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Abstract

Governments across the globe have put in place policies and measures to encourage environmentally friendly innovation and the deployment of environmental technologies in their efforts to enhance environmental protection and foster economic development and job creation. These measures may, for example, take the form of technical requirements or government support programmes, including support for the deployment of renewable sources of energy. 

This session explored different ways in which policy-makers may use measures to encourage innovation and the deployment of environmental technologies, the objectives behind such policy approaches, and the relevance of the WTO within the environmental technologies arena. A panel discussion and questions from the floor provided opportunity for information-sharing and discussion on eco-innovation and environmental technologies.

1. Presentations by the panellists
a) Ms Vesile Kulaçoğlu, Director, Trade and Environment Division, WTO

Setting the scene, Ms Kulaçoğlu observed that the proliferation of green measures in the international landscape is significant, including measures such as technical requirements and government support programmes. Some governments are also considering policies aimed at the removal of trade and other barriers to innovation. 

b) Mr Xavier Leflaive, Principal Administrator, Environment Directorate, OECD

Mr Leflaive presented research on eco-innovation policies implemented by OECD members. He began by highlighting some broad features of eco-innovation; in particular, he explained that eco-innovation does not entail invention per se, but rather requires enhanced global diffusion of existing technologies in the short term to ensure that they reap maximum environmental benefits. He suggested that governments should intervene to promote eco-innovation in order to correct for market failures related to innovation in general, and to environmental pollution.

In the case of OECD members, policies to support eco-innovation have been put in place for the purposes of scientific knowledge production, industry competitiveness, business development and environmental performance. The particular policy mixes meant to achieve these objectives vary; European OECD member governments focus on supply side policies (research, development and demonstration of environmental technologies), while non-European OECD members pursue approaches including both supply and demand side policies (stimulating demand for environmental technologies). Mr Leflaive drew attention to the link between eco-innovation policies and entrepreneurship, and observed that younger firms tended be stronger eco-innovators than incumbent firms. 

With respect to OECD members’ national strategies to support eco-innovation, he highlighted four features that influence the policy mix selected: the size of knowledge base of the economy, in terms of whether a country chooses to innovate domestically or to adopt innovations from abroad; the size of the domestic market for green goods and services; industry structure, with regard to both opportunities for economies of scope in research and development, and to the segmentation of markets; and the vitality and vigour of the venture capital industry, which in some cases governments may need to kick-start.

Mr Leflaive underscored the value of and the opportunities created by international cooperation in this realm. He focused on international collaborative research arrangements which can pool development risk, and on the creation of larger markets, in which the WTO would have a key role to play in reducing tariff and non-tariff barriers to trade, including through the promotion of international standards with respect to eco-innovations. Finally, he emphasized the importance of engaging and supporting developing countries in this sector, including by helping to build absorptive capacity to reap the benefits of eco-innovation.

c) Professor Nicholas A. Ashford, Professor of Technology and Policy,  MIT

Professor Ashford emphasized the role of government in encouraging eco-innovation, including the need for governments not to be captured by the interests of incumbent firms as they consider the policy mix they wish to pursue. He began by explaining how approaches to addressing environmental pollution have evolved from dispersion of pollution, end-of-pipe control, and industrial ecology – none of which involved fundamental changes in production technology – towards approaches prefaced on systemic technological, product or process changes aimed at preventing pollution in the first place.

Professor Ashford situated his discussion in the context of the innovation cycle, which comprises invention (the first working prototype, which need not be economically successful), innovation (the first commercially successful introduction), and diffusion (to another industry or another country). Focusing on the innovation element, he distinguished “sustaining innovation”, which improves existing technologies, from “disruptive innovation”, which departs from existing technologies and disrupts their markets. Disruptive innovation is crucial in the eco-innovation context as it holds the greatest potential for improvements in environmental performance for the lowest cost.

While incumbent firms engage in sustaining innovation, it is generally new entrants that realize disruptive innovations which replace technologies problematic to the environment. The design of environmental regulation is crucial for eliciting disruptive eco-innovation; it should be very stringent and be developed within an open political space by strong government (to prevent capture by incumbent firms).

He said that process changes arising from innovation have historically led industry to cut labour, and that if the transition towards a green economy is to be widely acceptable, the industrial applications of eco-innovation should result in job creation. Finally, with respect to trade barriers related to environmental requirements, Professor Ashford suggested that they may in fact assist in generating disruptive eco-innovation.

d) Dr Li Wanxin, Department of Public and Social Administration, City University Hong Kong

Dr Li brought insights from China's experience with policies to promote eco-innovation. Dramatic growth in the number of polluting enterprises in China and public concern about environmental pollution were some of the reasons behind demand for environmental innovation. However, market forces do not appear to be a driver for development of environmental technology, as research suggests that the Chinese public do not in general consider the environmental performance of products when making consumer choices. 

Given the limited market for environmental products, and the inability of environmental regulation to promote eco-innovation, the Chinese government has responded by substantially increasing government investment in environmental research and development. This was evidenced through the growing profile of government funding for eco-innovation in China's 11th Five Year Plan. Moreover, government funding has succeeded in leveraging significant private funding for eco-innovation, as total investment in environmental research and development has steadily grown while the government's share has steadily decreased. In addition to public funding, Dr Li noted that China has used a number of other policy measures to promote eco-innovation, including tax instruments, differentiated pricing mechanisms, subsidies and informational incentives (e.g. publicizing environmentally friendly enterprises).

Finally, Dr Li highlighted two ongoing challenges with respect to promoting eco-innovation in China. First, she suggested that the structure of China's government, and the division of the functions and responsibilities among different government agencies, has led to fragmentation in the formulation and implementation of policies for eco-innovation. Second, she highlighted concerns regarding the relocation of polluting industry from coastal regions inland, and the development of pollution havens within China.

2. Questions and comments from the audience

Panellists provided additional insights through an interactive question and answer session. With respect to public-private partnerships for eco-innovation, Professor Ashford clarified that if the industry partners are incumbent firms, the partnership may not achieve necessary disruptive innovation. The superiority of environmental performance standards over design standards was clarified, and it was explained that most standards are in fact performance standards.

The discussion addressed the relationship between the green economy, eco-innovation and job creation. Mr Leflaive spoke of the challenges of making the labour transition to a green economy, given that the impact of green growth on job creation was uncertain, and that there was no obvious reason why green growth would be more labour intensive. This latter point was echoed by Professor Ashford, who said that green technology would not accidentally create jobs, and that labour had to be designed into green products and services.

Responding to a question on reduced value added tax rates for renewable energy generation in China, Dr Li submitted that the Chinese government had lowered preferential prices paid for wind energy due to the conclusion that such investments would otherwise not be eligible for UNFCCC CDM projects as they were not considered to be “additional”. 

On the topic of environmental technology transfer, the key roles of both South-South technology transfer, and South-North technology transfer were recognized. However, Mr Leflaive observed that several important climate change technologies were developed in the global North, and thus the question in this case of these technologies was how to promote North-South technology transfer.

3. Conclusions

The session concluded that national governments have a vital role to play in developing appropriate policies to promote eco-innovation, in terms of the correct mix of instruments and the correct level of stringency. In addition, the panel concluded on the importance of trade as means to diffuse and promote eco-innovation.

