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Foreword

engine for economic development and therefore an important instrument to achieve all

dimensions of sustainable development. At the same time sustainable development is an
explicit objective for trade policy instruments and we see a growing trend in using trade policy
as a tool to promote specific sustainability objectives. These increasingly clear connections
between trade and sustainability lay the basis for this report.

The main focus of this report is the links between trade and the social dimension of
sustainable development. The report provides a comprehensive and holistic overview of relevant
issues within trade and social sustainability, with a special focus on human rights, labour rights/
working conditions and gender equality. The report also maps out trade related instrument
with the potential to contribute to social sustainability, and it describes how the potential for
trade to contribute to social sustainability is dependent on both national preconditions and
complementary reforms.

The report is written by Amelie Kvarnstrém and Karolina Zurek, with contributions and
valuable comments from a number of colleagues at the National Board of Trade: Emilie Anér,
Anna Graneli, Joanna Tillberg, Heidi Lund, Kristina Olofsson, Henrik Isakson, Camilla Ostlund,
Sara Sandelius, Rebecca Ygberg Amayra, Olle Griinewald, Asa Sandstrém, Sun Biney,

Ellen Anker-Kofoed, Anneli Wengelin and Asa Christiansson.

The National Board of Trade addresses a special thanks to the external reviewers who have
contributed with valuable insights. The full report has been reviewed by Beyond Intent AB
through Johan Genneby. Parts of the report has been reviewed by Théo Jaekel, Swedwatch
(now Vinge); Maria Sandow, Svensk Handel (the Swedish Trade Federation); as well as Gisela
Strand and Charlotta Bobjer, Sida (the Swedish International Development Cooperation Agency).

T he 2030 Agenda and the UN Sustainable Development Goals state that trade is an

Stockholm, October 2017

/Anna Stellinger
Director-General
National Board of Trade



Summary

s a result of the 2030 Agenda, sustainability has become a universal and overarching

goal for all of the UN’s activities. All UN member states are to strive to achieve the new

global sustainable development goals. The 2030 Agenda clearly states that trade is an
important instrument for achieving sustainable development.

Sustainable development includes all efforts towards a balanced global development,
taking account of economic, environmental and social dimensions. These three dimensions
are of equal value, and overlap each other on several levels. Social sustainability includes the
protection and promotion of a broad spectrum of values and interests such as human and
labour rights, gender equality, and health, consumer and security issues.

There is no universal solution for how trade policy
and trade rules can promote social sustainability
most effectively. On the contrary, it is necessary to
analyse each individual case, while considering the
specific conditions and context. Future sustainability
efforts in the area of trade will not only be about
managing the social and environmental effects of
economic growth, but will also have sustainability
as a central component of all activities.

An analysis of trade and the impact of trade
liberalisation measures on social sustainability issues
should primarily be based on the economic effects
of trade, such as increased growth, efficiency gains
and structural adjustments, which also have social
consequences. This report highlights both general
links between trade and social sustainability, and
links between trade and each of three focus areas:
human rights, working conditions and gender
equality. The report confirms that there are clear
links between trade and social sustainability, and
that trade liberalisation measures have different

effects on each of these three areas of sustainability.

As for the focus areas, the report shows the
complex relationship between trade liberalisation
and protection of human rights. On the one hand,
the economic resources generated as a result of
trade can promote human rights in various ways.
On the other hand, new trade opportunities also
mean that weak protection for human rights in
reality may be seen as a competitive advantage.
Protecting human rights can be particularly chal-
lenging when trade takes place in geographically
fragmented and long value chains. This means that
trade-related instruments may be required in order
to promote responsible value chains throughout
the entire supply chain.

This particularly applies to labour rights and
working conditions, because trade liberalisation
measures have a far-reaching influence on the
labour market, globally and locally. Some jobs
disappear while others are created. Depending on
where and in what sectors jobs are created or
disappear, as well as on available resources for
adjustment support, trade liberalisation measures



will have different sustainability effects in different
countries. Since empirical studies have generated
mixed results, further research and analysis is

required in order to gain a better picture of what
the actual effects of trade liberalisation measures
are on labour rights and working conditions, and
of how trade rules should be designed so as to
make these effects as positive as possible.

Despite the fact that trade rules are designed to
be gender-neutral, women and men are often
impacted differently by trade and trade liberalisa-
tion measures, especially in the labour market. This
is, among other things, due to different national
socio-economic preconditions. Trade and trade
liberalisation measures can impact gender equality
at the national level, for example through changes
in factors such as women’s and men’s occupations,
economic empowerment, and access to resources,
as well as through overall consumption patterns. In
the trade context, it should be noted that gender
equality is not merely a matter of the human right
to not be discriminated against based on gender.
It is also a matter of economic rationality. Countries
with higher rates of female employment exploit
their economic potential to a greater extent, which
in turn boosts their economic growth. However,
there are structural and practical limitations that
prevent women from fully benefiting from the
opportunities created by trade. Complementary
measures are needed in order to create a level
playing field for women’s participation in the
economy, to support women's entrepreneurship,

and thus foster national opportunities for socially
sustainable trade.

Trade-related instruments with either the purpose
or potential to promote social sustainability can be
found at all policy levels, globally as well as
regionally and nationally. Within the WTO system,
social sustainability can be promoted by interpret-
ing the WTO's regulatory framework, in line with
the overarching goal of contributing to sustainable
development, for example in its dispute settlement
mechanism. The EU’s trade policy can promote
social sustainability through sustainability chapters
in its free trade agreements (FTAs), sustainability
impact assessments (SIA), and it's Generalised
Scheme of Preferences (GSP). In addition, Aid for
Trade (AfT), public procurement and corporate
social responsibility (CSR) can all contribute to
achieving socially sustainable trade.

However, it should be stressed that not alll
trade-related instruments for social sustainability will
be automatically effective. Differences in national
preconditions mean that trade liberalisation meas-
ures have different effects on social sustainability.
Consequently, additional reforms that complement
trade liberalisation measures and improve condi-
tions at the national level are often needed in order
to benefit from trade. These national preconditions
include a well-functioning infrastructure, good
governance, adherence to the rule of law, as well as
the expansion of social protection schemes and
increased investments in health and education,
which should include a gender equality perspective.



Table of Contents

Abbreviations and acronNyms........ccccicmriinmnn s ———————— 6
1 Introduction to sustainability and trade........ccccocovciriiicccninnc 7
1.1 Definition of the term “sustainability” 7
1.2 The 2030 Agenda - a paradigm shift 7
1.3 Therole of trade in the sustainability agenda 8
1.4 Sustainability as a goal for trade policy 9
1.5 Sustainability in global value chains 9
1.6 Social sustainability 9
2 Purpose and method. ... ———— 12
2.1 Purpose and scope 12
2.2 Method 13
2.3 Structure 13
3 The economic effects of trade impact social sustainability ........cccccvvenriinennnee 14
4 Trade and human rights........im s ————— 18
4.1 Protection for human rights 19
4.2 Trade rules and human rights 20
5 Trade, labour rights and working conditions.......cccccccuimminimmnnnennneenneennaeen. 26
5.1 Effects of trade on the labour market 26
5.2 Effects onlabour rights and working conditions 28
5.3 Multilateral protection for labour rights and working conditions within the ILO 29
5.4 Labour rights, working conditions and free trade agreements 29
5.5 Private initiatives aimed at promoting decent work 31




Trade and gender equality .....cccoiiiirinicinin e ——— 33
6.1 Gender equality as both a right and potential economic gain 34
6.2 The gender equality effects of trade liberalisation measures 35
6.3 Gender equality in trade rules 40
National preconditions for sustainable trade.........cccoocmriiiiccininccccnninscreriees 44
7.1 Infrastructure 44
7.2 Well-functioning institutions 46
7.3 The importance of complementary reforms 49
Trade-related instruments to promote social sustainability..........ccccerunnnnnns 50
8.1 The WTO’s trade rules and social sustainability 50
8.2 The EU’s trade rules and social sustainability 54
8.3 Corporate Social Responsibility (CSR) 57
8.4 Aid for Trade 60
8.5 Public procurement as an instrument in trade 61
CoNClUSIONS ..ot 63
9.1 General conclusions on the links between trade and social sustainability 63
9.2 Conclusions within individual policy areas 66

9.3 Opportunities and limitations for promoting social sustainability through trade-related instruments. 68




Abbreviations and acronyms

AAAA

AB

AfT

B2C
CAFTA-DR

CEDAW

CSR
DDA

DG
DSB
DSU

EBA
EU
GATT

GATS

GDP
GPA

GSP
GvC
GRI
HR
1A
ICT

ILO
IPPC

ISO

LDC
MERCOSUR
MFN

Addis Ababa Action Agenda
Appellate Body

Aid for Trade
Business-to-consumer

Dominican Republic-Central
America Free Trade Agreement

Convention on the Elimination
of All Forms of Discrimination
against Women

Corporate Social Responsibility
Doha Development Agenda

Directorate General
Dispute Settlement Body

Understanding on rules and
procedures governing the
settlement of disputes

Everything But Arms
European Union

General Agreement on Tariffs
and Trade

General Agreement on Trade
in Services

Gross Domestic Product

Agreement on Government
Procurement

Generalised Scheme of Preferences
Global Value Chains

Global Reporting Initiative

Human Rights

Impact Assessment

Informations and Communication
Technology

International Labour Organization

International Plant Protection
Convention

International Standard
Least Developed Country
Mercado Comun del Sur
Most-favoured-nation

MNE
MOuU
NAP
NGO
ODI
OIE
OECD

PGU

RBC
SDG
SDT
SIA
SME
SPS

SSM
TBT

TFA
Ti
TPRM
TRIPS

TSD
UN
UNCTAD

UNEP

UNESCO

UNGP

uUsbD
WHO
WTO

Multinational enterprise
Memorandum of Understanding
National Action Plan
Non-governmental organisation
Overseas Development Institute
World Animal Health Organization

Organisation for Economic
Co-operation and Development

Sweden'’s Policy for Global
Development

Responsible Business Conduct
Sustainable Development Goals
Special and differential treatment
Sustainability Impact Assessment
Small and medium-sized enterprises

Sanitary and Phytosanitary
Agreement

Special safeguard mechanism

Technical Barriers to Trade
Agreement

Trade Facilitation Agreement
Transparency International

Trade Policy Review Mechanism
Agreement on Trade-Related
Aspects of Intellectual Property
Rights

Trade and Sustainable Development
United Nations

United Nations Committee on
Trade and Development

United Nations Environmental
Program

United Nations Educational,
Scientific and Cultural Organization

United Nations Guiding Principles
on Business and Human Rights

United States dollar
World Health Organization
World Trade Organization



Introduction to sustainability
and trade

International trade is fundamental for economic
growth and improved welfare. Empirical research
shows that no country has succeeded in achieving
long-term economic growth without being open
to trade.! However, trade in itselfis not sufficient
to achieve economic, environmental and social
sustainable development. Opportunities to share
and benefit optimally from the positive effects of
trade largely depend on a broad range of, often
national, factors. At the same time, sustainable
development is an express goal of contemporary
trade policy at the global as well as on regional and
national levels. However, the link between trade
and sustainability is not confined to political
ambition alone. Many existing trade-related
instruments include ways of promoting sustaina-
bility. For example, all of the EU’s free trade agree-
ments contain specific chapters on sustainability,
and at the EU level, public procurement is used to
anincreasing extent as a policy instrument where
sustainability considerations are being given
increased significance. This growing trend of
using trade as an instrument to promote and fos-
ter sustainability forms the basis for this report.

1.1 Definition of the term
“sustainability”

The term sustainability came into use in the 1970s
and at the time mainly focused on the relation-
ship between economic development and the
environment.> In the 1980s, the term sustainable
development was introduced and became univer-
sally recognised in 1987 through the UN-initiated

report entitled “Our Common Future”, generally
referred to as the Brundtland report, which
defines sustainable development as “develop-
ment that meets the needs of the present without
compromising the ability of future generations
to meet their own needs.”? Thisis one of the
most widely adopted and recognised definitions
of sustainable development to this day. However,
sustainability includes all efforts towards bal-
anced global development, including economic,
environmental and social dimensions.* These
three dimensions are of equal value and should
not be seen as watertight compartments that are
separate from each other, since in fact they over-
lap on manylevels.s

1.2 The 2030 Agenda —
a paradigm shift

The UN’s 2030 Agenda and the global sustainable
development goals (SDG), adopted in September
2015, will function as the international guiding
framework for all policy areas and measures that
are linked, in one way or another, to sustainabil-
ityissues until 2030. The Agenda’s 17 sustainable
development goals and 169 targets include all
three dimensions of sustainability and deal with
issues such as ending poverty, gender equality,
and climate action. All of the UN’s activities
should strive to achieve the SDGs, which have
replaced the Millennium Development Goals
from 2000. Unlike the Millennium Development
Goals, which focused primarily on reducing pov-
erty in developing countries, the SDGs are global
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and universal. This means that they apply to all of
the UN’s member states.

With the 2030 Agenda and the SDGs, the
emphasis has shifted from being primarily about
meeting the needs of developing countries and
identifying the measures needed to achieve
global poverty reduction, into the idea of creating
a sustainable world. The 2030 Agenda is thus not
only about managing the social and environmen-
tal effects of economic growth but places sustain-
ability front and centre as a basis for all policy,
including trade policy.

1.3 The role of trade in
the sustainability agenda

International trade has a central role in the 2030
Agenda, both as an instrument to help generate
the resources required to implement and fulfil the
SDGs, and as an independent goal of its own for a
sustainable world. SDG 17 on partnership for the
goals, include three trade specific targets: to pro-
mote a universal, rules-based, open, non-discrim-
inatory and equitable multilateral trading system
under WTO; to significantly increase the exports
of developing countries, including doubling the
least developed countries’ share of global exports
by 2020; and to realize timely implementation of
duty-free and quota-free market access for goods
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from LDCs.° Explicit links to trade are also found
in anumber of the other targets, for instance tar-
gets related to eliminating export subsidies for
agricultural products, banning certain forms of
fishery subsidies, increasing AfT, including small
and medium sized enterprises (SME) in value
chains, and promoting sustainable consumption
and production through sustainable public pro-
curement.” The principle of special and differen-
tial treatment (SDT) of developing countries is
confirmed, while the importance of creating
strong institutional foundations for sustainable
trade through working with good governance and
anti-corruption, for example, are emphasised.
Many of these trade-related targets are not new
but in fact confirm how the WTO and the UN
have viewed the role of trade in contributing to
development and previous commitments in the
area within the framework of the WTO.®

In 2015, the Addis Ababa Action Agenda
(AAAA) was adopted during the UN’s Third Inter-
national Conference on Financing for Develop-
ment. The AAAA specifies anumber of actions for
financing the sustainable development goals in
the 2030 Agenda?®, while also confirming the role
of trade as an engine for inclusive economic
growth, its contribution to poverty reduction,
and its significance in promoting sustainable
development.”®



1.4 Sustainability as a goal for
trade policy

The preamble to the agreement establishing the
WTO specifies sustainable development as akey
goal and that one of the purposes of trade rules is
to fulfil human rights, improve global living stand-
ards, promote sustainable development, and pre-
serve the environment.” The Ministerial Declara-
tion that began the trade negotiations under the
Doha Round clarifies that the WTO believes that
there is a clear relationship between trade liberali-
sation and sustainable development.” Since the
WTO agreements do not contain an explicit obli-
gation regarding sustainable development, this
goal should be seen as a guiding principle and not
as alegally binding obligation.

The Lisbon Treaty, which lays down the funda-
mental principles for the EU’s policies, states that
the EU is to work for the sustainable development
of Europe “based on balanced economic growth and
price stability, a highly competitive social market
economy, aiming at full employment and social pro-
gress, and a high level of protection and improvement
of the quality of the environment.”** Eveninits
external relations, which includes trade policy,
the EU shall contribute to sustainable develop-
ment, free and fair trade, eradication of poverty,
and the protection of human rights.’s All of the
EU’s external actions on the international stage
are to rest on the principles of democracy, the rule
of law, the universality and indivisibility of human
rights and fundamental freedoms, respect for
human dignity, equality and solidarity, respect for
the principles of the Charter of the United
Nations, and international law.' Sustainabilityis
also anintegral part of the EU’s trade policy. The
European Commission’s trade strategy from 2015
states that a fundamental objective of the EU is for
economic growth to go hand in hand with social
justice and respect for human rights, as well as
ambitious standards for working conditions, pro-
tection of the environment, health, and safety.”
Inline with this, the EU’s trade policy should pro-
mote sustainable development, human rights and
good governance globally.”® The strategy also
states that trade isnot an end in itself but a tool to
benefit people. The goal of the EU’s trade policyis
to derive the maximum benefit from this tool.*

The trade rules in the WTO and the EU consti-
tute the legal framework for international trade
that Sweden must comply with. At the national

level, Sweden has also legislated goals and ambi-
tions on how to achieve sustainable development.
The Swedish constitution states that the public
sector shall promote sustainable development
that leads to agood environment for current and
future generations.> Inaccordance with

Sweden 's Policy for Global Development (PGU),
all areas of policy are to work together in order to
contribute to just and sustainable global develop-
ment, which means that the poor can more suc-
cessfully benefit from globalisation.”” Coopera-
tion between trade and sustainability is also
identified as a baseline for Sweden’s export
strategy from 2015: “... trade between people and
countries is beneficial and promotes values such as
democracy, gender equality, human rights and a
better environment.”*

1.5 Sustainability in global

value chains

A prominent feature of today’s international trade
is that the production of goods and services is
divided into stages that take place in different
parts of the world. This is usually termed interna-
tional production networks or global value chains
(GVC).» Aglobal value chain includes the full
range of activities that businesses undertake to
bring a product or service from its conception to
its end-use by final consumers. Over half of all
trade today consists of inputs in the form of goods
and services.* Thanks to the emergence of trade
in GVC, countries no longer need to develop their
competitiveness in entire industries in order to be
able to participate in international trade. Instead,
businesses can participate in value chains by spe-
cialising in the production stages for which their
country has comparative advantages.” This new
trade reality means that the sustainability chal-
lenges for market players vary depending on
where they are in the value chain. Different chal-
lenges mean that there is no single solution as to
how international trade can help to promote sus-
tainability. A multifaceted approach at many dif-
ferentlevels and by many different stakeholders
isneeded.

1.6 Social sustainability

Social sustainability includes the protection and
promotion of abroad spectrum of legitimate inter-
ests such as human rights, working conditions,
gender equality, and health and safetyissues.”® It



is difficult to fully separate social sustainability
issues from economic issues, since they often
impact each other. Examples include labour mar-
ket issues, poverty eradication, and anti-corrup-
tion measures. This report uses a broad definition
of social sustainability, and includes economic
considerations that have a decisive influence on
how social sustainability issues are regulated and
managed.

Social sustainability issues are difficult to regu-
late on a global scale. Due to political, historical,
economic, and cultural differences, social issues
are managed in many and varied ways in different
countries. This difficulty is increased by how
dependent social sustainability issues are on
national institutions and the capacities of indi-
vidual countries to regulate, implement, and act

A historical overview of trade
and sustainable development
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on social rights. Despite this, social sustainability
issues such as human rights are often of global
interest. This requires trade-offs between global
ambitions and legitimate national interests.

The international position has long been that
all three dimensions of sustainable development
are mutually supportive, meaning that an action
that promotes one dimension automatically also
promotes the other two.”” However, research has
shown that this is not always the case. Conflicts
between the different dimensions can arise, and
consequently there is also a need to balance dif-
ferent interests against each other.® The poten-
tial negative effects must be evaluated on a case-
by-case basis, along with an analysis of whether
or not these effects can be compensated or neu-
tralised. Balancing different interests, and deter-
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This timeline shows selected important events that have contributed to the development of both the sustainability agenda as well as
the trade agenda, and how international work to promote the three dimensions of sustainable development - social, economic and
environmental — coincided in 2015. With the adoption of the 2030 Agenda all these issues are interwined and the role of trade in

contributing to sustainable development is clearified.
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mining which interest carries the most weight in
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political priority.

A further complicating aspect is that there is no
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When social sustainability issues are regulated
at the international level, their implementation
is often weaker than when economic issues such
as trade policy are regulated at the international
level. In particular, there are seldom sufficiently
strong mechanisms to implement and enforce
social rights. One reason for this is that social
sustainability issues are often closely linked to
the sovereignty, power, and political systems of
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Furthermore, to a greater extent than for other
sustainability issues, social sustainability regula-
tion is a mix of public sector rules and private vol-
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such as CSR or responsible business conduct
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Purpose and method

2.1 Purpose and scope

So far, the links between trade and the environ-
mental and economic dimensions of sustainabil-
ity have been analysed in more detail than the
connection between trade and social sustainabil-
ity. This has created an imbalance regarding
awareness of the social effects of trade, as well as a
certain degree of neglect of social sustainability
aspects in trade policy analysis. With the aim of
counteracting this tendency, this report focuses
solely on the link between trade and the social
dimension of sustainability, and does not intend
to provide an exhaustive picture of the links
between trade and sustainability. The report is
based on and aims to complement the National
Board of Trade Sweden’s previous analysis of
trade and sustainability, with a particular focus on
social sustainability.

This report aims to take a holistic approach to
the subject of trade and social sustainability, and
provides a general overview of relevant issues,
followed by more in-depth analysis of three focus
areas: human rights, working conditions, and
gender equality. However, these areas are closely
interlinked, and the report intends to demon-
strate the horizontal nature and complexity of
the subject. The report aims to create a general
picture without claiming to provide a complete or
comprehensive description of all the links that
may exist between trade and social sustainability.
Because social sustainability issues have a signifi-
cant impact on developing countries in general
and LDCs in particular, the report has a strong
development perspective, focusing on how inter-
national trade and trade liberalisation measures
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impact developing countries, especially regard-
ing the three focus areas. Effects on the EU’s
internal market are not covered in this report.

Taking into account this breadth and complex-
ity, different parts of the report have different
purposes. Chapters 3 -8 of the report intend to
map answers to the following questions:

1) The general links between trade and social sus-
tainability, as well as the links between trade
and three focus areas of social sustainability
that are highlighted in 2030 Agenda, in the
European Commission’s trade strategy, and in
Sweden’s export strategy — human rights,
working conditions and gender equality;

2) How the effects of trade are dependent on
both national conditions and complementary
policy measures; and

3) What existing trade-related instruments
could be used in order to help promote social
sustainability?

Based on this mapping exercise, chapter 9
analyses how trade-related instruments can help
to promote social sustainability.

In this report, the term ‘trade-related instru-
ment’ is used broadly, and includes all actions that
impact trade policy, the regulatory framework for
trade, and the realities of trade. This means that
private initiatives and other non-traditional trade
policyactions are also included in the report.
However, the focus is primarily on how public sec-
tor trade regulations can help to promote social
sustainability, and not on the role and contribu-
tions of the business community to the develop-
ment of these regulations.



Figure I: The report’s use of the term trade
related instrument.
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2.2 Method

The mapping exercise is based on a broad litera-
ture review of both theory and empirical evi-
dence in the area, and is complemented by con-
crete examples of trade’s effects on sustainability.
Taking into account the scope and complexity of
the subject, the report has primarily selected
studies of a more general nature that are relevant.
The effects on individual countries cannot be
seen as representative other than as individual
examples.

In the light of the complexity of the area, the
analysis includes the following components.

Trade and trade policy. The use of trade-related
instruments to promote sustainability includes
the aim of managing the effects of trade, if any, on
social sustainability. For this reason, the nature
and structure of trade reality as well as trade pol-
icy needs to be included in the analysis.

Effects in both directions. Considering the
political goal of promoting social sustainability
issues through trade policy, it is important to ana-
lyse both how trade impacts, and is impacted by,
conditions at the national level.

Interaction between the legal system and the
economy. Because the report aims to analyse
how existing trade regulations can contribute to
social sustainability, the regulatory frameworks
for trade at both global and EU levels form a base-
line for both the mapping exercise and the analy-
sisin the report. Drawing a clear distinction
between the economic and social effects of trade
isnot easy to do, since they interact and influence
each other. As aresult, this report starts its rea-
soning in the economic effects of trade, and the
economic conditions within which trade rules
operate and impact social sustainability.

2.3 Structure

Chapter 3 intends to provide a background to the
economic effects of international trade and to
describe the complex and intricate relationship
between the economic and social dimensions of
sustainability. As such, it forms the basis for the
analysis of the issues dealt with in chapters 4 - 6,
and is, in part, founded on previous analyses by
the National Board of Trade Sweden.

Chapters 4 - 6 deal with the link between trade
and three specific focus areas of social sustaina-
bility (human rights, working conditions, and
gender equality) which have been identified as
the most relevant aspects of social sustainability
when it comes to trade. Chapter 7 describes the
relationship between certain national precondi-
tions and the effect trade liberalisation hasina
country or region. Chapter 8 describes the most
important trade-related instruments used for the
purpose of promoting social sustainability.
Finally, chapter 9 summarises the report and lists
its conclusions.

This report ought to be read in its entirety, but
each chapter can be read separately in order to
provide an overview of its specific subject area.
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The economic effects of trade
impact social sustainability

One starting point in the analysis of how trade
impacts social sustainability is to first look at how
trade and trade liberalisation can impact a coun-
try’s economic structure. This chapter aims to
provide an introduction to the primarily eco-
nomic effects of trade liberalisation, and how
these in turn impact social sustainability issues.

The economic effects of trade liberalisation
can be divided into direct (static) effects such as
efficiency gains as aresult of increased competi-
tion, economies of scale, and an increased range
of products on offer; as well as indirect and long-
term (dynamic) effects, such as a positive impact
on productivity.

The economic effects of trade and trade liberal-
ization have the potential to create opportunities
for social sustainability and include, but are not
limited to, the following areas:

Greater efficiencies lead to increased
resources

Trade liberalisation removes barriers to free
trade. Countries reduce or eliminate barriers that
give rise to costs for exports, as well as imports
from other countries. According to economic
theory, trade leads to a more efficient use of exist-
ing resources. Instead of producing everything
within a country, countries specialise in sectors
in which they have a comparative advantage as a
consequence of their specific supplies of skilled
or unskilled labour, capital, natural resources,
and similar factors.* Trade in GVC allows busi-
nesses to specialise in the production stage for
which their country has comparative advantages.
This specialisation in production leads to a more
efficient use of resources.?* This process can
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make more resources available, which in turn can
promote social sustainability.

Structural changes impacts
employment and working conditions
Increased openness to trade usually leads to
changesina country’s economy. This is called a
structural adjustment period. This change in the
structure of production impacts the labour mar-
ket, resulting in changes to for example the
employment rate, income distribution, and work-
ing conditions, which also has social effects.
Structural changes can occur as aresult of trade
liberalisation and also as a result of technological
development.

The potential gains from the structural changes
depend on the speed and extent to which
resources are redistributed to the economic sec-
tors in which the country has a comparative
advantage.# There is arisk that structural
changes as aresult of trade liberalisation occurs
sorapidly that a country does not have sufficient
time to adjust, and the result is instead a high level
of unemployment for the country to try to man-
age. However, studies indicate that adjustment
costs at the national level are generally lower than
the gains that result from trade liberalisation. 3
Evenifa country as a whole gains from trade liber-
alisation measures, there will be groups that may
lose out, at least in the short term, as a result of
trade liberalisation during this adjustment period.
There are different ways of managing the poten-
tial negative social effects of trade liberalisation.
For example, trade reforms can be introduced
gradually so that a country has time to adjust itself
to the new trade reality. * There may even be a



need to combine trade liberalisation measures
with development aid initiatives that improve the
individual country’s chances of benefiting from
trade’s potential.

Increased productivity as a prerequisite

for growth

Most researchers agree that there is generally a
positive link between openness to trade on the
one hand and increased productivity and eco-
nomic growth on the other, but they also agree
that this link is not automatic.* Historically
speaking, even if countries that have been open to
trade have grown faster than those that have not,
the effects of trade liberalisation measures differ
from country to country.

According to economic theory, there are many
reasons why reducing trade barriers, at least fora
certain time period, leads to static gains in the
form of increased economic growth.?” Being inte-
grated in global or regional markets also
increases the opportunities for businesses to
expand their markets beyond the domestic mar-
ket, which enables economies of scale.?®

In developing countries, trade reforms that
have led to a more open economy and increased
market access have been one of the most impor-
tant factors for growth.® However, the link is not
automatic, and in less developed countries, an
increase in market access and trade liberalisation
measures have not always resulted in increased
growth.* The growth of GVC:s and specialisa-
tion means that developing countries do not
themselves need to acquire all the skills required
to create a complete value chain in order to be
able to participate in international trade.* Since

Figure 2: Developing countries’ share of
world trade
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2000, developing countries’ share of world trade
has increased from 33 per cent to 48 per cent.*
Today, China is the world’s biggest exporter, and
developing countries such as Brazil, India, Indo-
nesia, Malaysia, Thailand and Mexico are counted
among the world’s 20 biggest exporters.*

New technology and infrastructure
facilitates growth

Furthermore, through integration in GVCs, tech-
nology and expertise can flow more easily and at
alower cost from developed countries to devel-
oping countries.* Reduced prices on imported
inputs and technologies can also help to make
production systems more efficient, which in the
long term means increased productivity and a
more sustainable use of resources.*

Along with reduced transport and communica-
tion costs, access to new technology has made it
easier for businesses in developing countries to
offer skills within specific areas of activity, for
both goods and services, and thus contribute to
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value chains that extend throughout the world. +
For example, many countries in Asia have
become strong players in the electronics sector
as assemblers of electronic devices, and have
attracted multinational enterprises such as
Apple, Dell, Amazon, Nokia and Samsung. #
More information about the importance of ICT is
provided in chapter 7 about national precondi-
tions for sustainable trade.

Economic growth as a precondition for
poverty reduction*®

Trade is one of several important factors for
achieving increased productivity and economic
growth, which is a decisive factor in reducing
poverty in the long term. ¥ When the Copenha-
gen Consensus Centre brought together 82
leading economists to debate how the sustain-
able development goals in the 2030 Agenda could
best be achieved, they concluded that increased
free trade could lead to over 160 million people
being lifted out of poverty.

Goal number1
ofthe UN’s 17
Global Goals.

However, the link between trade and poverty is
more complex than the link between trade and
growth. Trade can have direct effects on poverty
through changed prices, the demand for labour,
wage and salary levels, and state revenues. > On
the other hand, in order to identify the indirect
effects, it is essential to look to other mecha-
nisms affecting those living in poverty. This for
example includes which sectors households liv-
ing in poverty are employed, and how their pro-
duction and consumption are impacted by direct
changes in prices, employment and markets. +*
Another important factor that affects how trade
liberalisation measures impact groups living in
poverty is where and in what sectors economic
growth occurs as aresult of the structural
changes from trade. * Depending on which sec-
tors and geographical areas are affected, trade lib-
eralisation can both generate and eliminate
opportunities for employment for low-income
earners. Growth does not automatically contrib-
ute to areduction in poverty unless job opportu-
nities arise for the poor. Thus, economic growth
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can contribute to reducing poverty if it occurs in
sectors and geographical areas where those living
in poverty work or reside. 5 For example, poor
farmers will benefit if trade liberalisations leads
to new markets for their products, and can result
in them being able to sell their products for a
higher price. s Many of the positive effects and
the potential for poverty reduction as a result of
openness to trade depend on complementary
policies and institutions %, which are described
further in chapter 7 about national preconditions
for sustainable trade.

Income distribution

Incomes are affected through increases in exports
and imports. Depending on the economic struc-
ture of the country in question, increased eco-
nomic growth can lead to the economy as a whole
achieving higher revenues, but can also lead to
losses for certain groups, while others benefit.
This, in turn, can lead to increased income dispar-
ity. ¥ Trade liberalisation measures increase the
number of productive businesses in the market,
which demand more skilled labour with higher
wages and salaries. Some research indicates that
ina closed economy that opens itself to trade,
income inequality increases by 10 per cent. **
Increased inequality in wages contributes to
increased income inequality. However, the empir-
ical evidence appears to indicate that increased
income inequality does not lead to increased pov-
erty. Rather, low-skilled labour has also benefited
from trade liberalisation measures, but propor-
tionally less than skilled labour.

Increased competition influences price
levels and consumption patterns

Trade liberalisation measures increase competi-
tion in the market, which impacts consumption
patterns and market structures. Increased com-
petition allows a country’s consumers and pro-
ducers to purchase goods and services at a lower
price than if they were to produce these them-
selves. For instance, if the prices of available
goods and services fall, it can affect consumers’
disposable income.

Trade reforms can change relative prices in
markets of products and services as well as in
markets for labour and capital. For the consumer,
trade liberalisation can be beneficial if the prices
of imported goods fall, which can result in
increased purchasing power. Trade liberalisation
can also impact production costs through for
example lower prices for input goods, which ben-



efits producers. However, it is worth noting that
changes in prices do not always lead to poverty
reduction, since poor groups tend to have lower
access to cheaper prices for consumer goods or
inputs due to alack of competition in the distri-
bution and transport stages. ¥

Impact on state revenue sources

The effect of trade liberalization measures on
state revenue partly depends on whether tariffs
and customs duties are entirely eliminated or just
reduced. When trade liberalisation measures
consist of the removal of quantitative import
restrictions and is replaced by tariffs, generally
new revenue streams arise for the state. On the
other hand, if trade liberalisation reduces or
eliminates tariffs and customs duties, direct reve-
nues to the state from cross-border trade may
instead be reduced.® Customs revenues can con-
stitute a large proportion of the state’s resources,
in particular in developing countries. Reduced
customs revenues may in turn impact the state’s
capacity to finance social reforms. ¢ In theory, it
should be possible to compensate for this
through the increased economic growth trade is
expected to bring. If increased international
trade results in more jobs and higher income lev-
els, an opportunity opens for the state to redis-
tribute resources through income tax, which can
compensate the state for these lost customs reve-
nues.® However this requires well-functioning
taxation and income redistribution systems and
sufficient capacity to manage the collection of
revenue in the form of income taxes rather than
through tariffs and customs duties.*

Regulatory competition — the risk of a
race to the bottom?
Comprehensive social and environmental
regulation can be seen as factors that increase
production costs for businesses, and thus as a
disadvantage for countries competing for
foreign direct investment (FDI).% Trade in
GVCs enables a global production system that
allows countries to localise their production
to the countries with the lowest production
costs. This canin turnlead to arisk of a
so-called race to the bottom °°, where countries
seek competitive advantages through imple-
menting lower protection levels and more
permissive regulation, and consequently
abstain from improving, or even reduce, the
regulations that protect social development.
The majority of empirical evidence in this field
pertains to labour standards and environmental

Figure 3: The risk of a race to the bottom
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regulations. These studies show little evidence to
back up the race to the bottom hypothesis.”
Individual examples can be found of businesses
that have chosen to move their production due to
lower labour costs but differences in protection
levels and national regulations governing labour
rights and working conditions appear to only
have a marginal impact on trade and investment
flows. However, some studies indicate that even
if countries are not competing with each other to
any great extent by lowering protection levels,
competition does occur in how well existing
regulation is implemented.®®

Within the services sector, strong national
regulation can be a prerequisite for being able to
export services such as professional services,
financial services, environmental services and
communications services. Without regulation in
the area, the market lacks sufficient competitive-
ness.” Depending on the extent to which know-
ledge about this is spread, as well as necessary
preconditions for developing trade in services
(such as education level), such regulation can
prevent a race to the bottom, and could even lead
toaraceto the top.

Openness and incentives for peaceful
relations

Beyond its economic effects, free trade increases
cross-border exchanges and enables the creation
of new international relations. This has the poten-
tial to create a free exchange of thoughts, ideas
and innovations, creating an important incentive
for building peaceful relationships between coun-
tries. Countries that trade with each other become
more dependent on each other, creating incen-
tives to avoid conflict, which is a fundamental pre-
requisite for promoting social sustainability. 7°
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Trade and human rights

This chapter presents the general links between
trade and human rights with a particular focus on
the social and economic aspects of human rights.
The chapter functions as an umbrella for the sub-
sequent chapters on working conditions and gen-
der equality, but it also functions as a freestand-
ing area of focus. Working conditions and gender
equality both constitute different aspects of
human rights, but in both cases their links to
trade and trade liberalisation measures go
beyond the rights perspective.

The primarily economic effects of increased
trade and trade liberalisation measures pre-
sented in chapter 3 can impact countries’ capaci-
ties to protect human rights. For example, the
contribution of trade to increased growth and
reduced poverty can be a step towards increased
resources available to promote human rights.
Many economists claim that the long-term
effects of trade improve people’s welfare primar-
ily through increased economic resources and
income levels, thus improving the quality of life
of both men and women.” Studies indicate that it
is more likely that richer countries spend propor-
tionally more resources on the protection of
human rights because their basic needs are
already met, and as aresult more resources can
be devoted to promoting human rights.” Fur-
thermore, human rights violations are more
likely to occur in countries that isolate them-
selves. Countries that open themselves to the
rest of the world and participate in international
trade instead generate a broader exchange of
ideas and information about the human rights
situation in other countries. 72 Thus, thereis a
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link between a higher degree of openness to trade
and better circumstances for some human rights,
although further empirical evidence is needed to

firmly establish a causal relationship.”

However, there is also a risk that trade liberali-
sation measures will limit the ability of individual
countries to take action to protect human rights.
If trade liberalisation measures lead to lower
state revenues and the state lacks the capacity to
collect taxes in another way, tariff cuts could
make it more difficult for states to provide basic
services to their citizens or to finance social
reforms aimed at fulfilling their human rights
obligations. Trade rules can also limit a state’s
scope for trade-related actions in relation to
another country as a consequence of that coun-
try’s behaviour when it comes to human rights.

Human rights

Human rights are part of international law.”®
The most fundamental internationally
recognised human rights are recorded in the
Charter of the United Nations and the UN
Declaration of Human Rights, the International
Covenant on Civil and Political Rights, the
International Covenant on Economic, Social
and Cultural Rights, and the eight most central
ILO conventions (the fundamental conven-
tions).” Under international law, states are
required to do everything they can to respect,
protect and fulfil these rights.””



4.1 Protection for human rights

4.1.1 The state’s obligation to protect
human rights

Itisup to each individual country to ensure that
human rights are protected and fulfilled in the
country. When human rights violations do occur, it
is primarily the state’s responsibility to ensure that
the individual is compensated. Human rights limit
how the state may treat individuals and certain
groups of individuals deemed particularly worthy
of protection (such as indigenous peoples) within
its jurisdiction, and also imposes on the state cer-
tain positive obligations in relation to individuals
and groups of people.” These conventions divide
human rights into two categories: on the one hand
civil and political rights (such as freedom of
expression and the right to vote); and on the other
hand economic, social, and cultural rights (such as
the right to healthcare and education) which are
generally of a positive nature. Despite this catego-
risation, all human rights are considered universal,
indivisible and mutually supportive, and should be
treated equally.”? However, there is a difference in
the requirements related to how these rights are to
be implemented. Political and civil rights begin to
apply immediately upon adoption of a convention,
while economic, social, and cultural rights may be
implemented progressively by each state in rela-
tion to its economic resources.® Although individ-
ual states are responsible for protecting human
rights, all of the UN’s member states have an obli-
gation to work together in order to promote

humanrights.® The state’s responsibility also
extends to protecting individuals from businesses
that violate human rights.

4.1.2 Corporate responsibility
to respect human rights
Because the conventions on human rights are
only binding for states; businesses, organisations,
and individuals are not formally bound by the
human rights conventions. However, businesses
are nonetheless obliged to respect human rights
inline with the legislation in each individual
country. This can be interpreted to imply that a
businesses’ activities are not to cause, contribute
to, or be associated with violations of human
rights, and that businesses ought to act in ways
that prevent such violations.® In addition, busi-
nesses ought to take action against any negative
consequences for human rights that occuras a
result of their activities.®

There are a number of international instru-
ments that provide guidance on how businesses
should behave in order to respect human rights.
The UN’s Guiding Principles on Business and
Human Rights (UNGP), informally known as the
Ruggie principles, were adopted in 2011, which
helped to crystallise the scope of business enter-
prises’ responsibility for human rights.* These
guiding principles are not legally binding, but
clarify the state’s obligations in the area, and what
this in turn can mean for businesses. All of the
UN’s member states have been encouraged to
develop their own national action plans regarding
how these guiding principles are to be imple-
mented in their country-specific context, and by
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UN Guiding Principles for Business
and Human Rights

What — if any — responsibility businesses have

in connection to human rights has

been a long debated issue. In 2005 the UN

Secretary General appointed Professor John

Ruggie as Special Representative on issue of

human rights, transnational corporations, other

business enterprises. Ruggies proposal for a

Protect, Respect, Remedy Framework to man-

age these issues was presented and approved

by the UN in 2008. Ruggie’s

mandate was extended by the UN Human

Rights Council with the task to develop con-

crete recommendations on how to implement

the Framework. After extensive consultations
with states, businesses and civil society,

Ruggie presented Guiding Principles on

Business and Human Rights: Implementing the

United Nations ‘Protect, Respect and Remedy’

Framework (UNGP). The Guiding Principles

were endorsed by the UN Human Rights

Council in June 2011.

Both the Framework and the UNGP rest on
three pillars:

1. the state duty to protect against human
rights abuses by third parties, including
business;

2. the corporate responsibility to respect
human rights; and

3. greater access by victims to effective
remedy, both judicial and non-judicial.

The UNGP does not create new commit-
ments under public international law, instead
they provide non-binding guidelines clarifying
what existing human rights obligations mean
for states and businesses.

The main focus of Pillar 2, on corporate
responsibility to respect human rights, is that
business operations shall not contribute to the
violation of human rights, and that businesses
shall act to prevent such violations. According to
the UNGHP, this responsibility applies to the
whole supply chain and in relation to the busi-
ness’ all activities and partners. The primary
instrument recommended to fulfil this responsi-
bility is to conduct a due diligence in order to
identify actual and potential human rights
effects from their business operations, or linked
to their business, products or services through
any business relationships. UNGP provides guid-
ance on how to conduct a human rights due
diligence, and how to manage the results of it.
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2015, six countries, including Sweden, had devel-
oped such action plans.® The point of departure
for these international guiding principles for busi-
ness and human rights is that human rights are to
be respected at all stages of the value chain. Iden-
tifying potential human rights violations through-
out the entire value chain can be complicated for
amulti-national enterprise. For example, in situa-
tions where it is deemed unreasonable to require
investigations into every single link in the value
chain, the UNGP state only that the business is to
identify the areas that are at the greatest risk of
human rights violations.*

The possibility to identify human rights risks in
the supply chain can be very different in different
sectors. For example the European Commission
has developed some practical guidelines for three
sectors: for employment and recruitment agen-
cies, ICT companies, and oil and gas companies.*’
In addition to these guidelines, there are a number
of voluntary corporate initiatives in the form of
CSR policies which can provide further guidance.
These are described in more detail in section 8.3.

4.2 Trade rules and human
rights

There is arisk that state efforts to fulfil human
rights obligations may end up in conflict with
trade rules. Conflicting objectives can arise for
instance if national measures to protect the right
to health or the right to life breach trade-related
obligations.

4.2.1 The WTO and human rights

The Doha Development Agenda (DDA) recog-
nises that international trade has effects on peo-
ple and that there is a need for both human and
institutional development in order to optimally
benefit from trade.®

Non-discrimination and the scope for
state action

The WTO does not directly regulate human
rights issues. Neither are there any direct limita-
tions in the WTO’s regulatory framework con-
cerning how member states may regulate human
rights. Some researchers are of the opinion that
the WTO’s regulatory framework nonetheless
constitutes a limitation on its member states in
promoting human rights.* Within the WTO, two
fundamental principles of non-discrimination
prevail: the principle of most-favoured-nation



(MFN), and the principle of national treatment.
According to MFN, trade favours granted to one
country must “immediately and unconditionally”
be extended to all other countries in the WTO;
and according to the principle of national treat-
ment, the same taxes and regulations are to apply
for imported as for locally produced goods once
they have crossed a national border and entered
the national market.*® These principles thus
mean that WTO members may not discriminate
between their trading partners or between equiv-
alent goods or services at the national level,
whether sourced locally or in another member
state. The WTO rules thus de facto restricts a
country’s ability to rebuke against another WTO
member by implementing trade sanctions in
response to breaches of human rights,” or to
reward a state striving to promote human
rights.”> However, most studies indicate that this
type of sanction is ineffective.

The dispute settlement system
A fundamental principle in international law is
that there is no hierarchy between sources of
international law, such as international conven-
tions.** This means that human rights conven-
tions and international trade agreements have the
same legal status. However, since the WTO sys-
tem has a strong and mandatory dispute settle-
ment mechanism within which all disputes con-
cerning trade rules are to be settled,’ it has been
claimed that the WTO rules in practice have a
stronger position than human rights conventions,
in spite of having formally equal legal status.*
One way to promote human rights through the
WTOs dispute settlement system can occur when
there is a potential conflict between obligations in
WTO agreements and obligations in international
agreements that concern human rights. In this
case, itis possible to balance the interests against
each other and to attempt to interpret the agree-
ments in such a way that the conflict disappears.
Asmentioned above, sustainable development
and the promotion of human rights are express
purposes and goals of the WTO agreements?’
and trade rules are to be interpreted with these
goals in mind.

Exceptions in protection of human rights
The WTO system allows for a number of excep-
tions where, in the case of a conflict, other
national legitimate interests can outweigh the
trade obligations in the WTO agreements. In the

human rights area, Articles XX(b) and XX(a) of
the GATT are of special interest.

General exception to protect human, animal or
plant life or health
Article XX(b) of the GATT allows for general
exceptions from the trade rules in favour of
national measures that are necessary to protect
human, animal or plant life or health. One of the
first occasions on which the purpose to protect
human life was pleaded to legitimise a trade
restriction was when Brazil introduced a ban and
economic sanctions on the importation of
retreaded/used tyres.*®

In this case, the EU was of the opinion that Bra-
zil’s measures were in breach of the WTO’s regu-
latory framework and had a negative impact on
the EU’s export of retreaded tyres to Brazil, and
therefore brought up the matter within the
WTO’s dispute settlement system.” Brazil
admitted that the measures were in breach of the
WTO’s regulatory framework, but claimed that
its trade ban was necessary in order to protect the
life and health of its population. Retreaded tyres
more rapidly become waste than new tyres, and,
according to Brazil, the accumulation of this
waste constituted a health risk, in part because of
the poisonous emissions caused by burning these
tyres.'*® Brazil’s position was also that there was
no reasonable alternative available in order to be
able to protect the human right to health, which
is why the measures ought to fall under the gen-
eral exception for measures necessary to protect
human life and health in Article XX(b) of the
GATT. This was one of the first occasions when
protection of human rights was used as an argu-
ment in defence of a measure that was deemed to
be in breach of the WTO rules. The measure was
in fact seen as fulfilling the requirements to be
considered “necessary” under Article X(b) in
order to achieve the desired purpose, i.e. both the
principle and the wording were deemed provi-
sionally justifiable. However, Brazil was seen as
having imposed the ban in such a way that it con-
stituted arbitrary and unjustifiable discrimina-
tion, as well as a disguised restriction on trade,
and was therefore not considered justifiable by
the WTO’s dispute settlement system.'

Exception to protect public morals

Article XX(a) of the GATT also offers an opportu-
nity to promote human rights within the WTO
system. This provision provides for an exception
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from the WTO rules in order to protect public
morals. What can be seen as a measure with the
purpose of protecting public morals- can vary
from member to member, taking into account
differences in social, cultural, and ethical values.
The intention is that members should have a cer-
tain scope to determine themselves what meas-
ures might be deemed necessary in order to pro-
tect public morals.”> Even if this provision does
not expressly include human rights, in theory it
can constitute a possibility for including human
rights in an exception from the WTO rules.'** For
example, this exception could conceivably be
used to legitimise trade restrictions in relation to
countries that still apply slavery, ban free press,
use child labour, or commit gross violations of
human rights.’>
One example of a dispute where Article XX(a)

of GATT was applied is what is referred to as the
Seal Dispute.*s This dispute concerned an EU reg-
ulation on trade in seal products, which estab-
lished a general ban on the sale of these products
within the EU. The regulation contained an excep-
tion from the general ban on trade in seal products
stemming from traditional hunting carried on by
Inuit communities and other indigenous peoples,
where it contributes to their self-sufficiency. The
regulation’s compliance with WTO rules was
questioned, and the reports from WTO’s DSB
concluded that the ban on trade in seal products
could be justified on moral grounds, but the
exception for indigenous peoples was questioned.
In principle, the ban could be said to reflect alegit-
imate interest, but the Appellate Body was of the
view that some aspects nonetheless constituted
“arbitrary and unjustifiable discrimination”.

Exception for national security

Yet another exception that may be associated with
the promotion of human rightsis Article XXI of
GATT concerning the exception for national
security. This provision allows WTO members to
take action in order to preserve and protect their
national security.”*® Itis up to each member to
determine themselves what constitutes a national
security interest, and the measures they take do
not need approval by others in the WTO. In other
words, members should be able to use this excep-
tion if they consider that another country’s viola-
tion of human rights is putting their national
security at risk. Disputes in this area have been
initiated but not concluded, which means that
there is no case law to follow when it comes to
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determining the limitations are for using this
exception. However, members may not impose
trade sanctions in order to protect another mem-
ber’s security unless the UN Security Council has
authorised these sanctions. Up until 2011, both
the USA and the EU had imposed trade sanctions
in order to promote human rights on countries
such as Burma, Belarus, Iran and North Korea.'*”

Waivers - temporary exceptions

In exceptional cases, temporary exceptions or
waivers from the WTO regulatory framework can
be granted.*® Many cases where a waiver has been
granted can be considered connected to the pro-
motion of human rights. The first time the WTO
approved a waiver based on an argument in pro-
tection of human rights was to deal with the prob-
lem of trade in conflict diamonds.'® Under this
waiver, countries may only trade in diamonds cer-
tified by the Kimberley Process Certification Scheme,
the purpose of which is to assure consumers and
producers that they have not traded in diamonds
that are indirectly financing war in Sierra Leone or
the Democratic Republic of the Congo.”® Further
examples include the EU’s Generalised Scheme of
Preferences (GSP), which is described in more
detail in section 8.2.3, and the waiver from the
Agreement on Trade-Related Aspects of Intellec-
tual Property Rights (TRIPS) concerning compul-
sory licenses for pharmaceuticals to be exported
to developing countries with serious health prob-
lems, which is described in the following section.

Example areas — intellectual property
rights and agriculture

Two examples of areas where trade and the
WTO’s regulatory framework impact human
rights, and where there are potential conflicts
between goals, are trade rules concerning agri-
culture and intellectual property rights (IPRs).

Trade and intellectual property rights
From a human rights perspective, the protection
of IPRs is a complex issue. On the one hand, to
some extent IPRs are human rights and their
function is to promote cultural and technological
progress, without which it becomes more diffi-
cult to fulfil economic and social human rights."
On the other hand, IPRs entail a kind of monop-
oly position for the rights holder, which in some
instances can increase prices and reduce access
to the invention or the work.

The TRIPS agreement in the WTO system
requires WTO members to set up effective



national protection for patents, trademarks, and
other types of IPRs. TRIPS regulates which IPRs
rights should be protected as well as how they are
to be protected. The relationship between TRIPS
and access to pharmaceuticals has been the sub-
ject of debate.”™ Under certain circumstances, the
granting of patents for pharmaceuticals can con-
tribute to higher prices, which may make it more
difficult for developing countries to supply their
citizens with pharmaceuticals, and consequently
make it increasingly difficult for states to fulfil the
human right to basic healthcare.” Thus in this
area, different aspects of human rights may con-
flict with each other.

WTO member states have tried to avoid this
conflict by means of the Doha Declaration on the
TRIPS Agreement and Public Health from 2001.
This Declaration emphasises that TRIPS can and
should be implemented and construed in such a
way as to promote public health and access to
pharmaceuticals. To this end, member states
have the right to fully utilise the flexibility that
exists in TRIPS. The 2030 Agenda also expressly
supports utilising the possibilities that exist to
promote the right to healthcare and to ensure
access to pharmaceuticals.”

The Doha Declaration of 2001 also acknowl-
edged that the patent requirements in TRIPS had
been worded in such a way that countries without
sufficient manufacturing capacity of their own
might find it difficult to utilise the compulsory
licensing system in order to gain access to phar-
maceuticals. Therefore, in 2003 a decision was
adopted allowing WTO members to issue com-
pulsorylicenses for pharmaceuticals to be

exported to developing countries with serious
public health problems that lack manufacturing
capacity of their own for pharmaceuticals. This
may be done subject to certain conditions."s

To date, this new WTO instrument has never
beenused. There is reason to believe that it prob-
ably cannot improve access to pharmaceuticals
in general in developing countries, even if it may
be able to function effectively for certain coun-
tries or products.”® In addition, provisions in
FTAs that introduce stricter rules than TRIPS
concerning compulsory licensing or clinical test
data can make it more difficult or impossible to
use this new instrument."”

Trade and agriculture

Agriculture continues to comprise the primary
means of support in many countries and employs
a great number of people. Globally, approxi-
mately 20 per cent of the work force are
employed in the agricultural sector. Almost half
of the world’s population live in rural areas and
are affected directly or indirectly by develop-
ments in agriculture.”® Access to food - or the
right to food - constitutes part of the human right
toan adequate living standard.”® The WTO’s
Agreement on Agriculture does not contain any
direct reference to the right to food.”*® On the
other hand, the Agreement on Agriculture draws
attention to the right to food security.”

The purpose of the Agreement on Agriculture,
which has been in force since 1995, is to create a
just and market-based trading system for agricul-
tural products. The means of achieving this are
substantial and progressive reductions in tariffs
and in trade-distorting agricultural subsidies.




The trade rules are significant for how trade with
agricultural products works, and the opportuni-
ties for member states to benefit from trade. The
regulatory framework also entails restrictions on
members’ ability to protect and support domes-
tic agriculture. However, special conditions apply
to developing countries, which means that they
can for example use investment subsidies for
agriculture, or input subsidies for poor farmers,
without restrictions.

With the Agreement on Agriculture, a first step
was taken within the WTO towards reforming
trade in agricultural products. The Doha Round
was a continuation of this reform agenda. The
WTO member states have thus backed an agenda
where the direction of new rules and obligations
will be towards an increased openness in trade in
agricultural products, a direction that is con-
firmed in the sustainable development goals in
the 2030 Agenda.”* The Agreement on Agricul-
ture means that the benefits of new obligations
intended to limit trade distortions are to be bal-
anced againstinterests other than trade, includ-
ing members’ needs to promote better food secu-
rity. However, the WTO members have very
different views on what this actually means for
the formulation of trade rules for agricultural
products, which is apparent in particular in ques-
tions that relate to price support in connection
with public stockholding, and the special safe-

guard mechanism (SSM) for developing countries.

Over the years, the UN’s Special Rapporteur on
the right to food has been critical of the current
regulatory framework in the WTO. The core of
this criticism is that the trade rules establish
frameworks that are far too restrictive on the pol-
icies that members can pursue in order to provide
for the right to food.” The Special Rapporteur’s
negative account of the WTO’s rules for trade in
agricultural products, as well as the Rapporteur’s
questioning of the role of trade for food security,
has been responded to and questioned by many
WTO members as well as the WTO leaders.

The WTO’s Agreement on Agriculture needs to
be updated and have a more balanced and fair
approach when it comes to the right of developed
and developing countries to use trade-distorting
support. At the same time, it is desirable to puta
check on the trend occurring in many emerging
economies towards an increased use of trade-
distorting support, since this could damage other
developing countries through unfair competi-
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tion. Itis a challenge to find solutions that can
reduce the use of the most trade-distorting sup-
portin both developed and developing countries,
which at the same time satisfy the desire of some
developing countries to have greater scope for
applying policies designed to strengthen their
food security.” This potential conflict between
goals raises the question of differentiating
between different groups of developing coun-
tries, or at least a sufficiently flexible approach to
the obligations of developing countries.

Many WTO members have raised the new obli-
gations for domestic support as one of the most
important agricultural issues for inclusion in
future WTO negotiations. This is because the
elimination of export subsidies was partly solved
by the ministerial decision during the Ministerial
Conference in Nairobi in 2015 (MC10). Given the
huge changes that have occurred in trade with
agricultural products and in the support policies
of many member states since the Doha Round
began, it is apparent that a number of members
are now wondering if there might be reason to
think in new ways, and to perhaps abandon the
Agreement on Agriculture’s current structure
with its different boxes for agricultural support.

4.2.2 The EU’s trade rules and human
rights
All external action taken by the EU are to be based
on human rights and the principles of the univer-
sality and indivisibility of the fundamental free-
doms, as well as respect for the principles in the
Charter of the United Nations and in public inter-
national law.*® This also applies to trade policy,
meaning that the EU’s trade policy should not
have a negative impact on human rights, and
should aim to promote human rights.”” In order
toachieve this, the EU applies an approach that
uses positive incentives such as trade preferences
in combination with cooperation, dialogue, and
transparency, as well as requirements and condi-
tions for countries to qualify and retain the trade
preferences they have been granted.””®

Since 1995, it has been standard procedure to
include ahuman rights clause in EU’s agreements
with third countries, including FTAs." The con-
tent of the human rights clause varies somewhat,
but the standard content can be described as one
part that identifies basic human rights and demo-
cratic principles, and one part that specifies
under what circumstances appropriate measures



75 %

of the world’s countries were bound by
a free trade agreement that contained
some form of regulation of human rights.

Source: WTO

may be taken in cases where a party to the agree-
ment has breached an essential condition of the
agreement.** These human rights clauses can
function as legal grounds for positive action such
as dialogue on human rights issues, but in cases
of serious and continuing violations of human
rights, they can also constitute grounds for
restrictive measures such as trade restrictions.
However, this possibility has not been utilised,
and consequently the clause has been criticised
for being more of a ‘political’ clause than an
‘actual human rights’ clause, and future reforms
have been discussed.”

Since 2008, the EU’s trade agreements have
alsoincluded a chapter on sustainable develop-
ment as standard procedure.’** This chapter
requires that the partner countries comply with
the fundamental conventions on labour rights,
which also constitute human rights.

A more detailed discussion of trade-related
instruments for achieving socially sustainable
development, including promotion of the protec-
tion of human rights (sustainability chapter in
FTAs, Generalised Scheme of Preferences and
impact assessments) can be found in chapter 8.

4.2.3 Free trade agreements and
human rights

The link between trade agreements and human
rights is not new. Even in the early 1800s, England
signed agreements with Sweden, the USA, Portu-
gal and Denmark forbidding slave trade.’ In the
1980s and 1990s, the EU and USA began to include
loose, non-binding human rights clauses in their
free trade agreements. Canada, Mexico and the
USA were the first to include explicit human
rights clauses in a free trade agreement.’** Today,
alarge number of free trade agreements contain

human rights clauses. In 2011, the WTO estimated
thataround 75 per cent of the world’s countries
were bound by a free trade agreement that con-
tained some form of regulation of human rights.'ss

References to human rights are expressed in
different ways in agreements, and have varied
legal significance. For example, they might con-
tain legally binding requirements on non-deroga-
tion, or declaratory statements in the non-bind-
ing preamble to the agreement.”* The
consequences range from dialogue to potentially
withdrawing rights and a separate dispute settle-
ment mechanism.”” These differences also mean
that their legal significance varies in strength.
Some are legally binding while others only
express the parties’ambitions in the area. Itis
also possible to identify differences between dif-
ferent parties in the level of ambition concerning
the scope of human rights in trade agreements.
For example, the USA and Canada have a greater
focus on specific human rights, which are stated
in the agreements main text and are often legally
binding.”® Rights included are for example the
right to privacy, political participation, access to
pharmaceuticals, and collective rights for indige-
nous peoples.’®

The FTA between Canada and Colombia, which
entered into force in 2011, even includes a sepa-
rate parallel agreement which obligates both par-
ties to draw up annual reports on the impact the
FTAhashad on human rights in each of these
countries.*® These annual reports conclude that
trade has increased rapidly in the sectors that
have been liberalised, but it has not been possible
to demonstrate that any factors that affect the
protection of and respect for human rights have
been directly impacted by the implementation of
the FTA.** In other words, the reports are unable
to show a direct link between the FTA and the
human rights situation in Colombia.

Despite the trend of including more and more
human rights provisions in FTAs, there is not
much information about the actual effects.
Human rights provisions in FTAs could have the
potential to make the application of human rights
more effective, as well as the potential to assist
individuals claiming their rights under the human
rights conventions. This requires more under-
standing and knowledge from the policy makers
and FTA negotiators, which for example can be
acquired through impact assessments that focus
on the FTA’s potential effects on human rights.3
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Trade, labour rights and
working conditions

One of the sustainable development goals in the
2030 Agenda is to promote decent work and eco-
nomic growth."* This chapter focuses on the
potential effects of international trade and trade
liberalisation measures on human rights in the
labour market - working conditions. To be able to
identify what effect trade has on labour rights and
working conditions, the most apparent point of
departure is the effect of trade on the labour mar-
ket and employment in general.'s

DECENT WORK AND
ECONOMIC GROWTH

M Goal number 8
ofthe UN’s 17

Global Goals.

A country’s production structure changes when
it opens the door to trade. Factors of production
shift from activities that are not competitive to
activities that remain competitive or become
more efficient. Labour is one such factor of pro-
duction. This means that trade liberalisation also
impacts the job market. Some jobs disappear
while others are created.* The employment rate,
wage levels, and other working conditions are
affected, which in turn can impact social sustain-
ability.” Furthermore, men and women in the
labour market are affected differently, which is
discussed in more detail in the next chapter. The
number of jobs linked to international trade is
greater now than ever before. This can to a large
extent be attributed to the fact that today a large
share of trade occurs in GVCs, and the possibility
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to distribute production processes throughout
the world.*#

5.1 Effects of trade on the
labour market

The labour market plays an obvious role in reap-
ing the benefits of GVC development. GVCs and
the trend of geographic redistribution of produc-
tion appears to have specific effects on the labour
market. However, the links between trade,
employment, and the labour market are far from
obvious.

To alarge extent, the short-term impact of
changesin trade and trade liberalisation have led
toachanged employment structure. These
changes have occurred primarily within individ-
ual sectors rather than between sectors, and the
effects on wages have been more significant than
the effects on employment. Empirical literature is
ambiguous about the effects of trade liberalisa-
tion measures on employment and wages.'* From
atheoretical, neoclassical economic perspective,
the long-term level of employment is primarily
determined by macroeconomic variables and the
functions of institutions rather than by trade and
trade policy. Consequently, at least theoretically,
trade policy reforms do not have any long-term
impact on the level of employment.

Macroeconomic shocks, as well as different
types of trade shocks, can impact jobs in the short
term, but in the long term market adjustment
theoretically leads to an unchanged level of
employment. On the other hand, trade in itself
permits the spread of technology. The absorption
of technology, both directly through imports of
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capital goods, as well as indirectly, tends to boost
the intensity of innovation.

As production processes become more frag-
mented, an increasing proportion of labour mar-
kets is confronted by tougher competition.
Despite this, to date globalisation has had a rela-
tively small effect on total employment.’s® Gener-
ally speaking, the establishment of GVC
increases flexibility for businesses, which has put
pressure on the demand side of employment.
Increased competition as a result of increased
trade may have intensified this effect, but the
empirical evidence in this area is not clear. Coun-
tries with similar trading patterns and liberalisa-
tionin direct investments demonstrate greater
variations in employment and unemployment.
This seems to imply that domestic labour market
conditions and functions play a greater role than
increased competition in how the labour market
reacts. On the other hand, globalisation has led to
changes in the composition of the work force. For
example, in the OECD countries, the composi-
tion of the work force has generally moved away
from less qualified jobs in the manufacturing
industry towards service-related jobs."' This is
also something that is clearly confirmed in the
GVC statistics, which show that for most coun-
tries today in the OECD, over 50 per cent of their
exports are generated through services.'s

The integration resulting from GVC has also led
to deeper specialisation. The traditional view that
specialisation occurs within different industries
or sectors is no longer an appropriate description.
Today, specialisation is related to different types
of tasks in the value chain. The term used to
describe this kind of specialisation is “trade in

tasks”.’s3 In 2014, the OECD studied patternsin the
degree of specialisation. The results showed that
advanced economies specialise primarily in quali-
fied business services such as research and devel-
opment and design, while developing economies
specialise primarily in manufacturing.’s* Speciali-
sation has occurred within the tasks where the
economy has comparative advantages, and devel-
opment is driven primarily by changes within the
sectors rather than between the sectors.

The precise effects of trade liberalisation meas-
ures on the labour market thus depend primarily
on the conditions that prevail in each national
labour market. Differences in trade flows, the
capacity to adapt national industries and manu-
facturing sectors to international competition,
and differences in the labour market structure are
examples of factors that influence the effects of
trade on the labour market.’ss Because of these dif-
ferences, itis impossible to generalise about how
trade liberalisation measures impact conditions
on the labour market. In the short term and at the
aggregated level, all that can be concluded is that
the effects of trade on the labour market can be
positive or negative, depending on national labour
market conditions. In the long-term however, the
efficiency gains as aresult of trade liberalisation
are expected to benefit employment and average
wage levels.'s®

Even if the general conclusion is that, in the
long term, trade leads to improvements at the
aggregated level, the effect is not clear-cut. Natu-
rally, employment in the sectors subject to com-
petition is affected to a greater extent. The jobs
thatare created as a result of openness to inter-
national trade tend to require more skills and
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knowledge than those that disappear.’” In addi-
tion, this impacts women and men to differing
extents, due in part to segregated labour markets
and differences in opportunities for acquiring
these skills and knowledge.’*®

5.2 Effects on labour rights
and working conditions

The available empirical evidence regarding the
link between trade, labour rights and working
conditions is mixed. Some studies have shown
that despite comprehensive international protec-
tion for working conditions, these protections
are more difficult to uphold in GVCs.* For exam-
ple, it appears that certain types of breaches of
protections for working conditions, such as dis-
crimination and breaches of the freedom of asso-
ciation, are more difficult to manage when trade
occurs in geographically fragmented value chains,
and with potentially long supply chains."®

The geographical fragmentation of production
has often resulted in production being moved to
developing countries with low wages and low lev-
els of protection for workers.'* Because of this,
there are fears that trade liberalisation measures
will lead to a race to the bottom in terms of working
conditions, and worsen working conditions for
the jobs that are linked to international trade.*®
Asdescribed in chapter 3 above, there are few
empirical studies that support this hypothesis.’3

What is discussed below is primarily how trade
and trade liberalisation measures impact wage
levels, protection of labour rights, and employ-
ment in formal and informal sectors.

5.2.1 Wage levels and labour rights

A general conclusion in economic theory is that
trade liberalisation measures raise average
income levels.'** However, empirical studies in
the area show varying results. Most of these stud-
ies indicate that wages increase in export-ori-
ented businesses and that this in turn leads to
larger wage differences, determined by skills.'s
The fact that production can be outsourced
means that goods requiring intensive use of
unqualified labour to an increasing extent are
being produced by unskilled labour in developing
countries.’ The labour market for qualified jobs
isincreasing in developed countries and shrink-
ing for unqualified job seekers, which can lead to
anincrease in the wage gap between people with
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low levels of education and people with high lev-
els of education. For developing countries, the
statistics at the aggregated level indicate that
trade liberalisation measures are not linked to
differences in wages or employment.’” However,
these conclusions are not valid at the country
level, where the results can vary greatly. *® Some
empirical studies also indicate that trade liberali-
sation measures can have a negative effect on
certain protection levels under labour law, such
as trade union rights including the right to organ-
ise and the employee’s right to negotiate.'®

5.2.2 The informal sector

The informal sector can be described as all eco-
nomic activity that is not covered at all, or inade-
quately covered, by legal or formal arrange-
ments."”° Over 80 per cent of workers in
low-income countries, 40 per cent in middle-
income countries, and 15 per cent in high-income
countries work in the informal economy.”* Being
employed in the informal economy often gener-
ates alow income compared to jobs in the formal
sector, and does not offer any kind protection
under labour laws or other social protection.
Because women make up the majority of those
employed in the informal sector, they are dispro-
portionately affected. For developing countries,
the informal sector accounts for a relatively high
proportion of jobs, and must therefore be taken
into account to a greater extent than for devel-
oped countries.”> Itis more difficult for entrepre-
neurs in the informal sector to take advantage of
the opportunities that result from international
trade, in part due to a lack of access to credit,
skilled and educated labour, and opportunities to
benefit from economies of scale.'”?

The link between trade and the informal sector
most likely goes in both directions, that s,
increased trade will affect the size of the informal
economy, and the existing informal economyina
country will be impacted by how the country
reacts to trade reforms.”” However, exactly how
the informal sector is affected is not clear. One
theory is that the increased competition creates
incentives to reduce costs by for example out-
sourcing tasks to the informal sector.””s In that
case, trade liberalisation measures could be
contributing to the existence of alarger informal
economy. However, there is no clear empirical
evidence for this.



5.3 Multilateral protection for
labour rights and working
conditions within the ILO

The most basic protection for labour rights and
decent working conditions are the human rights
that ban slavery and all forms of forced labour,
protected by the UN’s Universal Declaration of
Human Rights, the International Covenant on
Civil and Political Rights (ICCPR), and the Euro-
pean Convention on Human Rights.””® Protection
for working conditions is not included in the mul-
tilateral trade policy agenda within the WTO, and
consequently there are few links to working con-
ditions within the WTO system. Instead, the
WTO identifies the ILO as the appropriate inter-
national body for these matters, and as responsi-
ble for promoting employment and good working
conditions at the global level.”” The ILO’s work
includes developing, upholding and promoting
international labour standards.

One of the primary purposes of creating inter-
national labour standards is to create a level play-
ing field and ensure that countries are not tempted
to have low levels of protection for their labour
force as away of creating a competitive advantage
ininternational trade."”® According to this view,
international labour standards mitigate the risk of
araceto the bottom. The ILO labour standards exist
both in the form of legally binding conventions
that member states can ratify at the national level,
and as non-binding recommendations that pro-
vide guidance.””” These standards are also part of
international law."*® The legally binding conven-
tions that the ILO develops establish a global min-
imum level for social standards on labour rights.**'

Eight of the ILO’s legally binding conventions
that cover these four principles constitute the

The ILO has four categories of funda-
mental principles and rights at work:

1) freedom of association and the effective
recognition of the right to collective bar-
gaining;

2) the elimination of forced or compulsory
labour;

3) the abolition of child labour (in particular
the worst forms of child labour);

4) the elimination of discrimination in respect
of employment and occupation.

ILO’s fundamental conventions.”®* The ILO’s
Declaration on Fundamental Principles and Rights
at Work from 1998 declares that the four funda-
mental principles constitute such fundamental
rights that they are a requirement for member-
ship of the ILO. This means that the ILO’s mem-
ber states have an obligation to work towards ful-
filling these rights, whether or not they have
actuallyratified these eight fundamental conven-
tions.” The declaration from 1998 also empha-
sises that labour standards may not be used for
protectionist purposes.

Much of the ILO’s work today is done under
the umbrella of its strategic plan for employment
and decent working conditions (Decent Work
Agenda). The purpose of the Decent Work Agenda
is to promote social dialogue, social protection,
the creation of jobs, and respect for international
standards for working conditions.”® In 2008, the
Declaration on Social Justice for a Fair Globalization
was adopted in order to support work with the
Decent Work Agenda and to manage the challenges
to decent work flowing from globalisation. Under
this Declaration, international labour standards
are the right way of achieving the Agenda’s goals.
The 2030 Agenda also identifies full employment
and decent work as important goals.'®

It should be noted that the ILO’s international
regulation is complemented to a great extent by
initiatives initiated and pursued by the business
community, described in more detail in section 8.3.

5.4 Labour rights, working
conditions and free trade
agreements

The ILO’s conventions are not always sufficient
to maintain adequate protection for labour rights
and working conditions. In order to boost the
positive synergies between FTAs and decent
work, additional steps have been made to link
international labour standards to FTAs with the
aim of strengthening the implementation of
these standards.

Obligations in FTAs that concern labour rights
have become significantly more prevalentin
recent decades. In 2013, such obligations existed
in 58 FTAs, compared to only 21in 2005 and 4 in
1995.%%¢ Around 120 of 190 countries that are party
toan FTA are party to an FTA that includesan
obligation on labour rights." This type of provi-
sion is most common in FTAs that the EU or USA
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are party to.”®® For example, these provisions may
consist of the parties’ commitment to strive for
better national protection levels; a commitment
not to reduce the level of current protections; and/
or the implementation of existing national protec-
tion levels for working conditions.™ The majority
of FTAs that contain obligations related to the
protection of working conditions contain explicit
references to international labour standards such
as the ILO’s fundamental principles and conven-
tions. How labour rights and working conditions
are affected by these provisionsis in part depend-
ent on how these obligations are formulated.

5.4.1 Conditional provisions

For about 40 per cent of the FTAs thatinclude
provisions on labour rights and working condi-
tions, the provisions are conditional, meaning
that they are linked to economic sanctions or
incentives. The agreement may be conditional to
an obligation that must be fulfilled before or after
the agreement is ratified, that is, before or after it
comes into force and the parties are legally
bound by it. If the obligation is to be fulfilled
before the ratification, the entire agreement is
conditional on the parties fulfilling its labour
rights obligations. An example of this is that rati-
fication of an agreement is conditional on certain
national legislation first being in place. *°

Studies have shown that conditions that are
linked to the ratification of an agreement often
lead to significant changes in national labour leg-
islation. For example, in connection with the USA
entering into free trade agreements with Bahrain,
Colombia, Morocco, Oman, Panama and Peru, all
of these countries improved their labour stand-
ards and working conditions before the agree-
ments were ratified. For instance, in Oman in
2006, workers were given the right to organise
themselves in trade unions under certain condi-
tionsas aresult of a conditional terminan FTA
with the USA.*" It should be noted that the USA
often has a very strong negotiating position and
consequently good chances of influencing the
outcome of trade negotiations, and demands far-
reaching commitments from the other parties to
its agreements, in particular if the other partyisa
developing country. Furthermore, the USA dem-
onstrates a willingness to connect obligations to
trade sanctions. For this reason, an element of
caution should be exercised in drawing general
conclusions from these studies concerning the
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effects on working conditions from conditional
obligations in FTAs.

Conditional obligations that are not linked to
the ratification of the agreement primarily serve
to ensure that existing legislation is followed. For
example, all trade agreements that the USA has
entered into after NAFTA contain obligations not
toreduce the national level of protection on
labour rights for the purpose of promoting trade
or foreign investment. Conditional obligations
after the ratification process are linked to proce-
dural rules on how a complaint concerning non-
performance of the obligation can be lodged, as
well as how a dispute is settled. Non-perfor-
mance of an obligation can lead to economic
sanctions or the withdrawal of trade preferences.
Experience of what consequences this type of
conditional provision might have are limited
because to date the existing mechanisms for
complaints about non-performance of labour law
obligations have only been utilised four times,
and in all of these cases, by the USA.*

The US — Guatemala dispute

The only FTA to have led to a dispute
settlement on labour rights obligation so far
is the Dominican Republic-Central America
— United States Free Trade Agreement
(CAFTA-DR).

In 2011 the US requested the establishment
of an arbitral panel to consider whether
Guatemala was conforming to its obligations
under the Labour Chapter in CAFTA-DR with
respect to the effective enforcement of
Guatemala’s domestic laws related to the right
of association, the right to organize and
bargain collectively, and acceptable conditions
of work.”® The US claims were not sustained by
the panel.

In its final report from June 2017, the panel
concluded that the majority of Guatemala’s
alleged failure to enforce domestic labour leg-
islation was not done “in a manner affecting
trade and that the US did not prove that
Guatemala failed to conform to its obligations
in accordance with the CAFTA-DR".**



5.4.2 Promotional provisions
Provisions on labour rights and working condi-
tions in FTAs that are not conditional, i.e. not
linked to ratification or economic consequences,

ing countries, face in managing the challenges
connected to protecting workers’ rights. 7
Within individual businesses, this might be
implemented through active work with CSR/RBC.

are referred to as promotional provisions. They
consist primarily of cooperation activities, dia-
logue, and monitoring mechanisms. The agree-
ments specify the areas in which the parties may

cooperate and how this cooperation is to function.

Itis difficult to estimate the effect of encour-
agement provisions as they aim to encourage the
parties to promote decent working conditions.
The limited available empirical evidence indicates
that the effects depend on both the political con-
text and whether or not a comprehensive frame-
work exists for the various activities. The most
decisive factor appears to be the political will for
change in the country. Itis also clear that an active
civil society plays an enormous role in initiating,
channelling, and maintaining such political will.
The framework in the agreement can help to facil-
itate the pressure applied by civil society. An
example of how a commitment to cooperate led
to actual change is Mercosur. Here, the parties to
the FTA have cooperated in providing common
workplace inspections, which have also led to
improvements in national procedures. '

Provisional provisions can be combined with
rules related to procedures and the creation of
institutions aimed at ensuring the implementa-
tion of these commitments. Often, an FTA will
create an institutional framework in the form of
national contact points, a committee of represent-
atives from all parties to the agreement, and some
form of dispute settlement mechanism. An exam-
ple of this is the Committee on Trade and Sustain-
able Development, created as aresult of the FTA
between the EU and Korea. This committee meets
annually to discuss cooperation issues in the
agreement and has also initiated a project with the
aim of reviewing the possibilities of implementing
the ILO’s Discrimination (Employment and
Occupation) Convention, 1958 (No. 111).¢

5.5 Private initiatives aimed at
promoting decent work

Private stakeholders have also taken initiatives
thataim to promote stronger protection for
labour rights and working conditions in GVCs.
This can partly be attributed to the difficulties
that national governments, primarily in develop-

More than 1 100 textile workers killed
in Rana Plaza, Bangladesh

In April 2013 the textile factory Rana Plaza in
Dhaka, Bangladesh collapsed. The collapse
caused at least 1127 deaths and more than
2500 people were injured. The tragedy was an
awakening for the textile industry and every-
one from customers to shareholders and media
expressed their horror over the lack of security
and the working conditions in Bangladesh.

Within a month after the building collapsed,
a group of major retailers, including H&M,
Zara, C&A, Tesco and Primark, signed a bind-
ing agreement with the purpose of contribute
to the financing and implementation of the
improvement of safety in factories in Bangla-
desh, The Accord on Fire and Building Safety
in Bangladesh.

Both this agreement and the similar, The
Alliance for Bangladesh Worker Safety, intend
to contribute to the financing of fire safety and
improvements of building structure in the facto-
ries in Bangladesh used by the businesses in
the alliance. Among other things the agree-
ment reqgulate inspections, as well as repairs
and renovations of textile factories.

In July 2013 these initiatives from the private
sector where embraced by the public sector in
an attempt to improve factory safety and work-
ers’ rights in Bangladesh. The EU, the ILO and
the government of Bangladesh signed the
agreement Staying engaged: A Sustainability
Compact for continuous improvements in
labour rights and factory safety in the ready-
made garment and knitwear industry in Bang-
ladesh (Sustainability Compact) to which the
USA and Canada also joined later on.

During annual evaluation meetings, the par-
ticipants in the Sustainability Compact identify
prioritized areas for future work, with the pur-
pose of improving working conditions for
employees in the textile industry in Bangla-
desh. The purpose is also to open up for dialog
with relevant stakeholders such as trade
unions, civil society, purchasers and employers.
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The businesses generally follow international
guidelines in the area, writes codes of conduct,
and place demands on their suppliers in the value
chain. Most codes of conduct contain rights for
workers and explicitly states that the purchaser is
to strive to uphold the protection of labour rights
in the value chain. ** Empirical studies of the
effectiveness of codes of conduct are contradic-
tory, but at an aggregated level it appears that
codes of conduct lead to a marginal improvement
in working conditions.  Most studies indicate
that factory audits or other mechanisms designed
to assure implementation at production sites are
required in order for private regulation tolead to
improved working conditions. >*°

The effect of private sustainability initiatives
have however depends on national legislation.
Research indicates that the best effect is achieved
by combining national reforms with voluntary
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private initiatives. ** There are even a number of
examples of private stakeholders cooperating in
order to improve the working conditions in sup-
plier countries. ** A variation of this kind of
cooperation is when businesses within a certain
sector or industry with particular challenges join
forces in order to achieve improvements.

A typical example of a sector where there are
difficulties with working conditions is the textile
and clothing industry. See example in the margin.

There is a growing trend to support the efforts
of the private sector through public initiatives,
including through legislation and regulation.
This has an impact on the opportunities for the
business community to achieve change and cre-
ate scope for cooperation between the public and
private sectors. This trend is described in more
detail in section 8.3.3 below, which deals with
CSR/RBC and trade policy more specifically.



Trade and gender equality

This chapter provides an overview of the relation-
ship between trade and gender quality which is
both a human right and highly influenced by
conditions on the labour market. Gender equality
is arightinitself, but also a method for achieving
increased trade and sustainable economic
development.

The connection between trade and gender
equality is complex, and to a large extent depend-
ent on national preconditions. The effects can
run in both directions, meaning that trade and
trade liberalisation measures can impact gender
equality, but also that the gender equality situa-
tionin a country can influence its opportunities
to trade. Trade and trade liberalisation measures
can impact gender equality domestically through
changes in factors such as women’s and men’s
employment, economic empowerment, and
access to resources as well as consumption pat-
terns. Trade and trade liberalisation measures
have helped create more jobs and strengthen
links to markets for both men and women.
Despite the fact that trade rules are formulated in
agender neutral way, men and women are
impacted in different ways by international trade
and trade liberalisation measures. This difference
in the effects on men and women is due to differ-
ences in economic and social roles; differences in
access to and control over resources; and other
social, cultural, political, and economic factors.>*

In the other direction, the gender equality situ-
ation in a country impacts its opportunities to
benefit from international trade. Studies show
that it is more expensive for countries that are
wholly integrated in international trade to have a

high degree of gender inequality, than to be
gender equal. >** In an economically integrated
world, even the slightest improvements in effi-
ciencyinitsuse of resources can give a country
with a higher level of gender equality a competi-
tive advantage. > In addition, a high level of
global consensus about the importance of
women’s economic social and political power can
lead to gender-based discrimination damaging a
country’s international image. >*¢ In other words,
it can be positive for a country that wants to
become more involved in international trade to
work actively to improve gender equality.

This section will focus on the effects of trade
and trade liberalisation measures on gender
equality. Because trade liberalisation measures
are closely intertwined with the globalisation of
value chains and the integration of labour mar-
kets, the issue of gender equality in the labour
market is central to an analysis of the link
between trade and general quality. Issues such as
wage differences, and sectors subject to gender
segregation are highly relevant.

The complex relationship between trade and
gender equality, with indirect effects in both
directions, means that trade and trade liberalisa-
tion measures canlead to increased gender equal-
ity, but not without complementary reforms. >
These reforms may be needed at the national and
regional as well as international levels.
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6.1 Gender equality as
both a right and economic
rationality

6.1.1 The right not to be discriminated
against

Gender equality aims to ensure that all people,
irrespective of sex, should have the same rights,
obligations and opportunities.*® The term is
defined somewhat differently depending on the
context, but incorporates an aspiration to equal-
ity between men and women, and boys and girls,
in all of life’s dimensions. > The right not to be
discriminated against because of one’s sexisa
recognised human right and protected in a num-
ber of international conventions at the global

as well as regional levels, and in national legisla-
tion.”® Among other things, these agreements
oblige the member states or signatory parties to
eliminate all discrimination against women in the
economic aspects of life. * Thisincludes the
labour market, which is of particular interest
based on an analysis of the link between trade and
gender equality. Since the 1990s, gender equality
has also been a priority issue on the agenda for
sustainable development, and is now an integral

5 GENDER
EQUALITY
Goal number §
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Global Goals.
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component of all international agreements and
policy declarations concerning development and
sustainability. ** For example, gender equality
and the empowerment of all women and girls is
one of the 17 goals of the 2030 Agenda, but is also
integrated in the majority of the other goals. >

Although great progress has been made, dis-
crimination based on gender remains one of the
most pervasive inequalities in the world. Women
do not have the same rights, opportunities and
decision-making autonomy as men, are pooret,
earn less, have poorer prospects of climbing any
career ladder, and are more likely to end their
lives in poverty. The uneven distribution of
unpaid domestic and household work between
men and women constitutes a considerable obsta-
cle towomen and girls’ opportunities to educate
themselves, and to participate in the labour mar-
ket and the society as a whole, on the same terms
as boys and men. Gender segregation occurs both
horizontally and vertically in the labour market,
i.e. women and men are over- or under-repre-
sented in certain sectors, and women more rarely
hold management positions or have career
options. > Thus, there is every reason to review
trade policy and the contribution of trade liberali-
sation measures to the elimination of discrimina-
tion on the basis of gender.

6.1.2 Economic potential of gender
equal labour markets

However, gender equality is not just a rights issue
but also an economic issue at both the individual
and community levels. Research shows that, in
the majority of cases, gender discrimination in the



labour market leads to lower economic growth.
This is because available resources are not being
utilised to their full extent, and employment
opportunities and wages are not solely based on
productivity but on gender.s Furthermore, the
labour market is less flexible and misses out on
valuable competence and skills. In most cases, a
country that gets more women into paid employ-
ment, pays equal wages, and empowers women
economically will utilise more of its economic
potential, increase growth and raise its GDP.
According to areport from the McKinsey Global
Institute, a so called ‘best in region scenario’ where
all countries matched their degree of improve-
ment in gender equality with the country in their
region that is improving the fastest could add as
much as 11 per cent to its GDP in 2025.¢ In other
words, there is great economic potential in work-
ing towards a labour market where gender equal-
ity prevails, and where all share in the opportuni-
ties provided by trade liberalisation measures. 7
Ahigher employment rate among women is
crucial for empowering women economically
and contributing to the economic growth of a
country.”® Globally, approximately 75 per cent of
men of working age are employed, compared with
about 50 per cent of women of working age.*?
Furthermore, women work part-time toa much
greater extent. This statistic can be explained in
part by the fact that the labour market is segre-
gated, that women occupy temporary jobstoa
greater extent, differences in opportunities to
benefit from education, and that women leave and
return to the labour market for family-related rea-
sons to a greater extent. ** In other words, the
empirical evidence shows that trade liberalisation
measures have the potential to increase the
employment rate among women, but simply
increasing women’s participation in the work-
force is not enough to ensure that differences in
economic equality are eliminated. In order to
optimise the potential of more women being
employed in paid jobs, women need to be fully
integrated into the workforce, get equal pay for
equal work, and not be involuntarily referred to
part-time work and to the poorest paid jobs with
the worst working conditions.””* However,a
higher employment rate and thus increased
income do not automatically lead to economic
empowerment, because this also requires the
possibility of having control over, and the right to
decide about, how resources are to be utilised.

The 2030 Agenda does not make an express link
between gender equality, women’s economic
empowerment, and trade, but it is concluded that
thereis alink between women’s access to produc-
tion resources and non-discriminatory legislation
on the one hand, and the goals to end poverty,
empower women and girls, and promote peaceful
and inclusive societies on the other hand.*** How-
ever, the Addis Abeba Action Agenda (AAAA) does
establish an explicit link between gender equality
and the empowerment of women, as well as the
possibility of achieving sustainable, inclusive, just
and fair economic growth.>? The member states
undertake to facilitate women’s equal and active
participation in domestic, regional and interna-
tional trade.” The fact that the AAAA includes
gender equality issues on such a broad plane can
be seen as a possibility to hold all stakeholders
responsible for integrating the gender equality
perspective into all policies related to develop-
ment funding.>*s

6.2 The gender equality effects
of trade liberalisation measures

Even if trade rules are considered to be gender
neutral in their design, they can have strong
effects on gender equality. The effects of trade lib-
eralisation measures such as FTAs can be different
for women and men, depending on their socio-
economic baseline at the outset. These effects are
also impacted by whether or not the negotiations,
the design, implementation and monitoring of,
the liberalisation measures have taken gender
equality effects into account.>*

Women tend to be affected more negatively
than men by the increased competition that fol-
lows from trade liberalisation measures, and it is
more challenging for them to take advantage of
the opportunities that arise as a result of partici-
pating in international trade.*” This is especially
true for women in developing countries who toa
lesser degree than men have the necessary pre-
requisites for confronting these challenges and
taking advantage of the opportunities associated
with market integration.”® This difference in the
effects on men and women can be due to differ-
ences in economic and social roles; differences in
access to and control over resources; an uneven
distribution between women and men of unpaid
domestic and household work; and other social,
cultural, political and economic factors.** The
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skills of the available labour force, the composi-
tion of the industry and other country-specific cir-
cumstances are also significant in relation to what
effects an increased openness to trade will have
on gender equality.®°

The potential impact of trade liberalisation
measures that are of relevance to gender
equality analysis can be divided into five main
categories:*

1) The effects on production and labour markets
2) The effects onresources

3) The effects on consumption

4) The effects on state revenues

5) The effects onregulation

For an example of a gender equality analysis of a
trade liberalisation measure in the form of a FTA,
the reader is referred to the National Board of
Trade Sweden’s case study of the gender equality
effects of the FTA between Korea and the EU.>>

6.2.1 Effects on production and labour
markets

The structural changes that trade liberalisation
measures have on production, employment and
working conditions impact gender equality dif-
ferently depending on the sectors most affected
and the composition of the workforce in these
sectors.

Structural changes and employment
Men and women are both over-represented in
some sectors and under-represented in others,
which creates a clear gender segregation of the
labour market. As a result of this division,

changes in the production structure have differ-
ent consequences for men and for women.*?
Studies indicate that economic development
changes gender segregation rather than eliminat-
ingit. Over time, women’s primary occupations
have shifted from agriculture and industry to the
services sector.?* At the global level roughly one
third of women are employed in agriculture,
roughly halfin the services sector, and roughly
one sixth in industry.”s However, in developing
countries agriculture continues to be the most
important source of employment for women and
approximately 75 per cent of employed women
work in the agricultural sector.”¢ The growth of
the service sector also means that many tasks tra-
ditionally viewed as being a part of women’s
responsibility to take care of the home, such as
childcare and cooking, are now included in the
formal economy.?” Even if this development can
create more formal jobs for women, there is arisk
that it will further consolidate the gender segre-
gation in the labour market.**

Furthermore, studies show that rapid struc-
tural changes in the labour market often have a
greater impact on women. Businesses tend to
both fire more women during bad times and hire
more women once business has turned around
again.” In the case of economic crises, stimulus
packages generally mainly target male-
dominated export sectors such as the automotive
industry.*° Women therefore have a less secure
position in the labour market.

Empirical evidence shows that trade liberalisa-
tion measures have the potential to increase the
employment rate for women. Increased exports
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in the manufacturing industry have almost
always been followed by a significant rise in the
employment rate for women.*' For example, the
FTAs that Mexico entered into with North Amer-
icaand the EU has in total created three times as
many jobs for women as for men.>* In develop-
ing countries, women are often employed in
industries that produce goods for resale, primar-
ily in the manufacturing industry.>® Conse-
quently, trade liberalisation measures can result
in higher rates of employment among women
even in developing countries. For example, the
liberalisation of trade in services has the poten-
tial to create more jobs and income opportunities
for women. Technological development and pro-
gress in the ICT sector in particular have opened
up huge possibilities for trade in services that
were not possible before, which can constitute a
tool for economic growth, and empower women
socially and economically.** Empirical studies
indicate that the expansion of exportable ser-
vices has increased the employment opportuni-
ties for women, particularly in the IT sector, in
countries like India, Jamaica, Mexico and the
Philippines.>

Formal or informal sector?
Women are overrepresented in jobs in the infor-
mal sector, which are also far less secure, without
formal social protection schemes.*¢ In Asia and
Africa, 75 per cent of women work in the informal
sector without access to for example pensions,
sickness pay or parental leave.>” Goods and ser-
vices produced by women in or close to the home,
referred to as home-based work,*® are considered
to be part of the informal sector. This kind of work
is often seen as an extension of women’s domestic
chores and therefore tends to be undervalued as
an activity that contributes to the economy.>#
Even if studies indicate that trade in GVCs has
led to a higher employment rate for women, it is
unclear if this increase has occurred in the formal
or the informal sector. There is a risk that wom-
en’s employment in the informal economy has
grown at the expense of the formal sector.>°
However, other studies indicate that the estab-
lishment of multinational enterprises can be one
way of increasing employment within the formal
sector.” This means that trade liberalisation
measures that make it easier for businesses to
establish themselves abroad can contribute to
more employment in jobs that are covered by
social protections.*>
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lower wages

Globally speaking, on average women
earn 24 per cent less than men.

Source: UN Women

The reproductive workload, thatis all types of
unpaid activities within the household such as
maintenance and childcare, impact women’s
opportunities to enter formal employment.*3
This type of work is performed to a much greater
extent by women, and this continues to be the
case even when women take on other jobs.>* This
is one of the primary reasons why women do not
participate in the formal labour market to the
same extent as men.s Working to a greater
extent in the household and not earning an
income places women outside the social protec-
tion scheme and in a position of dependency in
relation to men in the household with jobs that do
generate an income.>* According to some studies,
trade liberalisation measures can reduce the
reproductive burden on the condition that these
types of tasks are transformed into services that
are sold in the formal market.>” This can then lib-
erate time for women to enter into formal
employment instead.

Wage differences
An important aspect of gender equality in the
labour market is differences in pay between men
and women. Globally speaking, on average women
earn 24 per cent less than men.*® Average wages
are significantly lower in female-dominated
occupations and sectors than in male-dominated
occupations.>®

The increased competition as a result of trade
liberalisation measures leads to pressure on
employers to reduce costs, which in theory can
result in it becoming too expensive to discrimi-
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nate against women with comparable skills to
men, since that would mean that wages are based
on something other than just skills.** It would
therefore be economicallyirrational to keep wage
inequalities based on gender.® However, empiri-
cal evidence shows that general wage inequality
tends to persist after trade liberalisation measures,
even if wage inequality has been reduced in some
sectors.>* For example, empirical evidence indi-
cates that jobs created in the IT sector have helped
reduce the wage inequality between men and
women.*® However, although this has sometimes
been due to increases in women’s wages, it has
alsobeen a result of men’s wages decreasing,
which cannot be seen as a positive development.>*
Empirical evidence shows that for some states
in an industrialising phase, wage inequality in
female-dominated sectors has been a competitive
advantage during periods when economic growth
hasbeen driven by exports in manufacturing
industries primarily staffed by low-paid women.>s
For example, studies from South Korea show that
wage inequality in the exporting manufacturing
industry in particular contributed to economic
growth.”® However it is difficult to reduce this
short-term positive effect on economic growth to
a systematic effect without risking the creation of
arace to the bottom where developing countries
compete with low wages in female-dominated

occupations. Because wage inequalities at the
country level can both precede and remain after
trade liberalisation measures, it isimportant to
complement trade liberalisation measures by
introducing, implementing and enforcing legisla-
tion on non-discrimination.*”

6.2.2 Effects on assets and resources
— opportunities for economic empower-
ment and entrepreneurship
Trade liberalisation measures that have helped
create more jobs and stronger links to markets
for women also improve their economic empow-
erment opportunities.*® For example, studies
show that women who work in export sectors
gain greater control over their income.**® This is
particularly true for women working in the man-
ufacturing industry and at a distance from their
male relatives.””°
However, due to differences in access to pro-
duction factors, the preconditions for achieving
increased economic empowerment and entre-
preneurship are worse for women. Women
entrepreneurs tend to manage smaller busi-
nesses, focus on less profitable sectors and be
less productive.”” Factors that limit women’s
entrepreneurship include legal capacity, access
to financing and ICT, and having the right to own
property.””* In 2014, women had the same inher-
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itance rights as men in only 55 of 160 countries
and laws or customs in 102 of these 160 countries
still deny women the same right as men to own
land.>”? This limits women’s options for procur-
ing credit and capital, which often requires land
as security.””# The fact that women have poorer
access to resources in the form of capital, credit,
marketing networks and other factors thatare
decisive in order to be able to compete on an
international market, can make it more difficult
for women to compete, become entrepreneurs
and be involved in GVCs. UNCTAD estimates
that measures that create incentives and support
for women’s entrepreneurship by reducing
thresholds and improving access to land, capital,
etc., could raise GDP by 1-2 percentage points in
many countries.””

The spread of ICT in recent years has made it
far more possible for both women and men to
access markets because it has lowered the infor-
mation barriers and reduced transaction costs for
getting their goods or services to markets.
Because women are often more restricted in
terms of both their mobility and available time,
they may be able to benefit from this develop-
ment to a greater degree.””

6.2.3 Effects on consumption

Itis not only the effects on export and on employ-
ment that are of interest from the gender equality
perspective. Imports and changes in consump-
tion patterns can also impact gender equality. In
general, prices of both goods and services are
expected to fall as a consequence of increased
competition. Depending on the type of goods and
services that are impacted by trade liberalisation
measures and the effect that this has on con-
sumption patterns, gender equality can be
affected in different ways. Since women tend to
be responsible for making purchases for the
household, from a gender equality perspective,
the availability of cheaper household products
can have positive effects, since a larger propor-
tion of the household budget could be spent on
expenses related to health and education
instead.””” In particular, cheaper foodstuffs could
benefit women consumers, since they spend a
considerable proportion of their income on food
for the household.?”® Furthermore, women
would be able to keep a larger proportion of their
income and thereby strengthen their economic
empowerment.

6.2.4 Effects on state resources

Asis evident from the above, trade liberalisation
measures that consist of tariff reductions lead to
a change in the composition of state revenues,
which can have indirect social effects that impact
women to a greater extent than men.?”” Lower
revenues from tariffs and customs duties impacts
available public funding for investments in
health, education, social infrastructure and ser-
vices, which are decisive for strengthening wom-
en’s empowerment and making it possible for
them to participate more in GVCs. This effect
varies greatly between countries because tariffs
constitute different proportions of state revenue,
but tend to be a greater proportion in poorer
countries.

In the long-term, trade liberalisation measures
are expected to lead to an increase in state reve-
nue, compensating for the drop in tariff revenues,
but this assumes that the state has a well-func-
tioning taxation system. This is often more diffi-
cult to achieve in developing countries where
national institutions may be too weak to effec-
tively and successfully introduce income tax, for
instance due to inadequate census data or a large
informal sector.>*

6.2.5 Regulatory effects
Alarge proportion of trade liberalisation meas-
ures in modern FTAs concern regulatory matters
such as environmental protection, standards,
consumer protection, quality infrastructure, pro-
tection for intellectual property rights, public
procurement, etc. In the long term, regulatory
reforms in these areas ought to create better con-
ditions for competition and improve opportuni-
ties for export, improve food and product safety,
and lead to lower prices for goods and services.**'
An example of a regulatory matter that may
have an impact on gender equality is the need to
build and maintain a national quality infrastruc-
ture that will increase the safety and quality of
products for both domestic consumption and
export. The development of such quality infra-
structure increases the chances of effectively
implementing the Agreement on the Application
of Sanitary and Phytosanitary Measures (SPS
Agreement) and Agreement on Technical
Barriers to Trade (TBT Agreement) for example
(see section 8.1.2). In the short term, thereisa
risk that the construction of this kind of regula-
tory framework, system and bodies for testing,
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inspection and supervision will raise the price of
foodstuffs. This would have a particularly large
impact on poorer households, which spend a pro-
portionally greater amount of their income on
food, and on the women who are responsible for
purchasing food for the household. For example,
this was identified as arisk in the analysis of the
potential effects on gender equality of the EU’s
Association Agreements with the Ukraine, Geor-
giaand Moldavia.®®* On the other hand, strong
quality infrastructure can help protect weaker
consumer groups such as women and children
from product-related risks.

6.2.6 Additional effects of interest
from a gender equality perspective
More open borders and the exchange of informa-
tion as aresult of trade liberalisation measures
canlead to an increased flow of information
about women’s situations in different parts of the
world, which in turn could lead to a general
change in attitude in countries where there are
higher levels of gender inequality.®* Some stud-
ies even indicate that liberalised trade with coun-
tries with strong economic and social rights for
women can have a “contagious” effect on a trad-
ing partner with weaker rights for women.>

6.2.7 Country-specific conditions that
impact the effects on gender equality
Many of the factors that impact the effects of
trade liberalisation measures are country-
specific, such as the taxation system, welfare
system and education levels. This means that
national regulation has a crucial role in creating
an inclusive system that facilitates women’s par-
ticipation in the workforce, and which enables
women’s economic participation in value chains.
Examples of such national regulation include
banning gender-based discrimination, providing
public childcare, creating taxation systems that
do not make it more advantageous for women to
be married or at home with children, and similar
policies.?s

National regulation can also limit women’s
mobility and thus their opportunities for becom-
ing employed. For example, in Iran, Saudi Arabia
and Yemen, married women need permission
from a man in their household to work outside
the home, which has led to a very low rate of
employment outside the home among women.>*
Furthermore, there are cultural attitudes related
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to male and female stereotypes that can also
impact women’s opportunities to enter the
labour market. For example in Georgia, the pre-
vailing attitude is that men should be the only
providers in the household, while women should
do the household chores.®”

Being aware of the fact that a country’s specific
conditions can impact how trade liberalisation
measures mightimpact gender equality in the
country is important for a better understanding
of the effects of trade. This perspective should
also be taken into account when designing trade
rules and complementary measures, in order to
ensure that they optimise the conditions for
trade that contribute to gender equality. More
information about the importance of national
preconditions for social sustainability can be
found in chapter 7.

6.3 Gender equality in trade

rules

Although trade policy and trade rules are designed
in a gender-neutral way, women and men are
impacted differently. During the UN’s Fourth
World Conference on Women in Beijing in 1995,
the UN member states agreed to seek to ensure
that their trade policies related to trade agree-
ments do not have an adverse economic impact
onwomen.**

6.3.1 Gender equality in the WTO
system

Trade rules within the WTO can be seen as having
been based on the assumption that trade regula-
tion and trade liberalisation are gender-neutral.
Gender equality constitutes a very small part of
the WTO’s work. As is evident from this chapter
however, a regulatory framework that is non-dis-
criminatory in the formal sense does not mean
that women and men are affected in the same
ways by these rules. There is no consensus among
the WTO’s members that gender equality should
be specifically included in the WTO’s agenda.>®
However, for some areas which are regulated or
negotiated within the WTO, such as trade in ser-
vices, the agricultural sector, and AfT, gender
equality aspects are highly relevant.

The service sector and GATS

Given the growing scale and significance of the

service sector for the global economy, as well as
the fact that women are overrepresented in the



service sector, trade regulations for services are
particularly relevant from the gender equality
perspective.

The General Agreement on Trade in Services
(GATS) is one of the three principal agreements
within the WTO system and aims to open up
world trade in services and provide them with a
basic regulatory framework. GATS is comprised
of a framework agreement which includes a com-
mitment by the parties to apply the non-discrimi-
nation principle of MFN (see section 4.2.1); and
national lists of commitments in which countries
provide guarantees of a certain level of transpar-
ency for suppliers of services from other coun-
tries. Countries decide in which service sectors
they want to make commitments, and how far-
reaching these commitments are to be. GATS
divides trade in services into four different
modes of supply, where mode 4, is of particular
interest in this context. Mode 4 entails the tem-
porary movement of natural persons for service
suppliers. Temporary movement in order to pro-
vide services has great potential for increasing
women’s participation in trade in services.?*® To
date, mode 4 has primarily been reserved for
highly qualified professional groups or senior
business categories in which women are under-
represented.”' The lack of recognition of profes-
sional and academic qualifications can also con-
stitute an obstacle for the provision of services
abroad through mode 4.2> However, GATS
allows member states to deviate from the MFN
principle and establish bilateral or plurilateral
agreements in this particular, which could favour
exporters from countries that are covered. Addi-

tional measures that could conceivably facilitate
mode 4 are for example the simplification of visa
and work permit procedures, simplified proce-
dures and requirements for requisite licenses,
and removing the minimum wage requirement.>
These measures could lead to increased export of
services from developing countries, but there isa
risk that this will occur at the expense of
decreased wages.

Agriculture

Asnoted above, agriculture continues to be the
most important source of employment for
women in developing countries, and roughly

75 per cent of employed women are active in the
agricultural sector.** Women working in agricul-
ture in developing countries play a significant
role in reducing poverty through for instance
ensuring access to food in rural areas.”> However,
women seldom own the land they operate, and
women and men often cultivate different sorts of
products, where products cultivated by men are
often higher up in the value chain.?* UNCTAD
also estimates that if women entrepreneurs in
the agricultural sector had the same access to
production resources as men, they would be able
to increase their return by 20-30 per cent and
thus increase global agricultural production by
2.5-4 per cent.*” The WTO Agreement on Agri-
culture impacts trade in agricultural products,
for example by regulating market entry, export
subsidies and internal aid to agriculture, among
other things. The fact that developed countries
may utilise export subsidies and provide aid to
domestic agriculture under certain conditions is
problematic for developing countries. It makes it




difficult for developing countries to compete
internationally, which in turn may contribute to
falling prices and job insecurity.?®® Considering
the high proportion of women employed in the
agricultural sector, an increased possibility to
compete internationally with agricultural prod-
ucts, that is, additional liberalisation is in the
area, would be favourable. Correcting trade
restrictions and distortions on the world market
for agricultural products through for example
abolishing export subsidies within agriculture
has been on the agenda within the WTO since
2001, and is now also a target in the 2030
Agenda.®®

Aid for Trade

As described in more detail below, AfT is a collec-
tive name for trade related aid to developing
countries, with the aim of building the county’s
capacity to trade. One area where AfT has been
identified as having great potential is gender
equality measures, particularly in light of the posi-
tive economic effects of including more women in
international trade. If the recipient country has
identified increased participation by women in
international trade or similar gender equality
measures as a priority in its trade strategy, pro-
jects with the purpose of achieving these priori-
ties can be the object of financing under AfT.3*°
The amount of AfT provided for gender equality
measures increased by 300 per cent between 2006
and 2008, but in spite of this it only constituted a
marginal proportion of the total AfT.3*'

Aid projects related to gender equality could
include projects which aim to eliminate trade bar-
riers for goods and services that are important for
increasing women’s participation in the work-
force and women’s entrepreneurship, and par-
ticularly goods and services that can enable
women to access occupations that are higher up
in the value chain.>*>

6.3.2 Gender equality in the EU’s trade
policy

According to the EU’s fundamental regulatory
framework, all of the EU’s activities are to elimi-
nate barriers to gender equality between women
and men and promote gender equality.3* The
European Commission regularly produces a
strategy for including gender equality in all of the
EU’s policies. Itis apparent from the strategy for
2010-2015 that the EU is to integrate gender
equality into its trade policy as part of its work
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with sustainable development.3** According to its
regulatory framework for gender equality and the
empowerment of women3%, the promotion of
social and economic rights as well as women’s
empowerment should guide all of the EU’s exter-
nal actions related to economic development,
which includes all trade-related measures. In
other words, gender equality is an express objec-
tive of EU trade policy. Some of the trade related
instruments used to promote gender equality are
for example free trade/Association Agreements,
impact assessments and the GSP. This section
comments in brief on the gender equality aspects
of these instruments. How these instruments can
be used to promote social sustainability in gen-
eral is elaborated on in chapter 8.

Trade agreements

Free trade and association agreements can be an
important instrument for the EU in its endeav-
ours to promote gender equality. All of the EU’s
trade agreements contain regulations about gen-
der equality linked to provisions on gender equal-
ity, albeit in the shape of human rights provisions
which also are connected to sanctions.**® For
example, these agreements refer directly to inter-
national conventions on gender equality such as
the UN’s Convention on the Elimination of all
Forms of Discrimination Against Women
(CEDAW) .37 They also refer to the UN’s Fourth
World Conference on Women in Beijing in
1995.3°® Furthermore, sometimes they include
clear goals, for instance to strengthen dialogue
and cooperation in order to promote gender
equality.3® One trade agreement that has been
particularly significant from the gender equality
perspective is the Cotonou Agreement, a partner-
ship agreement between the EU and the mem-
bers of the African, Caribbean and Pacific Group
of States, which prescribes the integration of gen-
der equality into all areas of the agreement.>°
This agreement mentions equality between
men’s and women’s rights in the context of
respect for human rights, which theoretically
should increase the chances of applying sanc-
tions in the event of violations of human rights.
The National Board of Trade Sweden has previ-
ously concluded that trade sanctions are not the
best method of promoting compliance with
human rights in matters of employment, but
instead advocate partnership programmes as a
more suitable form of promoting women’s rights
in agreements with developing countries.? For a



more in-depth discussion of the most suitable
ways of including the gender equality perspective
in free trade agreements, the reader is referred to
the National Board of Trade Sweden’s report on
gender and gender equality aspects of regional
and bilateral free trade and association agree-
ments (in Swedish only).

Impact assessments

In the Sustainability Impact Assessments (SIA)
the EU conducts in connection with each new
negotiation on trade liberalisation measures,
gender equalityis included in the assessment of
the impacts of the current liberalisation measures
in the social area.?* However, critics argue that in
most cases the gender equality aspect is minimal
and not implemented systematically.?* The
assessment often focuses on the economic
sectors where women are overrepresented, such
as the manufacturing industry and agriculture.?+
Most impact assessments do not include propos-
als for measures to counteract negative effects.
Furthermore, the majority of SIAs focus only on
the effects of trade liberalisation measures on
women in the partner country in question, and
not on the effect on women within the EU.3 In
the 2015 update of the guidelines for the imple-
mentation of impact assessments, a number of
concrete questions on gender equality are
included. Additionally, the new framework

specifies that a gender equality assessment is to
be carried out systematically for all new external
actions. As a result, the effects of the EU’s trade
policy on gender equality could potentially
become clearer in the future.

Finally, for existing and future trade provisions
related to gender equality to be effective, the
mechanisms for monitoring compliance
should be clear and measurable.?® Gender-
disaggregated statistics for specific areas such as
services, entrepreneurship, the labour market and
agriculture are essential for the provision of
indicators related to gender equality.3”

Generalised Scheme of Preferences

As detailed in section 8.2.3, the EU’s Generalised
Scheme of Preferences, the GSP+, offers develop-
ing countries that ratify and implement certain
international agreements linked to sustainable
development a full exemption from customs duty
on their exports to the EU.3® The list of conven-
tions that are to be implemented before a country
can take advantage of GSP+include the UN Con-
vention on the Elimination of all Forms of Dis-
crimination Against Women (CEDAW) .3 Link-
ing trade preferences to requirements to work
against gender discrimination is thus an addi-
tional way for the EU to promote gender equality
through international trade.

43



National preconditions
for sustainable trade

As previously stated, a number of factors other
than trade policy and trade rules impact the
effects that trade has on questions of social sus-
tainability. Trade liberalisation measures generate
different effects in different countries depending
on the country’s capacity to derive benefit from
the opportunities presented by open markets. The
optimum use of trade liberalisation measures
requires a certain domestic production capacity in
the form of, for example, capital, natural
resources, networks and infrastructure as well as
functioning institutions. Furthermore, a stable
economic system is fundamental for economic
growth and consequently social sustainability,
which is described in chapter 3.

A country’s capacity to benefit from trade liber-
alization is often referred to as its absorption
capacity, which among other things consists of its
infrastructure, legal system, governance and
administration, investment climate and human
capital, among other things.* For example, coun-
tries with weak education systems, high inflation,
weak telecommunications, weak governments
and low flexibility in labour markets tend to not be
able to benefit to the same extent from trade liber-

Absorption capacity =

the capacity of a nation to take advantage
of trade liberalisation in areas such as
infrastructure, legal system, governance,
investment climate and human capital.
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alisation.? The quality of a country’s institutions,
the quality of its inputs, the proportion of its peo-
ple who are educated and the rates of higher edu-
cation also affects the connection between trade
liberalisation measures and growth.?** Further-
more, complementary reforms and stable
national institutions are crucial if businesses’ par-
ticipation in GVC is to contribute to sustainable
development. 3** However, it is important to bear
in mind that current research cannot entirely
establish causal connections between these fac-
tors. Itis unclear exactly which measures contrib-
ute to what improvements, which conditions are
the mostimportant, and in what order reforms
ought to be implemented.

7.1 Infrastructure

Over the past three decades, literature and
empirical research have emphasised the impor-
tance of well-functioning physical infrastructure
in order to participate in international trade and
attract investments.® Potential opportunities
for developing countries to participate in and
benefit from trade liberalisation measures is lim-
ited if physical infrastructure is lacking or insuffi-
cient. Furthermore, within a country, the positive
effects of transparent trade such as access to
investment, etc., are often limited to regions, and
in particular urban areas, where infrastructure is
more developed and reliable.?*s

The lack of basic infrastructure can in practice
prevent people from accessing new markets,
which hinders production and increases the cost
of trade.?*® The sustainable development goals in



the 2030 Agenda include enhanced financial,
technological and technical support, thereby
facilitating the expansion of sustainable and
resilient infrastructure in developing countries.*”

Transport, ICT and network services are some
of the different kinds of infrastructure that are of
great importance for the effects of trade liberali-
sation on social sustainability.*® In order for
investments in infrastructure to have optimal
effects, infrastructure services and ways of man-
aging complex trade formalities at the border are
also required.

Transport systems

In developing countries in particular, deficiencies in
the infrastructure for transport such as the quality of
roads, railways, ports, etc., are an obstacle for getting
goods and services to market. Poor infrastructure
constitutes over 40 per cent of transport costs,
which rise all the way up to 60 per cent for land-
locked countries.* Improvements to physical infra-
structure are an important step towards being able
toreduce transport costs and enable participation in
trade. Studies show that reduced transport costs
facilitate exports more than reductions in customs
duties.®° For example, for some landlocked coun-
tries in Africa, areduction in transport costs of 10 per
centresulted in anincrease in international trade
volumes of 25 per cent..

Information and communication
technologies (ICT)*2

In conjunction with the development of trade in
the form of GVC, the revolution in ICT has
changed the global economy.3® For example,
developments in ICT has changed the transport

sector through the development of digital systems
for freight and logistics. Additionally, develop-
ments in ICT have enabled the separation of the
production and consumption of services.?* Cross-
border trade in services (GATS mode of supply 1)
toalarge extent depends on well-functioning
ICT. Smoother trade formalities and participa-
tion in global value chains are therefore facilitated
by awell-developed ICT infrastructure.

The quality of the ICT infrastructure in devel-
oping countries is far behind that of high-income
countries.®” Investing in improvements in ICT
can thus contribute to enabling poor countries to
benefit more from trade, and contribute posi-
tively to social sustainability.*® Significantly
increasing access to ICT and striving to provide
universal and affordable access to the internet in
LDCsis also a specific target in the 2030 Agenda,
with the goal of achieving this by 2020.3

In 2013, the global growth in business-to-
consumer (B2C) e-commerce was almost 14 per
cent.3* Value chains in the future will be strongly
impacted by where data is able to flow unhin-
dered by various kinds of physical barriers.>*'

One such physical barrier could be an ICT sector
with inadequate capacity. In other words, there
is great potential in developing national ICT
capacity in order to benefit from the global rise
in e-commerce.

Infrastructure services

Infrastructure services include financial services,
transport and logistics, telecommunications,
water and energy.** These services can mitigate
potential deficiencies in the physical infrastruc-
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ture. A lack of access to financial services can con-
stitute a major barrier to employment. For exam-
ple, itis estimated that only 20 per cent of
Africansliving in rural areas have access to a bank
account compared to 38 per cent of Africans who
live in cities.¥ The quality of infrastructure ser-
vices s also significant in order for the physical
infrastructure to fulfil its potential 3

Trade facilitation

The efficiency of local trade formalities such as
customs procedures, and border controls, as well
as logistics services is key for countries that want
to be integrated into GVC.3* Businesses in coun-
tries with high transaction costs and inefficient
logistics services will find it more difficult to com-
pete with businesses that enjoy an efficient logis-
tics environment.* Trade costs that are associ-
ated with inefficient formalities at borders can be
reduced through trade facilitation reforms.3*
One example of a measure that contributes to
reducing trade costs and can thus facilitate the
positive effects on sustainability of trade liberali-
sation is the WTO’s Trade Facilitation Agreement
(TFA) .3 In 2015, the OECD estimated that the
full implementation of the TFA could reduce
global trade costs by 12-17 per cent, of which the
largest reductions would occur in developing
countries.?* Consequently, the TFA can contrib-
ute to maximizing the positive sustainability
effects of trade.

Experience within the clothing sector for exam-
ple, which is one of many sectors that is largely
characterised by trade in GVC, shows that
improved ICT services, lower transport costs and
less time in ports and at border controls can sig-
nificantly improve opportunities for low income
countries to become involved in product differen-
tiation and thus become more competitive.3*°

7.2 Well-functioning institutions

Institutional infrastructure is defined as a number
of different social structures and regulations that
control the interaction between private and pub-
lic stakeholders and also between different private
stakeholders.*' This includes political structures,
the legal system, property rights, the ability of ful-
filling contracts/agreements, and investment pro-
tection but also factors such as social insurance
and social security systems.’* Well-functioning
institutions reduce uncertainty and decrease
transaction costs. Well-functioning institutional
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infrastructure can improve countries’ capacity to
benefit from open markets.’ Institutional quality
can even function as a comparative advantage and
help facilitate trade flows.>*

The recognised importance of institutional
infrastructure for trade requires that trade liberal-
isation is complemented by institutional reforms
in partner countries. Today, institutional reforms
are often supported by aid and technical assis-
tance from international aid institutions.®s FTAs
also sometimes include obligations to assist par-
ties to the agreement in complementary national
reforms.3

7.2.1 Quality infrastructure

Quality infrastructure is a part of national insti-
tutions and systems that is particularly relevant
for trade and which needs to be in place in order
for businesses to be able to benefit from trade lib-
eralisation. The term quality infrastructure
includes the systems and mechanisms that pro-
vide the basis for the safety and quality of prod-
ucts and services in a country.

Important components in a national quality
infrastructure include: the legal framework that
defines rights and obligations for institutions and
economic stakeholders that are involved in
ensuring quality and safety; the legal framework
for the supervision of product and service safety;
and the government agencies that develop, pre-
scribe and apply technical regulations with a
bearing on product safety.

The institutions that provide measurement
standards and standards for traceability are par-
ticularly important, as well as standardisation
bodies that develop and issue voluntary stand-
ards, accreditation bodies that assess the compe-
tence of the bodies that assess compliance, bod-
ies that carry out assessments of compliance in
the market (for example, certification bodies,
laboratories, inspection bodies), and market
inspection authorities which, as supervising
actors, ensure that the products and services
offered by economic stakeholders on the market
are safe and do not endanger health and safety
and contribute to a sustainable environment.

How robust and transparent a country’s quality
infrastructure is to a large extent depends on the
availability of harmonised standards that can be
used at the global level. This is essential for creat-
ing confidence in the market for the free move-
ment of goods and services, and thus creating the
conditions for increased market access. However,



there is arisk that enforcing compliance with
standards could lead to higher production costs
and new demands on businesses, which can have
anegative impact on competitiveness. Require-
ments that are set too high could for instance be
difficult for small-scale farmers to comply with.37
The creation of efficient and well-functioning
quality infrastructure is a challenge that requires
long-term capacity- and institution-building, as
well as cooperation between many different
stakeholders. In this case, AfT could play a cen-
tral role. For more information, see section 8.4.

7.2.2 Good governance and the rule of
law

Governance is defined broadly in the literature as
the traditions and institutions through which
power in a country is exercised.®® This includes
political stability, procedures for elections, sepa-
ration of powers, the government’s capacity to
effectively formulate and apply policies, respect
for public institutions, the rule of law, transpar-
ency, and the capacity to combat corruption.’®

Businesses that conduct cross-border trade are
dependent on being able to predict the costs of
moving their goods, services, capital and person-
nel across borders. This means that a transparent
and predictable policy environment is important
when trading takes place in GVC.3* Sudden
changes in the regulations, a cumbersome
bureaucratic system, or unpredictability in the
application of rules and regulations can have a
significant negative effect on the competitive-
ness of businesses.**'

The term rule of law has no specific definition
but generally consists of a system of rules (alegal
system) that the majority accept as governing
social, political and economic actions; that there
are mechanisms for supervision and dispute res-
olution; and the capacity of the public sector to
regulate and enforce mandatory compliance with
the system of rules.*> From a development per-
spective, the right of ownership and access to jus-
tice, including the right to a fair trial, are often
highlighted as critical components of the rule of
law 3% Furthermore, legislation formalises indi-
vidual and collective rights and constitutes the
framework within which individuals conduct
themselves. The implementation of legislation is
particularly decisive for compliance with rights
and obligations.?** Alegal system subject to the
rule of law helps to create a predictable environ-
ment that promotes international trade.

7.2.3 Corruption
Some researchers highlight corruption as one of
the primary obstacles for global trade.3* Thisis
hardly surprising since far-reaching and complex
regulation coupled with a bureaucratic system,
which are common barriers to trade, often go
hand-in-hand with a corrupt system.**¢ In previ-
ous studies, the National Board of Trade Sweden
concluded that corruption has damaging effects
on trade volumes as well as trade rules.>”
Corruption can be defined as the abuse of
entrusted power for private gain.**® Individuals
who have been entrusted with the authority to
make decisions on behalf of the organisation
abuse this authority for their own personal gain.?*
Corruption occurs in both the private and public
sector and often takes the form of bribes, fraud or
misappropriation. Corruption can also consist of
inappropriate relationships between representa-
tives of the public sector and private stakeholders.
This can result in favouritism when public
resources are allocated through for example
shorter processing times or relaxation of the nec-
essary requirements for permit applications.?
This can lead to unnecessary transaction costs for
other parties and influence the flow of trade.

Effects of corruption

Corruption is an obstacle to democracyand a
strong state governed by the rule of law. Public
institutions lose trust and legitimacy when they

Corruption

Corruption is a global problem, but there are
large differences between countries and
regions. These differences are primarily the
result of variations in institutional quality and
the possibility of demanding accountability
from those with political power.*” Each year,
Transparency International (TI) draws up a
Corruption Perceptions Index which measures
the perceived levels of corruption in the public
sector globally, and ranks countries based on
a scale of 0 (very corrupt) to 100 (very free of
corruption). In 2014, this index covered 175
countries and territories. Not a single country
got a score of 100 and more than two thirds
had a score less than 50.52 In general, devel-
oping countries are more affected by corrup-
tion than, for instance, OECD countries.*”
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are used for private gain. Corruption also under-
mines a country’s prosperity, since corrupt politi-
cians do not invest enough resources in the
development of infrastructure and other social
protection schemes which are needed for a coun-
try to develop. Bribes increase transaction costs
and lead to economic uncertaintyaswellas a
higher tax burden on fewer individuals. They also
reduce the state’s resources and reduce the legiti-
macy of political power.” TI identifies measures
aimed at reducing corruption and illicit financial
flows as some of the most important instruments
for ensuring that public resources are not leached
away and instead utilised to finance sustainable
development.’”s

Corruption and trade
Economic theory indicates that corruption
should reduce international trade, but empirical
studies in the area have produced somewhat
mixed results. Some studies indicate that if inter-
national institutions are weak or regulation is
complicated, corruption can be positive for
growth and for attracting foreign investment.?”®
However, this does not mean that corruption is
something that would be endorsed from the
trade policy perspective. In light of the other neg-
ative effects of corruption, focus should instead
be on building the capacity of national institu-
tions. Trade flows are also affected if corruption
is organised and consequently anticipated or not.
The uncertainty associated with chaotic and arbi-
trary corruption is likely to reduce trade.?””

Thus it is clear that corruption has an impact
ontrade. The effects of corruption on trade are,
however, unclear. In order to reduce corruption,

trade reforms must probably be accompanied by
complementary measures.”® Anti-corruption
measures are being included more and more fre-
quentlyin trade-related instruments. For exam-
ple, the majority of new FTAs contain anti-cor-
ruption provisions.?” For instance, one of the
aims of the WTO’s most recent Agreement, the
TFA, is to simplify trade formalities and thus
reduce transaction costs and corruption.**

7.2.4 Health and education

Health and education are additional factors that
determine the potential for international trade to
contribute to achieving social sustainability.
Among other things, improving health and educa-
tion levels promotes economic development,
increases productivity in the labour market and
improves capacity to absorb innovations®*,
which in turn is crucial for maximizing the
benefits of trade.

Education

Access to education is a human right and a devel-
opment goal in itself.** Education also supports
the achievement of the other sustainable devel-
opment goals, and allows people to gain the skills
they need to share in the benefits of a globalised
economy.*

The increasingly rapid rate of technological
development and restructuring that result from
trade liberalizations requires a flexible labour
force and the ability to adapt to change.® People
becoming better educated and developing more
skills is often identified as a prerequisite for being
able to increase productivity in a sector and to
contribute to economic growth. UNESCO esti-




mates that increasing the average length of edu-
cation of the population of a country by one year
can increase its annual GDP growth from 2 per
cent to 2.5 per cent.3®

Investments in education are also an important
factor in working towards greater gender equality
in the labour market. For example, only 39 per cent
of Mexican women with only compulsory school
education are employed, compared to 48 per cent
of Mexican women who have at least a high school
education. Furthermore, investments in educa-
tion canlead higher wages for those with jobs in
the formal sector. On average, one year’s educa-
tionislinked to a wage increase of 10 per cent.*

Investing in education is also a way of investing
in health. Educated people are more aware of dis-
eases and therefore can avoid them, are more likely
to seek medical care, and are less exposed to jobs
and domestic environments with health-risks.3*

Health

Research indicates that investments in health
care make a significantly positive contribution to
economic growth and development. Results
about the extent of this contribution to eco-
nomic growth vary however (between 26 and 40
per cent of growth).*® Improved health leads to
longer life, which in turn leads to higher levels of
savings and investments.?* Furthermore, dis-
eases can lead to reduced learning potential,
etc.3° Investments in health protection result in
a stronger workforce (human capital), and thus
contribute to a country’s ability to share in the
benefits of trade liberalization.

On the other hand, trade and trade liberalisa-
tion measures also affect health issues. For exam-
ple, increased trade in pharmaceuticals and medi-
cal products can be an opportunity to improve
people’s standard of living. The technology trans-
fer that occurs asaresult of trade canalsobe a
source of improved health.*" However, trade lib-
eralisation measures can also lead to health risks
asaresultofincreased trade in products that are
detrimental to health, such as tobacco. Open bor-
ders can also increase the risk of spreading conta-
gious diseases.?* The members of the World
Health Organisation (WHO) have adopted areso-
lution on international trade that calls on WHO to
support its members in understanding what effect
international trade and trade agreements can
have on health and how relevant questions in this
area can be dealt with by national governments.>*
In order to implement this resolution, WHO is

working on developing a diagnostic tool to help

national governments analyse health and trade in
order to determine how to formulate their strate-
gies and regulations linked to trade and health.?*

7.3 The importance of

complementary reforms

As highlighted in this chapter, the effects of trade
depend on national preconditions, and conse-
quently complementary reforms may be required
iftrade and trade liberalisation measures are to
contribute to social sustainability. The literature
indicates that if trade liberalisation measures are
implemented in an unstable macroeconomic
framework, without active preparations aimed at
strengthening national trade-related institutions
or other complementary measures, the positive
impact of trade on growth can be reduced or even
become negative.?® The WTO and the World
Bank identify strengthening the finance sector,
state control, private ownership rights and educa-
tion as particularly important investments in
order for trade liberalisation measures to reduce
poverty.3® A sound financial sector is identified as
animportant contributor to overcoming the limi-
tations of access to loans, helping businesses grow
and making it easier for households to manage
risks and upturns and downturns in the econ-
omy.>*” An analysis of 30 African countries
between 1981 and 2010 found that open trade
tended to reduce povertyin countries thathad a
well-developed financial sector and high level of
education, among other things.?*® These factors
are important for a ensuring a country’s capacity
to convert and redistribute resources fromless
productive sectors to sectors that are more pro-
ductive. Complementing trade reforms with
measures that increase the resources and skills of
poorer groups in society can thus strengthen the
positive effects of trade liberalization on social
sustainability, such as poverty reduction.?*
However, itisimportant to bear in mind that
research does not show unequivocal causal con-
nections between these factors. A case by case
analysis is required in order to identify which
measures are the most important in each situa-
tion, as well as the order in which they should be
implemented. One example of an important
trade-related instrument aiming to assist devel-
oping countries with conducting this analysis and
improving their conditions for socially sustaina-
ble trade is AfT), which is discussed in section 8.4.
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Trade-related instruments to
promote social sustainability

This chapter aims to provide an overview and list
of the trade-related instruments and processes
that are being used or have the potential to be
used in order to promote social sustainability at
the multilateral, regional and national levels, as
well as through private initiatives. This chapter
includes both regulations as well as other types of
instruments that may have been mentioned in
other contexts in the chapters above, as well as
new instruments. Even if this chapter intends to
provide a comprehensive picture, additional
trade-related instruments may well exist. The
inclusion of an instrument in this chapter does
not necessarily mean that it results in a positive
effect on social sustainability, which is analysed
further in the conclusions in chapter 9.

8.1 The WTO's trade rules and

social sustainability

The opportunities for promoting sustainability
within the framework of the WTO system can be
divided into guiding principles that control the
interpretation of the legal framework, mecha-
nisms within the legal framework that can be
used to promote social sustainability, and finally
processes and institutional rules.

8.1.1

Sustainable development in the preamble
The preamble to the agreement establishing the
WTO specifies sustainability as a central goal,
and that the purpose of WTO’s trade rules among
other things is to comply with human rights,
improve global living standards, promote sus-

Guiding principles
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tainable development and preserve the environ-
ment.*° This goal should be seen as a guiding
principle intended to form the basis of all appli-
cations and interpretations of the commitments
in WTO agreements.

One example of an occasion where the dispute
settlement system expressly referred to this
guiding principle is the US - Shrimp dispute from
1998. This dispute concerned the US import ban
on shrimp and shrimp products from non-certi-
fied countries (i.e. countries that had not used a
certain net for catching shrimp). +* The question
raised was whether this prohibition, which
breached GATT, could nonetheless be consid-
ered legitimate when considering the exemption
for the conservation of exhaustible natural
resources. The Appellate Body found that the
concept of “exhaustible natural resources” must
be construed broadly and that it is not a static
concept, but by definition evolutionary. They
referred specifically to the objective of sustaina-
ble development in the preamble as having
guided its interpretation.

Special and differential treatment of
developing countries

Another general principle that applies within the
WTO system is that developing countries can
receive special and differential treatment
(SDT).+* This can for example consist of trade
preferences or technical aid from developed
countries, or relief from certain commitments in
the WTO agreements for developing countries,
such as longer transition periods. Since more
than three quarters of the members of the WTO



are developing countries, this is an important
principle which is also confirmed in the 2030
Agenda. +3 This can be one way of managing
potentially negative consequences that arise dur-
ing the adjustment period that follows structural
changes as a result of trade liberalization.

8.1.2 Exceptions from the WTO rules

General exception in Article XX of the
GATT

The WTO rules also provide for a number of
exceptions which regulate when and how the
protection of legitimate national interests may
outweigh a country’s economic obligations in the
WTO agreements. The purpose of these excep-
tions is to clarify when a national action aimed at
protecting a particular non-economic interest,
which is in breach of obligations in the WTO
agreements nonetheless is considered worthy of
protection, thus entitling the member in ques-
tion not to comply with the WTO obligation. The
main provision that regulates when a general
exception applies is Article XX of the GATT.+4
Special exceptions are also found in many other
agreements. The exceptions in GATT which are
of most interest from a social sustainability per-
spective include the exception for measures to
protect public morals, human, animal, or plant
life, health and the conservation of exhaustible
natural resources.* The list of general excep-
tionsin art XX of the GATT is exhaustive and
connected to a number of requirements. In order
to avoid abuse of the exceptions, such measures
may not be applied in a manner which would con-

stitute a means of arbitrary or unjustifiable dis-
crimination between countries where the same
conditions prevail, or constitute a disguised
restriction on international trade.+¢

National measures to protect the environment,
health or public morals must be necessary. For
example, WTO members have the right to decide
individually what level of protection they want to
apply for the environment, health and public
morals. Other members cannot question the
level of protection applied. They may only ques-
tion whether a certain measure is necessary in
order to achieve the intended protection level.+”
When deciding if a measure is deemed necessary
or not, the DSB take into account factors such as
if the measure made an essential contribution to
the intended protection of the interest, the
effects of the measure on trade, and whether a
less trade restrictive measure thatis in line with
the WTO obligations exists.+® For example,
France’s ban on of asbestos was permitted
because the measure was deemed to protect
human life and health and no alternative measure
existed that was reasonably available.+*

The exception for the conservation of exhaust-
ible natural resources does not contain any
requirement for the measure to be necessary, but
it must relate to the goal of protecting exhaustible
natural resources, which means that there must
be a close and genuine relationship between the
measure and that goal, and the scope of the meas-
ure may not be disproportionate.*°

Since the case EC — Hormones 1998, it appears
tobe atrend in dispute settlements towards con-
struing the requirements on such national meas-
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ures less strictly than before. In this case, the EU
had introduced an import ban on meat products
treated with certain hormones. The Appellate
Body placed the evidentiary burden of proving
thataless trade restrictive measure was available
toachieve the intended purpose on the member
claiming that such aless trade restrictive meas-
ure exists.*" This can be one way of incorporating
sustainability considerations into the WTO sys-
tem to a greater extent.

Exceptions in the SPS and TBT
Agreements
The Agreement on the Application of Sanitary and
Phytosanitary Measures (SPS Agreement) and
Agreement on Technical Barriers to Trade (TBT
Agreement) clearly state that no member is to be
prevented from taking trade measures needed to
protect life, health or the environment, at the
level that the country considers appropriate.+>

The TBT Agreement aims to prevent and limit
unnecessary technical barriers to trade as well
as discrimination against other WTO members’
goods. The Agreement contains provisions that
members must comply with when they prepare,
adopt or apply technical standards and proce-
dures for assessing conformity.#? Furthermore,
the Agreement allows members to implement
measures to achieve legitimate policy goals
such as national security, the prevention of
deceptive practices, protection of human health
or safety, animal or plant life or health, or the
environment.#4

The SPS Agreement contains rules that the
WTO’s member states shall follow when they
apply measures to protect consumers against
contaminated food, as well as for preventing the
transmission of animal diseases and plant pests.
The Agreement gives the WTO’s members the
right to introduce measures to protect them-
selves against transmissible animal diseases,
plant pests and harmful contaminants in food.
However, according to the SPS Agreement, the
measures that a country takes to protect its popu-
lation and plants and animals in its own territory
must be based on scientific risk assessments, and
achieve the desired level of protection by using
the least trade-distorting measure available. In
accordance with this, WTO countries are urged
to follow international standards (guidelines) for
SPS measures developed by the three bodies OIE,
IPPC and Codex Alimentarius.*s The SPS Agree-
ment does not regulate production conditions
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beyond what is directly connected to health risks
for the consumer of the product, or the spread of
plant pests or transmissible diseases. This means
for example that requirements related to workers’
health are not counted as SPS measures and not
covered by the SPS Agreement.

Waivers — temporary exceptions

In exceptional cases, the WTO can grant tempo-
rary exceptions from the WTO rules, called
waivers.#¢ Awaiver must have an end date and
are to be reviewed annually. The review assesses
whether the exceptional circumstances still exist.
As shown in section 4.2.1, this option has been
linked to an ambition to promote human rights
on anumber of occasions. Even if this option is
only used in exceptional cases, it can nonetheless
be a potential instrument for promoting social
sustainability, since interests other than eco-
nomic interests are discussed and considered.

8.1.3 Other relevant regulatory
frameworks

Trade Facilitation Agreement (TFA)
Reducing the costs of trade facilitate trade flows,
in turn generating positive economic effects
which form the foundation of the impact of trade
on social sustainability. Trade costs consists of in
principle all costs required to get a good to its end
user except the actual costs of production.*” The
largest trade costs today are the costs of trans-
port, the costs of compliance with product stand-
ards and complex trade formalities — not tarifts
and customs duties.#® Furthermore, businesses
in developing countries tend to bear the highest
costs of trade.#® One example of a measure that
contributes to reducing trade costs and can
thereby facilitate the positive effects of trade
liberalisation is the WTO’s Trade Facilitation
Agreement (TFA).#° As previously stated, the
full implementation of the TFA could reduce
global trade costs by 12-17 per cent, of which the
biggest reductions would occur in developing
countries.*' The WTO’s TFA can therefore
contribute to maximizing the positive effects on
sustainability.

8.1.4 Dispute settlement mechanism
Within the WTO, there is a mandatory and bind-
ing system for settling disputes concerning the
fulfilment of obligations. This system can also be
a potential area for promoting social sustainabil-



ity. If a dispute between parties concerning an
obligation within a WTO agreement > cannot be
resolved by consultation between the parties, a
panel of three independent experts is appointed.
The panel provides recommendations on how to
settle the dispute based on its interpretation of
the WTO’s regulatory framework. The panel’s
recommendations can be appealed to a perma-
nent Appellate Body. The obligations in the WTO
Agreements are to be interpreted in accordance
with the general objectives in view in the pream-
ble to the WTO agreement, which includes sus-
tainable development.

As previously mentioned, the US - Shrimp
dispute is an interesting example in this context,
because it dealt with the possibility of an excep-
tion for the conservation of exhaustible natural
resources. The Appellate Body found that the con-
cept of “exhaustible natural resources” must be
construed broadly and by definition as evolution-
ary, and referred to the objective of sustainable
development as having guided its interpretation.
Both living and non-living natural resources can
be included in this term. This position is interest-
ing because it indicates that the meaning of a
wording in the WTO agreements can evolve over
time through interpretation. The prohibition in
that case was deemed not to be acceptable how-
ever,among other things because it was unrea-
sonably discriminatory.

In disputes, the panels can also refer to other
international laws to which the parties are bound,
international expertise in the area in question, or
other relevant information in order to obtain

guidance on how the obligations should be inter-
preted.+3 This allows the panels to interpret the
obligations more in line with the promotion of
sustainable development. An important restric-
tion on this possibility to promote sustainable
development through the construction of the
WTO agreements is that the rights and obliga-
tions in the agreements may not be augmented or
diminished through the dispute settlement sys-
tem.*# Furthermore, the dispute settlement sys-
tem can only deal with issues that members raise
as adispute. In other words, the WTO cannot, on
its own initiative, appoint a panel to interpret an
obligation more in line with the promotion of sus-
tainable development.*s

8.1.5 Other procedures

The accession process

A potential opportunity to promote social sus-
tainability within the WTO’s procedural mecha-
nisms is to require national reforms that contrib-
ute to social sustainability within the accession
process, where new members apply for member-
ship into the WTO. Any state or separate cus-
toms territory possessing full autonomy can
become a member of the WTO, but all the exist-
ing members of the WTO must agree on the con-
ditions for membership, which is the result of a
negotiation process between the WTO and the
prospective member.+¢ This negotiation process
covers the conditions of membership, such as
commitments to any national reforms required
in order to comply with the rules in the WTO
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agreements.*” In this negotiation process the
WTO could for instance require transparency
and a functioning legal system of the prospective
WTO member.#* According to the WTO itself,
over the last 20 years negotiations during the
accession process have been used to promote
and strengthen the core values within the WTO,
including good governance and the rule of law.+*
Since over 160 countries are members of the
WTO, the possibility to promote social sustaina-
bility in accession processes is obviously lim-
ited.#° However, negotiations for accession to
the WTO are ongoing with around 20 countries,
and a further focus on requirements on potential
member states could conceivably send an impor-
tant signal about future priorities and the WTO’s
contribution to achieving the SDGs.#'

The Trade Policy Review Mechanism

WTO members’ trade policies are reviewed regu-
larly under the Trade Policy Review Mechanism,
(TPRM) with the purpose of evaluating the
impact that each member state’s trade policy has
on the multilateral trading system. The review
should consider the background and general
economic and development needs, as well as take
the policy and goals of the member state being
reviewed into account.®®* This means that the
TPRM could be used to review how each member
state’s trade policy is contributing to the promo-
tion of the global sustainable development goals.
While the review itself cannot force compliance
with the obligations, it could function as a kind of
naming and shaming tool for member states that
do not conduct themselves as they should.*3

8.2 The EU’s trade rules and
social sustainability

The trade instruments traditionally used by the
EU, which are described below, consist of both
bilateral and regional efforts, including sustaina-
ble development chapters in free trade agree-
ments, impact assessments of planned and cur-
rent free trade agreements, the EU’s Generalised
Scheme of Preferences (GSP) and Aid for Trade
(AfT).

Besides these instruments, a number of new
instruments have recently been initiated that
tackle specific sectors or problems, where CSR/
RBCishighlighted as an important component. 4+
The extent to which trade policy is integrated with
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other issues of particular interest to developing
countries, and in particular for LDCs is also gar-
nering greater attention. This is not just about
trade policy and AfT or other trade-related instru-
ments, but a broad integration of the ambitions of
EU’s external relations.

8.2.1 Sustainable development
chapters in free trade agreements
The EU’s recent FTAs contain a separate chapter
containing horizontal provisions on trade and
sustainable development, and the European
Commission’s goal is to promote ambitious and
innovative chapters on sustainable development
in all trade and investment agreements.*s The
purpose of the sustainable development chapter
is to engage the partner countries in a collabora-
tive process that includes civil society as well as
strengthening the coherence between national
and international labour law and environmental
standards. In this way, the parties to these agree-
ments can utilise the potential of the FTAasa
means of strengthening commitments in the area
of sustainability, while simultaneously promoting
dialogue and cooperation. The inclusion of envi-
ronmental and social issues in free trade agree-
ments can also send a message that sustainability
issues are to be seen as equivalent to economic
issues and aspects of trade, thereby giving them
more weight.#¢

The modern version of the EU sustainable
development chapter includes the following com-
ponents: (1) confirmation of the parties’ commit-
ments torespect and implement multinational
agreements that protect working conditions and
the environment; (2) the parties’ right to legislate
national levels of protection; (3) commitments
not to use sustainability measures for the pur-
poses of protectionism, or to use low levels of pro-
tection as a competitive advantage; (4) specific
obligations or areas of cooperation for sustaina-
bility issues that are relevant to the parties to the
agreement; (5) commitments to promote trade
and investment that contribute to sustainable
development such as trade in environmental
(green) goods and services, and the promotion of
voluntary mechanisms and systems in the area of
sustainability and CSR/RBC; (6) enforcement
mechanisms to assure the implementation of the
obligations in the sustainable development chap-
ter that cover institutions, forms of cooperation,
the inclusion of civil society, and dispute settle-



Sustainable Impact Assessments (SIA)

A Sustainability Impact Assessment (SIA) is a
tool which can be used in order to assess the
potential sustainability impacts from a sug-
gested policy measure, program or strategy.

A SIA has two main functions:

1) A methodology to develop policy which
considers all three dimensions of sustainable
development

2) A process to estimate potential and probable
effects from policies before they have been
formulated (ex ante)

According to the OECD, important aspects
of a SIA is for example that all dimensions of
sustainable development are fully integrated;
that both short term and long term effects are
considered; that due consideration is given to
possible conflicts between national and global
objectives; that the process is transparent and
relevant stakeholders are involved; that the
SIA is proportionate to the proposed measure;
and that the process is not linear, but feed
in information to different phases of the
implementation of the measure.

In connection to trade policy, the EU uses
SIAs as a support when negotiating free trade
agreements (FTAs). A SIA then consists of an
analysis of potential sustainability effects the
planned FTA may have in the EU, in the
partnering country, as well as other relevant
countries. The SIA is based on an extensive
consultation process with relevant stakeholders,
with the objective of gathering information and
contributing to a transparent process.

In 2016 the EU Commission published
updated guidelines for how to design a SIA,
Handbook for trade sustainability impact
assessment, 2nd edition. The Handbook
describes objectives, characteristics and princi-
ples for how to perform a SIA in the light of the
2030 Agenda and the EU Commissions new
trade strategy Trade for all.

One important amendment to the updated
handbook is that it provides guidance for how
to analyse potential human rights conse-
quences. The handbook should be read in con-
junction with the Commission’s guidelines
regarding potential effects on human rights
from trade policy measures from 2015, Guide-
lines on the analysis of human rights impact
assessment of trade related policy initiatives.

ment mechanisms that are not linked to trade
sanctions under other agreements.

One of the challenges of the sustainable devel-
opment chapter is how to evaluate its actual
impact on trading partners’ situations concerning
environmental and working condition protection.
Asmodern FTAs containing a sustainable devel-
opment chapter begin coming into force and
being implemented, there should be some assur-
ance that the sustainable development chapter is
being used effectively and is also functioningas a
support for the EU’s development cooperation.+”
This is also prioritised in the European Commis-
sion’s trade strategy.**

8.2.2 Impact assessments

Another trade-related instrument for promoting
sustainable development used by the European
Commission isimpact assessments. Prior to
beginning negotiations on a free trade agreement,
the European Commission conducts an internal
ex anteimpact assessment (TA) that is also open to
consultation with external stakeholders.#® IAs
are part of the EU’s Better Regulation initiative,
with the aim of ensuring that new legislation
achieves its intended purposes in the most cost-
effective way.*° IAs assess the potential eco-
nomic, social and environmental impacts of
legislative proposals.

Since 1999, the EC’s DG Trade has conducted
Sustainable Impact Assessments (SIAs) in paral-
lel with trade agreement negotiations with the
aim of assessing the negotiations agenda from
the sustainability perspective. These SIAs are
carried out by independent consultants in order
to identify potential economic, social and envi-
ronmental impacts in both the EU and the third
party country. Just like an IA, and SIA contains
both an assessment of relevant factors and an
open consultation with stakeholders. From 2015,
these SIAs are to also include an assessment of
the potential impacts on human rights.*' In July
2015, the European Commission published a
guidance document for assessing impacts on
human rights as part of the regular impact assess-
ment of trade-related policy initiatives.#* This
guidance document is intended to be used pri-
marily in the impact assessment process con-
ducted before the European Commission tables a
proposal for a policy initiative, such as initiating
trade negotiations, and also as part of conducting
a SIA. A SIA also results in a proposal for comple-
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mentary measures in order to minimise the
potential negative impacts of proposed trade
liberalisation measures.*

Critics have suggested that a SIA prioritises the
assessment of economic impacts over environ-
mental and social impacts in particular. 4 Fur-
thermore, there has been criticism that the impact
assessments are not completed sufficiently early
to be able to have an effect on the national legisla-
tion of the prospective contracting party, for
example.* For this to occur, more long-term
action is required to have any effect.

The European Commission is of the opinion
that even if SIAs are not fully comprehensive, in
particular with regard to complex potential social
and environmental impacts, they nonetheless
contribute much more information than the deci-
sion-makers would otherwise have access to. The
guidance document for SIAs is also revised regu-
larly by the European Commission in order to
improve the methodology.

8.2.3 Generalised Scheme of
Preferences (GSP)

Aspart of its Generalised Scheme of Preferences
(GSP), the EU unilaterally gives developing coun-
tries special trading preferences compared to
other countries that export to the EU, thereby
contributing to opening new markets and increas-
ing economic growth for developing countries.
Systems like this are an exception from the
WTO’s rules on non-discrimination and permit-
ted under the so called Enabling Clause.** There
are three main arrangements within the GSP: the
Standard GSP arrangement, GSP+, and the
Everything but Arms (EBA) arrangement. The
Standard arrangement offers low and lower-
middle income countries partial or entire removal
of tariffs on two thirds of all product categories.*’
Under the special arrangement for LDCs, the
EBA, they are granted duty-free and quota-free
access to all products, except for arms and
ammunitions.**

To date, the GSP system has resulted in huge
changes for the exports of developing coun-
tries.#® Onaverage, since 1995 the GSP hasled to
arise of 5 per cent in exports of the goods
included in the scheme, and from LDCs, this rise
is on average 10 per cent.+°

The special stimulus arrangement for sustaina-
ble development and good governance, GSP+,
offers full removal of tariffs on the same product
categories as the standard/general arrangement
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tovulnerable low and lower-middle income
countries that ratify and implement 27 interna-
tional conventions related to sustainable
development.®' These conventions concern
human rights, labour rights, environmental
protection and good governance and include the
UN’s Universal Declaration of Human Rights and
the ILO’s fundamental conventions.*> The pref-
erences in GSP+ can be granted, subsequent to an
application, to developing countries that are
assessed according to special criteria as vulnera-
ble due to alack of diversification and inadequate
integration into the trading system. By offering
lower tarifts for exports to the EU, GSP+ thus cre-
ates an incentive for developing countries to take
more action to promote sustainability, with focus
on social sustainability issues.

Every other year, the Commission present a
report on the ratification and implementation of
the conventions, compliance with the reporting
requirements under the conventions, and actual
application in the countries benefiting from the
preferences in GSP+. The first report covering the
period 2014-2015 was presented in January 2016
and included 14 countries.** According to this
report, all countries included in GSP+arrange-
ments have shown progress towards the imple-
mentation of the commitments in the conven-
tions linked to sustainable development.** In
particular, reporting to international monitoring
bodies has improved for most of the countries.
For example, at the country level it can be noted
that Bolivia has adopted a number of national
laws to improve its human rights situation; that
Ecuador has specified gender equality as a core
issue in its new constitution; and that Paraguay
has taken steps to improve consultations with its
indigenous population.*s

In cases of serious and systematic violations of
humanrights, it has been possible to withdraw
preference to country benefiting from the GSP+
until the situation improves sufficiently. For
example, in 2006 Belarus lost its preferences
under the GSP because of serious and systematic
breaches of employees’ rights; and in 2010 Sri
Lanka was downgraded from GSP+ preferences to
the standard/general GSP arrangement because
the country had not effectively implemented
certain human rights conventions.**

Since January 2017, Sri Lanka now meets the
eligibility criteria again and is back on the list of
beneficiary countries.*”



Corporate Social Responsibility, CSR

or responsible business conduct (RBC), as it is
also called, is a broad term describing how
businesses integrate social and environmental
considerations into their operations. What
constitutes a CSR-related activity is constantly
changing in response to new contexts and
challenges, means of communication and the
expectations of relevant stakeholders.

CSR and RBC are used interchangeably in
this report.

8.3 Corporate Social
Responsibility (CSR)
When trade is globalised, the scope of what busi-
nesses can affect through their operations
expands. In aworld of GVCs and complex corpo-
rate structures, where multinational enterprises
are gaining greater influence over trade, private
stakeholders take part in creating the conditions
that apply in global trade; for example through
the creation of private standards and mecha-
nisms for managing their business’s impact on
environmental and social conditions. This means
that the modern trade reality is not just regulated
by states and trade organisations such as the
WTO, but also to a certain extent by private
stakeholders.

By setting requirements for their suppliers
and abiding by codes of conduct, businesses
working actively with sustainability can also
contribute to more environmentally and socially
sustainable development. This chapter describes
CSR/RBC corporate social responsibility asa
trade policy instrument that can be used to
promote sustainability.

8.3.1 Definition

Corporate Social Responsibility (CSR), or respon-
sible business conduct (RBC), as itis also called,
isabroad term describing how businesses inte-
grate social and environmental considerations
into their operations.*®* What constitutes a CSR-
related activity is constantly changing in
response to new contexts and challenges, means
of communication and the expectations of
relevant stakeholders.

Working with CSR/RBC is often the rule rather
than an exception among the bigger market play-
ers. The rationale for CSR activities has also
started to transform from being a pure means of
risk management, into seeing working with sus-
tainability as part of core business.** Other
motives include the desire of shareholders to be
more actively socially responsible, building an
attractive brand, and becoming a more attractive
employer.+°

Working actively with CSR strategies can be
costlyin the form of investment measures, com-
munication efforts and the de-prioritisation of
other investment alternatives.** However, it can
also result in financial gain through building a
more attractive brand that customers are pre-
pared to pay more for. The cost of capital can also
be reduced if the financial sector perceives the
business as exposing itself to fewer risks.** By
working actively to integrate sustainability into
the innovation process and business model, new
markets can be opened up that may constitute
concrete business opportunities. Furthermore,
investors and financiers have helped to encourage
the CSR trend. Today, in some cases, the capacity
to demonstrate preparedness and responsibility
for negative impacts may be a necessary condition
for investment, in particularly imposed by institu-
tional investors.

8.3.2 From voluntary to regulatory?
Originally, CSR/RBC was seen as purely volun-
tary commitments on behalf of individual busi-
nesses that went above and beyond the legislated
requirements on their operations, with the aim of
mitigating potential negative environmental and
social consequences of their activities. In light of
the driving forces described above, cooperation
between businesses was initiated. As a conse-
quence of this, a number of voluntary interna-
tional guidelines have emerged concerning how
businesses can manage their social and environ-
mental impacts.

Despite the voluntary nature of many guide-
lines, commitments are often made in coopera-
tion with states, and the trend seems to be
towards increased state involvement. Corpora-
tions’ management of their social impact is being
increasingly regulated through for example
legally binding requirements for non-financial
reporting. This combination of measures is
sometimes described in the political context as a
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smart mix of voluntary and regulatory meas-
ures.*? It should be noted that the trend towards
greater regulation in the area is being largely
driven by private stakeholders through the devel-
opment of guidelines and principles for CSR/
RBC, which have gone on to form the basis of reg-
ulation at both national and international levels.

The role of the state

States can assist businesses in their sustainability
efforts by providing them with information and
assistance about how to analyse the impact of
their operations on the entire supply chain. For
example by developing and implementing
national action plans, developing guidelines on
how to work with CSR, and building a body of
knowledge and raising awareness among busi-
nesses about these issues through information
initiatives. The state can even create financial
incentives for sustainability efforts and invest-
ments in sustainability, such as by taking sustain-
ability efforts into account in assessments of
applications for export credit.

As owners, states can set a good example in the
governance of state owned enterprises by actively
pursuing sustainability in their business strate-
gies. Also as purchasers, states can be pioneers in
setting tougher requirements on sustainability
from their suppliers in public procurement.

An additional possibility is entering into a
Memorandum of Understanding (MoU) with
countries about structured cooperation on CSR/
RBC. For example, Sweden currently has two such
MoUs with China and Chile, and is investigating
the possibilities of entering into similar agree-
ments with more countries.**

A further possibility for the state to encourage
and promote CSR/RBCs to create legally binding
regulations in areas that are currently within the
realm of voluntary corporate initiatives. In this
way, a clear framework can be created covering
how the private sector should be analysing and
managing the impact of their operations on envi-
ronmental and social conditions. One area with
existing regulation is sustainability reporting,
which is described below.

The existing regulatory framework with guide-
lines and standards for sustainability reporting is
comprehensive. The guidelines are based on
principles that emphasise liability, transparency,
ethical behaviour, and human rights and which
create incentives to go beyond the legal require-
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ments and meet international expectations.*s
The most important of these regulatory frame-
works are described below.#¢

UN Global Compact

In 2000, the UN initiative Global Compact *7 was
launched with the aim of making businesses
aware of the ethical dimension of business prac-
tices and encouraging them to increase their
social responsibility. Global Compact establishes
10 principles in the area that the UN has identified
as related to corporate social responsibility.
These principles are primarily about human rights,
labour rights, anti-corruption and environmental
responsibility. The initiative includes over 12,000
participants from 170 countries, which makes it
the biggest voluntary sustainability initiative for
businesses.**

The UN’s Guiding Principles for
Businesses and Human Rights

Beyond its work with Global Compact, the UN
works actively with human rights issues in trade
and commerce. In June 2011, the United Nations
Human Rights Council (UNHCR) adopted the
UN Guiding Principles on Business and Human
Rights.*® These principles form a global standard
for promoting respect for human rights through-
out business practices. National governments are
encouraged to develop their own national action
plans (NAPs) that put the UN’s principles into
practice at the national level. In August 2015,
Sweden presented its NAP as the sixth EU coun-
try to do so.#° As per August 2017, 17 countries
have adopted a NAP and many more are in teh
process of doing so.#”* Read more about the Guiding
Principles in Box 2, p 20.

The OECD’s Guidelines for Multinational
Enterprises

In 2000, the OECD’s ministerial meeting
adopted guidelines for multinational enterprises
based on the OECD Declaration on International
Investment and Multinational Enterprises from
1976.4> The OECD’s guidelines state principles
for best practice in order to ensure that multi-
national enterprises operate in compliance

with laws, regulations and agreements in the
countries in which they are active.

The ILO’s Tripartite declaration on rights
in working life

The ILO’s Tripartite declaration of principles
concerning multinational enterprises and social



policy (the MNE Declaration) is considered the
most comprehensive framework for businesses
regarding labour rights and working condi-
tions.#? This declaration is a voluntary instru-
ment intended to promote good practice among
businesses and to encourage them to contribute
positively towards economic and social develop-
ment. The Declaration addresses MNEs, govern-
ments, and employers’ and workers’ organisa-
tions and its principles cover areas such as
employment, training, conditions of work and
life, and industrial relations.

Private initiatives: Global Reporting
Initiative and 1SO 26000

The Global Reporting Initiative (GRI) is a set of
guidelines for businesses and organisations when
accounting for and reporting on the activities
that relate to sustainability.#* GRI develops
industry-specific guidelines in cooperation with
businesses and interest group organisations
which aim to assist companies to comply with
and market their sustainability policies. Further-
more, the standard guidelines allow stakeholders
to compare the commitment of different busi-
nesses and organisations. In a similar way, the
International Organization for Standardization
(ISO) has developed an international standard
that provides guidance on how businesses and
organisations can work with corporate social
responsibility (ISO 26000). This standard
focuses on processes for implementing measures
aimed at promoting sustainable development
and furnishes guidelines and advice on how

businesses and organisations can act in socially
responsible ways.+s

8.3.3 Corporate social responsibility
in trade policy

The connection between responsible business
conduct and trade-related measures has become
stronger. CSR/RBC is highlighted as an important
instrument in the implementation and financing
of the SDGs and in global climate negotiations.
The European Commission’s trade strategy Trade
foralland the most recent G7 declaration also
emphasise the important role of the business
community in creating socially and environmen-
tally responsible supply chains.#”® The European
Commission has been actively involved in issues
related to CSRas part of strengthening the Euro-
pean market and economy since the beginning of
this century. In 2001, the Commission published
its green book Promoting a European Framework
for Corporate Social Responsibility 7, as the basic
framework for the EU’s CSR policy. The EU’s
2011-2014 strategy for corporate social responsi-
bility, #* which confirms its commitment to pro-
mote internationally recognised principles and
guidelines, is supposed to be revised and updated
at the time of writing.

Sustainability reporting

Businesses that issue sustainability reports
account for and communicate for instance infor-
mation about how business operations impact
communities from the environmental and social
perspectives. Among larger MNEs this type of




non-financial reporting has long constituted part
of their voluntary CSR activities, but since the EU
directive from 2014 came into force, there is now

regulation within this area.+?

The purpose of the directive is to increase trans-
parency and access to information about the
social impact of businesses and to increase pre-
dictability and create a more level playing field for
businesses within the EU. Regularly obtaining
standardised information can facilitate the meas-
urement, monitoring and management of the
social impact of businesses, which also facilitates
comparisons between EU member states.

Empirical studies of sustainability reporting
requirements indicate a variety of potential bene-
fits for both businesses and the general trend in
markets and trade. For example, harmonised
reporting rules could improve competition on
both the internal market as well as globally, and
could lead to cost savings, new areas of business
and deeper confidence among consumers and
investors.#*

UNCTAD highlights the reporting of non-
financial information as a tool for holding busi-
nesses accountable for their social and environ-
mental impacts and contributing to the achieve-
ment of the sustainable development goals.#"
However, according to UNCTAD, in order for this
to be credible and useful, reporting should be har-
monised with international guidelines in order to
create comparability.+>

CSR in free trade agreements

There is also a clear trend toward including refer-
ences to international guidelines for CSR/RBC in
FTAs. For example, the sustainability chapters
now included in the EU’s FTAs generally refer to
international guidelines for CSR, and identify
CSR activities as potential areas for coopera-
tion.*® The inclusion of CSRissues in FTAs could
make it easier for trading partners to apply exist-
ing international principles and guidelines for
responsible business conduct.**

Notwithstanding the potential gains to be made
in using responsible business conduct as an
instrument for achieving political goals, it is
important to also consider the limitations of such
astrategy.

Unlike regulation and legislation, voluntary
corporate initiatives are not always optimal for
contributing to public welfare, since CSR deci-
sions are affected by many factors that are not
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necessarily related to improving public welfare.+*
Nor can states delegate their responsibility to
protect for human rights, for example.

As previously stated, the effects of trade ina
country depend on a range of national precondi-
tions, such as a functioninglegal system, good
governance, and the country’s institutional
capacity. The possibilities for private businesses
toinfluence these conditions is severely
restricted and it is also debatable whether it is
even appropriate for businesses to attempt to
influence these factors.

A common way for businesses to attempt to
manage risk in their supply chains within the
framework of their CSR activities is to establish
codes of conduct for all partners in their supply
chain. Empirical studies indicate that, at the
aggregated level, codes of conduct improve work-
ers’ rights, even if only marginally.#* Further-
more, codes of conduct appear to only have an
impact on a limited number of areas. For example,
ithas proven very difficult to handle discrimina-
tion problems and problems associated with
asserting union rights through codes of conduct,
but it has been possible to identify improvements
in areas such as working hours, pay, and health
and safety.*” Justlike the use of private standards,
codes of conduct can constitute a potential trade
barrier because it is problematic for subcontrac-
tors to comply with new rules.

8.4 Aid for Trade

Aid for Tradeis a collective name for all trade
related to developing countries, in particular
LDCs. AfT measures aim to build capacity and
the infrastructure required in order enable recip-
ients to benefit from trade liberalization, includ-
ing by increasing their ability to compete interna-
tionally, and by supporting national policy and
regulatory reforms. AfT attempts to address
problems such as inadequate production capac-
ity, alow degree of production diversification,
and difficulties in compliance with technical
requirements/standards in export markets.**
AfT is therefore a key instrument for maximizing
the positive effects of trade on social sustainabil-
ity. This is particularly relevant in light of the fact
that globalisation and rapid technological devel-
opment risk creating a greater gap between
industrialised countries and LDCs unless the lat-
ter are supported in this development.



Figure 4: Aid for Trade (AfT) since the initiative was launched by the WTO
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In order to create the right conditions for effec-
tive AfT for LDCs, it is important to coordinate
AfT between donors, to adapt it to the individual
country’s needs and conditions, and to require
measurable results.

8.5 Public procurement

Yet another trade related policy instrument for
promoting sustainability available to states is
their own trading in capacity of purchasers. Public
procurement can be used as an instrument to pro-
mote certain social goals such as employment and
social integration. Using public procurement in
this way entails public purchasers using their pur-
chasing power to influence the market to provide
more socially sustainable solutions. Public pro-
curement is used in large parts of the public sector
and in sales represents around 14 per cent of the
EU’s GDP.#s In 2014, new EU directives in the
area of public procurement were adopted with
the purpose of using public procurement as an
instrument for promoting social goals, among
other things.*® In the new directives, thereisa
greater focus on the possibility, and in some cases
the obligation, of the purchasing government
agency to ensure that the contracts awarded are
performed in accordance with environmental and
social considerations and labour law. 7

An equivalent focus on using public procure-
ment as an instrument to promote social consid-
erations does not exist in the WTO’s plurilateral
Agreement on Government Procurement
(GPA).*® Since the GPA was revised in 2014 it also
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contains certain rules governing environmental
considerations in public procurement. It does not
include any provisions on social considerations.
The GPA rules are, compared for example with the
EU’s public procurement rules, very general in
nature and leave a lot of room for interpretation
by WTO members. Consequently, the fact that
social considerations are not addressed in the
GPA does not necessarily mean that requirements
of this nature are not permitted. Social require-
ments ought in themselves to be compatible with
the GPA provided that they are designed and
applied in a manner that is compatible with all of
the provisions in the GPA, including the princi-
ples of non-discrimination. However, it is worth
mentioning that the issue has never been the sub-
ject of any dispute in the WTO’s dispute settle-
ment body, and consequently has not yet been
tested. In conjunction with the negotiations for
the current agreement, it was decided that the
GPA committee would develop a number of work
programmes to function as guidance for future
work in the committee.*® One of the work pro-
grammes concerns sustainable public procure-
ment in which social commitments may be
included. This is in line with SDG 12.7. The current
work programme may result in social considera-
tions being regulated in the GPA in the next
revision of the agreement.s*°

Using public procurement as an instrument to
promote social objectives requires taking many
interests into account. Getting good value for tax
payers money is key, as is the provision of well-
functioning social services to citizens. In addition
to this, public procurement should be used as a
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means of promoting social objectives. Itis impor-
tant to strive for a balance between these inter-
ests and to emphasise how social objectives go
hand-in-hand with open trade. Open markets for
public procurement promote free competition,
canresultinalarger variety of goods and services
and thus contribute to higher quality and lower
prices. When social requirements are set, busi-
nesses in other countries will also be given incen-
tives to raise their social standards in order to ful-
fil the requirements, which contributes to
increased competition for socially responsible
products. Having open public procurement mar-
ketsis also important for companies to be able to
benefit from business opportunities in other
countries. This not only benefits the individual
company but may also contribute positively to
economic growth in the company’s home country.
Open markets for public procurement mean more
export opportunities for countries, which con-
tributes to increased growth, and thus more
resources being invested in welfare. These types
of effects are very important for smaller devel-
oped countries and are in line with Sweden’s
Policy for Global Development (PGU).



Conclusions

The link between trade and social sustainability
isnot possible to disregard. It is areality trade
policymakers have to relate to. Determining how
trade policy and trade rules can promote social
sustainability most effectively requires a case by
case analysis, taking into account the specific,
prevailing conditions. An integrated view of how
trade impacts all of the three dimensions of sus-
tainable development is essential. Based on the
overview and analysis in this report, this con-
cluding chapter outlines our conclusions about
the links between trade and social sustainability,
and how the available trade-related instruments
can best be used in order to promote social sus-
tainability and contribute to achieving the global
sustainable development goals.

9.1 General conclusions on the
links between trade and social
sustainability

Trade for sustainability constitutes a
paradigm shift

With the 2030 Agenda and the SDGs, sustainabil-
ity has become a universal and overarching goal
for all of the UN’s activities and all of its mem-
bers. The 2030 Agenda clearly states that trade is
an important instrument for achieving sustaina-
ble development. Trade policy, along with many
other policy areas, will require some adjustments
in order to achieve the goals. Trade policy and
trade-related instruments at the global, regional
and national levels are strategic tools in this work.
Therefore, future work with sustainability related
to trade will not only be about managing the

social and environmental impacts of economic
growth, but will have sustainability as a goal and
guiding principle.

Global goals, national responsibility for
implementation and regional trade rules
create a need for coordination

The 2030 Agenda is a set of global sustainability
goals, but the responsibility for implementing
these goals is national. A remaining challenge
from the trade perspective is how to maximize the
contribution of trade in terms of reaching the
SDGs, without producing trade barriers as a result
of national implementation measures. This risk
will increase if there is not sufficient coordination
between trade policy and measures taken for the
purpose of achieving the SDGs. To further com-
plicate the picture, in the case of the EU for exam-
ple, responsibility for trade policy is regional.
Without sufficient coordination, this could lead to
further conflicts between goals and risk creating
new barriers to trade.

Conflicts between goals require a
balancing of interests

This report includes a number of examples of sit-
uations and policy areas where there is arisk of
conflicts between trade policy goals and social
sustainability goals. There is also a risk for con-
flict between different dimensions of sustainabil-
ity, as in the case of environmental reforms being
implemented at the expense of social welfare. In
such cases, there is a need for a balancing of inter-
ests, which is ultimately a matter of political pri-
ority. The regulatory framework that controls
international trade helps create a stable and pre-
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dictable trading system, and clarifies how other
community values and legitimate interests wor-
thy of protection should be handled within the
trading system. However, this framework may
require complementary measures to avoid the
risk of economic interests receiving stronger
protection.

The economic effects of trade impact its
social effects

An analysis of the impact of trade and trade liber-
alisation measures on social sustainability issues
should be based on the economic effects of trade.
The economic impact of trade and trade liberali-
sation measures on a country can resultin
changes in a country’s production structure, con-
sumption patterns, employment patterns, and
sources of public revenue among other things.
Changes in all of these factors will affect social
sustainability.

The effects on social sustainability vary
between our focus areas

Itis apparent from this report that there are clear
links between trade and social sustainability at
both a general level and the three specific focus
areas covered in this report - human rights,
working conditions, and gender equality. The
report concludes that trade and trade liberalisa-
tion measures have different effects on each of
these focus areas. The conclusions for each of
these areas are presented in section 9.2.

There is a tendency towards increased
recognition of the private sector in
sustainability-aspects of trade policy
Asaresult of the development of trade in GVCs
since the 1990s, MNEs have an increasing influ-
ence on trade, and private stakeholders have
become part of creating the conditions for global
trade. This for example through the creation of
private standards and mechanisms for managing
their operations’ impact on environmental and
social conditions by working actively with CSR/
RBC, which in turn has formed the foundation for
increased regulation in the area. In the 2030
Agenda, private stakeholders and responsible
business conduct are acknowledged as playing an
essential role in financing and implementing a
sustainable adjustment to global trade. Further-
more, FTAs are to an increasing extent acknowl-
edging the importance of actively promoting
CSR/RBC efforts by the business community, and
sometimes also include direct references to
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internationally recognised guidelines in the area.
This exemplifies how trade-related instruments
can promote social sustainability through
supporting CSR/RBC.

Trade-related instruments to promote
social sustainability exist at all policy
levels

As thisreport shows, trade-related instruments
with either the purpose or potential to promote
social sustainability exist at the global as well as
the regional and national levels. This includes
public sector and private sector initiatives, as
well as joint efforts. The conclusions relating to
each individual instrument are reported in
section 9.2.

Trade-related instruments aimed at
promoting social sustainability are not
automatically effective

It should be emphasised that not all trade-related
instruments that can be used to promote social
sustainability automatically fulfil this purpose
and that they in fact may create other problems.
Consequently, it is always important to empha-
sise abalancing of interests, and in each case ana-
lyse whether or not the trade-related instrument
in question is a suitable and legitimate way of pro-
moting a specific sustainable development goal.

The need for complementary measures

to manage the differences in national
preconditions

Differences in national preconditions mean that
trade and trade liberalisation measures have dif-
ferent effects on social sustainability in different
countries. Additional reforms that complement
trade liberalisation measures and improve condi-
tions at the national level are needed in order to
maximize the benefits of trade liberalization.
These complementary measures should aim to
increase the quality of institutional and physical
infrastructure, improve the business climate, and
ensure the predictability of the legal system, as
well as strengthen social security and access to
education and healthcare. Complementary
measures do not need to consist of solely
national reforms but can also entail accepting
exceptions from their obligations under interna-
tional trade agreements during a transition
period. This could give countries time to manage
any negative consequences for social sustainabil-
ity during the adjustment period following trade
liberalization. Irrespective of the level at which
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complementary measures are taken, they should
be based on a sound analysis of the national cir-
cumstances in each individual case. A separate
analysis of when and in what order reforms
should be implemented would be particularly
relevant.

Need for greater policy coherence

As the 2030 Agenda states, harmony between
trade policy and the sustainability agenda has the
potential to create a win-win situation. In order to
work effectively with social sustainability issues,
coordination and interaction between a number
of policyareas is needed. Trade, investment, and
aid policies should be mutually supportive, but
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development in other policy areas such as climate
action, agriculture, fisheries, migration, energy,
and innovation should be coordinated as well.
This coordination should be horizontal, that is
between different policy areas, but also vertical,
thatis between trade-related and sustainability
related initiatives at the global, regional and
national levels. This should be done to a greater
extent than is currently the case.

Partnerships between public and private
sectors as well as civil society should be
promoted

Experience from trade-related cooperation
aimed at promoting social sustainability has been

65



positive. The Bangladesh Sustainability Compact
is one noteworthy example of this. Both the 2030
Agenda and the European Commission’s trade
strategy highlights this type of cooperation as
being a way forward for creating socially sustain-
able trade. It is emphasised that the role of the
business community is not just about helping
finance the goals, but also to take joint responsi-
bility, through broad partnerships, in planning
and implementing reforms that enhance the
impact of trade on sustainability. The planning
and implementation of trade-related efforts
should therefore be developed through continu-
ous dialogue with the private sector and civil
society.

There is a need for further analysis of
the actual effects of trade liberalisation
measures on social sustainability

The lack of research on the actual effects of
trade-related instruments that aim to promote
sustainability is an obstacle to further develop-
ment of including sustainability within trade
policy. Itis therefore essential to improve the
analysis of the effects of international trade and
trade liberalisation measures on sustainability,
both in terms of general effects and with refer-
ence to specific trade policy instruments and
sustainability issues. This lack of research is
particularly apparent in terms of methodology
for the analysis and measurement of the social
consequences of FTAs. In this context, the
difficulties of identifying the causal connection
between a trade measure and its effect on
sustainability are particularly noteworthy.

9.2 Conclusions within
individual policy areas

9.2.1

Trade liberalisation measures can impact
national capacity to protect human rights
Empirical studies show that countries that are
more open to trade tend to promote human
rights to a greater extent than isolated countries.
States have an obligation to protect human rights,
which requires public resources. Trade liberalisa-
tion measures can affect the availability of public
resources and thus the scope to protect and pro-
mote human rights. For example, the economic
growth to which trade contributes is fundamen-
tal for creating the economic resources necessary

Trade and human rights
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to protect human rights, but at the same time
thereis arisk that lost revenues from tariffs and
customs duties will reduce the available
resources.

Existing trade rules include a number

of possibilities for managing conflicts
between trade interests and the
protection of human rights

Asin the case for other social sustainability issues,
there is a risk that national measures to protect
human rights may conflict with trade rules, for
example trade-restricting actions taken with the
aim of protecting the right to health. In this report,
human rights differ from the other focus areas
because existing trade rules, especially those
within the framework of the WTO system, offer a
number of possibilities where the interest of pro-
tecting human rights may constitute a legitimate
interest that outweighs the obligation to comply
with commitments in trade regulations, particu-
larly through the exception mechanisms.

There is a need to deepen the human
rights analysis in impact assessments
With the intention to avoid a conflict between the
promotion of human rights and obligations in
FTAs, these agreements often refer to interna-
tional regulatory frameworks for the protection
of human rights. However, the effects of doing so
are not clear and require further analysis. It is
therefore a welcome development that the Euro-
pean Commission’s new version of SIAs will
include more analysis of the effects on human
rights of planned trade instruments.

CSR/RBC can contribute to respect for
human rights throughout the entire
supply chain

Businesses involved in cross-border trade and
that also follow international guidelines on CSR/
RBC undertake to respect human rightsin all
parts of the supply chain. One way of complying
with this complicated obligation is to actively
pursue CSR activities within the organisation,
which involves, among other things, complying
with international guidelines and requiring simi-
lar commitments from business partners in the
supply chain. From the trade perspective, it is
preferable that, as far as possible, businesses fol-
low the same guidelines in order to create greater
predictability and avoid a situation where suppli-
ers must adapt their operations in order to fulfil
requirements of many different standards.



9.2.2 Trade, labour rights and working
conditions

The effect of trade on labour rights and
working conditions depends on the
effects of trade on the labour market

in general

Changes in trade and trade liberalisation meas-
ures lead to change in the employment structure.
Naturally, employment in the sectors most sub-
ject to competition is affected to a greater extent.
The precise effects of trade liberalisation meas-
ures on the labour market thus depend on the
prevailing conditions in the national labour mar-
ket. In the long-term, the efficiency gainsas a
result of trade liberalisation are expected to ben-
efit employment and average wage levels. The
jobs that are created as a result of openness to
international trade tend to require more skills
and knowledge than those that disappear.

There is a need for further analysis of the
impacts of trade liberalisation measures
on working conditions

Because empirical studies have shown mixed
results, the exact effects of trade liberalization
measures on labour rights and working condi-
tions remain unclear. Even if specific examples
do exist, the risk of trade liberalisation measures
leading to a race to the bottom for protection lev-
elsin labour rights appears difficult to prove con-
clusively based on the available empirical evi-
dence. Some studies indicate that trade
liberalisation measures can have a negative
impact on certain labour rights such as the right
to unionise. Further analysis is required in order
tounderstand what actual effects trade liberalisa-
tion measures have on labour rights and working
conditions, and how trade rules should be
designed so that these effects are as positive as
possible.

Free trade agreements can help to
promote international labour standards
The ILO’s international labour standards contrib-
ute to creating alevel playing field in the area and
prevent a race to the bottom for workers’ rights.
Some studies indicate that FTAs that include ref-
erences to labour rights can have positive effects
on the actual protection levels for workers.
Research suggests that conditional agreements
appear to be the most effective course of action
for achieving significant change in national legis-

lation. Cooperation clauses also appear to be able
tolead to improvements in labour protection at
the national level. In other words, there is poten-
tial for using references to international labour
standards in FTAs in order to improve compli-
ance with these international standards. However,
one should be cautious in drawing conclusions
about the effects of conditional agreements when
the relative strengths of the parties to the agree-
ments differ.

9.2.3 Trade and gender equality

There is great potential for economic
growth in promoting a gender equal
labour market

There is great economic potential for promoting
amore gender equal labour market with more
women participating in international trade. Stud-
ies also show that it is more expensive for coun-
tries participating in international trade to not
strive for gender equality. Consequently, gender
equality should be a priority area of sustainability
in finding synergies with trade policy.

Trade and trade liberalisation measures
can under certain circumstances contrib-
ute to gender equality

The empirical evidence shows that trade liberali-
sation measures can increase female employ-
ment, which is important, but not sufficient, to
ensure economic equality. In order to optimise
the potential for increasing women’s employ-
ment, among other things, women need to be
fully integrated in the workforce, get equal pay
for equal work, and not be involuntarily relegated
to part-time work and to the poorest paid jobs
with the worst conditions.

Trade liberalisation measures have
different effects on men and women
Although trade rules are designed in a gender-
neutral way, they affect men and women differ-
ently. This is due in part to different national
socio-economic circumstances, which means
that more analysis is needed of country-specific
conditions. These effects may vary if gender con-
cerns are considered in trade negotiations, as
well as the design, implementation and monitor-
ing of trade liberalisation measures.
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Gender equal labour markets require
investments in a gender-neutral level
playing field

Because women have less access to resources
such asland, capital and networks, women find it
more difficult to compete in an international
market, become entrepreneurs and to be
involved in GVCs. National measures such as leg-
islation on non-discrimination, easing of the bur-
den of domestic chores, and education efforts,
are needed to manage this difference in opportu-
nities. However, trade-related instruments
should also strive to neutralise this difference as
much as possible. One possibility could be to
make trade-related instruments conditional on
compliance with requirements to implement
international provisions related to gender equal-
ity in national legislation such as the UN Conven-
tion on the Elimination of all Forms of Discrimi-
nation Against Women (CEDAW). FTAs that are
conditional on national implementation of inter-
national labour standards, can be one source of
inspiration. However, the effects of making trade
agreements conditional are not certain, and fur-
ther analysis on the effectiveness and conse-
quences of conditional agreements is required.

Impact assessments should include a
deeper gender equality perspective

Prior to all trade policy measures, ex ante impact
assessments should be made that include the
gender equality perspective. Analyses of the
effects of trade liberalisation measures on gender
equality should highlight in particular the effects
on the production and labour markets, resources,
consumption, state revenues, and national regu-
lation. These assessments should also be comple-
mented by ex post evaluations of the actual
impacts on gender equality of the agreement, and
of whether or not the measures to deal with these
have been effective or should be designed differ-
ently next time.

Future trade liberalisation measures in
the services sector should be analysed
Because the emerging services sector has the
potential to increase employment among women,
trade liberalisation measures within the services
sector, such as liberalisation measures that
extend to temporary movement of persons, can
potentially contribute to increase gender equal-
ity in the labour market. Service liberalisation
measures that facilitate female participation in
the labour market, such as the liberalisation of
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education and training services, and services that
can reduce household burdens, can also contrib-
ute to gender equality.

9.3 Opportunities and
limitations for promoting
social sustainability through
trade-related instruments

9.3.1 Multilaterally (WTO)

The 2030 Agenda can complement

the WTO system'’s inclusion of social
sustainability

The 2030 Agenda clearly states that cooperation
at the multilateral level, meaning the WTO, is the
primary platform for ensuring that trade is as
effective an instrument as possible in contribut-
ing to achieving the SDGs. Social sustainability
issues constitute a marginal portion of the WTO
system. Integrating the 2030 Agenda into the
WTO system can promote socially sustainable
trade reforms at the multilateral level and assist
inincluding new issues on the negotiation
agenda. This can be facilitated by closer coopera-
tion with other organisations that have an
express sustainability purpose such as UNCTAD
and ILO.

The WTO can facilitate the
implementation of the SDGs
Byintegrating the 2030 Agenda into the WTO
system, the WTO’s regulatory framework can
strengthen the implementation of the SDGs and
the 2030 Agenda. This is true for both the goals
that are specifically related to trade as well as
other objectives where trade-related instru-
ments can contribute.

The guiding principle of sustainable
development can be used more in order
to interpret WTO rules in a way that
promotes social sustainability

Itis stated in the preamble to the Agreement
establishing the WTO that one of the goals of the
WTO system is sustainable development. This
goalisintended to function as a guiding principle
for how to interpret all commitments in the
WTO system. To date, interpretations of specific
commitments have referred to this principle rela-
tively few times. There should therefore be addi-
tional room for this goal to permeate the inter-
pretation of WTO agreements.



Within the WTO, the dispute settlement
system is likely to be the primary forum
for promoting social sustainability in a
legally binding way

The dispute settlement system constitutes the
ultimate forum for interpreting the obligations in
WTO agreements. This system could take the
overarching goal of sustainable development
more into account. The dispute settlement sys-
tem is also the forum that contributes to clarify-
ing if social sustainability issues can constitute
legitimate interests that could motivate an
exception from the rules. Here too, there is addi-
tional room to interpret the exceptions and the
rest of the regulatory framework in a way that
contributes to social sustainability to a greater
extent.

The accession process and TPRMs are
further opportunities to promote social
sustainability within the WTO

A possibility for promoting sustainability issues
through the WTO’s formal rules could be requir-
ing prospective WTO members to implement
social reforms such as transparency and a func-
tioning legal system as a part of the accession
process. However, this possibility is limited due
to the relatively low number of prospective mem-
bers, and because of possible deficiencies in
these areas among existing members. Conse-
quently, the regular evaluations of members’
trade policies (TPRM) constitute a better alter-
native for including a broader analysis of the
effects of trade in which social sustainability
issues are highlighted.

9.3.2 Bilateral/regional instruments
with a focus on the EU

The EU'’s trade policy aims to promote
social sustainability

The European Commission’s new trade strategy
Trade for all clarifies that trade policy is an impor-
tant tool for promoting sustainability. Social sus-
tainability issues such as respect for human
rights and ambitious labour standards are high-
lighted as specific goals of the EU’s trade policy.
In order to achieve these goals, the EU makes use
of trade-related instruments such as a separate
sustainability chapter in FTAs, ex ante SIAs prior
to trade agreement negotiations, and the EU’s
GSP for developing countries which can be used
to promote observance of human rights in these
countries.

The application of sustainability
provisions in free trade agreements
should be made more effective

The inclusion of sustainability provisions in FTAs
isnowarule rather than an exception at the
global level. Since 2008, the EU includes an
entire chapter on sustainability in its free trade
agreements. Including environmental and social
issues in FTAs signals that sustainability goals are
equivalent to economic growth goals and other
traditional trade policy goals. The focus for work-
ing with the connection between sustainability
and FTAs should now shift to how the applica-
tion and observance of sustainability chapters
can be made more effective, as well as monitoring
of how effective these actually are in relation to
sustainability.s*

The results of SlAs should be better
reflected in the sustainability obligations
in free trade agreements
The SIA that the European Commission con-
ducts in connection to the initiation of each new
FTA,is arich source of information about poten-
tial partner countries’ social circumstances and
the potential impact of trade on sustainability.
This information can and should be used more
effectively in both the negotiation process and
the wording of the agreement, in particular its
chapter on sustainability. In this way, the obliga-
tions can be better adapted to each country’s spe-
cific circumstances and thereby more effectively
support the effects of sustainability on trade. The
results of an SIA could also be used to identify
necessary national reforms and to design AfT
efforts linked to the ongoing trade negotiations.

Sustainability impact assessments of free
trade agreements should also be done
ex post

In order to evaluate the actual sustainability
impact of a FTA, an ex post SIA should be con-
ducted after the agreement has entered into
force. Since existing empirical evidence on the
effectiveness of sustainability provisions is
inadequate, an ex post SIA would be valuable for
trade policy. An ex post SIA could also be used as
the basis for possible reforms of methods and
processes for IAs, as well as the planning and
implementation of the sustainability obligations
inFTAs.
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Conditional schemes of preferences can
help to promote social sustainability

For example, the EU’s preference system GSP+,
which allows full exemption from customs duty
for certain developing countries on the condition
that they ratify and implement a number of inter-
national agreements on sustainable develop-
ment, have been shown to contribute to a higher
degree of implementation of international
human rights obligations at the national level in
these countries.

References to international guidelines in
free trade agreements help to provide
clearer rules of the game for the business
community

References to international CSR guidelines inin
FTAs can help coordinate the sustainability-
related commitments that businesses should
expect from their suppliers. It is important to
avoid the creation of too many parallel systems,
which can be particularly complicated for suppli-
ers in developing countries.

9.3.3 Other trade-related instruments

Aid for Trade can help to support nation-
al reforms promoting the positive effects
of trade on social sustainability

AfT has an important role in supporting national
reforms that promote the positive effects of trade
on sustainability. The 2030 Agenda states that
particular attention must be paid to LDCs and
their needs to be able to participate in trade. AfT
isidentified as a crucial means of maximising the
contribution of trade to achieving the sustainable
development goals. In order to maximise the
positive effects of trade on social sustainability,
trade-related instruments and AfT efforts as well
as joint actions between donors, should be coor-
dinated. Such efforts should also be adapted as
much as possible to the specific needs of the indi-
vidual partner country, and should be quantifia-
ble as measurable results. Further research and
analysis is needed concerning how AfT can be
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adapted and adjusted to increase developing
countries’ participation in international trade,
and to maximize the positive effects of trade on
sustainability.

Public procurement can be one way of
promoting a socially sustainable public
consumption

At the national level, the trade generated by
states themselves in capacity of purchasers offers
an additional opportunity for promoting social
sustainability. The most recent changes to the
EU’srules indicate a clear trend towards facilitat-
ing national efforts to promote social sustainabil-
ity through the public sector’s consumption. At
the multilateral level, this ambition is not as
clear-cut, but there is reason to assume that the
WTO GPA agreement will create greater scope
for the inclusion of social considerations in the
future.

CSR/RBC can assist businesses to take
greater responsibility for their impact on
social sustainability

Businesses that work actively to identify and
manage social sustainability challenges in their
supply chains and make sustainability related
demands from their suppliers are contributing to
amore socially sustainable trade. An example of a
CSR/RBC measure is to publically report on how
the businesses’ activities impact society on a
broader level. This transparency measure could
facilitate monitoring as well as management of
businesses’ social impact and create an incentive
for businesses to take greater responsibility for
their impact on society. Steps have been taken
towards regulating this area and requiring busi-
nesses of a certain size to report this type of
information. This trend towards greater regula-
tionin the area has been largely driven by private
stakeholders through the development of guide-
lines and principles for CSR/RBC, which have
gone on to form the basis of legislation at both
national and international levels.
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