g th e provision s o f thes e 
Agreements ar e guidelines on methods fo r catching or killing wild animals o r 
fish. 

• Agreement s t o contro l productio n an d trad e i n hazardou s product s an d 
substances. Example s ar e th e Base l Conventio n o n th e Contro l o f 
Transboundary Movement s o f Hazardou s Waste s an d thei r Disposal , an d 
the Londo n Guideline s fo r th e Exchang e o f Informatio n o n Chemical s i n 
International Trade . 

Broadly speaking, the obligations imposed by these agreements on participatin g 
countries in order to control trade take the form o f a prohibition o n imports an d 
exports. 

From th e viewpoin t o f GAT T law , the impositio n o f restriction s o n trad e wit h 
the other countries participating in an MEA may not present any problem, as all 
the ME A participant s hav e agree d t o th e impositio n o f restrictions . Eac h 
member countr y woul d b e abl e t o justif y th e restrictio n a s bein g necessar y 
under Article XX for the protection o f health o r the conservation o f resources i n 
its territory . 

The situatio n woul d b e differen t wher e the ME A also imposes a  prohibition o n 
trade with countrie s tha t ar e not partie s to the agreement . An illustratio n ofte n 
cited i n thi s contex t i s th e Montrea l Protocol . I t call s o n countrie s tha t ar e 
parties t o i t t o eliminat e productio n an d consumptio n o f substance s tha t 
deplete th e ozon e laye r (liste d a s 'controlle d substances' ) b y the year 2000 . As 
regards trade with parties, the Protocol leaves it to each country to decide how it 
should restric t it s export s an d import s o f suc h substances , takin g int o accoun t 
its overal l commitmen t t o eliminatin g productio n an d consumptio n o f suc h 
substances b y th e targe t date . Th e partie s t o th e Protocol , however , wer e 
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required to prohibit trade with non-partie s i n substances that deplete the ozon e 
layer immediatel y afte r th e Protoco l becam e operational . Simila r provision s 
which requir e partie s t o appl y mor e trade-restrictiv e measure s t o non-partie s 
than t o partie s ar e incorporate d i n th e Base l Conventio n an d i n CITES . 

These provision s rais e tw o set s o f questions . First , ar e th e trad e provision s 
requiring membe r countrie s t o prohibi t o r restric t thei r trad e wit h countrie s 
that ar e no t partie s t o th e environmenta l agreement s reall y necessar y an d 
desirable fro m th e economi c poin t o f view ? Th e secon d questio n i s whethe r 
these provisions , whic h appl y o n a  discriminator y basi s t o import s o r export s 
from non-parties , ar e consisten t wit h th e obligation s o f partie s unde r th e 
general principle s o f internationa l la w and, mor e particularly , GAT T law . 

These issue s are being discussed i n the bodies concerne d with th e environmen t 
such a s UNEP an d i n the W TO Committe e o n Trade an d Environmen t (CTE) . 
However, a s CTE noted i n it s 199 6 report , the W TO rule s provide broad scop e 
for suc h measure s an d ther e was as yet n o agreemen t amon g membe r countrie s 
to chang e th e relate d W T O provisions . 

Environmental benefits of trade liberalization 

One o f th e broade r an d importan t issue s receivin g th e attentio n o f CT E i s th e 
relationship betwee n trad e liberalization , an d environmenta l protectio n an d 
sustainable development . T o provid e a  basi s fo r discussio n o n th e subject , th e 
W T O Secretaria t ha s prepare d a  backgroun d pape r coverin g a  numbe r o f 
sectors (agriculture , energy , fisheries , forestry , non-ferrou s metals , textile s an d 
clothing, leather , an d environmenta l services) , outlinin g th e mos t prevalen t 
trade restriction s an d distortion s i n each secto r and th e environmenta l benefit s 
associated wit h thei r elimination . 

The pape r note s that , t o a  grea t extent , trad e liberalizatio n i s no t th e primar y 
cause o f environmenta l degradation , no r ar e trad e instrument s th e first-bes t 
policy fo r addressin g environmenta l problems . The mos t significan t par t o f th e 
relationship betwee n trad e liberalizatio n an d th e environment i s reflected i n it s 
indirect effect s o n level s an d pattern s o f productio n an d consumption . 
Therefore, th e environmenta l benefit s o f removin g trad e restriction s an d 
distortions ar e als o likel y t o b e indirec t an d no t readil y identifiabl e i n genera l 
terms. 

The basi c premis e o f th e Secretariat' s pape r i s tha t i n well-functionin g 
market-based economies , price s registe r th e relativ e scarcit y o f resource s an d 
consumer preferences ; thei r rol e is , inter  alia,  t o allocat e resource s efficiently . 
The welfare o f societ y can b e undermined , however , when marke t price s fai l t o 
capture th e effect s o f environmentall y damagin g activitie s an d therefor e sen d 
misleading signal s o n th e optima l us e o f environmenta l resources . Resourc e 
misallocation undermine s effectiv e environmenta l management . Distorte d 
prices obscur e th e abundanc e o f under-utilize d environmenta l resources , 
contribute t o th e excessiv e depletio n o f exhaustibl e resources , generat e ne w 
environmental problems , an d increas e th e excessiv e us e o f environmentall y 
damaging inputs . 

The backgroun d paper , however , point s t o a  positive relationshi p betwee n th e 
removal o f trad e restriction s an d distortion s an d improve d environmenta l 
quality. Suc h a  relationship result s in : 

• Mor e efficien t factor-us e an d consumptio n pattern s throug h enhance d 
competition; 

• Povert y reductio n throug h trad e expansio n an d th e encouragemen t o f a 
sustainable rat e o f natura l resourc e exploitation ; 
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• A n increas e i n th e availabilit y o f environment-relate d good s an d service s 
through marke t liberalization ; an d 

• Bette r condition s fo r internationa l cooperatio n throug h a  continuin g 
process o f multilatera l negotiations . 

For developin g countries , trad e i s th e mai n mean s availabl e t o secur e th e 
resources neede d fo r environmenta l protection . Th e politica l promise s mad e a t 
the Unite d Nation s Conferenc e o n Environmen t an d Developmen t (UNCED ) 
of large financial an d technolog y transfers t o developing countries to help the m 
meet thei r economi c developmen t an d environmenta l protectio n need s hav e 
not been fulfilled . A s a result, trade liberalization i n favour o f products of expor t 
interest to developing countries has become a  fundamental requiremen t t o hel p 
them achiev e sustainabl e development . I n addition , t o addres s som e o f th e 
most pressing global environmenta l problem s (e.g . climate change) , liberalizin g 
trade in environmental goods and services can make a significant contribution . 

Future work 

CTE continue s t o carr y ou t analytica l wor k o n thes e an d othe r relate d issues . 
The decisio n o n whethe r ther e shoul d b e negotiation s leadin g t o th e 
development o f ne w rule s i n thi s are a wil l b e take n a t th e thir d Ministeria l 
Conference t o b e hel d i n Novembe r 1999 . 

References 

Trade an d environment . (WTO , backgroun d pape r submitte d t o th e Trad e an d 
Environment Seminar , Cairo, 1998) . 

Rege, Vinod. GAT T La w an d environment-relate d issue s affectin g trad e o f developin g 
countries. Journal of World Trade,  28:3, 1994. 



ANNEX 

Polluter-pays and user-pays principles 

According to th e polluter-pay s principl e (PPP ) th e pollute r shoul d b e mad e t o 
bear the expenses incurred by public authorities fo r the abatemen t o f pollution 
and its prevention and for the maintenance of the environment in an acceptable 
state. I t complement s th e user-pay s principl e (UPP ) whic h wa s develope d b y 
OECD subsequently. While PPP is concerned with pollution, UPP deals with the 
pricing o f exhaustibl e natura l resources . I t state s tha t th e pric e o f a  natura l 
resource should reflec t th e ful l rang e of costs involved in using it, including the 
costs of the external effects associated with exploiting, transforming and using the 
resource, together with the costs of future use s forgone . 

The economi c rationale o n which bot h thes e principle s ar e based i s that whe n 
environmental cost s ar e full y internalized , an d ar e thus reflecte d i n prices , the 
market mechanism can be expected to encourage the adoption of techniques fo r 
pollution abatemen t an d fo r th e conservatio n o f exhaustible resource s to levels 
consistent wit h sustainabl e development , an d t o hel p preven t distortion s i n 
investment allocatio n an d trad e patterns . Th e implementatio n o f th e tw o 
principles by all countries could thus facilitate the sustainable development of the 
world's resources. 

It i s visualized tha t th e internalizatio n o f cost s i n accordanc e wit h thes e tw o 
principles can be achieved through command and control measures (ranging from 
process and product standards to individual regulations and prohibitions) and/o r 
through economi c instrument s (providin g fo r th e lev y o f variou s kind s o f 
pollution charges). 
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