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ABSTRACT. This article focuses on the environmental com-
ponent of trade, primarily foreign trade, which concerns
the interests of many countries. It examines the recipro-
cal influence of foreign trade and the environment. The
author defines environmentally responsible trade and for-
mulates its main principles. She examines the development
of trade in forest products globally and in Ukraine and
evaluates the impact of different trade restrictions on
the condition of forests and the forestry industry. Indi-
cators of the efficiency of foreign trade from the eco-
nomic and environmental perspectives are proposed. Under-
lining the need for enterprises to switch over to envi-
ronmentally responsible trade, the author proposes in-
struments to achieve this end.
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ronmentally responsible trade, wood products, forestry
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Introduction

Public concern over the negative impact of foreign
trade on the environment developed first of all from
the rapid pace of growth and liberalization of this
trade. On the whole, the volume of the global econ-

:*This article was translated from its original in Ukrainian.
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omy increased fourfold over the past fifty vyears,
while the volumes of world trade increased 12 times.

The environmental consequences of international
economic integration and the rapid development of
trade attending this process was not properly under-
stood after the restoration of the system of world
trade at the end of the Second World War. In the
General Agreement on Tariffs and Trade (GATT, 1947),
there were only indirect references to issues of en-
vironmental protection, including conditions for re-
lief from liability (Article 20). Under the article
countries were permitted to violate the usual rules
of trade in those cases when it was necessary to
protect the health of people, the life and safety of
animals and plants, or in order to preserve natural
resources, provided that such violation would not be
caused by discriminatory measures against a certain
source of import’.

The first attempt to examine the reciprocal influ-
ence and impact on the environment of trade was made
in the early 1970s during the preparations for the
Human Environment Conference in Stockholm. The re-
port prepared for this purpose dealt with issues of
control over industrial pollution and international
trade. The member countries of GATT were concerned
that the subsequent reaction would create new barri-
ers to trade or suspend the process of removing ex-
isting trade barriers. In November 1971, the Group
on Environmental Measures and International Trade
was set up2 to examine any specific cases related to
aspects of trade policies concerning pollution con-
trol and environmental protection.3 However, it was
more of a defensive reaction in response to the re-
sults of the Human Environment Conference in Stock-
holm. This bureaucratic maneuver achieved its pur-
pose -—-discussion on linkages between trade and the
environment ceased and the issue was not brought to
the attention of the WTO until the early 1990s”.

? Nordstrom H., Vaughan S. Trade and Environment. Report of World Trade Organization. — WTO,
2000 —P.24. — 127 p.
* Moltke K. Trade and Environment. The linkages and the politics. — Canberra, 1999 — P.3.— 85 p.
Basel Convention on the Control of Transboundary Movements of Hazardous Wastes and their
Disposal.
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The second stage of the discussion occurred in the
1980s and revolved around the export of products
prohibited from consumption by governments of ex-
porting countries. The discussion was launched by
the developing countries because of their concern
about becoming a market for the sale of goods haz-
ardous to human health and the environment. The im-
porting countries could not only prohibit the sale
of such goods on their domestic markets, but also
frequently lacked the possibility of evaluating the
degree of their danger. This problem was shifted to
the exporting countries. But within the framework of
GATT not a single amendment was introduced on this
issue. Instead, the problem was partly dealt with
the adoption of two conventions: the Basel Conven-
tion on the Control of Transboundary Movements of
Hazardous Chemicals and Pesticides in International
Trade® and the Rotterdam Convention on the Prior
Consent Procedure for Certain Hazardous Chemical and
Pesticides in 1International Trade®. An important
«landmark» at this stage was the tuna-dolphin con-
flict between the governments of the US and Mexico
because of the latter’s import of tuna into the Us’.
The US banned the import of tuna from the western
tropical regions of the Pacific, since fishing tuna
destroyed the population of dolphins. This debate
spurred the public’s interests in the problem.

The third wave of discussions on the reciprocal
influence of trade and the environment began during
the negotiations on establishing the North Atlantic
Free Trade Area (NAFTA) during the final phase of
the Uruguay Round. The greatest impact on the pro-
gress of the discussion at this stage was produced
by the results of the 1992 UN Conference on Environ-
ment and Development in Rio de Janeiro, specifically
the «Agenda for the 21th Century». The third stage
of the «trade-environment» debate was more lengthy

® Rotterdam Convention on the Prior Informed Consent Procedure for Certain Hazardous Chemicals
And Pesticides in International Trade.

7 Nordstrom H., Vaughan S. Trade and Environment. Report of World Trade Organization. — WTO,
2000 — p. 12. —p. 127.

¥ Moltke K. International environmental management, trade regimes and sustainability. — Winni-
peg: IISD, 1996. — P.

° Nordstrom H., Vaughan S., Abhyankar S., Serensen J. Trade and Environment. Special Studies 4.
— WTO, 1999. — P.16.
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and had a much greater impact on the GATT/WTO sys-
tem, because it was caused by a more decisive action
from diverse sources: the growing importance of in-
ternational regulation of environmental require-
ments; work within GATT/WTO on intellectual property
rights, sanitary and phytosanitary standards; modi-
fication of technical barriers to trade; and a mul-
titude of notable disputes with an environmental
background. Gradually environmental issues and the
problems of sustainable development penetrated the
WTO sphere and its considerations. Conclusions from
the third stage can be expressed as follows: taking
into account environmental factors can undermine the
sources of trade efficiency, but ignoring these fac-
tors can diminish trust and positive perception?;
also, until there is an agreement on the management
of and relationship between trade and the environ-
ment, there will always be the risk of trade degrad-
ing the environment”?.

At the fourth stage of the debate the following
results can be singled out:

e establishment of the Sustainable Trade and Inno-
vation Center in 2000 to bring into accord the in-
terests of countries-producers and countries-
consumers, permitting the former to apply innovation
technologies to achieve sustainable trade and devel-
opmentm;

e the fourth meeting of WTO ministers (Doha, No-
vember 2001) designed a new approach to trade, spe-
cifically to concentrate on development, aiming to
stimulate and strengthen it;

e the UN Conference on Finance for Development
(Monterrey, March 2002) emphasised the importance of
safe and predictable financial assistance of trade
and the establishment of new capacities;

e the Earth Summit on sustainable development (Jo-
hannesburg, September 2002) and the world’s leaders
recognized the importance of trade for sustainable
development, stressed the need to concentrate further
efforts on the support of balanced trade and frame
interrelated trade, environmental and sustainable de-

' http://www.epe.be — odiuiitsa cropinka LlenTpy 36amaHcoBaroi Topriemi Ta iHHoBawii (official
website of the Sustainable Trade and Innovation Center [STIC]).
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velopment policies, emphasized the importance of
evaluating relationship between trade, the environ-
ment and development, and called on all countries to
voluntarily evaluate the reciprocal influence of
these components”;

e the Earth Summit was followed by a meeting in
Kankouni in September 2003, a «Day of Sustainable
Trade», which was organized by the UN Trade Commis-
sion to exchange views of all interested parties on
the relationship between trade and sustainable de-
velopment”.

A study of the evolution of views on the reciprocal
influence of international trade and the environment
suggests that sustainable development at a minimum
requires a consideration of the consequences of trade
on the environment and the introduction of corre-
sponding amendments to international agreements and
policies of states.

Analysis of Recent Publications and Studies

The extensive study of the impact of international
trade on the environment is comparatively new - only
since the 1990s. Scientific studies in forestry are
few and are primarily concerned with the expanding
exports of forest enterprises with priority on eco-
nomic aspects but not on environmentally related
ones. This is misplaced since forest resources are
limited. Indeed, the principles of forest policy are
not complied with, and it 1s not advisable for
Ukraine to become a timber export. The importance
of eco-mindedness in the foreign trade of forestry
enterprises 1is necessitated by the preservation of
forest resources and sustainable forestry.

From the analysis of works on the reciprocal in-
fluence of foreign trade and the environment it can
be concluded that business representatives are in-
terested in the continued liberalization of trade,
while environmentalists are against it. The opinion

" http://www.iisd.org/standards/trade_standards.asp — cTopinka Mi’>KHAPOIHOTO {HCTHTYTY CTANOrO
po3Butky (International Institute of Sustainable Development).
http://europa.eu.int — odiriiina cropinka toprosenbHoi koMicii €C (official website of the EU
Trade Commission).
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of the majority of economists 1is reflected in the
observation of W. Kweizer and F. Vinunz to the ef-
fect that trade liberalization was always among the
most frequently offered recommendation for the tran-
sition economies of eastern Europe. The opening of
economies promises not only material gain, but would
also ensure the support and advice to the reformers
themselves by bring them closer to current business

practices and a market economy13

Such scholars as M. Wolfe”, W. Kweizer, F. Vinunz,

D. Findlayli I. Akimova'®, S. Johnson'’, K. Steini-
ger’®, and M. Young'’ single out the following rea-
sons behind the importance of foreign trade as a
strategy of economic development of countries:

eany internal drop in demand as part of an eco-
nomic decline during the transition to a market
economy can be alleviated by access to foreign sales
markets;

* W.Kweizer, F.Vinunz. Ukraine’s Integration into the World Economy. In What Way, How
Fast, and What For?. Ukraine on the Way to Europe. Edited by L.Hoffman and F.Miollers. Kyiv. Fenix
Pubhshers 2001, p. 91.

Wolfe M. Trade expansion remains the engine of growth // Financial Times, 1999 — 29 October — P. 5.

FmdlayD Comparative advantage. — The World of Economics, New York: WW, Norton, 1991. —P. 99.

S Eksportna orientatsia ta ii vplyv na restrukturyzatszu pldpryemstva kramy Ukraina na
shliakhu do Yevropy. [1.Akimova. Export Orientation and its Impact on the Restructuring of a Country’s
Enterprises. Ukraine on the Way to Europe. Edited by L.Hoffman and F.Miollers. Kyiv, Fenix Publish-
ers, 2001, pp. 205—215].

7 Johnson S. Environment and free trade // Ecological Economy. — 1992. — No. 7. —P. 7—15.

'® Steininger K. Reconciling trade and the environment: towards a comparative advantage for long-
term g)ohcy goals // Ecological Economy. — 1994. — No. 9. — P. 23—42.

Young M. Ecologically accelerated trade liberalisation: a set of disciplines for environment and trade
agreements // Ecological Economy. — 1994. — No 9. — P. 43—51.

G.Daily. Above Growth. Economic Theory of Sustainable Development. Translated from
Enghsh Kyiv, Intelsfera Publishers, 2002, p. 312.

French H. Costly tradeoffs: reconciling trade and the environment. Worldwatch paper 113. —
March 1993.

2 Okhrana okruzhayushchei sredu i torgovye protsesy. Ekonomicheskiye instrumenty re-sheniya
ekologicheskikh problem na regionalnom i mezregionalnom urovne. Ekologicheskaya eknomika i
upravleniye: Trudy uchasnikov obrazovatelnoi programmy ekologicheskogo menedzhmenta dlya rabot-
nikov mestnykh administratsiy Ukrainy. [V.Sabadash. Environmental Protection and Trade Processes.
Economic Instruments for Dealing with Ecological Problems at the Regional and Interregional Level.
Ecological Economics and Management: Papers of the Participants in the Educational Programs of Eco-
logical Management for Workers of Local Administrations of Ukraine. Sumy, Mriya-1 Ltd., 1997,
pp. 60—64)].
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e international trade promotes products that are
more inexpensive and of higher quality;

e foreign competition is capable of devastating do-
mestic monopolies;

e foreign trade is a growth factor, because tech-
nologies are exchanged simultaneously.

At the same time economists who studied the impact
of globalization through the liberalization of trade
on the environment, such as G. DailyZ% H. French
“and V. Sabadash® single out the following argu-
ments against deepening trade liberalization:

— the benefit from foreign trade is cancelled out
by high transportation costs, greater dependence on
distant sources of supply and markets, as well as a
narrowing in the citizens’ choice to make a living;

—higher competitiveness (as one of the arguments
for free trade) truly contributes to the appearance
of inexpensive products. But in some cases reduction
in cost is achieved not by higher efficiency, but by
externalization of costs at the expense of lower
standards;

— trade 1liberalization frequently results in the
conclusion of agreements that may be used to evade
more stringent domestic legislation;

— countries without strict ecological standards
enjoy advantages on the world market and influence
countries with strict ecological norms, demanding
them to ease requirements for international trade;

— free trade results 1in a greater geographical
isolation of production benefits from environmental
expenses related to increases in resource flows.

But it would be incorrect to consider that interna-
tional trade impacts only negatively on the environ-
ment. Such views are evident in the works of such
scholars as N. Andreyeva, S. Vaughanm, S. thnson”,
R. Lee?’, K. Moltke?®, H. Nordstrom?’, N. Robins?®, S.

» Nordstrom H., Vaughan S., Abhyankar S., Serensen J. Trade and Environment. Special Studies 4.
— WTO, 1999.

2% Johnson S. Environment and free trade // Ecological Economy. — 1992. -No. 7. — P. 7—15.

Lee R. Process and product: making the link between trade and the environment // Environmental

Affairs. — 1994. — No. 6. — P. 320—347.

2 Moltke K. Trade and Environment. The linkages and the politics. — Canberra, 1999 — 85 p.

2" Nordstrom H., Vaughan S. Trade and Environment. Report of World Trade Organization. —
WTO, 2000 — 127 p.
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Kharichkov®® and some others. International trade
relative to the environment has the following posi-
tive effects:

e cconomic growth resulting from international
trade promotes the allocation of additional finan-
cial resources to protect the environment;

e ecconomic growth promotes higher standards of
living and, accordingly, environmental conscious-
ness;

e international trade promotes the distribution of
environmentally clean products as well as resource-
saving and cleaner technologies, which is undoubt-
edly positive for both exporting and importing coun-
tries;

e international trade of commodities - provided
their prices fully reflect environmental expenses -
can promote the implementation of the sustainable
development concept.

Relying on these bodies of work, a definition can
be formulated, which explains the substance of the
term environmentally responsible trade, as well as
the main principles on which it is based. Environ-
mentally responsible trade is trade that brings eco-
nomic and environmental benefits and does not cause
negative environmental consequences to countries,
business entities or associations trading with one
another. The main principles of environmentally re-
sponsible trade are as follows: economic advantage;
eco-mindedness; training (information) of consumers
and formation of demand.

Each of the above principles needs a detailed ex-
amination. It goes without saying that for the par-
ticipants in international trade economic advantage
remains the main criterion for whether or not to be
involved in the process. Foreign trade should pro-
vide an enterprise an appreciable economic effect

* Robins N., Roberts S. Environmental responsibility in world trade // Materials of the British
Council International Conference. — London, 1998 — P. 34—39.
Vliyaniye ekologicheskogo faktora na formirovaniye sovremennoy sistemy mezhdunarodnykh
otnosheniy. [N.Andreyeva., S.Kharichkov. The Impact of the Ecological Factor on the Formation of the
Current System of International Economic Relations. Regional Economics. 2004, No 2, pp. 142—153].
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and be much more efficient than trade on the domes-
tic market.

But, apart from this principle, participants should
endeavor to see an eco-mindedness in trade. For sec-
toral enterprises this principle may be reflected in
not using wood from the most environmentally and pub-
licly wvaluable forests, not supporting illegal trade
in wood, or else not using wood (or products thereof)
if it was procured without proper documents or is of
a species, the commercial logging of which (principal
use) 1s prohibited. It would also require tracing the
origin of the procured wood, communicate information
about it to the lumbering site, use of wood from for-
ests following sustainable management, assign persons
who would be responsible for sustainable management,
and make enterprises and consumers buy wood from cer-
tified forests.

To make environmentally responsible trade a real-
ity, all parties concerned should be engaged in this
process. Their training and awareness should be a
precondition for engaging consumers in the process of
a balanced trade. To some extent this can be achieved
by wvarious programs and trainings, or by certifica-
tion and environmental marking, or else with the as-
sistance of specially established organizations pro-
moting corresponding products. All this should become
the basis for creating demand among consumers for the
products that are referred to as safe for the envi-
ronment as much as in terms of its manufacturing and
usage as for its recycling. Taking into account the
specifics of the forestry industry, the priority
will be the creation of demand in wood or wood prod-
ucts originating from forests following sustainable
economic management and compliance with the required
environmental standards throughout the entire proc-
essing cycle.

World Trends in the Trade of Forest Wood Prod-
ucts

As forestry and trade in timber are becoming ever
more global, forests and wood processing enter-
prises, <concessionary rights to logging and con-
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tracts for management of the forest industry are be-
coming mostly the property of foreign companies. As
for trade, apart from the growing volumes of exports
and imports, there 1is also a growing number of ex-
porters and importers of various types of timber.
The rules and conditions of forest management and
trade are established under the influence of the in-
terests of different countries (e.g., the criteria
and indicators of sustainable forest management, the
Global Convention on Biodiversity, and the proposals
on the types of global instruments of forest policy,
etc.).

Access to foreign markets 1is restricted by a string
of formal trade barriers. However, experts of the
United Nation’s Economic Commission for Europe30 be-
lieve that the pressure of usual tariff and non-
tariff barriers will eased be off considerably (as a
result of the Uruguay Round negotiations in 1994).
Instead, there will be a gradation on the basis of
ecological factors. Not so long ago the European Un-
ion suggested to introduce into the Generalized Sys-
tem of Preferences (GSP) additional preferential
benefits of 20% for those countries exporting prod-
ucts to the EU who comply with internationally recog-
nized environmental standards. The granting of advan-
tages 1is based exclusively on the product certificate
system, i.e. a producer can receive certain benefits”
only after receiving a certificate of environmental
safety.

With respect to wood products, two agreements are

singled out that intend to ease international trade
in these types of products. These agreements lay
down rules that harmonize national and international
standards to simplify the procedure of foreign
trade:
1. The Agreement on the Application of Sanitary and
Phytosanitary Measures (SPS Agreement) to facilitate
the improvement of the conditions of environment in-
spection; and

*® Environment and trade. A Handbook. — The United Nations Environment Programme, Division
of Technology, Industry, Economics and Trade Unit and the International Institute for Sustainable De-
Velog)lment, 2000. —p. 12. —p. 96

Bach C. International trade principles and incentives for sustainable forest management. — Brus-
sels: UNECE, 2002/
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2. The Agreement on Technical Barriers to Trade
(TBT Agreement) that restricts the application of
technical barriers and standards others than those
concerning human health, safety and quality of prod-
ucts, as well as environmental protection.

Examining trends on the world market of forest
wood products during the past 20 years, it is worth-
while mentioning the effects of the Uruguay Round
negotiations. Among the most important are the
changes in import duties: tariffs for the majority of
forest wood products were reduced on average by one-
third; most of the developed countries abolished tar-
iffs on such products as paper and cardboard as well
as products from the furniture industry; the escala-
tion of tariffs slowed down substantially; preferen-
tial tariff limits were abolished and single customs
rates were applied; and countries assumed tariff ob-
ligations, 1i.e. obligations to support tariff rates
at the set level’.

In the opinion of such specialists as E. Bar-
bier®®, I. Bourke®, s. Vaughan35 and M. Simula‘®,
trends in trade restrictions related to the forest
sector can be grouped as follows (see Table 1):

32 Bourke L.J. The Uruguay Round results — an overview // Tropical Forest Update — 1996. — No.
6(2).—P. 12—15.

? Barbier E. Impact of the Uruguay Round on international trade in forest products. — Rome: FAO.
1996. — P. 4—6.

** Bourke I., Leitch J. Trade restrictions and their impact on international trade in forest products. —
Rome: FAO, 2000.

> Vaughan S., Ali D. Policy effectiveness and MEAs. Environment and Trade Series #17. Geneva:
UNEP, 1998. p. 43.

Simula M. Trade and Environmental Issues in Forest Production // Environmental Division Work-

ing Paper. — 1999. — April . — 38 p.
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Table. Trends in the change of barriers 3i7mpacting
on international trade in timber

Direction of change
Type of restriction 1965-1979  1980-1985  1985-1998 3 1999
POKy
Import duty reduction reduction reduction reduction
Imoort quotas rowth without without without
P 4 g change change change
Complete or condi- without without without
X growth change/ change/
tional bans change
growth growth
Licensing of im- without without
orts g growth change/ change/ growth
p growth growth
Antidumping/ com- without without
pensation customs growth growth change/ change/
duty growth growth
without
Standards growth change/ growth growth
growth
Government oro- without without without
curement p growth change/ change/ change/
growth growth growth
without without
Marking growth change/ change/gr growth
growth owth
Control over
prices, taxation, growth growth growth growth
ElEee
Ezgzrt quotas, growth growth growth growth
Environmental st e s e
ZZEEéEg, certifi- nificant nificant growth growth

The reduction in import tariffs may considerably
worsen trade because of the effect of other forms of
trade barriers, as presented in Table 1: bans and re-
strictions on export of logs by developing countries
to encourage local enterprises to raise the degree of
processing; restrictions and bans of developed coun-

37 Supplemented by the author on the basis of WTO and World Bank publications.
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tries on the production and import into these coun-
tries of timber that are harmful to the environment;
quantitative restrictions on the import of wood prod-
ucts manufactured in violation of the principles of
sustainable development; government interference in
trade; and the wuse of environmental marking and
«green» certificates as non-tariff barriers.

Rapid 1liberalization of trade and its resultant
growth 1in trade volumes and economic globalization
is the reason behind the controversy around the harm
foreign trade has been causing to the environment.
Opinions about liberalization of trade are fundamen-
tally different. Advocates of expansion (enlarge-
ment) of trade believe protectionism to be one of
the obstacles to international trade. Others see
liberalization as an obstacle to sustainable devel-
opment in general and to sustainable forestry in
particular. In their opinion protectionism can be an
important aspect of policy to remove the pressure on
forestry and reduce the volumes of logging.

It is worthwhile paying special attention to world
trends in the application of regulatory instruments in
foreign trade, their compliance with requirements of
sustainable development, international rules for con-
ducting foreign trade, and its impact on sustainable
forest management.

An example of import restrictions can be the quo-
tas on boards and wood particleboards imported into
EU countries. There are also tariff quotas or tariff
restrictions on printed matter, particleboards, bea-
verboards, building timber, and some types of furni-
ture products. In the EU countries restrictions have
been introduced on the import of tropical wood
originating from forests that are managed in viola-
tion of the principles of sustainable development®.

Although restrictions on imports are among the most
evident barriers in international trade in wood, ex-
port restrictions can also exert an enormous influ-
ence on international trade in some types of wood
products, especially logs and plywood; such a prac-
tice 1is widespread in the developing countries as

¥ Communication from the Commission to the Council and the European Parliament Proposal for a
European Union action plan. — FLEGT & Commission of the European Communities, Brussels,
21.05.2003. —32 p.
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well as in some developed countries.
be controlled by the following measures: complete
bans, quotas, selective bans depending on the type of
exports, indirect quantitative restrictions wvia con-
trol over logging, direct bans (customs duty and
taxes), indirect charges as royalty and taxes on for-
est renewal and reforestation, administrative control
(permits and licenses). Restrictions on the export of
logs are traditionally associated with the protection
of national wood processing industries in countries
that have forest resources. Among the other goals of
export restrictions are the following: greater finan-
cial returns to a country, proper supply of resources
to national enterprises of the wood processing sec-

Exports can also

tor,

sources.

prevention of exhaustion of one’s own wood re-
During the past few years restrictions on

exported logs have increased markedlyw.

Table 2. Some examples of the application
of export restrictions and their consequences

Coun- Substance of intro-
_— duced gprrt re- Consequences Further development
strictions
1 2 3 4
Liberalization of The bans immedi- The restrictions
trade in 1997 ately impacted on were lifted in
caused a sharp prices, especially April 2002. How-
increase in the for hard wood ever, the export
export of unsawn (specifically for of unsawn wood
_S timber in 1998- oak). Prices products is under
s 2000. Following dropped by 60-70% strict control.
g the pressure of (from US 4200 to
x Romanian woodwork— US $80-100) .
ing enterprises
bans on the export
of unsawn wood
products were in-
troduced in 2001.

3 Bourke 1., Leitch J. Trade restrictions and their impact on international trade in forest products. —
Rome: FAO, 2000.
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Coun-
try

Ghana Indonesia

Cambodia

Substance of intro-
duced export re-
strictions

2

In the early 1990s
the government of
Indonesia banned
the export of un-
sawn wood products
as a measure to
stimulate national
woodworking enter-
prises and conserve
forests. In 1994
high export duty
(35-45%) was intro-
duced for sawn tim-
ber to encourage
national woodwork-
ing enterprises
(specifically for
the output of ply-
wood)

In the late 1980s
bans on the export

of wood were in-
troduced to en-
courage national
producers.

In 1992 a system

of forest manage-
ment based on con-

cessions was in-
troduced and
caused serious
problems in the
sector. The Minis-
try of Agricul-
ture, Fishing and
Forestry set quo-
tas on the export
of unsawn wood
products and
banned the export

of unfinished wood
products to stimu-
late the national
industry.

Consequences

The country
quickly turned
from an exporter
of raw wood prod-
ucts to an ex-—
porter of plywood;
the bans increased

illegal logging
(about 73% of all
volumes, as evalu-

ated by FERN) and
caused substantial
financial losses
to the country

The bans caused a

45-55% increase in
illegal trade,

according to FERN
data.

result, in
forest man-
agement in the
country ceased.
The introduction

of export restric-

As a
1994

tions caused a
growing illegal
trade (about 55-
60% of total vol-
umes as evaluated
by FERN), a slump
in prices, and
inefficient for-
estry.

Further development

In 2001 Dbans on
the export of un-
sawn wood products

were lifted, ex-
port duty on un-
sawn timber (20-
30%) and sawn tim-
ber (10-15%) was
introduced.

Since 1996 the
export duty on
unsawn timber is
up to 25% and on
air seasoned sawn
timber up to 15%

to stimulate tech-

nological season-—
ing.

The government
introduced export
duty credited to
the state budget,
also 1% of the
value of exports

on terms of FOB is
transferred to a
special fund to
finance reforesta-
tion. A system of
coding and inde-
pendent monitoring

was introduced to
prevent illegal
trade.
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Brazil

High taxes on the
use of forest re-
sources introduced
since 1984
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The economy  was
reoriented toward
agriculture and
forests were
felled to gain
agricultural land.
Illegal trade went

up by 50% accord-
ing to FERN
evaluations

Since 1992 a new
program of the de-
velopment of for-
estry is in effect
based in the prin-
ciples of sustain-

able forest mana-
gement, technical
assistance, and
innovation ap-
proaches. A system
of independent
control over log-
ging was intro-
duced

ests and peoples. — FERN. — 2002, April. — 26 p.

“ FERN Report. Illegal logging and the global trade in illegally sourced timber: a crime against for-
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7

Substance of intro-
Coun-

- duced gxpgrt re- Consequences Further development
strictions
1 2 3 4
Since 1985 a com- Growth of illegal A system of trade
plete ban on the trade by 70% of restrictions, de-
export of unsawn total volumes (ac- pending on states,
timber was intro- cording to FERN was introduced in
duced, especially data). Substantial the early 1990s.
in the states of financial losses In Sabah, for in-
@ Sabah and Sarawak to the state. stance, a 10-20%
- . .
0 to stimulate na- export duty is
? tional production applied along with
ﬁ of plywood and export quotas. In
= conserve forests. Sarawak, along
with quotas, a
system of reduc-
tion of royalty
for the woodwork-
ing industry is
applied.
Bans on export of Domestic prices in 1989-1992 dropped
unfinished timber by 18-52% (depending on species and
g introduced since degree of working). In the short-term
- 1986, bans on ex—- outlook, the woodworking industry will
e port of worked stand to gain, but the forest indus-
g timber introduced try, forest owners and the state will
8 since 1987. be the losers. In the long-term out-
&) look, the woodworking industry will be
a loser as well, since investment in
the forest sector will decline.
Bans on export of Domestic prices dropped by 15-45%. The
timber competitiveness of the forest sector
& declined as did the efficiency of land
g utilization. The state lost the wood-
8 working industry. Unsawn timber is
= exported at a price of about US $500;

instead, plywood and sawn timber sell
now at US 4320-380.

From these examples of export restrictions and
their consequences it follows that:

e complete bans on exports do benefit neither na-
tional woodworking enterprises, nor a country’s for-
ests nor the country as a whole;

e complete export bans increase the illegal trade
in timber;

e countries reorient toward other export restric-
tions - such as export quotas and export duty -to
encourage national producers;
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e excessive taxes and charges may also have an in-
direct negative effect on the development of the
world economy - impair the development of a competi-
tive processing sector on a international scale by
protecting inefficient local producers;

e introduction of moderate trade restrictions
while practicing sustainable forest management pro-
duce much more positive results for a country’s for-
ests and the economy as a whole;

e complete or partial use of funds (such as duty)
credited to a country’s budget from the export of
timber produce positive results for forestry.

But the overview of export restrictions as prac-
ticed worldwide would be incomplete without the ex-
amination of other examples of the impact of liber-
alized trade on national producers and the condition
of forests. There are two examples worth citing -
liberalization of trade in wood in Mexico*® and
Chile® (see Table 3).

Table 3. Some examples of the liberalization of trade
in wood products in world practice and their consequences

Country Substance of restrictions Consequences

Mexico In July 1985 the government The value of exported wood
of Mexico introduced a pro- products dropped by 84% in the
gram of liberalization of period from 1985 to 1990. But
trade; in 1986 Mexico acceded the pace of the sector’s growth
to GATT, and in 1994 it be- within this period went down by
came a member of NAFTA 0.7%. All this impacted on en-

vironmental protection and sus-
tainable forestry

Chile A program of liberalization The share of export of wood in
of trade was introduced the total exports increased
within five years from 1970 from 0.9% in 1970 to 10.1% in
on, along with structural 1990. Eventually, commercial
reform in privatization, lib- production and export of timber

eralization of prices and the doubled. Chile became one of
financial market, as well as the largest producers of wood,
fiscal policy. Also, a pro- paper, cardboard and products
gram was launched to plant thereof. The overwhelming ma-
artificial forests and wuse Jority of the products origi-
their wood nate from artificial forests

* International Workshop of Forest Fiscal System. World Bank, Washington DC. — 2003. 19-21
October. — 9 p.
Latenas S. Globalisation and changes in the patterns of consumption in Chile. — Santiago: Con-
sumers International Regional Office for Latin America, 1997 — 23 p.
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As the data in the table show, liberalization of
trade exceeds by far the development of exports, but
does not impact on the development and improvement
of the forestry industry. On the contrary, without
proper reform, including 1in environmental policy,
the consequences of liberalization are catastrophic.

Phytosanitary and technical provisions and stan-
dards also create problems in some cases and become
non-tariff restrictions in trade. This refers, in
particular, to the provisions and standards of envi-
ronmental protection and forests - only a negligible
number of standards and codes are against exports
from certain countries, while the majority set up
serious obstacles for foreign producers. Lately,
such barriers have been applied ever more fre-
quently in European countries. It is difficult to
determine whether these provisions, norms and
standards are really obstacles in the way of in-
ternational trade. Most of them are common obsta-
cles that can be overcome, but some of them result
in controversies between countries [139].

In addition to the above-mentioned measures, there
exist also others that cannot be included in the
category of formal trade restrictions. As a rule,
they do not refer to official government norms, al-
though the government can wunofficially encourage
them. The result of the effect of informal restric-
tions is frequently similar to the effect of formal
restrictions, while their purpose 1is to restrict
trade. Lately, non-tariff measures are used in the
market to restrict trade in wood products of those
types that do not originate from forests of sus-
tainable economic management. Examples include
such restrictions as certification and environ-
mental marking, as well as restrictions, bans or
boycotts of 1local authorities and wholesale and
retail traders?®.

In many countries of western Europe (specifically
Germany“, The Netherlands, the UK, and Scandinavian

% Study of non tariff measures in the forest products sector // Forest research institute study, 1999 —

“ Brack D., Marijnissen Ch., Ozinga S. Controlling imports of illegal timber: options for Europe. —
Netherlands: FERN, 2002.
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countries®) bans and restrictions are established
by local and regional bodies of authority. Such
measures are justified when they are concerned with
environmental protection and human health. Some
wholesalers and retailers can also make decisions on
suspending trade in certain types of products or
«voluntarily» deal only in products that originate
from forests pursuing sustainable economic manage-
ment (some of these groups are supported by the
World Wildlife Fund®’).

Although these instruments concern only the mem-
bers of such groups and are applied within the lim-
its of these groups, their purpose is to intention-
ally restrict trade. Today groups of buyers cannot
exert any marked influence on trade restrictions
on wood that does not originate from forests fol-
lowing sustainable economic management, Dbecause
the quantity of such products is limited on the
market. In this sense the most active consumers
are in the UK where the 95 Plus Group was organ-
ized with the support of the World Wildlife Fund
to pursue the above-mentioned goalsw.

It goes without saying that not all world trade
transactions follow reconciled multilateral rules.
In particular, the formal system of trade almost
does not focus attention on illegal trade and legal
trade of illegal origin”'. According to evaluations
of independent experts, the volume of illegal inter-
national trade in wood in principal countries can
exceed legal volumes. A group of NGOs (ARA, Down to
Earth, EIA, Fern, FOE, Global Witness, Green Move-
ment Estonia, IFAW, Rainforest Foundation, WWEF) es-
tablished that almost 50% of 1imported wood from
tropical forests and about 20% of wood from the con-
tinental forests of the EU are illegal’’. Also, from
30% to 50% of Russian exports and about a half of

* Brack D., Gray K., Hayman G. Controlling the international trade in illegally logged timber and
wood products. — Royal Institute of International Affairs, 2002. — 75 p.
Regulatory barriers to the enhanced use of wood in Europe. Building Research Establishment. —
Brussels: CEI-Bois, 2003. — 149 p.
> Bourke LJ. International trade in forest products and the environment // International Journal of
Forestry and Forests. — Unasylva, 1996. — P. 12—17.
Geneva timber and forest discussion papers. Trade and environment issues in the forest and forest
products sector. — United nations New York and Geneva, 2000 — 68 p.
Blaser J. Illegal activity in the forest sector: an overview // Materials of FLEGT Conference in
Brazzaville, 18 June 2002.
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the exports from the Baltic countries are illegal.
Ukraine’s situation in this respect has not been
studied, but experts believe that the share of ille-
gal logging and exports from Ukraine are substantial
and in some oblasts, specifically Rivne, Volyn, Lviv
and Ivano-Frankivsk oblasts, are in the 50-60% range
of total volumes’.

According to the 2001 estimates of the World Bank
governments lose US $5 billion annually from illegal
logging, but the economic losses for producing coun-
tries is an additional US $10 billion’*. The Friends
of the Earth Association revealed that the largest
importers of illegal wood are the UK, Belgium (the
share of illegal imports of wood in the overall im-
ports 1is about 60%), France, Germany, The Nether-
lands (about half of imported wood 1is of illegal
origin), Italy (about 40%) and Spain (about one-
third) *°.

The pressure the international public brings to
bear to reduce the scope of illegal logging is grow-
ing. That is why the EU is now designing a regula-
tion to ban the import of illegally produced wood.
The regulation stipulates the exercise of border
control and laying down of a legal foundation for
setting up a system of licensing and concluding
partnership agreements under the EU Action Plan on
Forestry Law Enhancement and Governance and Trade.
But some observers point out that bans on the import
of illegally produced timber will hardly yield ap-
preciable results if they are applied only to round
wood and sawn timber”®. In the opinion of World Bank
experts the system of licensing has to be extended

> K.Losyk. Floods, Forests and Two Transcarpathian Governors. Mirror of the Week. 2001, No.11,
March 17-23; H.Storozhuk. Wood Goes Abroad. For us are Left but Chips? Government Courier.
2003, September 8; I. Franchyk. Polissia is Turning into a Desert. Rivne Gazette. 2004, March 11
[No0.899]; P.Checheliuk. The Future of Ukrainian Forests: is there a Reason for Optimism? Mirror of the
Week, 2002, December 28[No.50].

>* World Bank. Controlling the international trade in illegally logged timber and wood products — a
revised strategy. — RIIA, 2004. — 65 p.

> FERN Report. Illegal logging and the global trade in illegally sourced timber: a crime against for-
ests and peoples. — FERN. — 2002, April. — 26 p.

>0 Timber Bulletin. Annual forest products’ market review 2003-2004. — Vol. LVI. — 2005. —
152 p.
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to all commodity groups, including furniture, pulp
and paper, but this would mean additional adminis-
trative costs that are comparable with the expenses
for the system of tracing products along the produc-
tion and distribution chain set up within the frame-
work of certification of forests” .

Proceeding from the above evaluation of restric-
tions on access of wood products to foreign markets,
we can conclude that any trade measures to encourage
sustainable forest management should be based on a
thorough analysis of international trade principles,
specifically those established by GATT. When apply-
ing one or another barrier, countries should concen-
trate on the following:

edirect trade measures, such as tariffs, quotas
or import bans, which are discriminatory in relation
to commodities with a difference that is impossible
to establish physically, are inconsistent with the
GATT rules;

e instead, non-discriminatory tariffs, customs
duty or other charges for all types of wood products
to increase a country’s earnings does not contradict
the GATT rules;

esubsidies that compensate for the expenses of
introducing sustainable forest management practices
will not be appealed, provided they do not cause any
harm to trade;

emeasures on exports, such as bans on the export
of logs, may be inconsistent with the GATT rules
when taxes, customs duty and tariffs introduced to
restrict exports will not be appealed;

ethe schemes of environmental marking do not con-
tradict the GATT rules, 1f they are wvoluntary and
are not in conflict with other spheres of state pol-
icy.

Thus, the general principle to be adhered to when
identifying instruments of trade policy for their
further introduction should be the search for direct
and most effective methods with the least side ef-
fects for a country’s economy in general and an in-
dividual sector in particular.

57 Blaser J. Illegal activity in the forest sector: an overview // Materials of FLEGT Conference in
Brazzaville, 18 June 2002.
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Given the above-mentioned conditions, it can be
concluded that trade restrictions in the forest sec-
tor are necessary as an effective leverage to pro-
mote environmental protection on the international
scale, especially for dealing with environmental
problems.

Current Trends in the Development
of Ukraine’s Forest Sector

Analyzed below 1is the activity of enterprises in
16 state forestries (in Vinnytsia, Volyn, Zhytomyr,
Kyiv, Kirovograd, Lviv, Luhansk, Odessa, Poltava,
Rivne, Sumy, Ternopil, Kharkiv, Khmelnytsky, Cher-
kassy, Chernihiv oblasts), three oblast forestry di-
rectorates (in Ivano-Frankivsk, Chernivtsi and Tran-
scarpathian oblasts), and one state forestry in
Teterivska, Kyiv oblast. They are all accountable to
the State Committee for Forestry of Ukraine (SCFU)
and produce about 90% of Ukraine’s timber.

Within the period under review (1995-2004) the ex-
ports of forest enterprises in natural terms where
increasing 32% and 1in terms of wvalue almost 52.5%
annually. The average increase of imports was only
2.3%, which reflects the general trends in the de-
velopment of the world and European markets of for-
est products.

What distinguishes the foreign trade of Ukraine’s
forest industry 1s the absolute difference in the
commodity structures of exports and imports - ex-
ported are logs, worked wood and some types of non-
wood products, but imported are frame saws, drying
kilns, woodworking benches and production lines,
cutting tools, auxiliary equipment, as well as ma-
chines and mechanisms.

In terms of value, exports exceeded imports by
an average of more than 12 times?® (see Table 4),
as reflected in the index of the balance status
estimated for average exports and imports for the
period under review. The highest value of the bal-

%% The data for computing the main estimated figures of the forest enterprises’ foreign trade activity
were provided by the State Committee for Forestry of Ukraine.
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ance status index was registered in 2004 when it
exceeded 24.

Table 4. Computation results
of the main indicators of the analysis
of Ukraine’s forest enterprise s’ export activity

Indicator 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Exports of Ukraine’s

forest enterprises, US$  9.30 15.00 24.45 28.12 38.52 4531 5298 66.25 67.9 90.1
million

Imports of Ukraine’s

forest enterprises, US$ 296 3.34 3.61 3.83 3.64 3.60 3.52 347 359 3.67
million

Balance of foreign
trade, US $ million

Balance status index, % 31 45 68 73 106 126 151 19.1 188 245

6.34 11.66 20.84 2429 34.88 41.71 49.46 62.77 64.28 86.41

Export concentration

” o 90 144 199 228 305 362 374 393 395 512
index, %

The export concentration index determines what
part of an enterprise’s finished product 1is ex-
ported. As we see from Table 4, the share of ex-
ported forest products increased and exceeded 51% in
2004.

But judging from the data of the Customs Services
of Ukraine, the exports of wood were much higher. In
2004, for instance, over US $305 million®’ worth of
timber was declared, while the enterprises account-
able to the SCFU exported about US $90.1 million
worth of timber. The data on the declared exports
and imports of forest wood products in 2002-2004
(see Table 5) show that they exceeded by far the
volumes of the forest enterprises accountable to the
SCFU.

% The statistical information of the Customs Service of Ukraine serves as the source data for the
analysis.
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Table 5. Volumes of foreign trade
in wood for 2002-2004, US $million

10

Indicator 2002 2003 2004
Export 186,21 262,41 328,82
Import 14,47 23,76 23,23
Balance 171,73 238,65 305,59

The most typical trends in the export activity of
Ukrainian forest enterprises as well as the link of
their activity with Ukraine’s overall economic de-
velopment and structural changes were observed from
2000 to 2004.

To understand changes in the dynamics of exports
of Ukraine’s forest enterprises, it is important to
compute the dynamics indexes: value, physical vol-
ume, prices, structure and quantity, which not only
reflect the process of increase or reduction of vol-
umes, but also why the growth and reduction occur
(see Table 6).

The computed results of the dynamics indexes show
that the increase in the value of exports in 2001
compared with 2000 occurred due to the increase in
physical volumes (the physical volume index is more
than one), but the drop in prices of products (the
price index 1is less than one) by 2% occurred because
of the rise in wvalue only by 16.9%. The increase in
the physical volume occurred due to the increase in
the quantity of commodities almost by 19% and only
because of the change in the structure of exports
toward somewhat more expensive commodities (the in-
dex structure equals 1.003).

Table 6. Index of export dynamics of Ukraine’s forest enterprises

2001 2002 2003 2004
Indicator compared compared compared compared
with 2000 with 2001 with 2002 with 2003

Value index 1,1692 1,2504 1,0246 1,3272
Price index 0,9799 1,0820 0,9679 1,0438
Physical volume index 1,1932 1,1557 1,0585 1,2715
Structure index 1,0029 1,0765 0,9906 1,0409

Quantity index 1,1898 1,0735 1,0685 1,2215




,’06 OLENA MAXYMETS

In 2002 the increase in the wvalue of exports is
due to physical volumes (by 15.6%) as well as prices
(by 8.2%). The structure of exports changed much
more than was the case the year before. The physical
volumes of exports increased due to changes in quan-
tities by 7.35%, and increased by 7.65% because of
changes in the structure toward more expensive com-
modities. This means that in 2002 certain changes
occurred in export policy - enterprises tried to re-
orient exports toward more expensive, finished for-
est products instead of gaining profit by exporting
inexpensive logs. As for the 2003 results, the in-
crease 1in the wvalue of exports by almost 2.5% oc-
curred exclusively due to growing physical volumes
(more than by 5.8%), while prices accounted for a re-
duction by 3.2%. The structure of exports changed in
favor of more inexpensive commodities. But in 2004
the export indicators improved somewhat. Prices for
exported products were growing (almost by 4.4%),
while the physical volumes of exports increased at a
much more rapid pace (by more than 27%).

In the period under review the largest importers
of Ukraine’s wood were Slovakia, Germany, Poland,
Austria and Russia. Among the five largest importers
(in natural terms) in 2000 was the US with a share
of 16.6%, but in 2004 this share declined almost
four times to 4.2%. In 2000 the leader of imported
Ukrainian wood was Germany with a share of 23.1%,
but in 2004 it surrendered its position to Slovakia
whose share increased from 17.5% to 26.5%°.

What has also been observed is the delimitation in
the structure of export flows of lumber and 1logs.
For instance, logs for sawn timber, pulpwood, and
building timber are exported predominantly to Slova-
kia, Poland, Hungary, the Czech Republic, and Rus-
sia. But lumber is mostly exported to Germany, Aus-
tria, and Italy. It is not advisable to regard such
changes as positive, because we cannot but take into
account the trade flows of the countries of Central
and Eastern Europe with the countries of Western
FEurope. Interestingly, these countries buy logs from

% State Committee for Forestry of Ukraine data.
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the CIS countries, 1in particular 1in Russia and
Ukraine, and then resell them in a more finished
state to Western Europe. Ukraine incurs losses from
such trade, since it could sell more finished forest
products to Western Europe.

Thus, the commodity structure of exports in gen-
eral is not efficient, since it is dominated by un-
sawn timber. Although the ratio between unsawn tim-
ber and sawn timber in the exports is changing a
little in favor of the latter, more than 80% of tim-
ber exported from Ukraine is unsawn.

Indicators Measuring Environmentally
Responsible Trade

The analysis of foreign trade of Ukrainian enter-
prises and the rapidly growing volumes of trade
worldwide require consideration of the environmental
component. In particular, this is supported by the
following data:

e in 2004 the average export concentration index
for Ukrainian forest enterprises was 51.2%, and for
some state forestries in the western regions it ex-
ceeded 70%;

e exports grow mostly because of physical volumes;

e in the commercial commodity structure unsawn
timber predominates, its share exceeding 80%;

e in exports the share of high quality forest
products of wvaluable species (oak, 1larch, maple,
hornbeam, ash) is growing.

As mentioned earlier, environmentally responsible
trade should yield environmental and economic bene-
fits. Quantitatively, this is reflected by the indi-
cators of environmental-economic efficiency of ex-
ports, environmental-intensive export products, en-
vironmental-economic efficiency of products sales on
the domestic market, as well as environmental-
economic efficiency of purchase and use of imported
equipment.

The environmental-economic efficiency of exports
of forest products is determined as a ratio of pro-
ceeds from the sale of exports to the sum of eco-
nomic (Eecon) and environmental (FEepviron) coOmponents of
export expenses:
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n

Z Pexp.i ’ Qexpj
By = F ‘“

econ environ.

where Qcxp.; — quantity of i-type exported products,
thousand m’;

Pexp.i — price of i-type exported products;

n — number of types of exported products.

The economic component of export expenses (Cecon)
should consider the following: expenses for disburse-
ment of wages and social insurance; depreciation de-
ductions; other expenses related to the output and
sale of exported products (transportation expenses
included) . The environmental component of export ex-
penses (Eepviron) Should consider the following: cost of
consumed energy resources during the production and
sale of exported products; cost of consumed material
and primary resources during the production and sale
of exported products; cost of consumed water re-
sources during the production of exported products;
cost of compensations for emissions of hazardous sub-
stances in the process of manufacture, transportation
and consumption of exported products; environmental
charges. Such a distribution of expenses during fac-
tor analysis makes it possible to explain what costs
impact the most on the efficiency of foreign trade.

Exports will be efficient from the environmental-
economic point of wview, 1if the value of this indica-
tor will be higher than one. Besides, the indicator
of environmental-economic efficiency of exports
should be compared in dynamics as well as with the
indicator of environmental-economic efficiency of
products sales on the domestic market.

In order to evaluate the degree of environment in-
tensity of the exported products, we believe that it
is advisable to compute this indicator according to
the following formula:

Engp — Eenviron , (2 )
Q(,’K(‘
where Q.xp — total volume of exports, m’.
As mentioned earlier, the indicator of environ-
mental-economic efficiency of exports should be com-
pared with the environmental-economic efficiency of
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products sales on the domestic market, which should
be determined according to the following formula:

n

ZPdom.i : Qexp.i

EEE = &l , 3
dom.m. C +B ( )

econ.dom

environ.dom

where Cecon.dom — cost of the economic component dur-
ing the sale of products on the domestic market;

Benviron.dom — Cost of environmental component during
the sale of products on the domestic market;

Piom.i — price of i-type products on the domestic
market;

n — quantity of types of products.

From the environmental and economic perspectives,
it would be beneficial to the enterprise to export
under the following condition:

EEE,, >\ and EEE, > EEE,, (4)

As mentioned earlier, the import of machines and
equipment 1is extremely important for Ukraine’s for-
est enterprises to modernize their technical base,
balance the production and consumption of commodi-
ties, and conserve and rationally use natural re-
sources.

The construction of the indicators of environ-
mental-economic efficiency of imports is to a cer-
tain extent «symmetrical» to the construction of
indicators describing exports. The main distinc-
tion 1is the interpretation of the indicators of
cost estimation of imports. This indicator is very
important in computing the indicators of the envi-
ronmental-economic efficiency of import of a given
type of product. The methods of computing the in-
dicator of environmental-economic efficiency of
imports should be differentiated depending on the
specifics of import agreements. Concerning the im-
port of equipment, two main events are possible:
either the equipment can be acquired on the domes-
tic market or such equipment is not imported into
the domestic market.

The formula for assessing imported equipment can be
improved 1if, to perform the required functions such



110

OLENA MAXYMETS

equipment can be acquired on the domestic market, al-
beit with worse consumption properties and less econ-—
omy. It 1is proposed to compute the environmental-
economic cost of imported equipment according to the
following formula:

environ—econ — Rdgm + 0,~ + AQS i AEecon i AEenvimn - Or : A()Aimp ( 5 )
imp.equip. dom ’
Rimp + Or Rimp + Or
where Py, — purchase price of domestic equipment
similar to imported equipment;
Raomy Rimp — share of deductions for renovation of

domestic and imported equipment;

0, —rated profitability of operation;

AQ; — increase in the annual volume of products
sales during the use of imported equipment compared
with domestic equipment;

AE..on — changes in the economic expenses of pro-
duction owing to the use of imported equipment;

AE.,viron —Changes in the environmental expenses of
production owing to the use of imported equipment;

AOA;n, — changes in the average annual cost of the
importer’s production assets.

If there 1is no equipment similar to imported
equipment, the formula for determining its assess-
ment and allowing for environmental aspects may be
improved in the following way:

va;«z\;l;;};;econ — Qs Eecon Eenv[r()n . djmpa (6)
R,, + O,
where Qs — annual volume of sale of products with
the use of imported equipment;
Fecon — economic expenses of production with the
use of imported equipment;
Eenviron — environmental expenses of production with
the use of imported equipment;
dimp — share of proceeds from the sale of products

owing the use of imported equipment;

To the economy of environmental-economic expenses
of production owing to the use of imported equipment
should be added a reduction in the cost of consumed
fuel and energy, primary resources and other mate-
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rial values, as well as a reduction in the emission
of hazardous substances and waste.

Allowing for improvements in the formulas of as-
sessing imported equipment, it is proposed to deter-
mine the environmental-economic efficiency in the
following way:

environ—econ
enviuron—econ __ = imp.equip. (7 )

imp.equip. - Rdom‘
The wvalue of the indicator of less than one will
prove that from the environmental-economic point of
view an import transaction will be considered of ad-
vantage.
Conclusions and Proposals

The results of the study show that among the
world’s most influential organizations involved in
the regulation of foreign trade and environmental
protection there is an ongoing controversy whether
the growing volumes and liberalization of world
trade cause damage to the environment. During the
past few years there has been an upward trend in
giving preferences to the environmental component
over the advantages of international trade.

To deal with this controversy and use the potential
of foreign trade as much as possible, especially in
the forest sector (a combination of extraction and
processing sectors), allowance should be made for the
environmental and social factors when laying down the
principles and rules of foreign trade. This will make
possible the development of environmentally responsi-
ble trade in forest products.

Environmentally responsible trade has to yield
economic and environmental advantages without
negative environmental consequences for countries,
business entities and associations engaged in
trade. The main principles of environmentally re-
sponsible trade should be: economic advantage;
eco-mindedness; education (information) of consum-
ers; and creation of demand.

Environmental standards in the forest economy are
not referred to the standards of production. In the
long-term the need will arise to shift attention

m
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from the process of production to balanced consump-
tion. This will increase the role of trade as a
corresponding channel for the required changes in
policy.

When evaluating the instruments related to trade,
we believe that it is important to take into account
three general aspects: effectiveness of achievement
of specific goals and sufficiency of proposed meas-
ures; compromise between environmental effects and
economic growth; and general effect.

Judging from the evaluated trade restrictions,
we can arrive at the conclusion that they are nec-
essary as effective levers for promoting environ-
mental protection worldwide, especially for deal-
ing with environmental issues.

The experience of other countries shows that the
introduction of certain restrictions on foreign
trade in forest products (especially logs) produces
a different effect. The introduction of complete
bans on export of logs causes growth in illegal
trade instead of developing the national woodworking
industry.

Proceeding from this study, the best measure
should be the introduction of an export duty of up
to 10% and environmental marking along with the cer-
tification of forests, which is consistent with the
WTO norms and, as the experience of some countries
shows, yields positive results. The proceeds from the
duty can be committed to finance the certification of
forests and sustainable forest management.
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