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EXECUTIVE SUMMARY

Trade has the potential to affect the livelihoods of communities that depend on drylands and
degraded areas. Drylands encompass all lands where the climate is classified as dry sub-humid, semi-
arid, arid or hyper-arid. They cover 40 percent of the earth’s land surface and are home to more than
2 billion people — a third of the human population in 2000 — most of whom suffer from the poorest
economic conditions in the world. Although trade flows can act as an incentive to foster economic
growth and sustainable land management (SLM), they can also lead to changes in landownership and
use with systemic results on both the fertility of land and the populations who live on it. Dryland
regions are among the world’s most vulnerable ecosystems. Their vulnerability is exacerbated by
human activities such as unsustainable land use.

Land degradation takes many forms, including depletion of soil nutrients, salinization, agrochemical
pollution, soil erosion, plant degradation (resulting mainly from inappropriate agricultural practices),
overgrazing and deforestation. All of these types of degradation cause declines in the productive
capacity of the land, eventually reducing yields. Land degradation is potentially the most threatening
ecosystem change directly affecting the livelihoods of people living in arid areas. Scenarios show that
degradation of ecosystem services in drylands could threaten future improvements in human well-
being and even reverse gains in some regions.

International trade regimes and related government policies, macroeconomic reforms and a focus on
raising agricultural production for exports can affect, directly or indirectly, the resilience of dryland
ecosystems. These factors can lead to inefficient and wasteful use of land and water resources,
inappropriate crop intensification — especially under monocropping systems — expansion of agriculture
on to marginal lands, and the use of farm machinery and agronomic practices that are not suitable for
local soil and water conditions. The growth of large-scale, export-oriented agriculture often pushes
small farmers on to marginal lands (which are inherently incapable of sustaining food production) and
forces them to adopt unsustainable farming practices, which in turn decrease soil fertility and
exacerbate land degradation.

A range of agricultural products are produced under intensive production systems; it is important that
governments explore opportunities for diversifying trade into products that would promote more
sustainable use of natural resources, and look for ways of improving the environmental and social
impact of the products that are currently traded in large quantities.

Traditionally, drylands have been viewed as having little potential for economic activity because they
are prone to drought and land degradation. However, emerging markets for products based on
natural resources are providing ways of enhancing the sustainable use and management of land and
advancing rural development. This is the case of such natural products as aloe or gum arabic, the
increasing market demand for which is creating many new opportunities. Taking advantage of these
opportunities remains difficult, however, especially for marginal communities, because there is a lack
of structure for this market. More attention to this type of issue is urged, in order to avoid a situation
in which small groups establish structures that control resources but are detrimental to the
environment and to the local people whose traditional knowledge contributed to defining the market
use of the products. This requires the creation of a regulatory framework that provides the enabling
environment for increasing investment in the sustainable use and management of land and natural
resources.

Such an enabling environment relies on enhancing the interactions among trade and environment
stakeholders and on creating adequate incentive mechanisms and tools to increase investment in SLM.
Interactions might be facilitated by increased coherence between the trade strategies of the various
multilateral environmental agreements (MEAs), which could draw on synergies based on common
products or the ecosystems where they work (e.g., biodiversity in drylands). MEAs could thus increase
their capacity to influence policy-making processes and negotiate trade regulations that have a more
direct impact on effective implementation. Incentive mechanisms have to be created through
adequate policies and interventions at the international, regional and national levels.



Reforming the current distortions in global agricultural trade is crucial to addressing the relationship
between land degradation and trade. The billions of dollars of trade-distorting subsidies provided by
developed countries —both as export subsidies and as domestic support — have clear, direct
consequences for land degradation in dryland areas, especially in developing countries.

Certain types of agricultural subsidies, such as those linked directly to production, are believed to have
a more harmful impact on sustainable development — including sustainable land use — than others.
Agricultural subsidies can create incentives for overproduction. The intensification of farming methods
in both developed and developing countries can lead to trade distortions and contribute to land
degradation, water pollution and other negative impacts on natural resources. "Tariff escalation”,
which has long been identified as an obstacle to development, can discourage the adoption of value-
added production in developing countries. Higher tariffs on finished products (such as peanut butter)
than on raw materials (such as peanuts) prevent the development of processing industries, which are
less land-intensive than agriculture and represent an alternative source of livelihood for rural
communities.

The international trade regime, does, however, also offer a number of opportunities. The process of
trade liberalization and rule making under the World Trade Organization (WTO) — including for special
products, environmental goods and services (EGS), full duty-free and quota-free market access to
least-developed countries (LDCs) and the reform of market distorting subsidies — could provide
opportunities for promoting investment in SLM.

At the WTO, developing countries have argued that they should be given the flexibility to shield a
limited number of "special products” from the full force of tariff cuts, on the basis that these products
are important for food security, livelihood security and rural development objectives. The special
products mechanism could have important implications for SLM by allowing developing countries to
lower tariffs more gradually on products for which rapid liberalization could destabilize the livelihoods
of small farmers, threaten the wider rural economy and undermine food security.

One of the most significant potential prizes for LDCs in the negotiations of the WTQO’s Doha Round is
the prospect of obtaining "duty-free, quota-free access” for their products in developed country
markets, without requiring reciprocal concessions. Many dryland countries are LDCs and could benefit
from increased market access for their products — even though the links between increased trade and
land degradation are complex and vary from product to product and country to country.

Reforms and opportunities within the international trade regimes are not the only solutions. It is
crucial to bring global-level discussions to the country level, and to translate international-level policies
and dialogue into country-based interventions. In the wake of changes to the financial architecture for
official development assistance (ODA), the following analysis gives particular emphasis to the country
level and to the need to enhance multi-stakeholder consultations and strengthen cross-sector policies.

As development assistance adopts more holistic integrated approaches driven by country priorities, it
is fundamental that SLM is no longer seen as a technical concern of environmentalists, but rather as a
means to contribute to sustainable development and poverty reduction. This entails making links to a
number of thematic areas that touch on this topic, such as trade and markets, and coordinating the
related institutions and development processes to create more coherent policies that prevent and
minimize the potential risks associated with overexploitation of natural resources, negative impacts on
traditional knowledge and the exclusion of local populations and vulnerable groups from benefit
sharing. Although environmental concerns are still seen as limiting trade development, increased
attention should be given to the negative repercussions that neglecting environmental and social
impacts would ultimately have on business and the general economy.

Increased awareness of opportunities for market diversification might help countries to develop
diversification strategies that would lower dependence on a few export products — which encourages
unsustainable agricultural practices — and foster reforms of the trade regime. The engagement of
countries in the international debate would help to identify the needs of and constraints to creating an
effective and clear policy framework at the global level. For dryland products, such opportunities
already exist, are receiving increasing attention from the private sector and consumers in northern



markets, and are waiting for interventions at the policy level to create a regulatory framework for
growing the industry, and thus a more conducive environment for increasing investment.

The market value of dryland resources is growing, and the peculiar features that they develop in the
harsh environments where they grow, make them unique. Indeed, the comparative advantage of
these natural resources is that they provide key environmental services to the ecosystem where they
are found and to the livelihoods system of local populations. Increasing market demand for natural
resources such as gum arabic, medicinal plants and biofuels from groundnuts is creating new market
opportunities. Gains from these opportunities are very limited, however, because of the lack of basic
infrastructure, investment capital, research and development and — last but not least — an adequate
policy framework that regulates the markets at the national, regional and international levels. Building
the enabling environment for growing these markets would create incentives for increasing investment
in the sustainable use and management of land and natural resources, including by the private sector
and local communities.

1 INTRODUCTION

The text of the United Nations Convention to Combat Desertification (UNCCD) explicitly acknowledges
the relevance of trade in pursuing the Convention’s objectives. Under the General Obligations — Art. 4
Par. 2(b) — the Parties are required to give due attention, within the relevant international and
regional bodies, to the situation of affected developing country Parties with regard to international
trade, marketing arrangements and debt with a view to establishing an enabling international
economic environment conducive to the promotion of sustainable development.” The linkages among
trade rules, the environment and sustainable development have not, however, been widely recognized
to date. Building on the UNCCD’s mandate provides an opportunity to explore the potential of market
access and trade to increase investment in degraded areas and mobilize additional resources for SLM.

On-the-ground activities are providing increasing evidence of how trade and markets can contribute
to the socio-economic development of drylands and degraded areas. Some international organizations
have begun to use this evidence to reverse the negative image of drylands as hopeless extensions of
arid and degraded land whose vulnerability to natural calamities represents a risk factor that is far too
high to make them attractive for investment. With the realization that several products and services
from drylands offer investment opportunities with positive returns, trade and markets are emerging as
important potential factors for improving livelihoods and enhancing SLM in vulnerable ecosystems.
Nonetheless, these cases are still ignored in policy-making, resource allocation and budgeting
processes and excluded from broader development plans, thus leaving potential resources untapped.

Trade rules set parameters for the trade liberalization policies adopted by national governments,
which in turn affect the trade flows that filter down to rural communities in drylands. Trade
liberalization can open up new opportunities for rural communities, for example, by enabling them to
adopt value-added processing of basic commodities, by developing high-value niche exports or by
linking producers to environmentally conscious consumers through eco-labelling initiatives. At the
same time, however, when not well managed and supported by a conducive policy environment, such
trade promotion initiatives can have detrimental impacts on vulnerable drylands, for instance by
encouraging land conversion, unsustainable levels of harvesting or adverse forms of industrial
development. A systemic examination of these linkages is necessary in order to avoid generalizations,
capture hidden opportunities and make clear exactly how trade can affect the environment on which
some of the world's poorest people depend.

On 31 January and 1 February 2007, the Global Mechanism (GM) of the UNCCD and the International
Centre for Trade and Sustainable Development (ICTSD) organized an exploratory dialogue on
"Building an Enabling Environment for Increasing Investment in Sustainable Land Management
through Market Access and Trade" to explore possible ways of promoting investment in SLM through
market access and trade, in the context of the new financial architecture and resource allocation
patterns for development and poverty reduction.
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As part of this initiative, this background paper aims to: identify direct and indirect linkages between
trade policies and rules, SLM and livelihoods in arid areas, focusing on agricultural trade; identify the
potential of natural products by providing alternative livelihoods to enhance sustainable use of land
and natural resources; and highlight relevant policy instruments, mechanisms and tools for enhancing
SLM through trade.!

The paper also seeks to: stimulate discussion among the trade and environment communities, to
improve their understanding of each other's work; ensure that respective interests and concerns are
taken into account in the different policy-making processes; identify the roles and responsibilities of
different stakeholders and organizations, and the potential synergies; and identify entry points for
promoting SLM objectives through trade.

Following the introduction, section 2 of the paper examines the approach to trade and environment
adopted by selected multilateral environmental agreements (MEAs). The section explores linkages
among MEAs and examines how enhancing such linkages could promote incentive-based approaches
to meeting their objectives.

Section 3 provides general information on the characteristics of arid regions, and the geographical
extent, direct causes and environmental and socio-economic consequences of land degradation.

After outlining the important role of agriculture (including livestock) in dryland countries, section 4
examines trade-related factors that influence the role of agriculture in land degradation. It also
explores some possible trade-related measures for enhancing SLM in the agricultural sector.

Section 5 uses the example of natural products to show how alternative livelihoods can present a
comparative advantage for local communities, and for the market in general by providing the basis for
differentiation. Developing trade in such products as medicinal plants, gum arabic and biofuels from
groundnuts could help countries with drylands to reverse land degradation and advance rural
development. The section examines the environmental benefits and the economic and trade
opportunities for these products. Finally, it highlights some risks arising from the development of trade
in natural products typical of drylands.

Section 6 overviews changes in the international financial architecture and the new instruments and
mechanisms for delivering official development assistance (ODA). It also pinpoints the trade-related
processes that are being established to make trade more supportive of sustainable development
through mainstreaming trade issues into Poverty Reduction Strategy Papers (PRSPs) and facilitating
developing countries’ integration into the global economy and the multilateral trading system. The
section also looks at potential entry points for mainstreaming SLM into these processes.

Section 7 looks at policy instruments, mechanisms and tools that could enhance SLM through trade
and market development. The section highlights the importance of a cross-sectoral and multi-
stakeholder approach to create an enabling environment for the development of environmentally and
socially sound business models and for the creation of new market opportunities through product
differentiation and value chain development. The section also looks at opportunities offered by the
World Trade Organization (WTO) and in the area of traditional knowledge and intellectual property
rights.

! Because the link between trade and deforestation in semi-arid and dry sub-humid forests is weak, this paper does not address
the issue of deforestation. Although international trade in timber products and illegal commercial logging are important causes
of deforestation around the world, they stem mainly from humid tropical areas. In addition, most trade in fuelwoods is at the
local or regional level.
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1.1 The GM of the UNCCD

1.1.1 What is the GM?

The GM is a subsidiary body of the UNCCD mandated "to increase the effectiveness and efficiency of
existing financial mechanisms ... [and] ... to promote actions leading to the mobilization and
channelling of substantial financial resources to affected developing country Parties". The general
broker and match-maker functions of the GM have evolved over its ten years of operation and in the
wake of the changing international financial architecture, new modalities for resource allocation and
the increasing importance of domestic budgeting processes in developing countries that arose from
the Paris Declaration and the Monterrey Consensus. As a consequence, the GM specializes increasingly
in providing financial advisory services to the country Parties to the UNCCD. It works in close
cooperation with international finance institutions to tackle the issues related to natural resource
degradation.

The GM is an innovative entity that supports country Parties to the UNCCD in mobilizing financial
resources within financial resource allocation frameworks that address the nexus of land and natural
resource degradation, rural development and poverty reduction. The GM’'s approach aims to be
comprehensive: balancing poverty reduction and sustainable development with the sustainable use of
natural resources. The GM promotes the positioning of the UNCCD in the broader context of
development programming that includes policy processes and thematic areas influencing SLM and
rural development.

The GM does not intend to simplify the complex and changing international financial architecture and
domestic budget allocation processes, but rather to facilitate understanding of this new context, the
opportunities it offers, and the ability of UNCCD focal point institutions to work with it to increase
investments in rural livelihoods and safeguard natural resource availability for future generations. The
GM therefore works to generate enabling conditions for UNCCD country Parties, and assists capacity
building to ensure that rural communities living in drylands are adequately recognized in development
programming processes.

1.1.2 Resource mobilization through market access and trade

In response to the changing international environment, and to optimize its resource mobilization
capacity and sharpen its focus at the country level, the GM is developing the new concept of national
financing strategies (NFS). NFS aim to pool and coordinate different financial sources, instruments and
mechanisms to secure sustainable, timely and predictable investments for UNCCD implementation.
NFS will provide country partners with tools to align UNCCD priorities with those of other sectors and
to compete for resource allocations so that financial resources are raised systematically, coherently
and predictably. This includes ensuring that UNCCD-related development policies are translated into
resource allocations in public budgets and expenditure frameworks, broadening the scope of planning
processes beyond specific sectors, and increasing interaction with sectors that have resource
mobilization potential but have not traditionally been part of the UNCCD agenda, including market
access and trade.

In order to draw on trade and market-related resources, the GM has established a Strategic
Programme for Market Access and Trade, which is based on the conviction that stronger links
between the UNCCD and trade and market-related issues will make it possible to engage new
stakeholders in UNCCD implementation, leverage innovative sources for SLM financing, and establish
links with overarching development plans and budgeting processes. The programme is a corporate
tool to support the GM'’s regional programmes for integrating market access and trade into the
development of NFS for SLM financing. This requires a coherent and integrated approach linking
trade, markets and SLM, and the engagement of stakeholders from various communities, particularly
trade and environment, to define and implement a common agenda for promoting SLM through
market access and trade.
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1.2 ICTSD

1.2.1 What is ICTSD?

ICTSD was established in Geneva in September 1996 to help improve understanding of development
and environment concerns in the context of international trade. As an independent non-profit and
non-governmental organization (NGO), ICTSD engages a broad range of actors in dialogue about
trade and sustainable development. With a wide network of government, non-governmental and
intergovernmental partners, ICTSD plays a unique systemic role as a provider of original, non-partisan
reporting and facilitation services at the intersection of international trade and sustainable
development.

ICTSD facilitates interaction between policy-makers and those outside the system to help make trade
policy more supportive of sustainable development. By helping Parties to increase their capacity and
their understanding of each other, ICTSD builds bridges between groups with seemingly disparate
agendas. It seeks to enable these actors to discover the many places where their interests and
priorities coincide, because sustainable development is ultimately their common objective. With its
finger on the pulse of the trade and sustainable development interface, ICTSD is well placed to keep
track of emerging issues and changing dynamics within international, bilateral and regional trade
negotiations.

In recent years, ICTSD has brought to the table key trade and development issues such as special and
differential treatment, dispute settlement, aid for trade, climate change and the evolving energy trade
scenario. It has also raised the profile of development concerns related to intellectual property rights,
and trade in services and agriculture. Through its research, dialogue and information programmes,
ICTSD can boost these issues to foster constructive, solutions-focused debates.

1.2.2 Bridging the gaps between trade and SLM

International trade has the potential to affect the livelihoods of communities that depend on degraded
land in arid regions. Although trade flows can act as an incentive to economic growth and SLM, they
can also lead to changes in landownership and use, with systemic effects on both the fertility of land
and the communities that live on it. In addition, drylands are among the ecosystems that are most
vulnerable to such human activities as unsustainable land use.

ICTSD explores how international trade could provide a valuable avenue for fostering investment,
improving livelihoods and promoting SLM in dryland regions. More specifically, it aims to undertake
strategic actions that will:

(a) examine how current international agricultural trade patterns and related production systems
influence land degradation in dryland regions, and analyse the influence of current
international trade policies and rules in that regard, including the market distortions and
tariffs that affect traditional commodities from drylands, such as livestock, cotton and
groundnuts;

(b) identify trade opportunities and constraints for natural products in order to increase
investments in SLM;

(c) increase knowledge and promote understanding of relevant policies, institutions and
mechanisms for mitigating the environmental impacts of current international agricultural
trade patterns and associated production systems on land, and for turning trade opportunities
into concrete sustainable development benefits;

(d) identify risks that multilateral, regional and national trade liberalization might pose to the
economies, ecosystems, societies and livelihoods of communities living in drylands and
degraded areas, and suggest changes to rules to mitigate these impacts;

(e) in ongoing WTO negotiations, identify options for products of interest to drylands that could
contribute to SLM.
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2 TRADE, LAND DEGRADATION AND ENVIRONMENTAL GOVERNANCE

MEAs have become an essential part of global environmental governance. A number of MEAs include
trade-related provisions. Several WTO rules and agreements may have implications for MEAs in terms
of the policy space available for countries to meet MEA objectives while abiding by their WTO
commitments.

Paragraph 31(i) of the Doha Declaration provides a mandate for negotiating the relationship between
existing WTO rules and specific trade obligations set out in MEAs. The declaration, however, limits
such negotiations to existing WTO rules between Parties to the MEA in question. Moreover,
negotiations must not prejudice the WTO rights of any WTO member that is not a Party to the MEA in
question. In addition, paragraph 32 states that the outcome of negotiations must not add to or
diminish members’ rights and obligations under existing WTO agreements, nor alter the balance of
these rights and obligations. Many see the mandate set in the Doha Declaration as being too narrow
to enhance synergies between the WTO and MEAs (Charnovitz, 2003).

Discussion of paragraph 31(i) has focused on individual MEAs, delineating and classifying specific
trade obligations (STOs) in those MEAs, and identifying the relevant WTO rules. Following members’
submissions and discussions under the WTO Committee on Trade and Envir