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NEGOTIATIONS FOR AN AGREEMENT ON CLIMATE
CHANGE, TRADE AND SUSTAINABILITY (ACCTS): AN
OPPORTUNITY FOR COLLECTIVE ACTION'

Jaime DE MELO?

ABSTRACT

With the effects of climate change perturbing most the sustainability of the development paths of
trade-dependent economies, keeping (some would say restoring) an open world trading system is
increasingly urgent. Multilateral and regional negotiations of the past 20 years have failed to bring
Governments to agree on trade measures (e.g. restrictions on trade in environmental goods and
services) that would help mitigate environmental damage related to climate change. However, Costa
Rica, Fiji, Iceland, New Zealand and Norway have just come together to launch negotiations for an
Agreement on Climate Change, Trade and Sustainability (ACCTS), bringing hope. The motto is “do
something for the environment, NOW".

This paper documents how small island economies like Mauritius would benefit from joining the ACCTS.

Expanded trade in Environmental Goods and Services would help preserve the environment by
switching consumption towards environmentally preferable products (e.g. bicycles) and getting greater
access to goods for environmental management (e.g. wind turbines). Though politically difficult to carry
out, reducing environmentally harmful fuel subsidies would bring the greatest benefits for the
environment. Encouragingly, health benefits through lower emissions of carbon monoxide and other
local toxic pollutants would accrue directly to the countries revising their policies in the energy sector.
Progress on environmental services would also be possible if the group revisits the current list of sectors
used in multilateral negotiations. Importantly, this small group of relatively similar (small trade-oriented
economies) would be conducive to reaching an agreement which would hopefully lead the way to
further steps towards meeting the Sustainable Development Goals to which all UN members have taken
on board.

1 Thanks to Paul Baker and Alassane Drabo for comments on an earlier draft.

2 pr. Jaime de Melo is Scientific Advisor on Macroeconomics, Trade and Investment Modelling with
International Economics Consulting Ltd. He is also the co-editor of the e-book Towards a workable and
Effective Climate Regime (2015) distributed to negotiators at the UNFCC COP21 in 2015.




“We seek your [the US] leadership, but if for some reason you're not willing to lead,
leave it to the rest of us; please get out of the way”
Kevin Conrad, Papa New Guinea representative at COP13, Bali 2007

“As relatively small, outward facing, trade-dependent countries that rely on economic development
that is both sustainable and inclusive, we believe that urgent progress is required and a
transformative approach is needed. We are ready to act now. Today we are announcing the launch
of an initiative to negotiate a first-of-its-kind, forward-looking ‘Agreement on Climate Change, Trade
and Sustainability’ ("ACCTS)”

Joint Leaders statement at ACCTS launch September 26, 2019

“Trade can't sit outside of our work to tackle climate change. In fact international trade
rules are uniquely placed to be part of the solution by removing trade barriers for green
products and services and stopping pollution being subsidised.... If trade rules can require
subsidies to be removed from things like agriculture, then it is only consistent that they also
require subsidies to come off polluting fossil fuels”.

Hon. Jacinta Ardern, Prime Minister of New Zealand about launch of ACCTS

SMALL, TRADE-DEPENDENT ECONOMIES DEPEND ON FREE TRADE IN
ENVIRONMENTAL GOODS AND SERVICES (EGS)....

An effective climate regime to combat climate change and the preservation of the environment require
an open world trading system in which activities that preserve the environment are encouraged and
those that harm it are discouraged. An open trading system is especially important for trade-dependent
economies, usually small countries and those with a fragile environment, many belonging to the UN
Small Island Developing States (SIDS) group of countries. 3 Acceleration in sea-level rise* and
deforestation® threaten the sustainability of their development paths. This is why success at the Doha
Round of negotiations at the WTO launched in 2001, dubbed “the Round for developing countries and
for the environment” was so important for this group.

As recognized in the statement by the prime minister of New Zealand, an all-round removal of barriers
to trade in ‘green goods and services’ (often called Environmental Goods and Services (EGS)) is crucial
for the sustainability of the development path for small trade-dependent countries and for SIDS. First,
by opening their markets of EGS to trade, they will be able to adapt better by having access to ‘end-
of-pipe’ goods and services (e.g. services for the detection and control of losses in transmission lines
or wastewater management services, recycling, etc... ) to meet environmental challenges, all this at
lower costs. Second, they will gain market access for their exports of green goods in which they are
low-cost producers and, hence, have a comparative advantage. A greater access to environmentally
less harmful products in production, consumption, and disposal, will also contribute to reducing their
environmental footprint.

..GOVERNMENTS HAVE PROCRASTINATED....

As put recently in The Economist about the climate change, we are confronted with “...the 21%. Century
supertanker challenge: reversing the 20-fold increase in emissions the 207. Century set in train, and

3 The SIDS is a UN-recognized group of 39 countries.

4 The recent IPCC Special Report on Ocean and Crysosphere in a Changing Climate (SROCC) estimates with high
confidence that the Global Mean Sea Level (GMSL) is rising at an accelerating rate from 1.4 mm yr! over the
period 1901-1990 to 3.6 mm yr! over the period 2006-2015 due to anthropogenic activities. See
https://www.ipcc.ch/site/assets/uploads/sites/3/2019/11/03 SROCC SPM FINAL.pdf

5 Techera (2019) recounts in detail Poivre’s Réglement économique of 1769 that included many provisions for
forest conservation.
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doing so at twice the speed'.® We emit annually over 36 gigatons (Gt) of carbon dioxide (CO2), about
2.5 times what climate scientists estimate is a safe average to keep temperature from rising by less
than 2° C above pre-industrial levels, so we should be emitting 14 Gt over the next two decades, that
is about 2.5 metric tons per capita. Mauritius was already emitting 3.4 metric tons per capita in 2014).
If this year (2020), we do not ramp up beyond our current commitments made at the COP21 in 2015—
that is to reach peak CO2 emissions by 2030-- reaching carbon neutrality by 2055, will require larger
“negative emissions” down the road.” Neither have we followed the ‘Apollo’ route for jump-starting R&D
technology (e.g. growing plants that suck CO2 through photosynthesis then store the CO2 they produce
underground, nor gone for solar geoengineering)? Worldwide installed capacity in renewables was flat
in 2018-9. 8

In conclusion, very few countries have taken steps to mitigate environmental damage related to climate
change, notably to remove barriers to trade in EGS, preferring instead to rely on negotiations, first at
the WTO, then among groups of ‘like-minded’ countries. ° However, multilateral and regional
negotiations to remove barriers to trade in EGS have failed even on a very limited agenda covering only
tariff barriers (see annex) as negotiators have continuously displayed mercantilistic behavior (open your
markets to my exports while I will not open mine to yours). The annex recounts these failures illustrating
how this mercantilistic behavior permeated throughout these negotiations.

...but the ACCTS presents an opportunity to start collective action

Most small-trade dependent economies will continue to be most affected by climate change in the
future. This means that they will have to do the most to adapt, leaving little room for mitigation policies.
This prognosis applies even more strongly for countries in the SIDS group where the effects of
environmental damage propagate even faster, as noted long ago by Pierre Poivre about Mauritius.
Furthermore, as implied by the Kevin Conrad quote, the longer we wait, the greater the necessary
efforts down the road.

Against this depressing background of two decades of inaction, this fall, Costa Rica, Fiji, Iceland, New
Zealand and Norway have decided to move ahead and announced the launch of negotiations for an
Agreement on Climate Change, Trade and Sustainability (ACCTS) (see the quote above from the launch
statement).!? Referring to the parties, Steenblik and Droege say “...we are not looking at this agreement
simply to boost trade flows; we believe this is the right thing to do for the environment. To the larger
group of WTO members, it also says.: we are not going to just sit and wait for you to act. We are
prepared to be proactive and ambitious.”

According to the joint statement, the ACCTS agreement intends to:

e Remove tariffs on Environmental Goods (EGs) and make new commitments on Environmental
Services (ESs)

e Establish concrete commitments to eliminate fossil fuel subsidies

e Develop voluntary guidelines for eco-labelling programs and mechanisms

6 The Economist, 21 September 2019, p.22.

7 This summary, figures and quotes, are from “Global Warming 101: The Past, present and future of climate
change”, The Economist 21 September 2019 https://www.economist.com/briefing/2019/09/21/the-past-present-
and-future-of-climate-change

8 https://wedocs.unep.org/bitstream/handle/20.500.11822/29752/GTR2019.pdf

 Sweden is among the very few countries to have made a serious effort at arresting global warming. Starting in
1990, Sweden has progressively raised a substantial carbon tax (currently, the rate is €114/ton CO2),. Today,
average per capita CO2 emissions in Sweden are 5.5 tons per capita, half the average for high-income countries.
10 Steenblik and Droege (2019) place the announcement in the historical context of failed negotiations, elaborate
on the agenda explaining why it is ambitious, yet promising. They also note the benefits of starting with a small
group of countries and on the benefits of not including a ‘critical mass’ requirement.
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All measures relating to the elimination of tariffs and to commitments on opening up markets on
environmental services will be negotiated at the WTO. Most importantly, the agenda is far more
ambitious than previous attempts since the agenda extends beyond removing tariffs on EGs (which are
already very low-- see table 1 below) to tackle fuel subsidies, to include barriers on ESs, but also to
develop guidelines on eco-labelling.

Equally important, all reductions in barriers to trade on EGs and ESs will be extended to all WTO
members on a Most-Favored-Nation (MFN) basis. So for example, if all five countries agree that bicycles
are indeed unambiguously an environmentally preferable product because of no environmental damage
during usage (and has health co-benefits), any exporter of bicycles to ACCTS members will have duty-
free access. This non-reciprocal approach stands in sharp contrast with the previous negotiations.

In an article in Le Mauricien this past December, I urged Mauritius to join the ACCTS group suggesting
that any delegation to the COP25 in Madrid contact members from the ACCTS group. I noted that the
measures resulting from these negotiations would:

e Help put the country on a sustainable development path

e By reflecting the efforts of other committed countries, give additional support at home when
facing any politically difficult decisions

e An "environmentally friendly" country would strengthen the image of Mauritius in the outside
world.

Here I take the perspective of a small island economy to elaborate on why Mauritius should have
considered joining the ACCTS. I delineate the broad contours of what each ACCTS member can expect
from the negotiations starting with a recap of a few economic and environmental indicators to argue
that disparities within the group should not represent an unsurmountable hurdle to reach agreement
in this small-group setting. I leave aside voluntary eco-guidelines, noting only that taking a head start
in this area would be welcome for all members as well as an opportunity to set some of the contours
to include in these guidelines.

I concentrate on tariffs (no estimates of non-tariff barriers are available for most ACCTS members and
Mauritius) where expected benefits are smallest, then turn to the hurdles facing reform of fuel subsidies
where environmental benefits would be greatest. I close with comments on the challenges facing
negotiations on environmental services which are important because many environmental projects
include environmental services.

ECONOMIC AND ENVIRONMENTAL INDICATORS FOR ACCTS MEMBERS

For most trade negotiations, large differences in characteristics can be a source of friction because of
differences in interests, but they are also a source of gains through an exchange of market access.
ACCTS members have little to exchange, so disparity in economic and environmental indicators could
be a source of friction during negotiations if the objective is to adopt a common policy, for example on
fuel subsidies. Because of their small size, no measure taken by any ACTTS member would have a
significantly harmful impact on any other as was the case during the EGA negotiations that included
China, the EU, and the US (see annex).!

Table 1 gives a few indicators for the five ACCTS members to which I have added Mauritius, a potential
participant. All have a small population, with three developing countries (Fiji Costa Rica and Mauritius),
the other three high-income. GNI is measured at PPP, a better indicator of purchasing power, but the
rankings and patterns are unchanged for GNI measured at market prices. Per capita CO2 emissions

11 In the failed EGA negotiations towards an Environmental Goods Agreement (EGA), the EU blocked China’s
proposition to include bicycles on the list of environmental goods because of fears that China would inundate the
market. See annex.
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increase in per capita income. Geothermal and hydropower contribute the high shares of per capita
consumption of renewable energy for Iceland and Norway.

Table 1 Economic and Environment Indicators.: Mauritius and ACCTS members

Pop GNI p.c. EPI Ren. CO2 emissions p.c WGIF
(mil.)2 PPPP Rank¢  energy (production-based)®

Column
2018 2018 2015 2000 2010 2014 2018

Fiji 0.88 10,140 | 107 | 313 | 1.0 1.4 1.4 63
Costa Rica 5.00 16,700 | 30 | 387 | 1.4 1.6 1.6 68
Mauritius 1.27 26,08 | 90 | 321 | 23 3.1 3.4 77
New Zealand 4.89 39,410 | 17 | 308 | 8.6 7.7 7.7 94
Iceland 0.35 55190 | 11 | 770 | 7.7 6.2 6.1 91
Norway 5.31 68,310 | 14 | 577 | 88 123 93 98

Sources: cols 1-2,4-7: WDI, World Bank; col. WGI, World Bank; col. 3: Environmental Protection index (EPI),
2018 https://epi.envirocenter.yale.edu/epi-topline. Notes: Countries are ranked in ascending order of per capita
GNI. 2 Million; ® $current; ¢ Environmental Protection index (180 countries, 2017); ¢ renewable energy
consumption (%) of total final energy consumption; € Metric tons per capita (production-based); f Governance
index of WGI (percentile rank).

Costa Rica stands out for its high rank on the Environmental Protection Index (EPI) while Fiji and
Mauritius, two islands where environmental fragility is highest have low ranks and in the share of
renewables in energy in consumption.!? The table also shows that per capita CO2 emissions of Fiji and
Mauritius have been rising rapidly. In the case of Mauritius, emissions were already off track on the
Millenium Development Goals (MDG) targets in 2010.13

In conclusion, the environmental indicators suggest that all participants would stand to gain from
greater trade in EGs and ESs. One would also hope that negotiations in a small group would be
conducive to reaching agreement and to implement decisions as all members are all at least in the
upper middle income group and they have high or relatively high percentile rankings in the governance
index of the WGI displayed in column table 1, column 8.

ELIMINATING TARIFFS ON ENVIRONMENTAL GOODS (EGS)

The agenda of previous negotiations lacked ambition as only the removal of tariffs on EGs was on the
table. So far, in previous attempts, negotiators failed to agree on a list of green goods over which to
negotiate tariff reductions, an indication that countries have not cared about the environment (see the
summary of past negotiation failures in the annex).'> This should not be the case for ACCTS members.
The ACCTS group should be able to agree on an extended list that would serve as a springboard for
further negotiations especially if these negotiations give impetus to amend the Harmonized System
(HS) used to classify products crossing customs. This amendment would allow to better distinguish
goods according to their environmental impact.

12 The EPI index is the average of the environment health index and the ecosystem vitality index. Mauritius ranks
172/180 on the ecosystem index and 38/180 on the environment health index. See
https://epi.envirocenter.yale.edu/epi-country-report/MUS

13 See Government of Mauritius (2011,table 1.2). Per capita CO2 emission target was 1.4 ton per capita by 2015.
MDG target on water usage was also off track. See https://ourworldindata.org/co2-and-other-greenhouse-gas-
emissions. Mauritius is a net importer of CO2 emissions (See https://ourworldindata.org/co2-and-other-
greenhouse-gas-emissions). This means that more CO; is emitted in the production of the goods that Maurice
imports than in those products that it exports. In 2015, CO2 emissions calculated on a consumption basis were
67% above those calculated on a production basis.

14 As of July 2019, the upper middle group has a GNI per capita (atlas method) is in the range $3996-$12,375.
The two countries with the lowest GNI p.c. are Fiji ($5,860) and Costa Rica ($11,520) and Mauritius ($12,050).
15 Balineau and Melo (2013) note that countries may have withheld from putting goods with peak tariffs on their
submissions lists to keep them as bargaining chips for later negotiations at the WTO.
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To get a handle on the negotiating stance taken by countries in previous negotiations, accept that
negotiators will select for inclusion in their lists, goods in which they have a comparative advantage.
Then it is sufficient to classify ‘green goods’ in two lists: The first, is a list of 54 Goods for Environmental
Management (GEM) (e.g. wind turbines, efficient electric motors, etc.). This list is favored by high-
income countries. The second is the more heterogeneous list of 104 of Environmentally Preferable
Products (EPPs) (e.g. the use of biodegradable materials, or goods produced in an environmentally
preferable way). This list would likely be favored by developing countries if they were to participate in
the submission of lists High-income countries have proposed GEM lists at several rounds of submission
during the DOHA round. In their limited participation (only Costa Rica and China participated in the
EGA), low and middle-income countries have submitted mostly EPPs.

Table 2 lists the average applied MFN tariff for these two lists along with a third WTO list of 411 products
that includes all the goods included by the countries that submitted lists during the Doha Round
negotiations. It is over these lists that countries could not come to an agreement, even for a partial
reduction in already very low tariffs. For the sake of the environment, removing tariffs on both is
necessary.

Table 2 Tariffs on Environmental Goods and Gasoline Prices: Mauritius and ACCTS members

Average applied MFN Tariffs Petrol Diesel
All HS6 GEM EPP WTO Prices Prices

goods? (54) (104) (411)
Column 1 2 3 4 5 6

Mauritius 1.1% 0.0% 0.6% 0.5% 1.18 0.94
Costa Rica 5.4% 0.5% 5.6% 1.9% 1.14 0.99
Fiji 11.7% 6.1% 8.9%  8.4% 1.00 0.86
Iceland 5.1% 0.4% 2.7% 0.8% 1.84 1.78
Norway 6.5% 0.0% 1.0% 0.0% 1.82 1.73
New Zealand 2.3% 3.2% 1.8% 2.8% 1.48 0.96

Sources: Columns 1-4: Melo and Solleder (2020); columns 5-6 Prices per liter in February 2020 in USD
https://www.globalpetrolprices.com/gasoline prices/. Notes: See text for definition of GEM and EPP.
Number of goods per list in parenthesis a /There are approximately 5300 HS6 codes in the harmonized
system (HS).

Table 2 shows several patterns of tariffs between countries and across product lists. First, Mauritius
has the lowest average tariff over all products but also across all three EG lists (along with Norway).
Second, usually whatever the selected EG list, the average MFN tariff is already lower than the
average for all goods, leading several observers to comment that, so far, only crumbs have been
brought to the negotiation table.

Figure 1 gives more detail at the country level showing for each list the number of ‘nuisance’ tariffs
(i.e. less than 3% that can be easily eliminated) along with the nhumber of goods with tariffs above
10% (i.e. those that would likely meet with some opposition during negotiations). The figure confirms
that only Costa Rica and Fiji would have reductions for about 10 products on an extended WTO,
probably not unsurmountable at the negotiation table in which case the ACCTS negotiations could
result in a removal of tariffs for a large list of EGs.
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Figure 1 Number of nuisance and peak tariffs by Environmental Goods list
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Three conclusions. First, in previous negotiations, countries were only interested in expanding their
exports, not in the environment. Second, all ACCTS members and Mauritius should little trouble
agreeing on a comprehensive list of EGs leading the way for later negotiations because they have so
few goods with tariff peaks across the lists. Third, because applied tariffs are so low, only having the
removal of tariffs on the agenda will do little for the environment. Much greater impact will come from
reducing environmentally harmful fuel subsidies, estimated at $425 billion in 2015 (UNDP, p.14).

TACKLING FUEL SUBSIDIES

This is where potential environmental benefits from reforms will be greatest. Sustainable Development
Goal (SDG) 12 has set out to rationalize “inefficient fossil fuel subsidies that encourage wasteful
consumption”. Both the Group of 20 and the Asia Pacific Economic Cooperation (APEC) regional forum




have made the same pledge ten years ago to take action “over the medium term” Here too, so far, no
corrective steps have been taken.

Several factors have, and continue to contribute to this inaction. First, measuring fuel subsidies
represents a big challenge both because it is technically difficult and because countries do not delegate
energy pricing to supra-national bodies, even among the highly integrated economies of the European
Union. Second, in low-income countries where governments have limited capacity to collect revenues
is low, fuel subsidies are often the main redistributive instrument in the hands of governments, the
objective being to give access to energy to low-income households. Usually, however, this targeting
has functioned poorly.’®These circumstances contribute to explain, at least partly, why there is no
international agreement of the definition of a fuel subsidy, nor one on how to develop an indicator to
detect and monitor corrective measures, a challenge . 17 Fortunately, all ACCTS members are either
upper middle income countries or high income countries. They have the capability to collect data to
measure the different subsidy categories (production and consumption) helping them to distinguish
between environmentally friendly and environmentally harmful subsidies carry out these groups. Group
peer pressure should help speed up the successful completion of these necessary preliminary steps that
would pave the way for removal of the most harmful subsidies and to reforms in energy pricing later
on. Nonetheless, the sharp differences in fuel prices between the two high-income members, Iceland
and Norway, and the other group members displayed in table 2 is indicative of the difficulties ahead
when it will come to eliminate progressive subsidies that are harmful to the environment. Again, group
participation should help members move forward.

As indication of trade-offs, Parry et al. (2015) report estimates for 156 countries for 2010 of damages
from energy prices that do not reflect environmental damages from their use. They report estimates of
energy prices that correct from use for damages to health and the environment. Aggregated over all
countries, their ‘back-of-the-envelope’ estimates of ‘getting prices right’ suggest that full correction of
health and environmental externalities could reduce global CO2 emissions by 23 percent globally for a
2.6 % percent revenue in terms of global GDP provided (Parry et al. p.8). Crucially, these estimates
are conditional on a ‘big if’, namely that the governments use the revenues from these taxes to reduce
other distortionary taxes (or for example, the replacement of polluting vehicles used for public

transportation).
Table 3 Estimated impacts of applying corrective taxes in the energy sector, 2010: ACCTS countries and
Mauritius
Fiscal Health Environment
Government % reduction in % reduction in nationwide
revenue (% of GDP) pollution deaths  energy-related CO2
emissions
Column 1 2 3
Mauritius 0.8 n.a. 9.7
Costa Rica 1.6 14.7 12.6
Fiji n.a. n.a. n.a.
Iceland 0.0 0.0 0.0
Norway 0.4 9.6 11.3
New Zealand 2.8 26.8 13.4

Source: Parry et al. (annex 6.2). Notes: Estimates for 2010. Figures in each column are the sum of separate
estimates from applying corrective taxes for each energy source: coal, natural gas, gasoline. See Parry et al. for
actual and corrective taxes estimates for each fuel. n.a: Reflects either no or insufficient data or that the fuel is
not used. Col. 1. Revenue effects from implementing the corrective tax compared with the revenue from the actual
tax. Calculations do not take into account cross-fuel effects, i.e. that the tax on one fuel affects revenues from

16 A large share of subsidies do not reach the poorest households. Coady et al. (2015) estimate that the richest
20 percent of households capture more than six times the benefit of fuel subsidies as compared with the poorest
20 percent of households.

17 UN (2019) explains the challenges to develop an indicator of fuel subsidies at the national level (SDG indicator
12.c.1. Note that reporting by countries is voluntary.
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other fuels. When current taxes exceed corrective taxes, revenue effects are set to zero Annex table 6.2.2 Col. 2
Annex table 6.2.3 and Col. 3. Annex table 6.2.3.

Where available, table 3 reports the estimates of corrective taxes for the energy sector for 2010. Column
1 shows that corrective taxes would generate substantial revenue for New Zealand and Costa Rica (for
Iceland, actual taxes were above the estimated corrective taxes so an estimated government revenue
of zero is entered). For the other countries, the corrective taxes are above the applied taxes, giving
rise to the estimated reduction in pollution-caused deaths and in environmental damage in columns 2
and 3.

It is widely accepted that inaction on fighting Climate Change is because it is the ‘ultimate’ Global Public
Good because of perfect leakage of benefits from those who contribute to those who free ride: the
ratio of excludable benefits (by those who bear the costs of mitigation) to total benefits tends to zero.
However, the estimates in column 2 show that reducing emissions of polluting gases also have local
(i.e. excludable) benefits in the form of reduced health damage. These benefits are excludable so the
incentive for individual (and collective) is greater especially in small groups where coordination costs
are lower.

ENVIRONMENTAL SERVICES (ESS)

There is a great degree of ‘jointness’ or complementarity between Environmental Services (ESs) and
Environmental Goods(EGs). Case studies show that the ESs included in environmental projects
incorporate an increasingly large array of services that extend beyond those classified as ESs (OECD,
2005). Recent estimates of trade costs in services suggest that they could be two to three times higher
than those for trade in goods (estimated using the same method). 8 1°

Unfortunately, it is far more difficult to come up with measures of restrictiveness in ESs that would
guide negotiators about the benefits of where to remove trade restrictions. First, only four sectors are
classified as ESs in the UN Central Product Classification (Provisional CPC) Until countries agree on a
new classification of ESs, multilateral negotiations would have to start from this classification that was
drawn up during the Uruguay Round before the advent of ICT and supply chain trade. %

ACCTS members will want to choose an extended and more appropriate list of ESs. 2! Reaching
agreement on such a list from which to make commitments on market access and national treatment,
might be difficult, yet easier among this small group. Here too, the ACCTS group could lead the way
for further negotiations down the road. However, benefits from these new commitments would depend
on their being extended to all WTO partners on an MFN basis.

FINAL THOUGHTS

Twenty years have elapsed since the world community acknowledged that the World Trading System
should be made more friendly towards the environment by allowing members to apply policies that

18 Estimates of trade costs for mode I (cross-border services trade) and mode II (movement of consumers)
services for 55 countries over the period 1999-2009 from Miroudot et al., (2013).

19 With three quarters of its GDP in Services, Mauritius has a keen interest in consolidating its Services sector.
Mauritius has participated in the GATS and joined the TiSA negotiation group in 2013. These negotiations are
stalled since 2016 (see annex).

20 During the Uruguay Round, negotiations on trade in services took place over 155 services sub-sectors. Among
these, only 4 sub-sectors were classified as ESs : (a) sewage services; (b) refuse disposal services; (c) sanitation
and similar sectors; (d) other services that include cleaning services for exhaust gases, noise abatement services,
nature and landscape protection services, and other environmental services not elsewhere classified.
Unfortunately, the UN

21 Melo and Vijil (2016, figure 1) construct an index of ES commitments that adds several sub-sectors to the CPC
classification: professional services, research and development services, other business services, and
construction and related engineering services.
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protect the environment (“greening the GATT"). 22 These measures would include reducing barriers to
trade in Environmental Goods (EGs) and Environmental Services (ESSs).

As detailed by the multiple failures at the negotiation table, we have seen no progress either at the
multilateral or at the plurilateral levels (see the summary in the annex). This is particularly harmful for
the SIDS that are most vulnerable to climate change. The recently launched Agreement on Climate
Change, Trade and Sustainability (ACCTS) among a small group of countries is a promising opportunity
to finally move ahead.

This paper has contrasted the ACTTS’ small-group ambitious agenda with the narrow focus of previous
negotiations. Previous negotiations have fallen short on reducing tariffs on (EGSs), the only item on the
negotiating agenda. Reaching agreement on eliminating tariffs on EGs should be relatively easy for this
small group as making some progress at dealing with barriers to trade on Environmental Services (ESs)
though this will require negotiating on a broader range of ESs than those included in the UN
classification. Progress here would be particularly important for developing countries where projects
typically involve EGs and ESs. Tackling the environmentally harmful fuel subsidies through corrective
environmental taxes for the energy sector will be more challenging. Hope for progress here will rest on
showing the local (i.e. excludable) benefits from their reduction in the form of reduced health damage.

22 Mavroidis and Melo (2015) discuss difficulties WTO members willing to adopt policies to mitigate climate
change and the needed reforms of the WTO to move towards a contract that would require positive steps from
WTO membership.
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ANNEX

PROCRASTINATION ON ENVIRONMENTAL GOODS AND SERVICES
NEGOTIATIONS AT THE WTO

Arresting climate change and preserving the environment is a centerpiece of the Sustainable
Development Goals (SDGs) adopted in 2015 along with the Paris Agreement of 2015 hailed by many
as a success (because the Kyoto negotiations had failed). Preserving the environment was also the
centerpiece of the largely failed Doha multilateral trade negotiations launched in 2001. This annex
briefly recounts the failure to reach agreement on tariff reductions on ‘green goods’, first at the Doha
Round negotiations, then at the negotiations towards an Environmental Goods Agreement.

THE DOHA ROUND?*

At the outset of the Doha Round negotiations in 2001, countries were mandated to negotiate on the
elimination of protection on environmental goods and services (EGs). 2* The aim of these negotiations
was to create a triple-win situation, for trade, for development, and for the environment.

First, if negotiations were successful, trade would be facilitated through reduced or eliminated tariffs
and non-tariff barriers on EGs. This would decrease the cost of environmental technologies, increase
their use, and stimulate innovation and technology transfer.

Second, developing countries would benefit in two ways from better market access in EGs, on GEMs
for middle-income countries and on EPPs for lower-income countries (see below).

For middle to upper-middle income countries, typically producers of Goods for Environmental
Management (GEMs) (e.g. wind turbines, efficient electric motors, etc.) would have better access to
large markets in Europe, the US, and high-income Asia while it would also be easier for developing
countries as a whole to obtain high-quality environmental goods on world markets. This access would,
among other environmental benefits, increase energy efficiency and improve the water and sanitation
situation in developing countries. Through technology transfer, improved technologies would reduce
emissions.

For lower-income countries, mostly producers of Environmentally Preferable Products (EPPs) (e.g. the
use of biodegradable materials, or goods produced in an environmentally preferable way), they would
have access to high-income countries that typically have higher tariffs on these products. This
substitution in the consumption patterns in high-income countries would reduce the environmental
imprint of consumption in high income countries.

Third, at the global level, the environment would be better preserved, especially if a wide definition of
environmental goods were adopted (that is a list that included EPPs and GEMs to include as EGS those
environmental products and services with production characteristics that avoid damaging the
environment

At the outset, countries decided to remove from the agenda negotiations on ESs and on non-tariff
barriers (NTBs). Removing ESs from the agenda reduced significantly what could be expected from
the negotiations as well as not including NTBs. First, countries could not reach agreement either on the
approach (project, product list, hybrid or request-and-offer). Then, a smaller group of industrialized
countries decided to start negotiations on the basis of a list of products. Several rounds of submissions,

2 This annex draws on Balineau and Melo (2013) and Melo and Solleder (2020)

24 The Doha round has been dubbed the Round for the “developing countries and for the protection
of the environment”. The Doha ministerial decision of November 2001, paragraph 31 stated that
“...With a view to enhancing the mutual supportiveness of trade and the environment, we agree to
negotiations, without prejudging their outcome, on: (...) (iii) the reduction or, as appropriate,
elimination of tariff barriers to environmental goods and services”.

1

WP oo o8 ™ B ([N B ar Bl




revealed two characteristics across the lists. First, there was very little overlap in the lists (see Balineau
and Melo (2013, figure 1), an indication of limited commonality in perception. Second, only GEMs (i.e.
no EPPs) were included on those lists because submitters were high-income countries and their
comparative advantage was in GEMs. Third, and most importantly, countries excluded from their lists
goods with high tariffs (i.e. tariff ‘peaks’ defined as tariffs above three times the average applied tariff).

To sum up, excluding goods with tariff peaks was an indication that negotiators had no interest in the
environment.?

Doha negotiations were abandoned. In 2012, members of the APEC group announced that they would
reduce, on a voluntary basis, applied tariffs on a list of 54 goods (the APEC list corresponding to the
GEM list in table 2). The agreement was that tariffs were not to exceed 5 percent by 2015. Since the
average applied MFN tariffs on the goods in this list was already low and there were few tariff peaks,
the outcome was virtually no reduction in tariffs.

NEGOTIATIONS TOWARDS AN ENVIRONMENTAL GOODS AGREEMENT
(EGA).

Then in 2015, a group of 15 countries that included the members of the ACCTS (except for Fiji),
launched negotiations to reach an Environmental Goods Agreement (EGA). These negotiations,
announced at the January 2015 meeting in Davos (called the ‘Davos group’), once more, lacked
ambition. Even though the objective was to eliminate tariffs rather than just reducing them, still only
tariffs were on the agenda.?® Environmental Services (ESs) were again excluded.

Starting from the APEC list of 54 products, countries would extend that list to a larger list. These tariff
reductions negotiated on a plurilateral basis would then be extended to all WTO members if a ‘critical
mass’ was reached (i.e. 90% of world trade in the products on the list was covered). In that case,
barring objections by other WTO members, these bilaterally negotiated reductions would be extended
on an MFN basis to all WTO members.

These negotiations too, floundered, as countries could not agree on the list and wanted reassurances
in case of free-riding. The most glaring disagreement was on bicycles (HS-871200) that had a tariff of
9.7% in the US and 14.6% percent in the European Union. China proposed including bicycles on the
list but the European Union opposed it because of fears that overcapacity in production in China would
result in a flooding of the European market. By any environmental measure, bicycles should be non-
controversial; they emit no greenhouse gases; unlike some products (e.g., incandescent versus LED
light bulbs), they are not subject to technological change that might justify their addition or removal
from the list; and they provide health-related co-benefits.

Concerned about free-riding, China suggested that the agreement not enter into force until the
countries accounting for 90 percent of world trade had become parties. China also proposed a “snap-
back” clause that would have allowed parties to the EGA to restore tariffs to those countries unfairly
benefiting from MFN treatment.

Negotiations were abandoned in December 2016. Three lessons for the ACCTS. First, as shown by the
disagreement on bicycles---clearly an EG--countries still did not display any interest in preserving the
environment. Second, even though there were less than 20 negotiating countries, there was too much
divergence in interests across members. Third there was potential for spillovers because some
countries had large shares in the markets of their partners.

26 The trade-weighted average applied MFN tariff for the Davos group members on the APEC list was
1.3% (for comparison the corresponding average was 2.2% for the High-income group, and 5.2% for
the low-income group). Melo and Vijil (2016, table 1) give corresponding averages for other product
lists.
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MAURITIUS" PARTICIPATION IN NEGOTIATIONS ON SERVICES TRADE

Services is the most important sector in Mauritius, accounting for 75 percent of GDP in 2016. At the
WTO, Mauritius has filed commitments in Tourism, Telecommunications and Financial Services. These
commitments are for market access for each mode of supply and for national treatment. The
commitments guarantee minimum level of access to foreign service suppliers and specify any existing
limitations affecting both foreign and domestic service suppliers.

Mauritius joined the TiSA negotiations in 2013 in the hope that it would send a signal to the investor
community by creating a more conducive environment to attract foreign investment. Moreover, having
already a relatively open sector, Mauritius hopes to obtain reciprocal access at the conclusion of these
negotiations. However, the TiSA negotiations, that involve 50 countries (where the 28 EU members
count as 1) covering 70 percent of world trade in Services are currently stalled. Several concerns were
raised at the latest (the 215, round) TiSA meeting in June 2016.

Among the more important concerns raised at the June 2016 meetings : (i) the revised offers were not
above the ‘GATS floor’; (ii) the high ambition about maritime, road, and air—all important from an
environmental perspective—expressed by the EU and the US were not be met; (iii) The EU, Korea,
Switzerland and Norway opposed US demands on including new services. Even before the current ‘trade
wars’, these disagreements casted strong doubts about the prospects of success for this large-group
plurilateral endeavor.
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