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Expanding trade can help solve 
environmental problems, says report 
Increased world trade leads to higher per 

capita incomes, and with that the freedom 
and incentive to devote a growing propor
tion of national expenditure to the environ
ment. "The opportunity for countries to 
trade in world markets for goods and tech
nologies facilitates the implementation of 
needed environment-improving processes 
at home." The available evidence suggests 
that this is indeed happening. 

GATT rules do not prevent governments 
adopting efficient policies to safeguard their 
own domestic environment, nor are the 
rules likely to block regional or global poli
cies which command broad support within 
the world community. At the same time, 
trade measures are seldom likely to be the 
best w ay to secure environmental objectives 
and. indeed, could be counterproductive. 

These are among the key conclusions in 
a study on "Trade and the Environment" 
released in February' by the GATT Secretar
iat. The study is part of the annual Interna-

An ageing factory in town: there is evidence that higher average 
incomes—one consequence of expanding trade—lead to less 
pollution in the long term, see story on page 3'. (1LO Photo j 

tional Trade 1990-91, to be published by 
GATT in early April (in two volumes—the 
first consists of analyses and the second, 
statistical tables— available from the Sec
retariat and accredited booksellers. SwF 
30.- per volume). 

The Secretariat warns against the use of 
unilateral trade measures to offset the com
petitive effects of different environmental 
standards and sees a serious risk of environ
mental issues and concerns being exploited 
by trade protectionist interests. 

The need for multilateral cooperation in 
the environmental field is another capital 
theme. "It is no longer possible for a country 
to create an appropriate en\ ironmental pol
icy on its own." says the study. If transbor
der physical spillovers are involved, "the 
only alternative to unilateral actions based 
on economic and political power is for 
countries to cooperate in the design, imple
mentation and enforcement of an appropri
ate multilateral agreement for dealing with 

the problem at hand". Even 
w hen environmental prob
lems are domestic (no pol
lution is escaping across 
the borden attempts by 
countries to go it alone on 
environmental policies 
would sooner or later lead 
to frictions with trading 
partners ..." 

The study recognises 
that promoting coopera
tion can be difficult but 
concludes that positive in
centives for countries to 
join multilateral agree
ments - for instance, finan-
cial assistance and 
transfers of env ironmen-
tally-friendly technology 
as well as action in the for
eign aid. debt and market 
access areas - is likely to be 
far more effective than any 
negative approach, par
ticularly one inv olving dis
criminatory trade 
restrictions. 

With respect to GATT 
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rules, the study says that they "place essen
tially no constraints on the ability of coun
tries to use appropriate policies to protect 
their environment from damage from do
mestic production activities or from the 
consumption of domestically produced or 
imported products". 

There can be a GATT constraint, how
ever, w hen there is concern about produc
tion or consumption activities in another 
country. This is because the rules prohibit 
making market access dependent on 
changes in the domestic environmental 
policies or practices of the exporting coun
try. 

"What the rules do constrain is attempts 
by one or a small number of countries to 
influence environmental policies in other 
countries not by persuasion and negotiation 
but by unilateral reductions in access to their 
markets ... Countries are not clones of one 
another and will not w ish to become so - and 
certainly not under the threat of unilateral 
trade measures." 

In examining the issue of competitive
ness, the study notes that firms which find 
their market shares and profits under com
petitive pressure are prone to label as unfair 
any source of cost advantage enjoyed by 
their foreign rivals. This is where the "level 
play ing field" notion is often heard. How -
ever, the GATT study points out that "the 
existence of less strict env ironmental stand
ards in a lower income country is not a 
sufficient basis for claiming that the envi
ronmental standards are "too low" or that 
the country is manipulating its environ
mental standards in order to improve the 
competitiveness of its producers." 

The study also points out that in principle 
there is not difference between the competi
tiveness implications relating to different 

(Continued on page 2) 
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Trade and environmental 
interests are mutually 
reinforcing, says A. Dunkel 

C iting the study as marking an "impor
tant new stage" in the work of GATT, 

Director-General Arthur Dunkel has un
derlined the importance of multilateral 
action in improving trade and enhancing 
environmental standards. "The two 
should be pursued simultaneously and, 
indeed, are potentially mutually reinforc
ing," he said. 

The report is "GATT's first authorita
tive attempt to come to grips with the 
potential opportunities as well as the po
tential dangers of the links between trade 
policies and environment policies," he 
pointed out. Mr. Dunkel expressed the 
hope that the study "will help demonstrate 
that increasing trade improves our ability 
to invest in and protect the environment 
and that multilateral trade rules and trade 
liberalization—especially the kind envis
aged in the Uruguay Round—are not 
threats to the ambitions of many rightly-
concerned citizens around the world to 
see animal and plant life and the natural 
environment safeguarded. 

At the same time, Mr. Dunkel warned 
that "we must guard against the risk of the 
issue of the environment being kidnapped 
by trade protectionist interest." Should 
this happen, he said that "the world will 
lose out twice—through lost growth re
sulting from reduced trade and through 
inadequate or ineffective environmental 
policies." H 

Trade-environment report 
(Continued from page I) 
environmental standards and the competi
tiveness consequences of many other policy 
differences between countries— tax, immi
gration and education policies for instance. 

'To allow each contracting party unilat
erally to impose special duties against w hat-
ever it objects to among the domestic 
policies of other contracting parties would 
risk an eventual descent into chaotic trade 
conditions similar to those that plagued the 
1930s." 

The study examines the concern that re
form of agricultural trade, through the Uru
guay Round, might have a damaging effect 
on the environment. It finds quite the con
trary to be true: 

"Liberalizing protectionist agricultural 
policies in high-income countries is likely 
to (i) cause the world's food to be produced 
with fewer chemicals, which in turn would 
reduce chemical residues in food and the 
natural environment: and ( ii ) have at most a 
very modest impact on the rate of defores
tation ... In all likelihood there would be a 
substantial increase in global env ironmental 
quality ... even if no new environmental 
policies were introduced." 

The follow ing is the first section, entitled 
"Overview and Summary", of the report: 

The contribution of trade to 
a better environment 

Views differ regarding the impact of in
ternational trade on the quality of the 

natural environment. For some, expanding 
trade is a source of increased wealth and 
diffusion of technology, both of which en
hance societies' ability to protect and up
grade their environments. Others argue that 
unrestricted trade can be harmful to the 
environment, especially when a country's ! 
environmental policies are weak or non-ex
istent. 

While the latter view does draw attention 
to certain trade-related environmental risks, 
there is no reason to assume that growth of 
per capita income necessarily, or even on 
average, damages the environment. To be
gin with, the increases in per capita income 
- which are boosted by increased market 
access and expanding trade - provide more 
resources to contain environmental dam
age, helping to finance pollution control and 
remedial clean-up. A country with a stag
nant economy, by contrast, will be under 
greater pressure to stint on improving the 
environment. 

Furthermore, if the average citizen is 
convinced of the need to devote more ma
terial and human resources to achieve a 
better environment as his or her income 
rises, the growth of per capita income ulti
mately will lead to increased expenditure on 
the environment. The available evidence 
suggests that this is indeed happening. 

The opportunity for countries to trade in 
world markets for goods and technology 
facilitates the implementation of needed en
vironment-improving processes at home. 
These processes often first appear in coun

tries at the frontier of environmental regu
lation, and products embodying them must 
be exported if other countries are to catch 
up. Similarly, trade can help consumers 
make environmentally beneficial choices— 
for instance, imports of low-sulphur coal 
can encourage them to abandon the use of 
polluting high-sulphur coal. Trade in recy
cled inputs can help countries economize on 
resource use. 

While trade liberalization is likely to re
duce some protectionist barriers which are 
encouraging environmentally harmful ac
tivities, it is also possible that trade liberali
zation could worsen particular 
env ironmental problems in the absence of 
appropriate domestic environmental poli
cies. Conceivably, an expansion of trade 
could produce negative environmental ef
fects so large that they outw eigh the conv en-
tional benefits from open markets 
( increased specialization, more competition 
and so forth), resulting in an overall decline 
in national welfare. However, this is possi
ble only if a country lacks a domestic env i-
ronmental policy that reflects its 
env ironmental values and priorities. If that 
is the case, the most effective action is to 
concentrate on introducing appropriate en
vironmental policies rather than trying to 
work around bad ones by foregoing trade 
liberalization or attempting to fine tune in
terventionist trade policies. A lack of appro
priate environmental policies creates 
problems not just in the trade sector, but 
throughout every facet of a country's eco
nomic life. Manipulating trade policies is 
not only costly—in terms of a less efficient 
international division of labour—but also 
ineffective in dealing w ith the negative con
sequences elsewhere in the economy caused 
by the absence of appropriate environ
mental policies. 

This is evident, for example, in efforts to 
promote sustainable development. Al
though that term means different things to 
different people, most definitions encom
pass two basic notions. First, there is a need 
to place much greater emphasis on assign
ing values or prices to environmental re
sources, with a view to identifying and 
valuing the environmental effects of eco
nomic activity. Second is the idea that each 
generation should pass on to the next at least 
as much capital—environmental and man-
made—as it inherited. 

Neither aspect of sustainable develop
ment is intrinsically linked to international 
trade. A failure to place a value on environ
mental resources would undermine sustain
able development even in a completely 
closed economy. Trade is seen, rather, as a 
magnifier. If the policies necessary for sus
tainable development are in place, trade 
promotes development that is sustainable. 
Alternatively, if such policies are lacking, 
the country's international trade may con
tribute to a skewing of the country's devel
opment in an environmentally damaging 
direction, but then so will most of the other 
economic activities in the country. Clearly 
the correct action in such cases is to work 
for the adoption of an appropriate overall 
domestic environmental policy, rather than 

focusing attention on problems that are al
legedly trade-related. 

Multilateral cooperation 

Environmental issues can become inter
nationalized in at least one of three 

ways. The first two, which can occur even 
when the issues are in principle purely do
mestic, are through concerns over the im
pact of environmental policies on 
international competitiveness, and through 
the assertion of jurisdiction over other na
tions' environmental priorities and prac
tices. The third and most obvious way is 
through the transborder spillover of pollu
tion into another country or the global com
mons (primarily the upper atmosphere and 
the oceans). Although current concerns 
with the environment encompass a wide 
range of issues, from water pollution to 
ozone depletion, and the treatment of ani
mals to standards for pesticide residues in 
food, they all share a common need for 
multilateral cooperation, not only to mini
mize potential trade frictions, but especially 
to identify and implement workable and 
effective solutions to regional and global 
environmental problems. 

As a result, it is no longer possible for a 
country to create an appropriate environ
mental policy entirely on its own. Even 
when environmental problems are domestic 



GATT FOCUS 3 

(in the sense that no pollution is escaping 
across the border), an attempt by countries 
to go it alone on environmental policies 
would sooner or later lead to frictions with 
trading partners and most likely to unilateral 
trade actions. What is needed is multilateral 
rules to guide countries in formulating their 
own environmental policies and in respond
ing to domestic complaints about the impact 
of their own and other countries' policies on 
international competitiveness. To back up 
the rules, a dispute settlement procedure is 
necessary for handling conflicts that cannot 
be resolved among the countries concerned. 
If existing rules and procedures are judged 
to be adequate for the task, fine. If not, some 
negotiated changes will be necessary. 

When an environmental problem in
volves a transborder physical spillover, the 
only alternative to unilateral actions based 
on economic and political power is for 
countries to cooperate in the design, imple
mentation and enforcement of an appropri
ate multilateral agreement for dealing with 
the problem at hand. This will often also be 
the case with assertions of jurisdiction over 
other countries' practices and policies, in
cluding the treatment of animals and endan
gered species. 

Regardless of the nature of an environ
mental problem, the contribution of multi
lateral cooperation is to reduce the 
possibility that solutions are affected by dif
ferences in the economic and political 
strengths of the parties involved. Given the 
justifiable basis for a diversity of environ
mental standards among countries, it is im
portant to minimize the risk of solutions 
being imposed by the larger or richer coun
tries. 

Negative incentives—in particular, the 
use of discriminatory trade restrictions on 
products unrelated to the environmental is
sue at hand - are not an effective way to 
promote multilateral cooperation. Alterna
tively, the use of positive incentives coupled 
with peer pressure can be a viable option 
—and all the more so since the likelihood 
of negative incentives being a workable and 
sustainable approach in the medium term 
and across a range of issues is open to 
serious doubt. 

The role of trade policy 

There is much support for the view that 
unilateral restrictions on trade would 

never be the most efficient instrument for 
dealing with an environmental problem. Of 
course it is always possible to find an exam
ple, hypothetical or taken from the real 
w orld. which appears to contradict that con
clusion. But always at the base of such an 
example would be a national environmental 
policy that is considered inappropriate. 

If all countries participated in all interna
tional environmental agreements, there 
would be nothing more to add. However, it 
is often a challenge just to get a critical mass 
of countries—let alone all countries—to 
participate in an international environ
mental agreement. As soon as participation 
is less than universal, trade policy re-enters 
the picture, albeit in a different role. Trade 

Income and pollution 

On a priori logic, economic growth 
need not worsen pollution. But, em

pirical evidence to prove the point is not 
always easy to find. A 
recent study suggests, 
however, that income 
growth has been asso
ciated with reduced 
pollution over signifi
cant ranges of per cap
ita income. 

The study (Gross
man and Krueger, 
1991) is based on data 
collected by the Global 
Environmental Moni
toring System 
(GEMS). The GEMS 
project—a joint ven
ture of the World 
Health Organization 
and the United Nations 
Environment Pro
gramme—has moni
tored air quality in , 
urban areas throughout 
the developed and de
veloping world since 1976. Concentra
tions of sulphur dioxide and suspended 
particles are measured frequently by com
parable methods in several different loca
tions in each of the participating cities. 

Analysis of the data related the levels of 

pollutants to various characteristics of the 
sites and cities (whether the site was situ
ated in the city-centre or suburbs, whether 

the city was situated 
on a coast or not, its 
population density, 
and so forth) and to 
the level of per cap
ita GDP in the coun
try in which the city 
was located. 

The Chart—de
picting the variation 
in sulphur dioxide 
pollution attribut
able to variation in 
per capita income 
across countries and 
time—is typical of 
the study's findings. 
Concentrations of 
SO2 have risen with 
income at low levels 
of per capita GDP, 

Z . us» fallen with income 
at higher levels of 
per capita GDP, and 

eventually leveled off in the most ad
vanced economies. The estimated turning 
point comes at about $5,000 (1988 US 
dollars). The conclusions for smoke pollu
tion are much the same as those for SO2 
pollution. I 

measures could be used as one type of carrot 
—or. despite the arguments noted above, as 
one type of stick— to encourage participa
tion. 

Past experience suggests that the organ
izers of an environmental agreement are 
also likely to consider including trade pro
visions—that is. measures affecting trade 
only in the product or products covered by 
the agreement—designed to minimize the 
extent to which trade between participants 
and non-participants could undermine the 
agreement. Recalling that a country's trade 
in a particular product is nothing more than 
the difference between production and con
sumption, there is also the option of control
ling both production and consumption in the 
participating countries. In this case there 
would be no need to have separate controls 
on trade flows. 

The risk of protectionist 
responses 

There is much evidence which points to 
a serious risk of environmental issues 

and concerns being exploited by protection
ists for their own benefit. This can occur at 
any of several stages: by promoting policies 
that discriminate against imports as part of 
the solution to environmental problems, by 
biasing the choice between positive and 
negative incentives in favour of trade sanc
tions, by pushing for the inclusion of unnec
essary trade provisions in multilateral 
agreements, or by deliberately promoting 

product standards that place a proportion
ately greater cost burden on foreign produc
ers. These concerns are heightened by the 
efforts of protectionist groups to draw envi
ronmental groups into implicit or explicit 
alliances. 

If the use of inefficient policies to 
achieve environmental goals were costless 
for environmental interests, then practical 
politics might argue for embracing such 
coalitions whenever possible. But it is not 
likely to be costless, and certainly not in the 
medium and long term. Biases that protec
tionist interests introduce into the environ
mental policy package increase the costs of 
environmental improvements. In the longer 
term, this can only reduce the amount of 
improvement the society will be willing to 
undertake. When that happens, the protec
tionist interests gain not only at the expense 
of the rest of the economy, but also at the 
expense of the natural environment. 

Risks and opportunities for 
the trading system 

There is a serious risk that the trading 
system could get badly bruised by a 

rush to deal with environmental issues 
which are viewed as urgent by important 
segments of the population in an increasing 
number of countries. To someone unfamil
iar with, or indifferent to. the contribution 
of economic efficiency and the trading sys
tem to postwar economic prosperity, trade 
measures can too easily seem to be low cost 
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Restricting trade in lumber 

To what extent would a general ban on trade in tropical logs 
reduce deforestation? The answer is: hardly at all. (ILO Photo) 

One especially unconvincing case for 
trade restraints on environmental 

grounds involves tropical timber. A num
ber of groups have called for export or 
import restraints on tropical timber be
cause of various concerns, including the 
effect of commercial logging in alienating 
the land of aboriginal peoples living in 
tropical forests, in contributing to the loss 
of genetic diversity of timber species and 
to the potential extinction of plants and 
animals, and in reducing the absorption of 
C02 from the atmosphere. 

Attention to date has focused on tropical 
log trade. To what extent would a general 
ban on trade in tropical logs reduce defor
estation? The answer is: hardly at all, for 
the following reasons: 

• Only 0.5 per cent of log production in 
developing countries is exported in log 
form; 

• A ban on log exports would simply en
courage logs to be sawn and perhaps 
processed into panels before being ex
ported from developing countries (but 
with more wasting of timber and other 
resources because of relatively poor 
sawmill technology and management); 

• Even if a ban on trade were extended to 
include sawn wood and wood panels 
made from tropical logs, it would have 
only a minuscule effect on felling, be
cause even the sum of log plus processed 
timber exports amounts to less than one 
percent of trees felled in developing 
countries; 

• Through lowering the price of tropical 
timber, such a ban would reduce the 
incentive to protect existing forests and 
to establish new ones in developing 
countries; 

• Four-fifths of trees felled in developing 

countries are used as 
fuel directly or in the 
form of charcoal. 
This is largely be
cause people are too 
poor to be able to 
purchase other fuels 
such as kerosine and 
need, in any case, to 
clear land (often 
slash-and-bum style) 
to be able to produce 
food for their grow
ing population in the 
absence of enough 
paid employment op
portunities; and 
Little more than half 
the world's timber 

comes from tropical countries, so atten
tion also needs to be focus on forest 
management in industrial countries. 
Should a developing country nonethe

less take account of the concerns of other 
(including industrial) countries when de
termining its policy on forests? A country 
with a low ratio of carbon emissions per 
hectare of forest is effectively exporting, 
free of charge, "carbon absorption serv
ices" to the rest of the world. However, 
since it is not paid for those services (and 
for maintaining wilderness areas and a di
versity of species), it has little or no incen
tive to take such services into account in 
deciding on the optimal management of its 
forest resource. The argument that it 
should maintain its forests because "they 
belong to the world at large" is unpersua-
sive to many people. After all, the argu
ment goes, almost 80 per cent of the 
greenhouse emissions resulting from hu
man activities are generated in industrial 
countries, so it is those countries which 
should look to solutions to global warming 
rather than ask lower-income countries to 
provide the solution. 

Reducing emissions of greenhouse 
gases is obviously the most direct way to 
reduce the threat of global warming. But if 
deforestation is considered undesirable for 
other reasons, then some form of interna
tional agreement and possible compensa
tion to lower-income countries which are 
home to large forests needs to be consid
ered. Perhaps the most effective way to 
slow the deforestation of tropical coun
tries, however, is to promote employment 
and income growth for rural people in 
those countries, for example through eco
nomic policy reform at home and access to 
markets abroad. B 

and readily available tools for pursuing en
vironmental goals. 

As regards the design and implementa
tion of environmental policies. GATT rules 
place essentially no constraints on the abil
ity of countries to use appropriate policies 
to protect their environment from damage 
from domestic production activities or from 
the consumption of domestically produced 
or imported products. Concern over the pos
sibility that technical or other kinds of regu
lations could create unnecessary obstacles 
to trade has led. it is true, to certain multi
lateral disciplines. But those disciplines 
contain qualified exceptions for actions re
lated to protecting or impro\ ing the envi
ronment. 

When the environmental problem is due 
to production or consumption activities in 
another country, the GATT rules are more 
of a constraint, since they prohibit making 
market access dependent on changes in the 
domestic policies or practices of the export
ing country. The rationale for this is that to 
do otherwise would invite a flood of import 
restrictions as countries (especially those 
with large markets) either attempted to im
pose their own domestic environmental, 
economic and social policies on other coun
tries, or used such an attempt as a pretext for 
reducing competition from imports. 

Furthermore, the fact that GATT rules 
block the unilateral use of trade measures to 
dictate changes in the environmental poli
cies of other nations does not mean that 
governments are powerless. They still have 
the possibility of negotiating a multilateral 
solution or, failing that, of requesting a 
GATT waiver. These options offer the pros
pect of resolving environmental problems 
and conflicts, while at the same time effec
tively guarding against the excesses that 
would result from unilateralism. 

In other words, GATT rules could never 
block the adoption of environmental poli
cies which have broad support in the world 
community. This is because in most in
stances the support of two-thirds of GATT's 
membership—currently 69out of 103 coun
tries—is sufficient to amend the rules or 
grant a waiver. What the rules do constrain 
is attempts by one or a small number of 
countries to influence environmental poli
cies in other countries not by persuasion and 
negotiation, but by unilateral reductions in 
access to their markets. 

The real risk, therefore, is not that trade 
policies will be used, but that they will be 
used unilaterally. If the door were opened to 
use trade policies unilaterally to offset the 
competitiveness effects of different envi
ronmental standards, or to attempt to force 
other countries to adopt domestically-fa
voured practices and policies, the trading 
system would start down a very slippery 
slope. Countries are not clones of one an
other, and will not wish to become so—cer
tainly not under the threat of unilateral trade 
measures. 

The opportunities presented to the trad
ing system consist mainly in exploiting the 
various ways in which open international 
trade can contribute, in conjunction with 
appropriate national environmental poli

cies, to the improvement and protection of 
the environment. From an institutional 
standpoint there is a need for a careful ex
amination of the existing rules to be certain 
that they do not hinder multilateral efforts 
to deal with environmental problems. This 
will be one of the important tasks of GATT's 
recently activated Group on Environmental 

Measures and International Trade. 

More broadly, the economic growth 
stimulated by open trade policies increases 
wealth and spreads knowledge and informa
tion, which in turn increase the range of 
choices available to consumers, including 
the option of choosing to enjoy the services 
of a higher quality environment. I 
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February Council 

Action urged on tuna panel report 
Many GATT members have called for 

the early adoption of a panel report 
critical of a United States' ban. taken to limit 
killing of dolphins, on imports of Mexican 
yellowfin tuna. At the Council meeting on 
18 February, they said that the matter was 
no longer simply a bilateral question be
cause a recent US court decision had ex
tended a secondary embargo to around 20 
more contracting parties. 

At the same meeting, the Council re
solved a dispute between the United States 
and Canada through the adoption of a panel 
report. The panel found Canadian prov
inces' treatment of imported beer inconsis
tent with GATT provisions. A panel report 
with a conclusion that a US countervailing-
duty action on Brazilian non-rubber foot
wear contravened the most-favoured-nation 
provision of the General Agreement was 
presented to the Council. The Council also 
heard a Yugoslavian request for a panel to 
examine recent trade sanctions imposed by 
the European Community. 

Aside from dispute settlement, new trade 
arrangements figured prominently at the 
meeting. The Council approved the submis
sion to a vote by GATT members of a deci
sion granting a waiver to a preferential trade 
arrangement between the United States and 
the Andean nations aimed at combating il
licit trafficking of narcotics. The European 
Community reported on the signing of asso
ciation treaties with Poland. Hungary and 
the Czech and Slovak Federal Republic as a 
first step towards free-trade agreements in 
the future. The EFTA countries announced 
a free-trade agreement with Turkey. Finland 
informed the Council of the signing of a 
trade agreement with Estonia. 

Finally, the trend towards more open 
trade in the developing world was again 
confirmed by Colombia's announcement 
that it was disinvoking the GATT cover for 
trade restrictions maintained by developing 
countries experiencing balance-of-pay-
ments difficulties. 

Tuna panel report presented 

The panel report on US restrictions on 
imports of yellow fin tuna from Mexico 

was on the agenda at the request of the 
European Community. This report was cir
culated to GATT members in September 
1991 but consideration by the Council had 
been held back due to continuing bilateral 
consultations between the United States and 
Mexico on the matter. The report was dere
stricted at the request of the United States 
and Mexico in November 1991. 

The panel chairman. Mr. Andrâs Szepesi 
(Hungary), introduced the panel report to 
the Council (see Focus No. 86). He empha
sized that the task of the panel had been to 
examine the dispute in the light of current 
GATT provisions and not to rule on the 

appropriateness of the United States' and 
Mexico's conservation policies as such. 
Furthermore, the panel believed that the 
adoption of the report would affect neither 
the rights of individual GATT members to 
pursue internal environmental policies and 
to cooperate with one another in harmoniz
ing such policies, nor the right of the Con
tracting Parties to jointly address 
international environmental problems. 

The panel had noted that the GATT im
posed few constraints on a contracting 
party's implementation of domestic envi
ronmental policies. The panel also noted 
that the GATT environmental exceptions 
(Article XX, paragraphs "b" and "g") did 
not specify criteria limiting the range of life 
or health protection policies, or resource 
conservation policies for the sake of which 
they could be invoked. It suggested that the 
Contracting Parties could set these criteria 
by amending or supplementing provisions 
of the GATT or waiving obligations there
under. 

The panel concluded that the US import 
prohibition on yellowfin tuna from Mexico 
and from ""intermediary nations" was con
trary to GATT Article XI: 1 (on elimination 
of quantitative restrictions ) and was not jus
tified by the exceptions in the General 
Agreement. On the other hand, the panel 
ruled that the two other measures com
plained against did not contravene the Gen
eral Agreement: the so-called "Pelly 
Amendment" to the Fishermen's Protective 
Act of 1967 and the provisions of the US 
Dolphin Protection Consumer Information 
Act regarding "dolphin safe" labelling of 
tuna products. 

The European Community explained it 
had asked for a full Council debate on the 
tuna report because the report addressed 
important issues affecting the interests of all 
GATT members. It said that the impression 
in some quarters that the report had placed 
environmental and trade interests on a col
lision course was wrong. The EC pointed 
out that the panel's conclusions confirmed 
that the General Agreement imposed very 
few conditions on domestic environmental 
measures, and that solutions to problems on 
trade-environment measures should be pur-

Russian Federation assumes 
USSR's observer seat 

The Council Chairman announced at 
the start of the meeting that in line with 

the practice that in political matters GATT 
would follow decisions by the United Na
tions, the GATT observer status pre
viously conferred to the former Soviet 
Union would be continued through the 
Russian Federation. 

He said that on 24 December 1991, the 
Russian President Boris Yeltsin informed 
the UN Secretary General that the mem
bership of the former USSR in the United 
Nations, including the Security Council, 
and in other organs and organizations of 
the United Nations was to be continued, 
with the support of the Commonwealth of 
Independent States, by the Russian Fed
eration. In a letter dated 26 December 
1991, the Permanent Mission of the USSR 
in Geneva informed the GATT of this 
change. M 

sued through international cooperation. The 
panel had only condemned a unilateral 
measure which had extra-territorial implica
tions, it said. 

The EC expressed concern over a secon
dary embargo by the United States on tuna 
imports from an additional twenty contract
ing parties, including four Community 
members (France. Italy, Spain and the 
United Kingdom). It argued that the adop
tion of the report was a necessary first step 
towards clarifying the relationship between 
GATT rules and environmental measures. 
"The two parties concerned would be doing 
GATT a disservice by removing the issue of 
the panel report from the table—what had 
started as a dispute between two parties was 
now of interest to all of us." it concluded. 

Venezuela shared the EC concern over 
the secondary embargo on tuna products. It 
noted that the US court order of 31 January 
1992 called for intermediary nations to ban 
imports of tuna from Venezuela and Mexico 
to avoid the secondary embargo. "This 
would not only require the United States to 
Molate GATT rules but would also require 
other nations to do the same or relinquish 
their rights to export tuna to the United 
States." it charged. Venezuela contended 
that the US Marine Mammal Protection Act 
had not given effective protection to dol
phins but instead had distorted world trade 
and encouraged tuna fleets to leave the east
ern tropical Pacific. It added that dolphins 
were neither an endangered nor a threatened 
species. 

Mexico said that while it shared US en-
\ ironmental goals, it strongly believed that 
the US Marine Mammal Protection Act was 
aimed at protecting US fishing fleets and not 
dolphins. It pointed out that the US measure 



6 GATT FOCUS 

applied only to a certain part of the seas 
without US fishing fleet's presence, and 
only to yellowfin tuna, while dolphins and 
tuna were found in many parts of the world. 
Mexico welcomed the conclusions of the 
report but it was willing to give others the 
opportunity of time and "the right atmos
phere" to further study the issues involved. 

The Nordic countries (Iceland, Finland, 
Norway and Sweden) welcomed a discus
sion of a report, which they said had been 
"in limbo" for sometime. They said that the 
two parties involved, as was their right, ap
parently had decided to settle the matter 
bilaterally. They said that the report indi
cated that there were limits on ways in w hich 
a national legislation could be extended to 
other countries but it also pointed in the 
direction of international cooperation in the 
environmental field. In endorsing the report, 
they said it was clearly not inimical to envi
ronmental concerns. 

Hong Kong said that inaction on the 
panel report posed the danger of diminish
ing the credibility of the GATT. It stressed 
that the contracting parties had the collec
tive responsibility for the adoption of the 
panel report within a reasonable period. 

Canada welcomed the panel's recom
mendations regarding what it said were ex
tra-territorial and unilateral measures. It 
said the United States' secondary embargo 
was unacceptable and stressed this was no 
longer a bilateral issue. It supported the 
adoption of the report. 

The United States representative. Am
bassador Rufus Yerxa, noted the wide par
ticipation in the debate, counting some 17 
representatives on behalf of 35 contracting 
parties who had spoken in favour of adopt
ing the report. He said the views expressed 
would be reported to Washington. There 
seemed to be support among GATT mem
bers, including Mexico, for the US objective 
of saving the dolphins, he said. He added 
that to prevent conflicts between environ
ment and trade interests, where there could 
be no winner, "we must find multilateral 
solutions that showed a high respect for the 
environment". 

He stressed that the US Administration 
had no jurisdiction over the embargo, which 
was the result of a court order. The Admini
stration, he said, had appealed the case to a 
higher court but had been unsuccessful in 
obtaining a suspension of the tuna embargo. 
He said that it seemed that the only course 
available for resolving the matter would be 
to seek the appropriate legislation in the US 
Congress. 

Beer panel report adopted 

The United States urged the Council to 
adopt a panel report (see sidebar) con

taining a recommendation that Canada en
sure that provincial liquor boards comply 
with GATT provisions in their treatment of 
imported beer. It recalled that Canada had 
promised at the Forty-Seventh Session of 
the Contracting Parties in December 1991 
(see previous Focus) to agree to the adop
tion of the report at the first Council meeting 
of 1992. 

Canada said it stood by its commitment, 
and would comply with the panel's recom
mendations. It noted that this was the first 
time a GATT panel had ruled that a contract
ing part had not met its obligations under 
Article XXIV: 12 (that a contracting party 
ensure that regional and local governments 
observe GATT rules). It stressed that since 
the adoption of a related panel report in 
1988. the provincial systems, through a bi
lateral agreement with the European Com
munity (the complainant in the previous 
panel), had taken steps to bring their prac
tices on wine and spirits into compliance 
w ith the General Agreement. Extensive con
sultations with the provinces were under
way to address the panel 's 
recommendations. Canada underlined its 
commitment to meeting its obligations but 
it also pointed out that "the issues involved 
were complex—some changes could be im
plemented administratively and some 
would require legislative action". 

Canada drew attention to a notice pub
lished on 27 December 1991 in the US 
Federal Register that substantially increased 
duties might be imposed on Canadian beer 
and malt beverages by 10 April 1992 in the 
absence of satisfactory progress in bilateral 
talks. It objected to w hat it called the setting 
of arbitrary deadlines on this matter and 
stressed that any retaliatory trade action 
must first be authorized by the Council. 

Panel report on on footwear 

The Council considered for the first time 
a panel report on a trade dispute be

tween Brazil and the United States. Brazil 
had complained that the United States had 
discriminated against Brazilian non-rubber 
footwear in backdating an obligation under 
the Subsidies Agreement (injury test before 
imposition of countervailing duties) to the 
date of the Brazilian request for an injury 
review (October 1981) instead of the the 
date of entry into force of the Code (January 
1980). It had argued that the US action was 
inconsistent with the most-favoured-nation 
principle of GATT (Article I) because the 
US had backdated its obligation to January 
1980 with respect to certain products from 
India, Trinidad and Tobago and Mexico. A 
panel established under the Subsidies 
Agreement had already ruled that the US 
countervailing action was consistent with 
the Code. 

The panel established by the Council 
found that the United States, under Section 
104(b) of the Trade Agreements Act of 
1979, had failed to grant to signatories to the 
Subsidies Agreement the advantage ac
corded in Section 331 of the Trade Act of 
1974 to like products originating in coun
tries beneficiaries to the United States' GSP 
programme. This advantage involved the 
automatic backdating of the revocation of 
countervailing duty orders issued without 
an injury determination to the date on which 
the US assumed the obligation to provide an 
injury determination. The panel concluded 
that the United States had acted inconsis
tently with Article 1:1 of the General Agree
ment. As Brazil had only requested a general 

ruling, the panel did not issue a recommen
dation on action by the United States. 

Brazil welcomed the panel's conclusions 
and urged the immediate adoption of the 
report. It said the panel's findings were also 
important for other GATT members because 
they upheld the most-favoured-nation prin
ciple of GATT "which is at the heart of the 
General Agreement". 

The United States said it was still study
ing the report, and requested the Council to 
defer consideration until the next meeting. 

Yugoslavia requests panel on 
EC trade sanctions 

Yugoslavia asked for a dispute-settle
ment panel to examine trade sanctions 

imposed by the European Community in 
November 1991 (see Focus No. 87). which 
it said contravened the General Agreement. 
It criticized a further EC measure for differ
ential treatment of parts of Yugoslavia as 
contrary to the most-favoured-nation re
quirement of GATT Article I. It added that 
the Community had not responded to its 
request for consultations on the matter. 

The European Community doubted 
whether measures limited to w ithdrawal of 
trade preferences could run counter to Arti
cle I. It w as unable to consult because of "the 
fluidity of the situation". However, the 
Community noted "the climate has been 
changing" and it could now accede to Yugo
slavia's request for consultations. 

Waiver for anti-narcotics pact 

The United States said Bolivia, Colom
bia. Ecuador and Peru were "paying a 

heavy political price because of the high 
number of lost lives and substantial deple
tion of their national treasuries" in the fight 
against illicit trafficking in narcotics. The 
Andean countries, the United States said, 
were "asking for trade, not aid" to give their 
citizens opportunities to engage in trade in 
legitimate products as an alternative to nar
cotics trafficking. In response, President 
Bush signed into law in December 1991 the 
Andean Trade Preference Act (ATPA). 

The United States requested that the 
ATPA be granted a ten-year waiver from the 
most-favoured-nation provision of the 
GATT It said that as the Act covered only 
0.1 per cent of US imports, trade would not 
be diverted from other suppliers. It prom
ised to notify any trade-related measures 
taken under this law; to consult with any 
interested GATT member; and to submit 
annually a report on the implementation of 
the ATPA. Noting that a second Drug Sum
mit involving the United States, Mexico and 
the Andean countries would shortly take 
place, the United States said that an imme
diate decision on this matter would be im
portant. 

Many delegations shared the United 
States' concern over trade in illegal drugs 
and supported in principle the US request. 
However, some of them stressed the need 
for GATT to regularly monitor the trade 
effects of any preferential arrangement. 

The Council approved the text of a draft 
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US/Canada: Import, distribution and sale of beer by provincial agencies 

Timetable: Following the 
failure of bilateral con

sultations, the Council estab
lished a panel on 6 February 
1991 to examine the United 
States' complaint. On 18 Sep
tember 1991, the panel sub
mitted its report to the two 
parties. The report was pre
sented to the 47th Session of 
the Contracting Parties in De
cember 1991. It was adopted by the Council on 18 February 1992. 
Background: In Canada, provincial liquor boards have a monop
oly on the importation of beer and other alcoholic beverages into a 
province, whether from a foreign country or from another province. 
By virtue of the 1928 Importation of Intoxicating Liquors Act, 
Canadian importers and consumers cannot bypass the provincial 
liquor boards by importing directly. Each province requires the 
procuraient of a licence to manufacture, keep and sell beer in its 
territory. No foreign brewer is permitted to sell beer in a province 
except through the liquor board. With the exception of two prov
inces, imported beer must be sold to the provincial liquor boards 
which, as a commercial and administrative matter, either require or 
arrange delivery to their own central distribution centres in the 
provinces. Generally, any supplier of alcoholic beverages wishing 
to sell a product in a province must first obtain a '"listing" from the 
provincial marketing agency. Retail prices of beer include federal 
customs duties and taxes as well as provincial taxes, mark-ups and 
cost-of-service charges imposed by the liquor boards. These pro
vincial mark-ups, charges and minimum pricing arrangements are 
sometimes applied differently between imported and domestic 
beers. Some of the practices of Canada's provincial liquor boards— 
with respect to wines and spirits as well as beer—were found to be 
contrary to the GATT in a 1988 panel report, following a complaint 
by the European Community. 

The US complaint: The United States asked the panel to find a 
variety of practices on imported beer - in some or all provinces -

contrary to the General Agreement. These practices included listing 
requirements; restrictions on access of imported beer to points of 
sale; restrictions on private delivery; price mark-ups; minimum 
price requirements; taxes on beer containers and notification pro
cedures for new liquor-board practices. In particular, the United 
States considered various of these practices to be contrary to GATT 
Articles II (security of tariff concessions); III (national treatment); 
XI (elimination of quantitative restrictions); and XVII (operation 
of state trading enterprises). 

Canada's defence: Canada made a detailed defence of the prac
tices complained of and asserted that it was taking the reasonable 
measures available to it to ensure observance of the GATT by 
provincial marketing agencies with respect to beer. 
The panel's conclusions: The panel reached conclusions on nine 
practices covering, in each case, one or more provinces. In five 
instances, the measures were found to be inconsistent with GATT 
obligations. These included restrictions on access of imported beer 
to points of sale; restrictions on the private delivery of beer; 
differential mark-ups; and minimum price requirements. The panel 
also found that following the 1988 undertaking, Canada had "failed 
to make serious, persistent and convincing efforts to ensure obser
vance of the provisions of GATT by the liquor boards". 

The panel recommended that the Contracting Parties request 
Canada: 
• In respect of access to points of sale and differential mark-ups 

(found in 1988 to be inconsistent with Canada's GATT obliga
tions), to take such further reasonable measures as may be 
available to it to ensure observance of the provisions of the 
General Agreement by the liquor boards in its provinces; 

• In respect of the other measures found to be inconsistent with the 
General Agreement, to take such reasonable measures as may be 
available to it to ensure observance of the provisions of the 
General Agreement by the liquor boards in its provinces; 

• To report to the Contracting Parties on the measures taken in 
respect of access to points of sale and differential mark-ups 
before the end of March 1992 and in respect of the other matters 
before the end of July 1992. • 

decision granting the waiver and recom
mended its adoption in a postal ballot b> the 
Contracting Parties. It also agreed that upon 
the adoption of the w ajver decision, a w ork-
ing party would be established to examine 
the ATPA and report back to the Council. 

Romania to renegotiate 

Romania requested renegotiation of its 
1971 Protocol of Accession to the 

GATT. This had now become obsolete, it 
said, and should be replaced « ith a standard 
Protocol reflecting the changes in the coun
try. 

It said that when it was negotiating entry 
to GATT, it had no customs tariff regime. Its 
Protocol of Accession therefore contained 
specific provisions, including a commit
ment to increase imports from GATT mem
bers as a whole "at a rate not smaller than 
the growth of total Romanian imports pro
vided for in its Five-Year Plans." 

The Council, Romania said, had been 
regularly kept informed of the recent legal 
and practical steps for "the deregulation, the 
privatization and the liberalization of the 
economy." The country had abolished the 
central planning system and State monopoly 
on foreign trade and foreign exchange and 

an effectiv e customs tariff based on the Har
monized Svstem was in place. 

The Council agreed to establish a work
ing paru to conduct the renegotiation. 

Colombia disinvokes cover 

Colombia announced it would no longer 
invoke the GATT cover provided by 

Article XVIII:B to trade restrictions im
posed by developing countries experiencing 
balance-of-pav ments difficulties. The re
moval of the restrictions, it said, was the 
result of a programme to open the Colom
bian economy to trade and investment and 
expose industries to greater competition. It 
added it was contributing to the strengthen
ing of the multilateral trading system con
vinced that its trading partners, particularly 
the major ones, would also be doing their 
part by bringing the Uruguay Round to a 
successful conclusion. 

The chairman of the Balance-of-Pay-
ments Restrictions Committee. Mr. Jean-
François Boittin (France), reported on 
consultations held with Israel on 26 Novem
ber 1991. He said the Committee had en
couraged Israel to continue the process of 
import liberalization including the accelera
tion of its tariff reduction programme and. 

to announce a time schedule for phasing out 
the remaining restrictions in place for bal
ance-of-pav ments purposes. 

Philippines requests extension 

The Philippines reiterated a request made 
at the Forty-Seventh Session of the 

Contracting Parties for the extension of the 
time limit - from end of 1991 to the end of 
1992 - for aligning with GATT Article III 
(on national treatment) differential rates of 
sales and specific taxes on domestic and 
foreign cigarettes. It said that appropriate 
legislation had been submitted but had not 
vet been enacted by Congress because of 
pressing matters including the recent series 
of natural calamities. 

The United States and the European 
Community objected to a further extension 
of the time limit. They noted that the 1979 
Philippines Protocol of Accession to GATT 
had originally provided a time limit of five 
years, and this had been extended twice - in 
1984 and 1989. They said that this period 
had been more than sufficient for the Phil
ippines to observe its GATT obligations. 

The Council agreed to revert to this mat
ter at a future meeting. H 
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A sustained firming of beef prices would require that major suppliers align their production 
to medium-term trends in demand. <ILO Photo) 

Meat oversupply to 
persist failing structural 
changes, says report 

In 1991, the international beef markets 
faced sluggish prices, reflecting a contin

ued excess of global production over con
sumption. Large supplies of competing 
meats (poultry, pork and lamb) added to the 
downward pressure on beef prices. A major 
drop in prices was averted because the for
mer Soviet Union sharply increased its im
port demand. A sustained firming of beef 
prices would require that major suppliers 
align their production to medium-term 
trends in demand. 

These are among the conclusions of In
ternational Markets for Meat 1991192 pub
lished in February by the GATT (available 
in English, French or Spanish from the 
GATT Secretariat and accredited book sell
ers - price: Swiss Francs 25.-). The report 
examines trends in production, consump
tion and trade of bovine meat, and summa
rizes developments in pigmeat, poultry meat 
and sheepmeat. It offers an outlook for 1992 
and lists significant trade policy develop
ments in members countries of the Arrange
ment Regarding Bovine Meat. 

According to the GATT report, world 
exports of beef increased by close to five per 
cent in 1991. The European Community 
overtook Australia as the world's largest 
beef exporter. EC beef exports rose by an 
estimated 48 per cent to 1.16 million tons 
(carcass weight) while Australian ship
ments fell by 15.3 percent to 1 million tons. 
Brazil and the United States also saw size
able increases in beef export with 43.5 per 
cent and 14.5 per cent, respectively. 

The European Community's move to the 
top rank among world beef exporters was 
closely related to a 100.000 tons sale to 
Brazil, and an estimated 250,000 tons ex
ports to the former Soviet Union. In Novem
ber 1991. a barter deal involving another 
100,000 tons of beef to be exported from 
France to the ex-USSR was agreed. 

Although global beef imports increased 
by an estimated 3 1/2 per cent in 1991. 
purchases by the United States and Japan 
declined. Following a surge of beef imports 
earlier in the year, the United States imposed 
voluntary export restraint agreements on 
Australia and New Zealand in November 
1991. 

The GATT report highlights other key 
developments in the world beef market for 
1991: 
• Despite cattle herd rebuilding in major 

producing countries, world beef produc
tion increased in 1991. This development 
largely reflects higher average slaughter 
weights. 

• A trend towards a slowdown in the 
growth of cattle herds was observed in an 
increasing number of countries. Major 
factors behind this trend include genetic 
developments and improved cattle feed
ing and finishing techniques. These are 
likely to result in shorter cattle herd cycles 
in the years to come. 

• Despite efforts to encourage demand 
through promotion campaigns, per capita 
consumption stagnated or declined in 
most industrialized countries in 1991. In 
these, as well as in other countries, a 
trimming of household budgets resulted 
in lower consumption of beef. In addition, 
consumption of beef was adversely af
fected by the increasing price competi
tiveness of other meats. 

• Most Central and Eastern European coun
tries virtually disappeared from the beef 
export scene. This reflected both the eco
nomic and political changes underway in 
these countries and the loss of their major 
market: the Soviet Union. 

• In 1992. beef output is expected to decline 
in some major producing regions includ
ing the European Community and Central 
and Eastern Europe mainly as a result of 
falling cattle numbers. 

• Poor global economic prospects will 
dampen demand for beef in industrialized 
countries in 1992. 

• Competition from other meats will per-

The General Agreement on Tariffs 
and Trade (GATT) is a binding con
tract between 103 governments which 
together account for around 90 per 
cent of world merchandise trade. The 
objecthe of the contract is to pro\ ide 
a secure and predictable international 
trading environment for the business 
community and a continuing process 
of trade liberalization in which invest
ment, job creation and trade can 
thrive. In this way, the multilateral 
trading system contributes to eco
nomic growth and development 
throughout the world. 
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sist. but beef import demand is expected 
to strengthen in some markets in the Mid
dle East. North Africa and Asia. Overall. 
however, international beef trade is ex
pected to slightly shrink in 1992. I 

Seminar participants with members of the 
GATT Technical Co-operation Division. 
(Photo by Tania Tang/GATT) 

GATT seminar for 
least-developed countries 

The GATT Secretariat organized recently 
—with Norway's financial assis

tance—a week-long seminar on the Draft 
Final Act of the Uruguay Round for officials 
of least-developed countries. The seminar, 
held from 17 to 21 February at the GATT 
headquarters in Geneva, was attended by 
eight officials from the capitals of Bangla
desh, Benin. Burundi. Myanmar, Rwanda. 
Tanzania and Uganda. 

GATT experts briefed the officials on the 
main agreements comprising the Draft Final 
Act—including those on textiles and cloth
ing, agriculture, trade-related aspects of in
tellectual property rights and trade in 
services. They discussed with the officials 
from capitals possible implications of the 
Round package on the trading environment 
of the least-developed countries. I 


