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| NTRODUCTI ON
1. The present report reviews progress nmade in the inplenentation of the

obj ectives set out in chapter 2 of Agenda 21 (International cooperation to

accel erate sustai nabl e devel opnent in devel opi ng countries and rel ated donestic
policies),! since the United Nations Conference on Environnent and Devel opnent
(UNCED) in June 1992.2 Progress in the various programme areas of chapter Il of
Agenda 21 has not been even. Although sone progress has been made in

i npl enenting programe area B, particularly through intergovernnental

del i berations, progress in other areas has been remarkably slow Moreover, the
countries that are marginalized in trade are often those that are highly

i ndebted and do not have inflows of foreign investnent. WMaking trade and
sust ai nabl e devel opnent nutual |y supportive could follow a two-pronged approach
(a) identify priorities for |lowincone countries and (b) identify priorities for
m ddl e-i ncome devel opi ng countri es.

. ANALYSI NG AND EXAM NI NG SUCCESS STORI ES

A.  Pronoting sustainable devel opnent through trade

2. Progranme area A (Pronoting sustainabl e devel opment through trade) includes
anong its policy objectives: (a) pronote an open, non-discrimnatory and
equitable multilateral trading systeny (b) pronote access to markets for exports
of devel oping countries; and (c) inprove the functioning of commodity narkets,
and achi eve sound, comnpatible and consistent commodity policies at the nationa
and international levels with a viewto optimnizing the contribution of the
commodi ty sector to sustainable devel opnment, taking into account environmental
consi derati ons.

3. The nost significant devel opnent since the United Nations Conference on
Envi ronnent and Devel opnent (UNCED) as regards the trade-sustai nabl e devel opnent
nexus has been the adoption of the Uruguay Round of nultilateral trade
agreenents. The Uruguay Round agreenents represent a major step by the
international commnity towards the creation of a securer tradi ng environnent
via the construction of a nore fully rul es-based international tradi ng system
At the sane time, the Uruguay Round agreenents achi eved a significant
liberalization of trade by establishing tariff reductions, the conversion of a
wi de range of non-tariff barriers to transparent bound tariffs, the adoption of
enhanced and secure market access conm tnents, the application for the first
tinme of nmultilateral rules and disciplines to agriculture and services, and
[imtations on the use of subsidies to pronbte donestic production and trade.
The Uruguay Round agreements al so established a systemof nultilateral trade
obl i gations subject to a common dispute settlenment nechanismthat will place
nost countries at virtually the same level of multilateral obligation within a
relatively short tine.

4. The Uruguay Round agreenents can be expected to be a positive force on
international trade (on the demand side and consequently on the supply side as
well) and on trade-limted income growth, in two major ways. First, once they
are fully inplenented, the Uruguay Round Agreenent on Agriculture, market access

l...
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refornms in manufactured and industrial products, and the phasing out of the
Multifibre Agreement in textiles trade are projected to raise global incone

substantially (estimates range froman increase of US$ 40 billion to one of
US$ 215 billion relative to the 1992 base period gross donestic product of
approximately US$ 23 trillion). East Asian and - to a nmuch | esser extent - the

Latin Anerican devel opi ng regi ons are expected to benefit considerably fromthat
i ncone growt h, which should in turn enable themto make advances in addressing
i ssues of sustainability that are otherw se incone-constrained.

5. Second, there is a wide range of potential benefits fromtariff reductions
and tariffication, strengthened disciplines with respect to non-tariff measures,
and enhanced transparency and stability in the trade reginmes. Prelimnary
analysis to date indicates that significant new trade opportunities are expected
to open up for a wide range of agricultural commudities, including vegetable
oils and fats, oilneal, rice, wheat and maize, with correspondi ng i ncone gains
for the exporting developing countries. In the case of netals and mnerals, the
Uruguay Round agreenments will inmprove the prospects for vertical diversification
in devel oping countries. At the sane tine, the higher proportion of bound
tariff rates should stimulate investnment in |ocal processing before export. All
of these factors should reduce the incone-constraint on the adoption of policies
conduci ve to sustainabl e devel opnment.

6. It is possible, however - and the Uruguay Round agreenents have recogni zed
this - that during the reformprogranme |leading to greater |iberalization of
trade in agriculture, the | east devel oped and net food-inporting devel opi ng
countries may experience negative effects in terns of the availability of
adequat e supplies of basic foodstuffs fromexternal sources on reasonable terns
and conditions, including short-termdifficulties in financing normal |evels of
comercial inports of basic foodstuffs. Because of the |ink between poverty and
practices inimcal to sustainable devel opnment, particul arly unsustainable
cultivation methods, the risk of a negative inpact of the Uruguay Round
agreenments on the poorest and nost vul nerable countries nerits close attention
the Wrld Trade Organization (WO and - within the United Nations system- the
United Nations Conference on Trade and Devel opnent (UNCTAD) are nonitoring the
situation closely.

7. Oher possible sources of loss in the existing benefits of devel opi ng
countries arising fromthe U uguay Round agreenments will be the erosion of trade
preferences in their favour consequent upon the general tariff reductions, as
well as the shifts that may occur in Generalized System of Preferences (GSP)
opportunities as a result of trade and investnent diversion in favour of the
constituent menbers of proposed, emerging or enlarging areas or groupings of
free or preferential trade, or as a result of special or additional privileges
accorded to those nenbers by GSP-giving countries. Such costs and benefits,
however, shoul d not be considered separately fromthe potential direct and

i ndirect benefits expected to be derived fromthe overall positive inpact on the
worl d econony of the conclusion and inplenentati on of the Uruguay Round
agreenents. Moreover, since progress in other areas identified in Agenda 21
such as the provision of additional financial resources and access to and
transfer of technol ogy, has not been encouraging, it follows that trade
liberalization and i nproved nmarket access have becone even nore necessary as a
neans of generating finance for sustainable devel opnent.
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B. Mking trade and environnent nmutually supportive

8. Making trade and environment nutually supportive, inter alia, includes the
foll owi ng objectives: (a) to make international trade and environment policies
mutual |y supportive in favour of sustainable devel opnent, and (b) to clarify the
role of the General Agreenment on Tariffs and Trade (GATT)/ WO, UNCTAD and ot her

i nternational organizations in dealing with trade and environment issues.

9. In the post-UNCED period, intergovernnmental deliberations have been clearly
gui ded by efforts to make trade and environnment nutually supportive in the
pursuit of sustainable devel opnent. However, there are diverging views on the
amount of progress that has been achi eved, partly because different paths can be
foll owed to achi eve sustai nabl e devel opnent, so that priorities for specific
issues related to the interface between environnmental and trade policies differ
fromcountry to country, depending, inter alia, on environnental and

devel opnental conditions. [Intergovernnental deliberations at UNCTAD, WIQ, and
the Organisation for Econom c Cooperation and Devel opnent (OECD) have stressed
t he i nportance of coordination at the national |evel and cooperation at the

i nternational |evel.

10. Perhaps the nost inportant result of the intensive post-UNCED

i ntergovernmental deliberations is that, despite differing priorities across
countries as well as differing views on howto deal with specific trade and
environnent issues, it has been possible to maintain the nonentum generated at
UNCED and to pronote increased awareness and understandi ng, as well as |arger
confi dence and nutual respect between trade, environnent and devel opnental
conmuni ti es.

11. Thr oughout the post-UNCED debate, Governnents and civil society have
reiterated their commtments to both trade |iberalization and environmenta
protection. The principles contained in the Ri o Declaration on Environment and
Devel opnent and Agenda 21, as well as the principles of the multilateral trading
system have been strongly endorsed; the international community has continued to
strongly reject unilateralismand to seek nultilateral cooperative approaches.

12. Furthernore, intergovernnental organizations, such as UNCTAD, have given

high priority to inplenmenting an environnent/trade and devel opnment agenda, as
called for in paragraph 2.22 of Agenda 21

C. Providing adequate financial resources to devel oping countries

13. Two programme areas specifically identified for providing adequate
financial resources to devel oping countries are (a) reducing external debt and
(b) pronoting foreign direct investmnent.

14. The rising trend in the external debt of devel oping countries has
persisted since 1992, but trends in debt indicators for individual countries
vary considerably. Even with rising debt stocks, countries with good econonic
performance and market access (as exenplified by some countries in East Asia)
have seen their indicators inprove. Simlarly, for mddle-incone debtor
countries in Latin Arerica that had benefited fromBrady deals, the econonic
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situation has also inmproved. In many of the highly indebted poor countries

(H PCs), however, debt burdens remain unsustainably high. Wth respect to the
H PCs, the endorsenent by the international community of the initiative to
establish a conprehensi ve approach to H PC debt problens, which was | aunched by
the World Bank and the International Mnetary Fund at the neeting of the

Devel opnent Committee in Septenber 1996, marks an inportant advance. That
initiative ains to ensure that all creditors provide sufficient relief to allow
H PCs to achieve overall external debt sustainability, thus enabling themto
exit fromthe debt-rescheduling process and strengthen their poverty reduction
programes. Debt relief is conditional upon debtor countries establishing a
good perfornmance and policy record. Miltilateral agencies and non- OECD offi ci al
creditors are al so expected to participate in the initiative. The Paris Cub
group of official creditors (nostly OECD countries) has been providing debt
relief involving 67 per cent debt reduction (Naples ternms) since the beginning
of 1995 to a nunber of |owincone countries. The Paris Cub has now agreed to
go beyond Naples terns to provide debt reduction of up to 80 per cent for
countries qualifying for additional relief under the HHPC initiative.

15. During the 1990s, foreign direct investment (FDI) has cone to play an
increasingly inportant role with respect to providing devel oping countries with

sources of long-termcapital. According to the Wrld |Investnment Report 1996, 3
FDI flows to devel oping countries in 1995 reached record | evels of $100 billion
In addition, devel oping countries have becone inportant outward investors, wth
flows reaching $47 billion in 1995. Those trends are reflective of the

deepeni ng econonic ties between devel oped and devel opi ng countries, and of the
growi ng i nportance of integrated international production networks, which hold
the prom se of contributing to environnental objectives insofar as the

i ntegration of econom es through such networks encourages the transfer and

har moni zati on of environmentally friendly technol ogi es across borders. The
recent installation of state-of-the-art production facilities by a number of
autonotive producers in Mexico is an exanple of such a response.

[1.  UNFULFI LLED EXPECTATI ONS

A.  Pronoting sustainable devel opnent through trade

16. As regards comodity trade, upon which many devel opi ng countries -
particularly the poorest - remain heavily dependent, the positive (and
potentially negative) inpacts of the Uruguay Round Agreement on Agricul ture have
been nentioned above. Aside fromthe Uuguay Round agreenents, there has been
no significant breakthrough in international cooperation since 1992. Although
six international comodity agreenments (on cocoa, coffee, olive oil and table
olives, sugar, tropical tinber and wheat) have been renegoti ated and have
entered into force since then, and it is expected that the renegoti ated

I nternational Natural Rubber Agreement will soon enter into force as well, few
of those agreenments contain action-oriented provisions that are directed towards
i mproving the environmental |y sustainable characteristics of production or
consunption of the commpdity in question. Sone of the nore positive

devel opnents are descri bed bel ow.
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17. The International Agreement on Jute and Jute Products contains an

objective to give due consideration to environnental aspects in the activities
of the parties to the Agreenent, particularly by creating awareness of the
beneficial effects of the use of jute as a natural product. The Internationa
Agreenent on ADive Ol and Table dives al so includes a provision for giving due
consi deration to environmental aspects at all stages of olive and olive oi
production. Increased attention to the environmental aspects of comodity
production and processing gave rise to an international sem nar on the

envi ronnent al aspects of coffee production and processing, which was organi zed
by the International Coffee O ganization

18. Contributing to the process of sustainable devel opnment appears as an
explicit objective of the International Tropical Tinber Agreement. The

obj ectives of the Agreenent al so include enhancing the capacity of nenbers to

i mpl ement a strategy for achieving the exports of tropical tinber and tinber
products from sustai nably managed sources by the year 2000; the pronotion of the
expansi on and diversification of international trade in tropical tinber from
sust ai nabl e sources; the pronotion of increased and further processing of

tropi cal tinmber from sustainable sources in producing nenber countries; the
encour agenent of industrial tropical tinber reforestation and forest nmanagenent
activities, as well as the rehabilitation of degraded forest |and; and inproving
the marketing and distribution of tropical tinber exports from sustainably
nmanaged sources.

19. Efforts since UNCED to enhance the devel oping countries' capacities to
diversify their production away from heavy reliance on a handful of comuodities
have not attai ned notable success. A proposed fund for African comodity
diversification failed to make progress in the General Assenbly. Endeavours

wi thin UNCTAD have al so made little headway, although nenber States have
recently agreed to study particul ar successful experiences as a platformfor

i mproved policy-naking in this area. Simlarly, attenpts in UNCTAD to pursue
sustainability through the internalization of environmental costs and benefits
into conmmodity prices have been unsuccessful

B. Mking trade and environment nmutually supportive

20. It is widely perceived that nutual understandi ng between the trade,

envi ronnent and devel opnment communities is still insufficient, and that a |arger
consensus still needs to be built on a conmon agenda in order to strengthen the
mut ual supportiveness of trade, environnent and devel opnent. |nsufficient
progress has been nade in designing and effectively inplenmenting a wi de range of
positive measures. In particular, little progress has been made on initiatives
that favour countries with only a marginal participation in world trade, in
particul ar the | east devel oped countries.

21. In a nunber of cases, efforts to nake trade and environment mutually
supportive have been hindered by |ack of progress in other priorities identified
in Agenda 21 that have inplications for the trade and environnent interface, in
particul ar financial resources and nmechani snms (chapter 33) and the transfer of
environnental |y sound technol ogy, cooperation and capacity-buil ding

(chapter 34).
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C. Providing adequate finance to devel oping countries

22. In spite of the HHPC initiative, a rapid solution to the debt problens of
t he poorest countries nmay not be in sight, given the requirement that qualifying
debtor countries establish a good performance and policy record over three to
six years before becoming eligible for additional relief. Even in sone

| owi ncome countries that are pursuing sound policies, their Iowlevel of

devel opnent - characterized by structural rigidities, weak institutions and

adm ni stration, poorly functioning markets and deficiencies in skills and
infrastructure - have prevented a rapid and strong response to reformefforts,
whi ch may delay the provision of relief under the initiative. Mboreover,
countries in which the inplenentation of adjustnent progranmes has been |imted
or has been hanpered by civil strife, including a nunber of najor debtors that
have accumul at ed massi ve paynents arrears, would not seemto be candi dates for
early consideration under the schenme even though they are classified as H PCs.

23. Despite the overall positive trend with respect to internationa

i nvestnment, a nunber of concerns remain. At the regional |evel, the

mar gi nal i zation of Africa with respect to FDI flows remains troubling: FD
flows to Africa remained |largely stagnant in 1995 at $5 billion. Gven the
continent's substantial capital needs and serious environmental challenges, that
trend is of particular concern. Furthernore, it is not clear whether foreign

i nvestors have contributed enough | eadership with respect to fulfilling |oca
and gl obal environnmental targets. Finally, while FDI has contributed positively
to the econonmic stability of many devel oping countries, the increasing

i nportance of international portfolio investnent has rai sed concern about the
possi bl e negative effects that such volatile investment could have for the
stability of devel opi ng econonies that are exposed to such flows.

D. Encouragi hg econonic policies conducive
to sustai nabl e devel opnent

24. There is now a consensus that sustainable devel opment requires both
Governnments and firnms to take the | ong-term perspective into their decision-
maki ng processes. There is also a consensus that policy refornms take a | ong
time to design, inplenment and yield results, and that adjustment, particularly
in the | east devel oped countries, is a slow process that needs to take the |ong
view in dealing with the structural problens of such countries. However, that
consensus is not always reflected in the way in which structural adjustnent
programes are inplenented and funded. I|ndeed, those programes and the
facilities associated with them such as structural adjustnent facilities or
enhanced structural adjustment facilities, have relatively short horizons: they
are usually provided for one to three years and performance is assessed every
six months, which tends to shorten the tine horizon of policy nakers, forcing
themto seek quick results rather than pursue policies that yield results on a
sust ai ned basi s.

25. Simlarly, inadequate conmpensatory financing in the face of externa
shocks forces countries to make a swift adjustnent in their bal ance of paynents,
whi ch often necessitates, inter alia, a rapid increase in export earnings that

/...
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is sonetinmes attained at substantial environmental costs. Such distress exports
were particularly notable anong the m ddl e-income debtors in the 1980s, when
nost of themwere forced to accommpdate not only sharp declines in commodity
prices but al so cutbacks in | ending and nounting debt-servicing obligations. In
sone cases, efforts to attain a swift paynments adjustnent were an inportant
reason for further downward pressures on comodity prices through the fallacy of
conposition effect. Simlar conditions still prevail today anmong the H PCs.

[11. PROM SI NG CHANGES

A. Miking trade and environment nutually supportive

26. Several Covernnments have taken steps, including through institutiona
mechani sns, to achieve greater integration of trade and environnent at the
nati onal |evel, such as by pronoting better coordination between trade and
environnent mnistries. In a nunber of cases, there has been a |arger

i nvol venent of non-governnental organizations.

27. Progress has al so been made in inproving environnmental standards and
management practices to address | ocal, transboundary and gl obal environnental
probl ems. Such progress has been possible w thout conflict with the provisions
of the nmultilateral trading systemor with the inplenentation of trade

i beralization neasures agreed upon in the Uruguay Round negoti ations.
Simlarly, unnecessary adverse inpacts on trade have been | argely avoi ded.
Experi ence has been gained in the search for cost-effective solutions to
environnental problens and in establishing closer cooperation between governnent
and industry in environnental policy-naking.

28. Governnents have al so taken steps to firnmy include Agenda 21 foll ow up
activities, including in the area of trade and environnment, in the work
programes of GATT/ WO, UNCTAD and ot her rel evant international organizations.

29. In the case of GATT/WO the preanble to the Marrakesh Agreenent

Est abl i shing the World Trade Organi zation includes, for the first tine in the
context of the multilateral trading system reference to the objective of
sust ai nabl e devel opment and to the need to protect and preserve the environnent.
In addition, WO i ncl uded several references to environment within different
agreenments. Furthernore, the Marrakesh Mnisterial Decision on Trade and

Envi ronnment of April 1994 provides a mandate and terns of reference for the WO
Committee on Trade and Environnment, and the Singapore Mnisterial Conference
directed the Conmttee to continue its work under its existing terms of

ref erence.

30. Recently, the United Nations Conference on Trade and Devel opnent at its
ninth session (UNCTAD | X) renewed its nmandate in the field of trade, environnent
and devel opnent by endorsing decision 4/1 of the Comm ssion on Sustainabl e

Devel opnent on trade, environment and sustai nabl e devel opnent.

31. The role of other international organizations has been clarified by their
respective governing bodies. |In addition, the Conm ssion on Sustainable
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Devel opnent has played an inportant role in pronoting cooperation and
conplenmentarity in the work of WIQ, UNCTAD and UNEP, and in identifying gaps

32. Wth regard to the trade and environnment debate, efforts have been nmade to
achi eve a bal anced and integrated approach. |In particular, sonme efforts have
been made to include the devel opnent dinmension. Simlarly, several devel oping
countries have taken a nore proactive stance, adding to the debate a nunber of

i ssues of interest to devel oping countries.

33. In the course of such debate, it has been possible to build |arger
confidence in the ability of the nmultilateral trading systemto respond to
envi ronnent al consi derati ons and sustai nabl e devel opnent objectives. |ndeed,

the WIO Cormittee on Trade and Environnent has concl uded that discussions have
denonstrated that the nmultilateral trading systemhas the capacity to further

i ntegrate environnmental considerations and enhance its contribution to the
pronoti on of sustainable devel opnent wi thout underm ning its open, equitable and
non-di scrimnatory character; inplenentation of the U uguay Round agreenents
woul d represent a significant contribution in that regard.*

34. In addition, conceptual and enpirical analyses and debate have hel ped to
set aside some of the early and |l argely unsubstantiated fears that trade and
envi ronnent policies mght be inconpatible and thus I ead to inappropriate policy
choi ces.

B. Encouraging econom c policies conducive
to sustai nabl e devel opnent

35. The primary institutions of the United Nations systemdealing with
macr oeconom ¢ policies are the Wrld Bank and | M. Since UNCED, | M- has paid

increasing attention to the integration of environnment and macroeconom cs. In
addition to hel ping countries to achi eve sustai nabl e macroeconom ¢ and financi a
stability - a precondition for sustainable devel opnment - |IM assists its menbers

in preparing three-year policy frameworks that include environmental policies,
and in cooperation with nmenbers, integrates the macroeconon c and financi al

i mplications of environmental policies into the policy dialogue. Since UNCED,

I M- and the Wirld Bank have also initiated country-specific work to hel p make
countries aware of the feasibility of integrating macroeconom cs and

envi ronnental considerations, and staff regularly report on environmental issues
that arise in the course of their mssion work. Both institutions stand ready
to integrate environnmental (and other social) issues into their policy dial ogues
with countries, should the national authorities so desire. |M recently
explored the scope for further action in the area of sustainable devel opnent in
a publication on nmacroeconom cs and the environnent.
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I'V. EMERG NG | SSUES
A.  Pronoting sustainable devel opnent through trade
36. Despite the lack of progress cited above, there has neverthel ess occurred

a tangi bl e post-UNCED awakeni ng of concerns about the relationship between
econom ¢ growth and the natural environment, based on the realization that both
commodity and industrial production activities affect the natural resource base.
It has been recogni zed that changes in production patterns to make them

consi stent with sustainable natural resource use will be nore difficult to
effect if environmental costs and benefits are not taken into account in the
prices of products, or if the adoption of environmentally preferable production
met hods is not facilitated by market-based approaches.

37. At the sane time, there is concern anong devel opi ng countries that the
eventual introduction of environmental conditionalities in the commodity sector
m ght place an additional burden on commodity producers and divert resources
from normal devel opment programes. Those two related issues woul d appear to
nerit future attention, whether in the context of international comodity
agreenents or via other nmechani sns.

B. Mking trade and environment nmutually supportive

38. There is a need to give a new inpetus to the debate on trade, environnent
and devel opnent, based on an integrated and bal anced approach. Sustainable
devel opnent should focus on the pronotion of trade and investnent, building on
synergi es between trade liberalization, economc reform and inproved nmanagenent
of natural resources and the environnent. There is a need to pronote the

i nvol venent of the business community and civil society in the design of

speci fic enabling measures, including through capacity-building, especially in
the context of environnental practices of FDI. There is also a need to
undertake further empirical analysis and data collection to support the debate.

C. Providing adequate finance to devel oping countries

39. In the context of the HPC initiative, the concept and definition of debt
sustainability becones an inportant issue. Methodol ogical questions apart,
measurenent and criteria used in debt sustainability analysis require some
consi deration. For exanple, are criteria flexible enough to take into account
di fferent debt situations, in particular the budgetary burden of debt?
Moreover, in follow ng the methodol ogy required for debt sustainability

anal ysis, social and human devel opnment factors shoul d be eval uated, and

consi derati on needs to be given to the problens that debtor countries face in
practice.

40. The principal emerging issues with respect to international investment and
the need for sustainabl e devel opnent concern (a) the incorporation of countries
and regions that have not benefited fromthe FDI boom of the 1990s, (b) the
potential positive role that transnational corporations could play in
conjunction with Governnents in achieving global goals on emi ssion standards,

l.o..
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and (c) the continued conpetition anmong devel opi ng countries for foreign
capital. Wth respect to the last issue, it remains the case that to date the
benefits of international investnment for devel oping countries and for
sust ai nabl e devel opment have been achieved in the context of a process of
liberalization that has notivated transnati onal corporations to conpete actively
for markets in both goods and services and factors of production. Governments
will therefore increasingly have to consider and weigh policies with a viewto
encouragi ng and fostering healthy conpetition, and will have to avoid policies
that seek to attract capital at the expense of openness and conpetition or that
seek to attract capital on the basis of |owest comon denomni nator vari abl es.

D. Encouragi ng econonic policies conducive
to sustai nabl e devel opnent

41. In devel oping countries with a weak industrial base, a rapid and sustai ned
rise in the levels of incone depends on increasing i nvestnment, which has a very
high inmport content. That in turn requires an initial reliance on the

expl oitation of natural resources for the export earnings needed to finance

i mports and investnent. However, such exploitation can be detrinmental to
sust ai nabl e devel opnent if resources are non-renewabl e, such as mnerals, or if
the rate of their depletion exceeds the rate of their renewal, such as in the
case of tinber. The pressure on natural resources will vary anmong countries,

but it is likely to be greater when inports are liberalized before a sound and
conpetitive industrial export base is established.

42. Sust ai nabl e i nprovenents in growth thus require a shift away fromreliance
on natural resource endowrents towards a strengthening of the industrial base.
Successful industrialization experiences show that that process typically begins
with diversification to commodity processing and shifts to non-traditiona
agro-exports or resource-based industries in order to raise the industrial

val ue- added conmponent of production and exports. A subsequent step is to
devel op | abour-intensive industries of relatively |ow technol ogy, skill and
capital intensity, followed over tine by further upgrading into activities with
hi gher technol ogical and skill content, as profits fromresource-based exports
are rechannelled into newinvestnment. |If such an industrialization path can be
attai ned, the country can reduce not only its vulnerability to external trade
shocks but also its dependency on limted natural resources for the financing of
imports and investnment. Higher levels of investnent and industrial upgrading
can therefore contribute significantly to the protection of the natural resource
base and to a nore rational and sustainable use of primary commoditi es,
especially tinber, as well as mineral and other non-renewabl e resources.

43. Thus, adopting an integrated treatnent of the bases of econom c growth, by
not only ensuring macroeconom ¢ bal ance and stability but also directing
attention to the industrial base and incentive structures, may do much to
enhance the viability of policies that address the environmental and soci al
aspects of sustainabl e devel opment in individual countries.
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E. Recommendations for future work
44. Further anal ysis and debate should focus on issues such as: (a) the

search for positive incentives to assist devel oping countries in upgrading

envi ronnent al standards, including those related to non-product-rel ated process
and production nethods; (b) successful experience with the internalization of
environnental costs in the case of specific comodities; (c) the effective
promoti on of access to and transfer of technology to help resolve trade and
envi ronnent issues; (d) policies and nmeasures for maximzing the role that FD
can play in supporting devel oping countries in their efforts to achieve the

obj ectives of sustainable devel opnent, including in the context of nultilatera
envi ronnental agreenents; (e) trade and environnent issues at the regiona
level, including in the context of regional econonic and trade agreenents;

(f) the special conditions and needs of small and nmediumsized enterprises in
the trade and environment interface; and (g) the identification of innovative
positive approaches to environnental measures, including in the framework of

nmul tilateral environnental agreenents. Such work should give consideration to
enmergi ng trade and environment issues, for exanple in the context of policies in
the field of climate change and the conservation of biological diversity. In
addition, for the | east devel oped and | owi nconme countries, the possibility of
targeting devel opnment aid as well as providing trade concessions for pronoting
sust ai nabl e devel opment shoul d al so be expl ored.
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Sales No. E. 93.1.8 and corrigendun), resolution 1, annex 11

2 Anore detailed analysis is contained in a report entitled "Trade and
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