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In general, one cannot expect developing countddsave the same environmental standards
as developed ones. Standards can be at theiresffigilevels and yet be lower than in devel-
oped countries due to differences in emissiontherpollution absorptive capacity and in the
intensity of environmental preferences. Howeveveligping countries can be said to provide
a 'pollution haven' if they set environmental stami$ below their efficiency levels or fail to
enforce their standards in order to attract foreigrvestment. This article analyses which
factors can give rise to pollution havens and exasiwhether these factors are more likely
to characterise the developing world. The evidgreraining to pollution havens is reviewed.
It is argued that in spite of the rather limitediadance for their existence it is nevertheless
important to evaluate policy options for tacklingofential) pollution havens. A comprehen-
sive range of options are evaluated according t@tiver they appear to be effective, politi-

cally realistic, development friendly, closed taiab and not unnecessarily restrictive.

In spite of the popularity of the pollution haveypbthesis, it is rarely defined what ex-
actly is meant by a pollution haven. Public oping@@ms to have it that any country with less
strict environmental standards than one's own cpusguilty of providing a pollution haven.
But such a definition would be misleading as cdestcannot, in general, be expected to have
the same environmental standards all over the weiltdependently of whether or not they
want to attract foreign capital. A more sophisechtefinition, but inspired by the same kind
of reasoning, is provided by Eskeland and Harri€®97, p. 4): ‘The pollution haven hy-
pothesis is, perhaps, best seen as a corollahettheory of comparative advantage: as pollu-
tion control costs begin to matter for some indastm some countries, other countries should
gain comparative advantage in those industrigsolilition control costs are lower there (for

whatever reason).” Again, in focusing on cost défdials as such and ignoring the reasons



for those differentials, this definition does natpture what seems to be the essence of the
pollution haven hypothesis: that countries setficiehtly low environmental standards or set
efficient standards, but fail to enforce them, idey to attract foreign capital.

In this article | will therefore employ the follong definition: a country provides a pollu-
tion haven if it sets its environmental standardkw the socially efficient level or fails to
enforce its standards in order to attract foremrestment from higher standards countries or
countries, which better enforce their standardsfohmal economic terms, environmental
standards are at their socially efficient levelioif each different pollutant the standard is set
such that the marginal social benefit of an inaeaaspollution is just equal to the marginal
social cost of such an increase. Avoiding econgargon, this broadly translates into the re-
quirement that the pollution levels are in accoogawith the preferences of people living in a
political community (here: country). Hence if emnmental standards are inefficiently low,
then there is excessive pollution relative to pe@ppreferences.

There has been much academic debate on the polloéieen phenomenon (see, for ex-
ample, Lucas, Wheeler and Hettige 1992; Birdsall Afheeler 1993; Thompson and Strohm
1996; Porter 1999). This article differs from mo#ter papers on two major accounts. First, it
aspires to provide a more comprehensive analysihah factors might give rise to pollution
havens and what systematic empirical evidence tall®n their existence. As we will see,
pollution havens are an elusive phenomenon in émses that their existence is difficult to
demonstrate both theoretically and empirically. el and more importantly, it aspires to
move forward the debate in providing an analysipalicy options for dealing with this elu-
sive phenomenon. What options do policy makers l@avdealing with pollution havens and

how would one evaluate those options?



Structure and outline of argument

The next section argues that even if environmestéaldards were at their efficiency levels
everywhere, there would still likely to be interioaial differences in those environmental
standards. This is because of potential differentéise amount of existing emissions, differ-
ences in the pollution absorptive capacity of theimnment in different countries as well as
differences in the intensity of environmental prefees of the people living in a country.
Apart from differences in the amount of existinglgibon, none of these factors would sug-
gest systematically lower environmental standardsieveloping as opposed to developed
countries, however. Then a number of factors asméxed, which could lead to pollution
havens as defined above. Of these, by far the mmp&irtant one is that developing countries
might suffer from political-institutional deficieres that could create a bias against environ-
mental preferences such that their environmerdaldstrds are set inefficiently low or are non-
enforced.

These theory oriented considerations are impoitatihe sense that they help to clarify
analytically when international differences in @ovimental standards are justified by interna-
tional differences in the efficient level of standaand when they are not. However, the ques-
tion is whether such a distinction is useful forpenical analysis, which after all represents the
only way of knowing whether and to what extent piddin havens exist in actual reality. Ide-
ally, one would try to assess environmental staiglamternationally, compare the actually
existing standards to what would constitute thecieifit standards and evaluate whether de-
veloping countries’ standards are further away ftbgir efficiency standards than is the case
in developed countries. If so, then they would pewa pollution haven relative to developed
countries. Unfortunately, such an empirical analysinext to impossible, mainly because it is
extremely difficult to say what the efficient ersirmental standards for each country would

be. Studies analysing the pollution haven phenomemopirically have therefore invariably



taken recourse to testing one of three proxy piitipas or hypotheses that would need to
hold if pollution havens did exist:

1. Differences in environmental standards affeetatocation of investment flows.

2. Developing countries’ production and exports ehdoecome increasingly pollution-

intensive.

3. Pollution-intensive industries flee the highrstards countries.

Reviewing the available empirical literature le&olghe conclusion that there is very lim-
ited evidence in favour of either of these thregppsitions and several reasons are presented
for why there might be such limited evidence follyt@on havens.

It follows from both theoretical considerations andeview of the empirical evidence that
pollution havens represent an elusive phenomendnle\their existence is difficult to dem-
onstrate, it would be overhasty to dismiss themmdetely, however. Maybe insufficient data
availability prevents our empirical methods froracing them better. Also, policy makers and
environmental activists alike seem to be conceat®ult pollution havens independent of the
weak empiricial evidence for their actual existeriogimes of ‘globalization’ and increasing
flows of capital to developing countries, this centis even likely to become stronger. If one
is concerned about policy, then it is simply nobwgh to refer to the weak statistical evidence
for pollution havens found in empirical studiestlita, one needs to take these concerns seri-
ously and offer policy options to address them.

This article therefore goes one important step béybe existing literature. Since the ex-
istence of pollution havens is likely to remainaiy debated issue, it seems more than perti-
nent to evaluate policy options for tackling potaindr actually existing pollution havens. The
last section of this article therefore examinesidewange of policy options according to a
number of clearly specified criteria. It arguestthssistance for political-institutional capacity

building and local empowerment of people repret@nbest policy option.



Theoretical considerations and evidence

on factors causing pollution havens

EFFICIENT  INTERNATIONAL DIFFERENCES IN  ENVIRONMENTA L
STANDARDS

As mentioned in the last section, countries migtvendifferent environmental standards, even
if those standards are set at their efficient lelzavironmental standards can differ because of

at least three reasons:

» Differences in emissions of pollutangdl other things equal, a country with higher emis-
sions should have stricter environmental standdras a country with lower emissions. Un-
fortunately, data on international differences imissions of pollutants are not directly avail-
able on an aggregate basis. However, one can fiseedces in energy consumption per cap-
ita as a first proxy to differences in emissiongoliutants® According to World Bank (1999,

table 3.7) low and middle income countries had mroercial energy use per capita of 1,766
kg of oil equivalent in 1996, whereas high inconoerdries used 5,259 kg of oil equivalent
per capita. Ceteris paribus, we would thereforeaverage, expect developing countries to

have laxer environmental standards due to lowessions.

» Differences in pollution absorptive capacity.principle, different environments can have
different capacities to absorp or assimilate amdetore to cope with pollution. This much is
undisputed. Going one step further, it is sometiteagatively suggested that the environment
in developing countries might be characterised igydr pollution absorptive capacity (for

example, Snape 1992, p. 88). However, from a nlasgrance perspective there is no justifi-



cation for such a presumption, as the pollutiorogits/e capacity depends on the meteoro-
logical and topographical conditions of the loealvironment and also on the relevant pollut-

ant.

» Differences in the intensity of environmental prefees.t is often presumed that the in-
tensity of environmental preferences is lower iveleping countries. Kristrom and Riera
(1996, p. 45) suggest that ‘most economists worgdeaintuitively that environmental quality
is a luxury good’. Such a presumption is in comfligth the available evidence, however. In
Gallup et al. (1993), a cross-national survey ergasring 24 developed as well as developing
countries, there is no statistically significantretation between expressed personal concern
about the environment and real GDP per capita rohasing power parity in 1992 (GDP data
taken from UNDP 1995, table 1). There is a corr@atstatistically significant at the .01
level, between support for stronger environmerdaailsl for business and industry as well as
for citizens. However, it contradicts the commoawias individuals in poor countries actu-
ally express stronger support for these laws thdividuals in rich countries (Pearson Corre-
lation -.550 for laws for business/industry, -.d#laws for citizens¥. These findings are not
confined to the Gallup et al. (1993) survep. the ‘World Values Survey’ (Inglehart, Basanez
and Moreno 1998), another cross-national environiaiesurvey conducted in 43 developed
and developing countries, there is no statisticsiliyificant correlation between income lev-
els and individuals’ support for environmental paion — as measured in various formula-
tions asking for people’s willingness to accepteror tax or cost increases for the reduction
of environmental pollution. More systematically,i¢rom and Riera (1996) have surveyed
available evidence from contingent valuation stadieall coming from European countries,
however. Somewhat to their own surprise they fimat individuals in lower income brackets

express a higher willingness-to-pay as a sharéeaf tncome than individuals in higher in-



come brackets. It seems fair to say, thereford, ttiexre is no strong evidence showing that
environmental preferences of individuals in poaurtties are less intense than of individuals

in rich countries.

INEFFICIENT INTERNATIONAL DIFFERENCES IN ENVIRONMEN TAL
STANDARDS

International differences in environmental standaméded not be in accordance with differ-
ences in the efficiency of environmental standahdsyever. There are a number of reasons

that could cause such standards to inefficienffedinternationally:

» Transboundary pollutionSo far, we have assumed that environmental pofliudies not
cross national boundaries. If it does, then ineestito provide a pollution haven exist as
some of the burden connected to low or badly eefbenvironmental standards is borne by
other countries. What evidence do we have on poliugpillover effects? To my knowledge,
there is no evidence that pollution spillover effeare more prevalent in the developing world
per se. However, we do have evidence on whethectaff countries have found an agreement
and have tried to internalise the pollution extétyaOn this account, developing countries
fare worse than developed countries. AccordingandS(1992) de facto participation of de-
veloping countries in international legally bindiegvironmental agreements is in general (but
not in each and every case) much less than thdewéloped countries. Similarly, in cross-
country statistical analysis Roberts (1996) foumat tvealthy countries are much more likely
to sign and ratify international environmental treg than poor countries. Ceteris paribus, we
would therefore expect developing countries’ padlatspillovers to be less internalised via

international environmental agreement than devel@oeintries’ spillovers.



» Bias against environmental preferencBsllution havens can also arise if a country's-stan
dard setting institution (that is, its governmentte national environmental authority) is bi-
ased against environmental preferences. Why migitoe the case? First, the agents causing
and therefore benefiting from environmental potiatimight be less in number than the vic-
tims of pollution. There is a whole strand of palthoice theory going back to Olson (1965)
arguing that small groups find it easier to orgaritteemselves and therefore to lobby the po-
litical process than big number groups. Businessigs from pollution-intensive industries,
for example, are usually much better lobbyists witich more money and influence available
than environmental pressure or consumer groups.eMenythere is a drawback to this argu-
ment. If the number of pollution beneficiaries isich smaller than the number of pollution
victims, then at democratic elections the victinaydna comparative advantage over the for-
mer group. Presumably, therefore, this first argume not sufficient in explaining political
bias against environmental preferences. Of comnsay, especially developing, countries do
not hold democratic elections in the full senseydeethe beneficiaries of pollution need not
fear to lose out at the ballot box. Freedom Hod889) publishes an annual index of political
freedom measured on a one-to-seven scale covdringxistence and fairness of elections,
existence of opposition and the possibility to taker power via elections. For a selection of
the 52 most important developed and developing tri@sn the 1996-97 index is highly corre-
lated with real 1997 GDP per capita in purchasioggr parity (Pearson Correlation .865,
significant at the .01 level; Spearman’s r .84@n#icant at the .01 level, GDP figures taken
from UNDP 1999, table 1): Developed countries temtiave higher political freedoms than
developing countries.

Second and connected to the last point, if thetipalisystem is characterised by corrup-
tion and is easily amenable to manipulation by péwvend wealthy special interest groups,

then the beneficiaries of pollution are likely te imore influential than the comparatively less



wealthy environmental pressure or consumer groegulatory capture’ becomes easier if
lobbyists from pollution-intensive industries carible officials from environmental agencies.
Porter (1999) argues forcefully that developingrdaes are much more likely to suffer from
this kind of failure of political system than dewpéd ones. Transparency International (1999)
publishes an index of perceived corruption, definedhe perceived corruption in the public
sector in terms of abuse of public office for ptevgain, measured on a zero-to-ten scale. For
the same 52 developed and developing countrieb@geathe 1996 index is highly negatively
correlated with real 1997 GDP per capita in purcigapower parity (Pearson Correlation -
.638, Spearman’s r -.743, both significant at O level; GDP figures taken from UNDP
1999, table 1): Developing countries tend to begeed as being more corrupt than devel-
oped countries.

Third, whereas the benefits of pollution are présemgible and highly visible in terms of
the goods and services that are produced and ltisethat are created or secured, the costs of
pollution are often invisible, intangible, uncent@nd occur in the future. Myopic policy mak-
ers whose interests might primarily centre aroured grospects of re-election in the near fu-
ture, might therefore tend to focus on the benefifgollution at the expense of its costs. They
might be encouraged to do so if because of econbardship the electorate regards other
problems than environmental pollution to be the enpressing ones. Maybe surprisingly,
there is no systematic evidence demonstratingitidiatiduals in developing countries regard
other problems more pressing relative to envirortalgoroblems. In the already mentioned
Gallup et al. (1993) study the percentage of redpots volunteering to state environmental
problems as the most important problem facing #@ttéon is not statistically significantly cor-
related with GDP per capita. Similarly, in the WibNalues Survey (Inglehart, Basanez and

Moreno 1998) approval rates for the statement #f want to combat unemployment in this
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country, we shall just have to accept environmeptablems’ is not significantly negatively
correlated with GDP per capita.

Fourth, bias against environmental preferencesstan from political-institutional failure
of a country. Even if policy makers are not biasgdinst environmental preferences per se
and try to satisfy the true preferences of thdizenship, a country, especially a developing
country, might not have the advanced politicalalegdministrative and regulatory capacity to
provide environmental protection at the efficieavdl. Political-institutional failure might
either lead to inefficiently low environmental sti@nds or to non-enforcement of standards.
Birdsall and Wheeler (1993, p. 138) suggest tha felative costs of monitoring and enforc-
ing pollution standards are higher in developingrides, given scarcity of trained personnel,
difficulty of acquiring sophisticated equipment,dathe high marginal costs of undertaking
any new governmental activity when the policy fouen reducing fiscal burdens’. In using a
multidimensional survey analysis of national ennirental reports to the United Nations
Conference on Environment and Development (UNCHEBIRiD de Janeiro in 1992, Dasgupta
et al. (1995) find that a country’s overall institunal environmental performance as measured
by environmental awareness, scope of policies adoscope of legislation enacted, control
mechanisms in place and the degree of succesgirrnmentation is positively correlated with
its income per capita and the development of galland regulatory system.

Fifth, policy makers can be biased against enviemiad preferences if this allows domes-
tic firms to reap profits from international impectly competitive markets. Barrett (1994)
shows that if firms in these markets compete watheother in quantities (so-called Cournot-
competition), then lowering environmental standaatisws domestic firms to expand their
output and increase their profit share at the expe@rf foreign firms. This is often called ‘eco-
logical dumping’ and in so far as countries do tast away all the additional firm profit, for-

eign investors will find it attractive to invest anlow standards countries. However, whether
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‘ecological dumping’ can explain the provision allption havens is rather dubious for two
reasons. First, Barrett (1994) shows as well thabmpanies compete with each other in
prices rather than in quantities (so-called Bedranmpetition), then governments have an
incentive to actually raise environmental standasighis will allow domestic firms to raise
their prices and increase their profit share atetkgense of foreign firms. In other words, in-
stead of ‘ecological dumping’ there can as welldmlogical over-pricing’ depending on the
form of competition. Second, even if firms compietguantities, all countries have an incen-
tive to lower their environmental standards. Heratecountries will have inefficiently low
environmental standards, but there is no reas@xpect that developing countries provide

pollution havens relative to developed countries.

» Dependency on capital tax reven@ates and Schwab (1988) and Chao and Eden (1997)
show that countries have an incentive to set enmental standards inefficiently low if their
government’s tax revenue depends in part on cafaixaition. Lowering environmental stan-
dards is a means of attracting foreign capital keepbing domestic capital which raises tax
revenue. IMF (1998, pp. 4-5) provides evidencehantypes of governmental revenue as per-
centages of total revenue in general and on capdaaation as a proxy to capital taxation in
particular. While the percentage of total revenieensning from corporate taxation obviously
varies a lot from country to country, it is strigithat quite a few developing countries derive
above 15% of their total revenue from corporatatiax, whereas in developed countries the
dependency ratio is usually below 15%, with theegtion of Australia which has a rate of
almost 17%. Ceteris paribus, we would thereforeeekthat some developing countries might

have lower environmental standards.
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» Jurisdictional market power in the market for capitvan Long and Siebert (1991) and
Rauscher (1994) have shown that if countries amge’ so that they can exercise market
power in the capital market (a possibility we hawglicitly excluded so far), then a capital
exporting country has an incentive to lower itsiemvmental standards in order to restrict its
capital export and raise its rate of return oriateign investment. A capital importing country
with market power has the opposite incentives. @hnggiment can hardly give rise to develop-
ing countries providing pollution havens, howevrst, there is hardly a developing country
large enough to raise or lower the rate of returrcapital. If at all, then developing countries
could merely exercise market power in a concerbéat effort, which is non existent at the
moment. Second, and more importantly, developingittees are net capital importers so that
instead of having an incentive to provide pollutlavens they would have an incentive to set

inefficiently strict environmental standards!

SUMMARY OF FINDINGS

Table 1 sums up the findings on how we would expeskloping countries’ environmental

standards to be relative to developed countries'samder efficiency conditions. Only the
lower emissions in developing countries would dieprompt us to expect them to have laxer
environmental standards. The evidence on the pamiwdbsorptive capacity of the environ-

ment and the intensity of environmental preferene@sdeterminate.

< INSERT TABLE 1 HERE >

Table 2 sums up the findings on factors, which d@ive rise to pollution havens. The higher
prevalence of pollution spillovers, the more pramoed bias against environmental prefer-

ences and the greater dependency of governmentuewen capital taxation are all factors
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which could give rise to developing countries hgvimefficiently lax or badly enforced envi-
ronmental standards relative to developed countliggsdictional market power in the capital

market is a potentially counteracting factor, lsifgractical relevance is highly questionable.

< INSERT TABLE 2 HERE >

As can be seen from tables 1 and 2, the existeneser or badly enforced environmental
standards in the developing countries might beneed not represent the provision of a pol-
lution haven. Next we move to a review of the meystematic empirical evidence related to

pollution havens.

Systematic empirical evidence

How to detect pollution havens? Ideally, followinigm the definition of pollution havens one
would want to compare existing environmental statsl#o their efficiency levels. In practice,
providing a reliable estimate of these efficieneydls would be next to impossible for most
countries due to lack of reliable data and valuatstudies. Invariably therefore empirical
studies have simply examined whether countries leithenvironmental standards manage to
attract capital from high standards countries.olfygsion havens exist, then we would expect
to find such evidence. Note, however, that sucdenge is only a necessary, not a sufficient
condition for proving the existence of pollutionvieas as the environmental standards in
countries attracting investment while lower tharmother countries need not be inefficiently
low.

Practically all relevant empirical studies have reixged one of three questions: First,

whether differences in environmental standardscaffee allocation of investment flows; sec-
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ond, whether production and exports in developimgntries (the supposed pollution havens)
are becoming increasingly more pollution-intensiged third, whether pollution-intensive

industries leave high standards countries at aynjfgiant level.

DO DIFFERENCES IN ENVIRONMENTAL STANDARDS
AFFECT THE ALLOCATION OF INVESTMENT FLOW S?
Pollution havens only matter if differences in enmimental standards affect the allocation of
investment flows. While there are not many studieshe international level, there are a few
more studies examining the effects of environmerggllation on investment flows within a
nation, mainly in the U.S. Mani, Pargal and Huq9@ypfind that differences in the stringency
of environmental enforcement in different statesnadlia do not have a significant impact on
the location of new manufacturing plants in 199mitrly for the U.S., Bartik (1998) does
not find any statistically significant effect of nations in the stringency of state environ-
mental standards on the location decisions of nanwufacturing plants owned by the Fortune
500 companies throughout the 1970s. Levinson (1@3@&mines locational choice encom-
passing all the manufacturing industry. He findat tthe investment decisions of only very
few industries were significantly affected by difaces in environmental standards and that
the effect is rather small. McConnell and Schwa#Q) look at the impact of environmental
regulation on location decisions for new plantgust one industry, the motor vehicle industry
during 1973-1982. Their results are ambiguous. Dejpg on the definition of environmental
stringency they find either no statistically sigeaint evidence or weak evidence that some
firms may be deterred at the margin from investmgegions with high environmental com-
pliance costs.

In contrast to the last three papers, Keller andrison (1999) look specifically at FDI in-

flows to the U.S. and examine whether states wothh €nvironmental standards attract a
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higher share of this investment inflow than othates. Keller and Levinson find that they do,
but estimate the effect to be small. Their ressttsnd in marked contrast to List and Co
(2000) who also look at the effects of environmkerggulations on FDI inflows to the U.S.
Using measures of environmental stringency diffefeam Keller and Levinson (1999), they
find quite large effects of stringent environmersi@indards lowering a state’s share of receiv-
ing FDI.

In moving to the international level, the firstrigito note is that the empirical evidence
from the national level, even if it was unambiguoosed not carry over as nation-states are
much more diverse in many respects than the statbe U.S. Before looking at two studies,
which employed systematic statistical analysigs iinteresting to note that environmental
compliance costs do not figure in the 49 Compaetriass Indicators, published by the World
Bank (1998b). Neither does it play a role in thenpetitiveness ranking of 59 countries pro-
vided by the World Economic Forum (1999). In asdarcompetitiveness is a metaphor for
the attractiveness to invest in a country, therthewWorld Bank’s and World Economic Fo-
rum'’s view at least, environmental factors do resms to play a role. In IMD's (1999) ‘World
Competitiveness’ rankings the extent to which éxgstaws to protect the environment hinder
businesses is one of the criteria, but it is meoelg out of 288 and four other criteria reward
countries for good environmental performance.

More systematically, Xing and Kolstad (1998) firtt countries with low environmental
standards tend to attract a higher share of U.$.0ebBlows than countries with high stan-
dards. However, they admit that this result migbit Ime robust as their number of observa-
tions is quite low. Eskeland and Harrison (1997areie how the pattern of foreign invest-
ment in four developing countries (Mexico, Moroc€&nte d’lvoire and Venezuela) is af-
fected by environmental regulation. They find twangs: first, differences in pollution

abatement costs are insignificant in determining fi@vs to these countries. Second, high-
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polluting sectors do not attract more FDI than m&asectors — sometimes even the opposite

effect is statistically significant.

ARE DEVELOPING COUNTRIES’ PRODUCTION AND EXPORTS

BECOMING INCREASINGLY POLLUTION-INTENSIVE?

If developing countries provide pollution havertsert we would expect that, ceteris paribus,
their production, and possibly their exports aslwatcome more pollution-intensive over
time as dirty industries migrate to these havensak, Wheeler and Hettige (1992) and Bird-
sall and Wheeler (1993) provide evidence that agret countries had high growth rates of
pollution intensity of industrial production in ti®©70s and 1980s, whereas the pollution in-
tensity has decreased in developed countries. &imilAbimanyu (1996) finds that pollution
intensive sectors have expanded faster than averagene developing countries in East and
South East Asia. However, it is not clear whetlhés telative change is due to re-location of
pollution-intensive industries towards developirgutries or represents the environmental
consequences of the industrialization process (fsom and Strohm 1996). It is also not
clear whether, even if this relative change was tdusigration of pollution-intensive indus-
tries towards developing countries, re-located stidess increased the exports of goods from
pollution-intensive production to high environmdnstandards countries. First, Lucas,
Wheeler and Hettige (1992) and Birdsall and Whe€l®93) find that closed developing
countries had much higher growth in pollution irsiéy of industrial production than export-
oriented countries — a finding, which is disputgdRock (1996), however, who claims that
this result is due to statistical misspecificati®econd, Mani and Wheeler (1997, p. 20) pro-
vide evidence suggesting that the consumption éifoan intensive goods in the developed

world has decreased hand in hand with their deicrggmllution-intensity of production so
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that the ‘consumption/production ratios of dirtyes products in the developing world have
remained close to unity’.

Tobey (1990) analyses directly the effects of défeces in environmental standards on
patterns of world trade finding that developed d¢daes’ stringent standards have not signifi-
cantly affected international trade patterns inriest polluting industries. He uses data from
the late 1960s and early 1970s — that is, befarerthjor wave of raising environmental stan-
dards in developed countries. But his result isfiomed by a similar analysis by Beers and
Bergh (1997) for 1992. However, whereas they findsignificantly negative impact of the
stringency of environmental standards on exporigoifition-intensive industries as a whole,
they do find such an impact with respect to thesstilwf 'non-resource based' pollution-
intensive industries.

World Bank (1998a, p. 113) also provides more reegidence on the pollution-intensity
of exports from developed and developing countitesomputes the export-import ratio for
six heavily polluting sectors — iron and steel, feorous metals, industrial chemicals, petro-
leum refineries, nonmetallic mineral products antp@and paper products — for 53 countries.
The export-import ratio of low-income countriesreased by 71 percent to about 0.3 between
1986 and 1995, that of both lower and higher midglid®@me countries decreased and the ratio
of high-income countries increased by 29 percertt.82* The result for low-income coun-
tries leaves open the possibility that these caesfprovided pollution havens in the 1980s
and early 1990s (and possibly before). Notably, édvaw, the lower the income group of coun-
tries the lower as well the export-import ratiooduction of dirty industries still takes place
predominantly in the richer countries. What is tfaeincome groups holds true on a disag-
gregated level as well: World Bank (1998a, p. Ifirl8)s that with very few exceptions devel-
oped countries export more goods from highly poilysectors than they import from devel-

oping countries both in 1986 and in 1995. A posséxdplanation for this rather striking result
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might be that dirty sectors are about twice astabpitensive than clean sectors, which in turn
are about 40% more labour intensive (Mani and W4reE997, p. 6) and developed countries
are more capital abundant and less labour abuidamtdeveloping countries.

For the US only, Kahn (2000) looks at the pollutiatensity of exports and imports in
1972, 1982 and 1992, where pollution intensity isasured according to information pro-
vided by the US Toxic Release Inventory Data. Hddithat the growth in pollution-intensive
imports is mainly due to growth in trade with rioations, not with developing countries.
However, he also finds that ‘when poorer nationgage in trade liberalization dirty trade

with the United States grows faster than clearetssith the United States’ (ibid., pp. 3f.).

DO POLLUTION-INTENSIVE INDUSTRIES FLEE

THE HIGH STANDARDS COUNTRIES?

Pollution havens, if existent, will attract foreigmvestment from countries with higher stan-
dards. Do we observe pollution-intensive industiéaving high standard countries? Evidence
on this aspect exists mainly for the U.S. only. naa (1988) in one of the earliest compre-
hensive qualitative studies did not find evidentpallution-intensive U.S. industries moving
to Ireland, Spain, Mexico and Romania. More systensad very strong evidence against the
hypothesis that pollution-intensive industries ratgrtowards lower standards countries is
provided by Albrecht (1998): He looks at the U.flaws and outflows of investment from
clean, medium polluting and dirty industries betwd®91 and 1995. He finds that dirty in-
dustries are the only ones for which more investraemes to than leaves the U.S., whereas
there is a massive net outflow of investment iracléndustries. As this result is not due to
dirty industries growing faster than other U.S.ustlies, Albrecht (ibid., p. 191) concludes

that ‘dirty industries are not at all leaving th8AJen masse’.
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The period of Albrecht's analysis is quite smalbr®limportantly, it is for the U.S. only.
Unfortunately, for the other G7 countries FDI data not available on a detailed industry
basis® The exception is Germany, for which the followiogks at FDI flows of eight pollu-
tion-intensive manufacturing sectors over the pkd®89 to 1997 (data taken from Bundes-
bank (1994, 1997, 1999))While the cumulative direct investment of foreignénto Ger-
many in these sectors amounts to approximatelypiRdn DM, the cumulative flow of direct
investment out of Germany amounts to 376 billion .OMwould be wrong, however, to re-
gard this as evidence for a massive flight of gahrintensive industries out of high envi-
ronmental standards Germany. This is because thegstries simply follow the general trend
of the overall German manufacturing sector, wheltharacterised by massive net outflows
of direct investment. Indeed, the share of polhiistensive FDI among all German manufac-
turing sector FDI has remained relatively closdtsoaverage share of about 41% between
1989 and 1997. That there is a net outflow of itmesit in pollution-intensive sectors is
therefore in itself no evidence for this flight bgiinduced by high environmental standards.
However, the same average share of pollution-intensmong all manufacturing sectors is
about 39% for FDI into Germany. The differencevad {percentage points could be tentatively
interpreted as evidence for a net outflow of inwesit in these sectors even after taking into
account that there is a net outflow of investmeinthe overall manufacturing sector. It is
weak evidence at best, however, as this rather siifference of two percentage points might

be caused by many other factors besides high emaatal compliance costs in Germany.

In search of explanation: Why isthere

so little evidence for pollution havens?
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It follows from this overview of empirical studigbat the evidence for pollution havens is
relatively weak at best and inconclusive or evegatige at worst. As a next step, one might
ask why low standard countries do not manage tacitmore capital from high standard
countries.

The first and perhaps most obvious explanatiohas $some of the dirtiest industries can-
not migrate as they are dependent on being closkeio product market. This explanation
applies, for example, to electricity generationt oes not apply to the majority of industries
in the manufacturing sector.

Second, the costs of environmental compliance nbghibo low to play a significant role
in investment decisions. According to OECD (19%hle 1), while pollution abatement ex-
penditures as a percentage of GDP have been glighteasing between 1985 and 1992, they
are estimated at well below 2% in most countrie$df2. Potential cost savings of that order
might very well be too small to induce foreign ist@s to move to pollution havens for two
reasons. First, because migration itself is costly becaofeismantling, transportation and
new establishment costs. Second, factors otherdtimences in environmental compliance
costs are likely to be much more important in dateing international investment location
decisions (Wheeler and Mody 1992). Potential pmiuthavens might have disadvantages
with respect to these other factors, for examgiey imight have a badly trained workforce, a
poor infrastructure and political as well as ecoiimstability. Doing business carries many
more risks in developing as opposed to developexitdes. Even if industries move to de-
veloping countries, factors such as proximity teura resources and financial as well as tax
incentives might play a more important role thateptal savings on environmental compli-
ance costs.

However, there are two caveats to keep in mindtHrow high pollution abatement ex-

penditures are depends on what the point of referenand varies substantially from sector to
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sector. If we look at pollution abatement capitapenditures as a percentage of total new
capital expenditures in 1993 in the U.S., thesebmas low as 1.52% for rubber and miscel-
laneous plastics products, but as high as 42.39%efmoleum and coal products and 13.31%
for chemicals and allied products (U.S. Bureau enslis 1996, table 1). Second, should envi-
ronmental compliance costs in high standards cmantise further in the future, then things
could dramatically change from what they were befédarkusen, Morey and Olewiler (1995)
show that in industries with increasing returnsdale, costs can rise up to a certain threshold
without causing any major re-location. However,dwese increasing returns industries tend to
make discrete rather than marginal location deessidf costs rise beyond this threshold in-
dustries might shut down and transfer their openstto lower standards countries.

Third, even where environmental compliance costssagnificant, international investors
might not be deterred, as long as the environmeataaldards provide clear and reliable rules
that apply equally to everybody. What investordikksmost is uncertainty about the future
and unreliability of policy makers.

Fourth and connected to the last point, rationad/éod looking investors might anticipate
that environmental standards in currently low séadd countries might very well increase
over time. It might therefore be cheaper to essaldilready in the present production facilities
that comply with these potential future higher dtznals.

Fifth, if pollution abatement is characterised bgle economies, then increasing environ-
mental standards need not induce migration. Eslledaudl Harrison (1997, p. 28) argue that
‘if abatement costs fall with the scale of outgben the home country firm may find it more
advantageous to expand locally when facing tougheironmental regulations.’

Sixth, if multinational corporations have similalapts in both high standards and low
standards countries, then it might be cheaperdilinthe same pollution abatement technol-

ogy as in the high standards countries everywfigns.is because the costs of dismantling the
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already established technology might outweigh theefits from saving on abatement costs.
This will be especially true if the abatement temlbgy is an integral part of the production
process. If instead the abatement technology teeofdd-on end of pipe type, it will be quite
cheap to get rid of it in order to save on abatdrests.

Seventh, foreign investors might fear for theiemiational reputation if they are perceived
as environmental villains exploiting low standardspoor countries. In migrating to these
poor countries, it might therefore be worth whitevioluntarily exceed local environmental
standards. It is sometimes argued by economistddh&ign investors not only tend to apply
better environmental management than required &yhdst country, but also tend to demand
compliance with higher environmental standards ftbeir domestic suppliers. This positive
effect on the environmental standards of the reoipcountry has been coined the ‘pollution
halo’ effect and it stands in stark contrast togh8ution haven hypothesis: Instead of exploit-
ing low environmental standards, foreign investmeatds to a rise in environmental stan-
dards. Anecdotal evidence supports this hypoth@ssenard 1988, Gentry 1999; Zarsky
1999). More systematic testing provides more anthiguevidence. Whereas Eskeland and
Harrison (1997) find that foreign owned plants iat€ d’lvoire, Mexico and Venezuela are
more energy efficient than domestically owned daartd therefore as a first approximation
also less pollution intensive, Dasgupta, Hettige Wheeler (1997) and Hettige et al. (1996)
find no evidence that foreign ownership has a ficamt influence on environmental perform-
ance in Mexico and South and Southeast Asia, réspbc

Eighth, investors might fear negative effects osirtltapital market value if information
about poor environmental performance becomes #&lailddamilton (1995) demonstrates
negative stock market reactions for U.S. companubs;h had to report toxics release inven-
tory data to the U.S. Environmental Protection AgeEPA). Dasgupta, Laplante and

Mamingi (1997) show that negative capital markett®ns are not confined to the developed
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world in examining how firm-specific environmentaformation affected capital markets in
Mexico, Chile, Argentina and the Philippines. Mgenerally, Gentry (1999, p. 16) refers to a
recent review of 70 studies exploring the link betw environmental and financial perform-
ance, which found that ‘companies with the envirental practices were rewarded with
higher stock market returns than their peers, byougvo percentage points. Moreover, posi-

tive environmental performance nevanslated into negative returns’ (emphasis igioall).

Evaluating policy options

In considering theoretical issues concerning p@ifuhavens, we have seen that several fac-
tors can give rise to their existence in develomngntries. Of these, bias against environ-
mental preferences is probably the most importaet in examining the empirical evidence,
we have also seen, however, that there is only wéatistical evidence for their existence.
Pollution havens therefore represent a rather\aughenomenon. While environmentalists
insist on the existence and relevance of the phenom their claim is not convincingly
backed by available empirical evidence, at leassadar.

Should analysis stop here? No. | would submit tthigtimportant to take the analysis one
step further and evaluate policy options for taukl(potential) pollution haven problems.
Why? First of all, in spite of the relatively weakstematic evidence, pollution havens might
very well exist. For example, limits to data aviildy might prevent us from detecting them.
Besides, we have seen that some empirical studiderdi some support in favour of their
existence. Second, and more importantly, no matket systematic empirical evidence tells
us, as a matter of fact both policy makers andrenmentalists are unimpressed and remain
concerned about the phenomenon. If anything, tlgwiog trend towards increased foreign

investment in developing countries will strengthirase concerns. There exists and is bound
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to remain a wide gap between those who strongigwein the pollution haven phenomenon
and others, amongst them many economists, whoveeliet pollution havens are either ir-
relevant or simply non-existent.

Given the limitations of our current empirical knedge and the strength of concern, it
seems to me that an evaluation of policy optiomsd&aling with (potential) pollution haven
problems is indispensable. This section therefoesgne step further than most other papers
and engages in an analysis of available policyoogti | briefly list a fairly comprehensive
range of policy options available and provide sa@ramples for existing policies. | then in-
troduce five criteria, with which those policy apts become evaluated. Three out of these
criteria — namely that options should be developnrgendly, closed to abuse and not unnec-
essarily restrictive — are heavily influenced bg fact that the evidence with respect to pollu-
tion havens is rather shaky. This is because theyikely to ensure that policy options are
chosen that are favourable to developing countmdsch should not become punished for
something that might either not exist or be ofditielevance. The inclusion of these criteria
should also help in reconciling those who strortibagree with the relevance of the pollution
haven phenomenon with such an analysis. As weseél below, the policy option that fares
best on our five criteria — namely assistance &macity building and local empowerment — is
also the one to which those who regard pollutioveha as irrelevant could subscribe to as it
would help overcoming many more general problemsnwironmental policy making in the

developing world.

POLICY OPTIONS AND CRITERIA OF EVALUATION

| will examine the following policy options:

* Harmonisation of environmental standards and mimmmatandardsAn existing example

for this on a regional level are Articles 130r 801 of the Treaty establishing the European
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Community (Maastricht Treaty). The reader shoultendowever, that Art. 130t of the
Maastricht Treaty allows EU member countries toeextharmonised standards if such
‘more stringent protective measures’ are compatibth the treaty. Porter (1999) calls for
a minimum standards agreement exclusively negdtiatel concluded among developing
countries.

Enforcement agreementdn existing example are Art. 3 and 5 of the Nofimerican
Agreement on Environmental Cooperation, the enwvirental side agreement to NAFTA,
which requires each party to ‘effectively enforte €nvironmental laws and regulations
through appropriate governmental action’ (Art. 5:1)

Trade and capital restrictiond’lhese encompass direct restrictions such as injaog as
well as tariffs and quotas and "voluntary" expedtraints. The most popular form of these
restrictions are so-called eco-tariffs, which argosed on foreign countries with lower
than domestic environmental standards. Daly (1@0326), for example, demands that
‘whoever sells in a nation’s market should playthgt nation’s rules or pay a tariff suffi-
cient to remove the competitive advantages of lostandards’. Arden-Clarke (1993, p.
81) from the World Wide Fund for Nature (WWF) wargsvironmental leaders’ to be
able to ‘take trade measures that “level the ptayield* between environmentally sound
and unsound goods.’ The International Pollutionebeince Act, unsuccessfully introduced
into the 102d U.S. Congress as motion S.984 bytSeBaren (D-OK) called for counter-
vailing duties equivalent to the cost that it wotdéte a foreign firm to comply with U.S.
domestic environmental standards (OTA 1992, p. 92).

Ecolabels.Existing examples include the German Blue Ande, Wordic Swan, the EU
eco-label award scheme, the Canadian environmehtiate programme and the Forest

Stewardship Council's and Marine Stewardship Cdsretolabelling scheme.
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Non-binding declarationsExisting examples include the OECD Guidelines oultMa-
tional Enterprises, the OECD Statement of IntenOdficially Supported Export Credits
and the Environment and the International Chamb&ammerce’s Business Charter for
Sustainable Development.

Assistance for political-institutional capacity kling and local empowermenthis en-
compasses first assistance aimed at building tpactty to formulate effective environ-
mental policies with a long-term vision and strgtegd to implement, monitor and suc-
cessfully manage these policfe&xisting examples are the World Bank’s assistace
National Environmental Action Plans, the Global Eomment Facility, and the United Na-
tions Environment Programme (UNEP) and United Neti@onference on Trade and De-
velopment (UNCTAD) joint capacity building task éer for assisting developing countries
in integrating their trade, environment and develept policies (UNEP and UNCTAD
2000). Second, and equally important, is a streamgity of democratic citizenship and po-
litical accountability of policy makers as well msproving access of local communities to
information about environmental pollution, to pigieti decision making and to the legal
system. There is ample evidence from developinghitms that active and empowered
citizens can play a significant role in improviragél environmental conditions (Pargal and

Mani 2000; World Bank 2000).

| propose to apply the following set of criteriadasessing these options. They are not meant

to be hierarchical and of course they could confkith each other for any given policy op-

tion:

Effective: A policy option should achieve its objective ofgraving environmental stan-

dards in low standard countries.
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» Politically realistic: A policy option should be politically realistic. kdrwise it has no
chance of being realised.

» Development friendlyA policy option should be friendly towards the pomic develop-
ment prospects of developing countries. Given tigehinequalities between rich and poor
countries, policies that come about at the expehskeveloping countries should be dis-
couraged.

» Closed to abuseA policy option should not be open to abuse bytguiionist factions in
high standard countries under flimsy environmeptatexts.

* Not unnecessarily restrictiveA policy option should not restrict internationf@dws of
capital and trade beyond the necessary exterd.thi$ author’s conviction that a liberal

capital and trade regime is desirable, ceteridopari

EFFECTIVE
Harmonisation of international environmental staddavould be clearly ineffective. While it
would raise inefficiently low environmental standsrin developing countries it would also
either raise them to inefficiently high standardsmould lower standards in developed coun-
tries below their efficiency level. The simple lessis that one single standard does not fit
them all — except perhaps for life threatening dexiwhich should be banned everywhere
(witness the almost concluded negotiations on &rnational agreement banning persistent
organic pollutants worldwide).

Minimum standards fare somewhat better than harsation of standards as they do not
imply a lowering of standards in developed cousttelow their efficiency level. There re-
mains the danger, however, that minimum standanelset inefficiently high for developing

countries. This danger is significantly less if imom standards are set in an agreement exlu-
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sively concluded among developing countries. Taetiective, harmonised as well as mini-
mum standards would need to include certain mangaand enforcement requirements.

Enforcement agreements address an important peitiheé pollution haven debate. A
country which wants to attract foreign capital ettsg inefficiently low environmental stan-
dards, might not even set low nominal standardge&d, it might set standards, which appear
to be high on paper, with the understanding they thill not be enforced. Without ascribing
the intention to attract foreign capital, it isasftcorrectly pointed out that the former commu-
nist countries in Eastern Europe often had enviemtal standards, which looked strict on
paper, but were as if non-existent in reality (Adar 1994). In as far as an enforcement
agreement could itself be enforced it could leachtoavoidance of this phenomenon. Of
course, it could have the rather perverse consegudrat pollution haven countries then
lower their standards or at least fail to raiserthe the future.

Trade and capital restrictions are very crude measto aim for raising environmental
standards in developing countries, but they coelettbective. If pollution havens are threat-
ened with import bans or ‘ecological tariffs’ agstithe products produced in their location or
find it hard to attract foreign investment due &pital restrictions, then those countries might
very well abstain from setting inefficiently lowestdards or failing to enforce their standards.

Ecolabels are unlikely to be effective in raisirengral environmental standards in devel-
oping countries. Past evidence of effectivenessoolabels is usually confined to specific
environmental aspects, such as whether tuna ishtauith dolphin-safe nets and whether
forests and marine fish stocks are managed ands$tad/ sustainably. Otherwise it is most
doubtful whether the various existent ecolabelsdmadsignificant effect so far (OECD 1997).

Non-binding declarations would be ineffective ift tomcked up by some backdrop threat.
It is common experience that these declaratiorenafteate no more than hot air. If pollution

havens exist they do so because of economic itgetiest do not simply vanish because of
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some non-binding declaration. Mabey and McNally98,%. 43) suggest that ‘all OECD gov-

ernments admit’ that the OECD guidelines on mutioreal enterprises ‘have not greatly in-

fluenced companies’. However, voluntary companyesocin become somewhat more effec-
tive if they are linked to mandatory informatiorscosure rules in their country of origin, as

proposed by Mabey and McNally (1999).

Whether assistance for political-institutional ceipa building and local empowerment
would be effective depends on the factors that geeeto pollution havens in the first in-
stance. If they are due to bias against environahgareferences, then this option could be
very effective in helping to overcome the politioasdtitutional failures that prevent countries

from setting efficient standards.

POLITICALLY REALISTIC

Harmonisation of international environmental staddds utterly unrealistic. There is no po-
litical support for such an option especially amsinthe developing countries, but also
amongst the developed countries (ICTSD 1999; Neem2§00). The same is true to a large
extent for the introduction of minimum standardsaesl, which would fail due to resistance

of developing countries. Even for an agreementusxetly concluded among developing

countries there currently seems to be no signifipafitical momentum.

An enforcement agreement could be politically easierealise, even though doubts re-
main whether developing countries would consene fidason is that they would feel stigma-
tised as countries in need of an internationalexgent to enforce their own laws and regula-
tions. In this respect, it is pertinent to notetttiee enforcement clause in NAFTA had to be
pushed through by the US and Canada against thieiepposition of the Mexican govern-

ment. It was one of the prices it had to pay tm @aicess to the North American markets.
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Trade restrictions and eco-tariffs might find pold support in developed countries
amongst some protectionist factions and environatistg, but proves to be unrealistic as the
WTO currently puts very stringent conditions on timposition of trade restrictions aimed at
so-called process and production measures (PPMsidewa country’s jurisdiction (see Neu-
mayer 2001b). A reform of WTO to allow these measus utterly unrealistic as according to
Art. X:3 of the Agreement Establishing the WTO ibwld require a two third majority and
therefore the consent of developing countries, i@ strictly opposed to it (ICTSD 1999).
Capital restrictions are not necessarily dependanteveloping countries’ consent, as it is a
rather one sided game: developed countries inmed¢veloping countries, but not to any sig-
nificant extent vice versa. However, it is doubtfiiiether there is significant support for capi-
tal restrictions in developed countries. The (filattempt to conclude a Multilateral Agree-
ment on Investment (MAI) (see Neumayer 1999) aedgtropean Union’s and Japan’s insis-
tence to include liberalisation of the internatibimvestment regime in any potential new
round of WTO trade negotiations shows that developeuntries want to de-restrict rather
than restrict capital flows. Also, capital restiocts could possibly clash with the 500 or so
bilateral investment agreements between develomed developing countries (UNCTAD
1998).

To establish ecolabels relating to the environméantpacts of PPMs could find political
support in developed countries, but they are gdigessisted by the developing world (WTO
1996). Whether such ecolabels would clash withtexjsWTO rules has not been tested so
far. But if ecolabels became more than fringe messin dealing with international differ-
ences in environmental standards, developing cesntwould likely start a dispute under
WTO rules. If the WTO panel and appellate body dediagainst the general use of ecolabels

with respect to PPMs, as seems most likely, their tise would be dependent on WTO re-
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form, which would face the same resistance of dgiefy countries as the one referred to
above concerning trade restrictions.

Non-binding declarations are politically realistéis they seem to be an easy option. At the
time of writing, the OECD had just finished revigiits Guidelines on Multinational Enter-
prises, with a somewhat strengthened environmesitapter in calling for environmental
management systems and a precautionary approacard®wenvironmental uncertainty
(OECD 2000).

Assistance for political-institutional capacity lling and local empowerment is not par-
ticularly realistic as it would cost the developmmlintries money and their willingness to pro-
vide aid has substantially decreased over theykmts (OECD 1999, statistical annex, table
1). If capacity building was to effectively addragsefficiently low environmental standard
setting in developing countries, then developedchttes would need to be much more willing
to provide help either bilaterally or through ingggvernmental institutions like the World
Bank or WTO. In as far as developing country goxents might resist local empowerment,
developed countries would also need to use thditiqao influence on those governments.
This influence might be rather limited, howeverdateveloped countries might be unwilling

to use whatever influence they have.

DEVELOPMENT FRIENDLY

Whether harmonisation of international environmestandards or international minimum

standards would be development friendly dependw/loether any assistance for developing
countries to raise their standards was providec 3$&me holds true for an enforcement
agreement. This is because often the failure afreement is likely to be caused not by a lack
of will, but by the absence of an adequate politiegal and administrative infrastructure for

enforcement. If assistance for developing countras not given, as seems most likely, then
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these three option would be rather unfriendly teellgping countries as they would have to
shoulder all the burden alone. Trade and capitsirictions are clearly development un-
friendly. They are inspired by a desire to puniskieloping countries for what is perceived as
undesirable behaviour on their part. The same eppltiut to less extent, to ecolabels as well,
at least if their imposition is not accompaniedasgistance for developing countries to com-
ply with the ecolabelling requirements. Non-bindideclarations are relatively neutral with
respect to development friendliness. Assistancepfwitical-institutional capacity building
almost by definition excels all other options orstbriterion. To overcome the failures that
gave rise to pollution havens would potentiallyghééveloping countries to rid themselves of

other inefficiencies as well and would thus streegttheir overall developmental capacity.

CLOSED TO ABUSE

International harmonisation of standards or inteomal minimum standards are not very
open to abuse as they would need the consent @ Istandards countries. The same holds
true for an international enforcement agreemenpit@laand trade restrictions clearly are open
to abuse by protectionist factions in high standamluntries under green disguise, given the
fundamental uncertainty about whether or not exgsgnvironmental standards are efficient
or not. The severe information difficulties - atarglards ineffiicently low and if so by how
much? are standards not enforced and if so to e#tant? - give countries imposing trade or
capital restrictions substantial scope for abusevelbping countries rightly fear an unholy
alliance between ‘baptists’ (environmentalists) dmabtleggers’ (protectionists) in the trade
arena (DeSombre 1995). Ecolabels can represenetsato market access for developing
countries and are therefore open to abuse. Manglal@ng countries fear that they do not
have adequate information and capacity to compti etolabels, which mainly affect goods

such as textiles, leather, footwear, forestry amtifproducts that developing countries have a
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comparative advantage in producing and exporting @Q\M996). Non-binding declarations
can in principle be abused as well, but in genseaim to be fairly neutral on this criterion.
Assistance for political-institutional capacity laling and local empowerment clearly is the

policy option least open to abuse.

NOT UNNECESSARILY RESTRICTIVE

At first sight, harmonisation of international eronmental standards or international mini-
mum standards do not appear to restrict internatitvade and capital flows. However, if de-
veloping countries’ standards were to rise abowedr tbfficient levels, these countries would
face implicit restrictions towards their exportsgaiods and services and their import of capi-
tal. An international enforcement agreement wouwdt lme restrictive, as it would merely as-
pire to ensure that a country’s laws and regulatibave more bite than paper tigers. Trade
and capital restrictions are by definition resivietand unnecessarily so in as much as their
objective can be achieved with other less restgateasures, for example with assistance for
political-institutional capacity building and locampowerment or, if effective, with ecolabels

and non-binding declarations, none of which are vestrictive.

SUMMARY OF EVALUATION

Table 3 provides a summary of the findings on potiptions. While no option fares unambi-
guously better than all other ones, assistanc@dbtical-institutional capacity building and
local empowerment seems to be the best optioradtamly two drawbacks: It might not be
very effective if pollution havens are not due tifcal-institutional failure but due to other

factors and it is doubtful whether developed caastare ready to provide such assistance.

< INSERT TABLE 3 HERE >
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Conclusion

Developing countries might set low environmentahsiards for a number of reasons. Some,
but by far not all, of these reasons will mean thair standards are not only low, but ineffi-
ciently so. In a world of imperfect informationiét hard to detect when this is the case. Given
that discrimination between efficiently low enviroental standards and real pollution havens
is rather difficult to achieve, the more importénbecomes that policy options dealing with
(potential) pollution havens are development frigndlosed to abuse and not unnecessarily
restrictive — exactly the criteria on which assis&for political-institutional capacity building
and local empowerment fares best.

In concluding this article, it is important to poiout that even if the systematic evidence
for pollution havens is relatively weak, this doest contradict the more anecdotal evidence
purporting to demonstrate that at times environaderdnditions in developing countries can
be abhorrent and that specific industries mightrateyout of high standards countries into
nearby low standard areas, as for example withsthealled Maquiladora region along the
U.S.-Mexican border (for a good documentation agférencing see Mabey and McNally
1999 and OTA 1992, appendix E). Especially in theimg and other resource extraction sec-
tor multinational corporations also at times dcetaklvantage of low environmental standards
in the host country — an impact on the environmetich is outside the pollution haven hy-
pothesis proper and has not been covered by tittear

Furthermore, an important limitation of the anadyabove is that | have looked at whether
and under what conditions developing countries hagentives to set inefficiently low envi-
ronmental standards. | have not analysed whetbemiational capital mobility might deter all

countries from setting higher environmental stadddor fear of losing capital to one's com-
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petitors. This hypothesised phenomenon is sometoaksd ‘regulatory chill' (see Neumayer
2001c). More generally, while examining whetherealeping countries provide pollution ha-
vens relative to developed countries, | have natmered whether all countries set low envi-
ronmental standards compared to their respectii@egicy levels. Such an analysis would be

outside the reach of the present paper (see Neur@géb).
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Table 1: Developing countries’ environmental standals relative to developed countries’
standards under_efficiencyconditions

Factor Evidence
Emissions laxer
Pollution-absorptive capacity indeterminate

Intensity of environmental preferencés indeternanat
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Table 2: Developing countries’ environmental standals relative to developed countries’

standards under non-efficiencyconditions

Factor

Evidence

Pollution spillovers

Bias against environmental preferences

Dependency on revenue from capital taxatjon

Jurisdictional market power

laxer

laxer

laxer

stricter
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Table 3: Evaluation of policy options
CRITERIA OF EVALUATION

POLICY OPTIONS effective politically development closed to not unneccessarily re-
realistic friendly abuse strictive

Harmonisation of - -- - + -

standards

Minimum standards +/- -- - + +/-

Enforcement agree: + - - + ++

ment

Trade and capital ++ -- - - -

sanctions

Ecolabels - +/- - - +

Non-binding - ++ +/- +/- +

declarations

Assistance for + - ++ ++ ++

capacity building and

local empowerment

Legend: ++ very good, + good, +/- neutral, — peovery poor



ENDNOTES

Eskeland and Harrison (1997) provide statisticalence from U.S. data that energy use is

highly correlated with different measures of enussi

2 Spearman’s r is —.506, significant at the .05 lleval —.689, significant at the .01 level, respec-

tively.

See also Neumayer (2001a).
4 The World Bank does not control for differenti@sexport-import ratios in overall goods and
services, which, strictly speaking, it should da this ratio is 0.9 for low income and 1.03 for hig-
come countries in 1995 (data taken from World Ba8R7), the World Bank’s (1998a, p. 113) conclu-
sions remain valid, however: Even after taking iatcount differences in the overall export-impatta,
low income countries import many more goods frontydndustries than they export.

> This conclusion is based on an analysis of thecesuprovided in the technical notes to OECD

(1998a).

6 These cover the chemical industry, petroleum imdinvithout extraction, production of synthet-

ics and rubber wares, iron- and metal mining ad asfounding, paper and pulp production as well as

processing.

! As these figures include public environmental extiires as well, which do not directly repre-

sent costs to the private sector, they tend toestienate the true cost of compliance with environtale

standards for the private sector.

8 Research by Laplante and Rilstone (1995) showshibita inspections and the threat of inspec-

tions are important determinants in enhancing c@mpé of firms with environmental regulations.

o The amendment would only be binding on the pag@epting it.
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