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Trade in Environmental Goods and Services and Sustainable Development

FOREWORD

Environmental goods and services (EGS) as a subset of goods and services was singled out for attention in
the negotiating mandate adopted at the Fourth Ministerial Conference of the World Trade Organization
(WTO) in November 2001. Increasing access to and use of EGS can yield a number of benefits including
reducing air and water-pollution, improving energy and resource-efficiency and facilitating solid-
waste disposal to name a few of the benefits. Gradual trade liberalisation and carefully managed
market opening in these sectors can also be a powerful tool for economic development by generating
economic growth and employment and enabling the transfer of valuable skills, technology and know-
how embedded in such goods and services. In short, well-managed trade liberalisation in EGS can
facilitate the achievement of sustainable development goals laid out in global mandates such as the
Johannesburg Plan of Implementation, the UN Millennium Development Goals and various multilateral
environmental agreements (MEAs).

While Paragraph 31(iii) of the Doha mandate calls for a reduction, or as appropriate, elimination of
tariffs and non-tariff barriers (NTBs) on EGS, the lack of a universally accepted definition on EGS has
meant that trade delegates have struggled over the scope of goods and services that would be taken up
for liberalisation. Further, while the aim of the EGS mandate is to liberalise, it provides no indication
of the pace, depth or sequencing of liberalisation vis-a-vis ‘other’ goods and services. A major fault
line in the negotiations on environmental goods is the dispute over whether only goods intended solely
for environmental protection purposes should be included as opposed to goods that may have both
environmental and non-environmental uses. A number of developing countries are concerned about
the inclusion of goods which they perceive as only vaguely linked to environmental protection. They
are also worried about the import-led impacts of including a broad range of industrial goods on their
domestic industries, employment and tariff revenues. In a broader context, a lack of movement on
issues of interest to developing countries, particularly agriculture, also inhibits proactive developing
country engagement on EGS negotiations.

Developing countries are clearly interested in including, as part of ongoing WTO negotiations,
products of export interest that could provide environmental benefits, export earnings and livelihoods
to local populations. At the same time, many developing countries lack a comparative advantage in
the so-called ‘traditional’ environmental goods and services that are reflected in lists developed by
the Organisation for Economic Cooperation and Development (OECD) and the Asia-Pacific Economic
Cooperation (APEC) and are often capital and technology-intensive. This has also led experts to point
to environmentally preferable products (EPPs) as an export category worth consideration by developing
countries. The global market size and export share of developing countries in these products is,
however, still relatively small. There are also systemic concerns developing countries have with regard
to environmentally preferable products, particularly in those cases where environmental benefits
arise as a result of the process and production methods (PPMs).

Negotiations on environmental services have also not made much headway. The issue of classification
of environmental services is important as it will set clear parameters on the types of services that are
actually liberalised. The development of sound domestic regulatory frameworks in the environmental
services sector is also an important pre-requisite to liberalisation. It is feared that lack of strong
regulatory mechanisms in the environmental services sector, combined with the ‘public service’
dimension of a number of these services, would hinder developing countries’ ability to ensure that
trade liberalisation in these services was compatible with sustainable development objectives such
as universal and equitable access.
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It is obvious that the economic and social dimensions of sustainable development will play as
important a role as environmental ones in guiding WTO Members’ negotiating strategy on EGS. But
these elements also need to be more clearly defined by each country taking into account domestic
sustainable development priorities and concerns. WTO Members should respond to these priorities and
concerns by negotiating appropriately-crafted language and numbers.

The reality, however, is that clear knowledge gaps exist on the various dimensions of trade in EGS
as well as the methods and options by which countries can formulate a domestic and negotiating
strategy on EGS. This EGS Policy Discussion Paper is an attempt to bridge some of the knowledge gaps
in this area and facilitate strengthened engagement of developing countries in the EGS negotiations
so that they can work towards an outcome meaningful for their sustainable development goals and
priorities.

The EGS Policy Discussion Paper is part of a series of issue papers commissioned in the context of
ICTSD’s Environmental Goods and Services Project, which address a range of cross-cutting, country
specific and regional issues of relevance to the current EGS negotiations. The project aims to enhance
developing countries’ capacity to understand trade and sustainable development issue linkages with
respect to EGS and reflect regional perspectives and priorities in regional and multilateral trade
negotiations. We hope you will find this paper to be stimulating and informative reading and useful
for your work.

T

——

Ricardo Meléndez-Ortiz
Chief Executive, ICTSD
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Trade in Environmental Goods and Services and Sustainable Development

INTRODUCTION

Paragraph 31 (iii) of the Doha Ministerial Declaration calls for the “the reduction or, as appropriate,
elimination of tariff and non-tariff barriers (NTBs) to environmental goods and services” (EGS). The
evolution of the debate and statements made by the World Trade Organization (WTO) Members
indicate that the issue has taken on dimensions that might not have been anticipated when EGS was,
for the first time, singled out for liberalisation as part of a formal WTO mandate.

While the special sessions of the Committee on Trade and Environment (CTE) have seen some
constructive discussion and submissions on environmental goods, WTO Members are still searching
for a meaningful way to proceed. Submissions on both procedural modalities and substantive aspects
have taken place in parallel mode. Environmental services negotiated within the special sessions of
the Council for Trade in Services have witnessed a number of requests, primarily from developed
countries, but few offers from developing countries so far. The political emphasis contained in Para
31 (iii) seems to have done little to speed up the process, at the time of writing.

A positive note for the WTO negotiations was struck by the ‘July Framework’ Agreement as embodied
in the 1%t August General Council Decision (WT/L/579), but negotiations became bogged down by
differences in approach and, perhaps, a lack of progress in other areas, notably agriculture. In the
period following the Hong Kong Ministerial Conference, a new sense of urgency was added with a
mandate to complete the Doha Round by the end of 2006 which was not met. The underlying challenges
have their roots in a number of sustainable development considerations that this EGS Policy Discussion
Paper will lay out in some degree of detail. It is also important to note that EGS is a relatively new
issue for WTO trade negotiators. There are still important knowledge-gaps that persist, particularly in
developing countries. This EGS Policy Discussion Paper is a step in the direction of bridging those gaps
and thereby facilitating a more meaningful engagement of domestic policy makers as well as trade
negotiators in harnessing these negotiations for sustainable development.

Part A of the EGS Policy Discussion Paper examines the historical context for the negotiations on
environmental goods and provides an overview of the key issues and challenges and state of play in
EGS negotiations. It outlines the two broad ways in which EGS can be conceptualised, namely: that
of the ‘traditional’ EGS primarily aimed at remedying or preventing an environmental problem; and
environmentally preferable products (EPP) and services which include any good that is environmentally
superior to a similar product in terms of production, consumption or disposal, or any service that is
environmentally superior to a similar service in terms of its delivery.

It then highlights the significance of EGS negotiations, particularly from the trade and sustainable
development perspective, traces the evolution of the negotiations, and describes the key environmental,
developmental and crosscutting challenges facing negotiators including relevant issues and ‘fault-lines’
characterising the talks. The key challenges relate to emphasising the ‘environment’ in environmental
goods negotiations, ‘market access’ or broadening the export basket for developing countries, the
effects of EGS imports on domestic industries and tariff-revenue, uncertainty with regard to NTBs,
creating and enhancing domestic capacities and enabling technology transfer and tying concessions
in environmental goods negotiations to a ‘broader sustainable development package’ in other areas
of negotiations.

The issues that are related to these environmental, developmental and crosscutting challenges
are complex and primarily have to do with reaching a common ground on what is, or is not, an
environmental good as well as product coverage, classification and technological evolution. While
the negotiations are focussed on tariffs, dealing with non-tariff measures will be important as
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these particularly affect developing country exporters. Concerns with regard to the impacts of
liberalisation on established industries have also fuelled calls for effective special and differential
treatment (S&DT) to be part of the discussions and the need to ensure that negotiations can
deliver, or are at least supportive of, technology transfer within EGS. It will also be necessary to
define product coverage of environmental goods in such a way that products of export interest
to developing countries are also included. Some developing countries like Brazil have called for
biofuels such as ethanol to be regarded as an environmental good. If this happens, the negotiations
could be a powerful vehicle for liberalising tariffs and, possibly, trade-distorting subsidies in the
biofuels sector.

In addition to ‘what goods to liberalise’, the issue of ‘how to liberalise’ or the approach to
negotiations will be critical to determining the outcome of negotiations. Presently, most proponents
of EGS liberalisation, mainly developed countries, favour a ‘list approach’ consisting of permanent
bound liberalisation of select environmental goods on a most-favoured nation (MFN) basis, normally
followed for all products in the WTO. However, an alternative project approach, proposed by India
as well as Argentina’s Integrated Approach are based on temporarily liberalising on an MFN basis only
those goods and services destined for designated environmental projects ,with the broad criteria
for projects being determined by the CTE. List approach proponents see this as not providing the
predictability of bound liberalisation and also possibly inconsistent with WTO rules. Most developing
countries have so far stood by the project approach. The issue of approach will be essential to resolve
before progress on product coverage and treatment can be made. Part A also evaluates the List and
Project Approaches in terms of its response to key challenges in the negotiations.

Trade in environmental services though closely related, and in many cases, integrated with trade in
environmental goods, follows a separate track within the WTO negotiations-being discussed within
special sessions of the Council for Trade in Services. There are some issues specific to environmental
services such as making classification relevant to market realities and the fact that many services
such as provision of sewage services or ‘water for human use’ (whose inclusion as an ‘environmental
service’ has proven controversial) touch upon essential services where equity and universal access
considerations are important. The uncertainty of the impacts of liberalisation on these considerations
as well as absence of domestic regulation to correct market failures is also an important reason
why developing country WTO Members may not be rushing to liberalise environmental services
despite perceived environmental gains. The perceived lack of significant export opportunities in
environmental services, as in environmental goods, may also be a contributing factor to luke-warm
developing country engagement.

Classification of environmental services is a major issue for the WTO negotiations. The WTO W/120;
the OECD/Eurostat and the United Nations Conference on Trade and Development (UNCTAD)
are the three major existing classifications. The WTO’s Committee on Specific Commitments has
been revising the existing General Agreement on Trade in Services (GATS) classification of
environmental services. A new EU proposal that is based on the Eurostat/OECD one, attempts a
sub-division into 7 sub-sectors: (i) water for human use and waste-water treatment ( water for
human use was subsequently dropped); (ii) solid and hazardous waste management; (iii) protection
of ambient air and climate; (iv) remediation and cleaning of soil and water; (v) noise and vibration
abatement; (vi) protection of biodiversity and landscape; (vii) other environmental and ancillary
services. This classification, reportedly, has had strong support from several WTO members, with
the significant exception of the first item - water for human use - which many countries do not see as
an environmental service per se.

XV
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A number of developing countries have received plurilateral requests by the EU, Australia, Canada,
Japan, Korea, Norway, Singapore, Switzerland, Chinese Taipei, and the United States to open up key areas
of environmental services. However, lack of meaningful progress in Agriculture and Non-agricultural
Market Access Negotiations (NAMA) may not encourage developing countries to be forthcoming with
their commitments. Progress in developing adequate disciplines on domestic regulation, subsidies and
emergency safeguards as well as procurement will also influence the sustainable development impact
of environmental services negotiations.

Part A concludes with some comments on the outlook ahead.

Domestic economic, social and environmental realities of countries should guide EGS trade liberalisation
efforts at the WTO. If appropriately designed, trade liberalisation of environmental goods (EGS) will allow
some developing countries to significantly expand their production and export of EGS and thus promote
increased industrial diversification of their economies. For many others, trade liberalisation of EGS may
provide gains needed to support rural economies, facilitate the integration of their small and medium
sized enterprises into related global supply chains, and thereby increase employment and contribute to
poverty reduction. However, if not well designed, liberalising policies for EGS might also be the source of
harsher times for local producers, especially for small and medium-sized enterprises (SMEs).

Part B, Chapter 1, in the series, by Edmundo Claro and Nicolas Lucas, highlights the realities of trade
flows in EG globally as well as regional specificities emerging from studies on EGS commissioned by
ICTSD in Latin America and Asia. The chapter also proposes a methodology for crafting a domestic
policy framework on environmental goods based on considerations in the economic, social and
environmental pillars of sustainable development.

In this chapter, Claro and Lucas also examine some of the main characteristics of trade flows in EG
worldwide as well as some regional singularities from Asia and South America. Based on this examination,
and considering economic, environmental and social aspects of EG trade liberalisation, many of which
are related to the challenges outlined in Part A, the chapter also proposes a framework for domestic
discussions aimed at helping developing countries design their corresponding strategies. The analysis is
based on two categories: established environmental technologies (EET) that correspond to the concept of
‘traditional environmental goods’ introduced in Part A, and environmentally preferable products (EPP).

In 2003, global trade of EG reached approximately USD369 billion. While 20.1 percent of EG exports
originated in developing countries, this group of countries imported 31.7 percent of total EG trade,
making them net importers of EG. During the same year, while developing countries had a large
USD 47 billion trade deficit in EET, concerning EPP they experienced a modest USD 4 billion trade
surplus. Whereas all developing country regions were net importers of EET, only Asia and Oceania
showed a trade surplus of EPP during 2003 which amounted to approximately USD 4.9 billion (Hamwey,
2006). Although developing country regions account for a small part of the global EG market, their
environmental industries have been growing, and are expected to grow, at a much higher pace than
those of developed countries (Yu, 2007).

Despite the fact that exports of EET from developing countries have been increasing during recent
years, there are some problems that still constrain their exporting capacity. For example, while
some argue that small firms have difficulty in increasing their environmental goods exports due
to their lack of marketing and infrastructure of after-sales service, others note that exporters of
environmental goods experience difficulties associated with lack of capital and the inaccessibility
of export credits. This situation has prompted some governments to support their domestic
environmental firms.
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Although there has been an increasing consumer demand for EPP during recent years, especially for
products such as organic food and non-wood forest products, there are problems in developing countries
for exporting EPP, especially for SMEs. Irrespective of the problems faced by these producers, developing
countries’ governments, in general, have not made important efforts in supporting or elaborating a
strategy towards EPP. Once developing countries’ governments are aware of the benefits of producing
and exporting EPP, they will be able to formulate coherent strategies to promote these products.

The global EG market seems to offer important opportunities for developing countries, participating
effectively in international trade negotiations is costly and requires a high level of capacity in national
delegations. With so many other fronts to cover at the WTO, Claro and Lucas point out that developing
countries need to assess the convenience of taking an active part or not in environmental goods
negotiations, both in terms of the risks and opportunities involved.

According to Claro and Lucas, the adoption of a national strategic approach (on the nature of
participation in EG negotiations) hinges on the national understanding of ‘mutual supportiveness’.
Following Howse et al. (2006), ‘mutual supportiveness suggests that a country needs to answer two
questions to decide whether or not to liberalise which products and under what modalities:

e How will reducing barriers on EG enhance environmental protection?
e How will reducing barriers on EG enhance trade?

According to Claro and Lucas, developing countries should only liberalise environmental goods in the
context of a strategic sustainable development policy. This entails a strategic assessment of why it wants
to approach EG liberalisation through WTO negotiations. ‘Environmental protection,’ arguably, can be
undertaken by countries liberalising autonomously. Liberalising through the WTO negotiations, while
including only products with sound environmental credentials, should also demonstrate howit willenhance
trade for developing countries and help in the pursuit of other sustainable development objectives.
Therefore, a country should define its priorities and be clear about the goals it is pursuing by negotiating
environmental goods. The authors add that one of the advantages of singling out ‘environmental goods’
for distinct negotiations is that it forces a domestic discussion between economic and environmental
authorities on a limited universe of goods. It is not possible to define a sound negotiating strategy at the
WTO without talking to other government agencies and social actors. A domestic consultative process is
particularly warranted for these negotiations. A framework for domestic discussion could be organised
around three objectives: defining priorities and goals; finding sound information based on economic,
social and environmental assessments involving multiple stakeholders; ,and determining what type of
modalities at the WTO would best respond to these sustainable development priorities.

While developing country WTO Members may have differing domestic sustainable development
priorities, addressing them within multilateral trade negotiations on environmental goods implies
responding strategically to a similar set of challenges.

Part B, Chapter 2 looks forward to the possibilities that are open for negotiating environmental goods
within the WTO context. In this section, Mahesh Sugathan proposes options for modalities within the
EG negotiations that can deliver on a strategy responding to the immediate challenges facing WTO
negotiators that were outlined in Part A. These are the same challenges that Chapter 1 looks at from
a domestic strategy perspective. Thus, Chapter 2 is essentially the response to these challenges at
the multilateral level.

The key elements within each strategic response describe the various actions that respond to the
underlying concerns manifest in the challenges. These responses will then need to be delivered
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through an appropriate set of modalities that may involve either the list or project approaches or
some combination of the two. If a list approach is adopted, it will be particularly important to respond
to these challenges through a creative combination of selection, in terms of strategic targeting of
various products and product groups of export or import interest to Members, and treatment including
appropriate flexibility to developing countries through special and differential treatment. Ideally,
such a strategy will have been duly informed by different sustainable development considerations, as
laid out by Claro and Lucas in Chapter 1 and arrived at through a domestic process of broad-based and
inclusive decision-making involving consultation of all stakeholder groups.

Part C, by Mario Marconini, provides a framework on conceptual issues and classification debate in
environmental services and an overview of the market realities of trade in environmental services
before proceeding to outline a domestic policy process and strategy on environmental services.
Marconi also outlines strategies and instruments for negotiations at the WTO, in addition to one for
autonomous liberalisation. Marconini proposes a form of effectively “including” the environmental
services sector into the GATS, irrespective of already known difficulties in the negotiating process.

Within the environment industry, the environmental services component prevails significantly over the
goods component, having accounted in the last few years for over 75 percent of the total market value.
The two main services segments around the world are water and wastewater treatment/management
and solid waste management, each respectively accounting for roughly 30 percent and 22 percent
of the total environmental market. While developing countries may have a small part of the current
market, they also constitute the greatest growth markets as attested by the enormous inadequacies,
inefficiencies and insufficiencies in the provision of environmental services such as clean water,
sanitation and waste management. Supply and demand factors have a crucial effect on the development
of indigenous environmental industries. These include the state of environmental degradation and move
towards efficiency in energy and resource-use, environmental regulation, domestic purchasing power as
well as government expenditure and policies including investment policies.

Studies have shown that technology-transfer in environmental services may best be achieved
commercially than by ‘decree’. The nature of the contract signed between government and the
private sector in cases of concessions or build-operate-transfer (BOT) projects has been important
in determining the obligations of firms involved. Marconini points out that attracting investment into
essential services such as water or sanitation has been difficult despite the extremely high demand
for them.

Those difficulties, according to Marconini, can be traced to the risks of unsustainability of operations
where revenue streams are irregular (tariff collection) due to the low purchasing power of populations
alongside non-existent or precarious supporting social policies such as subsidies. As a response,
BOT contracts have evolved, which attributes to the private sector the design, construction and
operation of a facility, while retaining sensitive matters of distribution and tariff collection with local
governments. Success or failure of investment may be determined as much by investment appetite as
by a good regulatory framework.

As a general rule, export capacities in infrastructural environmental services are relatively absent from
the developing world and are dominated by firms from the OECD. However, a few economies such as
the Republic of Korea (hereafter Korea) and Chinese Taipei have become exporters of infrastructure-
related goods and services through strategic capacitation policies. This has been alongside the
existence of world-class “end-use” environmental firms in crucial sectors such as construction,
engineering and architecture. For other developing countries, non-infrastructural environmental
services and ‘environmentally-preferable’ services, such as eco-tourism, hold the promise of much
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opportunity, although a number of barriers, like those hindering temporary movement of people,
remain to be tackled.

As in environmental goods, it is important that developing countries engage proactively to ensure that
WTO negotiations on environmental services result in an outcome that is meaningful to sustainable
development. Again, this implies liberalising autonomously or within the WTO in the context of a
strategic sustainable development policy. According to Marconini, this entails putting in place a national
process to integrate domestic sustainable development considerations. The national process involves
integrating a number of elements. Firstly, countries need to assess crucial aspects of their markets
and regulatory frameworks, including their goods and services markets and underlying regulatory
frameworks, the dynamic relationships between goods and services as well and the demand and
supply factors. Secondly, the national policy-mix for the environmental services (ES) sector should
be mindful at least of five principal elements: technological prowess; financing and subsidies; foreign
direct investment; and small and medium enterprises (SMEs). Thirdly, a consistent national policy
on ES could follow a set of ‘guiding principles’ that comprise strategic vision, integrated approach,
pragmatism, creativity, equity, regulatory comprehensiveness, optimal policy-mix, industrial approach,
adequate sequencing and international pro-activeness.

All these elements of national process could serve to influence a country’s autonomous or WTO-
related trade policy. Within the WTO, negotiations should respond strategically to the challenges
such as enabling a coherent classification system responsive to market realities, greater specificity
and clarity on domestic regulation, negotiating appropriate emergency safeguard measures,
ensuring that subsidies and subsidy-disciplines are pro-sustainable development and understanding
the relevance of Government Procurement while differentiating GATS Market Access concessions.
These strategic responses should be delivered through GATS commitments supported by appropriate
instruments such as: (i) A Sectoral Annex comprising a set of provisions that would complement
and clarify framework provisions by addressing specificities of the environmental services sector;
(i) An Optional document such as an understanding or reference paper that would not only clarify
framework provisions but also codify important sectoral issues and notions as in domestic regulation,
and (iii) Schedule-based clarifications.

Marconini states that autonomous liberalisation should be seen as a necessary step for countries
that can see the need to internationalise their environmental market, but are not sure of how to go
about it. Countries may need policy-flexibility to try out best practices and develop definitive policy
and regulatory frameworks before they ‘lock-in’ liberalisation. ‘Credit’ for autonomous liberalisation
should go farther than the “usual” parameters (sectoral coverage, share of the sector in total trade,
etc.) to include social and environmental criteria.

According to Marconini, while the value and benefits of transparency, consistency and predictability
through GATS commitments are well-recognised, it may be a second-best option compared to a
reliable, clear and well-organised domestic strategy for the environmental sector. In the course of
a reasonable period this would clarify national apprehensions and stiffen the resolve to revamp and
reform. Thus, it is up to each country to decide the ‘ripe’ time for committing. Also, it is up to
every country to determine whether or not there are aspects touching on environmental matters that
may be the object of international commitments, even in the absence of a full-fledged policy and
regulatory construct for the sector. The important thing is to be mindful of the fact that solutions
cannot be generalised for all countries, and that one country’s experience can only be one, and not
the, reference for another’s reform. Marconini concludes with the assertion that determining what
a country wants for itself in environmental goods and services is urgent. Committing internationally,
particularly when so many crucial issues are still unresolved at that level, is not.
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In Appendix I, Enrique Lendo Fuentes sets out a new methodological approach known as Sustainability
Impact Assessment of Trade in EGS for Individual Countries (SIAIC). This methodology suitably adapted
from pre-existing ones, was applied to Mexico, within a paper previously commissioned by ICTSD and
the North American Commission for Environmental Cooperation (CEC). The methodology can be used
by WTO Members to compare the sustainable development gains from liberalising trade in EGS under
two (or more) alternative definition/classification approaches. The methodology is qualitative and is
based on a hypothetical process logically linking liberalisation in environmental goods and services
under alternative definitions of EGS and a number of national sustainable development standards
impacted by the liberalisation process. Lendo points out that most quantitative methodologies are not
robust enough to generate adequate consensus for their use.

While drawing upon two methodologies-the first of which was developed by Kirkpatrick, Lee and
Morrissey, and the second by Bisset, Flint, Kirkpatrick, Mitlin and Westlake, the SIAIC differentiates
itself from these two methodologies in seeking to assess the general sustainable development impacts
from comparable EGS definition/classification approaches, as opposed to specific EGS categories
under a single definition/classification. It also addresses the sustainable development impacts for
the specific case of an individual country, in light of its sustainable development standards (e.g.
goals, strategies, programmes, etc.), as opposed to broader goals, either defined by international
instruments or the literature.

According to Lendo, while selecting a definition/classification for EGS it is important to keep in mind
the spirit of Para 31 (iii) which is to ensure mutual supportiveness of trade and environment. Instead
of reinventing definitions, WTO Members could build upon existing definitions that are solid and
comprehensive enough to accommodate the three dimensions of sustainable development-economic,
social and environmental. Taking the OECD classification of the environment industry as an example
and by suitably modifying it, Lendo goes on to explain how the original and modified definitions could
be used as the basis to compare the sustainable development impact of liberalisation through the
SIAIC with the help of its two key components including the causal chain analysis and the potential
impact analysis. While the causal chain sets the stage for the potential impact analysis by showing
the logical cause-and-effect interplay among various variables that lead to different sustainable
development outcomes, the potential impact analysis estimates the number of individual country
sustainable development standards that are impacted by liberalisation under both “traditional” and
“broad” EGS definitions and the likely direction of such impacts.

Lendo concludes by underlining the importance of suitable enhancing or flanking measures for turning
sustainable development impact potential into actual gains.

This EGS Policy Discussion Paper draws on the intensive research and dialogue process carried out by
ICTSD since early 2005 as part of a formal Project entitled Bridging Trade and Sustainable Development
in Environmental Goods and Services. Details of the various dialogues and research outputs that form
the basis of the findings in this EGS Policy Discussion Paper are laid out in Appendix .
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PART A: ENVIRONMENTAL GOODS AND SERVICES NEGOTIATIONS:
CONCEPTS, KEY ISSUES AND STATE OF PLAY

1. ENVIRONMENTAL GOODS AND SERVICES NEGOTIATIONS:
EVOLUTIONARY HISTORY AND THE POTENTIAL FOR A TRADE
AND SUSTAINABLE DEVELOPMENT ‘WIN-WIN’

Negotiations on environmental goods and
services are not new to the multilateral
trading system. While there is no universally
acceptable definition on what environmental
goods are, they have always been part of
negotiations under industrial or agricultural
goods negotiations and, at least in principle
continue to remain so.

Paragraph 31 (iii), for the first time, singled out
environmental goods as a group for liberalisation
(reduction of tariffs and NTBs) under a WTO
negotiating mandate.

Environmental services, on the other hand,
have always been considered as inclusive of
as a specific set of services within the WTO.
These include wastewater treatment (or
sewage services) and protection of ambient air
and climate (or cleaning services for exhaust
gases), even though there is disagreement
as to whether to include services with an
environmental end-use such as engineering or
consultancy as a ‘pure’ environmental service
per se.

The inclusion of EGS as part of the negotiating
mandate is often attributed to the political
dynamics of bargaining during the course of the
Doha Ministerial Conference. Some experts have
attributed its inclusion, as with the trade and
environment mandate as a whole, to a quid pro
quo demanded by the European Union (EU) in
return for a commitment to phase out export
subsidies in agriculture. Trade sources also
consider the United States as playing a key role
in influencing the EU’s push for inclusion of EGS
within the Para 31 (iii) mandate. Also relevant
were pressures by EU stakeholders such as civil
society that increasingly put pressure on policy-
makers to address environment-related concerns
relevant to the multilateral trading system.

It has been pointed out that greater and cost-
effective access to EGS in developing countries
would potentially:

e Help developing countries progress towards
implementing the Johannesburg Plan
of Implementation adopted at the 2002
World Summit on Sustainable Development
(WSSD) and achievement of key Millennium
Development Goals (MDGs), particularly
through the provision of critical services
such as clean water and sanitation, aided
by appropriate goods and technology. This
would obviously translate into better social
indicators such as less disease and healthier
individuals and cleaner environments;

e Provide a means of employment and
economic activity, particularly in the case
of trade in environmental services via Mode
3 (commercial presence);

« Enable developing country firms, including
those producing for the export market,
to economise on resource/energy use
and comply with better environmental
standards; and

e Increase access to new technologies and
know-how “embedded” in EGS.

Trade liberalisation in EGS both narrowly and
broadly defined will enable a freer flow of
goods and services relevant to environmental
protection. However, whether or not the lower
costs induced by lower or zero tariffs and NTBs
will translate into greater access to these goods
and services in developing countries, remains
to be seen. It is here that the role of suitable
flanking policies and their mainstreaming into
WTO rules may be important.

Many developing countries would also like any
basket of EGS to include products of export
interest to developing countries that, apart
from obvious environmental benefits, could also
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Environmental Goods and Services in Other Fora

Significant outcomes relevant to EGS have also taken place in other environmental and
development policy realms, although EGS has not been singled out as in the WTO Doha mandate.
Multilateral environmental agreements (MEAs) such as the Montreal Protocol on ozone-depleting
substances and the Kyoto Protocol add significance to trade and investment in EGS that will
be necessary to meet these environmental goals. For example, these include provisions on
technology transfer contained in the Montreal Protocol (Article X: A) and the Kyoto Protocol’s
Clean Development Mechanism (Article Xll). The Johannesburg Plan of Implementation calls
on countries to “support voluntary WTO compatible market-based initiatives for the creation
and expansion of domestic and international markets for environmentally friendly goods and
services, including organic products [...].” The UN Millennium Development Goal #7 enjoins
governments to ‘ensure environmental sustainability’ through, inter alia, integrating the
principles of sustainable development into country policies and programmes and reverse the
loss of environmental resources; halving, by 2015, the proportion of people without sustainable
access to safe drinking water and having achieved, by 2020, a significant improvement in
the lives of at least 100 million slum dwellers. It is clear that these different goals emerging
from various sustainable development fora would require, for implementation purposes or as
outcomes, EGS in the broadest sense of the term.

Trade negotiations on environmental goods as a category precede the Doha Round. Sectoral
negotiations on these goods first emerged as part of the Early Voluntary Sector Liberalisation
(EVSL) initiative launched by the Asia Pacific Economic Cooperation (APEC) in 1997. This was
based on the model of the Information Technology Agreement (ITA) that was completed the
same year. The EVSL was aimed at rapid liberalisation in selected sectors to be picked by all
APEC Members who would also develop frameworks that specified product coverage and phase-
outs of tariffs. This would then be proposed to the WTO for broader support. Following lack
of significant momentum on liberalisation that depends on voluntary initiatives rather than
negotiations at APEC, Members of the economic grouping reportedly shifted the tariff-cutting
part to the WTO, preferring to focus instead on NTBs and technical cooperation. The APEC list,
drawn up on the basis of individual nominations, refers to the OECD/Eurostat (Statistical Office
for the European Communities) definition of the environment industry that was developed for
analytical purposes. The industry, according to the OECD and Eurostat, comprises “activities
which produce goods and services to measure, prevent, limit, minimise or correct environmental
damage to water, air and soil, as well as problems related to waste, noise and ecosystems.”
The OECD has categorised these goods and services under three broad headings: pollution
management, cleaner technologies and products, and resource management. Experts have,
however, pointed out “inclusion and exclusion” differences in the listing categories of goods.
For example, ethanol is included in the OECD list, but excluded from the APEC list.

In addition to the OECD/APEC initiatives, environmental goods have also been a part of other
regional trade liberalisation initiatives such as the North American Free Trade Agreement
(NAFTA). Tariffs on environmental goods are expected to fall dramatically as a result of
regional initiatives such as the Central American Free Trade Agreement (CAFTA). CAFTA, for
instance, takes a far more ambitious approach to the liberalisation of services, compared to
the WTO. Unless Members explicitly reserve certain services, all service sectors are presumed
open. However, public services such as provision of drinking water, if provided solely by the
government on a non-profit basis, are automatically excluded. CAFTA also includes disciplines
on government procurement for both goods and services which could have implications for
trade in environmental goods and services through the government procurement channel.

In regional trade liberalisation initiatives, a separate mandate to liberalise EGS does not usually
exist. This is because liberalisation is usually ambitious for all goods and services anyway and
exceptions or exemptions may be fewer than usually possible at the WTO.
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provide an important source of export earnings
and livelihood to local populations. Many experts
consider that such a shift in focus requires a
better understanding and quantification of the
sustainable development benefits that would
arise from the liberalisation of environmental
goods and services. In sum, greater access

to and trade in EGS could serve to strengthen
the ‘economic’, ‘social’ and ‘environmental’
pillars of sustainable development. From the
perspective of EGS trade negotiations, however,
a number of issues will need to be confronted
and conditions fulfilled in order to make this
possible.

2. ENVIRONMENTAL GOODS NEGOTIATIONS

2.1 State of Play

WTO negotiations on environmental goods have
not been characterised by a significant degree of
momentum, despite numerous submissions and a
higher degree of engagement among negotiators,
compared to other issues within the Doha Trade
and Environment mandate, such as clarifying
aspects of the MEA-WTO relationship. This may
be attributed to a lack of clarity in the Paragraph
31(iii) mandate, which does not contain a formal
timeline for negotiations on EGS, apart from the
overall deadline for the Single Undertaking. The
mandate does not specify what constitutes EGS
and apart from a reference to eliminate tariffs
and non-tariff measures as appropriate (emphasis
added), it does not specify the desired extent
of 'reduction’ in other cases. The key questions
with regard to environmental goods negotiations
relate to what goods to liberalise and how
to liberalise them. The various negotiating
approaches proposed by WTO Members on
environmental goods essentially try to address
these two fundamental issues.

The Doha Work Programme Decision, adopted
by the General Council on 1 August 2004 (WT/
L/579) only takes note of the reports to the Trade
Negotiations Committee (TNC) by the Special
Sessions of the CTE. Annex B of the Decision
that lays down the framework for establishing
Modalities in Market Access for Non-Agricultural
Products reaffirm that “negotiations on market
access for non-agricultural products shall aim
to reduce or as appropriate eliminate tariffs,
including the reduction or elimination of tariff
peaks, high tariffs, and tariff escalation, as well
as non-tariff barriers, in particular on products
of export interest to developing countries”.
It also reaffirms “the importance of special

and differential treatment and less than full
reciprocity in reduction commitments as integral
parts of the modalities.” It further encourages
the Negotiating Group, “to work closely with the
CTE in Special Session, with a view to addressing
the issue of non-agricultural (emphasis added)
environmental goods covered in Para 31 (iii) of
the Doha Ministerial Declaration.”)

The Ministerial Declaration (WT/MIN(05)/DEC)
that emerged at the conclusion of the Sixth WTO
Ministerial Conference in Hong Kong instructs
Members to complete the work expeditiously
under Paragraph 31(iii). The language on Non-
Agricultural Market Access, the group where
actual liberalisation modalities on environmental
goods will likely be negotiated (though not all
delegations agree to this), set a deadline of no
later than 30 April 2006 for the establishment
of modalities and no later than 31 July 2006 to
submit comprehensive draft schedules based
on these modalities. Para 31 of Annex B also
speaks about the need for closer coordination
between the CTE Special Session and the NAMA
Negotiating Group and a stock-taking of the work
undertaken in that committee. To date, most
activity on environmental goods negotiations
has taken place within the CTE Special Sessions,
rather than under NAMA.

What and how to liberalise: the list approach

From the outset, it was clear that it would be
very difficult to start from the basis of defining
what environmental goods were. A number of
countries therefore adopted a ‘list approach’
to liberalisation by proposing lists of goods that
used the ones developed by APEC and OECD as a
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starting basis. WTO Members that have formally
proposed specific lists of products, at the time of
writing, include only Canada (TN/TE/W/50 and
TN/TE/W/50/Rev.1), the European Communities
(TN/TE/W/47 and W/56), Japan (TN/MA/W/15),
Korea (TN/TE/48), New Zealand (TN/TE/
W/49), Qatar (TN/TE/W/14, W/19 and W/27),
Switzerland (TN/TE/W/57), Chinese Taipei (TN/
TE/W/44) and the United States (TN/TE/W/52).
The liberalisation intended was to follow normal
WTO market access type negotiations involving
permanent MFN liberalisation of bound tariffs
of the goods identified in the lists subject to
negotiation.

On 27 April 2007, Canada, the EU, Japan,
Korea, New Zealand, Norway, Chinese Taipei,
Switzerland and the United States (termed
“Friends of Environmental Goods”) submitted a
joint proposal, JOB(07)/54, containing a revised
list of environmental goods subsequent to a
review of their previously submitted lists. The
review aimed at coming up with a reduced set

of goods that was responsive to the concerns of
WTO Members and offered the potential for a high
degree of convergence among WTO Members.
“The Potential Convergence Set” of products, as
the co-sponsors termed it, contains 153 products
(including a number of ex-outs). The list is
significantly lower than the previous consolidated
list of goods (TN/TE/W/63) submitted by the
‘Friends’ group that exceeds 400 products. (In
addition to 15 products submitted by Qatar). At
the time of writing, this latest list is not yet a
formal submission and the ‘Friends’, however,
retain the discretion to add further products,
including those previously dropped.

However, the ‘list’ approach failed to address the
concerns that many developing countries have.
An assessment of the negotiations to date and
informal consultations with delegates in Geneva
have revealed the following key challenges that
the ‘list-approach’ failed to address. These can
broadly be categorised as environment-related,
development-related and others.

2.2 List-Approach: Environment-Related Challenges

Emphasisingthe ‘environment’in ‘Environmental’
Goods negotiations: the single, predominant and
dual use’ controversy

This  challenge reflects the underlying
consideration in having a separate mandate for
negotiations on environmental goods, rather
than subsuming it within the broader sphere of
negotiationsonnon-agricultural marketaccess (or
agriculture). Negotiationsonenvironmental goods
should be geared to facilitating the achievement
of domestic and global environmental objectives.
The environmental benefit of listing products
in the negotiations should not be in doubt.
The complexity of products and the fact that a
product may have environmental as well as non-
environmental uses is obviously a challenge that
needs to be addressed.

The list approach, while it sought to avoid
difficulties involved with trying to define what
environmental goods are, could not shake them
off. The definitional question came back to
haunt Members when many developing country

Members raised questions on the environmental
credentials of products that were included in
Members’ lists.

It may be useful to digress a little and go back
to review the conceptual underpinnings that
have been proposed for environmental goods.
Environmental goods and services could, by
a rule of thumb, be conceptualised in two
ways. The first is the narrow, conventional
conception that focuses on treating a specific
environmental problem through the end-use of
a particular good or service. This characterises
the traditional classification of EGS and includes
goods and services such as wastewater treatment
equipment or solid waste disposal services.

The second conceptualisation is broader and
includes within its ambit environmentally
preferable products (EPPs) and services. The
United Nations Conference on Trade and
Development (UNCTAD) (1995) defines EPPs
as products which cause significantly less
“environmental harm” at some stage of their
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“life cycle” than alternative products that serve
the same purpose, or products the production
and sale of which contribute significantly to
the preservation of the environment. Thus,
the environmental benefits may arise from
the (more environmentally benign) production
method, during the course of its use (through
less pollution and energy-consumption) or during
the disposal stage of the product. In this case,
the primary purpose of the product or service is
not to remedy an environmental problem. Such

products in many, if not most, cases will have
a non-environmental counterpart and this raises
the question of like products and services which
are addressed in further detail later in this
paper. There may also be an overlap between
both these categories, and some EPPs may be
used to prevent or treat environmental problems
as well. For the purpose of the negotiations,
Members still lack a universally accepted
definition of EPPs.

Figure 1. ‘Traditional’ Environmental Goods vs EPPs
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In trying to pin down the ‘environmental
credentials’ of products within WTO negotiations,
Members advocating a ‘list approach’ have
referred to:

e End-use characteristics, or only products
that have an environmental end-use. For
example, Chinese Taipei’s (TN/TE/W/44)
and Korea’s (TN/TE/W/48) submissions
focus on pollution control equipment.
Korea’s submission emphasises the need
for practical and simple criteria for the
identification of environmental goods.

o Existing lists such as OECD and APEC. For
instance, Switzerland (TN/TE/W57) has

based its list on the OECD classification,
while New Zealand (TN/TE/W/46, and
TE/W/49) has used ‘reference points’ to
OECD and APEC definitions as a justification
for including any products in a list of
environmental goods. The Canadian list
(TN/TE/W/50) also contains environmental
goods identified on the basis of the OECD
and APEC lists.

e Ex-outs within existing Harmonised
Commodity Coding and Description System
(HS)-digit classifications: This system aims
to further screen out products within 6-
digit classifications based on environmental
end-use. Ex-outs, specify that only a sub-
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category of products under the HS 6-digit
level would be eligible for expedited
liberalisation. However, while these ex-
outs are described, they are not assigned a
harmonised HS-code for WTO negotiations as
countries follow their own classification for
products beyond the 6-digit level. This could
result in confusion for customs officials if a
different tariff applies only to a sub-category
of goods falling under the 6-digit level.
Existing certification standards: The EU in
its March 2005 submission (TN/TE/W/47)
acknowledged that some products might
need to be defined using certification
standards and proposed using schemes
included in the existing international Gobal
Eco-Labelling Network.

Internationally Agreed Environmental
Objectives such as the Kyoto Protocol.
Qatar’s proposal, for example, on efficient,
lower carbon pollution emitting fuels and
technologies raises the need for agreed
environmental objectives. The EU has
also referred to MEAs such as the Basel
Convention, the Montreal Protocol, the
Stockholm Convention on Persistent Organic
Pollutants, the Rotterdam Convention on
the Prior Informed Consent Procedure for
Certain Hazardous Chemicals and Pesticides
in International Trade and the Convention on
Biological Diversity. In addition, the EU also
refers to broader sustainable development
mandates such as Agenda 21', the WSSD
Plan of Implementation and the Millennium
Development Goals (MDGs) addressing basic
human needs in particular, access to safe
water and sanitation, pollution prevention,
resource use reduction and waste
minimization, e.g. MDG 7 of halving the
proportion of people without sustainable
access to safe drinking water. (For further
details, see TN/TE/W/63). Uruguay has
presented an informal ‘non-paper’ (JOB
(06)/144) proposing new parameters
for the identification of environmental
goods and services.! It suggests that they
should be based on the broader concept of
“environmental activities” - those whose
methodologies or related projects are
sanctioned by MEAs.

e Relevance of Products to Delivery of
Environmental Services have been
highlighted by Canada (TN/TE/W/50) and
the EU (TN/TE/W/47) while submitting
their individual ‘lists.’

Despite this, many countries, particularly
developing countries such as Cuba (TN/TE/
W/55) and India (TN/TE/W/51), have expressed
concerns about the ‘dual’ and ‘multiple’ uses
of products listed under various categories (See
Table 1 in the Annex).

The issue of whether or not ‘single’ or ‘dual-
use’ more closely serves the environmental and
developmental objectives that WTO Members
want Para 31 (iii) to deliver, is an issue that
merits further discussion. In many cases, it may
not be easy to ‘carve out’ products based on
purely environmental end-use. As mentioned
earlier, the same product may have multiple
uses, some of which may be non-environmental,
or unsustainable or environmentally damaging.
For example, pipes imported as part of a
sewage treatment plant could also be used for
other, non-environmental, purposes. According
to a World Customs Organisation (WCO)
representative, the harmonised system only
distinguished between products based on their
physical characteristics, and, therefore, did not
lend itself to denoting goods depending on the
process and production methods used, or on their
end-use (i.e. environmental or otherwise).

The ‘dual’ and ‘multiple-use’ issue, in fact,
has also been portrayed as a ‘double-edged’
sword. Impacts from imports of these goods are
a source of concern to developing countries. At
the same time they may be essential inputs into
various environmental activities. For instance,
New Zealand has pointed out that many dual
and multi-use products are critical to securing
important environment and development
outcomes; excluding them from the negotiation,
by applying the contested ‘single end-use’
criterion, would sharply reduce the sustainable
development outcomes expected from this
negotiation. Moreover, these products could also
hold out export opportunities for developing
countries. According to New Zealand, using
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a ‘single-end’ use approach is likely to be
commercially interesting to only four, possibly
five, major OECD economies and two developing
country Members. (TN/TE/W/49/Rev.2).

New Zealand, therefore, considers it more
appropriate to assess the environmental
credentials of products, i.e. to consider whether
or not the product has a “direct environmental
benefit.” (TN/TE/W/49/Rev.2). Canada has also
considered the ‘single-use’ criterion as reflecting
only the ‘trade’ interest (TN/TE/W/50/Rev.1),
whereas Argentina, Brazil, Egypt, India, Mexico,
Canada, the EU, New Zealand, Japan, Norway,
Taiwan, Switzerland and the US - referring to
themselves as the ‘friends of environmental
goods’ - consider single end-use as an excessively
narrow criterion to use for filtering and evaluating
potential environmental goods. Instead, they
suggest that products be retained if it can be
shown that they are predominantly used for
environmental purposes. (BRIDGES Weekly, 17
May, 2006). However, WTO Members have not yet
agreed upon a threshold for ‘predominantly.’

South Africa, along with several other developing
countries, define themselves as ‘friends of the
environment and sustainable development’,
and have tabled an informal document stressing
the importance of only liberalising trade
in environmental goods that serve a single
environmental end-use.

In response to comments from various WTO
members during the course of formal and
informal consultations, New Zealand revised its
list ‘substantially and significantly’, and reduced
the number of environmental goods within it.

In a recent proposal put forward by the US (TN/
TE/W/64), the latter raised three questions that
could provide parameters for the CTE special
session’s scope of environmental goods:

e Whether or not the product has a clear
and direct environmental benefit; in other
words, does the product have an obvious
and direct environmental end-use?

e If the product has dual or multiple-uses:
(a) whether these could be addressed by

using a narrower product-description (i.e.
at the 8 or 10-digit code), and (b) whether
the product is central to the delivery of
environmental and developmental benefits
so that exclusion from liberalisation
would significantly reduce the intended
environmental benefits of this initiative
and hinder sustainable development
objectives?

e Whether or not the product is sensitive or
otherwise raises concerns for delegations?
For example, is it inconsistent with
sustainable development objectives?

The US also said that while the APEC list was
a useful contribution, given the evolutionary
nature of the debate, the Negotiating Group
should come to its own agreement on scope.
This would require Members to consult with their
domestic industries, NGOs and other interested
stakeholders to identify new products that could
be included and to develop a WTO list.

Many developing countries are also in favour of
more specific definitions at the 8, 10 or 12-digit
levels, rather than ‘ex-outs’, as appear in many
of the lists submitted. (BRIDGES Weekly, 17 May,
2006). The 27 April 2007 revised list of products
(JOB (07)/54 submitted by the ‘Friends’ group
also indicates that they have verified the HS
descriptions used for the 6-digit entries which
changed it from the previous list in many
instances. The submission proposed that due to
different HS coding used by WTO Members beyond
the 6-digit level, credible ‘ex-out’ be sought
wherever possible. Once the 6-digit HS code
and ’ex-out’ description were agreed by WTO
Members, implementation be left to individual
Members. Consequently, Members, according to
the proposal, would be able to define the product
according to their domestic requirements. New
‘ex-outs’ were also conferred on a number of
six-digit products in the revised list.

The JOB (07)/54 proposal also provided for
optional ‘ex-outs’ where Members could have
the option of liberalising at the 6-digit category
if liberalising at the level of ‘ex-out’ was deemed
administratively cumbersome. Another feature
of the revised list was that the various products
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were grouped under the broad environmental
sectors. Details of the environmental benefits
of individual product were described in an
additional column.

Harmonising product descriptions for ‘ex-outs’
to ensure consistency may be more feasible
in the short-tem as harmonising HS codes
themselves beyond the 6-digit level will be a
massive undertaking and would not be viable
given the short time horizon for a possible
conclusion of the Doha Round as well as the
timing of review cycles of the WCO. The WCO
considers amendments to the HS once every
five years with implementation taking place
from one to two years following notifications to
Members. The approval of the latest amendment
took place in June 2004 and came into force
on 1 January 2007. Thus, any nhew amendments
would not come into force before 2012. (Kim,
2007).

Relativity, development of new products and
technological change within the same product
or product category

Even for those EPPs where the PPM issue
does not arise, the fact that ‘environmental
friendliness’ is a relative concept poses
potential problems, especially where superior
substitutes exist or may be used in the
future. Qatar’s proposal on natural gas (TN/
TE/W/14, 19 and 27), for example, raises the
question of whether or not natural resources
such as relatively eco-friendly fuels can also
be considered an environmental good and
benefit from lowering or removing tariffs
and NTBs (including possibly subsidies to
alternative or ‘substitute’ fuels such as coal).
Some experts believe that if hydrogen evolved
into a fuel for popular use, natural gas would
lose its status as an environmental good. The
question then would be how a preference
could be provided to hydrogen if no barriers
exist to trade in natural gas and related goods.
However, to take such new developments into
account, WTO Members such as New Zealand,
for instance, have stressed the need to
ensure that any list developed at the WTO be
considered a ‘living list’.

A related issue concerns the need to create
a separate tariff category under the HS
classification for EPPs, such as energy-efficient
products, from the normal tariff heading if
such a category is accepted in the course of
the negotiations on environmental goods. For
example, if countries classified refrigerators
into categories of ordinary or energy-efficient
refrigerators. Many energy-efficient goods,
however, are also subject to rapid change in
technology. What may be considered energy-
efficient today, may not be efficient tomorrow
as technology is used to improve such products.
Thus, if an energy-efficient EPP were put under
a different tariff heading for purposes of greater
tariff preferences, it is not clear how it may be
treated if a superior product evolves the next
year. The question arises: Which tariff heading
will this superior counterpart be classified
under? Raising tariffs again on the old product
may not be a feasible option, so trade-based
incentives, such as low or zero tariffs for the
new EPP, may not work. But possibilities such
as non-discriminatory applications of other
market-based incentives such as internal taxes
or labelling could be possible options. Here
again, the question of whether or not these
will be ‘like’ or ‘substitute’ products will be
important to consider from the perspective of
WTO rules.

A notable feature of the JOB (07)/54 submission
by the Friends group was the proposal of a review
mechanism for any set of products agreed for
liberalisation to ensure that it does not remain
static over time. Here, there is a lesson from the
implementation of the Information Technology
Agreement. The Ministerial Declaration and
Implementation Document for the ITA? provides
for review of product coverage every three
years and no new products have been added
since 1996. Despite additional products being
submitted for inclusion by a few countries, the
review process has reached a stalemate due to
Members being unable to agree on classification
of anumber of existing products without HS codes
(contained in Annex B of the ITA Agreement).
Inconsistent product descriptions and encoding
of ‘ex-heading’ goods at the national level
have contributed to disagreements which have
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slowed down the inclusion of new products.
(Kim, 2007) The lesson for environmental goods
negotiators, therefore, is toassign clear HS codes
and ensure harmonised product descriptions (in

case of ‘ex-outs’) so that any review process to
consider inclusion of new products can proceed
smoothly.

2.3 List Approach: Development-Related Challenges

The ‘market-access’ challenge: broadening the
export basket for developing countries

Brazil’s submission (TN/TE/W/59) voices one
of the main concerns developing countries hold
regarding the EGS negotiations, notably that
negotiations thus far had privileged a definition
of environmental goods with the various ‘lists’
focused on high-technology products of little
interest to developing countries. However, only
Qatar, Chinese Taipei and Korea have submitted
lists of environmental products.

Many, if not most, developing countries are
interested in including products of export
interest in any basket of environmental goods.
The reality, however, is that most developing
countries lack a comparative advantage in
traditionally defined environmental goods that
are capital or technology-intensive. Hence,
some countries such as Kenya (TN/MA/W/40)
have proposed the inclusion of agriculture or
natural resource based products that fall into the
broader category of environmentally preferable
products. This, for a number of other countries,
both developing and developed, has raised the
dilemma of Process and Production Methods
(PPMs), which in most cases would be the only
criteria for including such products. At the time
of writing, most WTO Members want to avoid
using PPM-based criteria while determining the
basket of environmental goods. This raises the
difficult issue of finding other suitable criteria
for ‘Southern’ exportable goods that avoid PPM-
based distinctions.

A number of delegations included EPPs in their
list of products selected according to their
‘end-use’ or ‘disposal’ characteristics. The
list submitted by New Zealand includes among
others, EPPs based on ‘end-use’ or disposal

characteristics such as organic fertilizers, soaps
made from natural oils and jute bags. Another
submission from the US (TN/TE/W/52) includes
seven EPPs, identified by UNCTAD in its list of
158 products.

Both the EU (TN/TE/W/56) and the Swiss
(TN/TE/W/57)  submissions include EPPs
with ‘high environmental performance and/
or low environmental impact’ in their lists,
selected according to their end-use or disposal
characteristics. Some products included by
Switzerland such as bicycles and parts for
electric locomotives have been controversial in
their inclusion as EPPs, (TN/TE/W/57), as have
been the inclusion of energy-efficient appliances
by Japan, (TN/MA/W/15).

Brazil in its submission (TN/TE/W/59) entitled
‘Environmental Goods for Development’ states
that any definition of environmental goods
should facilitate a triple win situation, i.e. trade
promotion, environmental improvement and
poverty alleviation. Brazil regards improved market
access for products with alow environmental impact
and/or is derived from or incorporates cleaner
technologies as contributing to poverty alleviation
through income generation and job creation for
local populations. To this end, Brazil proposes that
the definition of environmental goods should cover
products such as renewable energy, including
ethanol and biodiesel. It also points out that
improved market access for products derived from
incorporating cleaner technologies, such as “flexi
fuel” engines and vehicles, could also encourage
the use of environmentally-efficient products and
be supportive of the developmental concerns of
the developing countries as these vehicles would
use fuels obtained from the processing of natural
resources in developing countries.
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The effects of EGS liberalisation on domestic
industries and tariff revenue: special and
differential treatment

Another concern for a number of developing
countries is the effect of environmental goods
liberalisation through the ‘list approach’ on domestic
industries, employment and tariff-revenue. This is a
major factor contributing to developing countries’
reluctance to liberalise at the HS-6 digit level,
thereby giving rise to the controversy about the
environmental ‘end-use’ of a product.

A comprehensive analytical study on the effects
of liberalisation of environmental goods on
tariff-revenue may not have been undertaken
in a number of developing countries and may
be needed. It will be necessary to weigh the
cost of possible loss of tariff-revenue against
benefits that may be derived from importing a
particular environmental good. Concerns have
also been expressed with regard to the impact of
EGS imports on established domestic industries,
which are primarily situated in the more
advanced middle-income developing countries.
In this case, the economic or social benefits
to employees and producers and prospects of
future development of the industry may need to
be weighed against the needs of consumers of
environmental goods. Further trade in services
through Mode 3 investment by environmental
service providers, for instance, could also
result in job-creation and valuable backward
and forward linkages within the economy, and
not necessarily job-displacement. The concern
about impacts on domestic industries is more
marked if ‘environmental goods’ are expanded
to include the so-called ‘dual-use’ goods, as well
as ‘dual-use’ parts and intermediates.

Special and Differential Treatment (S&DT) is
one approach that has been proposed to deal
with domestic impacts of liberalisation and has
received attention from developing countries
as well as other delegations during the course
of EGS negotiations. The discussion has so
far focussed on defensive S&DT, rather than
offensive S&DT, partly due to the predominance

of defensive rather than offensive concerns
among developing countries in the negotiations.
In its submission on modalities (TN/TE/W/38),
the US has proposed a ‘core-list’ (on which
consensus exists) and a ‘complementary list’,
for which individual countries could nominate
products and which would enjoy a wide degree
of support. Faster liberalisation is ‘envisaged’
for core-list products (zero tariffs by 2010) and
liberalisation of a minimum of x percent on goods
in the complementary list (which Members could
choose). China has also put forward a proposal
callingfora‘commonlist’includingenvironmental
goods of export interest to both developed and
developing countries. It further proposes a
‘development list’ that would be derived from
the common list and comprise goods eligible for
special and differential treatment in the form
of lower levels of reduction commitments for
developing countries (TN/TE/W/42).

Cuba appears to oppose tariff-reduction
commitments that are incompatible with
sustainable development policies and propose
that developing countries decide on the
proportion of goods to be liberalised and their
own levels of reduction. On the export side,
Cuba calls for low-enough tariffs on developing
country EG exports in developed country markets
to permit effective entry and approval, mutual
recognition and financial and technological
support measures to achieve such entry where
the goods are subject to NTBs (TN/TE/W/69).

Some developing countries such as Cuba also
view India’s proposed ‘project approach’ as
best suited to making S&DT viable by allowing
Members to tailor liberalisation based on
domestic environmental and developmental
priorities.

The JOB (07)/54 proposal by the ‘Friends’
envisaged S&DT mainly in terms of extended
implementation periods for liberalisation for
developing countries although it welcomed
further suggestions on implementing S&DT in
environmental goods negotiations.
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Figure 2. Partial Decision Tree for Negotiations on Environmental Goods: Questions of Classification
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Source: Steenblik (2005).
Transfer of technology

During the course of negotiations, many countries
have stressed the need to facilitate technology
transfer, such as China (TN/TE/W/42). Two
views regarding transfer of technology seem
to be emerging from the submissions to various
discussions. One view is that technology-
transfer occurs through aid, private investment,
technical assistance, partnerships between
research organisations and small companies, and
trade in environmental technologies themselves.
One view is reflected in the submission by
Canada, (TN/TE/W/50/Rev.1). A second view
is some type of differentiated treatment for
developing countries. India, for instance, views
the project approach as conducive to transfer
of technology through ‘S&DT’ in application of

criteria for designating environmental projects
laid down by CTE-SS. But more detailed options
or the role that other negotiating bodies such
as TBT Committee on Trade-Related Intellectual
Property Rights (TRIPS) could or should play,
with regard to technology-transfer issues, has
not been discussed formally in the negotiating
context for environmental goods. Cuba has
stated that in the case of environmental goods
that constitute environment-friendly technology
packages and clean technologies of interest to
developing countries, these should be transferred
on favourable and preferential terms together
with the related know-how with the necessary
training for them on a non-discriminatory basis
(TN/TE/W/69). Lack of adequate attention to
transfer of technology remains one of the main
complaints with regard to the ‘list approach.’

11
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2.4 List Approach: Other Challenges
Non-tariff barriers

Negotiating reduction of NTBs will require prior-
identification and discussion among Members
before they can be removed. As an EU submission
to the WTO (TN/MA/W/11/Add.8) points out, one
NTB may be replaced by another. Moreover, the
‘source’ of the NTB is often a legitimate policy
objective, while the process of implementation
can have a trade-distorting effect. So far critics
contend that the °‘list approach’ proponents
have not yet addressed the issue of NTBs
meaningfully.

Several members have pointed out the need to
address the issue of NTBs facing exports of and
accesstoenvironmentalgoods. Cuba, forinstance,
(TN/TE/W/55) has stressed the importance of
addressing NTMs such as certification and eco-
labelling requirements. These may be much
more significant barriers than tariffs and could
include, among others, various kinds of technical
and sanitary standards, subsidies and labelling.
They may also include intellectual property and
licensing requirements that have been identified
by some experts as a constraining factor for
developing countries, particularly small firms,

in gaining access to environmentally sound
technologies (ESTs). It is possible that Members
may decide to focus primarily on tariffs at this
stage of the negotiations, leaving the various
types of NTBs to be discussed as part of the
ongoing negotiations on industrial market access
under NAMA negotiations on Rules or in specific
committees such as those on Technical Barriers
to Trade (TBT), Sanitary and Phytosanitary
Measures (SPS), etc.

Negotiating Forum

The question of where sustainable agricultural or
forestry products, under the EPP category, and if
at all included, would be discussed and whether
these would be subject to modalities for NAMA
or the modalities for the Negotiating Group on
Agriculture, will need to be clarified. This is
not, however, an issue that has been significant
during the course of negotiations, owing perhaps
to WTO Members largely excluding consideration
of PPM-based criteria, relevant to agricultural
and forestry products and a lack, at the time of
writing, of a concrete list of such products put
forward by developing country members.

2.5 Project-Based and Integrated Approaches

As a response to the challenges related to the
list approach, an alternative ‘project approach’
was proposed by India (TN/TE/W/51, TN/
TE/54, TN/TE/60 and TN/TE/W/67), whereby
environmental goods and services, deemed
important for an approved project, would be
liberalised on a time-bound basis. The key
features of the approach in terms of selection
of products are:

e Wide array of goods and services (including
dual and multiple-use ones) to be liberalised
for specific projects geared to fulfilling an
environmental objective;

o Environmental projects approved by a
‘designated national authority’ DNA, based
on criteria to be developed by the CTE;

e Domestic implementation of these

criteria would be subject to WTO dispute
settlement.

In terms of treatment:

o Liberalisation is to be bound temporally
for the duration of the project on a Most-
favoured Nation (MFN) basis;

According to India, the key merits of the project
approach are:

« Avoiding negative impacts of unrestricted
market access to ‘dual’ and ‘multiple-
use’ products and diversion for non-
environmental uses;

o Safeguarding ‘policy-space’whileaddressing
domestic and global environmental
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objectives in a ‘developmentally-
supportive’ way;

e Addressing environmental goods and
services, tariffs and NTBs in an integrated
manner;

e« Determining multilateral criteria by
the CTE for project-eligibility to ensure

transparency.

Despite this, the project approach has been
criticised by some WTO Members for not leading
to binding and predictable market access and
for being inconsistent with WTO rules. Concerns
have also been raised regarding the time taken to
develop criteria and time for dispute-settlement
proceedings relative to the duration of a project.
(BRIDGES Weekly, 12 July, 2006). According to some
trade delegates, the approach also did not address
the issue of meaningful market access for developing
country exports of environmental goods.

Argentina made an attempt to bridge the gap
between India’s project approach and the list
approach by incorporating the merits of both into
what it called an ‘integrated approach’ (TN/TE/
W/62). Under the proposed integrated approach,
national authorities would decide on whether or not
to temporarily eliminate tariffs for environmental
products used in particular environmental
projects. Members would multilaterally pre-
identify categories of environmental projects
and environmental goods that could be used in
them. However, Members opposed to the project
approach, in particular the US and Hong Kong,
argued that the Argentine proposal was simply a
variant of India’s earlier submissions.

In a recent informal submission, JOB (07)/77,
dated 6 June 2007, India and Argentina outlined
the process that the integrated approach would
follow both to highlight how goods and services
imported in the context of a project would be
used only for environmental purposes as well as
how the integrated approach could address key
areas of concern to developing countries such as
transfer of technology and NTBs. According to
the Argentina-India proposal, once agreed upon,
each Member could submit the list of public
and private entities within their territories
that carried out the agreed environmental

activities in their territories. This list would
then be negotiated and notified to the WTO.
The proposal also provided for the possibility
of periodical negotiations to amend the list.
Preferential tariff treatment would extend to
all goods and services imported by the notified
entities and post-audit systems put in place to
monitor actual use of the imported products for
the environmental activity. As an S&DT measure,
India and Argentina also proposed that developed
countries be able to offer a 100 percent tariff
concession, while developing countries offer
a lower preference margin. Least-developed
countries were free to decide individually on
concessions or preferences.

The submission also attempted to addresses
the issues of technology-transfer and NTBs.
The submission pointed out that for a truly
environmentally friendly outcome, it is necessary
that developing countries have unrestricted
access to alternate and clean environmental
technologies. The submission also stated that
Members would be expected to actively cooperate
on technology-transfer related to environmental
activities for creation of technical capacities
of developing country Members. The proposal
provided for the WTO Secretariat to monitor on
the basis of Member notifications and report on
the technology transferred.

On NTBs, the proposal interestingly referred
to the possibility of domestic regulatory
requirements acting as NTBs and proposed that
Members consider relaxing those requirements
to the extent necessary for the effective conduct
of the agreed environmental activities.

Many WTO Members have, however, raised
questions with regard to the process of
identifying these entities. They ask: will this
process be through multilateral negotiations or
negotiations at the national level? How should
the potentially large number of entities, as well
as revisions of the lists of entities, be dealt with,
given the huge numbers that could be added in
some countries? The ‘list’ supporters generally
consider the approach complex and cumbersome
to manage and inconsistent with WTO rules on
non-discrimination.

13
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An earlier informal ‘non-paper’ presented by
Colombia (JOB(06)149) appears to suggest a
compromise between the ‘project’ and ‘list’
approaches. It outlines potential criteria for
defining products with a single environmental
use: they must be used either for improving
the environment or reducing waste and the
consumption of natural resources, and must
have a “direct and verifiable” environmental
application that complies with the objectives
of MEAs. For goods with dual and multiple uses,
Colombia proposes that Members would only

need to liberalise trade if they were used in a
project, programme, plan or system deemed
to have verifiable environmental benefits by a
designated national authority. The document
aimed to bring together India’s project approach,
the list approach, and Argentina’s “integrated”
approach that would create a list of goods and
services that would then be eligible for project-
specific liberalisation, while also addressing
concerns about special and differential treatment
and multiple use. (see BRIDGES Trade BioRes, 28
October, 2005).

Table 1. Treatment of Key Issues Under ‘List’ and ‘Project’ Approaches

KEY ISSUES
AND CONCERNS

LIST APPROACH

PROJECT APPROACH

1. Environmental

Justification

» Reference points to ‘screen’
goods based on environmental
criteria and ‘environmental
benefits’ column next to lists
of goods. [New Zealand]

To be defined in order to
contribute to the fulfilment of
national and internationally
agreed environmental
priorities. Goods used in
pollution-control and resource
management and those

with high environmental
performance and low
environmental impact;
products that have a label
issued by a scheme included
in the existing international
network Global Ecolabelling
Network (GEN).[EU]

Core’ List to include goods
dealing with ‘environmental
remediation’, ‘pollution-
prevention’ and ‘clean-
technologies.’ [US]

» Wide array of goods and
services used in a project
seeking to fulfil a specific
environmental objective.
Projects to be approved
by ‘Designated National
Authority’ (DNA) based on
criteria developed by the
CTE.

Projects can be selected

on basis of both national as
well as global environmental
objectives.
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2. Goods of export interest
to developing countries

No formal list put forward by
developing countries

Some WTO Members, such as
New Zealand, have included
EPPs of export interest to
developing countries)

Focuses on ‘import’ impacts
of environmental goods.

Export-capacity for
developing countries to be
created through ‘forward

and backward’ linkages with
local firms enabled by project
approach.

3. Coverage of
intermediates and
spare-parts

Represented to some extent
in list of 480 products
compiled by WTO Secretariat
from existing and proposed
listings, but many are ‘dual-
use.’

Covers intermediates and
spare-parts used for approved
projects.

4, *Single’, ‘Dual’ and
‘Multiple-use’ products

Very few products at 6-

digit level in the list of

480 products compiled by
Secretariat deemed ‘purely’
single-use. According to one
analysis by Fulton (2006),
only 174 of 480 categories
(including ex-outs) qualify, or
36 per cent of the entire-list.

Potential candidates

for ‘predominantly-
environmental’ cover 197
categories, or 41 per-cent of
the list. [Fulton,2006].

Liberalisation to extend to
‘dual’ and ‘multiple-use’
products only for approved
projects so would reportedly
prevent ‘diversion.’

5. Transparency and
predictability of tariff
bindings

Reduction or binding of tariffs
and NTBs to be permanent.

Definitional boundaries of
‘Project’ will be set by CTE-SS.

Temporal binding of
commitments for the duration
of the project.

6. Coverage of Non-tariff
barriers

No clear indication as to how
non-tariff barriers will be
dealt with.

Reduction, elimination

or appropriate treatment
of standards, licensing
restrictions and non-tariff
barriers for goods destined
for approved projects.

15
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Table 1. continued

7. Integrated Approach to
Goods and Services

No formal approach to
integrate the two pursued;
but some delegations working
independently to coordinate
approach and ensure mutual
supportiveness in both areas.
E.g. Canada’s list of goods
informed by products used in
environmental services.

Both goods and services
required for approved projects
can be procured by firms
through ‘temporally binding’
liberalisation.

8. ‘Policy-space’
and flexibility in
liberalisation; Concerns
of SMEs

‘Development List’ to comprise
goods eligible for special
and differential treatment in
the form of lower levels of
reduction commitments for
developing countries. [China]

‘Complementary List’
where individual countries
could nominate products.

Liberalisation on minimum of
‘x’ percent in this list which
Members could choose.[US]

Allows WTO Members to
tailor liberalisation based on
domestic environmental and
development priorities.

could
project

Fast-track  process
be considered for
approval for SMEs.

9. Technology transfer

Technology-transfer  through
aid, technical assistance
and trade in environmental
technologies emphasised.

Technology-transfer could be
included as part of ‘S&DT’
in application of criteria
laid down by CTE-SS. CTE-
SS appropriate for building
coalition and co-operative
framework for technology
transfer based on principles
of voluntariness and mutual
benefit.

10. Evolution in technology
of environmental goods

Review and updating of
environmental goods list;
Conceptof ‘livinglist’.[Canada,
European Communities, New
Zealand, Norway, Singapore,
Switzerland, and the United
States].

Contemporary  nature  of
projects to ensure liberalisation
of latest technologies. Will not
require re-negotiation.

11. Applicability of dispute
settlement

Dispute-settlement will apply
to any binding concessions
made.

Domestic implementation of
criteria for projects developed
by CTE-SS subject to WTO
Dispute Settlement.
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3. ENVIRONMENTAL SERVICES NEGOTIATIONS

3.1 State of Play

Within the services dimension, WTO negotiations
towards further liberalisation of environmental
(and other) services began before Doha as part
of the so-called ‘built-in agenda’ agreed during
the Uruguay Round. According to Article XIX of
the GATS, Members had to start discussions on
negotiating formats and procedures in 2000.

The Doha Ministerial Conference set deadlines
for submitting requests (June 2002) and offers
(March 2003), which were not met by most
Members, as well as for concluding the talks in
2005. In a joint report on the informal discussion
on environmental services within the Doha
round, the *“Friends of Environmental Services”
comprising Australia, The EU, Japan, New
Zealand, Chinese taipei and the US, laid out some
of the key issues discussed on environmental
services that fall under the following broad
themes-cross-border provision of environmental
services, the classification of environmental
services, and questions related to the scheduling
of commitments in environmental infrastructure
services. (Details found in TN/S/W/28).

On services, the 15t August Decision merely “takes
note of the report to the TNC by the Special
Session of the Council for Trade in Services and
reaffirms Members’ commitment to progress in
this area of the negotiations in line with the
Doha mandate.” It also provided for the General
Council’s adoption of the recommendations
agreed by the Special Session and set out in
Annex C of the Decision for pursual of further
services negotiations. It calls for revised offers
to be tabled by May 2005, thus going beyond the
original Doha declaration deadline of 1 January,
2005. Paragraph D of Annex C, in particular,
states that “Members shall aim to achieve
progressively higher levels of liberalisation with
no a priori exclusion of any service sector or
mode of supply and shall give special attention
to sectors and modes of supply of export interest
to developing countries. Members note the
interest of developing countries, as well as other
Members, in Mode 4.”

The Hong Kong Ministerial Declaration (WT/
MIN (05)/DEC.) on services emerging from the
conclusion of the Sixth Ministerial Conference
expresses the intent of WTO Members to
intensify the negotiations in accordance with
the principles and the Objectives, Approaches
and Timelines set out in Annex C to the
document. This is with a view to expanding the
sectoral and modal coverage of commitments
and improving their quality. It also notes that
particular attention will be given to sectors and
modes of supply of export interest to developing
countries. In addition, Annex C, Para 11, states
that, "the negotiations shall adhere to the
following dates”:

(@) Any outstanding initial offers shall be
submitted as soon as possible;

(b) Groups of Members presenting plurilateral
requests to other Members should submit
such requests by 28 February 2006, or as
soon as possible thereafter;

(c) A second round of revised offers shall be
submitted by 31 July 2006;

(d) Final draft schedules of commitments shall
be submitted by 31 October 2006;

() Members shall strive to complete the
requirements in 9(a) before the date in
11(c). [Article 9 (a) refers to “.developing
appropriate mechanisms for according
special priority including to sectors and
modes of supply of interest to LDCs”.

With regard to the negotiating objectives, the
report to the Trade Negotiations Committee
by the Chairman of the Special Session for the
Council on Trade in Services (TN/S/23) may be
taken as a reference point. The document lays
down objectives with regard to each mode of
supply. In addition, it also lays down certain
specific objectives for different sectors. On
the scope of commitments in environmental
services, the text states that Members had
identified individually or in groups the following
objectives:
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High levels of market access across sub-sectors,
as far as possible;

e Mode 1 commitments for as many sub-
sectors as possible, in particular advisory
services;

e Objective of full commitments for Mode 2;

e AmbitiouscommitmentsforMode 3, removing
barriers on commercial establishment;
if exclusive rights are awarded, foreign
suppliers should be able to participate in
the tender and operation of the service;

¢ Mode 4 commitments to ensure mobility
of service suppliers such as remediation
specialists, conservationists and geomatic
professionals;

e« Commitments across all sub-sectors listed
in CPC Prov., i.e. 9401 to 9409, taking
into account the interplay with related
services such as construction, engineering,
technical testing, analysis and management
consulting services.

Currently, most developing countries have
received requests to wundertake specific
commitments in all environmental services,
principally from developed countries. To date, 70
Members have submitted initial offers (counting
the EU 25 as one), of which 21 Members are
offering to make new orimproved commitmentsin
environmental services, including 13 developing
Members. For instance, El Salvador has offered
to make commitments in the sub-sector of
‘cleaning services for exhaust gases, noise
abatement, nature and landscape protection
services and other environmental protection
services’. The EU has offered additional
horizontal commitments to environmental
services in Mode 4. Guatemala has offered to
open up environmental services in Modes 1, 2
and 3. The opening has been confined to the sub-
sector “nature and landscape protectionservices”.
Mode 4 commitments are subject to horizontal
limitations. However, Guatemala has made the
offer subject to the condition that the provision
of these services is consistent with ‘national

policies on the development and maintenance of
natural resources and biodiversity’.

There is no comprehensive WTO documentation
of the requests between Members. Developed
countries appear to have submitted requests
to almost all Members, with the result that
almost all developing countries will be involved
in bilateral negotiations with at least one
major trading partner. The EU, for example,
has submitted requests to 109 WTO Members
based on its proposed new classification of
environmental services. The EU’s initial offer
of 10 June 2003 (TN/S/O/EEC) offers additional
commitments in all sub-sectors with the notable
exception of water collection, purification and
distribution services.

On 28 February 2006, the EU, Australia, Canada,
Japan, Korea, Norway, Singapore, Switzerland,
Chinese Taipei, and the United States) circulated
a collective (or plurilateral) request for a
number of large developing countries, namely
Argentina, Brazil, Chile, China, Colombia, Costa
Rica, Egypt, India, Indonesia, Israel, Malaysia,
Mexico, Namibia, New Zealand, Nicaragua,
Nigeria, Pakistan, Peru, Philippines, Singapore,
South Africa, Thailand and Turkey to open their
environmental services markets to foreign
services providers. Specifically, the request asks
them to open up their sewage; refuse disposal;
sanitation; cleaning of exhaust gases; noise
abatement; nature and landscape protection;
and other environmental protection services in
specific ways. However, it explicitly excludes
any request for water for human use (i.e. the
collection, purification and distribution of natural
water) that formerly proved controversial among
many developed and developing countries and
civil society groups.

The request covered all Modes of delivery.
Members are free to choose the classification
under which commitments will be made with
the option of the UN CPC, W/120 or subsequent
revised classification headings.
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Table 2. Environmental Service Sectors Subject to Plurilateral Request

CLASSIFICATION TYPE

W/120 BASED ON UN-CPC 94

REVISED CLASSIFICATION
(USED BY SOME MEMBERS)

9401 -Sewage Services

Wastewater Treatment

9402 -Refuse Disposal Services

9403 -Sanitation and Similar Services

Solid/ Hazardous Waste Management

9404 -Cleaning Services of Exhaust Gases

Protection of Ambient Air and Climate

9405 -Noise Abatement Services

Noise and Vibration Abatement

9406 -Nature and Landscape Protection Services

Protection of Biodiversity and Landscape

Remediation and Clean -up of Soil and Water

9409 -Other Environmental Protection Services

Other Environmental and Ancillary Services

The request states that it was understood that
“liberalisation in these sectors will not impair the
ability of governments to impose performance
and quality controls on environmental services
and to otherwise ensure that service suppliers
are fully qualified and carry out their tasks in
an environmentally sound manner. In addition,
it added that, “as under current obligations,
each WTO Member can establish, maintain,
and enforce its own levels of protection, inter
alia, for consumers, health, safety, and the
environment.”

The request also notes the important interplay
between the liberalisation of environmental
services and the liberalisation of related
services, such as construction, engineering,
technical testing and analysis, and management
consulting.

In the Uruguay Round, South Africa had
committed to liberalisation of environmental
services on a Consultancy basis (applying to all
sub-sectors), with horizontal commitments in
Mode 4. There is a horizontal National Treatment
limitation on Mode 3: Local borrowing by South

African registered companies with a non-resident
shareholding of 25 per cent or more is limited.
(GATS/SC/78).

During the course of Doha negotiations, South
Africa made an initial offer in April 2006. Under
this offer, it added under the category of ‘other
environmental services’;

- (b) remediation and clean-up of soil (excluding
water and mining-related and mining associated
services) and (c) noise and vibration abatement
services, excluding water and mining-related
and mining associated services. Significantly,
these new commitments are full commitments
and not restricted to consultancy services. In
these new categories, South Africa’s improved
commitments are as follows: Mode 1: Unbound
for both Market Access and National Treatment;
Mode 2: None; Mode 3: a joint venture with a
local service provider is required, and foreign
participation is limited to 51 percent for Market
Access, for National Treatment the commitment
is “None”; Mode 4: unbound except as indicated
in the horizontal section.
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Discussions over the plurilateral request have
focussed on two sets of questions put forward by
the demandeurs, namely:

e To what extent do existing practices
reflect the commitments being sought in
the Environmental Services Plurilateral
Request? What plans are being made to
bind this access? If the recipient was not
planning to bind existing access, why?

e Where existing practices do not reflect
the commitments being sought in the
Environmental Services Plurilateral Request,
what plans are being made to create new
access? Would the creation of such access
require a legislative change?

At the time of writing, very few developing
countries had formally expressed a willingness
to make commitments. As in other negotiating
areas, progress in critical areas of negotiations

3.2 Key Issues and Fault-Lines
Classification issues

The WTO Services Sectoral Classification list
(W/120) is based on the UN Provisional Central
Product Classification (CPC). However, there
have been a number of proposals by Members
who consider that it needs updating. In a
submission as early as 1999 (S/CSC/W/25), the
EU stated that the list did not, for instance,
reflect changes in the environmental industry
which was developing beyond traditional end-
of-pipe/pollution  control/remediation/clean-
up towards integrated pollution prevention and
control, cleaner technology and resources and
risk management. The EU proposed an alternative
classification comprising ‘core’ services which
can undisputedly be classified as “purely”
environmental and where the services are
classified according to the environmental media
(i.e. air, water, solid and hazardous waste, noise,
etc.). Thus, the mutually exclusive character
of the W/120 list is preserved. In addition,
subsequent EU submissions in 2000 (S/CSS/
W/3 and S/CSS/W/38) also propose a ‘cluster’
approach whereby conceptual services such as
design, engineering, R&D and consulting services

such as agriculture may influence the outcome
and willingness to make concessions. Except
for Chinese Taipei, no developing economy has
so far requested market access commitments
in environmental services. It should be noted,
however, that a number of developing countries,
particularly in Asia are developing their supply
capacities in this area. (Sawhney, 2007).

What is clear is that unlike certain other services
such as telecommunications, for instance,
environmental services have withessed slow
progress. This has been reflected in terms of
reduced ‘depth’ of market access commitments,
less number of countries that have made
commitments, particularly developing ones, and
fewer number of sectors and modes covered.
These may in large part be attributed to concerns
underlying some of the key issues and faultlines
mentioned below.

which have an environmental ‘end-use’ would
be subject to a special ‘cluster’ or ‘checklist’.
The checklist would be used as an aide-memoir
during the other sectoral negotiations. Thus,
commitments for these ‘end-uses’ could be
scheduled within relevant GATS sectors, other
than the environment.

Colombia, while accepting the EU classification
as a working basis, has added three more
services: (i) the implementation and auditing
of environmental management systems; (ii)
the evaluation and mitigation of environmental
impact; and (iii) advice in the design and
implementation of clean technologies (S/CSS/
W/121). Some delegations have cautioned against
Members making unintended commitments in a
number of other sectors while liberalising under
the ‘cluster approach’.

Presently, Members are free to make use of
their own classifications. Multilaterally accepted
classification issues can be worked out within
the WTO Committee on Specific Commitments
(CSC). Sector-specific discussions in the CSC
have focused on specific questions, namely:



ICTSD Programme on Trade and Environment

e Spelling out of remaining CPC categories
and making them more visible in the
classification;

e Restructuring of the environmental sector
into seven instead of four sub- sectors (based
on various environmental media, water, air,
waste and noise, etc.);

o The specific relation of consultancy services

related to environmental services. Many
Members have proposed that environmental
consultancy services be included explicitly
under environmental rather than consultancy
services. While no consensus has been
reached, some Members such as the EU, the
US, Australia and Norway are using these
proposals in their offers.

Table 3. Environmental Services: A Preliminary Comparison Between the MTN.GNS/W/120
Classification and the Pollution Management Group of the OECD/EUROSTAT Classification

MTN.GNS/W/120 CLASSIFICATION (WITH THE
“OTHER” CATEGORY ELABORATED USING THE CPC)

OECD/EUROSTAT MANUAL CLASSIFICATIONS
PoLLuTiION MANAGEMENT GROUP

A. Sewage services (CPC 9401)

Waste water management

Sewage removal, treatment and disposal
services

Excludes collection, purification and
distribution services of water (in CPC 18000)
Excludes construction, repair and alteration
of sewers (in CPC 51330) (GATS 3B civil
engineering construction services)

Design, operation of systems or provision of
other services for the collection, treatment and
transport of waste water and cooling water. It
includes design, management or other services
for sewage treatment systems, waste water
reuse systems, water handling systems

B. Refuse disposal services
(CPC 9402)

C. Sanitation & similar services
(CPC 9403)

Solid waste management

Refuse disposal services:

Refuse collection and disposal services;
collection services of garbage, trash, rubbish
and waste (household, commercial and
industrial); transport services and disposal
services; waste reduction services.

Excludes dealing and wholesale in waste

and scrap (in CPC 62118 and 62278; GATS 4
distribution services)

Excludes R&D services on environment issues
(CPC 85; GATS 1C Business services (R&D))
Sanitation and similar services:

Sanitation and similar services including
outdoor sweeping, snow and ice clearing.
Excludes disinfecting/exterminating services
for buildings (in CPC 87401; GATS (1F)(0)

- Other Business Building Cleaning Services.)
Excludes pest control for agriculture

(CPC 88110; GATS 1F(f) services incidental to
agriculture, hunting and forestry.

Design, operation of systems or provision of
other services for the collection, treatment,
management, transport, storage and recovery
of hazardous and non-hazardous solid waste. It
includes design, management or other services
for waste handling (including collection of
waste and scrap), operation of recycling plants.
It includes services for outdoor sweeping and
watering of streets, paths, parking lots, etc.
Services for treatment of low level nuclear
waste are included.

Excludes high level nuclear waste.

Excludes services for manufacture of new
materials or products from recovered waste or
scrap and subsequent use of these materials or
products.

D. Other services
Cleaning services of exhaust gases
(CPC 9404)

Air pollution control
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Table 3. continued

Emission monitoring and control services of
pollutants into the air, whether from mobile or
stationary sources; concentration monitoring,
control and reduction services of pollutants in
ambient air.

Design, managing systems or providing other
services for treatment and/or removal of
exhaust gases and particulate matter from both
stationary and mobile sources

Noise abatements services (CPC 9405)

Noise and vibration abatement

Noise pollution monitoring, control and
abatement services, e.g. traffic-related noise
abatement in urban areas.

Design, managing systems or providing other
services to reduce or eliminate the emission
of noise and vibration both at source and
dispersed. Includes designing, management
or other services for acoustic and sound-proof
screens and street covering.

Nature and landscape protection services
(CPC 9406)

Ecological system protection services, e.g. of
lakes, coastlines and coastal waters, dry land,
etc. including their respective fauna, flora and
habitats.

Services consisting in studies on the
interrelationship between environment and
climate (e.g. greenhouse effect), including
natural disaster assessment and abatement
services. Landscape protection services n.e.c.
Excludes forest and damage assessment and
abatement services (in CPC 881, GATS 1F(f).
Services incidental to agriculture, hunting and
foresting)

Other environmental protection services
n.e.c. (CPC 9409)

E.g. acidifying deposition (“acid rain”),
monitoring, controlling and damage assessment
services

Remediation and cleanup of soil, surface
water and groundwater.

Design, operation of systems or provision

of other services to reduce the quantity of
polluting materials in soil and water, including
surface water, groundwater and sea water.
Includes cleaning-up systems either in situ or in
appropriate installations, emergency response
and spills cleanup systems. Treatment of water
and dredging residues are included.

Analytical services, data collection, analysis
and assessment

Design, manage systems or provision of other
services to sample, measure, and record
various characteristics of environmental media.
Includes monitoring sites, both operating
singly and in networks, and covering one or
more environmental medium. Health, safety,
toxicology studies, and analytical laboratory
services are included. Weather stations are
excluded.

[Business Services - R&D natural sciences and
engineering; CPC 85] as well as
Environmental Services - Other Services, CPC
9406, 9409

Environmental R&D

Any systematic and creative activity which is
concerned with the generation, advancement,
dissemination and application of scientific

and technological knowledge to reduce or
eliminate emissions in all environmental media
and to improve environmental quality. Includes
creative scientific and technological activities
for the development of cleaner products,
processes and technologies. It includes non-
technological research to improve knowledge
of eco-systems and the impact of human
activities on the environment.
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Table 3. continued

[Construction and related engineering
services (CPC 51330)]

Services related to activities for the
construction and installation of facilities

for: air pollution control ; waste water
management; solid waste management;
remediation and cleanup of soil, water and
groundwater; noise and vibration abatement;
environmental monitoring; analysis and
assessment; other environmental facilities.

Other environmental protection services,
CPC 9409; possibly also [5 - Educational
Services - Other]

Education, training, information

Provision of environmental education or
training or dissemination of environmental
information and which is executed by
specialised institutions or specialised suppliers.
Includes education, training, and information
management for the general public, and
specific environmental work place education
and training. The activities of the general
educational system are excluded.

Source: UNCTAD 1998 in Kirkpatrick (2006).

Note: Items in square brackets belong to sectors other than environmental services in the MTN.GNS/W/ 120 classification.

Environmental infrastructure services and the
issue of water

According to some experts, foreign commercial
presence, through Mode 3, could help ease the
constraint on domestic resources in developing
country provision of safe water, as well as
treatment of polluted water. Many see the GATS
as a suitable instrument to offer binding and
predictable market access for foreign investment
in this sector. Others, however, question the
value of such participation, particularly as it
raises issues of affordability to poorer sections
of the population as well as fears about private
ownership and control of water.

These fears were heightened when the EU in
its classification proposed “water for human
use and wastewater” for inclusion under
‘environmental services’. While water is in
theory open for negotiations at all times, the
proposal marked a shift away from the W/120
classification which does not address water at
all and mentions only sewage treatment and
tank emptying. It appears certain that it was

“water for human use” rather than “waste
water treatment” that sparked these concerns.

General obligations under the GATS, such as the
most-favoured nation or national treatment, do
not apply to ‘services supplied under government
authority’ that are not supplied on a ‘commercial
basis’ or in ‘competition with other service
suppliers’ (Article I: 3). In the case of water
supply, for instance, only if the sector already
has private actors (including domestic ones) or
the sole state entity in charge supplies water on
the basis of commercial considerations, would
a WTO Member be required not to discriminate
between water supply service providers from
different Member states or grant them the same
treatment as domestic entities.

Assuming that private participation and
commercial considerations do exist in the
delivery of environmental infrastructure services,
Members may wish to preserve regulatory ‘policy
space’ and incorporate adequate safeguards
in their GATS commitments so as to facilitate
other models for ‘delivery of water’ and the use
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of policy instruments, such as subsidies or tax
incentives. Disciplines on subsidies as well as
government procurement in services have yet to
be negotiated. Discussions, for example, in the
Working Party on GATS rules and the Committee
on Government Procurement have looked at
various kinds of contractual arrangements, such
as BOT. Some of these, it is argued, are actually
a combination of government procurement and
market access concessions. Any future disciplines
on government procurement and subsidies could
have implications for market access commitments
already made. Presently, many countries have
stated that they would prefer not to make
liberalisation commitments in water without
understanding the implications of liberalisation,
particularly on access of water to the poor.

Domestic regulations and disciplines not yet
negotiated

Detailed knowledge of domestic regulatory and
administrative regimes will be relevant for trade
negotiations in environmental services as in other
services. This is because domestic regulations
touch upon provision of services through Mode 3
(commercial presence) and Mode 4 (movement
of natural persons) through foreign investment,
health, environmental and immigration and
intellectual property rights laws and regulations
etc. While Article VI disciplines under the GATS
have a limited impact on public services, experts
believe that future negotiations under Article
VI:4 of GATS may influence domestic regulation
on public services. Article VI:4 on domestic
regulation states: “With a view to ensuring that
measures relating to qualification requirements
and procedures, technical standards and licensing
requirements do not constitute unnecessary
barriers to trade in services, the Council for
Trade in Services shall, through appropriate
bodies it may establish, develop any necessary
disciplines. Such disciplines shall aim to ensure
that such requirements are, inter alia:

a) basedon objective and transparent criteria,
such as competence and the ability to
supply the service;

b) not more burdensome than necessary to
ensure the quality of the service;

c) in the case of licensing procedures, not in
themselves, a restriction on the supply of
the service.”

WTO Members should, therefore, assess
ongoing negotiations in the WTO Working
Party on Domestic Regulation in the light of
their regulatory requirements. Disciplines
on safeguards, subsidies and procurement
mandated by GATS Articles X, Xlll and XV
have yet to be developed. According to the
Guidelines and Procedures for the Negotiations
on Trade in Services (S/L/93- 29 March 2001),
negotiations on safeguards under Article X shall
be completed by 15 March 2002. According to
the Decision adopted by the Council for Trade
in Services on 1 December 2000, Members shall
aim to complete negotiations under Articles
VI: 4, Xl and XV prior to the conclusion of
negotiations on specific commitments (under
market access).

Environmental services of export interest to
developing countries

The OECD classifications as well as various
other proposals on the classification of
environmental services reflect sectors where
developed countries enjoy a comparative
advantage, as many of these sectors are capital
and technology-intensive. However, many
developing countries are interested in market
access for environmental services that they
could possibly export, particularly in Mode
4, Cuba, for instance, whose environmental
service segments include studies, assessments
and consultancy services, is particularly well
developed and has exported such services to
Brazil, the Dominican Republic, Haiti, Mexico,
Nicaragua, Spain and Venezuela. As mentioned
previously, assessing the opportunities in this
sector will, however, imply an assessment of the
impact of foreign immigration regulations that
are a part of domestic regulation, as well as
other requirements, such as quality assurance
and educational requirements. Provision of
consultancy services through Mode 1 (cross-
border supply) could also hold opportunities for
developing countries for export of environmental
services.
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Cross-cuttingissue: integration of environmental
goods and services

In their submissions, Canada (TN/TE/W/50), Cuba
(TN/TE/W/55)andIndia(TN/TE/W/51)highlighted
the close linkage between environmental goods
and services, noting that environmental services
are often supplied through goods and the
separation of environmental goods and services
in an environmental activity is difficult, owing
to their integrated nature. Canada (TN/TE/
W/50) and the EU (TN/TE/W/47) have indicated
that their lists of environmental goods have
been informed by the type of products used in
environmental services. The disconnect between
environmental goods and service negotiations,
as well as the drawback of the ‘list’ approach
in taking account of their integrated nature,
have been pointed out. Where appropriate,
parallel liberalisation of environmental goods

and services has been suggested by the EU
(TN/TE/W/47).[See also: Informal note by WTO
Secretariat (TN/TE/W/63)]

At present, Members have not agreed to adopt
a coordinated strategy on environmental goods
and services within the context of the WTO
negotiations, but are likely to tailor individual
strategies to respond to specific country interests
in both goods and services negotiations. The
submission on the project approach, suggested
by India on environmental goods, points out the
need to ensure synergy between environmental
goods and services and includes both under its
scope. Some experts have suggested that Para
51, calling upon the CTE and the Committee on
Trade and Development to identify and debate
the environmental and developmental aspects
of the Doha negotiations, should play a more
useful role in this regard.

4. FUTURE OUTLOOK FOR WTO NEGOTIATIONS

At the time of writing, environmental goods
negotiations have proven difficult, due to
divergent views among Members on approaches
to liberalisation, and more fundamentally, on the
scope of what products do or do not constitute
environmental goods. Environmental services
have been affected by unresolved classification
issues and the slower tempo of negotiations for
services market access more generally. According
tomany Geneva-based WTO delegations, progress
could be catalysed if disagreements among WTO
Members on how to cut agricultural subsidies
and tariffs are resolved and an agreement is
also reached on the scope and modalities for
liberalisation in industrial goods.

Discussions so far have not been able to resolve
differences over inclusion of ‘dual’ use products
as well as the issue of which negotiating
approach i.e. ‘list’ , ‘project’ or any others
deemed appropriate to take. Several developing
countries maintain that a single potential non-
environmental end use should suffice to disqualify
a product from consideration; developed
countries countered that this would exclude all
but a handful of items. Developing countries also
reiterate that areas of concern to them, such

as special and differential treatment, NTBs, and
technology transfer needed to be taken into
account in the negotiations.

Other delegations, notably the US, Canada,
the EU, New Zealand, Norway, Singapore and
Switzerland submitted a proposal to both the
CTE-SS and NAMA have called for developed
countries and developing countries “declaring
themselves in a position to do so” to eliminate
tariffs on environmental goods by 2008 (TN/MA/
W/70 and TN/TE/W/65), with other developing
countries doing so by an undetermined later
date. The paper acknowledged that the products
to be covered by the environmental goods-
specific liberalisation initiative still needed to
be finalised, but specified that they would be
based on the environmental goods identified in
the CTE-SS. It also suggested that developing
countries could be allowed to exclude a limited
number of products from tariff elimination.

The EGS negotiations are in no way isolated
from the rest of WTO trade negotiations and the
momentum of progress may well depend on the
gains made in other areas of negotiations such
as agriculture. Any such momentum may also
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strengthen widely-held views amongst the trade
community that EGS negotiations reflect the ‘give
and take’ bargaining approach across different
negotiating sectors that are characteristic of the
WTO ‘Single-Undertaking Package’. Further, some
delegates point out informally that any benefits
that could be achieved from liberalisation could
be done so autonomously, and that there may
be a ‘bargaining-chip’ value in maintaining high-
tariffs and NTBs on EGS in a mercantilist sense.

When asked, many trade delegates conceded that
concessions can always be made, if Members so
wish, in sectors of export interest to developing
countries, whether or not these are formally
classified as environmental goods. In other words,
the Para 31 (iii) mandate is largely symbolic
and there is no restriction on concessions being
made in any relevant negotiating group whether
NAMA, Services or Agriculture. Others, however,
point out the highlighting of EGS under Para 31
(iii) implies an earlier, faster, and deeper rate
of trade-liberalisation relative to ‘other’ goods
and services. Cuba (TN/TE/W/55) has stated
that the linkage between the definitions and
lists of environmental goods, on the one hand,
and the negotiating modalities, on the other,

should be considered under a systemic and
parallel approach, as this is what will determine
the outcome, positive or otherwise, of the
negotiations.

It is possible that a failure to achieve a
meaningful outcome on EGS in the Doha Round
may prompt many WTO Members to address it
through bilateral or regional initiatives such as
through regional trade agreements (RTAs). The
greater degree of overall ambition in these
negotiations may imply that issues such as ‘dual-
use’ products or HS-codes may not be as great
a concern as within the WTO. Other challenges
such as non-tariff measures, impacts on
domestic industries, building supply-capacities
and technology transfer will persist, however,
and any regional trade initiatives may need to
find innovative solutions to these issues. The
lesser number of actors in an RTA may make an
agreement on HS-codes or standards easier and
lend itself to tailor-made technical assistance
and aid programmes. However, they may still be
affected by the classic drawbacks of RTAs-trade
diversion, costs to third parties, negotiating
asymmetry and less effective or transparent
dispute-settlement process.
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ENDNOTES

1

2

More specifically, Chapter 4 on changing consumption patterns and chapter 9 on the protection
of the atmosphere within Agenda 21.

WTO, Ministerial Declaration on Trade in Information Technology Products, WT/MIN (96)/16.
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PART B: ENVIRONMENTAL

GOODS:

TRADE FLOWS, POLICY

CONSIDERATIONS AND NEGOTIATING STRATEGY

B.1 TRADE FLOWS AND DOMESTIC POLICY CONSIDERATIONS IN

ENVIRONMENTAL GOODS

1. INTRODUCTION

If appropriately designed, trade liberalisation
of environmental goods (EG) will allow some
developing countries to significantly expand their
production and export of EG and thus promote
increased industrial diversification of their
economies. For many others, trade liberalisation
of EG may provide gains needed to support rural
economies, facilitatetheintegrationof theirsmall
and medium sized enterprises into related global
supply chains, and thereby increase employment
and contribute to poverty reduction. However,
if not well designed, liberalising policies for EG
might also be the source of harsher times for
local producers, especially for small and medium
sized enterprises (SMEs).

Although these considerations suggest that
different developing countries need different
approaches to EG trade liberalisation, there
are some common areas of concern that every
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developing country should address in order to
design their EG trade liberalisation strategy. This
work aims at facilitating this task for developing
countries.

In order to pursue that objective, Section two
presents a review of the global market for EGS,
differentiating between established environmental
technologies (EET) and environmentally preferable
products (EPP), and focusing on Asia and South
America. While Section three addresses trade
in EET, highlighting main markets, prevailing
tariff-situation, main NTBs and major trends in
domestic capacity, Section four does the same for
EEP. Next, Section five reviews the major issues
associated with the development of national EG
liberalisation strategies. Section six concludes
this work by delineating a framework for domestic
discussions aimed at developing national EG
liberalisation strategies.

2. THE GLOBAL MARKET FOR EGS

2.1 The Global Environmental Market

In 2003, the global size of the environmental
market was estimated at USD500 billion,
with the developed countries accounting for
about 90 percent (UNCTAD, 2003b). The US,
Western Europe and Japan together account
for 84 percent of this market, have many of the
largest environmental firms in the world, and
concentrate global exports of environmental
equipment, technology and services (Yu, 2007).
Although some argue that the market is split
almost equally between environmental goods and
environmental services (Kennet and Steenblik,
2005), others are of the opinion that the share of
services might be up to 67 percent of the global
environmental market (Vikhlyaev, 2006).

Although there are various views on what
constitutes the environmental goods and
services industry, there is agreement in that
its global market is growing at a fast rate.
Kennett and Steenblik (2005) argue that
whereas in 1990 the global environmental
industry was estimated to have generated
revenues of around USD360 billion, by 2001
they surpassed USD550 billion, and in 2005
they were expected to reach USD620 billion.
Similarly, in accordance with the Organisation
for Economic Cooperation and Development
(OECD) definition of environmental goods and
services, whereas in 1990 the global market
for environmental goods and services was
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approximately USD200 billion, in 2005 it was
USD600 billion (Alavi, 2007). Figure 1 shows the

Figure 1. Global Environmental Market

evolution of the global environmental industry
distinguishing by region or country.

600

500 +

400

300 +

US$ billion

200 +

100 +

1997 1998 1999

2000 2001 2002

|BUS mWestern Europe (1Japan [IRest of Asia M Others |

Source: Office of Environmental Technologies Industries, US Department of Commerce’s International Trade Administration
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While the global environmental industry is
estimated to have been growing fast during the
last years, saturation has slowed market growth
in the developed countries and therefore most of
the future demand growth is expected to occur in
developing countries and countries in transition
(UNCTAD, 2003b). Thus, whereas between
2000 and 2001 the environmental industry
of developed countries grew 1.6 percent, in
developing countries it grew approximately 7.5
percent (UNCTAD, 2003c).

The following areas are expected to experience
substantial growth in the market of developed
countries: cleaner technologies and processes,
renewable energy, waste management and
environmental consulting services (Industry Canada,
2003). Indeveloping countriesregions, suchasCentral
and Eastern Europe, Southeast Asia, China and Latin
America, the environmental market is expected to
grow fast, particularly in areas such as water and
wastewater treatment, waste management, air
pollution control and environmental monitoring and
instrumentation (Industry Canada, 2003).

2.2 Definition of Environmental Goods (EG)

Following Howse and van Bork (2006) and as
already described in Chapter 1, environmental
goods (EG) are referred to in this chapter as
belonging to two categories: a) established
environmental technologies (EET) and b)
environmentally preferable products (EPP).
While the former includes manufactured goods

and materials directly used in the provision of
environmental services, the latter includes
“industrial and consumer goods not primarily
used for environmental purposes but whose
production, end-use and/or disposal have
positive environmental characteristics relative
to similar substitute goods” (Hamwey, 2005: 2).
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2.3 Trade in Environmental Goods (EG)

2.3.1 Global trade

In 2003 global exports of EG reached
approximately USD369 billion, of which USD295
billion (79.9 percent) originated in developed
countries and USD74 billion (20.1 percent) in
developing countries (Hamwey, 2005). This
proves that the export of EG is highly dominated
by the industrialised world. Although exports
of EPP are balanced between developed and
developing countries, its participation within
global EG exports is small; whereas EET exports

Figure 2. EG Exports to World 2003

reached USD333 billion in 2003 (90.2 percent),
EPP reached USD36 billion (9.8 percent) (see
Figure 2). This shows that EET clearly dominate
the trade in EG. However, EET exports represent
approximately 4 percent of world exports, are
smaller than textiles trade, correspond to a
third the size of chemicals trade and to a tenth
of trade in machinery and transport (Bora and
Teh, 2004).
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According to Hamwey (2005), during 2003
developed countries imported USD252 billion
(68.3 percent) of EG and developing countries
USD117 billion (31.7 percent) (see Figure 3).
This shows that the import market is more
balanced that the export market, and therefore
that developing countries are net importers of
EG. These figures also show that developed and

developing countries have approximately the
same share of the EG import market, irrespective
of whether it is the EET or EPP market.

These figures indicate that while in 2003
developing countries had a large USD47 billion
trade deficit in EET, concerning EPP they
experienced a modest USD4 billion trade surplus.
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Whereas all developing country regions were net
importers of EET, not all of these regions were
net exporters of EPP. Considering three regions of
developing countries - Africa, Asia and Oceania,
and Latin America and the Caribbean - only Asia

Figure 3. EGS Imports from World 2003

and Oceania showed a trade surplus of EPP during
2003 which amounted to approximately USD4.9
billion (Hamwey, 2006). In contrast, both Africa
and Latin America and the Caribbean evinced
slight EPP trade deficits.
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According to these figures, developing countries
as a whole had a trade deficit in EET and a surplus
in EPP. However, exports of these goods from
developing countries grew at an annual rate of
12.5 percent between 1997 and 2003 for EET and
of 8.7 percent for EPP. For Hamwey (2005) this
seems to indicate that trade liberalisation of EET
offer developing countries greater opportunities
for income and employment generation than the
liberalisation of EPP, provided these countries
have the necessary supply capacity and if the
definition of EET is broad enough to cover a
number of products that may be ‘dual-use’;
i.e. those which may also have some non-
environmental uses such as pumps, valves and
filters. At the same time, Hamwey (2005) argues
that as the exports of many developing countries,

particularly the low-income and least-developed
countries, are concentrated in natural resource
based commodities, trade liberalisation of EPP
is essential in providing them with short term
export gains.

Although developing country regions account
for a small part of the global EGS market, their
environmental industries have been growing,
and are expected to grow, at a much higher pace
than those of developed countries (Yu, 2007).
Considering that approximately 96 percent of the
US, Europe and Japanese market is controlled by
their own indigenous producers, the expected
growth of the EGS market in the developing
world opens the door for increasing south-south
trade (Yu, 2007).

35



36

Trade in Environmental Goods and Services and Sustainable Development

2.3.2 Trade of environmental goods in the Asia region

Following the country classification of the
“UNCTAD Handbook of Statistics, 2004” provided
by Hamwey (2005), in 2003 developing countries
from Asia and Oceania exported USD55.8 billion
of EG, of which USD39.5 billion (70.8 percent)
were EET and USD16.3 billion (29.2 percent)
were EPP. During the same year, these countries

imported USD86.1 billion of EGS, of which
USD74.5 (86.5 percent) were EET and USD11.6
billion (13.5 percent) were EPP. These figures
make these countries net importers of EET and
net exporters of EPP. While Figure 4 resumes this
information for EET, Figure 5 does it for EPP.

Figure 4. EET Trade for Developing Countries from Asia and Oceania 2003
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Developing countries from Asia and Oceania
are important actors in the global EET trade,
accounting in 2003 for 11.9 percent of exports
and 22.4 percent of imports. Among developing
countries, this group dominated the EET trade
with 75 percent of exports and 70 percent of
imports. Although the region as a whole is a
net importer of EET, there are a few products
for which it is a net exporter, especially in the
renewable and clean energy areas (Alavi, 2007).
According to Yu (2007), some Asian countries,
such as Malaysia, Thailand and the Philippines,
are net exporters of the following: component
goods required to construct renewable/clean
energy technologies: hydrogen peroxide;

hydraulic turbines, water wheels and regulators;
parts for hydraulic turbines, including regulators;
instantaneous gas water heaters; solar water
heaters; wind-powered generating sets; and
photosensitive semiconductor devices, including
solar cells. At the same time, China, the Republic
of Korea (hereafter “Korea”) and Chinese Taipei
are important exporters, primarily to other
Asian countries, in the water and wastewater
management sectors (Alavi, 2007). Other
major traders of EET are Singapore, India and
Indonesia.

In general, it might be argued that while this
region is still a net importer of EET, in the future
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this might be attenuated, especially due to its
increasing competitiveness in the renewable/
clean energy technology related goods and
to the expected growth in the environmental
sector of Asian and other developing country
regions. As Yu (2007) expresses, while the
Asian environment market (excluding Japan)
in 2005 was 6 percent of the global market,
it is expected to grow to 9 percent by 2010.
More specifically, the author expresses that
due to a growing population, more stringent

environmental regulations and a lack of basic
environmental infrastructure for important
portions of their population, the Asian market
is expected to grow mainly for equipment and
chemicals related to water and wastewater
management, air pollution control, and solid
waste management equipment. He also argues
that the environmental markets of Latin America
and East Europe are also expected to experience
a high growth due to similar reasons.

Figure 5. EPP Trade for Developing Countries from Asia and Oceania 2003
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More prominently, developing countries from
Asia and Oceania are very important actors
in the global EPP trade, accounting in 2003
for 45.3 percent of exports and 31.4 percent
of imports. Among developing countries, this
group dominated EPP exports and imports, with
approximately 90 percent of the former market
and 84 percent of the latter (Hamwey, 2006). EPP
exports by Asian developing countries include
primarily organic products, certified timber
products, non-timber forest products, natural
resource- or biological-material-based products
based on traditional knowledge, products made

from natural fibres and biofuels, like ethanol and
methanol (Alavi, 2007; Yu, 2007).

For example, forestry exports are dominated by
Malaysia, Indonesia and China, and while during
the 1980s approximately 60 percent of these
exports corresponded to logs and 40 percent
to processed products, in 2005 this proportion
was 25 and 75 percent correspondingly. Major
Asian developing country importers of forestry
products are China, Chinese Taipei and Korea
(Alavi, 2007). Concerning biofuels, most of world
production consists of ethanol. While the leading
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producers by far are Brazil and USA, China is
already becoming a very important producer
and potential important producers are India,
Pakistan, Japan, Thailand and Malaysia (Alavi,
2007). As Asian countries, especially China and
India, together with Brazil, appear as the most
cost efficient bioethanol producers worldwide, it
is expected that they will tend to have a strong
presence in this trade.

This brief analysis appears to indicate that Asian
developing countries will continue to be net
importers, especially from Northern sources, of
EET. Nevertheless, it also shows that these countries
have the potential to become, and in some cases
continue being, important exporters of renewable/
clean energy technology related EET goods and EPP
goods, especially if the correct domestic incentive
policies are put in place (Yu, 2007).

2.3.3 Trade of environmental goods in the South American region

According to Hamwey (2005), in 2003 developing
countries Latin America and the Caribbean
exported USD15.2 billion of EG, of which USD13.9
billion (91.4 percent) were EET and USD1.3
billion (8.6 percent) were EPP. During the same
year, these countries imported USD23.7 billion
of EG, of which USD22.2 (93.7 percent) were EET

and USD1.5 billion (6.3 percent) were EPP. While
these figures show that this region as a whole
is a net importer of EET, they also show that
trade on EPP is fairly balanced. While Figure 6
resumes this information for EET, Figure 7 does
it for EPP.

Figure 6. EET Trade for Developing Countries from Latin America and the Caribbean 2003
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In 2003 the countries of Latin America and the
Caribbean as a whole accounted for 4.2 percent
of global EET exports and for 6.7 percent of
global EET imports. Among developing countries,
these countries accounted for 25 percent of
global exports and 22 percent of global imports.
Although the South American region as a whole,
and all of its countries on their own, are net

importers of EET, there are a few products for
which some countries have a trade surplus.

According to UNCTAD (2003a), in 2000 Brazil
and Argentina were net exporters of machinery,
mechanical appliances, and their parts, with a
surplus of approximately USD700 million for the
former and USD42 million for the latter.
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The same source tells us that during that year
Chile and Venezuela were net exporters of
methanol; while the former had a surplus of
approximately USD300 million, the latter had
a surplus close to USD70 million. Concerning
ethanol, UNCTAD (2003a) tells us that in 2000
Argentina, Bolivia, Brazil and Ecuador were net
exporters, with a total surplus of USD54 million.

At the same time, Argentina, Peru, Colombia
and Venezuela were net exporters of chemical
compounds, like anhydrous ammonia and
calcium hydrogen-orthophosphate, with a total
surplus of approximately USD49 million. Other
products for which South American countries
were net exporters correspond to plastic films
and measuring apparatuses.

Figure 7. EPP Trade for Developing Countries from Latin America and the Caribbean 2003
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In terms of trading volume, South American
countries are as relevant in the global EPP trade
as in the global EET trade, accounting in 2003 for
3.6 percent of world EPP exports and 4.1 percent of
world imports. Among developing countries, these
countries represented 7.3 percent of EEP exports
and 11.1 percent of imports (Hamwey, 2006). Major
EPP exports by South American countries correspond
to residues and waste from the food industries and
to wool; while the former had a surplus of USD6.7
billion, the latter had a surplus of USD400 million.
Whereas Argentina and Brazil dominated the export

market for residues and waste from the food
industries, Argentina and Uruguay dominated South
American exports of wool.

While this brief analysis seems to point out that
South American countries will continue to be
net importers of EET, it also shows that these
countries are important actors in some specific
environmental goods. Major opportunities seem to
rely on mechanical appliances, clean fuels, chemical
compounds, food industry waste and wool.
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3. TRADEIN EET

3.1 Main Markets and Prevailing Tariff-Situation

As with the EGS global market, the global EET
market is dominated by North America, Western
Europe and Japan. Although approximately 96
percent of their markets is controlled by their
own native producers (Alavi, 2007), North
America, Western Europe and Asia dominate

Figure 8. Regional Share of EET Imports for 2000

the EET trade. Globally, in 2002 they accounted
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According to UNCTAD (2003a), in 2000 global
imports of EET were approximately USD298 billion,
of which Western Europe accounted for 34 percent,
Asia for 24 percent and North America for 22
percent (see Figure 8). According to Bora and Teh
(2004), following the OECD list, in 2002 biggest
traded sectors were waste water management (34
percent), environmental monitoring and analysis (16
percent), solid waste management (13 per cent),
noise and vibration abatement (12 percent) and air
pollution control (10 per cent) (see Figure 9).

Differentiating by import market, AEGIS (2004)
states that the key US market for environmental
technologies include the water utility business,
valued at USD40 billion, waste management
(including solid waste management, landfill
management, and recycling technologies), and
clean up technology. According to Brock and
Boadu (2004), while the key sectors of the EET
European market are waste water, air pollution,
solid waste, and hazardous waste recycling, the
major demand from Asian countries is for solid-
waste handling and disposal, and filtration and
purificationequipmentforwaterandwastewater.'
The same authors express that while Mexico is
the largest single market in Latin America, and
that it demands mainly air and water pollution
monitoring equipment and technologies, Brazil,

Venezuela, Chile, Argentina, and Colombia
represent together represent a similar market in
air and water pollution control and abatement
technologies.

There is a clear difference between average
applied tariffs on EET by developed and
developing countries, with rates being uniformly
lower among the former. While in 2001 the applied
tariff rates of developed countries was less than
1 percent, average rates applied by developing
countries was almost 10 percent (Kim, 2005)
(see Table 1). For example, whereas for waste
water management technologies developed
countries apply on average a tariff close to 2.4
percent and developing countries apply a rate of
almost 9 percent, for solid and hazardous waste
management technologies the former apply a
rate of 1.8 percent and the latter apply close to
6 percent (lturregui and Dutschke, 2005). This
difference in the rates applied by developed
and developing countries is not unique to EET,
as it reflects a pattern well established in the
trade for manufactured goods (UNCTAD, 2003a).
While this situation makes Kim (2005) think that
accelerating the liberalisation of ETT will offer
little of export interest to developing countries,
Hamwey (2006) believes it would encourage the
growth of South-South trade in EET.

Table 1. Weighed Average Tariff Levels for EET in Ad Valorem Percentage Terms*

COUNTRY GROUP APPLIED MFN RATE
All countries 4.3
All high-income countries 1.9
OECD countries 3.7
Emerging Asia (China, Hong Kong [China], India, Indonesia, Malaysia, 45
Pakistan, Philippines, Singapore, Chinese Taipei, Thailand, Vietham)
Emerging South America (Argentina, Brazil, Chile, Venezuela) 11.7

Source: Kennet and Steenblik (2005).
* It does not include goods from HS chapters 1-24.
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It is also important to note that applied tariffs
by some developing countries vary significantly
from the average. For example, tariffs applied
by Costa Rica, Jamaica and Malaysia are as
low as those applied by developed countries
(UNCTAD, 2003a). At the same time, there are
big differences between countries from the
same region: whereas in some Asian markets,
such as China, the Philippines, and Malaysia,
tariffs on environmental products can be as
high as 40 per cent, India imposes a 25 percent
tariff to imported pollution control equipment,
and Chinese Taipei does not have import duty on
pollution control/prevention equipment and duty
exemption is granted for equipment procured
for environmental projects (Alavi, 2007). In
South America, tariffs vary from 6 percent

3.2 Main Non-Tariff Barriers

In view of the tariff levels applied by the
major importing markets of EET, such as the
US, Western Europe and Asia, many are of the
opinion that trade in EET is not significantly
impeded by tariffs (Alavi, 2007; Garcia, 2005),
especially concerning exports from developing
countries. As Howse and van Bork (2006: 27)
argue, “it may well be that the market access
of developing countries to developed country
markets depends more on reduction of structural
and non-tariff barriers”. These authors go further
and express that EET trade liberalisation would
increase access of developed country producers
to developing country markets.

Nevertheless, EET exports face many of the
same NTBs as other industrial sectors. However,
the difficulty for EET is increased by the relative
infancy of the environmental industry, the lack
of clear limits to delineate the sector, and the
dynamism of the sector (ETTAC, n.d.). Although
the research carried out by Kennet and Steenblik
(2005) on trade in environmental goods and
services in 17 countries showed that NTBs or
other technical barriers to trade were not
considered to be important, the same authors
argue that technical regulations and standards,
among other NTBs to trade, often vary among
importing markets and place difficulties for EET
producers and exporters.

in Chile, to 12 percent in some MERCOSUR
countries comprising Brazil, Argentina, Uruguay,
Venezuela, and Paraguay (Garcia, 2005).

Another interesting issue concerning EET tariffs
is that many countries involved in the production
of EET impose an escalating tariff structure, so
that while lower tariff are imposed on parts and
equipment used as input in the production EET,
higher tariffs are applied to EET themselves
(Alavi, 2007). For example, according to
Steenblik (2005), in order to favour domestic
production, Chinese tariffs for wind turbines
are 3 percent for individual parts, 8 percent for
assembled components and 17 percent for entire
pre-assembled turbines.

Non-tariff barriers to EET trade can take various
forms, with the most quoted ones being standards,
certifications, subsidies and environmental
regulations. For example, Khatun (2004) states
that technical standards and certification
requirements limit trade to a great extent
because products from developing countries face
important difficulties when entering the market
of developed countries due to lack of appropriate
standards for their products. The same author
argues that barriers are created “where specific
patented or patentable technical knowledge is
adopted as a standard for an industry through
government regulations, standards or special
provisions in MEAs” (Kathun, 2004: 32).

A more detailed list of NTBs to EET trade is
provided by the Environmental Technologies
Trade Advisory (ETTAC) of the US Secretary of
Commerce in the document “International
Market Access Issues Affecting US Environmental
Companies Environmental Technologies” (http://
web.ita.doc.gov/ete/eteinfo.nsf/vwettac).
After conducting a worldwide survey during
1998 among importers, marketers, applicators
and distributors of environmental products in 15
economies in Asia, 9 economies in Africa, and 22
economies in Latin America and the Caribbean,
ETTAC adopted the following classification
system of NTBs to trade of EET:




ICTSD Programme on Trade and Environment

o Subsidies;

e Quotas and quantitative restrictions;

e Sanitary/ phytosanitary regulations;

e Restrictions on who can import;

o Labelling, packaging and documentation
requirements;

o Standards;

o Intellectual property requirements;

e Harassment of imports;

e Restrictions on distribution, logistics, and
banking services;

e Restrictions on marketing;

e Restrictions on investment and the nature
of commercial relationships;

e Discriminatory devices; and

e Others.

The frequencies found in the survey show that
standards, harassment of imports, and labelling
and documentation requirements were the most
frequently cited NTBs (see Table 2). Concerning
Asian respondents, while marketing restrictions
was the barrier most frequently cited, labelling,
packing, and documentation requirements,
harassment of imports, distribution, logistics
and banking restrictions, and sanitary and
phytosanitary requirements also had high
frequency of occurrence. For Latin American
respondents, technical standards were the
barrier with the highest frequency, followed by
harassment of imports.

Alavi (2007) provides us with some more specific
examples of NTBs to EET trade. She cites the case
of how the Chinese regulatory system affects
imports of ETT to that market, and presumably
other kinds of products as well. For instance,
import approvals that have been obtained from
the local authorities are sometimes overruled by
central authorities. Another example is that as
laws weaken and there is a lack of enforcement,
administrators’ understanding of laws and
policies is more important than written laws.
To those exporters unfamiliar with the system,
these aspects become clear and strong barriers
to trade.

Alavi also indicates that in many cases bilateral
financial programmes in practice become barriers
to trade, basically because they imply that the
host country has to buy products from the donor
country. Thus, these tied-aid programmes can turn
into trade barriers for local producers as well as
for exporters in other countries without matching
tied-aid programmes. The author indicates that
the US has various arrangements of this kind to
promote their environmental goods and services
throughout the world, especially with India and
China. She also expresses that the EU has similar
programmes with Central and Eastern Europe,
Southeast Asia, India, Africa and South America,
and Japan with various Asian countries.
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Table 2. Rank Ordering of Non-Tariff Barriers to EET Trade by Frequency of Occurrence

RANK NON-TARIFF BARRIER FREQUENCY
1 Standards 36
2 Harassment of Imports 34
3 Labelling, Packaging/Documentation Requirements 33
4 Sanitary & Phytosanitary Regulations 25
4 Importer Restrictions 25
4 Discriminatory Devices 25
5 Restrictions/Distribution, Logistics, Banking Services 21
5 Restrictions on Marketing 21
6 Subsidies 14
7 Intellectual Property Infringements 10
8 Restrictions/Investment and Commercial Relations 9
9 Others 6
10 Quotas 2

Source: ETTAC (http://web.ita.doc.gov/ete/eteinfo.nsf/vwettac).

3.3 Major trends in domestic capacity

Domestic markets for environmental goods
and services in developing countries tend
to be dominated by small and medium sized
companies (Kennet and Steenblik, 2005),
with the exception of water and wastewater
industry where large private multinationals
dominate approximately 50 percent of the
global market (Yu, 2007). As Yu (2007) argues,
since Asian environmental firms are typically
small or medium sized, they often become sub-
contractors for larger multinational companies
from developed countries.

As in many developing countries the public sector
is mainly responsible for making the necessary
investments and providing the corresponding
services. Monopolies, either public or regulated
private companies have emerged for the
provision of these goods and services (Kennet
and Steenblik, 2005). However, this situation
is changing. A study conducted by Kennet and
Steenblik (2005), covering Brazil, Chile, China,
Cuba, the Czech Republic, the Dominican
Republic, Guatemala, Honduras, Israel, Kenya,
Korea, Mexico, Nicaragua, Pakistan, Panama,
Thailand and Vietnam showed that in all
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these countries privatisation and deregulation
processes are enlarging the role of the private
sector in the delivery of environmental goods
and services (EGS).

Although exports of EET from developing
countries have been increasing during the
last years, there are some problems that
still constrain their exporting capacity. For
example, Singh (2004) notes that Indian firms
have difficulty in increasing their environmental
goods exports due to their small size, their
lack of marketing and infrastructure of after-
sales service. He also argues that as Indian
technological capabilities in the environmental

4. TRADE IN EPP

industry are not highly recognised in the global
market, Indian environmental goods are not
greatly accepted in international trade. On
another front, Kennet and Steenblik (2005) note
that Czech exporters of environmental goods
experience difficulties associated with lack of
capital and the inaccessibility of export credits.
This situation has prompted some governments
to support their domestic environmental firms.
For example, according to Yu (2007) some Asian
countries, such as China, Korea, Malaysia and
Chinese Taipei have been supporting their local
firms in terms of size and technological know-
how so that they become more competitive in
the global market.

4.1 Main Markets and Prevailing Tariff-Situation

Global EPP trade is dominated by Developed
Europe, Asia and North America. In 2000, they
accounted for approximately 90 percent of
global exports and 79 percent of global imports
(UNCTAD, 2003a). According to UNCTAD (2003a),

Figure 10. Regional Share of EPP Imports for 2000

in 2000 global imports of EPP were approximately
USD28 billion, of which Developed Europe
accounted for 42 percent, Asia for 22 percent and
North America for 15 percent (see Figure 10).
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Source: Based on UNCTAD (2003a).

As with EET, average applied tariffs on EPP by
develop