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The cumulative scientific evidence is unequivocal: Climate change is a threat to
human well-being and planetary health. Any further delay in concerted
anticipatory global action on adaptation and mitigation will miss a brief and rapidly
closing window of opportunity to secure a liveable and sustainable future for all.

- IPCC (2022) -





The environmental goods & services industry

The environment industry consists of activities which
produce goods and services to measure, prevent, limit,
minimize or correct environmental damage to water,
air, and soil, as well as problems related to waste, noise
and eco-systems.

These include cleaner technologies, products and
services which reduce environmental risk and minimize
pollution and resource use, although there is currently
no agreed methodology which allows their contribution
to be measured in a satisfactory way.

OECD/Eurostat 1999 definition



World Trade Organization (2011), HarnessingTrade for Sustainable Development and a Green Economy.



OUTLINE OF  THIS TALK

 What is the environmental goods and services (EGS) industry?

 How can international trade contribute to the development, 

adaptation and diffusion of EGS’s?

 How can EGS’s contribute to international trade?
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 Young

and fast-growing

 Big in revenue

Berg, Ferrier and Paugh (1998), US Dpt of Commerce Report:

“The domestic industry that provides environmental products and
services is one of the least understood sectors within American
industry, despite its size and economic importance.”
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Source: Authors elaboration based on UN Comtrade (2016), The World Bank (2016) and OECD (2005).

Notes: income classification: The World Bank (2013), GNI per capita in US$ (Atlas methodology)
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Export shares of environmental goods in developing countries
Export shares of environmental goods in developed countries

Nicola Cantore & Charles Fang Chin Cheng, International trade of environmental goods in gravity

models, United Nations Inclusive and Sustainable Industrial Development Working Paper Series WP 2 | 2018
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Wisdom Kanda, Olof Hjelm and Santiago Mejía-Dugand (2015), “Promoting the export of environmental tech-

nologies: An analysis of governmental initiatives from eight countries,” Environmental Development 17, 73-87.
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 Policy-driven

Proposition (David and Sinclair-Desgagné 2005): Each environmental

policy instrument – emission taxes, tradable permits, voluntary

approaches, etc. – affects not only the size of demand for EGS but also,

and differently, the price-elasticity of demand.

Empirical support can be found in Bellas and Lange (2010), “Technological progress in particulate removal

equipment at U.S. coal burning power plants,” Journal of Regulatory Economics, vol. 38 (2), p. 180-192.

A polluting firm subject to a technical standard, for instance, will be less sensitive

to the price charged by its abatement suppliers than if it can choose between

paying some extra pollution taxes versus further lowering its emissions by

acquiring certain technologies.

It follows that an oligopolistic eco-industry will usually charge higher markups under the

former policy than under the latter.

The choice and design of environmental policy instruments can thus affect

significantly the prices of environmental goods and services, hence the resulting

profits of abatement suppliers.

OECD Work on Trade and the Environment - A Retrospective, 2008-2020

Jaime de Melo and Jean-Marc Solleder (2020), “Barriers to trade in environmental goods: How important are they

and what should developing countries expect from theier removal,” World Development 130, 1-11.
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A personal conjecture

What we are seeing is not Schumpeterian innovation (i.e. creative destruction),

but rather Smithian innovation.

Over the last decades, the combination of economic growth (or the overall

expansion of markets) and more stringent environmental policies have led

polluting firms to increasingly outsource the delivery of EGS to specialized

enterprises.

The generic benefits of such enhanced division of labor are well-known since

Adam Smith: it leads to managers focusing better on their core business, ever

greater expertise, an ensuing propensity to innovate, and greater productivity (to

which one may add economies of scale, higher-powered incentives, and more

efficient risk sharing).
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What is the  EGS industry?

Wisdom Kanda, Olof Hjelm and Santiago Mejía-Dugand (2015), “Promoting the export of environmental tech-

nologies: An analysis of governmental initiatives from eight countries,” Environmental Development 17, 73-87.

US Department of Commerce, 2019 Top Markets Report Environmental

Technologies - A Market Assessment Tool for U.S. Exporters,  April 2020
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Precise, consensual

definitions and classifications

More abundant, comparable

and accessible data

On the data issue, see Céline Bak, “Growth, innovation and trade in environmental

goods,” Center for International Governance Innovation Policy Brief no. 67, Oct 2015
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Smith-Stigler theorem

The division of labor (hence, Smithian innovation)

is limited by the extent of the market.

Some caveats

• The outcome is likely to vary (a lot?) across

industry segments.

• Who will really benefit from trade?

• How will environmental policy adjust, and 

ultimately impact innovation?



Barriers to exports

 Inconsistent environmental regulations might

favor the status quo, by making difficult for local 

entrepreneurs to deploy , and thereby advertise, 

their new technology. 

Barriers to imports

 Softer environmental policies

Alain-Désiré Nimubona, “Pollution policy and trade liberalization of

environmental goods,” Environmental and Resource Economics 53(3), 323-

346.

Solveig Delabroye, Alain-Désiré Nimubona and Bernard Sinclair-

Desgagné (2017), “International trade and the environmental goods and

services industry,” chapter 12 in The WSPC Reference on Natural

Resources and Environmental Policy in the Era of Global Change – Volume I:

Game Theory (Ana Espinola-Arredondo & Felix Munoz-Garcia, eds.),

World Scientific.

 Too stringent environmental policies

Carl Gaigné and Lota D. Tamini (2021), “Environmental taxation and

import demand for environmental goods: theory and evidence from the

European Union,” Environmental and Resource Economics 78: 307-352.

Environmental policy’s impact EGS international market

The price-

elasticity

effectIn this example, people tend to stick to using traditional (polluting)

power generators, because the current regulations that protect

riverbeds raise major administrative hurdles if one wants a green light

to use instead a new (non-polluting) tidal turbine.



Environmental policy’s impact on EGS innovation

Environmental companies must no longer subsist predominantly on

short-term pollution control or waste management 'fix-its' in response

to regulatory drivers. They must provide enduring value through

long-term, resource-oriented solutions to environmental unsustainability

in anticipation of return on investment and long-term competitive

advantage. (...)

Pollution control, waste management and cleanup driven by regulation

still represent the majority of revenues in the environmental industry.

However, customer demand is replacing these services with pollution

prevention and resource recovery investments not wholly dependent on

regulations. (…)Expenditures on waste management equipment

manufactured for containment, collection and transportation of solid

waste for efficient disposal are increasingly being replaced by

investments in equipment for sorting, processing and baling materials

for recovery. (…) Demand for compliance-oriented consulting is drying

up, while demand for strategic environmental management

and pollution prevention goes unmet.

[From Environmental Business International EBI Report 2020, p. 33-34 of chapter 1]



Environmental policy’s impact on EGS innovation
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How can EGS’s contribute to international trade?

Pitfalls

 Trade imbalances

 Browner global value chains

 More trade in waste

 Softer environmental regulation

 Social problems

 Unemployment

 Environmental justice

Potential benefits

 Greener global value chains

 Lower compliance costs

 Enhanced trade acceptability

 Higher public health

 Less race to the bottom



Thank you for listening!

Questions and remarks
are most welcome.


