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Eco-labels: Trade Barriers or
Trade Facllitators?

Introduction The paper takes the approach of ‘first principles’ by defining

co-labelling was first initiated by Germany in 1978 witr£C0-labels and elaborating on objectives and classification
he release of the “Blue Angel” programme. Th&f these labels. It brings out the potentially conflicting
objective was to enlighten consumers about thigpacts of eco-labels in terms of protectionism and trade
environment friendly nature of various productsl Ecof_aCi“ta.tion and illustrates this discussion through an
labelling was an instrument for evaluating, authenticatirgf@boration of the Indian case. The paper analyses the
and standardising “green” claims and informing consumefglévance of eco-labels for the WTO and vice-versa, and
about these. An eco-label was meant to certify thatc@ncretises this discussion through elucidation of some of
product was more environment-friendly than most in thie major disputes triggered by eco-labels.
same product category. This not only certifies the quality
of a particular product but also provides information abotgrmal Definition, Objectives and Classification
the whole life cycle, including generation of inputs,
production processes, consumption and waste dispos

n its 1991 study, Environmental Labelling in the
‘Organisation for Economic Co-operation and

. . Development (OECD) countries, OECD defined
Agenda 21, revealed at the United Nations Conference gn . . ) .
Envirenment andiBevelbpment(Eart Summits heldin Riéanwronmental labelling’ as the ‘voluntary granting of labels

. a private or public body in order to inform consumers
de Janeiro, on June 14, 1992, recommends governments¥o P P y
promote environmental labelling to facilitate change i

and thereby promote consumer products which are
consumption patterns and therebv safequard t gtermined to be environmentally more friendly than other
P P y 9 r?unctionally and competitively similar products’. In other

environment for sustainable development. It epr|C|tI¥N ; .

) . . . ords, an eco- label was defined as a recognisable symbol
mentions environmental labelling as an instrument for : L
. . . ; granted by an independent organisation and placed on
improving the environmental quality of products.

certified products.

= .the it 1980.5 aqd CEN 19905. ENEr 19 mdependegtmilar definitions were brought out by various other bodies,
national and multi-national eco-labelling programmes were

) ) . siich as the Secretariat of United Nations Conference on
established. Till date, most countries — both develop .
nd develooin hay tablished _labellin rade and Development (UNCTAD) in 199d the General
a eveioping — have establisned eco-labe greement on Tariffs & Trade (GATT) Secretariat in 1292
programmes in many different forms at local, nationa

0 be brief, it is an attempt to harness market forces to reward

regional and international levels. The relevance of this . . )
esponsible environmental behaviour. For an eco-label to

SUgEE! TEs peen h|gh||ghted. EraEh it ImpEsiens W'%e useful it should result in a premium on the price of the
trade relations, economic development and th

. &belled product. A precondition for the attainment of such
environment. : . U .
premiums is a significant level of environmental awareness
rgong consumers. Given that empirical studies show a

- . . a

This discussion paper evaluates the potential of eco-labels ... . ; .

to be trade facilitators and conversely trade barriers. Whi e
y ‘ evelopment, eco-labels are likely to have a significant

potential is harnessed more depends upon factors such as . .
. . . L impact only through consumer behaviour in developed
technology transfer, information dissemination, the .
o - S countries.
modalities of designing and administering these labels etc.
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Objectives Relationship between Eco-labelling and Trade

The various objectives of eco-labelling, on the basis o hough the use of eco-labels by governments, industry
review of literature and analytical reasoning, may be statefl 5nq non-governmental organisations (NGOs) kept
as follows: mounting, there was a growing distress within the trade
fraternity at both national and international levels. This
 Protect the environment and at the same encourgg&ress was primarily due to the fact that domestic producers
sustainable management and consumption of resour¢gsuid now be better positioned than exporters to influence
the choice of product groups and the criteria used for
o Create awareness among consumers regarding f\@rding the labels. In other words, the concern was that
environmental effects of a product that is to bgeo-Jabelling would adversely affect export competitiveness
consumed. and henceforth act as a non-tariff trade barrier.

e Offer incentive to manufacturers and importers fqgesides, these standards are seldom established in
reducing adverse environmental impact of products. consistency with established international standardisation
rules that emphasise the need to be non-discriminatory,
e Enhance environmental standards of the commodity agihsparent and open. On most occasions, foreign producers
at the same time encourage environmentally SOUBfk compelled to meet criteria that are not relevant in their
Innovation. country of production. For instance, in a country in which
SO2 emissions during production are not a matter of concern
e Give such manufacturers a competitive advantage oYge eco-labelling requirement would impose extra éosts
other manufacturers.
Developing countries are more vulnerable to this
To be brief, eco-labelling operates as an imperative ag@criminatory trade impact, particularly in the case of small
genuine means to protect and conserve the environmeig medium enterprises (SMEs), as most of the new product
simultaneously promoting sustainable production angteqgories being selected for inclusion under eco-labelling

consumption patterns. schemes are of particular interest to them. In addition,
international standards are always too strict for developing
Types countries, especially small resource constrained ones, as

After the initial success of the International OrganisatiqRese |ack resources to undertake costly testing, verification,

for Standardisation (ISO) 9000 standards in regard to tof@nt inspection, and certification procedures required for
quality management, the ISO began its work on a new segggnpliance with requirements.

of standards relating to environmental management

systems, an element of which was related to eco-labelliggher than high cost of compliance, lack of adequate
Within a short span, the organisation came up with certqgﬁow|edge about such programmes also contributes to
eco-standards popularly known as the ISO 14020 series ff§erse effects. Producers in many countries have little or
per the series there are three types of eco-labélling: g jnformation about certain eco-label programmes; they
have no clue about certification needs or where and by whom
* IS0 14024 (Type ) —a voluntary, multiple criteria basegertification is to be provided. In addition, advanced
third party programme that awards a license authorisifgthnologies used to develop eco-labels are often patented
the use of environmental labels on products indicatingyq gifficult to access, thus putting developing country
overall environmental superiority of a product within &roducers at a disadvantage. Accessing such patented
product category based on life cycle considerationstechnologies can be very expensive, often unaffordable.
e SO 14021 (Type Il) — informative environmental self-
declaration claims Therefore, effects of eco-labelling are often two fold: it
e ISO 14025 (Type lil) — voluntary programmes thakffectively addresses environmental concerns with respect
provide quantified environmental data regarding g production and consumption of a product and thus
product, under preset categories of parameters set By @jitates trade but at the same time can be used as an
qualified third party and based on life cycle assessmegfective trade barrier. In fact, the Members and Secretariats
and verified by that or another qualified third party of the OECD, UNCTAD and World Trade Organisation
(WTO)/GATT have put several proposals forward to address
This series of standards, ISO 14020, has been recogniggdirade effects of eco-labelling schemes. These include
as international best practice and constitutes an acceFﬁﬁSbosals for harmonisation, mutual recognition and greater
approach to delivering environmental labelling angiansparency in the operation of labelling schém&sich a
declarations on products and services. move could facilitate the implementation of eco-labelling
schemes in a manner that can encompass diverse levels of




technological and socio-economic development an@larke umweltschonender Textilieth)at relates to the
simultaneously take into consideration the exceptionalifgroduction process of textiles. German firms were able to
of the environmental conditions in each country, in additiooomply with these standards easily as these themselves
to the recognition of international environmentalwere involved in development of the standards and hence
responsibilities. already possessed the required technical competence.
However, this was not the same for India or other developing
The Agenda 21 and the Rio Declaration, two non-bindingountries: these had to ensure compliance by importing
instruments, also address issues relating to environmendglestuffs from Germany or other EU countries, thus
labelling schemes. In Agenda 21 there is a clear endorsemegulting in an exorbitant increase in production costs
of environmental labelling in Chapter 4(B)(c). Similar is thavhich in effect corresponded to the cost of such
case with the Rio Declaration, where Principle 10 and Xk&rtification. In addition, with respect to MUT, an on-site
assign importance to environmental labelling schemes. inspection was required, which meant further additional
cost.
Eco-labelling and Trade in India
The mounting numbers of new eco-labelling schemes in u&rmany had also banned imports of textiles and clothing
by various countries, together with rapid changes insing amine-based azo dyes, which are harmful for the health
ecologically friendly products are generating a lot obf textile workers. These dyes comprise 75 percent of the
confusion and apprehension in the minds of producerdyes produced and used in Irfdioreover, the use of
exporters in developing countries and transition economiayestuffs such as cobalt blue and sulphur black were also
totally banned in the international market. Though workable
There are concerns that developing country tradsubstitutes have been explored, switching over to them
especially India’s, could be severely affected by the rigidntails an investment of over US$13mn, mainly for the
environmental measures of rich and developed nationgygradation of technology and installation of new
particularly eco-labels. This is because meeting standartdsatment plants meeting required standfards
for eco-labels may lead to prohibitive costs for developing
countries, an-d at the same time proves to be difficult becaﬁ&o-labelling and WTO
of the paucity of necessary skill and technology. This . ) .
concern is heightened by the fact that the role of small SCE:O-Iabellmg was once talked over with much fanfare in
industries in international trade is not so small. Nearly 6&=the WTO within the Committee on Trade and

percent of Indian industrial production is by such enterprisésnvironment (CTE) and the Committee on Technical Barriers
automatically implying significant participation in to Trade (CTBT). However, no concrete decision could be

international trade. taken other than that to assist ip raising awareness of the
need to make trade and environmental policies both

The mentioned concerns were raised largely when suéfmpatible and mutually supportive.

schemes affected the textile and leather sectors in India S )

because of exorbitant cost of compliance mixed withrt of Doha Ministerial Declaration, prepared by the CTE,
difficulties in accessing technologies and so on. FgiUmmarises member’s opinions on this issue:

instance, cost of compliance with eco-labelling schemes by MOSt Members agreed that voluntary, participatory,
Indian footwear exporters was around 33 percent of the Market-based and transparent environmental
export pricé According to a study carried out in India by ~ 'aPelling schemes were potentially efficient economic
Ralph Piotrowski and Stefan Kratz (1999he costs of instruments in order to inform consumers about
testing for compliance with eco-label requirements for €nvironmentally friendly products. As such they

footwear could lead to a cost increase of up to 50 percent €0Uld help move consumption on to a more
for some firms. sustainable footing. Moreover, they tended,

generally, to be less trade restrictive than other
Similar is the case with textile sectors where stringent nstruments. [World Trade Organisation, Report to
environmental standards imposed by developed countries the fifth Session of the WTO Ministerial Conference

have affected Indian exports, especially because nearly 40 in Cancun, WT/CTE/8, 11 July 2003, p.8]
percent of India’s textile exports are directed to the European
Union (EU). High costs have been borne by Indian textif@Uite a few Agreements under the WTO have rules related

firms, particularly SMEs, constrained by lack of technicd® €c0-labels — the GATT the General Agreement on
expertise and manpower in making suitable changes. Trad.e in Servicés (GATS), the Agreement on Techmcal
Barriers to Trad€ (TBT), and the Agreement on Sanitary

The German textile industry in 1993 introduced two types & Phyto-sanitary (SPS) Measufeghe WTO issued the
eco-labels; the MSTMarke scadstoffgeprufter Textilien) Code of Good Practicter thePreparation, Adoption and
that relates to attributes of the final product and the MUAPPlication of Standardas Annex-3 to the section on




Technical Barriers to Trade Agreememrder to facilitate These disputes, brought before the GATT/WTO, have
eco-labelling and standard setting in a manner that dagighlighted the conflict faced by governments who wish to
not conflict with agreed international trade frameworkspursue domestic environmental policies and at the same
Thus, each of these agreements has its own set of rulestbme comply with WTO rule$. For instance, WTO
there are overlaps between sets. However, as thgeéciples of non-discrimination require that like products
agreements were negotiated mostly without specifire treated equally irrespective of the country of origin.
knowledge of or concern about eco-labelling, a good deahis poses a problem for the environmental lobby since it
of uncertainty remains about which agreements appliesitooften the production method that determines the degree
eco-labels, under what circumstances, and to what &tenbf environmental friendliness rather than the product itself.

For the WTO, the key point is that labelling requirementSome disputes about eco-labels brought before the GATT/
and practices should not discriminate either between tradigrO are elaborated below:

partners (most favoured nation principles), or between

domestically produced goods or services and importsUS Restrictions on Imports of Tutialn the much cited

(national treatment). Tuna-Dolphin case in 1991, Mexico used the most-favoured
nation (MFN) clause of Article 1:1 GATT against the
Eco-label and Trade-Environment Disputes mandatory “dolphin-safe” label in the US, as Mexico felt

As environmental labels have a trade distorting effect, thedescriminated by the label. However, the panel in setting
are a series of verdicts by the GATT/WTO on the samaside the claim noted that the labelling provisions of the
Though hardly any of these disputes discussed eco-labBlslphin Protection Consumer Information Act (DPCIA) do
directly, they did shed much light on the evolving treatmemiot restrict the sale of tuna products as these tuna products
by the WTO on aspects of labelling of products. Most afan be sold freely both with and without the “Dolphin Safe”
the disputes arising under the GATT system were closdpbel. Nor do these provisions establish requirements that
related to the subject of eco-labels such as cases pertairiiage to be met in order to obtain an advantage from the
to Malt BeveragesAuto Taxesand theTuna-Dolphinissue. government. Any advantage, which might possibly result
Since the establishment of WTO, the most relevant disputieem access to this label, depends on free choice by
have beeisbestosSardinesand the line oBhrimp-Turtle consumers in giving preference to tuna carrying the
cases. “Dolphin Safe” label. The labelling provisions, therefore,

Box 1: Viewpoints Expressed in the CTE on Eco-labelling

Most of the substantial discussions on eco-labelling in the CTE took place prior to the 1996 Singapore
Ministerial Conference. Numerous standpoints have been taken in the CTE on the extent to which eco-
labels are covered by and are consistent with WTO rules, and several proposals have been put forward on
how to accommodate the trade concerns that they raise. Although it may be argued that there is a
distinctly Southern perspective in the CTE on this issue, it cannot be stated that a distinctly Northern
viewpoint has emerged. It is important to note that, during the CTE’s discussion of this issue, a number of
delegations stressed the utility of eco-labelling schemes as instruments of environmental policy.

The different positions on eco-labelling taken in the CTE have included the following:

(@ Eco-labels are both covered by and consistent with the TBT Agreement.

(b) Eco-labels are not covered by the TBT Agreement, but scope needs to be created.

(c) Eco-labels are not covered by the TBT Agreement. Creating scope for them could endanger the
trading system. Tremendous care should be exercised in addressing this issue in future. A combination
of increased transparency, equivalence, and mutual recognition could help alleviate their effects on
trade.

(d) Eco-labels are inconsistent with the TBT Agreement, and should not find any accommodation within
the WTO system. A combination of increased transparency, equivalence, and mutual recognition
could help alleviate their effects on trade.

Source: Doaa Abdel Motaal, The Agreement on Technical Barriers to Trade, The Committee on Trade and Environment, and
Eco-labelling, http://www.earthscape.org/p3/sag01/P223-238.PDF




do not influence the right to sell tuna or tuna products, noountries need to harmonise different eco-labelling schemes,
do these make access to a government conferred advantgeure mutual recognition and technical assistance to
affecting the sale of tuna or tuna products conditional upateveloping countries so that such schemes can become
the use of tuna harvesting methods. Thus, whether or mobre effective and have a positive rather than constraining
an eco-label contradicts the MFN principle depends caffect on trade.
whether or not the country issuing the eco-label favours or
discriminates against another country selling the labelléd order to reduce any future negative impact of eco-
product through such issue. labelling on exports from developing countries, certain

measures — for instance, harmonisation with other eco-
The Panel also commented on Article I1X:1 as Mexictabels, technical assistance to enterprises of developing
considered the labelling provisions of the DPCIA to beountries to comply with associated environmental
pertinent for requirements falling under this Article. Herstandards, provision of more detailed information, and
also the panel disagreed. The panel noted that Article Bflequate notice to developing countries before allowing
refers to “Marks of Origin” of imported products. Besidesthe use of these labels — need to be taken urgently by
the Article does not contain a national treatment but onlydeveloped countries. The duty lies not only with respective
MEN requirement, which indicates that this provision imational governments but also with the concerned industries
intended to regulate marking of origin of imported productand agencies that come up with such schemes.
but not marking of products generally. Hence, the Panel
held that the labelling provisions of the DPCIA do not falln addition, national governments of developing countries
under Article IX:1. need to provide technical assistance and capacity building

to their exporting companies in order to upgrade their
The environmental community greeted this decision omanufacturing facilities to enable compliance with elevated
labelling by the Panel which further expressed the opini@nvironmental standards. It is also the responsibility of each
that eco-labels would be a powerful tool for environmentgovernment to ensure that the eco-labelling schemes under
policy advances besides providing a means for settlinig purview are transparent and the resulting labels deliver
some of the more troubling trade and environmentah their claims.
disputes.

An eco-label when implemented properly helps to facilitate
ii) European Communities — Trade Description of Sartlines developing country exports as the label enhances trust of
In the Sardines Dispute, the WTO’s Appellate Body helthe product among developed country consumers. When
that a EU regulation, which allowed only one fish specigmplemented in a biased, casual or non-transparent manner
to be labelled as ‘sardines’, violated the WTQO'’s Agreemeitt might pose a significant barrier to developing country
on TBT. The Appellate Body made several conclusionsxports.
regarding the TBT Agreement that may have important
implications for eco-labelling and other regulations thatlost importantly, the vast differences between the
define product characteristics. environmental concerns of various countries should be

recognised. Renowned sociologist, Elizabeth Barham
According to a 2005 study, first, it ruled that the emphasises the importance of geographical context in
obligations of the TBT Agreement are triggered whenevexdministering eco-labels in a transparent and accountable
a member country requires specific names to be used foanner. Yet when one imposes conditions such as the ‘MFN
marketing specific products or otherwise defines thsgtatus’ being accorded to each and every trading partner,
characteristics of a product. Merely ‘naming’ or ‘defining’ ahe use of eco-labels for constraining potentially hazardous
product may constitute a ‘technical regulation’, even if thbehaviour inevitably gets constrained. Eco-labels thus need
name is based on characteristics intrinsic to the produti. pass the test of both environmental effectiveness and
Second, it also suggested that the TBT Agreement strondWTO compatibility before being put into practice. The
favours compliance with an international standard. Bothatisfaction of both criteria greatly reduces the range of
the Appellate Body and the Panel scrutinised EU’s argumeadmissible labels but is at the same time necessary for ruling
that the international standard was an ‘ineffective asut some types of protectionism and ensuring fair treatment
inappropriate’ means to fulfil the legitimate objectives of it®f economic interests of all countries.
regulation.

Mutual recognition of eco-labels is also one important
Conclusion systemic step which can make their use more .effegtive.

o ) There is a need for developing a roadmap in the direction of

EO-Iabelllng is thus an effective way to protect they 5| recognition of eco-labelling schemes through

—£nvironment, provided it is non-discriminatory, withj,creased cooperation among the relevant environmental
principles and procedures that have wide acceptance bgilyies of developed and developing countries.
nationally and internationally. But for attaining the same




An important factor determining the effectiveness of ecancreasing the level of consumer awareness of
labelling schemes is greater consumer awareness. Tdmironmentally preferable products in certain countries.
effectiveness of any labelling programme largely dependi#owever, enhanced consumer awareness of the eco-label
on whether consumers actually choose to purchase fisetrade enhancing when the mentioned governmental
product with a label, instead of a like one without a labeineasures needed for ensuring a level playing field among
Therefore, consumer education is crucial to the successpobducers all over the world and providing transparency
these environmental programmes. The involvement of aadd accountability are implemented. In the absence of such
support by environmental NGOs, consumer organisationgeasures, enhanced consumer awareness might actually
and the media are key factors that have contributed lend to these labels becoming trade barriers.

Box 2: How to Reduce the Trade Impact of Eco-labels

The real and potential problems faced by developing countries in relation to environmental labelling are a
consumer issue. Consumers have a right to expect that the products they buy be produced in as
environmentally friendly as manner as possible, irrespective of source. However, consumers also have a
responsibility to ensure that the prospects for advancement by developing countries are not unjustifiably
hampered by a desire to promote ‘greener’ production. In this light the following steps can be taken now to
make environmental labelling schemes more open and responsive to developing country producers.

e Outside participation and procedural openness must increase. Developing countries often do not have
access to the process of choosing and applying for eco-labels. Eco-labelling bodies need to involve
developing country producers whenever a product category is chosen that is of interest to them.

e Processes and methods of investigation must be standardised. The processes and methods of
investigation used by environmental labelling schemes need to be standardised. Environmental labelling
bodies need to follow an internationally agreed Code of Good Practice, similar to the one agreed to at
the GATT under the TBT Agreement. This must involve, not just guaranteed access for developing
country producers, but a guaranteed access for consumer organisations.

e Schemes must work toward the principle of ‘different, but equal’. Eco-labelling schemes must come to
terms with the fact that different countries use different production methods and that the one followed
by their domestic industries is not necessarily the only acceptable way of operating. Work must be
carried out to develop a means of labelling products manufactured under differing methods.

e Countries must recognise each other’s labels. Work must be carried out to allow countries with different
labels and schemes, based on different environmental criteria, to mutually recognise each other’'s
labels.

e Developing countries must be given preferential access to ‘green’ technology. The transfer of ‘green’
technology to developing countries should be at the centre of any efforts to reform production process
on a global scale.

Pradeep S Mehta & Phillip Evans, Greening Consumer Choice? Environmental labelling and the Consumer,
Briefing Paper, CUTS, September 1995. (Originally written for Consumers International)
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