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ADJUSTING TO THE NEW TRADE
AND ENVIRONMENT PARADIGM:
THE CASE OF THE PHILIPPINES*

Ponciano Intal, Jr. and Paul Quintos

INTRODUCTION

The story of the Philippine environment during the past two decades is one
of growing stress and resource degradation that has recently forced the

Philippine polity and society to come to grips with the problem. Poverty,
population pressure, unsatisfactory economic policies and performance,
poor environment policies and implementation, and natural disasters under-

pin the worsening environmental situation. This paper seeks to contribute
to a deeper understanding of the issue of sustainable development in the
country by exploring the linkage between environment and trade both at

home and internationally from the perspective of the Philippines.
The paper is divided into six sections. Section two discusses the

interaction between the economy and the environment and natural resource

sector. Section three examines the impact of cost internalization on the

industry incentive structure and on the international competitiveness of
(selected) industries. Section four uses a simulation model to determine the

likely environmental impact of trade liberalization. Section five discusses

the growing clamor for environmental regulation abroad and its implica-

tions on Philippine trade. The conclusions and policy implications of the
paper are presented in section six.

* This is largelytakenfromChapters1,2and7 of Intalet al. "TradeandEnvironmental
Linkages:TheCaseof thePhilippines."
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ECONOMY-ENVIRONMENT INTERACTION

Trade impacts on the environment as it influences economic activity.

Specialization resulting from trade heightens the scale of economic activity;
environmental degradation is exacerbated in this process when there are
market failures and a failure to internalize the environmental costs of

production and/or consumption. In the Philippines, the rising resource and
environmental stress during the past two decades went hand in hand with

the "stop-go" and comparatively poor economic growth in the country. The
dissociation between scarcity and price and between benefits and costs in
the environment and natural resource sector likewise meant that the weak-

nesses in economic governance had a magnified effect on the environment
and natural resource sector in terms of incentives to rent seeking, increased

popu'lation pressure on open access resources, and, in some instances, even
social conflict.

For instance, underpricing and the political economy of logging are the
main reasons for the fast denudation of forests in the country. In the

Philippines, government rent capture as a ratio of potential rent in logging

during the 1970s was less than 10 percent. This contrasts with 33 percent
in Indonesia and 83 percent in Sabah, Malaysia (Panayotou 1993a: 75).
Because of the tremendous private fortunes that can be generated from

logging, the granting of timber licenses was strongly determined by political
influence and considerations; in addition, illegal logging was abetted by

powerful political and military officials (Sajise et al., 1992). As a result,
the institutional mechanisms and regulation for forest protection and refor-

estation were ineffective and/or poorly implemented. Forest fires, popula-

tion pressure from the lowlands, and the shift to agriculture accelerated and

aggravated the process of forest denudation in the country.
The increased population pressure from the lowlands reflected the

unsatisfactory growth of employment creation in the lowlands in the face

of relatively high population and labor force growth rates. Given insufficient

employment opportunities in industry, agriculture and services in the low-
lands, the open access uplands became an important refuge for subsistence
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farming. While estimates of the total upland population vary widely, there

is a consensus that the numbers have risen substantially during the past two
decades. Moreover, the rate of upland migration appears to have accelerated

during the crisis period of the early and mid-1980s. There are also indica-

tions that population pressure on coastal, artisanal fisheries intensified

during the crisis years of the early 1980s (Cruz and Repetto 1992: 47-50).
The country's macroeconomic and industrial policies during the 1960s

and 1970s were central to the unsatisfactory job creation in industry and

agriculture. There was a net transfer of resources out of agriculture during

those two decades (Intal and Power 1990), thereby discouraging private
investments especially in export agriculture. At the same time, the manu-

facturing sector turned more capital-intensive and (imported) material-in-

tensive during the 1970s, resulting in the faster deterioration of total

productivity in the sector during the decade (Hooley 1985). The failure to

direct industrial development according to the country's evolving compara-
tive advantage meant that the Philippines had to rely more on the resource-

intensive sectors for foreign exchange during the latter 1960s and the 1970s.

Given the underpricing of natural resources extraction and the poor imple-
mentation of resource protection measures, the country's renewable re-

sources (i.e., forests, fish) were effectively "mined" beyond sustainable
levels.

Rent seeking, uncertain tenure rights and the heavy involvement of

political, military and other government officials in forestry gave rise to
social conflict in a number of instances. Most of the social conflicts involved

actual and potential displacements and deprivation of sources of livelihood

of cultural communities from their ancestral lands because of logging
concessions, illegal logging and the construction of hydroelectric dams.

Some of the cultural communities tumed to communist insurgents during

the 1970s and early 1980s to protect themselves against unpopular logging
concessionaires and illegal logging in their areas (Sajise et al. 1992: 21).

This contributed to the geographical expansion and worsening of the

insurgency problem in the country during the 1970s and the early 1980s
( Roque and Garcia 1992).
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It is clear from the experience of the Philippines that sustainable
development requires a more employment-creating economic policy regime
and economic growth sustained at a robust rate. At the same time, natural
resource and environment management need to be substantially improved.

The challenge is in minimizing conflicts between environmental protection
and economic growth. Indeed, the ideal is to heighten the symbiosis between
the economy and the environment in production and consumption aimed at
improving the quality of life, equitably distributing (among social classes)

opportunities for income generation, and increasing resources for resource

regeneration and environmental protection.
In reaction to the economic crisis of 1983-85, the heightened pressure

from _e international donor community, and the economic success of the

more export-oriented economies in Northeast and Southeast Asia, the

Philippines began to earnestly Shift its trade, industrial, investment, and
macroeconomic policy regime during the past few years towards an econ-

omy that is more outward-oriented and macroeconomically stable. Thus,
tariff rates have been reduced, most of the nontariff barriers have been
eliminated and transformed into tariffs, the foreign exchange market has

been liberalized, the foreign equity restrictions on Philippine industries have

been eased up, and c0rlapetition policies in the utilities sector have been
strengthened. The government's fiscal situation remains fragile, however,
and can therefore threaten macroeconomic stability. Nevertheless, the gov-

ernment is in the process of addressing the fiscal problem in large part

through executive actions to improve tax administration, proposed legisla-
tive measures to increase the tax revenue effort, i.e., the overall tax revenue

to GNP ratio, and privatization so as to raise the nontax revenue effort.
Cross-country studies (e.g., World Bank, 1987: ch. 5) show that out-

ward-looking developing countries experienced higher export and eco-

nomic growth rates, utilized scarce capital resources more efficiently, and

generated more employment in manufacturing from the 1960s to the early

1980s than developing countries thatpursued strongly inward-oriented

development strategies (Table 1). Morover, as exemplified by the newly
industrialized economies of Asia, the strongly outward-oriented countries
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also succeededinsignificantlyreducingtheir incidencesof poverty overthe
past two and a half decades. Considering that poverty, the lack of employ-
ment opportunities in industry, and the "stop-go" overall economic per-
formance contributed substantially to the resource and environmental
degradation inthe Philippines,the country's current shifttowards economic
outwardness and export orientation can contribute significantly towards
addressing important sources of resource depletion and environmental
degradation in the Philippines. (For example, domestic and municipal
wastes are the main sources of water pollution; higher economic growth
that reduces poverty, increases per capita income and raises government
revenues can lead to improvementsin sanitationand waste disposal Services
that will eventually reduce water pollution.)

Nevertheless, the experiences of the Northeast Asian tiger economies
suggest that high economic growth and evenfaster export growth can result
in serious environmental pollution. Thus, based on the "Kuznet's curve"
or inverted U hypothesis (Panayotou 1993b), the pollution problem of the
Philippines can be expectedto worsenas percapita income increases before
being significantly reduced at sufficiently high per capita income levels.
The "Kuznet's curve," which is drawn from cross-country comparisons,
captures the historically poor environment policies in most countries espe-
cially the developing ones; hence, the "curve" is not immutable. The
challenge is to improve environment policies in conjunction with an im-
provement in economic policies so as to shiftthe "Kuznet's curve" down-
ward at least, i.e., reduce the pollution intensity of production and possibly
delink economic growth and pollution. Delinking growth and pollution
requires greater efficiency in the use of resource inputs (i.e., reduced
resource inputs per unit of output) and a lowering of pollution per unit of
output through cleaner technologies and practices. In short, economic
openness and export orientation, which underlie the overall strategy for
economic growth, necessitate the adoption and implementation of appro-
priate policies on natural resources,the environment, and investments.
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Welfare Analysis of Trade and Environment Policies

in a Small Open Economy

The standard welfare analysis of trade and environment in a small open

economy (see Anderson 1992) helps crystallize the needed complementari-

ties between economic and environment policies in the drive towards

economic openness and export orientation. Specifically, in the presence of
environmental externalities and other market failures, the increased effi-

ciency and income from trade liberalization, economic openness and export

orientation must be weighed against any negative environmental effects that

can be magnified by expanded and intensified economic activity due to

increased openness.
The propositions of the standard welfare analysis of trade and environ-

ment policies in a small open economy are as follows:

1. Where the good is an importable

• If the negative environmental externality is in the production of the

importable (e.g., chemicals), and if trade liberalization results in
increased reliance on imports, then trade liberalization would
improve the country's environment and welfare. Moreover, if there

is an appropriate production tax (e.g., pollution tax) on the domestic
production of the importable or import substitute, the country's
environment and welfare would improve further.

• lfthenegativeenvironmentalexternalityisintheconsumptionofthe

importable (e.g., oil), and if trade liberalization results in increased
imports and consumption, then trade liberalization worsens the

country's environment. In this case, an optimal policy mix should
include the imposition of an appropriate consumption tax (e.g., oil
levy) on the importable, whether domestically produced or imported.

2. Where the good is an exportable

• If the negative externality is in theproduction of the exportable (e.g.,
wood), and trade liberalization results in increased exports and
production, then trade liberalization may worsen the country's

environment and welfare depending on whether or not the efficiency
effects of liberalized trade outweigh the externality effects on the
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environment. Inthis case, the ideal policy is to impose an appropriate

production tax (e.g., stumpage fee) on the exportable, whether for
the domestic market or for export.

• If the negative externality is in the consumption of an exportable,

and trade liberalization results in increased exports and reduced
domestic consumption, then trade liberalization would contribute to

the improvement of the country's environment. Moreover, the

imposition of a consumption tax on domestic consumption and on

the exportable would reduce further domestic consumption and

improve the country's environment and social welfare. Where the

exportable is a production input, the higher the domestic price

concomitant to the imposition of a consumption tax, the lower would

be the effective rate of protection of the consuming industry.

The theory of optimal distortions in international trade shows that in the

case where there is an externality or distortion in the economy, the optimal
government policy is to intervene directly at the source of the distortion.

Thus, for example, if the externality is a production externality, then a move
directly aimed at the production externality is the optimal government

intervention. Otherwise, additional or by-product distortions result when

other intervention measures are resorted to. Specifically, trade taxes or

subsidies or quotas result in by-product consumption or production distor-

tions if they are used to address a production or consumption externality,

respectively. Thus, trade taxes or subsidies or quotas are less efficient
government measures to address production or consumption environmental
externalities.

In summary,

• Where there is an environmental cost, either in production or in

consumption, it is better to deal directly with it through a production

tax or consumption tax irrespective of the trade regime.

• Where there is no domestic policy to internalize environmental costs

of production or consumption of tradables (i.e., exportables or
importables), a movement towards a freer and more liberal trade
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regime may actually worsen the country's welfare. Specifically,
where the good is an exportable and the environmental cost is in

production, or where the good is an importable and the
environmental cost is in consumption, then trade liberalization would
worsen the country's environment/natural resources and therefore
may end up worsening the country's social welfare if the negative

social effects of environmental degradation outweigh the gains from
trade.

• Even when efficiency gains are outweighed by the negative
environmental effects of liberalized trade, the appropriate
intervention is not trade-restriction per se but cost internalization.
Trade taxes-cum-subsidies is a less efficient way of internalizing

externalities than direct production and consumption taxes (or
subsidies) because of the attendant by-product distortions in
production or consumption arising from the imposition of trade
taxes-cum-subsidies.

• The analysis brings to the fore the importance of appropriate

environmental policies in order to ensure that negative

environmental effects of trade and production are adequately
addressed.

* Given an appropriate internalization of environmental effects either

in production or consumption, a policy move towards freer or

liberalized trade will improve the country's environment and welfare

by raising efficiency and income as well as increasing the demand
for and the wherewithal to finance environmental protection.

COST INTERNALIZATION, COMPETITIVENESS
AND INDUSTRY INCENTIVE STRUCTURE

' Economic theory dictates that the full social costs_.(including the environ-
mental costs) of economic activity should be internalized by private agents.

Whatever the resulting environmental damage, if any, would then be
"optimal" since all the costs and benefits are accounted for in the decision
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making of the different agents. Moreover, to establish the proper incentive-
structure, ideally, the agent engaged in the activity that is generating the
externality must be the one to bear these costs, i.e., the polluter's pay
principle.

The recently concluded Environment and Natural Resource Accounting

Project (ENRAP Phase II) provides the most comprehensive and internally
consistent set of estimates of the value of "waste disposal services" of the

environment provided to the economy's industries, households and govern-

ment sectors (de los Angeles and Peskin 1994). Ebarvia (1994) and Orbeta

(1994) summarize the environmental damages from soil erosion and sedi-

mentation as well as the abatement costs of water and air pollution should
the different industries reduce their current rate of pollution emission by 90

percent.

The project results reveal that the major sources of environmental

damage and pollution are the government, households, forestry and agricul-

•tural sectors and not the industrial sector as is commonly believed. House-

holds, for example, account for 48 percent of BOD discharges and 19 percent

of particulate matter emissions_ public administration and defense accounts
for 38 percent of suspended solids discharged because of urban run-off

arising from poor drainage systems and soil erosion from public lands. The

large contribution of forestry to water pollution reflects the off-site damages
from soil erosion and sedimentation caused by logging activities. The large

abatement costs in agricultural crops represent the cost of shifts in farming

systems inorder to minimize soil erosion. The major losers from the illeffects
of urban and surface run-0ff and sedimentation are the fisheries •sector,

tourism industry and irrigation (Ebarvia 1994). In the industrial sector, the

country's major source of pollution is the food, beverages and tobacco sector;

this is not surprising because the sector, which is a water polluter, has the

largest share of total manufacturing value added. For air pollution; the major
sources are the household sector, electricity generation, transportation serv-

ices and the food, beverages and tobacco sector (Table 2).

The ENRAP II estimates of abatement costs could be used as a proxy

measure of environmental externalities for examining the possible impact
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of cost-internalization on Philippine industries; I Based on the ENRAP II

estimates, the sectors/industries that have the highest pollution :abatement

cost per unit of output are forestry (22.9 percent), the government sector
(i.e., public administration and defense, 10 percent), poultry (6.2 percent),

livestock (2.5 percent), agricultural crops production (3.6 percent), and
mining (1.5 to 2.8 percent). In contrast, most manufacturing industries have

ratios of pollution abatement costs to total output (i.e., "pollution intensity")

of less than 0.5 percent (Table 3).

The high "pollution/environmental damage intensities" of agricultural
crops, livestock and poultry are somewhat mitigated by the widely dispersed

nature of production and by their locational focus in the countryside rather

than in the densely populated urban areas. Small-scale and dispersed (say,

backyard) livestock/poultry raisers may not pose serious environmental

damage; they may even benefit the surrounding environment with manure-

fertilizer. Nevertheless, given the fragility of the Philippine agroeeological

system (i.e., the preponderance of small islands and hilly areas; vulnerability
to heavy downpours during typhoons)(, the country needs to shift to less

erosive crops and/or to invest in soil erosion preventive agricultural tech-

nologies (e.g., terracing). For the metallic ore mining sector, the environ-

mental damages are much greater than the abatement costs, indicating that

it is socially imperative to be stricter on mining firms with respect to

pollution control. Perhaps the most compelling of all is forestry where
investments in reforestation are urgent and its effects are both resource-re-

generation and lower environmental damages resulting from forestry actiVi-
ties.

The estimates of pollution/environmental damage intensities by de los

Angeles et al. are national-level estimates. Environment problems have

strong locational variations. For instance, water pollution is far more serious
in some areas of the country (say, Manila) than in others (e.g., Western

!. These are estimates of the costs (annualized capital costs plus operating and maintenance
costs) of pollution control devices necessary in reducing existing air emissions and water

effluents by 90 percent, by industry sector. In this case, the "costs" internalized pertain to

abatement costs rather than the cost of damages.
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TABLE 3

Philippine Industries, Ranked by Pollution Intensity, 1988

Percent share
of abatement

PSIC Sector description cost to output

15 Forestry 22.8530

91 Publicadministrationand defense 9.9900

122 Poultryand poultryproducts 6.1563

11 Agri cropsproduction 3.5711

229 Othernonmetallicminingandquarrying 2.7900
121 Livestockand livestockproducts 2.5382

219 Otherbase metal ore mining 2.1900

712 Roadpassengertransport 1.6524

72 Storageandwarehousing 1,4190

214 Nickelore mining 1.5400

215 Chromiteore mining 1.5200

211-212 Goldore miningand otherpreciousmetals 1.4800
213 Copperore mining 1.4600

361 Manufactureof pottery,chinaandearthenware 1.3756

341 Manufactureof paperandalliedproducts 1.2717

313 Beveragemanufacturing 1.1561

363 Manufactureof cement 0.9087
372 Nonferrousmetal basicindustries 0.7802

331 Manufactureofwood andwood products 0.6745

41 Electricity 0.4942

311-312 Foodmanufacturing 0,4518

321 Textilemanufacturing 0.3917

371 Ironand steelbasicindustries 0,3447

323-324 Manufactureof leatherandleatherproducts 0.2562

351-352 Manufactureof chemicalsand plasticproducts 0.2124

382 Manufactureof machineryexceptelectrical 0,2112
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TABLE 3 (continued)

Percent share
of abatement

PSIC Sector description cost to output

81 Bankinginstitution 0.1991
83 Insurance 0.1957

96 Recreationalandculturalservices 0.1915

84 Realestate 0.1893

61-62 Wholesaleand retailtrade 0.1771

73 Communication 0.1759

94 Medical,dental,otherhealthandsanitaryservices 0.1752

43 Waterworksand supply 0.1646

223 Stone quarrying, clay and sand pits 0.1541

95 Other social and related community services 0.1493
97 Personal and household services 0.1477

50 Construction 0.1299

98 Restaurants and hotels 0_1127

82 Financial intermediaries 0.1088

39 Other manufacturing industries 0.1071

342 Printing, publishing and allied industries 0.0983

322 Wearing apparel 0.0977
85 Business services 0.0947

355 Rubber products 0.0942

713 Water transport 0.0924

381 Manufacture of fabricated metal products 0.0861

314 Tobacco manufacturing 0.0798

332 Manufacture and repair of furniture 0.0786
383 Manufacture of electrical machinery,etc. 0.0674

99 International organization and other
extra-territorial bodies 0.0629

369 Manufacture of other nonmetallic products 0.0542

384 Manufacture of transport equipment 0.0539





540 JOURNALOF PHILIPPINE DEVELOPMENT

ture, copper mining, textiles (export), fabric knitting mills (export), and

garments (export) are shown in Table 4. They all exceed unity only at very

high levels of environmental costs (all greater than 5 percent of output). A
DRC/SER < 1 implies social profitability while a DRCm/OER < 1 implies

private profitability or competitiveness. The notable exception is municipal
and inland fishing for which unity is reached when environmental costs

equal 5 percent of industry output, which is still substantially high consid-
ering that the pollution intensity of fishing is negligible. •Sawmills and

planing mills and paper products, on the other hand, are unprofitable even
• assuming that there are no environmental externalities associated with their

production in the Philippines.
Overall, Table 4 indicates that social and private profitability can be

maintained for most of the sectors studied even withan environmental tax

of up to 5 percent of output (or more, in the case of a few industries).

Examining the effect of cost-internalization on the industry incentive
structure, it is notable that at any given level of environmental cost (EC > 0),

cost-internalization (via market-based instruments such as environmental

taxes) lowers effective protection for all industries compared to where there
is no cost-internalization. This is true for all of the industries examined

•above. Conversely, in the absence of cost-internalization (i.e., zero environ-

mental tax), effective protection rates increase as environmental costs
increase. Given this, industries currently enjoying protection may deem

cost-internalization as contrary to their private interests.
It can be seen from Table 4 that cost-internalization reduces effective

protection as environmental •costs increase for all the export industries in
Table 4.By lowering effective protection, •environmental policy based on
cost-internalization worsens further the already negligible or negative ef-

fective rate of protection for many export industries and, thus, increases the

disincentive to exporting. This suggests that the imposition of the "polluter

pays principle" on the export industry needs to be tied to broader trade-lib-

eralizing reforms, e.g., a significantredirection of the country's trade and

tariff regime toward lower industrial protection of the import substituting

industries and toward a more realistic exchange rate.
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TRADE LIBERALIZATION

AND THE PHILIPPINE ENVIRONMENT

Trade liberalizing reforms are expected to impact on the environment by

changing the relative effective rates of protection of the different industries

which have varying degrees of associated environmental externalities. In

the case of the Philippines, trade liberalization across the board can be

expected to encourage exportable industries including nature-based indus-
tries such as forestry, mining and agriculture which are associated with large

off-site environmental Consequences. Moreover, liberalizing trade (along

with currency depreciation) also favors those sectors where the country

:njoys comparative advantage -- which includes not only the nature-based

industries already mentioned but also sectors such as food, beverages,
tobacco and wood products which are relatively pollutive.

A simple multi-industry partial •equilibrium simulation model is used in

this paper to provide some indication of the likely direction of changes in
economic structure and of the environmental impact of trade liberalization

(i.e., tariff reduction with or without induced changes in the real exchange •

rate). The simulation model, which builds upon the model developed by
Chunglee for the Philippine Tariff Commission, links changes in industry

outputs to changes not only in interindustry effective rates of protection but

in the real exchange rate as well. The model is static and assumes fixed•

• input-output ratios and constant factor prices. •As such, the model cannot

capture the dynamic effects of investments that can arise from trade liber-

alization. Moreover, shifts in factor proportions due to changing factor
prices and relative prices are not considered. Thus, essentially, the Chunglee

simulation captures the impact effects of trade liberalization. Because of the

limitations of the model, the simulation results are meant primarily to give
some indications of the direction Of change in the economy and of the

probable impact on the environment.
The results of the simulation appear intuitively reasonable (Table 5).

An across-the-board reduction in tariffs by 50 percent or the institution of

• a uniform 15 percent effective rate of protection (EPR) across all sectors
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without a corresponding change in the real exchange rate leaves much of

Philippine agriculture and the manufacturing sectors vulnerable to import

competition. Specifically, those industries where the Philippines remains

internationally uncompetitive (i.e., the more capital intensive import sub-

stituting industries) are the ones that could be hit hardest by the tariff

reduction I e.g., paper and plastics, chemicals, machinery , basic metal and

metal products, and nonmetallic mineral products.

However, when the tariff reform (50 percent reduction in EPR or a

uniform 15 percent EPR) is accompanied by real peso depreciation, the

overall output effect is positive. The industries/sectors with the largest

positive output effects are forestry, wood furniture, mining, and labor-in-
tensive manufactures such as garments and leather products. These sec-

tors/industries in which the Philippines has comparative advantage

generally have lower than average effective rates of protection. The heavily
protected import substituting industries like paper, chemicals, and basic

metals are adversely affected by the tariff reduction despite the induced real

peso depreciation. Nevertheless, the negative output and income effects on

the import substituting industries are minimized under a flexible exchange

rate regime; this reflects the protective effect of a real peso depreciation.
The simulation results also indicate that trade liberalization raises the

national average "pollution intensity" of production. This arises from the
reallocation of output towards logging, mining, and agriculture which have

large off-site environmental damages and therefore relatively higher abate-

ment cost to output ratios. Even within the manufacturing sector, there

appears to be a reallocation of output towards the industries with higher

pollution intensities (e.g., food processing, beverages, wood products).

In sum, the available evidence suggests a possible trade-off between
trade liberalization and its implied gains in efficiency and welfare, on the

one hand, and environmental protection, on the. other. This points up the

importance of putting in place cost internalization and complementary.
environmental and natural resource management policies in conjunction

with the trade liberalization reform process, it must be pointed out, though,

that the simulations do not consider the positive dynamiceffects on the
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countries is the proposal for an international agreement or bilateral agree-
ments on tropical timber. There is the danger that, unless the principles of

international cooperation on trade and ttle environment are clear, the envi-

ronmental cause can become a subtle form of industrial protection espe-

cially in developed countries (e.g., through so-called "life cycle"

regulations).
So far, domestic environmental regulations in GATT member countries

have largely been governed by GATT principles which guard against

discrimination of imports and extraterritoriality. During those times when

they were charged with arbitrating trade disputes among GATT member
countries, GATT panels displayed a propensity to block attempts at institu-

tionalizing environment-related trade restrictions (Buencamino 1994). To

the extent that governments recognized the need for a rule-based liberal
international trading system, GATT members were unlikely to break
GATT's rules.

Many aspects of environmental policy are best dealt with using the

principle of subsidiarity, i.e., environmental problems should be addressed
at the lowest appropriate level. Environmental regulations pertaining to

point-sources of pollution, for example, can be best addressed at local/na-
tional levels and need not require uniform regulations across countries. For

this reason, and given existing GATT principles, foreign environmental

regulations per se do not seem to pose any serious constraint on Philippine

trade at present. Foreign environmental regulations that deal with produc-
tion and even consumption externalities (e.g., emissions standards) have not

been generally import-restricting or coupled with import-restricting trade
measures.

Nevertheless, there is growing concern about global and transboundary

environmental problems that has given rise to calls for the harmonization

and/or complementarity of national environmental policies and for multi-

lateral environmental agreements (MEAs) outside the GATT framework.
Environmentalism used for economic protectionism is probably essen-

tially a transitional phenomenon, born out of wrong perception, lack of

information and adjustment difficulties in the developed world. Environ-
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mentalism as reflected in changing demand patterns and production proc-

esses, however, is a permanent phenomenon. Environmental attributes have
seeped into the consumer preferences especially of those in the developed

countries. This has led to the adoption of environment-related product and

process standards in the developed world. Green consumerism in the

developed countries has also given rise to such practices as coo-labelling

schemes which in effect enable consumers to directly influence production

and product standards without mandatory stipulations from government.

The changes in consumer preferences offer opportunities for new export

niches as well as challenges for product and process modifications for old

exports of developing countries. Thus, it behooves Philippine exporters to

take cognizance of environment-related changes in consumer preferences

and production techniques in the developed countries.

On the Philippine front, a number of "environmentally preferred prod-

ucts" (EPP) have been or are currently being developed such as handmade

paper, charcoal briquettes and various "organic" (biodegradable) substi-
•tutes to chemical fertilizers, insecticides and herbicides. Other innovations

include alternative building materials or alternative uses of agricultural or

industrial waste or by-products such as coir dust and waste pulping liquor

(Israel, forthcoming). To some extent, these developments can likewise be

taken as indicative of an emergent green consumerism in the Philippines.
Green consumerism and environmental regulations can lead to market

segmentation which is, to some extent, inevitable, given the diversity in

ecological settings between and within different countries. This diversity

understandably warrants disparate environmental "standards" and regula-

tions. Moreover, different populations may have different environmental

"preferences" -- choosing different trade-offs between pollution and eco-
nomic activity, for example. On top of this, different countries have dissimi-

lar institutional frameworks which can be expected to influence future

environmental policies. An undesirable mix of these factors may yield an
assortment of environmental regulations and procedures that could effec-

tively segment markets and significantly raise the transactions costs of
exporting.



I 5,54 JOURNAL OF PHILIPPINE DEVELOPMENT

Even if these regulations are,not designed to systematically discriminate
.between imports and locally produced goods, exporters catering to hetero-

geneous markets may face significantly higher transactions costs compared

to domestic-oriented firms. The costs of gathering •information on market

requirements will be higher the less concentrated the direction of exports

is. The costs of reputati0n-building may become more significant, further
raising barriers to entry. Search and bargainingcosts for more diverse

• suppliers as well as markets will likewise be higher. Even "market-

friendly" measures such as eco-labelling may entail different costs to

exporters and their competitors in the importingmarkets because developed
country consumers have more limited access to information regarding

foreign products and processes (and their attendant externalities); in addi-
tion, there are unequal costs to meeting certification requirements between

foreign exporters and domestic producers.

For instance, some major commodity exports of the Philippines (e.g.,

fruits and vegetables, coconut products, animal and vegetable oils) may be

especially penalized by protracted certification procedures and require-

ments which require investigation into production processes and factory

conditions. This becomes more so if process standards in importing coun-

tries require more lengthy background checks. • Even if certification is

"voluntary" (i.e., eco-labelling), such process standards may effectively

exclude imports from other coUntries because of information costs. Such

labels can have the same effect as brand names.
The information asymmetry can also run the other parallel way, i.e.,

Philippine exporters having limited information on export market require-
ments. A limited interview of some company managers (who filled in

questionnaires) indicated a relatively low level of awareness among those

in the Philippine business community of environmental regulations in other

countries. In particular, most of the respondents were unfamiliar with the

eco-labelling programs in other countries.
Considering that environmentalism took root in the developed countries

only recently, the corresponding changes in consumption •patterns and

production techniques remain in flux at present. It is apparent that the
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continuous flow of information on world developments in environment-re-
lated consumption and production patterns is a useful tool for the Philippine

exporters to gain from -- as well as adjust to -- the environment-related
developments in the developed countries.

CONCLUDING REMARKS

The Philippines will benefit from the adoption of more outward-oriented

economic policies together with stronger domestic environmental manage-

ment. A more liberal trade regime can encourage local firms to be more

competitive and, thus, more efficient. The more rapid adoption and diffusion

of state-of-the-art technology, most of which comes from industrialized

countries (where environmental standards are higher and stricter), would

mean a younger capital stock (i.e., newer machines) that uses resources

more efficiently in economic as well as ecological terms. Export-oriented

industries would be induced to cater to the requirements of the major export

markets which are also the countries with relatively stricter environmental
standards.

The importance of stronger domestic environmental management must

also be emphasized. Overall, it appears that stricter compliance with exist-

ing Philippine environmental regulations can be achieved without breaking

the backs of most industries. Cost-internalization does not appear to be a

serious threat to the c0untry's export performance. Moreover, the abatement

costs presented earlier in the paper are even overestimates in view of the

(generally) cheaper option of process-innovations and the positive eco-

nomic returns from waste minimization compared to strictly end-of-pipe

technologies. (Several success stories of Philippine firms reducing produc-
tion costs and at the same time reducing pollution load through waste

minimization process innovations have been catalogued by the Industrial

Environmental Management Project of the DENR and USAID.) However,

because the social benefits of pollution control or prevention are dispersed

and may therefore exceed the private benefits to a firm, a lower than optimal
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level of investment is to be expected under unregulated conditions. This is

why there is a need for regulatory standards to begin with.
An Industrial Environmental Management Project (IEMP) study re-

ports that environmental investments remain low despite existing regula-
tions, in part because of lax government enforcement (SGV Consulting

1993). The incentive to comply is ambiguous. Furthermore, as indicated in
the qualitative responses of company representatives, a weak implementa-

tion of Philippine environmental "standards" in the face of stricter environ-
mental standards abroad would induce some exporters to shift to the

domestic market. Moreover, maintaining lax environmental regulations and

enforcement will entail greater costs in abatement, resource degradation and

depletion in the future. Uninternalized costs of externalities are equivalent
to subsidies that unduly bias some industries over others without fully

accounting for the actual social costs.
However, distributional considerations cannot be overlooked. There is

a need to grant more leeway to small firms in the course of getting tougher

on domestic industry as a whole. For one thing, economies of scale may be

significant in environmental investments. For another, unlike large firms
for which internally-generated sources of financing may be available, small
and medium-sized enterprises find it difficult to gain access to capital for
environmental investments due to low or negative private returns (SGV

Consulting 1993). These firms should thus be the focus of technical assis-

tance and special financing programs in the future. Likewise, targeting or

prioritization should consider locational factors. Regulating small and dis-

persed sources of pollutants cannot be approached with the same urgency
and the same instruments as large and/or spatially concentrated sources.

Given that some market differentiation in the developed world (due to

diverse standards and/or consumer preferences) is inevitable, a mechanism

or program should also be established to encourage export-oriented firms
to undertake environmental management investments to meet the existing

environmental regulations in foreign (OECD) markets. Such incentives
should aid in minimizing adjustment costs and offsetting the higher trans-

action costs of exoorting. Market niching will also be facilitated if the
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foreign offices of the Philippine government can assist in gathering infor-
mation on market requirements or emerging preferences abroad.

Lastly, the relative urgency of basic public infrastructure needs in the

Philippines for environmental management should be duly noted by (inter*
national) environmental organizations, multilateral institutions and the in-

ternational donor community. Whereas local and international discussions

(e.g., in mass media) have tended to highlight the environmental effects of

pollutive industries, the basic infrastructural needs of the Philippines such

as sewerage, sanitation, municipal wastes, and drainage systems, have not

been given due emphasis as imperative for environmental protection. Lob-

bying for stringent standards of regulation in developing countries focusing

primarily on industries ignores the different priorities faced by such nations.

More importantly, in view of the fiscal constraints facing the Philippines

and other developing countries, genuine environmental concern necessi-
tates that aid and financial resources be directed also towards basic infra-

structure investment and technical assistance for environmental protection.
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Highlights of Discussion

TRADE AND ENVIRONMENT

Estimates show that the country's present export industries are less pollutive

than the import industries. But given the dynamic context of trade and

industry, it may be that our present imports will be tomorrow's exports. And

with the rate of technological progress and capital accumulation, we may

run the risk of producing industrial exports that exact a heavy toll on the
environment, creating a dilemma in trade and environment relation. Does

this therefore mean that pro-trade is anti-environment in a dynamic context?

Not necessarily. A dynamic and sustainable trade regime tells us to

incorporate environmental costs in production. Over time, as more Filipinos

find it more profitable to produce what they used to import, the threat of

highly pollutive production becomes greater. In fact, this is already a
concern in Cebu. The electroplating industry which produces hazardous
waste calls for common waste treatment facilities, similar to what the

German government is offering. In Manila, more of the same facilities will

be needed as the electronics industry expands its production and operation.
That is why it makes sense to develop policies now, as what the

Department of Environment and Natural Resources (DENR) is doing, on

how to deal with pollution management appraisal, compliance monitoring
systems, cost internalization and similar programs to protect the environ-

ment as the country pursues a dynamic trade approach. We should demand

better anti-pollution facilities and be stringent in regulating industrial pol-
lution especially for large firms. Otherwise, the cost of dealing with haz-
ardous waste in a wider context will be greater.




