THE CASE FOR AN
ENVIRONMENTAL GOODS AGREEMENT

International Trade and Economics Series
June 2015

DISCLAIMER
We endeavour to report accurate information and as such, we use sources which are
considered reliable and unbiased. The opinions or views expressed are those of the authors
and do not necessarily reﬂect the opinions and recommendations of the publisher or editors.
International Economics and the contributors of this Series shall not be held liable in any way
for any inaccuracies, errors, omissions or defamatory statements therein or for any damage
arising therefrom or occasioned thereby.
International Economics Ltd and the authors own all rights (including copyright) related to this
and previous reviews and the articles incorporated there. Materials may be quoted subject to
the inclusion of the author and copyright ownership, and company web site address:
www.tradeeconomics.com

International Trade and Economics Series

THE CASE FOR AN ENVIRONMENTAL GOODS
AGREEMENT
Pablo QUILES

1

ABSTRACT
The rising demand for environmental goods and services (EGSs) has been the result of the greater
emphasis placed by countries on creating environmentally sustainable economies. Nevertheless,
the decade-long negotiations over a multilateral agreement on EGSs have achieved no tangible
outcome. Therefore, the plurilateral scene seems to be a better field for the conclusion of
negotiations. This article presents the current state of negotiations and the future challenges.

INTRODUCTION
Despite the fact that negotiations over a possible classification of environmental goods and
services (EGSs) started with the establishment of the World Trade Organisation (WTO), it is the
launch of the Doha Round in 2001, also known as the Doha Development Agenda, that has
accelerated negotiations. WTO members, being aware of the need to address the rising concerns
on the environmental impact of trade, expressed through Paragraph 31 of the Doha Declaration
their desire to enhance and expand collaboration in the area of trade and environment, stating
that:

With a view to enhancing the mutual supportiveness of trade and environment, [the
Members of the WTO] agree to negotiations, without prejudging their outcome, on: [..]
(iii) the reduction or, as appropriate, elimination of tariff and non-tariff barriers to
environmental goods and services.
Through the dismantlement of trade barriers affecting EGSs, the Members aimed to achieve a winwin situation by:
1. Facilitating trade by reducing or eliminating tariffs and non-tariff barriers (NTBs), which will
encourage the use of environmental technologies, stimulating innovation, and technology
transfer;
2. Enhancing the accessibility of high quality environmental goods, thereby improving the
quality of life for citizens in all countries by providing a cleaner environment and better
access to safe water, sanitation and clean energy; and
3. Boosting the development of developing countries through trade liberalisation in EGSs by
assisting those countries in obtaining the necessary tools to address key environmental
priorities as part of their on-going development strategies.2
Despite the initial hopes of an early achievement, members have been unable to reach an
agreement on the way to conduct the negotiations. "Technology exporting countries [emphasised]
tariff reductions on environmental goods. Technology importing countries [feared] that results on tariff
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reductions [could not] bring about a proper balance and thus [pursued] what is called project based
or integrated approaches” 3. In addition, two root problems remained: “[first], parties disagreed over
the scope of what actually constitutes an environmental good [and second], they also quibbled over the
modality through which tariff liberalisation should occur.”4

PLURILATERAL ENVIRONMENTAL GOODS AGREEMENT
Due to difficulties faced in achieving a multilaterally agreed outcome, 14 WTO members
announced during the 2014 World Economic Forum held in Davos, Switzerland, their intention to
start negotiations for a plurilateral Environmental Goods Agreement (EGA).5 The original parties
to the agreement were the EU, the US, China, Australia, Canada, New Zealand, Switzerland,
Norway, Korea, Japan, Chinese Taipei, Hong Kong (China), Singapore, and Costa Rica. Israel, Turkey,
and Iceland joined the negotiations in 2015, raising the number to 17 negotiating parties. The EGA
follows the precedent of the also plurilateral Information Technology Agreement (ITA I and II),
implying that “all negotiated reductions in trade barriers would be extended to other WTO members
should a ‘critical mass’ be reached (i.e. an agreement among negotiating members)”.6
This idea follows the 2012 Asia Pacific Economic Cooperation (APEC) initiative, according to which
APEC nations should reduce import tariffs on a list of 54 environmental goods to five percent or
less by the end of 2015, promoting trade worth USD 300 billion in the region. Overall, it has been
estimated that global trade in EGS accounts for USD 1 trillion annually. 7
Unlike the scope proposed in multilateral negotiations, EGA negotiations do not cover
environmental services (ESs), nor the elimination of NTBs. This decision might be partially
explained by the fact that negotiators are expecting the results of the Trade in Services Agreement
(TiSA) negotiations, as many of the EGA negotiating parties are also negotiating the TiSA.
During the development of the multilateral negotiations, many lists of environmental goods had
been proposed: “APEC”, “OECD”, and the WTO “Friends of the Environment”, among others. In
2011, a number of developed countries issued a list of 26 products, mostly covering noncontroversial environmental goods. In 2011, a “WTO list”, comprising 411 products was elaborated,
including the result of 10 year-long negotiations at the WTO.8 Nevertheless, a series of common
patterns were observed. Many of those lists contained products in which the countries had a
revealed comparative advantage, at the time they excluded those goods with high tariffs. 9
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Finally, EGA negotiations adopted as a basis the APEC list of 54 products. Nevertheless, the APEC
mandate was to explore, if possible, a broader range of products. The final list will probably cover
more products, and will be similar to the WTO list10.
Table 1. Average Barriers to Trade in Environmental Goods by Country

Tariffs - MFN
EGs APEC List

Tariffs plus Ad-Valorem Equivalents
WTO List

EGs APEC List

WTO List

Tariff
(import weighted)

TRI

Tariff
(import weighted)

TRI

Tariff + NTBs
(import weighted)

TRI

Tariff + NTBs
(import weighted)

TRI

Average "Davos country"

1.3

1.8

2.2

3.4

5.2

14.8

9.3

35.7

High Income Country

2.2

3.1

2.9

3.8

5.8

16.1

6.9

29.1

Upper Middle Income Country

4.5

6.2

8.9

12.5

13.8

25.2

18.6

41.9

Lower Middle Income Country

3.7

4.9

7.5

10.3

30.2

52.2

23.9

40.7

Low Income Country

5.2

6.6

12.8

15.4

40.5

70.2

16.7

33.1

Source: De Melo and Vijil (2014). The “Davos Group” only takes into account the 14 original members.

The intention of the EGA negotiators is to eliminate tariff barriers in those goods covered by the
list. Nevertheless, it has been argued that the current tariffs applied by developed countries to
those goods are already low. Exclusively considering the goods contained in the APEC list, the EGA
negotiators apply an average Trade Restrictiveness Index (TRI) of 1.8%. The TRI applied to the
goods contained in the WTO list of EGs is also considerably low, with an average of 3.4%. China
and South Korea, on the other hand, with an average tariff of 11.5 and 5.8, are the only countries
applying the higher tariffs, being also the only two countries whose tariffs are above 4%. 11 Thus,
the impact of tariff reduction, mainly due to the overall low tariff level, even some at duty-free
level, might be minimal for many products.
Even if the EGA is successfully concluded and implemented, 12 some root concerns will remain. The
first refers to the exclusion of non-tariff barriers from trade liberalisation. Especially, “anti-dumping
(AD) and countervailing duties (CVD), as well as local content requirements (LCRs), have become
increasingly popular in the renewable energy space.”13 According to Cimino and Hufbauer (2014),
between 2008 and 2014, the renewable energies sector has been the target of 26 AD cases and 15
parallel subsidies investigations.14 This is shown in the overall trade restrictiveness index, as
indicated in Table 1. Some of the trade remedies applied have been challenged at the WTO Dispute
Settlement Body (DSB).15
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An additional number of issues must be touched upon in order to ensure the success of the EGA.16
First, a definition of what an environmental good is must be agreed upon. Previous definitions
have been proposed by UNCED,17 UNCTAD,18 and the OECD.19 Second, there is a critical need for
expanding the number of parties to the agreement, in order to achieve the critical mass threshold.
Despite the fact that the Davos Group encompasses almost 90% of the trade in EGs, 20 the inclusion
of developing countries, such as India and Brazil would be one of the key ways to ensure the
successful implementation of the EGA. Finally, the liberalisation of trade in ESs would have a big
impact on the promotion of trade in EGSs. The exclusion of trade in ESs from negotiations “was
regrettable as trade in Environmental Services and trade in Environmental Goods are complementary.
Moreover, estimates of trade barriers in ESs are much higher than those for EGs.”21

DEVELOPING COUNTRIES PARTICIPATION IN EGA NEGOTIATIONS
Of the more than 100 developing country members of the WTO, only three, namely China, Costa
Rica and Turkey, are taking part in the EGA negotiations.
As stated by Wu (2014),22 a different set of explanations might explain this situation. The classical
theory might argue that, on the one hand, as developing countries are involved in some form of
infant industry protection, they might not be interested in a trade liberalisation process. On the
other hand, the refusal to participate in negotiations might also be seen as a way of expressing
their protest against the way negotiations, and the complete Doha Round, is being negotiated,
which they consider as only defending the interests of developed countries.
Nevertheless, Wu defends that very few developing countries, other than the ones currently
present in negotiations, have significant export interests in the current list of EGs under
negotiation. In addition, the existence of the APEC initiative and the liberalisation commitments
made under regional trade agreements (RTAs), might have diminished the interests in plurilateral
agreements. Finally, developing countries will be able to benefit from the outcome of the EGA
negotiations as the commitments made by the negotiating parties will be made on a MFN basis,
thus being extended to the rest of WTO Members even if they are not parties to the agreement.
Increasing the number of countries participating in the negotiations will be one of the objectives
to be achieved, in order to obtain the necessary critical mass, as mentioned above.
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MOVING FORWARD
The idea of an international agreement on environmental goods has been on the negotiators’
minds for a long time. As negotiations at the multilateral level proved to reach an impasse, the
plurilateral arena seems to be a prima facie more convenient scene. Indeed, any agreement
promoting and facilitating trade in environmental goods, whatever shape or form it may take, will
be beneficial, both from an economic and environmental point of view. Nevertheless, a series of
points remain obscure. As mentioned above, there is no consensus on the definition of
“environmental goods”. All EGA negotiation parties, except China, are currently negotiating TiSA,
which might explain the exclusion of trade in ESs from the scope of the EGA. Nevertheless, the
linkages between the two are so strong that they should be considered holistically. Another
question concerns the negotiation of NTBs. The increasing number of disputes surrounding the
use of NTBs and, currently, renewable energy goods, requires further agreement at the plurilateral
level.

ABBREVIATIONS
AD
APEC
CVD
DSB

Anti-Dumping
Asia-Pacific Economic Cooperation
Countervailing Duties
Dispute Settlement Body

NTBs
OECD

EGA

Environmental Goods Agreement

RTAS

EGs
EGSs
ESs

Environmental Goods
Environmental Goods and Services
Environmental Services

EU

European Union

TiSA
Trade in Services Agreement
TRI
Trade Restrictiveness Index
UNCED United Nations Conference on
Environment and Development
UNCTAD
United Nations Conference on
Trade and Development
US
United States

ITA I-II Information Technology Agreement

LCRs

Local Content Requirements
MFN
Most Favoured Nation
Non-Tariff Barriers
Organisation for Economic Cooperation
and Development
Regional Trade Agreements
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HOW CAN WE HELP?
Support C-level executives and boards to prepare for different challenges
International Economics can help facilitate internal discussions on strategy by providing technical insights,
developing dashboards of key performance measurements, and giving advice to executive boards on building
resilience to possible disruptions related to exogenous trade shocks, such as Brexit or Donald Trump’s
Presidency. We work closely with our clients to brainstorm and identify challenges and opportunities based on
our professional experience.

Map market access
In order to quantify the potential costs to your business in engaging in trade, including tariffs, standards, and
customs procedures, among many others, we (i) undertake a mapping of which terms are most at risk of
changing and by how much, depending on the type of agreements; and (ii) quantify and forecast the potential
effect on your business using predictive analytics to generate insights into future outcomes.

Navigate through trade and investment agreements
With more than 400 trade agreements and 2,400 investment agreements already in place, International
Economics’ team is able to navigate through them, guiding and identifying which specific agreement will better
suit the interests of our client. Additionally, we have developed optimization techniques, through the use of
sophisticated rules and algorithms, to analyse the Free Trade Agreements (FTAs), which are growing in space,
depth and complexity, in order to offer insights into investment and trade decisions. With increasing
fragmentation of global production networks and the need for careful evaluation of supply chain risks, the tools
developed by International Economics offer a solid foundation for the adoption of critical decisions by
businesses.

Prepare briefings and strategic papers
Our clients need to prepare strategic position papers to assess the issues and prepare responses, whether it
be internal restructuring, supply chain re-engineering or addressing policy risks. We assist our clients with
short, impactful, and relevant position papers, including setting out the possible impacts of risks at different
business levels (policy, financial, structural, etc.) and provide the latest thinking on the issues to date, based on
a holistic economic framework.

Undertake a full economic and legal review of the trade and investment exposures
to worldwide events
We conduct independent and objective reviews of the impact of different worldwide events on your business
and industry. We use deep learning tools, large multi-country macro models and the latest unstructured data
to offer insights into the risks, exposure assessments and likelihood of disruptions to supply chain. These
provide our clients with a competitive advantage as they prepare mitigation strategies and leverage identified
opportunities. We work with our clients to develop the right strategies and make breakthrough decisions.

Brexit: Help the private sector position itself during the UK’s trade negotiations
Brexit will affect our clients’ business strategies, supply chains, funding, tax positions, regulations, growth and
opportunities. International Economics works with public affairs companies and specialized firms to offer the
full range of trade-related technical support and advice to help companies position themselves and ensure that
their interests are addressed in the negotiations.
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