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The first order of business for the next Director-general

of WTO will be to help broker deal at the next Ministerial
Meeting in Bali next December. Following the announcement
of reductions in tariffs on Environmental Goods (EGs)
announced by APEC members last September, there is some
hope that a deal might be in hand for a reduction in trade
barriers on Environmental Goods and Services (EGS). This
column reviews the stalemate so far and argues that with
little to put on the table, progress at the multilateral level

is unlikely.
Q\.\(y bf/?/’ * A shorter version under the same title appeared at Vox-Eu.
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At its launch, the Doha Round was dubbed the
Round for the “Developing Countries and for the
protection of the environment” as it was to cre-
ate a triple win situation, for trade, for develop-
ment, and for the environment by the reduction
or elimination of tariff and non-tariff barriers on
Environmental Goods and Services (EGS). So far,
as the ministerial conference is approaching,
the only progress has been from APEC members
at a meeting last September where they agreed
on a list of 54 products (i.e. 54 HS 6-digit codes)
on which they would reduce tariffs by 2015.

Why so little progress on the multilateral
front? One explanation could be strategic be-
havior (a bargaining chip in a framework where
negotiations are multi-dimensional). Recent
evidence (Balineau and de Melo, 2011 and 2013)
suggests three other factors. First, there are in-
herent ‘technical’ difficulties in identifying EGs.
Broadly speaking, one can classify EGs as ei-
ther: (i) goods for environmental management
(GEMs) or, (ii) environmentally preferable prod-
ucts (EPPs). The current Harmonized System (HS)
is ill-suited to help implement such a classifica-
tion. For GEMs the problem is multiple end-use
which could be partially resolved but at great
implementation cost for developing countries
(Steenblik et al., 2005). For EPPs, the problem is
‘relativism’ as what is environmentally ‘friendly’
is difficult to define requiring the completion
of a life-cycle assessment that includes produc-
tion, use, and disposal of the product. Further-
more, most EPPs have conventional products as
substitutes, so the burning issue of ‘like prod-
ucts’must also be dealt with.

Second, countries had different percep-
tions of EGs, and especially what was in their
interests. This led them to propose different
approaches to reduce tariff and non-tariff bar-
riers — as well as different products on their lists
for supporters of the ‘list approach’ The list ap-
proach was mainly suggested by industrialized
countries while developing preferred a‘request-
and-offer’approach a la GATT old days or an ‘in-
tegrated approach’in which national authorities

select projects thereby addressing the multiple-
uses issue raised by the list approach'.

Third is mercantilistic behavior. Once dis-
pelled the possibility that progress might have
taken place unilaterally, by studying the submis-
sions by those who opted for the list approach,
we show that countries behaved in typical mer-
cantilistic fashion. With relatively low rates of
protection in EGs across-the-board, this bodes
ill for those who hope for a breakthrough at the
next ministerial meeting.

P Any Unilateral Reduction
in protection?

On the off chance that countries might have re-
duced protection unilaterally, figure 1 compares
tariff reductions by income group for a core list of
26 products drawn by Australia, Colombia, Hong
Kong, Norway and Singapore from the WTO
‘combined’list of 411 products — the union of the
6 different lists submitted by developed coun-
tries (plus Philippines) — as a “starting point” for
discussion towards a credible core list of environ-
mental goods.2 The data show a steady decline in
tariffs across income groups, but no larger reduc-
tion for EGs. For all income groups, EGs are less
protected on average than other goods (reflect-
ing the opposition to protection from final goods
users, see Cadot et al.,, 2005). Also protection of
EGs remains highest in the low-income group.
But with average tariffs in the 10-15 percent, this
was barely high enough for a bilateral barter
among developing countries by a request-and-
offer approach to be rewarding as it had been in
the early days of the GATT (Baldwin, 2010). As to
developed countries, average tariffs were around
5 percent, so their expected gains from participa-
tion in the negotiations would be from reduction
in tariffs by developing countries.

1. In fact, members also considered other variants including
‘hybrid’ approaches combining all three approaches and
multiple lists to preserve preferential market access for LDCs.
2. Based on WTO Room document circulated on 17 March 2011
without prejudice by Australia; Colombia; Hong Kong, China;
Norway; and Singapore.
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Figure1 - Evolution of the average rate of protection in EGs and total trade, 1996-2010
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Source: Balineau and de Melo, 2013 (figure 2)

P Exclusion of Goods with Tariff
Peaks from Submission lists

For countries that submitted lists, the selection of
goods could have been governed by a combina-
tion of overall efficiency considerations and by
the narrower interests of pressure groups. If the
selection of goods had been governed by effi-
ciency considerations, the lists would have includ-
ed either (or both) goods with high tariffs and/or
goods in which the country has a comparative ad-
vantage. Excluding goods with peak tariffs would
then largely reflect a mercantilistic position.

We compared Revealed Comparative Ad-
vantage indices (RCA) and tariff peaks for EGs
and for all goods for countries that submitted
lists of EGs and for a group of non-submitters,
studying both individual lists submitted by the
United States, the European Union, Japan, etc.,
and the characteristics of the final result i.e. the

‘combined list’ of 411 products (the union of indi-
vidual lists).

Consider first the selection process leading
to each individual EGs list; both statistical and
econometric approaches led us to conclude
that, as expected under mercantilistic behavior,
high-income countries did not propose highly
protected goods. For example, Canadian av-
erage effectively applied (unweighted) tariffs
reach 3.6% for all goods versus 1.3% for the 164
EGs submitted. Similar pattern holds for the EU,
Japan, Korea, Taiwan, the US and Philippines. We
found that average protection is negatively cor-
related with the probability of being included in
the high-income countries’ lists, especially the
Japanese, the US and the EU lists, though the
opposite holds for the lists submitted by Qatar
and Saudi Arabia. As to comparative advantage,
submitters usually had a large share of their
submitted EGs with an RCA>1 (less than 10% for



Philippines, New Zealand, Saudi Arabia and Tai-
wan, but around 20% for Canada and Qatar and
up to 45-50% for Japan and the US; and, finally,
78% for the EU).

The combination of these individual sub-
missions patterns led the ‘combined list’ of 411
products to have interesting characteristics to
study to understand the stalemate at the ne-
gotiations under the CTESS (WTO Committee
of Trade and Environment in Special Session)
especially when we compared submitters and
a group of emerging countries that did not ad-
here to the list approach (and, a fortiori, that did
not submit a list).

Indeed, further inspection of this com-
bined list that should serve as a starting point
to continue discussions under the CTESS shows

that: (i) submitters had a lower percentage of
goods with tariff peaks on the EGs list than on
their respective total goods lists while the op-
posite pattern often holds for non-submitters
(figure2); (ii) the high-income countries who
participated had a comparative advantage in
the goods selected on the combined list they
constructed with non-participation clearly re-
vealed by figure 3 as all non-participants are
below the 45° line; (iii) China and Mexico could
have been expected to participate as they had
high shares of goods with an RCA>1; (iv) with
developing countries overwhelmingly below
the 45° line, the pattern gives support to the
often-heard complaint by developing countries
that goods in the EGs list are of little export in-
terest to them.

Figure 2. Tariff peaks in EGs versus total trade (2007)
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Figure 3 - Comparative advantage in EGs versus overall comparative advantage (2007)

70%
*
European Union
60%
@ United States
50% |
I
5 & Submitters
2 ) .
© a0% * Japan & Non-submitters
=
=
= itzerland
§ Switzerlan ® China
s 30%
xR
X Oindl
si & Pindia
20% |ngapog A
Cana
¥ South Africa
10% Norwaye, +—gew Zealand
‘Argentina
Saudi Arabj PRuss. Fed ® Philippines
% ’Qataré Chile
0% 10% 20% 30% 40% 50% 60% 70%

% of goods with a RCA>1

Source: Balineau and de Melo, 2013, figure 4. Countries above (below) the 45° line have a larger (smaller) proportion
of goods with a comparative advantage in EGs than in the overall distribution of comparative advantage across all
products. Differences in proportions are statistically significant (see Balineau and de Melo, 2013, table 2).

P Mercantilism with no
security valve

The combination of a small pittance on the ta-
ble (average effective tariffs in EGs was less than
for all goods) and the straightjacket of partici-
pation by all led to the current stalemate in the
multilateral negotiations while APEC members
agreed on a list of 54 EGs (all on the WTO ‘com-
bined list’ of 411 products) on which they would
reduce tariffs to 5 percent or less. The mercan-
tilistic approach observed at the Doha negotia-
tions was also evident in the APEC declaration
as APEC members accounted for 70 percent of
world exports for the products in this list. And
if this combined list could be construed as ap-
proximating a comprehensive list of EGs, then
the major developing countries that might have
been expected to participate in the submis-
sion of lists had a smaller proportion of goods

than those who participated, confirming their
perception that a list approach would end up
mostly reflecting the comparative advantage of
high-income countries. In the end, with average
tariffs for EGs close to three times higher for de-
veloping countries compared with high-income
countries, reciprocal trade gains would be from
bilateral reductions between developing coun-
tries. However, overall, it is the developed coun-
tries that generally have a comparative advan-
tage in EGs.

This outcome is all the more regrettable as
recent research suggests that the elimination
of protection on environmental goods would
help technology transfer towards developing
countries. From an inspection of a large sample
of Clean Development Mechanism projects,
Schmid (2012) shows that projects are more
likely to have a technology transfer component
when host-countries’ tariffs are low and esti-



mates that a 10% increase in the applied MFN
tariff rate on environmental goods is associated
with a 3 percentage point decrease in the likeli-
hood of technology transfer in a project.

Since high-income countries have a com-
parative advantage in EGs, progress on the mul-
tilateral front would call for a‘grand bargain’ Ne-
gotiators might link reduction in protection in
agriculture with reduction in protection of EGs,
though other avenues could be explored such
as a revival of the “LDC package” that was slated
for an ‘early harvest’ at the December 2011 min-
isterial. Since linkage will be difficult to achieve
which leaves the regional approach as the most
promising route, perhaps as part of the trans-
oceanic free-trade areas under negotiation,
both involving the US.
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