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Objectives of the presentation:

· To provide a rationale and framework for considering the special connection between sustainability and international trade

· To outline contemporary sustainability issues in New Zealand’s trade situation

· To frame general research questions which could be amenable to collaborative research relevant to expertise within the School of Business, and beyond
Why an interest in trade?

Key connections between sustainability and trade:

· All economic activity is based upon the environment in some way, including materials input, energy for processing, and waste products

· New Zealand has an extensive policy and domestic law lineage confirming a commitment to the environment, embracing the Brundtland (1987) values embedded in the currently accepted definition of  “sustainable development”

· New Zealand also seeks to position itself as an international leader in sustainability, and is a party to a number of international obligations in various Multilateral Environmental Agreements (MEAs)

Key points:

· World Bank estimates that the economic costs of environmental degredation ranges from 6-10 per cent of GDP on an annual basis

· Trade theory related to comparative advantage suggests that polluting activities in countries with less stringent environmental regulations may occur, but this can be halted if compositional changes also occur in the developing country to less environmentally harmful forms of economic activity

· The environmental Kuznets curve suggest that as development takes place, environmental degradation increases, then decreases with increasing GDP per capita

· As a result there is increasing focus on worldwide cooperation in reaching consensus on sustainable development, with trade a part of this road to sustainability

International agreements which New Zealand has ratified include the Vienna Convention and Montreal Protocol (ozone), the Basel Convention (transboundary pollution), Stockholm Convention (persistent organic pollutants),  Conv Intl Trade End Species, Convention on Biological diversity, UN Framework Convention on Climate Change and the Kyoto Protocol.

New Zealand’s sustainability package includes a national energy strategy, energy efficiency and conservation strategy, waste management strategy,  transport strategy, and climate change action plan (including an ETS, permanent forest sinks initiative, and a sustainable land management plan).  The push towards an ETS is based on the view that low carbon economies may be encouraged which provide a real or implicit price for carbon, including standards, government funding, tax credits, etc

Sustainability & trade: framework for analysis

Three-step process:

· Identify trade issues raised by a given environmental measure

· Assess the consistency of the measure against a given trade agreement

· Assess how steps might be made to make the measure consistent with the trade agreement

“Environmental measures” are related to:

· International environmental obligations/international law

· Domestic environmental policy

· Domestic environmental law
Trade impacts have been studied in two broad areas. One area examines how trade flow may be affected by abatement costs and regulation.  The other looks at composition effects, being changes in production and trade in response to the pollution intensity of production.

The two  key issues are how national legislation and policy related to local environmental protection can be extended to an international trade situation, and the pecking order of an MEA vs trade agreement.

Do climate change measures impact on trade?  The measures are grouped by the World Bank as regulatory (regulations, standards, directives, mandates), fiscal (carbon or energy taxes based on the carbon or energy content of products, plus subsidies, tax credits, and feed-in tariff), market-based instruments (emissions trading and tradeable energy certificates), and voluntary agreements.

As of 2000, only 18/180 international environmental agreements included trade measures.   Key treaties with trade measures include:

· Montreal Protocol on ozone depleting substances (bans imports and exports of controlled substances between parties and non-parties, and provides for licensing of controversial substances including methyl bromide)

· CITES (prohibits trade in a number of endangered living animal and plant species, and body parts, unless an export permit is obtained)

· Basel Convention on transboundary waste (allows a country to ban the import of hazardous waste, and restricts trade in waste to a comprehensive control system of permissions)

· Stockholm Convention on persistent organic pollutants (eliminates trade in eight substances and severely restricts trade in others, including DDT)

· Convention on Biological Diversity 

Historical overview – WTO & environment
· 1973 – CITES; 1985 – Montreal Protocol; 1992 - Basel Convention, various others:  MEAs which include some kind of trade restriction related to the environment

· 1991 – OECD and GATT working groups organise joint meetings on trade and the environment

· 1994 – Uruguay Round results in a Committee on Trade and the Environment under the new WTO

· 1994-present:  Refinement of dispute resolution under the WTO for matters such as agriculture, sanitary and phytosanitary measures, technical barriers to trade, subsidies, etc.
So far no WTO member has ever challenged another member for undertaking a trade measure in compliance with an MEA.  For example, the Kyoto Protocol does not contain any explicit trade measures to enforce compliance, nor does it contain any specific methods to create policies to address climate change commitments.

Actions so far have dealt with domestic laws ostensibly directed to protecting the national environment. Notable examples follow  (all of which failed in the attempt to protect environmental values): 

· Protecting the public health from the harmful effects of cigarettes under Thailand national legislation

· Banning beef containing growth hormones under EU regulations banning the use of growth hormones in beef

· Banning reformulated gasoline under the U.S. Clean Air Act

· Banning tuna caught with nets which also caught dolphins under the US Marine Mammals Protection Act

· Banning shrimp caught with nets which also caught sea turtles under the US Endangered Species Act

These all invoke Article XX exemptions under the WTO. The problem with Article XX exemptions is that most climate change measures don’t target particular products.  Consequently there may be more potential to look into process and production methods.

PPMs –distinguish products on anything other than perceptible characteristics.   This is not currently allowed under WTO rules, but is in theory possible.  It may be helpful to further distinguish them into “product-related” and “non-product-related”. The former would refer to things that ensure the functionality of a traded good, or safeguarding the consumer.  Hormone-treated beef falls into this category. The latter refers to PPM’s which relate to some social purpose, such as banning tuna caught with nets which also catch dolphins.  The tuna itself has nothing to do with dolphins. 

However, it is possible for such measures to be taken under for example the Montreal Protocol, where taking action could occur against a country trading in a product which endangered an exhaustible natural resource in the context of Article XX(g), or endangered health under Article XX (b).   It simply hasn’t occurred yet.  The future test case will involve a measure taken in pursuit and compliance with an MEA.

Trade solutions (Gallagher, 2007):

· Wait and see

· Change the WTO dispute rules to ensure that a trade issue is resolved under MEA rules first

· Amend GATT to include a sustainability clause allowing polluter pays principles and precautionary principles into trade disputes, or add another exception to Article XX for MEAs

· Add a TREMS (trade related environmental measures)

· Include a prevailing clause like Article 104 of NAFTA which says in the event of any inconsistency the MEA prevails.

· Make TRIPS more consistent with the CBD

Recent New Zealand involvement in the WTO

· WTO-related activity in association with the Doha round:


-reduction or elimination of tariff and non-tariff barriers to environmental goods and services


-improving WTO discipline in respect of fisheries subsidies


-improving information exchange

· other non-Doha activity, including labelling issues, improving the intellectual property protection of traditional knowledge and indigenous communities, seeking observer status on the WTO’s Committee for Trade and Environment in dealings with MEAs
The 2001 Doha ministerial declaration includes a WTO commitment to sustainable development.  It calls on the CTE to assist in defining issues and scoping international dialogue.
New Zealand’s interest in fisheries subsidies points out how difficult removing subsidies can be.  In Canada for example the cod industry explicit and implicit subsidies included loan assistance with boats and equipment, various income tax breaks, income subsidisation during the off-season, and potentially forgiving fines for fishing infractions.  Result: death of the cod fishery.
Key issues associated with liberalising trade in environmental goods and services include: 1) dealing with single vs dual use goods 2) their relative environmental friendliness (in how they are used, not how they are made, and also on purely relative friendliness.  Example:  natural gas is cleaner than coal, but less clean than ethanol. Does a subsidy for ethanol therefore act as a de facto nontariff barrier to natural gas?And if trade barriers to natural gas are removed, shouldn’t subsidies to coal also be removed, which are a much greater threat to global warning?.  3) out of date technologies; 4) domestic impacts,including impacts on domestic industries, jobs, and tariff revenues.  Key Q: do it by list, or by project?

Labelling raises various north-south issues, and race to the bottom issues in regard to technical barriers to trade.  It also raises issues about product life cycle analysis, which goes to PPM.
Other trade activity

Integrating environmental issues into free trade agreements with China, Thailand, and the “Pacific Four” agreement with Singapore, Chile and Brunei

· Examples of environment and trade policy principles:

√ -promoting cooperation between a given MEA and the institutions which serve it, in the context of impacts on trade



√ -ensuring that New Zealand’s commitment to SD is reflected in a trade agreement



× -respecting the rights of trading partners to pollute their own environment



× -opposing environmental standards if they can be viewed as a form of economic protectionism



× - general lack of support for enquiry into Process and Production Methods (?)
FDI is often used by firms to avoid tariffs.   Joint ventures for tech transfer may therefore be used, but care is necessary to balance the transfer with concomitant IP rights, otherwise the technologies stall out at the project phase without diffusing.

Risks

Georgieva & Mani (2004): World bank study

· Reducing barriers to trade could reinforce the tendency for countries to export commodities that make use of resource-intensive production factors

· Trade liberalisation could directly affect environmental standards

· “Environmental tariffs” could be employed against trading partners deemed to have inadequate environmental standards
In response to the risks, the WTO suggests that countries more open to trade are more likely to adopt cleaner technologies.  It also encourages cleaner production, because protectionist countries tend to shelter polluting industries.

In terms of north-south issues, the  share of developing countries in contributing to world GDP could reach 60% by 2030, and their contribution to world trade almost 50%. The global economic crisis is likely to have adverse effects on south-south trade.  It will impact on such things as wind technology in China, and biofuels in Brazil.
Fascinating research opportunities may occur here in the context of risk, the precautionary principle and trade (example: New Zealand, Australia, and fireblight in apples)
Impact on New Zealand business

· Marketing and labelling (example: the food miles debate)

· Emissions trading (impact on manufactured goods)

· Genetic modification (impact on the technology sector)

· Climate change, globalisation and disease (impact on trade in the primary sector)

Crystal ball questions
1) Will the international economic crisis impact adversely on international sustainable development initiatives related to trade?

2) Will President Obama’s stated commitment to ETS and renewables result in greater opportunities for trade in environmental goods and services?

3) Will future WTO decisions embrace or discard recent decisions which favour sustainable development in trade?

Research possibilities at the Open Polytechnic of  New Zealand

1) Change in government


-changes to domestic management of the environment may interest both environmental and business practitioners

2) Multilateral Environmental Agreements


- what will replace the Kyoto Protocol?  Will the U.S. position on an international ETS create environmental economics research opportunities?

3)Climate change


-domestic responses to issues like water allocation and “virtual water” (joint business/real estate research)

4) Education for sustainability


-cross-disciplinary opportunities for examination of selected case studies
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