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Abstract.

This thesis analyses and quantifies the environmental impacts of trade
liberalisation and economic growth. The history and development of the

GATT/WTO's treatment of the environment is considered, together with

the environmental implications of trade liberalisation in general.

The thests then considers the relationship between economic growth and

the environment, particularly since economic growth is often claimed to be
an environmentally damaging feature of trade liberalisation. The manner in
which economists have treated the relationship between economic growth
and the environment is examined and the relationship is then subjected to

an empirical investigation. The thesis estimates the reduced form
relationship between per capita GDP and a wide range of environmental
indicators, using cross-country panel data sets and improves on the
traditional methodology for estimating environmental Kuznets curves
(EKCs). Results suggest that meaningful EKCs exist only for local air
pollutants whilst indicators with a more global, or indirect, impact either
Increase monotonically with income, or else have predicted turning points
at high per capita income levels with large standard errors - unless they

have been subjected to a multilateral policy initiative. Two other findings
are also made; that concentrations of local pollutants in urban areas peak
at a lower per capita income level than total emissions per capita; and that
transport generated local air pollutants peak at a higher per capita income

level than total emissions per capita.

The thesis also estimates the impact of the Uruguay Round of trade
negotiations on a wide range of environmental indicators. The impact is
estimated in terms of the composition effect and combined scale and
technique effects associated with the Uruguay Round. Results suggest that

in the developing and transition regions most indicators will increase as a
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CHAPTER 1.

INTRODUCTION.

This thesis examines and quantifies the various ways in which trade
liberalisation, particularly that originating from the Uruguay Round of
trade negotiations, can affect the environment. In addition, the
environmental impact of economic growth is analysed and quantified,

including the growth which stems directly from the Uruguay Round.

The recent increase in the public awareness of environmental issues has
coincided with a change in the nature of these issues. In the late 1960s and
early 1970s the predominant concern was the depletion of the world's stock
of non-renewable resources.! However, for today's environmentalists 1t 1s
the earth's ability to assimilate growing levels of pollutants which 1s the
primary concern and issues such as the depletion of the ozone layer and the
build up of greenhouse gases are now high on the political agenda. This
recognition that many current environmental problems have transborder
features, and thus may be global in nature, has meant that global activities
such as world trade have been increasingly linked to such problems - both

as a possible cause of them and as a means to remedy them.

There are, however, two other factors which have brought the relationship
between trade and the environment to public prominence. The first of these
was the announcement by the US government in late 1990 of plans to sign
a trade agreement with Mexico and Canada, since known as the North
American Free Trade Agreement (NAFTA). Many environmentalists were
alarmed at the possible ecological consequences of America, a country

with relatively high environmental standards, trading freely with Mexico, a

! The depletion of fossil fuels remains a secondary concern. The United Nations
Environment Programme estimates that at current levels of utilisation, known reserves of

oil will last 40 years, gas 60 years and coal 200 years (UNEP (1993)).



country with negligible standards. It was feared that an agreement of this
nature would seriously hamper the ability of the US to implement
environmental protection laws, as well as putting the US at a competitive

disadvantage. Such alarm was heightened by Presidential candidate Ross

Perot who dwelt on the possible consequences to the US workforce if
fierce competition forced American firms to relocate in Mexico due to the

latter's low environmental standards.

The second event responsible for raising public awareness of the links
between trade and the environment was the result of a 1991 GATT dispute
panel on tuna trade between Mexico and the US. In 1988, in accordance
with the US Marine Mammal Protection Act, the US banned the
importation of Mexican tuna which was being caught in drift nets and, as a
result, killing many dolphins in the eastern Pacific Ocean. However, the
GATT dispute panel judged that the US import ban inappropriately
disciminated against Mexican tuna and, as a result, violated GATT's
national treatment' provision as set out in Article III. As Dunoff (1992)

states, "Article III requires a comparison between products of the exporting

and 1mporting nations, and not a comparison between different nations'
production processes that have no effect on the product gqua product.”" .
(Dunoft (1992) pp.1407-1454). These findings, as Esty (1994) points out,
effectively prohibit unilateral trade actions aimed at reducing
extraterntorial environmental damage and seem indicative, to many, of
GATT's 1nability to deal with trade-environment conflicts in a balanced
manner. Perhaps not surprisingly, the decision caused outrage amongst
environmental groups the world over and many became convinced that
GATT was 1nherently anti-environmental. The newly formed World Trade
Organisation, which contains all those nations who accept the full Uruguay
Round Agreement, at least addresses the environmental impact of trade

liberalisation, something the GATT did not do.2 However,

2 For example, the WTO has created a Committee on Trade and the Environment.



environmentalists still claim there to be little evidence of any real

commitment 1n this direction.

A key objective of the liberalisation of international trade is the generation

of economic growth. Indeed, most economists claim that the removal of
tariff and non-tariff barriers will provide nations with greater market
access which will, in tumn, lead to an increase in GDP. This therefore
introduces the second key theme of the thesis - the relationship between
economic growth and the environment. In contrast to the study of trade
liberalisation and the environment, the roots of the economic growth and
the environment debate can be traced back several centuries. Indeed, many
classical economists of the eighteenth and nineteenth centuries stressed the
existence of possible limits to human activity.3 This link between the
environment and economic growth was generally neglected by neoclassical
economics and it was not until the ‘limits to growth’ debates of the 1960s
and 70s that the issue really caught the public imagination. Those who
believed in the existence of environmental limits to economic growth
stressed the possibility of natural resource exhaustion and the limited
ability of the environment to assimilate pollution. Those opposed to this
position pointed to our ability to overcome such limits using technological
advance, changes in the composition of production and resource

substitution.

In the 1980s the 'limits to growth' debate was replaced by the notion of
sustainable development - a notion in which the precise relationship
between economic growth and environmental well-being remains
uncertain. The mainstream (‘weak') interpretation of sustainable
development, as provided, for example, by the Brundtland Report (WCED
(1987)), still believes growth and environmental health to be
complementary, thus illustrating the 'limits to growth' debate's failure to

3 See, for example, Thomas Malthus (1970), written in 1798, or John Stuart Mill (1871),
written in 1848.



challenge the orthodoxy. Proponents point to evidence which suggests that
energy use per unit of output is falling and claim that the existence of
inverted U-shaped curves, which have been estimated for several local air
pollutants, indicate that it is possible to ‘grow out of’ environmental
problems.* Others provide a 'stronger' interpretation of sustainability
which, like the anti-growth position held by many in the 1970s, posits the
existence of environmental limits to growth. However, in contrast to the
anti-growth position of the 1970s, the environmental limits discussed by
the strong sustainability school do not arise from the exhaustion of natural
resources. Rather, the relevant environmental constraints to growth stem
from 'sink' limits ie. the limited ability of the biosphere to absorb and
assimilate waste. Proponents of the strong sustainability hypothesis also
stress the importance of the scale of the economy (e.g. Daly (1991)) and
generally advocate a multi-disciplinary, or co-evolutionary, approach to

sustainability issues, integrating ecology with economics.

With this background in mind, the thesis is organised as follows:

Chapter 2 examines the nature and development of the General Agreement
on Tariffs and Trade, from its inception in 1948 to the creation of the
World Trade Organisation at the Uruguay Round. Particular attention is
paid to the development of the (limited) environmental provisions
contained within the GATT, including the environmental credentials of the

WTO.

Chapter 3 examines the different ways in which trade liberalisation can
affect the environment, both positively and negatively. In addition, the
GATT/WTO environmental provisions raised in Chapter 2 are assessed

and their implications for the environment are considered. Whilst trade

4 Known as environmental Kuznets curves after the inverted-U shaped relationship

between income and income inequality postulated by Simon Kuznets (1955). See, for
example, World Bank (1992).



liberalisation may allow nations to overcome resource constraints;
facilitate the transfer of environmentally clean technologies and products;
and remove environmentally damaging trade distortions, it may also prove
detrimental to the environment. The environmental case against free trade
1s reduced to four key issues; first, trade liberalisation is likely to generate
economic growth (the environmental implications of which are dealt with
In later chapters); second, free trade, as it is implemented through the
GATT/WTO, may limit the ability to implement national and
international environmental regulations; third, trade liberalisation may
provide an incentive for nations to lower environmental standards; and
finally, free trade may prevent the use of trade restrictions to protect the

environment. The strength of each of these claims is assessed.

Chapter 4 examines the historical development of the relationship between
economic growth and the environment in economics and environmental
literature. Beginning with the classical economists, the chapter then
progresses through the neoclassical economists and then focuses on the
‘limits to growth’ debates of the 1960s and 1970s. The arguments
proposed by both sides of this debate are discussed. Attention then turns to
the rise of sustainable development in the 1980s and 90s and a distinction
1s drawn between ‘weak’ and °‘strong’ forms of sustainability - the
difference between the two stemming from differing opinions of the nature
of the capital stock that is to be maintained. It is seen that, generally,
weaker forms of sustainable development consider economic growth to be
crucial if sustainability is to be achieved. Stronger forms consider
economic growth to be detrimental to the objective of sustainable
development. The chapter then turns to the actual implementation of
sustainable development and assesses the need to develop new indicators
of production and welfare. It is claimed that GNP is deficient as an
indicator of production and welfare. Chapter 8, Policy Implications,

returns to this 1ssue.



Given the uncertainty which surrounds the theoretical relationship between

economic growth and the environment, Chapter 5 attempts to estimate this
relationship empirically. Specifically, this chapter estimates the reduced

form relationship between per capita GDP and a wide range of
environmental indicators using cross-country panel data sets. These
estimated relationships are otherwise known as environmental Kuznets
curves (EKCs). Several other studies have also estimated EKCs, although
this chapter uses a wider range of environmental indicators and improves
on the traditional estimation procedure.’> A number of hypotheses are
tested: first, it is suggested that due to the disincentives for individual
nations to tackle global pollutants, pollutants with a local short-term
impact (e.g. suspended particulate matter) will have estimated turning
points at lower per capita income levels than those environmental
indicators with a more global impact (e.g. carbon dioxide).® A subsidiary
hypothesis is that a global air pollutant will only have an estimated turning
point within the observed income range if it has been subjected to a
multilateral policy initiative. Second, since for local air pollutants it would
appear easier to reduce urban air concentrations than total emissions, it 1s
suggested that turning points for concentrations will be at lower per capita
income levels than turning points for emissions per capita. Third, it 1s
suggested that due to the growth of the transport sector, emissions from
that sector will prove more difficult to control than emissions in other

sectors. It is therefore hypothesised that emissions per capita of transport

generated local air pollutants will have turning points at higher levels of
per capita income than total emissions per capita of the same pollutants.

Finally, the chapter estimates the relationship between economic growth

> For other studies which estimate EKCs see Seldon and Song (1994), Grossman and
Krueger (1995), and Shafik (1994).

6 Since local pollutants have a strong impact on the locale in which they are emitted,
governments often feel obliged to take action to control them. In contrast, global
pollutants have a much more widespread impact and, in addition, individual countries can
benefit from other nations’ abatement efforts.



and certain indirect indicators of environmental quality, such as energy use
and traffic volumes. Even though these indicators may be responsible for
serious environmental problems, it is suggested that turning points will be

high or non-existent, due to the lack of incentive for government action.

Although Chapter 5 provides a framework for analysing the relationship
between per capita GDP and a wide range of environmental indicators, it
does not include a time trend due to several complicating factors which
arise when a time trend is included. The chapter therefore fails to take into
account any factors which are common to all countries or regions but
which change over time, such as the level of technology. Chapter 6
therefore discusses the implications of using a time trend and re-estimates
the regressions from Chapter 5 including such a time trend as a proxy for

the level of technology. The hypotheses tested in the previous chapter are
re-examined to assess whether the inclusion of a time trend affects their
results and, finally, the chapter identifies those environmental indicators

which have benefitted from technological change, and those which have

not.

The results of Chapter 5 then contribute to Chapter 7’s attempt to estimate
the environmental impact of the Uruguay Round of trade negotiations.
Specifically, this impact is estimated in terms of three mechanisms
associated with trade liberalisation; namely the composition effect, the
scale effect and the technique effect. The composition effect refers to the
fact that the composition of industry may change, following trade
liberalisation, due to changes in comparative advantage. The scale effect
refers to the increase in economic activity which is likely to result as
nations obtain greater market access. The technique effect states that the
manner of production may change as nations have more access to

environmentally clean products and technologies and also because

individuals may demand a cleaner environment as per capita incomes



increase. US sectoral pollution intensities from Hettige et al. (1994),
modified by the EKC results from Chapter 5 to allow for regional
differences, together with the results of Francois et al. (1995) who estimate
the impact of the Uruguay Round on sectoral output levels, are used to
estimate the composition effect. Scale and technique effects are estimated
directly from Chapter 5°s results, given Francois et al.’s estimates of the
Uruguay Round’s impact on regional income levels. The likely monetary
cost associated with the Uruguay Round environmental impact is also

provided.

Chapter 8 provides the policy implications which arise from the results and
discussions of the previous chapters and distinguishes between policy
implications for the WTO, implications for the creation of a World
Environmental Organisation and those which relate to national

environmental policy.

Chapter 9 concludes the thesis.



CHAPTER 2.

" THE DEVELOPMENT OF GATT AND ITS TREATMENT OF THE
ENVIRONMENT.

2.1 Introduction.

This chapter examines the General Agreement on Tariffs and Trade from
its creation in 1948 to the formation of the World Trade Organisation at
end of the Uruguay Round. The development of the GATT through each
negotiating round is examined, with particular attention paid to the limited
environmental provisions contained within the General Agreement. It will
be seen that the GATT has achieved a significant degree of success
regarding tariff liberalisation, although the reduction of non-tariff barriers,
particularly in the agricultural sector, has been more modest. Furthermore,
achievements relating to the protection of the environment have been even

less substantive.

2.2 The Creation of GATT.

The principles on which the GATT is based may be seen to be a direct
reaction to the economic crises of the 1920s and 30s and the high levels of

protectionism associated with that period.

The impact of the First World War was to fragment the economy of
Europe, thus dislocating many channels of trade and, as a result,
effectively halting the development of free trade. This situation was
exacerbated by the Great Depression, one of the effects of which was to
sharply reduce the volume of world trade and turn the attention of
governments further inward. Levels of protection now grew in virtually all

industrialised nations, particularly in response to the 1930 Hawley-Smoot



Act which raised US tanffs on dutiable items to an unprecedented 52%.
Trade warfare and economic nationalism became the hallmarks of the rest

of the decade.

The ashes of World War Two left the Allied leaders committed to a new
regime. To avoid the mistakes of the past it was essential that any new
world order could "bring about the fullest collaboration between all

nations in the economic field" (Atlantic Charter, 14th August 1941). The
resultant Bretton Woods conference of 1944, although primarily
concerned with establishing the IMF and the World Bank to deal with
monetary and banking issues, did recognise the need for a comparable

institution to deal with world trade matters.

In December 1945, the United States and United Kingdom produced a
number of proposals which outlined the formation of an International
Trade Organisation (ITO) - the purpose of which being to liberalise and
oversee International trade. The ITO charter was finally agreed upon in
Havana, Cuba in March 1948 (hence often referred to as the Havana
Charter), but was less trade liberalising than had been initially intended.
Many delegates to the ITO negotiations grew reluctant to cede sovereignty

over trade 1ssues to an international organisation and forced numerous

modifications and exceptions into the charter.

However, while the ITO was pending ratification, an interim measure was
developed to deal with trade issues entitled the General Agreement on
Tariffs and Trade (GATT). The GATT was completed by October 1947
and many negotiators felt it should be introduced before the ITO for two
reasons. Firstly, as expounded by Jackson (1990), many negotiators were
concerned that the content of the supposedly secret tariff concessions
would begin to 'leak' and as a result, a wait of any duration prior to

implementing the new tariffs, might disrupt world trade pattems.

10



Secondly, US negotiators were acting on the authonty of US trade
legislation, under which the GATT would not have to be submitted to

Congress. Since this legislation expired in mid 1948 a degree of urgency

entered the proceedings.

The result was the adoption of the 'Protocol of Provisional Application’, by
which eight nations agreed to apply the GATT after 1st January 1948,
whilst the remaining 15 members would do so in the near future. The
GATT therefore came into being on 1st January 1948 with the aim of
providing a temporary framework for trade liberalisation during the ITO's

gestation period.

However, events did not go according to plan and despite the fact that 1t
was the US who made the first initiative regarding the ITO, the US
Congress repeatedly failed to approve the Havana Charter. In December
1950 the US State Department announced that it was withdrawing the

Charter from further consideration. This effectively signalled the end for
the ITO. Hudec (1975) argues that this happened because the Charter was
actually facing opposition from both sides of the free trade argument.
Opposition from the pro-protection lobby was expected, but what proved

to be more pernicious was the lack of support from free traders, many of
whom believed the charter to be too weak. More generally, Hudec
suggests that there may have been a loss of faith in the post war regime as
a whole, with interest waning for all international institutions, not merely
the ITO. Finally, Esty (1994), emphasises the lack of support from the
business community which undermined the efforts of Congress to

establish a multinational trade organisation.

Nevertheless, for whatever reason, the GATT now found itself exposed
and standing alone - something it was never designed to do. The new

world order as envisaged by the Allied leaders and as supposedly provided

11



by the Bretton Woods system, was now incomplete, with no institution to
deal with 1ssues of international trade. Jackson (1990), therefore claims
that 1t is not surprising that the framework that did exist, the GATT, found

its purpose changing as nations now expected it to, at least partly, fill the
role of the erstwhile ITO, albeit in a different guise.'

As a result, the GATT was now forced to take centre stage in all
international trade disputes and has survived well, despite the fact that it

was only intended to be a temporary arrangement.

- The precise role of GATT will now be considered, followed by an

examination of GATT's provisions for agriculture and the environment.

2.3 The Role of GATT.

Having examined the historical foundations behind the GATT and the
reasons for its development, the actual aims and functions of the

agreement can now be analysed so as to ascertain how the GATT's

supervisory role is performed.

The stated objective of the GATT is to "provide a secure and predictable
international trading environment for the business community and a

continuing process of trade liberalisation in which investment, job creation
and trade can thrive" (GATT (1991) p.1).

The set of rules which constitute the GATT can be seen to consist of 3
distinct elements. Firstly, there is the General Agreement itself together
with 1ts 38 articles. Secondly, there are a number of associated agreements

which have been added at various stages since the GATT's inception.

' It became essential that the GATT did not look too much like the ITO since many of the

criticisms aimed at the ITO were sharpened by its seemingly permanent institutional
nature. Consequently, any talk of transforming the GATT into a more 'solid’ organisation
was to be avoided.

12



These agreements generally cover anti dumping and other non tariff
issues, with membership for these being much less than for the General
Agreement. Finally, there is the Multi-Fibre Arrangement which allows

the clothing and textile sectors to be exempt from the normal rules of the

General Agreement.

Whilst complex in appearance, the General Agreement is actually based
on a number of relatively simple principles. The first such principle is
trade without discrimination 1.e. there must be nondiscrimination by each
participating country in its trade with others. This is generally referred to
as the 'most-favoured-nation' clause and is found in Article I. This clause
forbids any country from granting a trade advantage, favour, privilege or
immunity to another contracting party without providing it for all. In
particular, tariff reductions granted to one contracting party must be
extended to all GATT parties. Thus if two countries agree on a bilateral
reduction in tariffs, the tariff concession should immediately be extended
to all other contracting parties. This principle provides a degree of
certainty to contracting parties since they know that any bargain which
they strike will not be undermined by a subsequent agreement between
other contracting parties which does not apply to them. Furthermore, all
tariff reductions are 'bound' such that they can be reduced but not
increased, thus parties can reasonably expect any tariff concession to be
permanent. These features were designed to ensure stability and to end the
economic warfare of the 1930s. The most-favoured-nation clause 1is
supported by the national treatment provision which states that imported
goods should be treated no less favourably than 'like' domestically
produced goods, once they enter the country of importation. This

provision is found in Article III.

A second basic principle is that customs tariffs should be the only means

for affording protection to domestic industries. The General Agreement

13



has always prohibited the use of quantitative restrictions on imports, even
though such quotas are now far less widespread than they used to be, at
least in developed countries.? Thus, the GATT does not prohibit the use of
protection as long as it is in the form of a tariff, thereby making the extent
of any protection clear and hence minimising the trade distortion caused.
Due to the fact that the General Agreement allows a degree of protection,
GATT claims 1t 1s misleading to be referred to as a 'free trade organisation’

since its real goal is to achieve fair and undistorted competition (GATT
(1991) p.8).

The final principle underlying the GATT 1is to afford an international
forum for discussing and settling mutual problems of international trade.

Hence, parties must try to settle any disputes through consultation and

negotiation.

All other 1ssues addressed by the General Agreement can be seen to
support the above principles. However, in order to examine how such aims
are brought to fruition, if indeed they are, it is necessary to analyse the
Institutional framework of the GATT.

It 1s important to realise that, as Dam (1970) points out, the trade policy
- provisions of the ITO formed the General Agreement, but were stripped of
any procedural and institutional framework which the ITO may have
possessed. Hence, any such framework that exists within the GATT was
merely designed to facilitate the long term survival of a multi-lateral trade
agreement. Nevertheless, it is still possible to talk in terms of a framework
when dealing with the institutional nature of the GATT and certain
procedural and organisational structures may be isolated. As examples of
procedural factors, Dam emphasises the general provisions on consultation

and 'nullification or impairment' and claims the latter constitutes the core

2 GATT does allow the use of quotas in the event of severe balance of payments
difficulties, although they must be applied without discrimination.

14



of the GATT remedies section. If the General Agreement is violated by,
for example, the nullification of a concession, the GATT will not actually
act to punish the offender, but will instead grant the injured party the right

to withdraw any concessions from which the offending party may have

benefited. Dam claims that a remedy of this type illustrates how the
GATT represents a balance of advantages for each party, whereby tanff
concessions are made only in return for equivalent reciprocal concessions.
Indeed, reciprocity is a key principle underlying the working of the GATT
and 1s a fundamental element in multilateral trade negotiations whereby
nations attempt to minimise free-riding. Essentially, the GATT 1s a
convention of contractual obligations which governments agree to adhere
to when applying their national regulations to international trade. Indeed,
the significance of the contractual nature of the GATT is illustrated by the
fact that its members are referred to as Contracting Parties. By early 1995
there were 128 nations acting as contracting parties and their business 1s
carried out with the help of numerous committees, working parties and
panels, with perhaps the most significant being the 'Council’. With regard
to organisational factors, the GATT makes no provision for any of the
usual attributes of international organisations, such as a governing body or
an executive board, but does provide the opportunity for the contracting
parties to act collectively in certain circumstances. So, for example, 1f
there 1s uncertainty between countries regarding the interpretation of part
of the agreement, a majority vote of the contracting parties could be held
to provide an authoritative judgement.® It is provisions of this sort which
allow the GATT to function effectively to settle international trade
disputes, despite the fact that the agreement does not form an international
organisation in the mould of the IMF or the World Bank.

3 As stated by Jackson (1990), majority voting is generally avoided In favour'of a
'consensus’ approach, with the former only being used in the case of waivers,
membership and treaty amendments.
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Having analysed the nature and role of the GATT, its development since

1948 will now be considered, paying particular attention to its treatment of

the environment.

2.4 GATT's 1948 Stance on the Environment.

The mmplications of GATT with respect to the environment will be dealt
with in Chapter 3, with present attention being restricted to GATT's initial
provisions for environmental issues. The environment receives no explicit
attention in the General Agreement, reflecting the lack of importance
attached to ecological 1ssues in the 1940s. However, Article XX provides
numerous exceptions to Articles I and III (the ‘most-favoured nation’
clause and the national treatment provision) including provision for a
degree of environmental regulation.* Article XX provides exemptions for
normally "illegal' actions which are designed to protect public morals or
preserve national heritage, and although not mentioning the word
‘environment', sections XX(b) and XX(g) allow a degree of flexibility
when implementing GATT's rules, thus facilitating an element of
environmental protection. XX(b) allows exception to GATT's principles
for measures "necessary to protect human, animal or plant life or health",
while XX(g) provides dispensation for measures "relating to the
conservation of exhaustible natural resources if such measures are made
effective In conjunction with restrictions on domestic production or

consumption".” However, it should be noted that all actions taken in the

name of an Article XX exemption must not "constitute a means of

arbitrary or unjustifiable discrimination between countries where the same

* See Appendix A.

> Article XX started life as Article 45 of the Havana Charter, and as Pearce points out,
clause 45 onginally contained an additional exception to Articles I and IlI, namely for
measures " taken in pursuance of any intergovernmental agreement which relates solely
to the conservation of fisheries resources, migratory birds or wild animals and which is

subject to the requirement of paragraph 1(d) of Article 70..."
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conditions prevail, or (act as) a disguised restriction on international

trade".

In addition, as Esty (1994) claims, it is likely that a number of hurdles

would have to be cleared before a party's claim of exemption from Articles
[ or I would be accepted. In particular, Pearce (1992) points out a number
of ambiguities which exist within the two clauses, thus preventing ease of
Interpretation and hence complicating the procedure. Specifically, Pearce
claims the use of the word 'exhaustible' in XX(g) is ambiguous, since all
resources are exhaustible, even renewable ones if they are not managed
sustainably. It is therefore unclear whether GATT has considered the
distinction between renewable and non-renewable resources. Another
example of ambiguity, this time in XX(b), is the use of the word
'necessary’. Measures undertaken must be 'necessary' for the protection of
health; but does 'necessary' mean there is no other choice or is it simply
referring to the most suitable measure? Furthermore, on the same point,
Esty states that recent GATT cases have defined 'necessary' to mean 'least
GATT-inconsistent' i.e. presumably 'least trade-restrictive'. This is a major
obstacle in itself since a less GATT-inconsistent policy can almost always

be conceived.

An 1mmportant point concerning these provisions of Article XX, is that they
are only concerned with what is produced and not how it is produced.
Differential treatment is not allowed for 'like' products, and no distinction
1s drawn between similar goods even though they may be the result of very
different production processes. Esty elucidates the obvious drawback with
such a situation "... to say that a nation must accept an imported
semiconductor because it physically resembles a domestically produced
semiconductor is absurd if the product was made in violation of the
Montreal Protocol, restricting the use of chemicals harmful to the ozone

layer." (Esty (1994) p.51.). This issue was addressed, to a certain extent,
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by the Uruguay Round by extending the scope of the Technical Barners to
Trade Agreement.

2.5 The Development of GATT Since 1948 (With Relation to the

Environment).°

2.5.1 1948 - 1963.

From its very inception in 1948 the GATT has allowed exceptions to 1ts
prohibition of quantitative trade restrictions. Indeed, Article XIX provides
a rationale for the use of quantitative import restrictions on all goods
(including agricultural goods) if rapidly growing imports are seen to
jeopardise domestic production, whilst Articles XII, XIII, XIV and XV
allow the use of quotas for balance of payments reasons. Most notably,
Article XI which provides the general rule prohibiting the use of import
quotas, grants a permanent exemption for import quotas on agricultural
commodities - subject to certain qualifications. That is, import restrictions
are allowed on agricultural commodities; firstly, providing domestic
production or marketing of the commodity is also restricted; secondly,
providing that imports are permitted the share of the domestic market
which would have been theirs in the absence of any restrictions on
production;’ and finally, if the quotas are used to remove temporary

domestic surpluses.

One of the first matters which had to be tackled by GATT was the use of
quantitative import restrictions by many countries, under the guise of
balance of payments difficulties. As Schwenger (1958) points out, it is by
no means clear whether GATT rules permit greater levels of protectionism

under balance of payments quotas than under agricultural quotas, but

® See appendix B.

T Several factors must be considered when determining this share; (a) the representative
historical share that imports have had, (b) changes in relative productive efficiency and
(c) any other factors which may affect trade.
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nevertheless such quotas went generally unchallenged. However, by 1950,

many contracting parties were concerned by this use of quotas, especially
since it was widely believed that many countries were no longer
experiencing balance of payments problems. A report was consequently
prepared documenting the extent of their usage and additionally, methods
were suggested to remove such quotas as rapidly as possible.’ In 1952, the
contracting parties began annual reviews of the operation of Article XI

(the Article eliminating the use of quantitative restrictions), in order to

keep the use of quotas under close scrutiny.

In 1954 a review session was held specifically to appraise the performance
of the GATT. One of the main outcomes concerned the use of subsidies
which were still 'legal' under GATT provisions. The initial stance adopted
by GATT was simply that countries applying subsidies were requested 1n
Article XVI to notify all other contracting parties. No provision was
therefore made to outlaw the use of such subsidies. Furthermore, the initial
treaty made no separate provisions concerning export subsidies. In 1954
however three paragraphs were added to Article XVI which allowed the
use of export subsidies for agricultural goods whilst prohibiting their
usage for any other goods. GATT rules now merely stated that export
subsidies for agricultural goods should be avoided but that if they are
applied they should not result 'in a more than equitable share of world
trade’. Already agriculture can be seen to be receiving differential
treatment from the GATT - regarding the use of both quantitative import

restrictions and subsidies.

A problem developing in the US concemed Section 22 of the US
Agricultural Adjustment Act (1933). This required the use of quotas or
special fees whenever "any article or articles are being or are practically

certain to be imported into the United States under such conditions and in

® The report was entitled GATT, The Use of Quantitative Restrictions for Protective and
Commercial Purposes. (Geneva, July 1950).
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such quantities as to render or tend to render ineffective, or matenally
interfere with" any US farm programme or "to reduce substantially the
amount of any product” subject to such a farm programme ( 7 USCA s.
624 (1964) from Dam (1970) p.260). As such then, Section 22 can be seen
to conflict with GATT rules, with the former requiring quotas whenever
US domestic farm policy is threatened, whilst the GATT requires all
agricultural import quotas to be matched by domestic restrictions. US
Congress made 1t clear that in any actual conflict which may occur,

Section 22 was to take precedence over GATT commitments.

This situation was obviously unsatisfactory as far as GATT was concerned
with both the US and many European nations operating in flagrant
violation of GATT rules. The US was imposing quotas on agricultural
commodities with no domestic production constraints, whilst the European

importers were operating balance of payments quotas without having the

balance of payments difficulties to justify them. (Schwenger (1958)).

The United States was aware that the implications of such a large power

acting in defiance of GATT rules, would be to seriously threaten GATT's
authority. As a result, the US tried to legalise its position at the 1954-55
Review Session. The outcome was that the US was granted a waiver from
GATT obligations for any action required by Section 22, subject to certain
qualifications.” Also at the 1954-55 Review Session, the GATT granted a
temporary waiver allowing parties to maintain quotas after any balance of
payments difficulties have vanished, again subject to strict qualifications.
This so called 'hardcore' waiver recognised that industries having received
protection from balance of payments quotas may need further short term

protection to ease adjustment when such quotas are suddenly removed.

? Namely, as outlined by Schwenger, the US must review any quota at the request of the
government of a GATT member; give notice of the consideration of, and decisions
regarding, any new or modified restrictions; remove or relax restrictions as soon as
circumstances permit; and provide an annual report which will act as the basis for an
annual review by the contracting parties.
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Zietz and Valdes (1988) believe that although such waivers may not have
been of great importance quantitatively, they have been significant in a
qualitative sense. By weakening the power of Article XI relating to the
agricultural sector, and thus facilitating the growth of quantitative
restrictions, such waivers have obviously hampered the trade liberalisation
process in general. Furthermore, the granting of the Section 22 waiver
1llustrates the priority given to domestic interests by the US. Such actions
by the architect of the trading system itself, are by no means conducive to
the creation of a liberalised international trading environment. Indeed, the
sixth GATT review (1961) claimed that the Section 22 waiver "...probably
caused more serious damage to the fulfilment of the objectives of the

General Agreement than any single factor". (Basic Instruments and
Selected Documents, 3/S (1961), p.261 - Quoted in Warley (1976) p. 347).

The late 1950s saw the GATT reach an impasse. Little progress was being
made in terms of the reduction of tariffs, whilst agricultural protectionism
was growing steadily and the problems of the less developed countries
were not being tackled. A panel of experts, consisting of four leading
economists, was therefore established to address these problems, the result
of which being the 1958 Habeler Report. On the basis of the report’s
findings three committees were set up to deal with each of the above
issues. Committee I was to plan the negotiations for the reduction of
tariffs; Committee II was to address the growing use of non-tariff barrers
in the agricultural sector; and Committee III aimed to develop the export-
earnings of the less developed countries (Kock (1969)). According to Dam
(1970), Committee II’s most important consultations were held with the
EEC regarding the formation of the Common Agricultural Policy in 1962
and its extension in 1965 to cover new products. It would appear,
however, that Committee II’s achievements lacked any real substance.

Warley reinforces this point when he states that "the political will" of
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Committee II "to change, moderate and harmonise agricultural

programmes was lacking".

Nevertheless, the period 1948-63 saw the achievement of a considerable
degree of non-agriculture liberalisation, with tariff concessions on 45,000
items being agreed at the initial Geneva Round and concessions on over
58,000 individual items in existence after the Annecy (1949) and the
Torquay (1951) Rounds. However, it appears that this initial momentum
began to falter during the 1950s, largely as a result of the cumbersome
nature of negotiations at this time, whereby concessions were granted
item-by-item. In addition, as Greenaway (1983) points out, the granting of
such concessions faced increased political opposition. Nations had
typically granted concessions on goods which had a degree of tanff
redundancy, thus minimising any adjustment required. However, as the
number of concessions grew, nations found it increasingly difficult to find
such goods. The implication of this being that any further tanff
concessions granted necessitated a greater degree of adjustment and hence

faced increased political opposition.

Warley provides a number of conclusions regarding the treatment of
agriculture prior to the Kennedy Round (1963 - 67) and firstly concurs
with Dam 1n stating that the GATT's attempts to liberalise the agricultural
sector had achieved very limited success. However, Warley does not
attribute this failure to the actual design of the GATT, but merely to the
fact that the contracting parties were unwilling to apply the rules of the
General Agreement to the agricultural sector in the same way as they had
for the industrial sector. Warley points to a general lack of commitment
regarding the reduction of agricultural protectionism, and although
contracting parties spent much effort condemning each others' actions,

very little tangible action was taken. Additionally, as previously

mentioned, the poor example set by the US should be emphasised. Whilst
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simultaneously advocating the free trade goals of the GATT, and yet
prioritising domestic agricultural objectives, US policy was clearly
ambiguous and provided a confusing example for smaller nations to
follow. Warley concludes that throughout this period there was generally

"no strong common interest in promoting agricultural trade liberalisation
in GATT under the terms of the Agreement, and few opportunities for
reaching pragmatic agreements outside it to which the contracting parties

could accommodate the operation of the Agreement." (Warley (1976)
p.355).

2.5.2 The Kennedy Round 1963 - 67.

"The Kennedy Round is a test, with the world watching, of how this new
entity of six European nations, growing and prospering rapidly and
implementing with gratifying determination the great dream of European
unity, will respond to the exciting call for major trade liberalisation 1n

world commerce." (Blumenthal (1965) ).

Warley (1988) echoes this sentiment and claims that the overriding goal of
the Kennedy Round was to respond to the challenge of the Habeler Report
by reducing the level of agricultural protectionism. However, as
Greenaway (1983) points out, the Kennedy Round was more ambitious
than previous Rounds, partly because of the' problems it addressed, partly
because of the larger number of contracting parties involved in the Round,
and partly because the nature of granting tariff concessions changed, with
the abolition of item-by-item negotiations and the introduction of across-

the-board reductions.
With regard to the industrial sector, it can be seen that a reasonable degree

of success was achieved in the reduction of tariff levels during the

Kennedy Round. According to Winham (1986), when approximate general
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averaging procedures are used, it is likely that the major players 1n the
Round made reductions of around 35% on non-agricultural tanff rates.
Furthermore these reductions cover about 8§0% of total world trade. To
illustrate the relative success of the Kennedy Round, the average reduction
in the Dillon Round was around 10% for the US and the EEC, and the
supposedly hugely successful Geneva Round in 1947 achieved average
reductions for the US of only about 20%.

However, four years of negotiations achieved very little for the
agricultural sector and it appeared that generally "the Community was not
ready to accept external constraints on its emerging common agricultural
policy". (Warley (1988) p.3 Oé). During the period covered by the Kennedy
Round the extent of agricultural protectionism actually increased - not
merely with the emergence of the CAP, but also in the US and Canada,
with the former introducing quantitative import controls on ruminant
meats in 1964, and the latter implementing its highly protectionist dairy
policy in 19635. Nevertheless, Winham (1986) suggests that some progress
was made 1n the agricultural sector due to the Kennedy Round. Using data
compiled by Preeg (1970), Winham states that total dutiable agricultural
trade (other than grain) of industrial countries amounted to $1650 million
on which tanff reductions were made on $861.9 million or 52%. In
addition, the average tariff reduction on dutiable imports was 20%. As
Winham points out though, the extent of tariff reductions in the
agricultural sector 1s somewhat irrelevant when the bulk of agricultural
protectionism 1s 1n the form of non-tariff barriers. Such barriers received

little attention in the Kennedy Round.

2.5.3 The Tokyo Round 1973 - 79,

Like the General Agreement 1tself, the Tokyo Round of trade negotiations

arose as the result of economic crisis and the breakdown of the
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international trading system. Specifically, the Round was instigated
largely due to the collapse of the Bretton Woods system of fixed exchange
rates, the advent of 'stagflation' and the general instability of the world

economy in the early 1970s. Indeed, as Warley points out, "The Tokyo

Round was seen as a rededication to multilateral co-operation 1n
stabilising the international economy, as a means of reversing the drift to
protectionism, and as a vehicle for making a liberal response to the

demands of the developing countries". (Warley (1988) p.309).

The scope of the Tokyo Round was to be wider than previous Rounds,
with 99 contracting parties involved, and a far more ambitious agenda. Of
specific concern was the growth of non-tariff barriers and, in particular,
the increased use of subsidies - issues generally neglected in previous
GATT Rounds. Largely 1n response to efforts by the US to restrain the use

of subsidies, a Subsidies Code was added to the General Agreement which

widened the definition of 'more than equitable share' of the world market,
to cover the displacement of exports in third-country markets. However,
this Code 1s supplementary to the General Agreement and, in fact, only
approximately a quarter of GATT members have signed it. In addition,
although the Subsidies Code applies as much to the industrial sector as to
the agricultural sector, Zietz and Valdes (1988) point out that it has been
in the latter sector that a number of disputes has arisen. As a result Zietz

and Valdes claim that the Subsidies Code has been the least effective of
the codes negotiated at the Tokyo Round.

With regard to tanff liberalisation in the industrial sector, Table 1 below
illustrates that the Tokyo Round achieved a significant degree of success.
It should be noted, however, that tanff reductions outlined in Table 1 did
not apply to all industrial goods, with many (e.g. textiles, footwear,

leather) receiving zero or substantially lower than average concessions. It
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was this fact that led many less developed countries to express dismay at

the outcome of the Tokyo Round.

Table 1. Tokyo Round Tariff Changes;!*

Tanft averages
Pre-Tokyo  Post-Tokyo % reduction
Total industrial products W 7.2 4.9 33
S 10.6 6.5 38
Raw matenals W 0.8 0.4 52
S 2.6 1.7 36
Semi-manufactures %Y 5.8 4.1 30
S 9.7 6.2 36
Finished manufactures W 10.3 6.9 33
S 12.2 7.4 39

Negotiations concerning the agricultural sector occurred separately from
the other issues in the Tokyo Round and, in addition to the Subsidies
Code, two multilateral agreements and a series of individual bilateral
agreements were made. A significant bilateral agreement between the US
and the EC resulted in an exchange of concessions estimated at $168
million to the EC and $106 million to the US. The agreements reached
following multilateral negotiations were the Bovine Meat Arrangement
and the International Dairy Arrangement. Both were primarily designed to
increase the exchange of information between signatories, with little

economic effect on actual trade intended. (Winham (1986).

Despite these advances, Winham argues that the Tokyo Round achieved
no substantial results 1n the area of multilateral agricultural negotiations.

Indeed, "the participating nations ended the Tokyo Round about as far

' Note: W = weighted (by MFN imports) average, S = simple average. Source: GATT
(1979) p.120.
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apart on agricultural trade policy as they were at the beginning of the
negotiation". (Winham (1986) p.255).

An achievement of the Tokyo Round was the creation of the Standards
Code - or the GATT's Agreement on Technical Barriers to Trade -
designed to oversee the application of standards in international trade and
to minimise their use as non-tariff barriers. The Code is a free-standing
agreement which therefore applies only to its signatories. Such signatories
are obliged to follow set guidelines in formulating and applying standards,
with prior notification to other signatories required. The Code supports the
idea of harmonised standards (i.e. internationally agreed), although as
Pearce (1992) points out, nations may impose stricter standards than other
countries, 1n order to protect "human, animal or plant life and the

environment." The Code, therefore, does refer specifically to the

environment - something Article XX does not do. However, as Pearce
demonstrates, there exist many areas of confusion within the Standards
Code, including whether nations are allowed to maintain lower standards
than the international norm; whether a nation can insist on imports having
the same standard as domestic products; and the fact that the post-Tokyo
Round Standards Code, like the GATT's main articles, appears to refer
only to products as distinct from process and production methods. This
point, however, is by no means clear. This is illustrated by the fact that
when attempting to justify its ban on hormone-fed beef from the US
(1989), the EC claimed its actions were outside the scope of the GATT
since the Code did not cover processes and production methods. In

contrast the US claimed that it did. GATT was unable to resolve the issue.

2.5.4 The Uruguay Round 1986 - 94.

As expected the Uruguay Round was more ambitious than previous

Rounds, although the number of contracting parties, at 103, was only
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slightly higher than at the Tokyo Round. The key objective of the Round
was to address the differential treatment received by the agricultural
sector, relative to the industrial sector, and to reduce the use of non-tariff
barriers in both sectors. Finger and Olechowski (1987) outline the general

objectives of the Uruguay Round as follows:

(1) To prohibit, or at least reduce, the use of non-tariff barriers.

Whilst the Uruguay Round also aimed to reduce the level of tariffs, it is
non-tariff barriers which are deemed the most problematic by the GATT.
(2) To broaden and extend the coverage of GATT, particularly with
respect to the agnicultural sector, and the production and trade of services.
The 1ssues covered by the Round were to be extensive with new issues
such as Trade-Related Intellectual Property Rights being considered.'’

(3) To ensure that the developing countries participate in the Round and

the more advanced of them undertake more GATT obligations than they

do at present.

Specifically, GATT feels that since several 'developing' countries have
now experienced a significant degree of economic development and are
hence major world competitors in numerous manufactured products,
greater access should be allowed to the markets of such countries.

(4) To restore respect for the GATT system.

Finger and Olechowski believe that the success of the negotiations rested
on the ability of the GATT to restore its credibility, "in the public mind
and in political circles".(Finger and Olechowski (1987) p.11). In
particular, they believe a comprehensive review of all GATT articles,
would serve to update the General Agreement, thus earmning it more

respect and a greater degree of observance.

' See Appendix C.
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The post-Tokyo Round era saw agriculture become more and more distinct

in relation to other sectors as illustrated in the following tables drawn from

Zietz and Valdes (1988).

Table 2. Average applied tariffs for 11 developed market economies,
by product group, 1983 "

Product Group Tariff Application
(on all imports).

Food 5.3%

Agricultural matenals 0.5%

Fuels 0.6%

Chemicals 3.1%

Other manufactures 4.7%

All items 3.0%

Table 2 shows that the level of food protection was considerably higher
than in other sectors. In addition, Table 3 provides evidence of the high
level of non-tariff barmers in the agricultural sector, relative to the
manufacturing sector and in particular, relative to one of the most
protected industries within the manufacturing sector - the iron and steel
industry. It can be seen that the extent of non-tariff protection in the

agricultural sector was similar to that in the iron and steel industry.

As Rayner and Colman (1993) point out, this high level of agricultural
protectionism was largely the result of two factors; firstly, the rapid
growth of market distorting domestic agricultural programmes, and
secondly the differential treatment which the agricultural sector received
from the GATT, relative to the industrial sector. The inability of previous

GATT rounds to reduce the level of agricultural protectionism meant that

12 Source: Based on data from Laird and Finger (1986).
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Table 3. Percentage of industrial countries' imports subject to NTBs,
by product group, 1983"°

Country Imports Agriculture Manuf- Iron and

from: acturing Steel
“Australia  Developing  21.6%  28.6%  42.5%

Developed 47.7% 22.7% 57.8%
EC Developing 26.9% 29.9% 31.9%
Developed 47.7% 15.2% 51.8%
Japan Developing 53.3% 4.4% 0.0%
Developed 36.8% 90.7% 0.0%
Norway Developing 15.4% 20.9% 20.6%
Developed 27.0% 3.2% 0.0%
USA Developing 25.1% 18.6% 48.9%
Developed 23.5% 16.5% 35.6%

agricultural trade was largely shaped by domestic policies. However, the
early 1980s saw a reduction in the growth of the worldwide consumption
of agricultural products. The US, in particular, found that its share of
global agricultural exports fell quite considerably during the 1980s, whilst
its domestic agricultural trade was suffering from increased market
competition, lower farm prices and rural depression (Hillman (1994)).
Consequently, the US began to place pressure on the GATT to force such
issues onto the international trade agenda.'* As a result, agricultural issues
were promised a high priority in the Uruguay Round. Specifically, the
negotiations aimed to address GATT’s past neglect of agricultural trade
and to rectify its failure to reduce the level of agricultural protectionism to

the same extent as industrial protectionism.

S

13 Upper numbers refer to imports from developing countries, lower numbers to imports

from developed countries. Source: Selected data from Nogues, Olechowski and Winters
1986).

{‘ As Hillman (1994) notes, ;_his regresented something of a watershed since the US had

always been reluctant to link its agricultural policy with its international trade policy.
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Seven and a half years of complex negotiations were concluded at the
Marrakesh ministerial conference on April 15th 1994, with the result being
a treaty over 22,000 pages long and 170 kilos in weight. (The Times, 16th
April 1994). However, despite the sheer size of the agreement, 1t appears
that its agricultural provisions fall short of expectations - expectations
which may have initially been unrealistically high due to the US's so
called zero-option, whereby all trade distorting agricultural support and
protection was to be removed within 10 years. Clearly, such a stance by
the US was overly ambitious, with the result that it was implicitly dropped
after the 1989 Geneva Accord. This now provided scope for agreement
with the EU, whose reaction to the zero-option had been largely defensive.
However, disagreements between contracting parties arose throughout the
negotiations and by 1991 the talks appeared to have reached stalemate. As
a result GATT Secretary-General Dunkel intervened by tabling a draft
'Final Act' which included the actual amount by which agricultural
support and protection should be reduced. Whilst the US and many Cairns
Group countries were prepared to accept the substance of the 'Final Act’,
the EU was not, and as a result Dunkel abandoned plans to conclude the
Uruguay Round by 15 Apnl 1992. This inability to agree on issues
affecting agriculture would therefore appear to be largely responsible for

both the duration, and the weakened results of the Round.

Nevertheless, the Uruguay Round Agricultural Agreement does contain
some major contributions to the liberalisation of agricultural trade.
Breakthroughs were made in all three areas of agricultural support and
protection, namely, domestic support, market access and export subsidies.
With reference to the first of these achievements, contracting parties from
the developed world are committed to a 20% reduction in total Aggregate

Measurement of Support, over 6 years, using Fixed External Reference
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Prices from 1986-88."” A notable exception to this ruling is the case of
direct payments made under production limitation programmes - such as
the EU's post-Macsharry compensation payments and the deficiency
payments used in the US since the 1970s.

However, perhaps the most significant achievements of the Round
occurred in the area of market access requirements. The Agricultural
Agreement brings the agricultural sector in line with the industrial sector
by 'outlawing' all forms of protection other than tariffs. Indeed, the
Agreement states that no new non-tariff barriers are to be created, whilst
all existing non-tariff barriers are to be converted into tariffs. All base
period tariffs (including converted NTBs) are then to be reduced by an
unweighted average of 36%, over 6 years, after which time all tariffs will
be bound.' In addition, market access is enhanced by the minimum access
provisions - 3% nsing to 5% of domestic consumption in the base period.
This provision is operationalised via tariff quotas, whereby within-quota
tariffs are set at a low level (32% of the basic tariff in the EU). As stated
by Ingersent, Rayner and Hine (1995), countries do not have to ensure that
the level of imports meets the minimum access level, merely that they are

capable of doing so, given the required access opportunities.

A significant feature of the market access provisions is Article 5 of the
Agricultural Agreement, which provides special safeguards in the event of
an exceptionally high volume of imports, or an unusually large fall in
import prices. Should either eventuality arise, and the volume or the price
of imports reaches a 'trigger' level, then the contracting party is entitled to
raise normal tanffs by an additional duty. The size of this duty is

proportional in size to the difference between the volume or price of

"> This reduction is 13.3% of total AMS for developing countries, whilst those nations
classed as 'least developed' are not required to make any reduction.

' In addition, a key result of the Blair House Agreement (November 1992) between the
US and the EU, was to allow the EU's tariff equivalent calculations to include a 10%
Community Preference margin.
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imports, and the level of the trigger. However, as Ingersent, Rayner and
Hine (1995) point out, the operation of this special safeguard is not
equivalent to a variable import levy, since the additional duty does not
fully compensate for the increase in volume, or the fall in price, of imports.
Nevertheless, the overuse of this provision could, at least in theory,

seriously hinder the tanff reduction process.

The final area of reform concerns the use of export subsidies. Article XVI
of the General Agreement made the use of such subsidies 'illegal' - with
the exception of the agricultural sector. However, following the Uruguay
Round, agrncultural export subsidies still receive differential treatment
relative to other sectors, but are now to be reduced by 36% (relative to
1986-90 levels) over a 6 year period. In addition, the actual volume of
subsidised exports is to be reduced by 21%." As Tangermann (1994)
notes, akey effect of the Agriculture Agreement on export subsidies is to
redefine the term 'equitable market share', as referred to in Article XVI:3
of the GATT, as the actual market share which prevailed in the base
period, 1986-90.

With regard to industrial sector tariff liberalisation, a key achievement of
the Uruguay Round was a significant increase in the number of tanff
bindings. Prior to the Uruguay Round developing countries had received
special treatment allowing them not to offer concessions at negotiating
rounds. However, the Uruguay Round aimed to limit this differential
treatment and the formation of the World Trade Organisation (WTO)
committed all members to submit tariff schedules. This was not required
under GATT rules. Whilst the product coverage of these schedules for
developing countries is not stipulated by the WTO, Table 4 below clearly

'7 For the developing countries export subsidies are to be reduced by 24%, the volume of
subsidised exports by 14%, and the transition period is 10 years. 'Least developed’
nations are exempt from such commitments.
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illustrates that the extent of tariff bindings increased significantly as a

result of the Uruguay Round.

Table 4. Tariff bindings for industrial products (excluding petroleum)

before and after the Urugua Round.'®

Type of no. of import % of tanff % of imports
economy lines value lines bound under bound
or region (US $bn) rates

Economies: Pre- Post- Pre- Post-
developed 86,968 737.2 78 9 94 99

developing 157,805 306.2 22 72 14 59

transition 18,962 34.7 73 98 74 96
Regions:

N.America 14,138 325.7 99 100 99 100
S.&C.Amenca 64,136 40.4 38 100 57 100
W.Europe 57,851 239.9 79 82 98 08
C.Europe 23,565 38.1 63 98 68 07
Asia 82,545 415.4 17 67 36 70

As has already been mentioned, a notable feature of the Uruguay Round

was its extension to cover three new areas; trade in services, trade-related

intellectual property, and trade-related investment measures. By 1994

trade in services accounted for approximately 20% of global trade

(European Commission (1994)) and hence pressure had been mounting to

bring the sector under the umbrella of the GATT. The General Agreement

on Trade in Services (GATS) therefore introduces the principle of non-

disrimination to trade in services, through the most-favoured nation and

national treatment rules. Exemptions to the most-favoured nation rule will,

however, be granted in specific circumstances. In addition, Hoekman and

13 The data cover 26 developing economies and account for four-fifths of total

merchandise imports of all developing country participants in the Uruguay Round.
Source: GATT (1994).
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Kostecki (1995) outline certain market access obligations which members
undertake. Specifically there are limits on; the number of service suppliers
allowed; the value of transactions or assets; the total quantity of service
output; the number of natural persons that may be employed; the type of
legal entity through which a service supplier is permitted to supply a
service; and the extent of foreign shareholding. Finally, the GATS also
addresses 1ssues such as domestic regulation, transparency and the

behaviour of public monopolies.

With regard to trade-related intellectual property (TRIPs), the trade in
goods containing intellectual propertyhas increased substantially in recent
years and so too has dissatisfaction with the existing intellectual property
regulations.” Industrialised nations generally felt that inadequate
protection of intellectual property was eroding the competitive advantage
of their industry, and in particular the high-technology sector. The
negotiations often proved arduous, however, as many developing nations
expressed the concern that a strengthening of intellectual property nights
would increase the monopoly power of multinational companies and also
have the effect of raising the price of medicines and food. Nevertheless, as
the European Commission (1994) point out, the Uruguay Round will
strengthen intellectual property rights in a number of areas; there will be
stronger protection of trade marks; industrial designs will receive more
protection and especially the products of the textile and clothing industry;
patent protection will be introduced in all countries for pharmaceutical and
chemical products; and new rules will prohibit the incorrect use of
geographical appellations. Finally, the establishment of a clear set of
principles will ensure that intellectual property rights will be enforced

through national courts.

" Hoekman and Kostecki define intellectual property as “information with a market
value”. (Hoekman and Kostecki (1995) p. 144.)
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The third and final new area which GATT rules have been extended to
cover 1s trade-related investment measures (TRIMs). The TRIMs
agreement generally aims to clarify the rules concerning such investment
measures and to provide a framework for future actions. Many measures

have been declared non-permissible and must be phased out over a two-to-
seven year period, depending upon the stage of economic development of

the country concerned.

Turning now to environmental considerations, the Uruguay Round
extended the scope of the Technical Barriers to Trade (TBT) Agreement
by relating 1t to processes and production methods. Article 2 of the TBT
Agreement states that "technical regulations shall not be more trade
restrictive than necessary to fulfil a legitimate objective", with one such
legitimate objective being "the protection of human health or safety,
animal or plant life or health, or the environment." Article 2 goes on to
state that "relevant elements of consideration are .... available scientific
and technical information, related processing technology or intended end-
uses of products.” As already stated, it appears that the post-Tokyo Round
TBT Agreement applied only to the actual product, with no consideration
of how 1t was produced. Now, such processes and production methods are
covered by the agreement providing they leave a trace in the final
product.® If, for example, the production of a good leaves traces of a
banned chemical 1n the final product, the importation of this final product
may be prevented even 1if it is not in itself made from the chemical
concerned - providing it 1s judged that a less trade restrictive solution 1is
not available. However, the Agreement states that all standards set must be

considered to be proportional to the problem they are trying to solve.

The Uruguay Round also contains other environmental provisions. The

Agreement on Agriculture allows direct payments under environmental

%0 This point was clarified by personal correspondence with Steve Charnovitz.
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programmes (subject to conditions) and makes them exempt from WTO
members' commitments to reduce domestic support for agricultural
production. Secondly, the Agreement on Subsidies and Countervailing
Measures treats government assistance to industry, to cover up to 20% of

the cost of meeting environmental legislation, as a non-actionable subsidy.

The Uruguay Round's Agreement on the Application of Sanitary and
Phytosanitary Measures bears a strong resemblance to the Agreement on
Technical Barriers to Trade and is specifically concemed with food safety
and animal and plant health regulations. The Agreement is designed to
prevent the use of such regulations as a means of covert protectionism and
encourages greater transparency. In addition the use of international
standards and thus harmonisation are advocated based on the
recommendations of a number of international scientific organisations.
Finally, the Agreement provides for the World Trade Organisation to
establish a Committee on Sanitary and Phytosanitary measures to

generally oversee the realisation of the above objectives.

A key achievement of the Uruguay Round was indeed the development of
the World Trade Organisation. The WTO is not intended as a successor to
the GATT 1947, but 1s a new organisation for all those prepared to accept
the entire Uruguay Round Agreement. As an organisation, it therefore
oversees the functioning of the General Agreement on Tariffs and Trade
1994, as it relates to trade in goods, the General Agreement on Trade 1n
Services and the Agreement on Trade Related Intellectual Property. As the
European Commission point out, the creation of the WTO should
introduce more certainty into the international trading system due to the-
fact that to be a member of the WTO, a country must have signed the
entire Uruguay Round Agreement, thereby making its exact obligations
known. Those countries who do not accept the entire agreement will

remain within the old GATT framework which will be frozen in its pre-
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Uruguay Round situation. In the preamble of the Agreement Establishing
the World Trade Organisation it is claimed that the WTO recognises that
"relations in the field of trade and economic endeavour should be
conducted with a view to raising standards of living, ensuring full
employment, and a large and steadily growing volume of real income and
effective demand, and expanding the production of and trade in goods and
services, while allowing for the optimal use of the world's resources in
accordance with the objective of sustainable development, seeking both to
protect and preserve the environment and to enhance the means for doing
SO in a manner consistent with their respective needs and concerns at

different levels of economic development."

Additionally, although the main text contains no reference to a trade and
environment committee, Annex III.11 of the final act states that "the first
meeting of the General Council of the WTO is to establish a Committee on
Trade and the Environment."*’ Appendix D provides a timetable for

further WTO negotiations. The remit of the Committee will include;

- an examination of the relationship between trade measures and

environmental measures 1n promoting sustainable development, and the

need for rules to enhance that positive interaction;

- an examination of the relationship between the multilateral trading
system and trade measures used for environmental purposes, including

those in multilateral environmental agreements;

- an examination of the relationship between the multilateral trading

system and environmental measures with significant effects on trade; and

21 As the European Commission (1994) states, a trade and environment committe "was
resisted by developing countries worried about hidden protectionism and the lack of
clarity over the form or powers of such a committee.” (European Commission (1994)

p.28).
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- an examination of the environmental effects of trade liberalisation.

(From Anderson (1995) p.15).

The creation of the WTO sees the institution transformed into a global
organisation with the same status as the World Bank or IMF. Most
decision making will still result from negotiation and consensus between
the Members, although the WTO has been strengthened relative to the
GATT, particularly with regard to dispute settlement whereby it is now
more difficult for the parties to a dispute to block the process. The WTO is
headed by a Ministerial Conference of all Members which will meet at
least once every two years..22 Furthermore, 1t is intended that trade
ministers will enjoy greater participation in the WTO’s activities, thereby
boosting its 1international standing and enhancing its credibility in
domestic political arenas (Hoekman and Kostecki (1995)). The WTO is
managed by the General Council in which each member can participate.
This strengthened WTO may well result in a more rigorous and efficient
enforcement of trade rules, perhaps hastening the process of trade
liberalisation. The formation of the WTO sees the original goal of the
Bretton Woods conference of 1944 come to fruition, and allows world
trade matters to be dealt with in a manner as prominent and authoritative
as global monetary and banking issues have been dealt with by the IMF
and World Bank.

2.5.5 Post-Uruguay Round.

The Committee on Trade and the Environment (CTE) was formally
established on 1st January 1995, with the implementation of the WTO
Agreement. On 8th November 1995 the CTE adopted a Report which was
then forwarded through the General Council to Ministers at the 1996

2 By early 1995 there were 128 members of the GATT/WTO. These are listed in
Appendix E, together with the date of each country’s accession to the GATT.
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Ministerial Conference in Singapore. A number of issues are contained n

the CTE's work programme, as laid out in the Report.

One issue to be addressed is the relationship between WTO provisions and

trade measures contained in multilateral environmental agreements
(MEAs), an issue discussed in Chapter 3. Discussions on this subject have
confirmed that the WTO prefers members to tackle transboundary or
global environmental problems via such multilateral agreements and that
unilateral action i1s to be avoided. The CTE Report notes that trade
measures are often not the most appropriate or the most effective policy
instrument, but admits that they can play an important role. Also noted 1s
the fact that few MEAs contain trade measures and no conflict of this
nature has yet arisen under the WTO. Nevertheless, the potential is there.
Several policies have been discussed to make MEA trade measures
compatible with the WTO, including the creation of an 'environmental
window' to allow discriminatory trade measures against non-signatories to

MEAs. As yet, this proposal has not received consensus support in the

CTE.

Also discussed 1s the appropriate dispute settlement procedure were a
dispute between an MEA and the WTO to arise. The WTO states that in
the first instance a dispute of this nature should attempt to be settled under
the dispute settlement mechanisms contained within the MEA. If the

dispute concerns a non-signatory to the MEA, then settlement would occur
under the WTO.

A further 1ssue addressed by the CTE Report relates to the export of
domestically prohibited goods. Concern was expressed in the mid-1980s
by developing country GATT contracting parties, that hazardous
substances were being exported to them without them knowing the

dangers or the implications of receiving such substances. Since then the
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Basil Convention has been established to deal with trade in hazardous
substances and the WTO has made it clear that it does not wish to
duplicate the work of the Convention. In the CTE Report WTO members

agree to support the provisions of the Basil Convention, and it is noted that

the WTO may be able to pursue a role which is complementary to the
Convention. This role 1s to be investigated by the WTO.

In May 1997 a WTO Symposium with non-governmental oganisations
was held on the subject of trade, environment and sustainable
development. The aim of the Symposium was to undertake constructive
dialogue between representatives of WTO member governments and
business, development and environmental organisations. Topics discussed
were mostly quite general although specific details were discussed with
regard to the relationship between WTO rules and MEAs. Some
representatives proposed amending GATT Article XX, including adding
the term 'the environment' to Article XX(b) or allowing exceptions for
trade measures taken in accordance with MEAs. Also suggested was the
reversal of the burden of proof so that a trade measure in support of an
MEA was considered acceptable unless a complainant proved otherwise.
The relationship between WTO rules and the Convention on Biodiversity
and was also discussed and it was noted that more work was needed to

understand the full linkages between the two.

Whilst the non-governmental organisations welcomed the opportunity to
interact with the WTO, little constructive progress would appear to have

been made, with no attempt made to summarise views or identify

consensus positions, throughout the Symposium.
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2.6 Conclusion.

To summarise, the GATT has achieved a considerable degree of success in

1ts efforts to reduce the both the size and number of tariffs in international

trade. This success has even been extended to the developing world as a
result of the Uruguay Round. With regard to the agricultural sector, until
the Uruguay Round, little progress had been made in terms of agricultural
trade liberalisation, with non-tariff barriers still widely in use. However, as
a result of the Uruguay Round agricultural protection is being reduced, and
so too is the differential treatment received by the agricultural sector
relative to the industrial sector. There is, though, a long way to go.
Concemning the prospect of further agricultural trade liberalisation, this
would seem to depend largely on the success achieved in reforming
domestic agricultural policy. According to Ingersent, Rayner and Hine
(1995), this reform should aim to replace price support with direct income
support whilst at the same time decoupling this income support from the
level of current production. It is extremely likely that agricultural trade

reform will take a prominent role in the next round of GATT talks.

The GATT’s provisions for the protection of the environment are minimal
and there has been little progress since the GATT’s inception. Perhaps the
most significant development in this area is the fact that the new WTO at
least recognises the need to preserve the environment, something the old
GATT did not. Nevertheless, the creation of the WTO and the Committee

on Trade and the Environment does represent a step in the right direction.

However, the CTE and the Symposium with non-governmental
organisations have yet to deliver any concrete results despite addressing
the key issues. It therefore remains to be seen whether the new WTO will

deal with the issue of the environment more effectively than the old

GATT.
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Chapter 3 analyses the impact of the GATT/WTOQ's treatment of the

environment.
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CHAPTER 3.

TRADE LIBERALISATION, GATT/WTO AND THE
ENVIRONMENT,

3.1 Introduction.

The extent of the environmental concern arising from the formation of
NAFTA, together with GATT's 'tuna-dolphin' decision, has meant that
many environmentalists view proponents of free trade with deep rooted
suspicion. Esty (1994) claims that the environmental case against free
trade can be reduced to four essential points: Firstly, by promoting
economic growth, trade may damage the environment through the
unsustainable use of natural resources and pollution emissions that
threaten the earth's assimilative capacity. Secondly, international
environmental agreements may contain trade measures which are illegal
under GATT/WTO rules, whilst the market access provisions associated
with most trade agreements may, to some extent, limit the ability of
nations to Implement domestic environmental regulations. Thirdly,
countries operating low environmental standards may have a competitive
advantage over those countries with higher standards, thus creating
pressure to lower standards. Finally, free trade, as it is being implemented
through the GATT/WTO, may prevent nations from using trade

restrictions to protect their environment.

The suspicion displayed by environmentalists towards advocates of free
trade is not one-sided, however, and free traders also view the
environmental lobby with distrust. Whilst pointing to the potential
environmental benefits of free trade, free traders also stress their fears of a

growth of 'green' protectionism designed to prevent environmentally
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harmful goods from entering a country and which can also be used as

leverage to encourage other nations to comply with environmental
agreements. Since environmental regulation is a potential vote-winning

1ssue, the concern of free traders is that governments will find it politically

difficult to refuse to implement such protection, and as a result, the
efficiency gains from world trade will be reduced. Furthermore, it is feared
that nations may shield domestic markets from the competitive force of the
world economy by using protectionism in the guise of environmental
measures. Advocates of free trade draw support from economic theory,
and particularly the theory of optimal intervention, which suggests that it
is not trade per se that damages the environment, but rather that the
environment 1s harmed when trade occurs in the presence of externalities.
As a result, free traders argue that the optimal solution to the problem is

not to alter the global trade regime, but to tackle the externalities directly.

Clearly, the potential for future conflict between the pro-trade and the pro-
environment lobbies 1s considerable. The arguments advanced by each

side of the debate will now be analysed in more detail.

3.2 Trade and the Environment

The traditional economic approach to the trade-environment relationship
states that it is not trade per se that damages the environment, but rather, it

is when trade occurs 1n the presence of market and government failures,
or externalities, that the environment is harmed. Although market and
governmental failures are interrelated, and are exacerbated by uncertainty

and lack of information, it is nevertheless useful to distinguish between

them.

Market failures occur when the market fails to properly value and allocate

environmental goods, with the result that prices do not cover the full social
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cost of production.! The OECD (1994) outline three causes of market
failure. Firstly, if environmental costs such as pollution damage are not
included in the prices of goods and services, then such costs have been
externalised and are hence neglected by the market. Secondly, market
failure can also occur if markets fail to take into account the total
economic value which society places on environmental assets, where total
economic value typically consists of the use value, option value and
existence value associated with an asset.? Finally, the lack of property
rights for environmental assets can also lead to market failure. If property
rights cannot be defined then it is likely that the resource will be treated as
if it were 'free', thus leading to the over-consumption of the asset. A
common fourth cause of market failure, not discussed by the OECD, 1s the
case where markets do not exist even when property rights are defined,

such as the case of capital markets in less developed countries.

Government failures occur when government policy creates, exacerbates
or simply fails to remove, market failures. An example would be the EU's
Common Agricultural Policy, as already mentioned. The design of
government policy is often heavily influenced by producer interest groups
and political factors with the result that the attainment of economic
efficiency is not the prime motivation behind such policy. As a result,

government, or intervention, failures are prevalent.

| The social costs of production consist of private costs (e.g. wages, rent etc.) plus
external costs (e.g. pollution). When prices only cover the private cost, they do not cover
the full cost of production and as a result an externality is said to exist.

2 Use values derive from the actual use of an environmental asset, for example, the
revenue obtained by selling timber grown in a forest would constitute part of the use
value of that forest. Option values reflect our preference to use an environmental asset 1n
the future. An asset may not be used at present, but it is still valued since it provides the
opportunity for use at a later date. An existence value is a value which does not derive
from the use of an asset. It expresses the value attached to an asset simply because that
asset exists. For example, the vast majority of people do not derive any use from
Antarctica, but would still value it simply for its existence. Finally, bequest value is often
included in total economic value and can represent either a use or non-use value. Bequest
value represents the value placed on an environmental asset as a bequest for future
generations. It therefore constitutes a future use or non-use value for our descendants.
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This traditional approach to the trade-environment relationship which sees
environmental damage as resulting from the existence of extemalities and
not from trade itself, states that the 'first best' solution to environmental

problems is not to alter the system of world trade but, instead, to tackle the

externalities directly. Indeed, economists generally believe that such
externalities should be internalised, that 1s, prices should be made to cover
both private and social costs. As an example, consider the pollution
produced by a coal mining company in the process of extracting coal. If
the price of coal does not reflect this pollution, then society pays for these
costs, for example through increased hospital bills due to pollution
induced asthma. The internalisation of social costs, and the ‘polluter pays’
principle on which it is based, means that the producers of coal have to
pay these costs, since it is they who caused them. Furthermore, if social
costs are fully internalised, consumers decrease consumption of higher
priced environmentally damaging goods, instead switching to cheaper,
environmentally cleaner goods, thus reinforcing the principle of

internalisation.

A distinction has to be drawn, however, between externalities which are
global in nature and those which are merely local. Externalities which
affect only the immediate environment in which they occur are known as
local externalities, an example of which would be noise pollution. At the
other extreme are global environmental problems, such as ozone depletion
or the greenhouse effect. Externalities of this kind are generally known as
global, or pervasive, externalities. This distinction between the two is of
relevance to the process of internalisation. The internalisation of a local
externality requires the national government to tax, for example, the
emissions of the guilty ﬁrm’./ Since the externality is local, it should prove
relatively straightforward to identify the affected parties and to estimate

the level of taxation necessary to internalise the external cost of the

pollution. Whilst this process can prove far more difficult in reality, this
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difficulty pales into insignificance compared to that encountered when
trying to internalise a global externality. As Runge (1994) notes, when
externalities are global in nature, their internalisation would result in
extremely high implementation and enforcement costs and matters of
jurisdiction and sovereignty also have to be considered. Daly (1989) asks
us to consider the problems that would be encountered when trying to
armive at the level of taxation necessary to internalise the greenhouse
effect. Whilst the physical effects of the build up of greenhouse gases are
themselves uncertain, placing a monetary value on the associated
economic losses 1s subject to even greater uncertainty, and would require a
calculation that involves a large degree of guesswork. As Runge states, "In
short, it 1s far easier to recommend that environmental externalities be

'Internalised’ than it 1s to implement and enforce internalisation.”" (Runge
(1994) p.26).

3.3 How Trade Liberalisation May Help the Environment.

The perceived benefits of free trade stem from the fact that it allows
individuals and nations to specialize in those sectors in which they are
relatively more efficient. Adam Smith is generally seen as the originator of
this viewpoint, although it is David Ricardo who is associated with the
principle of comparative advantage itself. Writing in 1817, Ricardo sums

up the theoretical argument for free trade;

"Under a system of perfectly free (international) commerce, each country
naturally devotes its capital and labour to such employments as are most
beneficial to each. This pursuit of individual advantage is admirably
connected with the universal good of the whole. By stimulating industry, by
rewarding ingenuity, and by using most efficaciously the peculiar powers
bestowed by nature, it distributes labour most effectively and most
economically: while, by increasing the general mass of productions, it

diffuses general benefit, and binds together, by one common tie of interest
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and intercourse, the universal society of nations throughout the civilised
world." (Ricardo (1973) p.81).

In a fully liberalised global trade regime resources will be allocated to the
least-cost and highest return production activities thus ensuring that
production occurs in the most efficient manner possible. This obviously
implies that natural resource use will also be efficient, thus minimising the
quantity of input needed per unit of output, and thereby also keeping
associated wastes to a minimum. Furthermore, as the OECD (1994) point
out, if trade maximises allocative efficiency in this manner, then economic
activity should be allocated in accordance with the environmental
capacities and conditions of different countries, thus, theoretically,
keeping environmental stress to a minimum. However, as Hudson (1992)
argues, free trade will only efficiently allocate natural resources if
environmental externalities are fully internalised. Clearly, this is not the
case, and 1t 1s uncertain whether policy should proceed as if all external

costs were internalised.

A related i1ssue 1s the environmental impact of the composition effect
associated with trade liberalisation. After trade liberalisation, countries
will specialise to a greater extent in those sectors in which they possess a
comparative advantage. As Grossman and Krueger (1993) point out, if
comparative advantage anses due to differences in factor abundance and
technology, each country will shift resources into sectors which make
intensive use of these factors. The resultant impact on the environment is
difficult to predict and will depend on whether pollution intensive
activities expand in those countries with greater pollution legislation.
However, if comparative advantage arises due to differences iIn
environmental legislation, then the composition effect associated with

trade liberalisation 1s likely to prove detrimental to the environment as
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countries will specialise in those sectors in which their own environmental

legislation is weakest.

Liberalised trade should, however, enable nations to overcome resource
constraints which may previously have limited their growth potential. As
the scale of economic activity expands, then so too do the financial
resources available to protect the environment. Indeed, there is evidence
that increases in income are essential if the developing world is to improve
the quality of the environment. Voigt (1993) states that the environmental
problems currently facing Mexico can all be traced to a common source,
"That source 1s the lack of economic resources available to adequately
control the environmental effects of development in the border region.”
(Voigt (1993) p.329). Thus, by raising the level of national income
through economic growth, trade can facilitate environmental

improvements at both the level of the firm and at the level of government.

A further means by which trade liberalisation may benefit the environment
is through the exchange of environmentally clean products, services and
technologies. According to the OECD (1994), the worldwide market for
environmental equipment and services is valued at $200 billion and
growing at a rate of 5.5% per year. If trade allows this market to expand,
then countries will have greater access to both ecologically cleaner
products and resource efficient production methods, thereby ensuring that
their own future production will be environmentally improved. Thus,
output may not be produced in the same manner following trade
liberalisation. This so-called technique effect may also arise as a result of
the increase 1n incomes associated with trade liberalisation. As incomes
grow and more basic needs are met, individuals may start to demand a
cleaner environment. This suggestion, that the environment may be
considered a luxury good, implies that governments may have to respond

to these increased demands by increasing legislation and generally
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ensuring that output occurs in a manner which is more beneficial to the

environment.

Finally, trade liberalisation will remove many trade-distorting policy
measures which, themselves, have proved to be environmentally
damaging. The very existence of such measures means that resources are
not being allocated as efficiently as they could be, and thus both the
location and intensity of technology, production and consumption are
distorted. An example of protection of this nature is the EU's Common
Agricultural Policy (CAP). The CAP's system of guaranteeing prices to
farmers has resulted in increasingly intensive production methods and
considerable overproduction of foodstuffs.?> For example, Friends of the
Earth (1992) estimated that there were 25 million tonnes of surplus cereals
and over 800,000 tonnes of beef in storage in the EU in 1992.
Furthermore, Friends of the Earth also state that in 1990 the EU spent nine
billion pounds just disposing of and destroying this surplus production.
The removal of a system of this nature would at least mean that there 1s no
incentive to produce quantities which are considerably in excess of the

market's requirements.

The above arguments are typically advanced by advocates of free trade in
response to claims that the impact of trade liberalisation on the

environment 1s likely to be of a pernicious nature. The foundation behind

such claims will now be considered.

3 The CAP provides an incentive for farmers to produce as much as possible with the

resultant environmental impact stemming from the removal of hedgerows and the
increased use of artificial inputs, for example.
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3.4 How Trade Liberalisation May Damage the Environment.
3.4.1 Trade Liberalisation and Economic Growth.

The prevalence of externalities, due in part to the difficulty of
internalisation, means that trade liberalisation may exacerbate
environmental damage. One reason for this is the scale effect associated
with free trade. It was stated above that perfectly free trade will ensure that
resources are utilized in the most efficient manner possible, thus
minimising inputs per unit of output. Indeed, this is the case in a static
framework. However, once we enter a dynamic framework then it is likely
that liberalised trade will lead to an expansion of markets and hence
economic growth. The increase in income associated with such growth
may mean that nations now find themselves with greater resources to
protect the environment, but the environmental impact of such an
expansion in the scale of production may be considerable. This
relationship between economic growth and the environment is analysed in

detail in the next three chapters.

However, one way in which trade liberalisation, and the resultant increase
in the volume of world trade, directly affects the environment is through
increased product transportation. Madeley (1992) has estimated that the
transport involved 1n international trade already accounts for one eighth of
world oil consumption. Pearce (1992) states that this is likely to worsen
since the EU's Single Market is predicted to increase transfrontier lorry
traffic by 30-50%. As long as fuel prices continue to externalise most
environmental costs, product transportation will continue to expand,
further damaging the environment. Clearly, as international markets
expand as a result of trade liberalisation, the environmental impact of the
resultant increase in transportation looks set to become an issue which

receives increasing attention.
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3.4.2 The Ability to Implement Environmental Regulations.

An additional charge which environmentalists often level against

advocates of free trade is that trade liberalisation limits the ability of
nations to protect the environment, irrespective of whether the nations are
operating in a unilateral or multilateral capacity. The abatement of global
externalities has generally necessitated a multilateral response in the form
of international agreements such as the Montreal Protocol (1987). A
potential problem from the GATT/WTO point of view however, 1s that
many agreements of this kind contain trade-based enforcement
mechanisms to prevent free riders from undermining the effectiveness of
the agreements.# For example, the Montreal Protocol, which amms to
protect the ozone layer by reducing the use of CFCs, forbids its signatories
from trading with nonsignatories in products containing CFCs.’
Furthermore, as Pearce points out, the agreement also commits signatories
to ban the trade of products made with CFCs, but not actually containing
them. This is clearly a trade restriction due to the existence of a production
externality and, as will be seen below, would therefore appear
incompatible with GATT/WTO. It has been suggested, however, that trade
restrictions to enforce compliance are fully justified since those nations
who fail to sign the treaty would otherwise effectively obtain a
competitive advantage by continuing to use CFCs rather than adopting

more expensive alternatives (Esty (1994), Reinstein (1991) ).

It is clear that if nations are signatories to both the GATT/WTO and the
Montreal Protocol, then they are likely to be subject to conflicting

4 Examples of other international environmental agreements which contain the threat of
trade restrictions are the Basel Convention which regulates the trade of hazardous waste,
and the CITES agreement on trade in endangered species.

5 Hudson (1992) provides the example of South Korea, which is a party to the GATT but
has not signed the Montreal Protocol. For several years South Korea has been expected to
challenge the Montreal Protocol as illegal under GATT rules.
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obligations. The Vienna Convention on the Law of Treaties (1969) states
that the obligations of whichever treaty is 'later in time' should prevail -
providing the two treaties address the same subject matter, and providing

that the later treaty does not specifically abrogate the earlier treaty. Whilst

it could be reasonably argued that the two treaties are not concerned with
the same subject matter, other potential problems arise. First, the GATT 1s
technically not a treaty and, even if it is, it is not clear whether the creation
of the World Trade Organisation makes this more recent than the Montreal
Protocol. Furthermore, as Runge points out, Article 34 of the Vienna
Convention states that even if the agreement is later in time it cannot bind
a nonsignatory nation without their consent, unless the agreement becomes

customary international law.

At the time of the Montreal Protocol's signing it was felt that the
agreement was GATT-consistent, due to the headnote to GATT Article
XX. This states that exceptions to the GATT's rules are allowed providing
that "such measures are not applied in a manner which would constitute a
means of arbitrary or unjustifiable discrimination between countries where
the same conditions prevail...." (GATT Atrticle XX from Pearce (1992)).
Emphasis added). It was believed at the time (1987) that conditions in
nonsignatory nations were different to those of signatory nations and thus
trade restrictions were allowed. However, even if this is indeed the case,
Esty suggests that it is unlikely that the GATT/WTO would dispute the
imposition of a trade restriction if it were in response to a widely
supported international environmental agreement. This is obviously far
from certain, though, and the fact remains that the use of trade restrictions

in support of such an agreement is 1llegal under GATT/WTO rules.
As stated in Chapter 2, however, the issue of the relationship between the

WTO and multilateral environmental agreements is now beginning to be

discussed by the Committee on Trade and the Environment and was also
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addressed by the Symposium on Trade, Environment and Sustainable

Development. The outcomes of these discussions remain to be seen.

This threat to international environmental agreements is another reason

why environmentalists claim that trade liberalisation through the
GATT/WTO 1s environmentally damaging. However, many also claim
that the GATT/WTO Ilimits the implementation of environmental
legislation at a national level. In particular, it is feared that enforced
market access agreements will have the effect of harmonising
environmental standards at the lowest common denominator, thus
preventing nations from implementing stricter standards, or from
restricting the importation of environmentally harmful goods. In response,
free traders fear the growth of 'green protectionism’' and claim that, 1n
actuality, the GATT/WTO does provide considerable scope for the
protection of a nation's environment. Indeed, it is argued below that the
existence of an externality which arises when the imported good 1s
consumed (a consumption externality) is a legitimate reason for a trade
restriction, providing certain conditions are met. However,
environmentalists criticise GATT/WTO for its failure to allow trade
restrictions in order to remove those externalities which arise during the
production of the good 1n the exporting country (production externalities).
This inability of nations to distinguish between 'like products', even if they
have very different production methods, is very difficult to justify on
environmental grounds. Indeed, environmentalists therefore claim that, by
forbidding the restriction of imports in response to a product’s method of
production, the GATI/WTO 1s clearly failing to recognise the

transnational nature of many of today's environmental problems.
With regard to the harmonisation of standards, the post-Uruguay Round

Sanitary and Phytosanitary Code and the Technical Barriers to Trade

Agreement both clearly state that nations should aim to comply with
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common standards.® Many environmentalists object to this notion of
harmonisation, however, fearing a loss of sovereignty as nations lose
control of their environmental regulations and standards fall to the
baseline level. Interestingly, those in favour of trade liberalisation are not

united in their support for harmonisation either. One claim is that
harmonised standards will remove the comparative advantage that nations
possess due to their high assimilative capacity (Rauscher (1994)).7
Alternatively, Nordhaus (1994) assesses whether the harmonisation of
environmental policies 1s compatible with the goal of economic efficiency,
and distinguishes between policies aimed at global externalities, and those
aimed at local environmental i1ssues. Using standard neoclassical analysis,
Nordhaus argues that by treating global environmental problems as traded
goods which will display price equalisation, economic efficiency requires
that nations should harmonise their environmental regulations (see
Appendix F, diagram 1). The reasoning behind this assertion is that if
pollution 1s global, then the marginal benefits of emissions reductions are
equal across regions (country 1 and country 2 face the same marginal
benefit curve), whilst the marginal abatement costs are likely to vary.
Abatement of emissions should occur up to the point where the marginal
benefit of this abatement, in each region, is equal to the marginal cost. By
setting the same tax level per unit of emissions (T*), both nations can
equate their marginal benefit and marginal cost - hence harmonization. It
should be noted that, for Nordhaus, harmonisation refers to all nations
setting the same level of taxation per unit of emission and not the use of

harmonized quantitative standards which, for example, force both nations

to reduce a pollutant by a given percentage.® Indeed, if the level of

6 See the Sanitary and Phytosanitary Code paragraph 9 and the Technical Barriers to
Trade Agreement Article 2:4.

7 The assimilative capacity is the ability, or capacity, of the environment to break down
waste and pollution. This capacity will vary from region to region due to differences in
climate, topography etc.

8 It can be shown that emissions fees or marketable permits are both least-cost ways of
achieving a given level of emissions reduction and are hence more efficient than the use
of quantitative standards (Pearce and Turner (1990)).
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taxation 1s equated both nations will reduce emissions by a different
amount, but this will be the optimal amount for each nation, and is hence
efficient. With regard to local externalities, Nordhaus treats them as non-

traded goods and thus their prices will vary across regions (see Appendix

F, diagram 2). Since both marginal benefits and marginal costs now vary,
economic efficiency requires that each region sets a different level of
taxation (T1 for country 1 and T2 for country 2). The intuition behind this
result 1s that some countries, e.g. low income countries, have higher
abatement costs than others, whilst having lower levels of environmental
damage. In terms of efficiency, a nation of this nature should have a lower
level of emissions reduction and a lower pollution tax, than other
countries. Thus, to summarise Nordhaus's conclusions, environmental
policies (emissions fees or marketable i)ennits, but generally not
quantitative standards) designed to address global environmental problems
should be harmonised across regions. On the other hand, policies to tackle
local environmental externalities should not be harmonised (emissions

fees, marketable permits or standards).

It should be pointed out that Nordhaus's recommendations stem purely
from his aim to attain economic efficiency. In reality, however, economic
efficiency is just one of a number of criteria on which policy decisions are
made, with the issue of equity being of great importance. It is therefore
unlikely that policy recommendations made on economic efficiency
grounds alone would ever come to fruition. Indeed, it could be expected
that Nordhaus's recommendations would experience significant
opposition, not least from lobby groups and developing country
governments, 1f they resulted in the implementation of a global uniform
carbon tax, for example. In reality, complex negotiations, particularly
between developed and developing countries, are likely to be required if

such a policy is to be implemented.
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It is interesting to note however, that complete harmonisation of
environmental standards is considered by some to be necessary to obtain

economic efficiency. For example, Esty notes,

"If...every nation and all their political subdivisions have complete
autonomy to set their own radically different environmental standards, trade
could grind to a halt. Inconsistent production, testing, labelling, packaging,
and disposal requirements could become serious trade barriers, reducing the
opportunities to achieve scale economies and gain market access -
economic virtues that translate into broader product choice, better service

and lower prices for consumers." (Esty (1994) p.173).

It does not, therefore, appear that the harmonisation of only global

environmental policies is accepted by all as compatible with the goal of

economic efficiency.

To summarise, it 1s clear that GATT/WTO based trade liberalisation has
the potential to hinder the implementation of international environmental
agreements, where such agreements include the threat of trade restrictions.
With regard to national environmental legislation, it would appear that the
Technical Barmers to Trade Agreement of the GATT/WTO seeks to
harmonise al/l national environmental standards. However, as stated above,
from an economic point of view Nordhaus does not believe this to be
sensible. Such a policy may also be unwise from an environmental point
of view, since standards aimed at local environmental issues are generally
ill-suited to harmonisation and may be dealt with more effectively at a
national level. This point 1s discussed in more detail in Chapter 8. The
above clearly 1llustrates that, in the absence of the necessary
environmental amendments to the GATT/WTO, trade liberalisation may
hamper the implementation of national and international environmental

legislation.
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3.4.3 Will Trade Liberalisation Force Environmental Standards

Downwards?

Advocates of the harmonisation of environmental standards often claim

that free trade in the presence of divergent environmental standards
provides the nation with the lowest standard with a competitive advantage.
As a result, it is feared that there will ensue a 'race to the bottom' as
nations try to undercut the environmental standards of their competitors.

This claim, however, 1s not accepted by all.

Nordhaus (1994) dismisses the fear of a 'race to the bottom' by stating that
it is not in a country's interests to lower the stringency of its environmental
standards. Utilising the logic behind optimal tariff theory, Nordhaus
claims that it would be optimal for a large country to tax its exports rather
than subsidise them by lowering standards, since such a policy would tumn
the terms of trade in the country's favour by raising export prices.” As a
result, Nordhaus claims that there is no economic incentive for a large

country to enter a 'race to the bottom'.

Although the subsidisation of exports is against national interests as
Nordhaus claims, he concedes that nations will often subsidise exports due
to the lobbying of producer interest groups or because nations do not
always operate in an economically rational manner, either through choice

or ignorance.

Others have adopted a different approach by arguing not that it 1s
economically irrational to lower standards, but that nations would not need

to lower them. Indeed, many have argued that the loss of competitiveness

9 In the case of small countries who are price takers and hence cannot affect their terms
of trade, Nordhaus states that environmental policies will be set in the traditional way by
equating marginal costs and marginal benefits. These countries cannot engage in any race
since they are not in a position to set prices which undercut their competitors.

39



associated with environmental regulation is in fact minimal, and hence so
too is the pressure to lower standards. Dean (1991) found that abatement
costs are a small proportion of a firm's total costs and hence have little
impact on the firm's competitiveness. In addition, Walter (1973,1982)
found that abatement costs in US export industries were only 1.75% of
total costs, whilst Tobey (1990) found environmental regulation costs
were under 1.85% for forty industries, and between 1.85 and 2.89% for
twenty four industries. Jaffe et al. (1995) also found little evidence that
environmental regulations have had a significant adverse affect on
competitiveness. A recent study by Janicke et al. (1997) found no
empirical evidence to support the 'pollution haven' hypothesis 1.e. that
firms have relocated abroad in' response to stringent domestic
environmental regulations, again suggesting that such regulations have
little impact on competitiveness. Finally, the 'Porter hypothesis' (Porter
and van der Linde (1995)), actually suggests that properly designed
environmental regulations will stimulate innovation that may partially, or
more than fully, offset the initial compliance cost. If this hypothesis 1s

correct then firms may not benefit from partaking in a 'race to the bottom'.

Esty, however, claims that the interstate competition for new investment
experienced by the US in the 1940s, 1950s and 1960s would suggest that
competitiveness concerns associated with environmental regulation were a
significant factor in where firms chose to invest. Furthermore, he provides
evidence of the major role played by interstate competition in the push for
the national harmonisation of environmental standards. Similarly Esty
believes that intercountry competitiveness concerns which may provide
incentives for nations to lower their environmental regulations, necessitate

the international harmonisation of such regulations.

Revesz (1992) finds little empirical evidence of a 'race to the bottom', but

states that were such a race to take place, the harmonization of
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environmental standards would not be the answer. Instead, this would
stmply have the effect of moving the downward spiral to another area of
regulation. Esty, however, believes this would be a positive achievement
since the environment "is more vulnerable than almost any other area of

regulation to welfare-reducing market failures in the absence of

government intervention." (Esty (1994) p.156).

Clearly, the impact of environmental regulation on competition is

uncertain and empirical study throws little light on whether a 'race to the

bottom' will occur.

3.4.4 The Use of Trade Restrictions to Protect the Environment.

The GATT/WTO's environmental provisions have already been outlined
in the previous chapter, but it will here be considered whether
GATT/WTO rules allow a nation to restrict the importation of a product
which subjects the importing country to an externality. There are two
situations in which this may occur. Firstly, the importing country may be
subjected to a consumption externality. For example, the EU considered it
was subjected to an 'externality’ when it consumed US beef containing
growth hormones. Alternatively, the importing country may face a
production externality, whereby injury is caused by the actual production

of a good.

With regard to consumption externalities, Pearce states that it would
appear from various GATT disputes that the existence of such an
externality would be a legitimate reason for a restriction under Article XX
provided a number of conditions are met. Firstly, there must be evidence
of the externality, and any resultant restriction must be universally applied.
Secondly, the trade restriction must be justified through one of four tests

which exist under GATT/WTO. The first of these is the 'necessary' test
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which stems from Article XX(b) and essentially states that there must be
no other way in which the party could remove the extemality. Article
XX(g) provides_a second test which assesses whether the trade restriction
is 'primarily aimed at' conservation and is not simply a means of protecting
the domestic market. A third test originates from the Agreement on
Technical Barriers to Trade which states that a trade restriction must be
shown to be 'proportional’ to the benefits which result from the removal of
the externality. Finally, and differing little from the ‘primarily aimed at'
test, Article XX states that a trade restriction must not be applied in a way
that constitutes a 'disguised restriction on international trade'. As Runge
(1994) points out, all of these tests effectively weigh the environmental
benefits resulting from the removal of the externality with the harm that
stems from the disruption to trade. Providing the disruption to trade does

not exceed the resultant environmental benefits, the trade restriction will
generally be justified under GATT/WTO rules.

The GATT/WTO, however, does not appear to allow trade restrictions in
order to remove a production externality. Pearce suggests that the
GATT/WTO has simply adopted the principle that an importing nation
does not have the right to interfere with the production and processing
methods of another country. Although, this principle has been criticised by
environmentalists, the GATT/WTO does have its reasons for maintaining

the distinction between consumption externalities and production

externalities. Since the GATT's inception, the agreement has tried to limit
the number of excuses that could be used to implement trade restrictions,
preferring contracting parties to implement domestic policies instead. The
GATT/WTO 1s clearly concerned that if nations are allowed to distinguish
between 'like' goods which have different production methods there would
be a risk of countries implementing blanket import restrictions. However,
as already stated, the post-Uruguay Round Technical Barriers to Trade

Agreement (TBTA) does allow trade restrictions for products whose

62



related processes and production methods do not conform to regulations -
subject to strict conditions. To be covered by the TBTA, the processes and
production methods must leave a trace in the final product, so, for

example, a regulation stating that all bottles must be made from recycled

glass would be covered by the Agreement, but a regulation stating that
tuna must not be caught in drifi-nets would not be covered. Any
regulations which are not covered by the TBTA are subject to the
generally less restrictive regular GATT rules, which in contrast to the
TBTA, do not appear to allow nations to interfere with the processes and
production methods of other nations. In this sense at least, the revised
TBTA would seem environmentally beneficial, although it would appear
that the outcome of the 'tuna-dolphin' dispute would not have been
different had the amended TBTA been in place. Although the TBTA now
considers regulations which concem product related processes and
production methods, GATT Article XX still fails to allow a distinction to
be drawn between 'like' products which are the result of very different

processes and production methods.

To summarise, GATT/WTO does appear to allow trade restrictions in
order to prevent environmental damage which results from the
consumption of a good. However, with regard to damage resulting from
the production of a good or service, trade restrictions are generally not
allowed under GATT/WTO. Whilst the Technical Barriers to Trade
Agreement does allow processes and production methods to be regulated,
this is only 1if they leave a trace in the final product. Thus, trade
restrictions are not allowed in support of regulations which control those
foreign production processes which are not detectable in the final product.
Furthermore, GATT/WTO does not allow nations to implement trade
restrictions 1n response to environmental damage which occurs outside
their jurisdiction. Indeed, the US attempt to justify its ban of Mexican tuna
in 1991 using GATT Article XX(b) was deemed inapplicable by GATT
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since this exception does not cover damage which occurs outside the

jurisdiction of the trade-restricting country.!0

As outlined in Chapter 2, the emergence of the World Trade Organisation,

which encompasses all those who accept the entire Uruguay Round
Agreement, would, from an environmental point of view, appear to be a

(small) step in the right direction. It remains to be seen, however, whether

the WTO will address some of the environmentalists’ criticisms, above.

3.5 Conclusion.

An analysis of the relationship between world trade and the environment
clearly shows such a relationship to be a complex one. It is possible, for
example, that free trade will prove to be environmentally beneficial. Trade
liberalisation in a static framework should lead to efficiency gains which
reduce the amount of environmental inputs used per unit of output.
Furthermore, once a dynamic framework is entered, the generation of
economic growth may mean that additional resources are available with
which to tackle environmental problems, whilst the demand for a cleaner
environment may also increase. A liberalised global trading system should
also augment the exchange of environmentally beneficial products,
services and technologies. Finally, by removing trade-distorting policy

measures, free trade will ensure that the location and intensity of

production 1s not distorted.

However, trade liberalisation also contains the potential to damage the
environment in the absence of appropriate (domestic) policy measures. As
Esty points out, the environmental case against trade liberalisation can be
reduced to four key issues. The first of these is the ability of the

environment to deal with the economic growth which results from

10 presumably, the TBTA also forbids trade restrictions in support of standards aimed at
extraterritorial environmental damage.
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iberalised trade, 1n a dynamic framework. This, in turn, 1s a complex 1ssue
which 1s dealt with in Chapters 4, 5 and 6. The internalisation of
externalities would be a significant improvement but is likely to entail
monumental difficulties, not the least being the fact that countries will not
unilaterally internalise social costs, yet there is no mechanism to co-

ordinate multilateral internalisation. 1!

The second 1i1ssue is whether the GATT/WTO suppresses the
implementation of environmental legislation, both at a national and
international level. At present, any multilaterally accepted environmental
agreements which contain the threat of trade measures to enforce
compliance are illegal under WTO rules. With regard to national
environmental legislation, the WTO aims to harmonise all environmental
regulations, irrespective of whether they are aimed at local or global
environmental problems. As stated above, such a policy may prove
economically and environmentally damaging. In addition, the WTO does
not allow nations to distinguish between 'like products' which have very
different production methods. Nations have traditionally been allowed to
do as they please within their own borders, but in an ecologically inter-
dependent world, where production processes in one country can affect the

global environment, such a notion may be out-dated.

The third environmental grievance is the issue of whether trade

liberalisation provides those nations operating low environmental
standards with a competitive advantage - hence offering an incentive for

nations to lower standards. It was seen that the extent of any competitive

I1 At present, very few environmental costs have been internalised in the price of goods.
Warren (1995) gives the example of the EU's attempt to implement a Europe-wide tax, at
ten dollars per barrel, to be levied on all energy consumption. Although most of the
largest fuel using companies obtained concessions drastically reducing the impact of the
tax, Warren claims that they also ran a successful lobby which resulted in the tax
effectively being side-stepped. Furthermore, although some northern European countries
have introduced such a tax domestically, this has generally been at a very low level and
intended more to raise revenue than to change consumption habits.
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advantage which results from low environmental standards 1s empirically
uncertain, and hence so too is the strength of any pressure to lower

standards.

The fourth, and final, issue i1s whether GATT/WTQO based trade

liberalisation will allow the use of trade restrictions to protect the

environment. It has been argued above that the GATT/WTO will allow
trade restrictions to be implemented in response to a consumption
externality, but not to tackle a production externality apart from in limited
instances under the Technical Barriers to Trade Agreement. Furthermore,
trade restrictions are not allowed to be implemented in response to
environmental damage which occurs outside the jurisdiction of the trade-
restricting country, nor are trade restrictions to be implemented

unilaterally.

Whilst the above are the environmentalists' four key areas of conflict with
those who advocate trade liberalisation, the foundations of this conflict
stem largely from a clash of cultures and ideals. Although the goal of free
traders is to maximise welfare, environmentalists tend to consider efforts
to liberalise trade as being fuelled by the quest for profits and jobs - In
short, purely anthropocentric, materialistic goals. In contrast,
environmentalists consider their goals to be far more worthy, largely from
an ethical or moral point of view. They concern themselves with the well-
being of all species, not just humans, together with the protection of the
earth in general. As a result of these 1deals, the environmental case against
the GATT/WTO 1s more fundamental than is perhaps suggested by the
analysis of the four 1ssues above. For instance, an inherent presumption
within the GATT/WTO 1is that the gains from trade outweigh any losses
from environmental damage which may occur as a result of trade. As
Pearce (1992) argues, the implication of this presumption is that all trade

restrictions are wrong and hence whichever party implemented the trade
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restriction has to justify it. Environmentalists view this fact as evidence of
the biased nature in which GATT/WTO deals with trade-environment
disputes. Indeed, Friends of the Earth (1992) claim that the burden of
proof should be shifted to those parties wishing to challenge the adoption

of an environmental trade restriction. They argue that this would go some
way towards showing that the GATT/WTO does not always put the
interests of trade before those of the environment. Such a reversal in the
burden of proof, however, would significantly increase the potential for
countries to implement trade restrictions to protect domestic industries,
under the guise of environmental protection. The GATT/WTO 1s clearly
wary of increasing the ability of countries to distort trade patterns and

reduce welfare.

An additional cnticism often raised against the GATT/WTO is the fact
that the Agreement itself is effectively negotiated in secret. Environmental
(or health or consumer) non-governmental organisations are typically not
allowed to observe or participate in GATT/WTO meetings. As Shrybman
(1990) states, "As trade negotiations take place, and are concluded, in
private, democratic nstitutions that are increasingly willing to respond to
pu