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Executive summary
Environmental impact assessment of a free trade agreement between China and Norway

China and Norway havelang history of negotiating commerce. One early example is the Treaty of

Peace, Friendship and Commerce, signed in Canton (Guangzhou) in 184WoT¢wmuntries are

currently negotiating a free trade agreement (FTR)isg Af f 6S b2 NB | & énductddA NR (0 |
independently of EFTA since 19%hdcouldalso6 SO2YS / KAyl Qa FANRG F INBS)
European country.

In recent years it has become common to conduct environmental assessiftehsdof free trade
agreements. Examples involving ChigaGf dzZRS bS¢ %Sl tFyRQa bl aGA2yl €
China New Zealand FTA (2008), the analysis of a potential FTA between China, Japan and Korea (Liu
et al, 2010) and the analysis of a potential partnership and cooperation agreement between China
and the EU (EU, 2008). The&sAJ Canada and other countries regidyaconduct environmental
assessments of free trade agreements. Depending on their timing and official status the assessments
inform negotiators about pitfalls and opportunities, with the potential of influencing negotiation
outcomes; or they angke impads of an FTA after the fact, providing impetus for national policy
debates on follow up measures and safeguards. Given the limited numbés BT Aswith other
countries Norway has not developed teadition of conducting EAs of such agreements. This repo
therefore marks a first for Norway. It is written during a pause in negotiations and may thetefore

of use duringhe next phase. The perspective and approach of the report maypatse of value for

future Norwegian trade agreements.

A distinguishg feature of this report is that economic, regulatory and policy analyses are integrated
throughout the assessmentlhe FTA is meant to have an economic impacbn trade and
investment,on production and consumption. This economic impact is likely teetewironmental
consequences. An FTA may also delineate the borders between trade policy and environmental
policy, with further consequences for the environment. Initial consequences may motivate changes
in domestic environmental policyeadingto a secod round of consequences for the environment,

and so on. In shortan FTA is likely to have consequences for the environment throwagious
channels S me are economic in nature and somegulatory.

Important elements of the analystsave beenworked outin collaboration between the Norwegian
authors and a team from Beijing Normal Universionsisting oexperts in analying environmental
consequences of free trade agreements. The assessment is built on publicly available inforthation.
follows the methalology outlined in Fauchald and Vennemo (200e element of the project has
been to communicate with the public and officidl§e established a project websitni.no/Norway
ChinaFTA/index.htn), received some written comments fromon-governmental orgnizations
(fni.no/Norway-ChinaFTA/participation.htmh organized a public hearing on March 4 2011
(fni.no/Norway-ChinaFTA/hearing.htfy and have had several meetings with public officials,
primarily from the Ministry of the Environment.

Free trade and gen trade scenarios describe the outcome of trade negotiations

This assessment examines consequenaader two scenarios forthe outcome of the trade
negotiations.The free trade scenario assumes that tariffs and netariff barriers are reduced and
eventualy eliminated, taking cues for the details from previous Norwegian and Chinese trade
agreements as well &som the feasibility study conducted by China and Norway at the initiation of
trade negotiations. From a Norwegian perspectittee Chinese trade agements with Chile and
Peru, two important fishery nations, provide interesting preceders. to intellectual property
rights, this scenario builds on the obligations of the TRIPS agreemeitthout includingall the
FRRAGAZ2Y I LINE @ FaAs. Fof inosFsBrdegsiof ikeyest GirCpartic@ar mining, energy
production and distribution, research and development services, environmental sefvibes)
scenario assumes that both Norway and Chwid undertake commitments to allowgreater
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commercid presence of enterprises (mode 3 of supply), as well as increased availability of cross
border supply (mode 1) and supply throutlie presence of natural persons (mode 4). The free trade
scenario also allows theational treatment NT) obligation to be aplied to the establishment of an
investment, and investors to bring disputes to international arbitration. Public procurement is not
part of this scenario and neasures to avoid negative environmental consequences of trade are
limited to general exceptions

The green trade scenario includes similar provisions as ttieee trade scenario, but complements

them by adding measures to enhantte positive impactof trade and tosafeguard against negative
impacts. Measures aimed at enhancing positive impactsdiected at environmental goods and
services. There are several lists of environmental goods, including a list of 153 goods that has gained
some prominence. The scenario does not explicitly endorse any list, but considers that goods that
promote the indoorrural environment(primarily an issue foChina)and goods that promote the
global environment should be properly included. In a paper authored by the Chinese team (Hu Tao,
2011) a list of 227 goods is suggested. We assume thajrétes trade scenario wil eliminate import

tariffs on environmental good®ntering China. Most tariffs into Norwayave already been
eliminated. With respect to notariff barriers on environmental goodshe green trade scenario
covers aMasttrackQfor importing environmentalgoods, and export controls for environmentally
harmful goods (primarily an issue for China). In addition, the scenario considers intellectual property
rights in light of efforts to balance the need for improved environmental technologEsi(ing that
intellectual property rights will promote such technologiesith the need to disseminate such
technologiesRelevant suggestion® 'y | f a2 0SS T2 dzy R dgythodewithPera T / KAy
and Costa Ric#&urther, he greentrade scenario assumes thathina and Norwawill undertake not

to apply countervailing duties and amtumping measures on environmental goods and services.
Suchduties and measures remain available if they can be justified on environmental grounsis. Th
scenario considers that furer liberalization of trade in environmental services may be both to the
benefit and to the disadvantage of the environmetitis not limited to environmental services as
defined in the Norwegian and Chinese WTO schedules. Regarding investment, théosoemsiders

linking the environmental performance of investors to the FTA, based on the OECD Guidelines for
Multinational Investments.

The scenarios are compared tdaseline scenarieharacterised by WT€ommitments and existing
bilateral trade and invement agreements between China and Norway. Since the green trade
scenario takes off from the free trade scenario it is also possible to compare the green trade and free
trade scenarios.

Based on processes of screening and scoping in light of input fromeultations with public
authorities,non-governmental organizationand the team of Chinese researchers, we have selected
FAOS WOl AS aitdzRASaAaQ YR FTAGS WNB3IdA FG2NEB aGdzRAS
the FTA on trade and investmebetween Norway and China, and the resulting environmental
consequences. The regulatory studies focus on effects of thédF€Avironmental rules and policy.

Environmental consequences of fineetrade scenario

According to KS  WLJ2 f f dzii A 2 \6is KoeraiZuom of RradéligadsKoSenvironmental

deterioration in developing countries. Despite fairly extensive resedthtbhypothesis has failed to

generate much empirical supporWWe find that increased competition between Norwegian and
Chineseba AySaasSa Oly €SIFR G2 | WNB3IdzZ Fi2NE OKAffQ A
CQ emissions- a fact to bear in mind when assessing the outcome of our analysithef
environmental consequences of the free trade scenario.

Salmon farming:The FTAs between China and Chile and China and Peru contain provisions that
eliminate tariffs from an initial level of about ¥®to zero over a few years. By comparistime
current tariff on Norwegian salmon is about%0Norway currently has a cap onmsan production

from farming if it is not lifted the impact of an FTA will of course be negligible. Assuming that the

Vista Analysis and Fridtjof Nansen Institute (FNI) 6
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cap is lifted our analysis finds that exports of salmawill increase. Based on available studies, our
best estimate is that théree trade scenariois likely tohavethe following consequences:

9 300 additional farmed salmon reaching waterways

T 1.4 million additional fistice

9 11000 tons additional fish catch, of which 122 tons overexploited blue whiting
1 48000 tons additional C{emissions

Theapparent precisionf thesefigures does not reflect true accuracy. These are estimates produced
by traditional lifecycle methodologyincluding an implicit assumption that marginal and future
production technology is equal to current, average tedogg.

Readers unfamiliar with the problems of fish farming may find it difficuligsesgshe figures. As a
percentage of the size of current problems they are Jlomainly becauseéChina is a rather small
export market for Norwegian salmat present andthere are limitations as thow much biggethe
marketcan be expectedatbecome as a result dD%lower prices Assumingnot unrealistically, that

a greater market share for Norwegian salmon will mean a smaller market share for, e.g., Scottish or
Chilean salmon the global environmental impacts will be smaller than the national impacts for
Norway.

Services associated with mininghere iggrowinginterest in Norw & @ideral resources. Norwegian
municipalities have set aside 2313 localities that mayubed for mining activities (NGU and DM,
2011). China is a leading country in the mining and minerals industries, and has significant world
market shares in a broad range of mineral products. Chinese enterprises are carrying out mining
activities through mde 4 of supply (physical presence of Chinese miners) elsewhere in the @aorld.

the basis ofthese considerationsas well as increases in other modes of supplg foresee that
Norwegian commitments in the mining sector are likely to have some negatiyglatery and
environmental impacts, se@able 1.1.

Table 1.1 Impacts of mode X 4 commitments for Norwegian mining

Mode of Primary (economic / trade) Regulatory consequences Environmental

supply consequence consequences

Mode 1 Increased outsourcing of Increased difficultyn regulating Increased risk of harmful
Crosshorder analytical and surveillance  and controlling the quality of the emissions from accidents
supply related activities to China.  service. and ordinary operation.

Limitations on the activities
of the national institution for
knowledge on bedrock,
mineral resources, surficial
deposits and groundwater
(NGU due to the prohibition
against comptition with
private service suppliers.

Mode 2 No significant effects.

Consumption

abroad

Mode 3 Some increase in Chinese  Chinese investomnightchallenge Increase in foreign
GCommercial investments relative to environmental requirementsn investment may lead to
presence investment from other the basis of investment protectior increased political

countries. Chinese investors rules included in the FTA or unde pressure to exploit
may have a preference for  the current BIT between China  mineral resources that

Vista Analysis and Fridtjof Nansen Institute (FNI) 7



Environmental implications of a SineNorwegian FTA

exporting raw materials in ~ and Norway, e.g. non otherwisemight have
short supply to China. discrimination in light of the been left unexploited due
potential need to strengthen to environmental

environmental policy measures a concerns.
the industry develops and
environmentalimpacts

accumulate (see also section 8.6

below).
Mode 4 Chinese enterprises will While Norwegian legislation will  Increased risk of harmful
Presence of increase the use of Chinese apply to Chinese workers in emissions from accidents
natural workers on mining sitesin ~ Norway, gjnificant compliance and ordinary operatioa
persons Norway. This is particularly and enforcement issues are likely

relevant due to the current  to arise.
lack of skilled work force in
Norway.

In particular, we emphasize the challenges that such commitments may have for compliance and
enforcement of Norwgian rules and standards. Possible mitigating measunadsdethe following:

1 The Norwegian schedule could list reservations under mode 1 and mode 4 of supply relating
to national treatment, to ensure future possibilities of establishing quality controh wi
Chinese service suppliers or Chinese services.

1 The FTA could include arrangementgptomote cooperation among Chinese and Norwegian
authorities and industries in the mining and environmental sectors.

1 Measures could be taken to strengthen the capabditof relevant Norwegian monitoring
and enforcement authorities.

Mode 4 of supply of servicesThe free trade scenario assumes that Norway will undertake some

commitments regarding mode 4 of supply. In 2006 Norway participated in a collective request to
allow the presence of persons, in particular managers of contractual service suppliers, and
independent professionals. Nevertheless, it is not unlikely that Norway will maintain major
reservations.

In our view,the primary consequences of Norwegian commitrteeare that Chinese enterprises,
including enterprises where Chinese investors own large shai# significantly expand their use of
Chinese professiormin Norway Norwegian enterprises as well as foreigwned enterpriseswill
probablydo the same.Thelikelyresult will be to lower the cost of services where Chinese personnel
are used. One exampleith environmentalrelevance ighe construction of wind power and mi
hydro facilities, see belowhile lower cost of renewable energy is positive foe environment,
compliance and enforcement problems may arise, especiglgnthe language barrier. Depending
on the character of the activity in question, compliance and enforcement problerag bring
increased risk of harmful environmental effectsrfrmrdinary activiies or from accidents that may
occur as a result of tlseactivities

National treatment of investment: The national treatment(NT) provision is likely to cover all
regulatory and economic measures that may affect an investment duritifefsycle. Trends in case
law indicate that investors face laeavyburden of proof when invokinguch provisions, and that
claims are increasingly based on the fair and equitable treatment provisions rather thaNTthe
provisions. We find that there islaw but slightlyaboveaverage (compared to BITs and other FTAS),
and increasing probability that an investor will invoke ti€provision under a SindNorwegian FTA.

Vista Analysis and Fridtjof Nansen Institute (FNI) 8
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Future clarification of theNT obligation is likely to establish a fair balance betwelea interests of
investors and states, as seen from the perspective of investment tribunals. Adding an explanatory
footnote to the NTprovision coulcallow states to justify measures that otherwise would be regarded

as unlawful under the provision. Suchamtnote would increase the emphasis on the motivation of
public authorities, and allow a broad range of arguments and materials to be brought forward during
dispute settlement. Thig turn could significantly increase the cost of proceedings.

Environmetal consequences of thgreentrade scenario
Sveralrecentcaseshave demonstrated th@otential tensions between trade arttie environment.

T / KAYFQa Ll2tAOASA Ay & dztendy, Miotowdlmic (Solasf BectleityS O (i NJ (
have been critided for constituting unfair trade practice and brought to the WTO.
1 9! Qa dikhérdgngeéplanes taking off from Europe airports for the carbon they emit
has been criticized by US and Chinese airliaesl hwsuits are pending at the European
Court d Justice.
1 / KA Yl Qdf limitiggthk €port and production of rare earths on environmental grounds
has been criticized by the main importing countries and brought to the WTO.

These cases are described in boxes in the main text of the report. Ircaseh, it is therinciple of
the greentradescenario that legitimate environmental interests shall prevail over trade interests.

Integration of environmental provisions:The report considers the inclusion of environmental
provisions in the preamble arttie main text of the FTA, and distinguishes between provisions on the
purpose and principles of the FTA, on the rights and obligations of states, and on institutional and
procedural issues.rBambular language, including statements on tiedationship betveen the FTA

and existing environmental agreements, is unlikely to have effects in the short(fesifive years)

but may well proverelevantto the interpretation and application of the FTA in the medium and long
term. The report finds that there is B scope for extending and specifying the general exceptions,
but that such extension is likely to have limited effects in practitle. conclude that the most
effective approach to ensuring appropriate regulation of the relationship between the FTA arsl MEA
would be to adopt a provisiosetting outprecise rules regarding the relationship between the FTA
and a limited number of MEAs. Some recent FTAs contain provisions recommending or prohibiting
the lowering of environmental standards in order to attragvéstment or gain competitivenesk

our view, such provisions combined with a highlevel consultation mechanismcould prove
important in the rare cases where Norway China lower their environmental standarasorderto

gain competitiveness.

Fast tiack for environmental goods and serviceBhegreentrade scenario seeks to stimulate trade

in environmental goods and services and is tolerant towards trade barriers on environmentally
harmful goods and services. Norway has a zero import tariff on malisirial goods and an

initiative to exempt specific environmental goods from tariff is unlikely to make much difference.
Chinese tariffs on most environmental goods ard®4a Nontariff barriers are in some cases the

most important barriers to the innowen and manufacture of environmental goods. The report
O2yaARSNE GKIFIG GKS F2tt2¢6Ay3 YSIFadaNBa Oy oS
environmental goods: eliminate tariffs on environmental goods (in practice relevantagniggards
China);implement measures to secure increased trade facilitation; simplify access to export credit

and other forms of lawful and generally accepted forms of support to stimulate export; undertake

not to impose countervailing and amdumping duties on environmeat goods; and ensure that
communications and consultations regarding import and export of environmental goods are given

high priority in relevant institutions established under the FTA. The report recommends that
environmental services be redefined forh LJdzN1J2 &S 2 F W7 Isdchiw Fd NGO 1GANA 3Q) ZA
shouldfocus on commitments for modes 1 and 4 of supply.

Vista Analysis and Fridtjof Nansen Institute (FNI) 9
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Export control of goodsThis issue is controversial at the time of writibgcausean the case Ching
Measures Related to the Exportatioof Various Raw Materials (WT/DS394&panel has recently
AdadzsSR I NBLERNISX ¢6KAOK KIFIa 0SSy | LIWISEFHESR® ¢KS
taken by China are unlawful under the WTO Agreement. Against this backgrtusdeport
discusses the possibilities of increasing the flexibility and predictability for a state resorting to export
controls for environmental purposes. The options recommendedrariedingan interpretative note

to the relevant general exception explaining theentions of the parties as to its application to
export controls; and an annex to the FTA in which the parties mayéiseral and/or specific
exceptions.

Intellectual property rights:The presentreport finds that there is room for a clearer emphasis on
environmental issues in the context of intellectual property rights tlampresentunder the TRIPS
Agreement. It also observes that China and Norway seem to have similar positions on the
relationship between intellectual property rights and biodiversitylancommends that this issue be
explored further in the negotiations.

Clean energy and CCI8:2010 China invested 3@more in new renewable energy than the secend
ranking country, Germany and 6®o more than the thirdranking country, the USA. China has éh
highest capacity in the world of hydro, mimydro and wind, and is increasing its capacity in solar
photovoltaics very rapidly. Norway has perhaps the largest hgdpacity in the worldn relationto

its size and significant competence in hydechndogies. Norway hasonsiderablepotential for
onshore windthe potential for further expansion remains large in China as well. Both countries have
notable untappedpotential for offshore windenergy production

The promotion of clean energy and O@i$ challenge a trade agreement at many different levels.
Here we note technology transfer anthtellectual property rightsin order to bring dowrthe costs

of environmental servicesgreater openness concerning mode 4 of supply would be helpful;
facilitatedtrade in goods that are important components of environmental services; and measures to
ensure that public procurement is based on merit.

Apart from public procurement, which wehave not consideredthe other options aresvaluatedin

the greentrade scenaio. Lowering the Chinese import tariff on environmental goods is probably the
simplest to achieve. As noted, some liberalization of mode 4 of supply of services is inclbdéd in
the free trade andthe geentrade scenarios, and may promoteeanenergytechnologies. Progress
with respect tointellectual property rightsvould also benefit the interchange and promotion of
cleanenergy technologies.

Vista Analysis and Fridtjof Nansen Institute (FNI) 10
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1. Introduction

¢CKS tS2L) SQa wSLJztAO 2F [/ KAYlF 6/ KAYLlFUO (MoY)R b2 NB I
on 18 September 2008 to undertake negotiations of a Free Trade Agreement (FTA) between the two
countries. According to the MoU,

The Free Trade Agreement will aim at promoting trade in goods and trade in services, while
facilitating investment flows SG6SSy GKS t S2L) SQa wSLlzmtAO 27
Norway, contributing to sustainable economic growth as well as enhancing the cooperation
between their enterprises, thus improving the welfare and living standard of their people.

The NorwaygChina Fee Trade Agreement Joint Feasibility Study (hereafter the Feasibility Study)
presents thesgeneral conclusiogsion the expected outcomes of the negotiations:

A possible FTA between China and Norway would be expected to eliminate tariffs on
substantialy all the trade between the two countries and addressing -teniff measures,

GKAETS GFr1Ay3 Ayid2 002dzyi aSyardAiaAgiairasa 2y
services between the two countries should be aimed at creating mutual beneficiahdod t

made solutions for China and Norwain relation to investment, the future FTA between

China and Norway would result in greater transparency of regulations and laws that affect

both direct and portfolio foreign investments, more liberalised regimesch will facilitate

investments in each country, and a more stable policy framework for invegteeasibility
Study,Ministry of Trade and Industry 2008: 5)

I KAYlF A& b2NBl&Qa aSO02yR f | ThBeAvisdgedaTNbeRves TharlJ NIy S|
and Norway will be one of several agreemergevant b commerce between the two countriédt
may encompass or replace in whole or in part some earlier agreements.

This is the first bilateral FTié be negotiated by Norway on a bilateral basis siai®@92 as nost such
agreements are negotiated through EFTA. No environmental assessments (EAs) hawnteeted

as regarddilateral FTAs in EFTA. Nowvb&As been conducted on an independent basis, e.g., by
academic institutions.

China has negotiatedariousbilateral FTAs in recent yegrand thesehave to some extent been

subjected to EAs. Its FTA with New Zealand was initiated by a Joint Study Report (2004) which
analysed potential impacts of future negotiations in different dimensions, includingironmental

impacts. The final FTA was made subject to a National Interest Analysis by New Zealand (2008) that
includes a brief assessment of environmental effects. A possible Partnership and Cooperation
Agreement between China and the EU has been tt@@5 Ol 2F |y SEGSyairgsS wa
F3aSaayYSyidQ o{L!'0 SYLKI&AATAYy3a SYy@ANRYyYSyidlf TSt
Beijing Normal University and other institutions have carried out an EA of a possible FTA between
China, Korea andpan (Liet al, 2010).

EAs of free trade agreements are quite common in some other countries, most prominentlgiie U
and Canad4The EU has carried SlAsseferalFTAs and other economic cooperation agreements.
In recent years, some developing eues, in particulaiLatin American, have started to undertake

! A list of relevant bilateral agreements between Norway and China is set out in the MeglydRiefmrt.
2 Seehttp://fta.mofcom.gov.cn/english/index.shtml

3 Seehttp://www.ustr.gov/tradéopics/environmetienvironmentateviews

* Seehttp://www.international.gc.ca/enviro/assessrreraluation/trade
commercial.aspx?menu_id=21&menu=R

® Seehttp://ec.europa.eu/trade/analysis/sustainakilitpactassessments/
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EAs of their FTAs.

Nomenclature is not settled in this area. The teMnvironmental assessmeR{EA) is used as
shorthand for this analysisn line withCanadian usge The content of the @alysis and process also

fits with the term SEA (for Strategic Environmental Assessment (or Analysis)), or EIA (environmental
impact assessment).

This EA follows the modalities and methodology outlined in Methodology Report (Fauchald and
Vennemo, 2011)tlis based on publicly available information about the €§otiations between
China and Norway.

2. Main content of this assessment

This assessment is built around a baseline scenario (chapter 3), a free trade scenario (chapter 5) and
a green trade scendar (chapter 6). The baseline scenario assumes that no FTA between China and
Norway is agreedand analyses the patterns of trade and investment given this assumption. The free
trade scenario assumes that an FTA is agreed, lowering trade and investmeeatsaitha view to
facilitating trade and investment between the two countries. The green trade scenario assumes that
particular attention is paid to facilitating sustainable, green trade and investnfarther, that, ©

this end,some barriers are lowed to facilitate environmentally beneficial trade and investment,

and some environmental safeguards and policies are strengthened.

The difference between the baseline scenario on the one hand and the free trade and green trade
scenarios on the other defés the economic and regulatory impacts of the FTA. However, in practice
any analysis of an FTA will have to focus on impacts that are likely itodmetant from political,
social, economic or environmental perspectivéhis assessment conducts a scregrbased on the
Methodology Report (chapter 4) and scoping (chapter 7) of impacts for their environmental
implications and concludes this process by identifying a limited number of sectors and i&Bues
further analysis

The sectoral studieare referredto ascase studiediere. There are three case studies in the free
trade scenario (fish, clothing, services associated with mining) and a further two in the green trade
scenario (clean energy and carbon capture & storage). In addttienfree trade scendo analyses

the impacts of mode 4 supply of services, and national treatment of investment. The green trade
scenario analysethe impacts of integrating general clauses on the environment, oftfasking for
environmental goods and services, of exparhttols for environmental purposes, and of intellectual
property rights.

3. Baseline scenario

In accordance with good practice EAs (see Methodology Report) we develop a baseline scenario
that provides a yardstick for evaluating impacts of the fremd& and green trade scenarios. One
main question is hovio deal with thestill-ongoing negotiations in the WTO. For Norway, the major
implications ofa conclusion of the Doha Round are likely to be reduction of tariffs and subsidies in
the agricultural seor as well as extension of commitments in the services sector. For Chthatsv
broader range of trade restrictions, conclusion of the Doha Round might have more significant

®OECD 20076768 6The United States, in particuhsaessmentsas enco
Morocco, Jordan, Chile, and Singapore for example have conducted assessments in connection with RTAs
negotiated with the United States, but these reports
countries have conducted assaent studies with financial and technical support from the United Nations
Environment Programme (UNEP). 6 UNEP has sponsored cou
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effects, e.g. for tariffs and market access for goods, commitments regardivgces sectors, and
investmentrelated issues (through service commitments). Given the high level of uncertainty
regarding the results of the Doha Round, aswethas A YA G SR | 00Saa (G2 AyTF2NXNI-
positions in the negotiations, in partitar those of China, wdecided against basintdpe baseline

scenario on a potential conclusion of the Doha Roufssl.©nclusion of the Doha Round would
presumably facilitate trade and investment between Norway and China, thus iregine relative

effectsof aSino NorwegianFTA our choice of baseline scenario is more likely than not to involve an
over-estimation of the potential effects cfuchan FTA.

The baseline is defined by the existing legal commitments of the negotiating pariméin® context

of these negotiationsthe commitmentsundertaken byNorway and China in the WTO as well as
bilateral agreements in force between the parti®e have adjustedhis starting pointon the basis

of relevant unilateral decisions of the negotiating parties iteetalize, in particularegardingthe
application of lower tariffs than those set out in the WTO Schedule of Concessions.

3.1 Recent trends in trade and investment
To introduce the baseline scenario we review recent trends and the present situationesfibct to
trade and investment volumes between China and Norway.

Trade in goods

For trade in goods, both imports from China and exports to China are increagthgimports
increasing the mos{see Figure 3)1 Note that these figuregiven theredo not include, e.g.
Norwegian petroleum exported to Amsterdamn elsewhere, and later imported to China from there.
This is the case for othétgures andlables in this section as well.

Figure 3.1 Trends in Norwegian imports from  China and exports to China, NOK hbillion
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s |mport from China billion NOK  ssss=Export to China billion NOK

Note: Trade in goodsn airrent NOK. Sourcétatistics Norway. Chinese statistics may give a different answer. In 2006, for
example, Norwegian statistics recedla trade volume with China d#SD5.4 billion wheeas China recoet USD2.95
billion. See Feasibility Study
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Clothing is the maiimport item to Norway from China, followed by office machines including PCs
and telecommunications equipment. In 2Q%We groups (Aigit HS) accounted for twthirds ofall
imports (see Figure 3)2

Figure 3.2 Main import items to Norway from China , NOK billion

O = N WA Oy~ o0
|

Note: Unit billion NOK. Year 2010. Soustistics Norway.

Fish and marine produdiare the mainexportitem from Norway o6 China, followed by metals, and
industrial machines. In 2016@ive groups (digit HS) accounted f@&0%of all exportgsee Figure 3)3
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Figure 3.3 Main export categories from Norway to China
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tele, electric)

Note: Unit billion NOK. Yea010. Source Statistics Norway.

In generaltrade between the two countrieseemsassociated with comparative advantay&lorway
exports fish and metals to Chin@hina exports clothes, PCs etc. to Norwayd he two countries
acknowledge the role of coparative advantagein the trade negotiationsLet uscite from the
summary published by China following the sixth roundSirio NorwegianFTA talks (emphasis
added):

China's Machinery and Electronic Products took up nearly 50% of the export to Norway
including vessels, electronic appliance, computers, communication and mechanical
equipment; and the products like chemical ferslig, fish products, and petrochemical
products took up a large proportion of China's import from Norweashich obviously
embodied the mutual complementarity of commodity structure of the bilateral trade
Additionally, the cooperation of both countries ime fields of seamen labor services,
information & communication, pharmaceuticals, is also becoming closer and Closer.

The policy environment for trade in goods

The development in goods trade is correlated with trends in the policy environment for {fadéfs
and nontariff barriers are sometimes considered jointly in the form of teetjuivalent effective
rates of protectionFaehn (2002¢xplains this theory, andstimates effective rates of protection for

the Norwegian economy in 1989, 1991 and 1994 ¢ KA & ¢l & LINA2NJ (2 b2NBl &

which import quotas were turned into tariff equivalents. For instance, in 1994 tariffs on agricultural
goods were zero and domestic production was protected by quotas. Hence these estimates do not
say anythingabout the tariff equivalents ofii 2 R In@ngxéff barriers. The pattern of protection

" http://fta.mofcom.gov.cn/enarticle/ennorway/ennorwaynews/200912/1948 1.html
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registered by Feehn is similar to thadted by theWTO (2010): extensive protection of agricultural
goods and almost free trade otherwise.

The World BarR Base oDoing Business surveys indicate that neither China nor Norway currently
has particularly cumbersome export and import procedufedowever, while Norlv & gXécedures
seem to beamongthe least cumbersome in the world, dse of Chinare about the global avege.

For instance, Noregianprocedures require seven days of document preparation and handling, and
$729 for a standardized cargo of goods to be imported to Noywdyereas n China the same
procedure requires 24 days and $545. The global average is 26 day

CKS LRtAOE SY@ANRYYSYyd FT2N / KAYLl Qjining MeéWS ink & KSI
2001. WTO accession led to the easing and eventual lifting of theragfequivalent export quotas

on Chinese textiles and clothing, whiblas been sbwn to havehad amajor impact &ee e.q.,
+SyySy2 S It®dX wnnyood !110620S 6S y2G0SR GKIG Of 21
today. On the import sideWTO accession led to the gradual lifting of industrial and agricultural

guotas and tariffstherebyopening up formoreimports to China.

The Chinesgolicy environment for trade in goods is also likely to be influenced by cases brought
against China in the WTO. Of particular interest to this study, China has been subject to two
complaints concerimg environmental measures. The first is ChinaMeasures Related to the
Exportation of Various Raw Materials (DS398, 395, 394), in which Ghiea, alia, invokes
environmental reasons to justify export duties and quotas on bauxite, coke, fluorsparesiagn
manganese, silicon metal and zinc. The panel rejected the Chinese argyrbanthis decision was
appealed by China a3l August 2011. The second case is ChindeasuresConcerningWind Power
Equipment (DS419), in which tHg@SA has claimetthat Chinese measures providing grants, funds, or
awards to enterprises manufacturing wind power equipment are in violation of article 3 of the SCM
Agreement. So far, this cabas beersubject to consultations onlyin whichJapan and the EU have
joinedin. Inaddition to these two cases formally brought to the dispute settlement mechanism, the
EU,USAand Japarhave given consideration tbringing a casdo the WTOconcerning Chinese
L2t AO0OASE NBIKWRAY3I WNI NB SI NIK

Trade in services

Data fromthe UNshethl G b2 NB | 8Qa SELR NI A& Y2F HENBAE@DHE @2 anK
of services (see Table 3.1). The amounts involved are small, and exports or services to China make up
around 220 million NOK, less than each of the five main items of goods eapor€hina.

Table 3.1 Export of services from Norway to the world, and to China. USD hllion
World 38.6
China 0.038

Source: www.unstats.un.org

The main Ol 6§ SI2NASa 2F aSNPAOSa a2fR FTNRBY ,bni@K& Il & (2
most impoki I y i a4dzo OF §S32NE dzyRSNJ GKA& KSFRAYy3I Aa W
G§SOKYAOFt aSNBAOSaQ®d Ly 3ASYSNI I YI Mikaporss®f a SNIIA
suchservices to China are probably registered elsewhere in the statistics

8 http://www.doingbusiness.org
SWT/DS394/R.
10 seehttp://ictsd.org/ilnews/bridgesweekly/114203/
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Imports of services to Norway from China make u@€o? all Norwegian imports of services (Table
0OPHUD® WhiKSN)I odzaAySaa aSNBAOSAQ YIS dzLJ Y2ad b2N

Table 3.2 Imports of services to Norway from the world, and from China.  USD Hhll ion
World 36.8
China 0.066

Source: www.unstats.un.org

Investment

More and moreNorwegian companieare invesingin Chinaand Chinese companies have started to
invest in Norway. According to official Chinese figures, Norway had made 258 separatméntest
in China at the timg¢2008)of the Feasibility Studyl.hat year saw the establishmentibfree Chinese
companies in NorwaZ TE, COSCO and Air China.

3.2 Baseline scenario for trade in goods
We assume that the baseline scenario can build on theeoimost-favoured nation MFN) applied
tariff rates as detailed in WTO (2010). See also the general comments with respect to the Doha
Round aboveKey points concerning the current tariff rates are as follows:

Import tariffs , Norway

Norwegian tariffs on gods are concentrated on a swdet of agricultural goods. According to WTO
(2010) the simplemostfavourednation MFN average of import tariffs on agricultural goods is
43.24 About half of the agricultural import volume is taffifee. For noragricultual goods the
average tariff rate is only 2, and with 97% of such importtariff-free. Import tariffs are
unimportant for tax revenugin Norway representing aly 0.3%6of the total.

Among agricultural productsanimal products have the highest MFN fei- almost 14046 on
average.Some productshere have very high tariff ratese.g.live ducks weighing less than 185
grammes (5584 and frozen boneless meat of bovine animals (119 NOK/kg). The tariff on dairy
products is also high64% on averagebut may be éssrelevantfor imports fromdistant countries

like China. Physical conditions for imports may be better for cereals and preparations, which have an
average MFN applied tariff of $2(max 4944). Rice has a tariff of 1.74 NOK/kg, but half of the tariff
lines in this subheading are tarifiee. China has a strong industry in oilseed fats and oils. The
Norwegian average MFN applied tariff on such items % @dax 29549).

Among noragricultural goodsclothing is almost the only category with a significantWegian tariff

- 10.®%6for most clothing itemsThat tariff is confined to processed products, while textiles have an
average tariff of 0.% For these products, Norway prasgsW i I NRA T T, wherebytafiff rates 2 y Q
increase with the degree to whiche products are processed.

Import tariffs , China

Norwegian export faces an average import tariff to China o%JWTO 2010)One fifth of exports
are tariff-free. China has an average MFN applied tariff on agricultural goods of alnfdsiOrty
0.7% of its import is tarifffree (see Table 3.3 below). The country has an average tariff on- non
agricultural goods of almost%8 Around half of noragricultural import is tariffree. Some 3%of
Chinese tax revensezome from import tariffs.

The average tariff o agricultural goods is fairly evenly distributed among subcategories and China
does not impose very high tariffs on any geotdhe average import tariff on fish is lower than the
average for (other) agricultural goods, at 1% 7The import tariffs on thevariouscategories of fish
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are of interest to Norway. Frozen Atlantic salmensubject toan import tariff of 104 Fresh or
chilled salmonidae (excl. species of troais12%, prepared and preserved salmon als@dZrozen
mackerel, cod and haddock aat¢so important to Norway (Feasibility Stud908. Import tariffs for
mackerel and cod ar&0%, andl2% for haddock

As tonon-agricultural goodsthe average MFN tariffs are also quite even across goodseNwairical
machinery- an important categorydr Norway- has an average tariff of 28 with a maximum of
35%and a tarifffree share of % Transport equipment has a tariff of 1¥%b

Someauthorshave argued that effective tariff rates in China are lower than the nominal tariff rates
because of spdal economic zones, other discretionary measures, and trade through Hong Kong
(Fisman and Wei, 2004; Vennemo et al., 2008).

Table 3.3 Average applied MFN import tariffs per main category , %

Norway China
Agricultural goods Non-agricultural goods| Agricultural goods Non-agricultural goods
43.2 0.5 15.7 8.7

The baseline scenario assumes that applied tariffs will remain at approximately the same level as
currently. The main driver for lower tariffs seems to be the Doha negotiations, lawingdecided

not to include any impactfrom these negotiations on the baselineve do not see compelling
evidence for lower tariffs in the baseline. Nor do we see compelling evidence for higher tariffs in the
baseline. ThexistingWTO agreement sets maximum tariffs orsh goods and wherever applied

tariffs are lower than the maximum there seems to be an expectation not to increase them.

Non-tariff barriers (NTBs) Norway and China

Trade facilitation is one of the topics on which countries have made significant psodueisg the

Doha negotiations' We assume that some trade facilitation is likely to result from the general
agreement that has been achieved during the negotiations, regardless of whether there will be a
conclusion of the negotiations. Howeveagnsideralie uncertainty remainsconcerning the specific
content and modalities of the trade facilitation that will occur and the specific trade eftdcsch

trade facilitation for trade between Norway and China. Against this background, we find it
appropriate toapply a conservative estimate of the potential trade facilitatiorbe expectedunder

the baseline scenario.

The Global Enabling Trade Repgsublished by the World Economic ForgWWEF 201Q)ncludes a
system of indexes where countries are scored owesal parameters including netariff barriers
(NTBs). The score on the ntariff barrier indicator is explained as follows:

This index is constructed as the average of two Né&ldted variables. The variables included
are the percentage of trade affectdny nontariff measures (NTMs) and the average number
of notifications for products affected by NTMs, for products with imports larger than O.
Politically motivated NTMs, such as embargos, have been excluded.

" See Draft Consolidated Negotiating Text of 21 April 2011, WTO doc. TN/TF/W/165/Rev.8.
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In 2010 China obtains a score for rAtamiff barriers of almost 24putting it at no. 34 in the world
(34" best). Norwayscores4, making itno. 9 in the world.Thus,the potential for reducing NTBs
seems to be significantly higher for China than for Norway.

The WTO Trade Policy Review of Chinaieduwut in June 2010 (TPR China 2010) focused on NTBs.
¢KS 2¢h {SONBUOUINAIG wSLE2NI 2y /KAYIFQ& ¢NIRS t2fA

Apart from import prohibitions (to protect public interest, environment, or in accordance with
international commitments), China has conied to use nosariff border measures (such as
import and export licensing) as instruments of its trade and industrial policies. State trading is
still used to manage trade in certain imports and exportsiater alia, some agricultural
products and crud and processed oil.

X ¢KS DSYSNIf ! RYAYAAUNIGA2Yy 2F vdzk £t AG& { dzLISN
reformed its entryexit inspection procedures and introduced a direct release system to
facilitate trade®®

In 2009,import permitswere requiredfor a total of 95 product groups, including ozedepleting
substances, old mechanical and electronic products, toxic materials, and radioactive isotopes and
their compounds. Some of these may be positive from an environmental point of view, others
negatve. We will discusghe implications of free and freer trade later. In addition, a system of
automatic import licenses was applied for statistical purposes, covering 560 product groups,
including poultry, vegetable oil, tobacco, chemical fertilizers, ewdyral rubber, iron ore, crude and
processed oil, steel, machinery products, automobile components, and ships. Products allowed to be
imported only by statetrading enterprises or other enterprises fulfilling certain requiremefiriser

alia in order to protect the environment and exhaustible resourgescluded grain Hereunder
wheat, maize, and rice), sugar, cotton, chemical fertilizer, tobacco, and crude oil and procesbed oil.

Preshipment inspectiorequirements areequired for,inter alia importsof solid waste used as raw

materials and certain used electronic products deemed to affect public healthh&nghvironment.

As noted by te WTO Tade Policy Review, ¥/ KAyl Kl & RSaA3IylFIGSR &az2vYs
conduct PSI and to issue certificatétsis not clear to the Secretariat whether China sends people or
AYyaaAhGdziazya | 0NBI R Pivg ar©rbtyaRatzOiiat stch BRreicyhduct&ID i A 2 y & ©
Norway for goods to be exported to China. In 2009, China reqs@edary and phytosanitg (SP$

inspection for a total of 4,815 product groups. The lists of products for which such inspection is
required change significantly from year to year. Reforms, including inspection at destination, have

been introduced in order to facilitate trad@é.

Less than 20%f Chineseproduct standardsire mandatory.’ China operates a compulsory product
certification system in order to ensure human health and safety, life and health of animals and
plants, and environmental protectigramong other thing® It hassigned regional and multilateral
mutual recognition agreements on certification and accreditation, and has established relevant
institutions in accordance with |1S&andards®

2 UNCTAD is said to maintain a database for NTBs as part of its TRAINS database. We accessed TRAINS but
were not able to find fiormation on NTBs for China and Norway.

BWT/TPR/S/230/Rev.1 at 24, paras. 3 and 4.

4 |bid. at 34, paras. 346.

% bid. at 25, para. 12.

18 |bid. at 37 88, paras. 5152.

7 bid. at 35, para. 43.

18 bid. at 38, para. 55.

9 bid. at 39, para. 59.
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The Agreement between Norway and Chinakeonomic,Industrial andTechnicalGooperation (25
Septemberl980, Beijing) and thkong Term Trade Agreement between Norway and Chindyaé
1982, Oslogstablished a Mixed Commissioharged inter alia, with dealing withNTBs. In addition,
more specific agreements addressing NTBs inchhee Protocol between Norway and China on
certification and inspection procedures regarding fertilizers-@82000, Oslo), the MoU between
Norway and China on Cooperation in the Field of the World Trade Organisation Agreement on
Sanitary and PhytosanitaiMeasures (GNovember2008, Beijing), and the Agreement on Fisheries
Cooperation (26MVlarch 2007, Beijing)the latter set to expire after five years. To our knowledge
there has notyet been agreement to extend iWhile these agreements provide a framewdot
resolving differences regarding NTBs through various procedures, they destattlish mutual
recognition agreements or substantive rules regarding the adoption or content of NTBs.

In conclusion, the baseline scenario assumes that therdowidlgenemlly low level of NTBs, but that
there is a high degree of uncertainty and the level of NTBs may differ signifiGamtiysector to
sector. Tlis scenariofurther assumes that political factors are likelyrisethe level of uncertainty,

at least in theshort term, and that technical cooperation between Norway and China within the
current framework will contribute to aonsiderabldongterm reduction of this uncertainty.

Government procurement

China is an observer to the WTO Government Procurement AgneerfGPA) and has since
December 2007 negotiated for accession. To our knowledge, no final debesyet been taken

02y OS NY A dicBessiof® Agtdrding to he TPR of Chin&/ KAy Kl a y2d aA3daySR
regional, or multilateral agreement 0B 2 S NY YSy (i BISEnGsdzidesstoy to he GPA

will promote transparency and could significantly reduce traelated problems associated with

corrupt practices.

Domestic measures aimed at controlling export

I KAyl Qa | 0O0SaaAi 2 yealtwitRisszeOrRlévandté reskriftiens onHexportRSection 5
liberalized the right to trade, but retained the right to subjecrious products tostate trading

including the right to export. The products covers 134 HShaadings (&ligit level), andnclude

tea, rice, corn, soy bean, tungsten ore, ammonium paratungstates, tungstate products, coal, crude

oil, processed oil, silk, unbleached silk, cotton, cotton yarn, woven fabrics of cotton, antimony ores,
antimony oxide, antimony products, and silvExport licenses and quotase addressed in section 8

LI Ny @ H 2F GKS ! O0SaaAz2y tNRGO202t> ¢gKAOK -aidl iSa
funded enterprises shall be accorded treatment no less favourable than that accorded to other
indivi Rdzl €t & YR SYGSNLINA&ASEQd | 002 NR prigedcontrabsfora SO G A 2
exported goods would be limited to the following categories of products: tobacco, edible salt, natural

gas, and pharmaceuticals, as well as products subject torgment guidance pricing: grain,
vegetable oil, processed oil, fertilizer, silkworm cocoons, and cotton. Section 11 para. 3 of the
Protocol obliges China to eliminate a#lxes and chargesipplied to exports unless specifically

provided for in Annex 6, whic6 lists 84 HS numbers, overwhelmingly metals and some chemicals,

for which maximum export taxes and charges range betweé&h&id 40 %.

In addition to the commitments listed in the Accession Protocol, several undertakings\iviatiéng
Party ReportonKA Yl Q& | O0Saarz2y (2 GKS 2 ¢h ?©fpanicular/ k / | bk
interest in relation to export controls are commitments set out in paras. 18 -@liscriminatory

2 According to the TPR, China has submitted a revised offer which in 2010 was subject to consuiltwdiosis,
39, para. 62.

Zbid. at 41, para. 69.

%2 5ee section 1 para. 2 of the Accession Protocol and para. 342 of the Working Party Report.
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treatment of enterprises), 46 (sales of stade/ned enterprises), 62 (price cwals), and 83(d) (right
to export for foreigninvested enterprises).

In general, Chinese rules and procedures regulating export mirror those applied to import. In
addition, China applies a regime of export taded JLJt A SR Wg A 1 K | Jaf Sedtaini 2 O dzNJ
products, including restricting exports of highly polluting and tegkrgyconsuming products;
promoting environmental protection; improving sustainable economic development; and conserving
YIEGdz2NF £ NBA2dzZNOSadQ / KA pelin acchkaded avith MK IXE of BATK Y ST
Moreover, value added taxes are frequently not fully rebated upon export. The WTO Secretariat
made the following assessment of the effectiveness of a broad range of export restraints, including
export prohibitions, gotas, licensing requirements and taxes, as well astheasfull rebate of VAT
on exports and state trading arrangements:
X SELRNI NBaGNIAyda Yleée y2id 08 GKS o0Said ol @&
mentioned above. In particular, restrictitige export of some highly polluting or higimergy
consuming products is not the most economically efficient way to protect the environment
or reduce energy consumption. Nor are export restraints the best way to conserve natural
resources. China is staryj to consider more suitable internal (rather than trade) measures
to achieve these objectives. Although the Government increased its export restrictions on
rare earth by, for example cutting export quotas or increasing export taxes, it has imposed
domestic production caps on rare earth and is considering levying an environmental tax on
the production/extraction of natural resources during the™PBiveYear period (201115),
with a view to preserving nerecyclable natural resources and protecting the eowinent?*

OELR NI LINPKAOAGAZ2YA YR tAOSyaay3d IINB 3ISySNIff:
environmental treaties, such as CITES and the Basel Convention. A tataiost 300 groups of

products are subject to export prohibition or licensfigChina also controls export by requiring

certain goods to be exported through state trading enterprige® NJ 4 KS LJdzNlJ)2asSa 2F W
domestic supply; avoiding drastic price fluctuations in international markets; safeguarding food
safety; and preecting exhaustible and neRNBE O& Of I 6t S y I (dzNI f NBA 2 dzNDSa |

28 LaadzrS GKFiG (GK2a$S SELRNI NBAGNAROGA2YyAa (KL
environmental treaties will remain unchanged. The description of Chinese mechanisrosttol ¢

export in the TPR indicates that they are fairly well established and are not frequently amended. On

the one hand, waote that some Chinese export restrictions are subject to dispute settlement in the

WTO (see the box belo¥)and that critcismha 6 SSy RANBOGSR 3L Ayad SELI
earthsQ 0aSS aSOGA2Yy odm 020S0® hy (GKS 20§KSNJ KI YR
may provide China with strong incentives to maintain or introduce new export restrictions. Against

thiso  O1 INRdzy R ¢S | aadzyS GKIFIG / KAyl Qa dmhéreag8 T SE LR
products subject to such restrictions may vary over time.

3 |bid. at 43, parar7.

** Ibid. at 44.

% |bid. at 45, paras. 82 and 86.

% |bid. at 46, para. 88.

" Chinai Measures Related to the Exportation of Various Raw Materials, DS 394, 395 and 398, cases initiated
by the U\, the EU and Mexico. The panel report (WT/DS394iR3 been appealed by China (WT/DS394/11)
and the U8 (WT/DS394/12).
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Box 3.1 Panel Report: China - Measures related to the export of various raw
materials

The disputeconcerns four types of export restraian bauxite, coke, fluorspar, magnesium,
manganese, silicon carbide, silicon metal, yellow phosphorus andJpoa its accession to the
WTO, China undertook to elinate all export dutiegxcept for a number of products listed in an
Annexto its Protocd of AccessionChina also committed not to apply export quotdse Panel
found that China's export duties were inconsistent with the commitments that China had agre
in its Protocol of Accessi@ndthat export quotas imposed on some of the raw maaés were
inconsistent with WTO rule€hina's Protocol of Accession did not allow the general exceptions
Article XX of the GATT 1994 to justify its export duitesn if China were able to rebn certain
exceptions available in the WTO rules to justify its export duties, it had not complied with the
requirements of those exception€hina was not able to demonstrate that it imposed these
restrictions in conjunction with restrictions on domegbimduction or consumption of the raw
materials so as to conserve the raw materialsthatits export duties and quotas would lead to a
reduction of pollution in the shortor longterm and therefore contribute towards improving the
health of its peopleThe Panel also found that certain aspects of China's export licensing regin
are inconsistent with WTO ruleBindings of the panel have been appealed by China and the U

Source: <http://www.wto.org/english/tratop_e/dispu_e/cases_e/ds394 e.htm>

Intellectual property rights  (IPR)

/| KAySasS LRtAOASE NBIFNRAYI AyaSttSOGdza t LINE LIS NI ¢
accession to the WTO. WhileRI NB y 2 &aAy3ft SR 2dzi FT2NJ ALISOALI €
Protocol, such issues were dealt with in great detail in the Working Party R&@dn. TPR of China

shows that the domestic use of intellectual property rights in China has increased riapiélyent

8SINARX FYR GKIFG [/ KAYFQa NBTF2NYa 27 MedaSeline | y R LI
scenario assumes that China will continue to encourage domestic applicatiof®Rand further

reinforce its implementation of existing rules aptbcedures to secure such rights. We also assume

GKFG /1 KAYF gAff LINE Y 2ARRBy slippoidgiedhrolfgy Bar<ter, availbbNi® I O K
of compulsory licensing, capacity building, as well as benefit sharing relating to genetic resources.

3.3Baseline scenario for trade in services
Trade in services between Norway and China is regulated byémeral Agreement on Trade in
ServiceGATS including the respective Schedules of specific commitments of Norway (WTO doc.
GATS/SC/66/) and China T® doc. GATS/SC/135). Our focus in the following is on the specific
commitments as set out in the Schedules. There are three main distinctions that are essential to our
analysis of trade in services:

- The distinction between horizontal commitments and sfieaommitments. This distinction
follows from the respectivechedules. Horizontal commitments (including restrictions) apply
across sectors, while specific commitments apply for the specific sector only.

- The distinction between commitments regarding meatrlaccess, as defined in article XVI of
GATS, and national treatment, as defined in article XVII of GATS. In most cases, China and
Norway have undertaken the same range of commitments under both provisions.

2 WT/ACC/CHN/49paras. 251305, including commitments undertaken in paras. 252, 256, 259, 263, 265, 270,
275, 284, 286, 288, 291, 292, 296, 299, 302, and3B84
2 WT/TPR/S/230/Rev.1 atl668.
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- ¢CKS RAAGAYOUAZ2Y 0Si ¢SS grosha@digNsLipghy @RcBrsumptidn - & dzLILJ
abroad, (3) commercial presence and (4) presence of natural persons, as defined in article I:2
of GATS.

Horizontal commitments

The Norwegian Schedulesets general restrictions for all sectors on modes 3 and 4 of supp
(commercial presencgresence of natural persong) the form of gneral authorization procedures

for acquisition and a reservation concernirthe extension of beneficial treatment of branches and
agencies of companies established within the Europdssonomic Area. There are general
exemptions regardinghe extension of subsidies to foreign services or service providers. Restrictions
also apply to the presence of natural persons.

According to theChineseSchedule, mode 3 of supply is subject to somaegal market access
restrictions, involving in particular establishment of equity joint ventures, branches and
representative offices, as well as the ownership and rental of land. Mode 4 of supply (presence of

VI GdzNI £ LISNBR2Yy a0 Aao2Adfy RNOPSNIEOSNE S iTNI G SRY & wdzy
executives, specialists and services salespersons. All existing subsidies to domestic services suppliers

in the sectors of audiwisual, aviation and medical services are unbound with regard to national
treatment and mode 3 of supply.

Specific commitments

Norwayhas undertaken extensive commitments for mode$8 bf supply in most sectors. The main
exception, in addition to the horizontal reservations mentioned abax@cernsrestrictions on
mode 4 of supplywhere Norway has noted that this mode remains restricted/unbound for almost all
sectors. There are some sectors efvironmental relevancavhere Norway has not undertaken
commitments in itschedule® These include the following:

1) Research and developmeservices on natural sciences as well as interdisciplinary research
and development services

2) Realestate services involving own or leased property

3) Services incidental to mining

4) Services incidental to energy distribution

5) Postal services

6) Healthrelated andsocial services

7) Maritime transport services

8) Internal waterways transport

9) Pipeline transport

In addition, some restrictions apply to environmental services, inclutlieghorizontal restriction

GKFG O2YYAUYSydGa Ay (GKA& &S fictons) wheker owhediandA y Of dzR
2LISNF GSR 2NJ O2y iGN OGSR 2dzi o0& €20t NBIAZ2YLE 2
(crossborder supply) remains unbound for both market access and national treatment within all sub

sectors of environmental serviseFinally, there are specific reservations concerning market access

for mode 3 of supply (commercial presence) for refuse disposal services and cleaning services of
exhaust gases regarding the existence of monopoly situations. Norway has significarttgbdoen

undertaking further commitments in the transport sector.

¥When a country undertakes commitments within a secto

guestion. I n addition, the country may include a rese
Where a country does not undegak c o mmi t ment s, its schedule will state
wants to undertake | imited commitments in this sector
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Chinahas in general undertaken fewer commitments than Norway in most sectors. China has
extensive reservations concerning mode 3 of supply (commercial presenegliirements

concerning jait ventures in particularAs noted in he Feasibility Study2008:p m ByrtheYnd of

HnncX [ KAYl Kra 2LSYSR Y2NB GKIy mnn aSNBAOSa a
{SOG2NIft [/ tFaaAFTAOLIGAZ2Y [ Aailevéldpirgveeononyh theé eryiced RS N y
YIEN] SO 2F [/ KAy | Asindicatpdiby thiS stateient mdnyt ok theSeReBdvations have

been phased out over time, and we may thus assume that they have been eliminated. In the 2010

Trade Policy Review (TPR) o/ KAY Il = GKS 2¢h {SONBOGFNARIG YIF{1Sa
policy since the 2006 TPR:

The Government has placed more emphasis on developing services by way of further
liberalization of sectors, including financial services, telecommunicatasiourism. While

the presence of SOEs is considerable in key services sectors, such as banking,
telecommunications, and civil aviation, and there are still significant restrictions on foreign
investment and privatesector activities, China has adoptedns measures to further
liberalize services, particularly financial services, telecommunications, and tourism. China's
commitments under the General Agreement on Trade in Services have not changed since its
previous Review; the authorities consider that iizhhad already implemented some of its
GATS commitments ahead of the dates envisaged, and recent reforms are part of an ongoing
liberalization process since its accession to the \TO.

The 2010 TPR proceeds to assess services sectors. Of particular itdetbgd report is the
assessment of air transport and maritime transpobipth of which indicate a high level of
liberalization and stability in the regulatory framewdfé reform to open up the tourism sector was
undertaken in 200§° The TPR contains rassessments of other services sectpestinent to this
report.

In someenvironmentally relevansectors China has not undertaken commitments in sthedule.
These include the following:

1) Veterinary services

2) Research and development services (all)

3) Marketresearch and public opinion polling services
4) Services related to management consulting

5) Services incidental to mining

6) Advisory and consulting services related to manufacturing
7) Services incidental to energy distribution

8) Investigation and security activige

9) Buildingcleaning services

10) Healthrelated and social services

11) Pipeline transport

In addition, there are some restrictions of particular interest in an environmental context. These
include the following:

1) Architectural services, engineering services, iraggd engineering services, urban planning
services: Mode 1 (crodmrder supply); cooperation with Chinese professional orgedions
is required (except scheme design).

3L WT/TPR/S/230/Rev.1 at 79, para. 46.
% bid. at 91 96.
% |bid. at 97 98.
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2)

3)
4)

5)

6)

7

8)

Related scientific and technical consulting servigcéscusing at onand offshorepetroleum
exploitation: Mode 3 (commercial presenaenly in the form of petroleum exploitation in
cooperation with Chinese partners.

Construction and related servicessame restrictions apply to the whole sector: Mode 3
(commercial presence): Limited projects with specified rates of foreign funding.

Distribution services: Mode 1 (crebsrder supply): unbound for several commission agent
services, wholesale trade services and retailing services.

Environmental services same restrictions apply to thehole sector: Mode 1 (crodsorder
supply, market access): unbound except for environmental consultation services. Mode 3
(commercial presence): Foreign service suppliers engaged in environmental services are
permitted to provide services only in the forof joint ventures, with foreign majority
ownership permitted.

International maritime transport servicesexcept cabotage: Mode 3 (commercial presence):
Chinese flag requires joint venture not exceedin§o46reign investmentthe chairman of

the board ofdirectors and the general manager of the joint venture shall be appointed by the
Chinese side. Other forms of commercial presence for the supply of such services are
unbound. Auxiliary services require joint venturasth foreign majority ownershigllowed

in most casesNorway and China have signed a bilateral agreement on marine transport, see
below.

Internal waterways transport serviceslimited to freight transport: Mode 1 (crogsorder
supply): Limited to international shipping in ports open to efgn vessels. Mode 3
(commercial presence): unbound.

Air transport services limited to repair and maintenance services and computer reservation
systems: Restrictions apply to mode 1 and mode 3 of supply.

Bilateral cooperation

A bilateral Agreement on M#ime Transport between Norway and China DPécember2003,
Shanghai)Article 5 provides for national treatment regarding access to ports and other facilities, but
is limited to ports that are open for the entry of foreign vessels. Article 8 offers rightson
discrimination regarding mu#inodal transport services. Article 9 extends the right to commercial
presence and article 10 extends rights related to key personnel beyond what follows from the GATS
Schedules. Articles 120 contain rules concerning personnel on board ships, including their rights of
entry and conditions for employment.

Norway and China have bilateral cooperation of importance to various services sectors, including
environmental serviceddere we may mentin the following:

MoU on Cooperation in the Field of Water Resources between the Ministry of Water
Resources of China and the Ministry of Petroleum and Energy of Norway, sigrkohelO
2010

MoU on Cooperation in the Petroleum Sector between the Ministriyeifoleum and Energy

of Norway and the National Energy Administration of China, signdeai2ary2009

MoU on Environmental Cooperation between the Ministry of the Environment of the
Kingdom of Norway and the Ministry of Environmental Protection of Clsigaed 30June
2008

MoU on Enhancing Cooperation in Energy Conservation and Renewable Energy between the
Ministry of Petroleum and Energy of Norway and the National Development and Reform
Commission of China, sighed 2&ptember2006

These bilateral agrements do not focus specifically on trade in services, but they provide a
framework within which trade in services is likely to be facilitated.
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Conclusions

Ourbaseline scenario for trade in services assumes that the horizontal and specific commitments will
remain the same for Norway and China, and that current trends of unilateral liberalization of services
in both countries will continue at a moderate pace. Such unilateral liberalization does irpcohes
uncertainty, as political and administrative deasis may reverse the level of liberalizationlhis
baseline scenario assumes that political factors are likely to increase the level of uncertainty, at least
in the short term, and that technical cooperation within the current cooperative frameworkell

to reducethis uncertainty: especially for sectors of relevance to environmental seryized at least

in the long term. The Maritime Transport Agreeméaissecued a high level of liberalization for the
maritime transport sector.

3.4 Baseline scenario for investment
¢KS ! INBSYSyild .Si6SSy GKS D2@SNYyYSyd 2F (GKS tS2|
the Kingdom of Norway on the Mutual Protection of Investment (hereafter the Bbilateral
investment treaty was signed on 2November1984 aml remains in forceYhiestmen? A& O NR I Rf
definedAy (GKS . L¢X yR AyOfdzRSEa WwWO2y O0S4&aaRly &actil 2 &S| |
party undertakes to admit investment from the other party in accordance with its laws and
regulations, wHe offering the investors fair and equitable treatment and protecti@nt. 3). Also
relevant for the right of establishmeris Article 5.3 of the Long Term Trade Agreement between
Norway and China?¢ KS / 2y G N} OGAy 3 t I NI A S ad raglatibns i thdiry I 002
respective countries, permit organizations, enterprises and firms of the other country engaged in
foreign trade between the two countries to establish permanent representations, offices or joint
offices by two or more firms in respell A @S O 2 dmyfdid MEhé Bedsiility! Study2008: 92):
Y/ KAYI YR Db2N¥le& KIFI@S |tNBFRe& OFNNRARSR 2dzi S¥
promotion under the framework of the Sinblorwegian Mixed Commission for Economy and Trade,
establishedin 1980. A sultommittee to the commission, for promoting bilateral investments, was
F2NYSR AY {SLIWGSYOSNI HAanc ®Q

The BIT contains a general MFN obligation which does not apply to free trade areas, taxation
frontier trade (art 4). Expropriation or sinal measures shall be undertaken only for public purposes,
in accordance with legal procedures, in a rgiscriminatory manner, and pursuant to compensation
without undue delay (artp 0 @ ¢ KS NAIKG 2F GNIFYyaAFSNI Aa LINRGSO
GAGK AGAa 1 ga |6y RherdlB Thdetldtoty ddpyita Settlamenilietween the state
parties after a6-month consultationperiod (art. 8). In case®f disagreement regarding the amount
of compensation pursuant to an act of expropriation, thévate party may choose to bring the case
before the domestic courts of the party in questjoor before an international arbitral tribunal
(Protocol para. 2). There are no other rights of investate dispute settlement under the BIT, but
the MFN obligation can possibly extend the right to investtate dispute rights in accordance with
commitments of the parties under other BITs (Norway has accepted mandatory ima&ster
dispute settlementn several BITs, including its BIT with Hungary, se&art

The 2010 TPR of China concludes that the Chinese regulatory regime regarding investment had
WNBYFAYSR fFNASt& dzy OKIFy3aSRQ FTNRY wnnc (G2 Hamnd
regime ando lists of encouraged investments, in particular in western regions of Ghina.

Here we shouldnoté KAy I Qa dzaS 2F W{LISOAlIf 902y2YAO %2ySaQ
through investment. Five such zones were established during the 1pB0wrily to attract foreign
RANBOG Ay@SadyYSyid oC5L0X SELIYR [/ KAYlFQ& SELRNIaA

S WT/TPR/S/B0/Rev.1 at 2122.
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Measures designed to attract FDI included streamlined administrative control, relative independence
for local planning authorities, dict access by foreign entrepreneurs to provinceald centrallevel
planning units, tax breaks, reduced duties on imported equipment and production materials, free or
low-rent business accommodation, flexibility in hiring and firing workers, depreciatiowances,
negotiated limited access to the domestic Chinese market for goods produced within the SEZ, and
residence and work permits and income tax exemption for foreigners working within the SEZ (Yeung,
Lee and Kee 200230 1). As policy reform elsewhe in China has been moliied on experiences

from the SEZs, policy differences between these zones and the rest of China are now insignificant.
I O0O2NRAY3 (2 | [/ KAYS&S NBLX @ Rdz2NAYy3a G§KS Hnawmn
02y OSLIi © Xacdess gdqurénierits concerning foreign and/or domestic investment are
generally applied nationwide and there are no other requirements for enterprises to fulfill if they
gyl G2 0SS Sa%hlofAaKSR Ay {9%aodQ

In conclusionpur baseline scenario assumes thiavestment flowswill depend partly on unilateral
decisions to open up sectorgpany of which will fall under services sectors (market access and
national treatment in regard to mode 3 of supplycommercial presence), and partly on bilateral
cooperation etween Norway and China. There seems to beoasiderablepotential for greater
investment between Norway and China, both currently cagtgdorting countries. The baseline
scenario assumes thatvestment protectiowill remain at the current level, whicis fairly low when
compared to other BITs. We do not know whether the level of investment protection has been of
significance to investment decisions so,féut aher studies have indicated that the level of
investment protection igienerallyof minor mportance for investment decisions.

4. Screening

In order to provide scenarios that are focused, wenducteda screening on the basis of the
Methodology Report (Fauchald and Venne2ll 48- 57) before developing the scenarios. Final
conclusions regarding screening and scoping, taking into account the scermaggsovided in
chapter 7 below.

4.1 Trade in goods
Tariffs Import to Norway of noragricultural products, except for clothing,rist subject to tariffs of
any significance, and can thus be excluded from furttiscussion hereBy contrast, mport to
Norway of agricultural products is generally subjectfawoly hightariffs. Our preliminary screening
excludes dairy products and dianimalson the assumption that negotiation results will not lead to
any changesn current relevant measures thatauld affect trade between China and Norwdayo
other agricultural products have been excluded

Norwegian export to China is subject to sfpant tariffs in all product categories. Our preliminary
screening excludes agricultural products (other than fish and fish productghe assumption that
negotiation results will not lead to any changaesurrent relevant measures thatauld affecttrade
between China and Norway. Other products than those mentioned remain on the table.

Nontariff barriers (TBT) Norway has not entered into substantive TBT and SPS commitments in
relevant EFTA treaties (see EFSiigapore FTA articles 12 and 13, EKbPea FTA articles 2.7 and
2.8, and EFTAhile FTA articles 16 and 17). The CiNleav Zealand FTA contains separate chapters
with detailed provisions on sanitary and phytosanitary measures (chapter 7, articl@&8)7and
technical barriers to trade (chapter 8, articles 892). Against this background,seéemslikely that

the Sino NorwegianFTA will contain TBT and SPS rules, but such rulgzretidbly notgo very far
beyond existing commitments in the WTID.light of the above and information gathered during our

SWT/TPR/M/230/Add.1 at 45.
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consultations with stakeholders, we concluded that formal agreements between Norway and China
regarding mutual recognition of conformity assessments should be excluded from further
assessmentere. Norway and China can be expected to negotiate bilateral mutual recognition
agreements only ifhe EU has negotiated or is negotiating parallel agreements with China.

One issue raised during the public hearing of the Methodology Reporttheagmport, through

Chirg, of timber and timber productdt wasasked whether the FTA may affect Norwegian policies to
adzLIL2 NI 20KSNJ) O2dzy NASAaQ STF2NIa (2 LINBOSyid Aff
this respectrelate not to Chinese timber, but to timber imp®d to or in transit through China.

Norway does not apply tariffs on timber or timber products. We may thus conclude that Norwegian
measures in respect of such timber would be Aariff measures and would be based on the origin

of timber imported throughChina, or on the origin of timber used for timbleased products

imported from China.

Government procurementhe issue of government procurement was not addressed in any detail in
the Feasibility Study. None of the Chinese FTAs examined containsirgesernment procurement

that go beyond indicating future cooperation in this respect (FTAs with Peru art. 151, and Chile art.
105). Against this background,ismeport will not consider government procurement.

4.2 Trade in services
General issuesn the Methodology Repor{Fauchald and Vennemo 20Me made two assumptions
concerning future commitments regarding trade in serviceshaj crossborder supply of services
OY2RS MO gAff NEYIAY Wdzy o 2 dzy R Q schgdkil&sNdG spéckKicS b 2 NI
O2YYAGYSyida &aidlaGsS W! yo2dzy R Rde8 2) that supgly@hrougthg ( SOKY
LINBaSyOS 2F ylidzNIf LISNA2YAa O0Y2RS n0 gAfft NBYIA
ASOUA2YQ AT scRe@ulesFrthed iRsedrcyhasihiivé that technological developmest
have brought significant improvement opportunities forcrossborder supply of services (mode 1)
in many sectors! and that China and Norway are likely to undertake commitment for mode 1 of
services. Moreoverin line with input from the Chinese research team, we found it necessary to
assesghe consequences from liberalization of presence of natural persons (mode 4). These changes
will be reflected in the scenarios.|

The Norwegianschedule Our screening on the BaA & 2 F O2YYAUGYSyda dzyRSNI
schedule has allowed us to excludeveralcategories of servicggauchald and Vennemo 2011:¢12

14 and 4855). In addition, we have excluded several service sectmsuminghat (a) negotiation

results will notlead to any changei current relevant measures thatould affect trade between

China and Norway, or (lihe activities in question or associated activitiesolve no significant
environmental effects, or (c) a specific assessment of the negotiatiorlt resncludes that it is

unlikely to lead tomajor changes of the incentives of relevant actors. Against this background, we
conclude that the following services sectors remain on the table:

1 Environmental servicepoints of interest are mode 1 of supplydssborder supply); some
NBaSNDI GA2ya O2yOSNYyAy3 3FJ20SNYYSyYyld Y2y2LR2f &1
commitments do not include public service functions whether owned and operated or

O2y (NI OGSR 2dzii o6& f20IFf> NBIA2YIf 2N OSy{ NI ¢
Busines serviceselated to mining and energy distribution

Research and development servicekited to natural sciences, as well as interdisciplinary

research and development services

= =

% WTO docs. GATS/SC/66 and GATS/SC/135, respectively
37 Seeinter alig WTO doc. S/C/W/320 para. 74.
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Transport servicemclude rail transport, road transport, air transport angaritime transport, all of

which may be relevant to the FTA. Transport between Norway and Ghipaacticeair transport

and maritime transport, will be addressed separately beldlerway has undertaken commitments

in GATS concerning rail transport witgard to pushing and towing, maintenance and repair, as well

as support services. No commitments have been undertaken regarding passenger and freight
transport. With one minor exceptiorfcrossborder supply of maintenance and repair services

b 2 N¥ | &e@&FTAS dp not include any additional commitments. Hemae assume that aff TA

with Chinawill not affect rail transport significantly. The same applies to road transport services,
where relevant existing FTAs include only one minor concession: ndreswnt of national
registration on vehicles used for passenger or freight transport.

Norway could undertake commitments regardihgalth servicesand such commitments could be
relevant to the extent that they address environmemtated healthmatters. However, we find that
such commitments are unlikely to be undertakeand that even if such commitments are
undertaken, the environmental effects of such commitments caeXyectedto be insignificant.

The Chinesechedule Our screening on the basis @2 YYA G YSy (i a dzy R&3Nddllel Sy Ay
has allowed us to exclude some services. In addition, we have excluded several of the services
sectors on the basis of the assumptions mentioned immediately absyainst this background, we

conclude that the fdbwing services sectors remain on the table:

1 Professional servicegoints of potential interest are architectural services, engineering

services, integrated engineering services, urban planning services and veterinary services

Research and development giees

Other business servicepoints of interest may be management consulting and services

incidental to mining and energy distribution

1 Environmental servicesf interesthereare market access mode 1 (crdssrder)¢W! y 0 2 dzy R

except for environmentalZy adzf GF A2y &aSNBAOSAQ>X YR Y2RS
WC2NBAIY &SNBAOSA &adzll)X ASNER Sy3aF3aSR Ay Syogai
ASNDAOSa 2yfeée Ay (KS FT2N¥Y 27F 22Ay0 OSyldd:NBax

Transport between Norwa and China:The air transport servicepertinent to this study are

FRRNBAaSR Ay GKS ! ANBSYSyd 2y [ AGAf ! ANJ ¢NI yaLR N

of China and the Government of the Kingdom of Norway, signed in 1973 and subsequea#y¥evi

In accordance with this Agreement, there are few restrictions on air transport between China and

Norway. Issues concerning air transpare, in accordance with current practicly be resolved in

bilateral agreements outside the scope of the F$&a Sine NorwegianFTA will not directly affect

the conditions for air transport betweethe two countries Indirect effects (increased transport as a

conseguence of increased trade) will be considered where relevant.

1
1

Maritime transport services are currdgtnot bound in the Norwegian GATS Schedule. Such services

I NB (G2 a2YS SEGSyld o62dzyR Aly2 NIKKBAQ@Eain BommifmerisO K S R dzt
regarding maritime services. The effect of including such provisioas FIr'A with China must be

as®ssed in light of the existing bilateral agreement between Norway and China. It is our assessment

that the commitments undertaken il 2 NI IFEAQ @0 not providéor market access, national

treatment or other commitments that go significantly beyond therooitments undertaken in the

bilateral agreement between Norway and China. Against this background, we assunan tRaA

between the two countrieswill not directly affect marine transporto any great extent Indirect

effects will be considered where refant.

3 The Agreement has not formally entered into force, but is used as a basis for Chinese and Norwegian
regudation of air traffic between the countries.
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4.3 Investment
EstablishmentEstablishment (the right to invest across borders) is in general not liberalized through
bilateral FTAsbeyond specific commitments undertaken in services sectors (modes 3 and 4 of
supply). Relevant provisions in baaal investment treaties and chapters of FTAs do in general
contain soft obligations to cooperate in order to facilitate investment flows between the countries.
Against this background, we assume that the investment chapter of the FTA will not contain
provisions that will significantly change the right of establishment in Norway or China beyond what
follows from article 3 of theeurrent. L ¢ 0SG ¢SSy / KAYlF YR b2NBlFeayY W
encourage nationals or companies of the other contracting yp&stinvest in its territory, and shall
FRYAUG &adzOK Ay@SaidySyda Ay | OO2NRIYyOS gAGK Ada I
Investment protectionin light of commitments undertaken in the current BIT between China and
Norway, our screening has excludeddd issues: gpropriation, transfers and mandatory st@igate
dispute settlement(Fauchald and Vennemo 2011:¢12 and 5856). Against this background, we
have identified the following issues as remaining on the table:

1 Nondiscrimination provisions, including mefstvoured-nation and national treatment
f W YONBtftlF OfldzaSQ o0APSd | Of dzAaS GKFd LINRBGSOL
1 Performance requirements
1 Fair and equitable treatment, depending on whether it will be subject to investate
dispute settlement
1 Mandatory investogstate dispute settlement
1 Provisions to promote the environmental performance of investment or investors

5. Free trade scenario

Our free trade scenario focuses on those topics that remain after the above screening.
Environmental measures taken to mitigatevadse environmental effects or to enhance beneficial
environmental effects will be addressed in the green trade scenario below. For Norway, the free
trade scenario is based on statements in 2@8Feasibility Study and commitments undertaken in
EFTA Fre@rade Agreements with Singapore (2002), Chile (2003), Korea (2005) and Perut*(2010).
These FTAs have been selected partly due to their geographical proximity to China and partly due to
their comprehensiveness and recent conclusion. For China, the frele saenario is based on
adrdSySyita Ay GUKS CSraAoAfAdGe {GdzReéz a ¢Sttt I a
(2005), New Zealand (2008), Peru (2009) and Costa Rica (20t@se FTAs have been selected
mainly because othe characteristics ofhe countries that are partiegnd because they have been
concludedrecenty.

In addition to these FTAs, which have been considered systematically, we have cossukeal
other FTAs on aad hocbasis, including the FTAs between EFTA and Hong Kdip @t between
China and ASEAN (2004) and China and Singapore (@0@8&)ticular. We have also consulted
several bilateral investment treaties.

5.1 Trade in goods

39EFTA Free Trade Agreements can be accessed fitgrefwww.efta.int/freeirade/freetradeagreements.aspx
““Chi na6s Fr ementsicanade acedsedhdige:/fta.mofcom.gov.cn/english/index.shtml
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Tariffs
We distinguish between Norwegian and Chinese import tariffs.

Norwegian import taiffs: We assume thaa Sine Norwegian FTAvill eliminate all tariffs on clothing.
This seems to be an obvious bargaining chip on the Norwegianssidealso the Feasibilitgudy
(2008: 48). Further, ®me agricultural goods will be subject to significant tariff reductions ia th
scenario. The candidates for tariff reductions @ems of interest to Chindut of low significanceo
Norwegian farmersChineseinterest is stimulated if transport costs are low and/or the Chinese cost
advantage is highThis will probably excluddairy product and live animalsWe also note thathe
significance for Norwegian farmersgsobablylow if Norway hardly produces the go®éh question
Rice is an example that fits both categoriether examples could badzen meat, oils and grains.
Box 5.1showsthat there may be environmental issues related to trade in agricultural gaousss
there areproper regulatonsfor health and sanitation issues.

Box 5.1 Possible environmental issues of rice (15 February 2011)

China rice laced with heavy metals: report
(AFP) — 4 days ago

BEIING — Up to 10 percent of rice grown in China is contaminated with harmful heavy metals
but little has been done to highlight the possible public health risks, a report said.

This week’s edition of the New Century magazine cited studies showing that large amounts of
Chinese rice have been tainted with heavy metals like cadmium due to years of pollution
stemming from the nation’s rapid economic growth.

"During China's fast-paced industrialisation, activities such as mining have sprung up
everywhere, releasing into the environment chemical elements like cadmium, arsenic, mercury
and other harmful heavy metals,” the report said.

"These harmful heavy metals have spread through the air and water, polluting a rather large area
of China's land... a complete chain of food contamination has existed for years."

The report cited academic studies since 2007 focusing on several rural villages in southern China
near mines and industrial areas where health problems such as bone diseases have emerged,
mostly among the elderly.

Pan Genxing, a scientist who carried out some of the key research cited in the report, said the
percentage of tainted rice was even higher in some specific localities.

"In areas with acidic seil that are known to be badly polluted, we have found that up to 60 percent
of the rice samples gathered there surpass cadmium standards,” Pan, a scientist with Manjing
Agricultural University, told AFP.

However he added that while cadmium levels were sometimes five times higher than government
standards, the problem represented a "potential health risk™ rather than dangerous "acute
toxicity™.

Most at risk from high cadmium levels were subsistence farmers in polluted areas who mainly live
on the rice they grow, Pan said.

Chinese import tariffsSThe expeience from other bilateral FTAs is that China is willing to phase out
its import tariff on various categories of seafood. Table 5.1wshthe agreed tariff schedules
between China and Chile. The initial tariffs are similar to those currently facing Narwsga
products, around 1012% The ChinaChile FTA stipulates that tariffs a@ be eliminated gradually
overab5- 10 yearperiod. Similar concessions, althougenerally somewhatnore farreaching, were
offered by China in its FTA with Peflalfle 5.2).On this basisour free trade scenario assumes that
Chinese import tariffs facing Norwegian sea produdgtksbe eliminated, immediatelgr gradually.

There is also reason to argue that Chinese tawifsbe lifted on some or all industrial products of
interest to Norway.
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Table 5.1 FTA between China and Chile as regards chilled and frozen seafood
Category Tariff rate, % | Phasingout of tariffs

Fresh or chilled trout 12 W SINIMnQ OmM/E: o0& aAidy
Fresh or chilled Atlanti{ 10 W SIENIMnQ o0la o2@S0
salmm

Fresh or chilled halibut 12 W SINI pQ O6HmE: o6& aAdyl
Fresh or chilled herring | 12 W SINIpQ 6Fa Fo20S0

Fresh or chilled cod 12 Y SINIpQ ola o02@S0

Fresh or chilled haddock | 12 Y SINIpQ ola o02@S0

Fresh or chilled mackerel | 12 Y SINIpQ ola o02@S0

Fresh or chilled fish, nes | 12 W SINIMnQ OmM/E: o0& aAidy
Fresh or chilled fish liver ¢ 12 W SINI pQ OHE: o0& aiAdayl
roe

Frozen trout 12 W S| NJ wmsignhatdres tiiereafte@10% annually
Frozen Atlantic salmon | 10 W SINIMnQ 61L& 62380
Other frozen halibut 10 W SINIHQ opmrE: o6& aiAdyl
Frozen herring 10 W SINIHQ ola 62050
Frozen cod 10 W SINI pQ OHE: o0& aiaiy)
Frozen haddock 12 W SINIpQ ola 62050
Frozen mackerel 10 W SINIMAQ omME? 08 airidy
Frozen fish, nes 10 Y SIENIMAnQ o6la o20S0
Frozen fish liver & roe 10 W SINIMnQ 61L& 62350
Fresh or chilled fish fillet| 12 W SINIMnQ 61L& F62@3S0

and other fis¢ meat

Atlantic salmonsmoked 14 W SINI pQ O6HmE: o0& aAdyl
Smoked herring 16 W SINIpQ ola o2@S0
Smoked fish (excl. salmg 14 W SINIMnQ 6mMx: 08 aaidy
& herring)

Frozen shlled shrimp 8 Y SINIMQ omMnxk: 0& aiaidy
Frozen shrimp in shell 5 W SINI pQ O6HmE: o0& aAdyl
Other frozen crabs, nes | 10 W SINIMnQ 6mxE: 08 aaidy
Mussels, frozen, dried 14 Y BImMnQ olFa Fo20S0

salted or in brine

Source FTA between Chile and China, Annex 1, Section 2, including the Schedule of China.

Table 5.2

FTA between China and Peru as regards chilled and frozen seafood

Obligation undertaken

Product categories (tariff rates as above)

Dutiesare exempt from tariff elimination

Frozen fish liver & roe

Duties shall be removed in 10 equal annual

stages beginning on the date this Agreement -
enters into force, and such goods shall be du -
free, effective January 1st of year 10 (paralle -

WY SIONJFw2 @S0

Fresh or chilled trout

Fresh or chilled Atlantic salmon

Frozen trout

Frozen Atlantic salmon

Other fish fillets and fish meat, fresh or
chilled

Smoked fish (excl. salmon & herring)
Other frozen crabs, nes

Mussels, frozen, dried, salted or in bring

Duties shall be removed gightequal annual

Frozen mackerel
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stages beginning on the date this Agreement - Frozen fish, nes

enters into force, and such goods shall be du - Other frozen fillets

free, effective January 1st of year eight

Duties shall be remeed infive equal annual - Fresh or chilled halibut
stages beginning on the date this Agreement - Fresh or chilled herring
enters into force, and such goods shall be du - Fresh or chilled ab

free, effective January 1st of year five (parallg - Fresh or chilled haddock
G2 W, SIENIpQ 620S0 - Fresh or chilled mackerel

- Fresh or chilled fish, nes

- Fresh or chilled fish liver & roe
- Frozen haddock

- Atlantic salmon smoked

- Smoked herring

Duties shall be eliminategintirelyand such - Other frozen halibut

goods shall be dutfree on the date this - Frozen herring

AANBSYSyld SyGidSNm Ayli4 - Frozen cod

above) - Flours, meals & pellets of fish, fit for

human consumption
- Frozen shelled shrimp
- Frozen shrimp in shell

Source FTA between Peru and China, Annex 2udiog the Schedule of China.

Non-tariff barriers

1) Trade facilitation According to the Feasibility Stud¥008:7 T Ghin&and Norway Customs could
strengthen their existing relationship to further facilitate bilateral trade. Furthermore, the inclusion
of provisions on customs procedures and trade facilitation in a future FTA would be beneficial to
Sinocb2NBSIAlLY 3F22R& (UNFYRSPQ ! Y2y 3 (-RSuFIRBISIAL Y
advancedas regardsmodalities for trade facilitation. Article 2.4nd Annex VII set out general
obligations to simply procedures for trade in goods and related servicese are alsanore detailed
provisions coveringthe use of international conventions, recommendations and standards;
simplification of international trde procedures; risk management in the application of control by
customs and other border agencies; advance rulings; and cooperation on trade facilitation within the
framework of the Joint Committee and in relevant multilateraluimis governing trade facitation.
Article 2.5 establishes a S@ommittee on Trade in Goods, Rules of Origin and Customs Matters. In
addition, article 2.10 prohibits requirements of consular transactions, including related fees and
charges, in connection with the import of goddem the other party.

Among the Chinese FTAs examined, the FTAs with New Zealand, Chile and Costa Ri¢a contain
respectively chapters on customs procedures and cooperation (chapteoWgustoms procedures

and trade facilitation (chapter 4), arah custons procedures (chapter 5). Of particutatevanceare
references in these chapters to th&973 International Convention on the Simplification and
Harmonization of Customs Procedures, detailed provisions on advance rulings, and provisions on
release of goos within 48 hoursBoth China and Norway are parties tdgfonvention.

Against this background, and in light of the limitatidasingNorway as party to the EEA Agreement,
we have chosen to base our free trade scenario on trade facilitation in linethetlarrangements
provided for in the EFTReru FTA.

2) Technical barriers to tradéds noted inthe Feasibility Study2008:85), W'! L2aaroftsS cCc¢! e
China and Norway would develop bilateral cooperation through identifying principles, disciplines and
procedures for dealing with technical requirements, standards and conformity assessment that affect
OAfIFGSNIE GN¥YRSo® X Ly (KS O2yGSEG 2F | LR&&AAOTE &
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identify and eliminate existing unjustified technica 6 F NNASN&E (G2 LINBY2(3S oAf
strengthen cooperation on mutual recognition of conformity assessment; and to carry out bilateral

022 LISNF GA2Y Ay GKS FASER 2F GSOKyAOFf NBIdzA I G A
Norwegian FTAs exanad are limited toissues ottonformity assessment. The Korean and Peruvian

FTAs, articles 2.8 and 2.14, respectively, contain relevant provisions on mutual recognition of
conformity assessment bodies and results, but leave specific undertakings for figgogiations.

The Chinese FTAs go further than the Norwegian FTAs in setting out rules on and promoting future
cooperation regarding technical barriers to trade (see chapter 8 of the FTA with New Zealand,
chapter VIII of the FTA with Chile, and chaptesf The FTAs with Peru and Costa Ritaf / KA Yy | Qa
FTAs, the one with New Zealand is most advanced in this respect. Its chapter 8 includes elaborate
provisions concerning regulatory cooperation (focusiimger alia, on health, safety, and the
environment) conformity assessment procedures, transparency, technical assistance, and a detailed
provision establishing a TBT committee.

Against this background, and in light of the limitations Norway faces as party to the EEA Agreement,
we have chosen to base oureg trade scenario on TBT rules in line with those included in the
EFTAPeru and EFFKorea FTAs.

3) Sanitary and phytosanitary measurégcording to the Feasibility Stud3008:82), WI L}2 aaAof S 7
trade agreement China and Norway would have the opmaity to strengthen cooperation on SPS
AdadzSa FyR SadlroftAiak 02YY2y dzy RSNEROGFYRAY3a (2 NB

lY2y3 GKS 2L NIdzyAdAasSa fAadiSR NS WSyKIyOSR
operations and associated regil® NB LINJ OG A 0SaQs WIFINBSAy3a 2y GKS
AARSA 6AGK NBALISOG (2 AyalLlSoirAzys (dSadiay3a IyR O

EEA Agreement, agreeing on the principles of harmonization, equivalence, transpapdcy
NB 3 A 2 y | ©fthé Noiwedlayf BTds examined, the EFFgku FTA contains the most advanced
SPS provisiorits aticle 2.13 includes an obligation not to restrict market access unless there is
scientific justification (para. 3), an obligation tovedop bilateral agreements when necessary (para.
5), and the establishment of a forum for SPS experts (para. 7).

The Chinese FTAs go further than the Norwegian FTAs in setting out rules on and promoting future
cooperation regarding SPS measures (see @napbf the FTA with New Zealand, chapter VII of the
FTA with Chile, and chapter 6 of the FTAs with Peru and CostatRiEa)./ K-XAS|tHe &dne with

New Zealand contains the most advanced and extensive chapter on SPS meaghrefgborate
provisionsconcerning implementing agreements, risk analysis, adaptation to regional conditions,
equivalence, verification, certification, import checks, cooperation, notification, and exchange of
information.

Against this background, and in light of the limitatidisrway faces as party to the EEA Agreement,
we have chosen to base our free trade scenario on SPS rules in line with those included in the
EFTAPeru FTA.

Export controls

The 2008 Feasibility Study does not consider export controls. The Chinese FTAs contain few rules
regarding export measures. Rules export restrictions incorporate art. Xl of GATT (art. 11 of FTAs
with Costa Rica, and Peru), lagme of these agreemenigovide an openindor flexibilities through

lists of measures in annex&sChina has not made use of such flexibilities to great extent.*? Art.

*1See in particular Annex 1to the FTA with Costa Rica, wherein Costa Rica has liategeaf products for

which expot restrictions may be continued.

“The most extensive use was in the FTA with Costa Ric
protection of the environment and natural resources pursuant to applicable domestic law and the provisions
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11 of its FTA with New Zealand contains a potentially-risaching obligation toimit the use of
export controls

1. A Party shall not adopt or maintain any Adrt NA FF¥ Y S| adzNBa 2y GKS X
good destined for the territory of the other Party except in accordance with its WTO rights
and obligations or in accordance witkther provisions of this Agreement.

2. Each Party shall ensure its A@niff measures permitted in paragraph 1 are not prepared,
adopted or applied with a view to, or with the effect of, creating unnecessary obstacles to
trade between the Parties.

Rules egarding administrative fees and formalities incorporate relevant WTO rules, in particular arts.
Il and VIl of GATT (FTAs with Chile art. 9, Costa Rica art. 13, New Zealand art. 9, and Peru art. 13). In
addition, the Chinese FTAs contginerallydetailed rules for determining the country of origin.

b2NBleQad C¢! a O2y (i khaabolitlaiNd &podt fedriftinspidsisidndnite -3

reaching than those of Chin&or example according to art. 9.2 of the Norwaghile FTAW¢ K S

Parties sha] on the date of entry into force of this Agreement, abolish all customs duties on exports

2F 3I22Ra 2F F tFNIeé Ay GNIRS 0SG6SSy GKS t I NIAS
Korea (art. 2.3), Singapore (art. 8), and Peru (art. 2.8). Mereart. 15.1 of the FTA with Chile states

GKFG WEEE AYLERNIO 2N SELRNI LINPKAOAGAZYyAa 2N NBail
States and Chile, other than customs duties and taxes, whether made effective through quotas,
importorexportt A OSyasSa 2NJ 20KSNJ YSIFadaNBaz akKlftf oS StAY
The annex does not list exemptions of interested ! NI A Ot S wmpon adl dSa GKI G
NEBFSNNBR (2 Ay LI NI} AN LK ™ aakelirfclédedar 2 N KRB &R dzOS R @
with Korea (art. 2.5) and Singapore (art. 9). The FTA withd®fems greaterflexibility in this respect,

as it is limited to incorporating GATT art. Xl and include some additional flexibilities (art. 2.9 and
Annex IX).

All the FTAs examined contain general exceptions that are parallel to those of GATT art. XX. Of
particular interest in relation to export controls that are justified on the basis of environmental
concerns are GATT art. XX(b) and (g). In addition, art. 20(ij) are relevant from a broader
perspective which includes sustainable development, i.e. social and economic aspects.

Against this background, and given the sensitivities of the exgmrtrol issue due to current
disputes between China and third couess, we base ouifree trade scenario on the restrictions on
export controls contained in the FTA between China and New Zealand.

Intellectual property rights (IPR)

According to the Feasibility Studp008: 87) a Norwegian FTA with China could strengthen
Yabperation on the implementation of intellectual property rights, including in relation to legal,
FRYAYA&GGUNI GADBS FYR AYLIXSYSyiGlragAaz2y LINRPOSaasSaqQ Iy
LINPOf SYad ARSYUGAFASR Ay (GKS AyidStftSOldzr f LINRLISNIGe@
All the Norwegian FTAs examined contain provisions regarding intellectual property rights. The FTA

with Peru differs from the other in containingprovisions that will be considered in the green trade

scenario belowOfthe FTAs, the one with Chile (whichparallel to those of Singapore, see art. 54

and Annex Xll, and Korea, see arts.- 7.3 and Annex XIll) angith Peru contain the most far

reaching provisionsas to IPR protection. The FTA with Chile contains obligations regarding a
minimum level of protection and nediscrimination (bothNT and MFN treatment) in art. 46;

obligations toundertake to become parties tgeveralmultilateral treaties within specified time

establisked in Article 159 (General Exceptions) of this Agreement; and (b) actions authorized by the Dispute
Settl ement Body of the WTO. 6
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limits in Annex XII art. 2; as well as references to the TRIPS Agreement with regard to geographical
indications, acquisition and maintenance t#Rs and enforcement in Arex Xl arts. 63. Of
particular interest here is the following obligation in Annex XllI art. 3 to:

ensure in their national laws at least the following: (a) adequate and effective patent
LINPGSOGA2Y FT2NJ Ay@SyiliAazya Ay &t aalsbieBa 2F
extension of the patent term to compensate the patent owner for unreasonable curtailment

of the patent term as a result of the marketing approval or sanitary permit process; and (c)
compulsory licensing of patents shall only be granted unde terms of the TRIPS
Agreement and the Doha Ministerial Declaration adopted on 14 November 2001 by the
World Trade Organization.

In addition, Annex XlI art. 4 contains rules on extended protection of pharmaceutical and agricultural
chemicals in cases wheerinformation must be submitted in the process of granting a marketing

approval or a sanitary permit to products which a@linew chemical entities. According to the
LINEPGAAA2Y S GKS LI NILASE Waklff LINRBGSOitoprae6tk RI Gt
the public, or unless steps are taken to ensure that the data are protected against unfair commercial

dza S®Q CAylffeéz INId p 2F !''yySE - LL LINBDARSE T2N
at least 15 years.

b2 N¥ I €& Qith Patutcbntaiis many of the same provisions as the FTA with Chile. One notable
difference is art. 6.9 concerning patents, which is parallel to art. 27 of TRIPS. An additional element
AaX K2oSOSNE GKS LINRPOA&AZY | OOGaddRareytprotécion ork A OK W
plants, shall undertake reasonable efforts to make such patent protection available consistent with

LI NI I NJ LK ™ drdvides fodiexteBsivé additidnal nprotection of pharmaceutical products

and agricultural chemical pducts relating to approval procedures that require access to

Wdzy RAA0f 2ASR AYTF2NNIGAZ2Y QO

Three of the Chinese FTAs address intellectual property rights in detail. Some of the issues covered
will be further explored in the green trade scenario beldve regads the free trade scenario, the
provisions of particular interest are the following: a provision incorporating the TRIPs Agreement into
the FTA with New Zealand (art. 161.3); provisions on border measures in the FTAs with Costa Rica
(art. 114) and Peru (a 147); and provisions on geographical indications in the FTAs with Costa Rica
(art. 116) and Peru (art. 146). In general, the Chinese FTAs do not contain provisions thatrRtend
protection beyond K A YMT@a@bligations. However, some of the provisigpecify the obligations

in more detail.

Against this background, we assume that Norway and China are likely to have differing priorities
regarding intellectual property rights. However, among the EFTA countries, Switzerkd

promoted strict IPR protection, whereas Norway has in many negotiation processes maintained
positions more in line with the interests of developing countries. The free trade scenario will
therefore not include all the provisions6 S F2dzyR Ay 9C¢! Qa Chulldaam ¢ KS T
the obligations of the TRIPS Agreement supplemented by more specific obligations regarding
geographical indications and border measures. It also includesdisonimination obligations

(national treatment and mostavourednation).

5.2 Trade irservices
Norway has made public iteffers in the Doha Rourf. We assume that, as a minimum, such
commitments will be included ia NorwegianFTA with China. In addition, we base our scenario on

*“WTO doc. TN/S/O/NOR/Rev.1, see
http://www.regjeringen.no/upload/kilde/ud/bro/2006/0015/ddd/pdfv/29&i2festevedlegg.pdf
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commitments made by Norway throughe EFTA FBAvith Singapee, Chile and Koreas yet there
have beemo commitments in the FTA with Peru). China hasmatle publidts Doha Round offers

so ourscenario wildraw on/ K A y¥dmigments inits FTAs with Chile, New Zealand, Costa Rica and
Peru.

Horizontal commitm ents

Norwegian offers in the Doha Round include the opening up for purchases of priopaltystatein
Norway. Importantly, Norwayas maintaired reservations regarding access to subsidies. We base
the free trade scenario on the assumption that Norway wildertake horizontal commitments vés

vis China in accordance with the Norwegian offer during the Doha negotiations.

The Chinesschedule in its FTA with New Zealand includes the same the horizontal commitments as
in its WTOschedule (its New Zealansthedule does not cover mode 4 of supplf)nterestingly,
China has not included the reservation concerning national treatment of some categories of
subsidies for mode 3 in itschedule with Perd® Thisindicatesthat national treatment regarding
subsidiedor commercial presence may be on the table in the negotiations with Norway. In addition,
/ K A yche@ue with Peru includes modifications regarding mode 4 of supply. We consider that such
Chinese commitments would depend on reciprocity, and that Norwéghnhpossibly reciprocate
given itswillingness to consider such commitments in the Doha negotiaflbi@®ur free trade
scenario will therefore include such commitmentdirth the Chinese and the Norwegian schedules.

Specific commitments z Norway

Servica related tomining Norway has undertaken full commitments for mode8 1n the FTAs with

Chile and Korea, and in the Doha negotiations has offered to do the same. Against this background,

we assume iithe free trade scenario that full commitments are undertaken for mode3 df supply,

i.e. that the Norwegian schedule ligisk SY | & Wy 2y S Q s el aatiohaNdeadient 00S a &

Services related tenergy production and distributiomNorway has undertaken full commitments for
modes 13 in relation to construction, exploration and development of energy resourcés FTA
with Chile, and has offered to undertake the same commitment in the Doha negotiatfunsher,
Norway has undertaken full commitments for modes3lin relation to energy commercialization
services, including trading and brokering for energy, energgucts, and fuels, iits FTA with Chile,
and has offered to undertakthe same commitment in the Doha negotiations. However, the latter
commitments contain one reservatipas mode 1 remains unbound in relation to commission agent,
wholesale trade andetailing services relating to electricity; as well as for intermediation of financial
energy derivatres and related auxiliary services. Against this backgrowedbasethe free trade
scenario on commitments parallel to those undertaken by Norwaig IRTA with Chile.

Research and development servicés its FTA with SingaporeNorway has undertaken full
commitments for modes -13 of research and development services relatedhie natural sciences,
and interdisciplinary research and development servit¢&®vever, no such commitments have been
undertaken inits other FTAsnor hasNorway offered to undertake such commitments in the Doha
negotiations. On the one hand, commitments for such servicagghtmprovea sensitive issue in

* The horizontal commitments in Clindsshedules with Costa Rica and Chile do differ significantly from

its WTO schedule The Chineseachedulewith Chile contains some apparent errors, and we thus have not fully

assessed whether additional horizontal commitments have been undertaken under this FTA.

“The relevant r es e schedutereansas followsChi6if 89 s UWBO uimgd f or al |t
subsidies to domestic services suppliers in the sectors ofaudie ual , avi ati on and medi cal
6 See Collective Request, Modé Movement of Natural Persons (8 March 2006) sponsoreihtey,alia,

Norway, available at http://www.regjeringao/upload/kilde/ud/nyh/2006/0078/ddd/pdfv/282#8dde4.pdf.
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relation to China due to gssible competition between Norwegian and Chinese researchers.
Moreover, China has not undertaken commitments for such services in its FTAs. On the other hand,
both countrieshave interests in further cooperation regarding research and technology trarsfdr,

have several bilateral agreements that facilitate such cooperation, including in the fielde of
environment. Against this backgroundur free trade scenario assumes that Norway undertake
commitments parallel to those undertakeniis FTA with Sigapore.

Environmental service3he horizontal reservation for environmental servicésd2 YYA G YSy G & R?2
include public service functions whether owned and operated or contracted out by local, regional or
OSYyiG4NIt 3F2@SNYYSylQoO EhedulezluikdSritHe FTAY, and KGwayp adNdnS 3 A |y
offered to eliminate this reservation in the Doha negotiatiohsthe free trade scenariave thus

assume that this reservation remains.

Norway has undertaken full commitments regarding mode 1 of supply fonaifammental services

in the FTA with Chijeit has also made a similar commitmenits FTA with Korea but with a
reservation for advisory servicedn the Doha negotiationsNorway has offered to undertake
commitments regarding mode 1 for advisory servioegarding wastewater, waste and remediation

and cleanup of soil and water, as well as noise, protection of biodiversity and landscape, and other
environmental and ancillary services. Against this background, the free trade scenario assumes that
Norway undertakes full commitments regarding mode 1 of supply of all environmental services.

Norway hasgenerally discontinueds reservation concerning mode 3 of supfidy refuse disposal
services and cleaning services of exhaust gases regarding the existenoaapoly situations in its
recentFTA4Chile, Korea and Hong Konly) the Doha negotiations, Norway has offered to eliminate
this reservation in relation to waste. Against this background, the free trade scenario asthahe
Norway eliminateshis reservation.

Specific commitments z China

Professional service€hina has not undertaken additional commitments in relation to architectural
services, engineering services, integrated engineering services or urban planning services in any of
the FTAs exam@ad. Our free trade scenario thus assumes that China will not undertake additional
commitments in these sectors.

Research and development servicdhie FTA with Peru is the only Chinese FTA that contains
additional commitments for research and developmeatwsces. These commitments are related to

they I G dzNJ f ex&ePtXoSRB&D Seiviced listed in the Catalogue of Prohibited Foreign Investment
LYRdzZAGNASE 2F GKS /FaGFrt23dzS F¥2N) GKS DdzARFyOS 27
undertaken @ll commitments for modes 2 and 3 of supply (inclallowingwholly foreignrowned

enterprises). Given that Norwagight be willing to reciprocate (see above), the free trade scenario is

based on the same commitment as/inK A ¥ TAQvih Peru.

Other busines servicesChina does not seem interested in opening up its markets for services
related to management consalhcy, as it has not undertaken relevant commitments in any FTAs.
Indeed, itsFTA with New Zealand even seems to include weaker commitmentsdiorssuvices than
those undertaken by China in its WBhedule. Moreover, China has not undertaken commitments
regarding energy distribution. Thusn the free trade scenariowe do not assume further
commitments for management consalticyservices or serges incidental to energy distribution.

China has, however, undertaken commitments for services incidentalrimgin its FTAs with Peru,

Chile and Costa Rica, including full commitments regarding modes 2 and 3 of suppbolé@he
remaining reservationsi that mode 3 of supply regarding market access applgto oil and gas

SELX 2AGFGA2Y Ay O22LINIGAZ2ZY 6A0GK / KAYSaS LI NIy
additional commitments covering some mininglated services: scientific technical cahig

services; field services for iron, copper and manganese; geological, geophysical and other scientific
prospecting services; as well as suyface surveying services. These are full commitments for
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modes 13 of supply, withthe reservation that market access for mode 3 is limited to prospecting
and surveying services for iron, copper and manganese in cooperation with Chinese pabuners.
free trade scenario is based on commitments parallel to those unkerntdy China in its FTA with
Chile.

Environmental servicedVhile China has not undertaken commitments that go beyond its WTO
commitments in its FTAs with Peru and Costa Rica, it has undertaken some additional commitments
in its FTAs with New Zealand andilg, according to whickwholly foreignrowned enterprises will be
permitted under mode 3 for all subectors. Unless otherwise statedur free trade scenario
assumes that Chin ¢@mmitments will be in accordance with those undertaken in its \sdi@dule
supplemented by those undertakeniis FTAs wittNew Zealand and Chile.

Domestic regulation

One remaining question is whether Norway and China will negotiate more specific rules regarding
certainregulatory issues under the GAF&re wef 2 Odza 2(/A VRNBSBdef | GA2yQ | & R
VI of GATS. Norway has indicated some interest in further developing the disciplines related to
domestic regulation under GATS. However, we are not aware of any specific Norwegian proposal in
this respect We note that some Norwegian FTAs contain rules that some respectgo beyond

article VI of GATShe FTAs with Hong Kong (art. 3.7) and Chile (art. 28) extends some of the rules to
sectors in which comrtments have not been undertaken. None of the recent FTAs contées that

go beyond article VI of GATS to an extent that is relevant for the purpose of this reprk Y I Qa C¢ !
with New Zealand contains rules that might be of some intefesie: seearticles 111.3 rhinor

procedural issues when processing applicatifor permits to supply services), and 113 (cooperation

on recognition of qualifications). We consider that there is low probability that Norway and China will
undertake important new commitments regarding regulatory issuesan FTA and that if such
commitments are included in the FTA, they are unlikely to be of significance from an environmental
perspective. Thus, our free trade scenariodoes not include additional commitments regarding
WR2YSAGAO NBIdA FGA2Yy Qo

5.3 Investment

Establishment

The right of emblishment is partly covered by commitments in the services sector where countries
undertake commitments for modes 3 and 4 of supply. These issuesxaminedin section 5.2
above. In the following, we will consider whether the free trade scenarauishinclude additional
rules regarding establishment in a chapter on investment.

According to the Feasibility Stud®008:73),variousl 4 LISOGa 2F GKS C¢! gAfft U
AYBSAGYSYd SYSANRBYYSY(d Q® be SearSasiSdMeEt cansiqdeiicesSoF F S O &
elements of the FTA, and there is in tReasibilityStudy no reference to any specific rules on
establishment. In additionjt refers to cooperation undertaken in joint bodies since 1980 and
proposesthat such cooperatiorbe continuedwithin the framework of the FTA2008:92- 93). These

proposals are general and do not inclutie development of legal commitments.

{2YS 2F b2NBle&Qa C¢!a O2yidl Ay Nz Sa 2F NBf SOl yOSs
between EFTA and Singapore extends the obligation of natiohdlS | G YSy i G2 WiKS Sa
I OljdzA aAGA2y Y SELIl yaiazy X 2F Ay@SatySyiaQo ¢KAa
regarding subsidies (art. 40.3), treatment offered by regional or local authorities (art. 40.4), and
specific exemptions (argd6 and Annex Xl). Articles-&Y ofb 2 NB IFBAQvith Chile contain rules

regarding establishment that are even more -fanching as they do not contain the general
exceptions for subsidies and treatment offered by regional or local authorities. The subsequent FTAs
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with Korea (se art. 1.4) and Peru (see chapter 5) do not contain any obligations concerning
establishment.

The draft Norwegian model bilateral investment treaty (BIT) contains a provision that is similar to the
one in art. 34 of the Chile FTA aticle [3] it extendsNToo f A 3 GA2ya (2 WGKS
I OljdzA aAGA 2y X SELI §ahe tedal BIX codtdins Aoygehéral éxveftipris alehgthe
lines of the Singapore FTA, but opens for specific exceptions to be listed in an annex.

N>

The Chinese FTAs examined do nantain provisions extending national treatment to
establishment. Relevant provisions include provisions extenMif treatment to establishment,

but with significant exemptions (New Zealand art. 139 and Peru art. 131), and otherwise only
recommendatory povisions to promote investment (Chile art. 112, New Zealand art. 151 and Peru
art. 128).

Against this background, it is unclear whether establishment is a realistic option in the negotiations
between China and Norway. However, given the intedsdwn by he Norwegian authorities in
including establishment in thBIT obligation, we have decided to cover this issue in our free trade
scenario.

Investment protection

In light of the third version of the Chinese Model BHnd the draft Norwegian Model BIT as e

the existing FTAs of China and Norwag find it unlikely that the investment chapter of the FTA will
include a mosfavourednation clause, an umbrella clause or provisions on performance
requirements beyond those that are included for services. &dwer, the 1984 BIT between Norway
and China include a fair and equitable treatment provision. Against this backgroundhavee
decided to basé¢he free trade scenario on the following obligations in addition to those contained in
the 1984 BIT between Noay and Chin&’

National treatment The draft Norwegian Model BIT contains an unqualified NT obligation (art. 3.1),
andl L2 adaAiroAftAde 2F fAalAyd aLISOATAO SEOSLIiAzZ2Y A
with Singapore contains a similar NTighation in arts. 40 and 46.

The NT provision of th€hinese Model BIT is introduced by the following general qualification:

W2 A iK2dzi LINS2dzRAOS G2 AdGa tflFrga yR NBIdAIIGAZ2YaEQ
does not contain any suchguf A FA OF GA2Yy S 06dzi | NI -@onforming mBdsues LG | y
YEAYGFAYSR SAGKAY AdGa GSNNAG2NEQ® ¢KS LI NIASAE dz
YSI adz2NBad / KAyl Qa C¢! gAG0K t SNHz O2y lihcludgsian a A YA€ |
FRRAGAZ2YIFE SEOSLIIAZY F2NJ WikKS NAIKG G2 | R2LIG 2
GNBFGYSyld G2 az20Artfte 2NJ SO2y2YAOlFffteé RAaAlFIRGIY(L

Against this backgroundhe design of a NT provisian the FTA remains uncertain. In light of the
Norwegian discussion of NT clauses in BITs and FTAs, we have decided to use the NT obligation in the
Norwegian draft Model BIT as basis for our free trade scenario.

Investogstate dispute settlementOne reasn why Norway has negotiated few treaties covering
investment protection in recent years is concerns regardihg settlement of investor(state

*"The text is available at:
http://www.regjeringen.no/upload/NHD/Vedlegg/hoeringer/Utkast%20til%20modellavtale2.doc.
“8 Text from Gallagher and Shan (200833 437.

“9The 1984 BIT contains provisions on fair and equitable treatment;fmasired-nation treatment,
expropriation and transfer.
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disputes. As the current Norwegian draft Model BEbntains a provision allowing forsuch
settlement, our free tade scenario includgthis option.

Both the Norwegian and the Chinese Model BITs provide for a duty to negotiate prior to submitting
the dispute to arbitration. Moreover, both Modd@ITs contain provisions requiring some degree of
exhaustion of domesticemedies, the Chinese being more demanding than the Norwegian. Both
Models provide for thdnternational Center for the Settlement of Investment Disputes (ICSID) as the
arbitration arrangement to be used. In addition to these elements, the Norwegian Medeires

that the investorshall haveincurred loss. We might assume that a similar requirement would in
practice apply under the Chinese Model as well. The Chinese Model provides for a period of six
months to pass between the investor raises the case Withrelevant authorities and the case is
brought to arbitration. No similar provision is included in the Norwegian Model, but we may assume
that a similar period would normally be needed for an investor tailfitf obligation to settle the
dispute amicaly.Only KS / KAy SasS az2RSft Ay Of dzRSayprolisionHdand Ay
the investor to make a definitive choice between national remedies and international arbitration.

Against this background, we have decided that the investate dispie settlement option of the

free trade scenario will include the following elements: (a) a duty to attempt to resolve the dispute
for a minimum of four months prior to bringing the case to international arbitration, (b) a duty to
attempt domestic remediesvhere such are reasonably available, and (c) ICSID to be the only
available arbitration arrangement.

5.4 Measures to avoid negative environmental consequences

General measures

In light of the general clauses included in the Chinese and Norwegian FTAraxkéon the purpose

of this report,our free trade scenario will be limited to preambular text. All the preambles of the
FTAs examined, exceftiat between China and Costa Rica, contain references to environmental
protection. We may distinguish three waiyswhich the FTAs refer to environmental protection: (a)
general agreement to promote environmental protection, i.e. no specific link to the FTAEHIEA

FTA); (b) agreement that trade liberalization or economic integration should contribute positvely
environmental protection, i.e. an indirect link to the FTA (EKbfea, EFTSingapore, and Chiga

New Zealand FTAs); and agreement that the FTA should be implemented in a manner consistent with
environmental protection, i.e. a direct link to the FTBFTAPeru, ChingChile, and ChirgPeru

FTASs). For the purpose of avoiding negative environmental consequences of the FTA, we assume that
preference will be given tthe approach most likely to influence the interpretation and application

of the provisionsf the FTA in an environmentaifsiendly manner. We consider those preambular
clauses that are directly linked to the implementation of the FTA to be most likely to influence the
interpretation and application of the FTA, and will therefore use the pradarizlauses of the EFGA

Peru, ChineChile, and ChirgPeru FTAs as bases for our free trade scenario.

Measures related to trade in goods

In light of the general clauses included in the Chinese and Norwegiandtif Agge trade scenario in
relation to trace in goods will be limited to the inclusion of general exceptions. All the FTAs examined
contain such exceptions and cover the elements set out in GATT art. XX(b) and (g). We may
distinguish five ways in which the FTAs incorporate general exceptioggn@jal incorporation into

the agreement by reference (Chigahile and ChirgNew Zealand FTAS); (b) general incorporation

into specific chapters of the FTA through reference (Qithesta Rica and ChigReru FTAS); (c)
general incorporation into only theade in goods chapter of the FTA through reference (EF@uy

FTA); (d) incorporation through reference, but with unclear scope @®oréa FTA); and (e)
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reproduction of the text of GATT art. XX made applicable to the whole FTA¢Ef#EAand EFTA
Singapoe FTASs). In addition, some of the FTAs specify that the environmental clauses extend to living
and nonliving natural resources (Chig@osta Rica, ChigReru, and ChirgNew Zealand FTAS).

The ways in which the FTAs refer to GATT article XX thus diffdicagty as regards the scope of

their provisions. We find that many of these differences can be ascribed to poor drafting of the FTAs,
in particular the EFTA FTAs, and that the intentions of the parties to the FTAs do not differ as much as
the FTAs as sh mightindicate. We find the main outstanding question to be whether the general
exceptions shall extend to rules concerning technical barriers to trade (covered by the TBT
Agreement of the WTQO) and sanitary and phytosanitary measures (covered by tAgreB®ent of

the WTO). All the Norwegian FTAs as well as the Q@osta Rica and ChigReru FTAs can be
interpreted to extend the general exception to TBT and SPS obligations. However, the Norwegian
FTAs remaisomewhatunclear.

Against this backgroundur free trade scenario will include a reference to GATT art. XX(b) and (g),
and the scope of this provision will extend to TBT and SPS obligations.

Measures related to trade in services

In light of the general clauses included in the Chinese and NorwEdiag, the free trade scenario in
relation to trade in services will be limited to the inclusion of a general exception in line with GATS
art. XIV to be applicable only to the services chapteK A WTFAQ with Costa Rica (art. 159.2) and
with New Zealandmake clear that GATS art. XIV(b) as applied in the FTAs include environmental
measures. The free trade scenario will include a clarification along these lines.

Measures related to investment

The draft Norwegian Model BIT contains two provisions aimexffa¢tting potential negative effects
of investment commitments on environmental policy. According to art.,[Wd#jich carries the
KSFRAY3a WwAIKG G2 NBIdzZ F GSQY

Nothing in this Agreement shall be construed to prevent a Party from adopting, maintaining
or erforcing any measure otherwise consistent with this Agreement that it considers
appropriate to ensure that investment activity is undertaken in a manner sensitive to health,
safety or environmental concerns.

The second provision is the general exceptiotuided in art. [24]:

Subject to the requirement that such measures are not applied in a manner which would
constitute a means of arbitrary or unjustifiable discrimination between investments or
between investors, or a disguised restriction on internatidir@de or] investment, nothing

in this Agreement shall be construed to prevent a Party from adopting or enforcing measures
necessa’Y X AA® (2 LINRPGSOG KdzYlyZ |yAYIFE 2N LI |
of the environment. [footnote in th@riginal]

The third version of the Chinese Model BIT, which dates from thel88@s, does not contain any

relevant provision to accommodate environmental policy concerns. Howelere isone recent

Chinese FTwith a general exception that applies todlinvestment ruleg art. 159.2of the FTA with

Costa Rica states that art. XIV of GATS applies to the chapter containing rules on investment and that

the provision extends to environmental measures necessary to protect human, animal or plant life or

health. In addition, art. 200 0f KA It ©a g6 A 0K bS¢g %SFflyR adlFiSa GKI G
and made part of this Agreementutatis mutandifQ ! & GKA& C¢! O2y il Aya

0 For greater certainty, the conceptioécessitin this Article shall include measures taken by a Party as
provided fa by the precautionary principle, including the principle of precautionary action.
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services and investment, it is unclear whether the excepigoto applyonly to the services chapter
or be extended to the investment chaptas well The fact that the general exceptions are contained
in a provision towards the end of the FTA and not in the individual chapterspanebverthat the
provision refes to investment in para.,3suggess$ that the exception might be extended to the
investment chapter.

Against this backgroundye base ourfree trade scenario on the incorporation of a reference to art.
XIV of GATS, supplemented by a statement that tloeipion applies to environmental measures.

6. Green trade scenario

6.1 Introduction
The green trade scenariouilds onthe free trade scenariobut with the measures to secure free
trade complemented by additional measures to enhaitlge positive envirmmental impacts and
safeguard against negative impacts.

In this chapter we describe trade facilitation and safeguarding measures in the green trade scenario.
Discussion of thenipacts of the green trade scenayiwvith recommendations for action at the
national and international levelssdeferred to chapter 9.

The green trade scenario is an attempt at bringing forward the discussidmow to promote and
safeguard the environment in the context of trade. Both China and Norway have contributions to
make inthis context.For a more detailed presentation @hinese challenges and points of viesge

Hu Tao (2011).

One core issue for the green trade scenario is whether and to what extement bilateral
environmental cooperation shuld be integrated into he agreement. Therexist several bilateral
agreements between China and Norway that relate to environmental issfie@ghich we may note
the followingin particular presented in inverse chronology

- MoU on Cooperation in the Field of Water Resources betwthe Ministry of Water
Resources of China and the Ministry of Petroleum and Energy of Norway, sigrkohelO
2010;

- MoU on Cooperation in the Petroleum Sector between the Ministry of Petroleum and Energy
of Norway and the National Energy AdministratidrChina, signed 12anuar2009;

- MoU on Environmental Cooperation between the Ministry of the Environment of the
Kingdom of Norway and the Ministry of Environmental Protection of China, signédriz0
2008;

- Agreement on Fisheries Cooperation between thaistry of Fisheries and Coastal Affairs of
Norway and the Ministry of Agriculture of China, signedvizch2007;

- MoU on Enhancing Cooperation in Energy Conservation and Renewable Energy between the
Ministry of Petroleum and Energy of Norway and the NaloDevelopment and Reform
Commission of China, sighed 8&ptember2006>*

*1 An assessment of the Sirldorwegian environmental cooperation until 2005 has been carried out by Wu
Xiaofu et al. (2007).
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In light of the mandate for this report, as well as the fact that many of the agreements are well
established and concern environmental issuesy partially, we havelecided agairtsbasingour
green trade scenario on integrati existing bilateral agreements between Norway and China.

A second core issue is whether and to what exterstgbenario sbuld include possibilities of future
environmental cooperation to be initiated and ganized under the agreementlere we have
concluded that the green trade scenario shall provide for some op#@sn®such cooperation. The
assessment of such initiatives widls far as possibl@ake into account interaction with existing
bilateral cooration.

6.2 General measures
We assume thatunder a green trade scenarithe general provisions concerning the relationship
betweenthe environment and trade in the preamble of the FTA will further underline and specify the
objective of ensuring thathe FTA avoids negative environmental consequences and contributes to
improved environmental conditions. ®scenario will include the following categories of provisions
in the preamble of the FTA:

- astatement on the relationship between the FTA and éxgstnvironmental agreements

- a statement concerning the interpretation of obligations under the FTA in light of
environmental commitments and policies;

- a statement concerning the national implementation of the FTA in light of environmental
policy measurs;

- a statement concerning the future cooperation under the FTA in light of environmental
objectives.

In addition, the free trade scenarhlmasincluded provisions in the main body of the FTA particular

four categories of provisions are relevant, indéthn to the general exceptions discussed in section
5.4 above: (1)linking the objective of the FTA to environmental objectives and/or sustainable
development (2) linking the basic principles of the FTA to environmental principles, such as the
precautimary principle and the polluter pays principl®) including elements in the FTA that could
contribute to more effective implementation andnércement of environmental poligy(4)
obligations to not lower environmental standards or relax environmentahsaees in order to gain
competitive advantages.

A working group under EFTA has issued draft model provisions concerning envirahanenibour
standards to be included in future EFTA free trade agreements (EFTA Paper, 2010). The green trade
scenario wiluse the language of the draft model provisions as a starting point. Further elaboration of
relevant provisiongs undertaken in chapter 9 along witlin assessment of potential effects of such
provisions.

6.3 Defining environmental goods and services
There is no general agreement on the definition @hvironmental good&for the purpose of the
negotiations in the Doha Round, and the approach of the negotiators has therefore been to develop
lists of environmental gooo‘?.Environmental services, on the othband, have been identified in
2 ¢hQ&a W2 k mH A*Gand,RatiOuly $hgrél Bconsiderable discussion of the scope of
environmental services, the schedules of most countries reflect the definition of environmental
services in the W/120 document. The mamternational institutions that have undertaken work to

*2See, e.g. WTO doc. TN/TE/INF/6, para. 47.
53 Sewices Sectoral Classification List, WTO doc. MTN.GNS/W/120.
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clarify the environmental goods and services concepts are the OECD, APEC and UNCTAD (see box
6.1). The OECD and APEC have elaborated lists of environmental goods and services.

The negotiations on efmonmental goods and services in the WTO facarmgeof challenging issues,
including striking a balance between the trade and economic interests of various groups of countries,
how to deal with criteria based on processes and production methods (PPbis)tdideal with

WY dzt -dza 80 SLINR RdzOG & FyR aSNWAOSas K2g¢g G2 NBEILGS
light of new knowledge and technological developngrdnd concerns regarding the capacity of
customs authorities to deal with special ttegent of certain goods. These issues gemerallyof less
concern in the negotiations between Norway and China. Morecakhough agreement between
Norway and China on lists of environmental goods and services and experiences thereby gained may
be refered to in subsequent WTO negotiatiotisey would not be decisive for future positions in the
WTO.Experience so far in the WTO and concerns regarding future negotiations should therefore not
prevent Norway and China from addressing environmental goodseamvices in their negotiations.

Of particular interest inthe ChineseNorwegian context is howo deal with proposals and
suggestions that have beeput forward by RS @St 2 LAy 3  O2 dzy GtinbeS torEst A y Of dzf
products, products based on traditionatdwledge (TK) and products made from natural fibres such
4 2dziS yYyR O2ANYQ 62¢h /¢9{{ wHwHnaAanX LI NI}I® py
LINE RdzOG &4 Q> Ay OfdzZRAYy3a 3IA22Ra& yR aSNWAOSa RSNAOSR
2004, para. 24).

Box 6.1 $AEET EQEI T O 1T £ OAT OEOT 11 AT OAT Cci1AOG8 AT A

Definingenvironmental goods and services

'b/ ¢! 5Y Wy SyYy@ANRYYSyidlf 3I22R OFy 0SS dzyR:!
I RRNBaa LI NI AOdzf  NJ SYGANBYYSyYy il € LINR o f
LINBFSNI 6f S¢ (2 2béckUSAdS its xeMtivély bidigin. JvEact orCiitieZenvironme
Environmental services have been defined as: (a) services provided by ecosystems (e.g
sequestration); or (b) human activities to address particular environmental problems
wastewaterY' I Yy 3SYSy i 0 ®Q

ho/5 k 9dz2NRPallid KIGS RSTAYSR SY@ANRYYSyl
services to measure, prevent, limit, minimize or correct environmental damage to water, ai
soil, as well as problems related to waste, noise&rd2 ae aid Sya oQ

TheOECD listf environmental goods was the result of an exercise intended to illustrate, prim
F2NI FyFf@adAOrf Lz2N1lR2asSaz (GKS a02LS 2F GKS
and Eurostat work on a manual for natidrsdatisticians to assist them in measuring their natio
environmental industries. On the basis of the general categories of goods and services, th
22NJAY3 tIFNIe& 2y ¢NI}YRS FYR 9Yy@ANRBYYSYid IR
was created deductively: starting from general categories based on the classifications i
environment industry manual, it added specific examples in order to produce an estimg
average tariffs on a previously undefined class of goods.

TheAPEC listtarted with nominations, not unlike the requesffer procedures traditionally used i
trade negotiations. This yielded a list of goods which was then arranged according to an
classification system. Since the aim of the APEC list was to obtain avanadble tariff treatment
for environmental goods, APEC member economies limited themselves to specific goods tha
be readily distinguished by customs agents and treated differently for tariff purposes. Fo
reason, issues related t¥ke prodwctsQ products defined by particular processes or product
methods, and products defined by their liégcle impacts were not addressed, with the result th
some goods were omitted from the list that were included on the OECD list.

Sources: UNCTAD 20@ECD 2005.
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For the purpose of thisS L2 NIi 2 ¢S NBIFINR (GKS O2NB 2F (GKS 02y 0S8
to be goods and services thatomote the protection and preservation of the environment. This

concept can be extended to cover goods and services that promotebtbader objectiveof

sustainable development. Moreover, it can be extended to products and services that can be
deemed as showingatrticularly good environmental performanceehen compared to other like

products or services, when the environmental impact throughout theirdyfeleis tested against a

list of environmental indicators. We base our definition of environmental goods amnitesm the

core conceptand open up for extending the concept in the two directions indicated.

Giventhe differences between Norway and China regarding kwéltrade liberalization, wenote

that China willprobably have to undertake more fareachingtrade concessions than Norway in
order to promote trade in environmental goods and servidasthe following we explore how the
core concept of environmental goods and services can be extended in light of Chinese inkézests.
we assume that both Norwaand China would support a definition that prevents misuse in the sense
that it could lead to increased trade in goods or services that are environmentally harmful.

¢2 TFdzNIKSNI SELIX 2NB G(GKS 02yO0SLIizZ Al NODANEYyNBYH Qi
I SNB ¢S OflaartTe WSYy@ANRYYSydQ FOO2NRAY3I G2 &Ll
economic theory it is the externality that gives a reason for public policy, including facilitation of

trade in environmental goods and servicegnide, itseemsreasonable to focus on the externality in

order to identify environmental goods and services.

Going fom the micre to the macroelevel we may distinguish the indoor environment, outdoor
environment, local environment, national environmentegional environment and global
environment,as shown inigure 6.1.

Figure 6.1 Environmental externalities from the micro - to the macro -level

Scale of environment
| N
Outdoor Local National Regional Global
environment  environment environment environment environment
S LEER R The Conventional Environment EEE ’
Micro Macro

Indoor environmental qualitthas becomea huge health problem. In poopredominantly rural)
households cooking and heating often leads to very high levels of indoor air pollution.
Concentrations of particulate matter and S@ay reach 5001000 pg/m® or more, far higher than
outdoor levels. The WHO estimates that two million peopleldwide die prematurely each year
because of indoor air pollution.

Outdoor, local and national environmental problems are the normal environmental problems that
are addressed by national environmental policies. The major problems are air pollution, water
pollution, solid waste, ecosystem degradation, land use, noise and radiation.
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Regional and global environmental problems have been recognized in the past decades. Major
regional and global problemisclude climate change, ozone depletion, biodiversity lgsstsistent
organic pollutants and other hazardous substances. Regional and multilateral environmental
agreementshave sought to deal withsuch environmental problemswith varying degrees of
effectiveness.

A list of environmental goods and services cdwédstructured as follows:

1 Indoor environmental goods and serviegs relevant for improving the indoor environment;

1 Local environmental goods and serviaes relevant for improving the outdoor, local
environment;

1 Global environmental goods and serviees relevant for improving the regional and global
environment.

This list, with entries for indoor and global environmental goods and services, is in some senses
broader than the current definitions used by the OECD, APEC, UNCTAD and WTO. It recegnizes th
human needor a good global and indoor environment. At the micro (indoor) level it corresponds to
initiatives of the WHO, and at the macro (global) level it fits into the UNFCCC, the Montreal Protocol,
the CBD and other multilateral environmental agresats. Moreover, it takes more clearly into
consideration the major interests of developing countries, as it includes main focuses on
environmental issues of particular concern to those suffering from poverty,wall ason
environmental problems for whictieveloping countries may provide goods and services.

6.4 The environmental priorities of China and Norway
As part of an FTA between China and Norway a green trade scenario is likely to focus on
environmental goods that correspond to the environmental gties ofthe two counties

The environmental priorities of Chi(far more details, see Hliao,2011) have traditionally been:

Indoor > outdoor/local/national > global

z A

{AYyOS GKS AYyiUNRRdzOGAZ2Y 2F (K O 2 y O Shflimed@iFtheWd OA Sy |
12" Fve YearPlan, the Chinese priorities have changed to:

Indoor + outdoor/local/national + global

In general, we can observe that Chinese priorities tshitted from a high priority of indoor but also
of outdoor local environmental plidems, to regarding all groups of environmental problems as
equally important.

The environmental priorities of Norwayere traditionally similar to the traditional priorities of China
indoor and local problems first, then national, then global. Howewverecent years the indoor, local
and even national environmental problenfgve diminished greatly while global environmental
problems, climate changa particular, are emerging and large. The current priesiin Norway
could therefore, in very broad tens, be illustrated as follows:

Global > outdoor/local/national > indoor

Thus we see thaglobal environmental problems are emerging higher on the agenda of both
countries. Having masteredsome local and national problemblorway may also be interested in
exporting related environmental goods, services and technologies. China also has a significant
environmental industry interested in expanding its market shares.

It may also be noted that the international commun(ipcluding the UN, the WTO and the WHO

may see it as its particular role to focus on global problems such as climate change, and on public
health issues like indoor air pollutiprdeeming it better to leaveoutdoor local and national
environmental issues to the national governments.
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6.5 Tradein goods
) AAT OEAEAAOQET T 1T £ OAT OEOITT1 AT OAT CIT 1 A<

The EU, theUSA Canada, Japan and other countries including Norway have presented to the
negotiations under the Doha Ministerial Declaration a list of 153 goods by HS entry (Committee on
Trade and Environnm¢ Special Session, 2009) thaiccording to the sponsorsi K 2 d¢f) Be W
particularly important¢ even criticalg for environmental protection, and workable from a customs
facilitation perspective; (2have the potential for a high degree of convergenoeoag Members;

and (3) serve as basis for further work and negotiation under paragraph 31 (iii) of the Doha
5S50f I RICKAS2 yidia (lah My OR ZRBIB & &2 NBA  Y2dzy G SR 2y | 6 KS
considered an example of dwandling equipment for pél dzi SR A NI WA Yy Rdza (4 NR | €
engine noise, etc. In other wordthe list is bothdetailed andspecificlist. None of the 153 goods

have beenexplicitly suggested by Norway. Therave also beemany other initiatives to isolate
environmentalgoods and many problems along the way (see e.g. Sugathan, 2009).

One weakness of th& mistfis that itdoes not covethe whole spectrum of environmental goods.

In particular, there are only a few products relat to the indoor environment and global
SYGANRYYSYyliod azad 2F / KAylFIQa RSYFYR T2NJ AYyR22NJ
goods is missing, such as indoor ventilation equipment and indoor drinking water equipment.

As part of tle presentreport, a new list of 227 goods has been deyed by a Chinese team of
researcherssee HuTao,2011. The list primarily reflects Chinese perspestiaad is based on the
following considerations:

- Demands for improving the indoor, local and global environment

- To expand employment, in particular ini@d

- To facilitate export and trade

- To recognize special and differential treatment for some goods that are less competitive

Tariffs on environmental goods

Since Norway has zero import tariff on most industrial gobds YWIANB Sy Q Ay A G Aeéni A @S (3
goods from import tariff is unlikely to produce any change for the country, unless such a list is
extended to agricultural goods. According to Sugathan (2009) China has an average import tariff
between5 and 10%on the goods listed in the 198&t. Hu o (2011) indicates a range 4fto 8%

We assume that the green trade agreement will eliminate tariffs on designated environmental goods.

Non-tariff barriers and environmental goods

The green trade scenario focuses on the relationship betweentaoifi barriers to trade and
environmental goods. We have identified four main elements that can be relevant in this context: (1)

t2 FILOAtAGIFGS GNIRS 0SG6SSYy Ay &adzOK 3I22RaE Sadl o
possibility of taking into @ount environmental concerns in decisions regarding import and export,

e.g. Chinese export restrictions; (@) take into account environmental concerns when developing
domestic standards; and (40 take into account environmental concerns when devaigp
international standards.

The green trade scenario includes these four elements. A selection of these eleimémtsher
elaborated in chapter 9 based on the draft model provisions concerning the environment and labour

4 See JOB(09)/132 of 9 October 2009, p. 4, para. 11.
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standards to be included in futufeFTA free trade agreements (EFTA Paper, 2010). In order to study
the potential effects of such elements, chapter 9 will consider the application of the elements in
specific case studies éanenergy products and carbon capture and storage (€€l&jed poducts).

In light of the above discussion of Chinese export controls (see in particular 5.1), the green trade
scenario will consider the option of accommodating such measures to the extent that they are
justifiable from an environmental perspective.

Intell ectual property rights

Many lowcost countries, including China, regard IPRs as key barriers against developing their
environmental industrySome 8092 ¥ / KAyl Qa Sy @ANRBYYSyGlf AyRdzd NI
enterprises with less than 15 milliguan @bout 13 million NOKin fixed assets. The technological

level of most firms is about the same as in developed countries ol ®#86s or1990s. Only about

20%of firms havefiled their own patents. Foreign patents are often too expensive to buy. The green

trade scenario will consider how IPR can be regulated in the FTA in order to promote the use of
environmental goods and encourage technology transfer, while at the sameatitmevingthe level

of IPR protection requirednderthe TRIPs Agreement. This aspof IPRs will be considered where

relevant in the case studies in chapter 9. On the basis of Chinese FTAs, we have identified the
following elements that will be included in the green trade scenario for this purpose:

- A reference to general principles tie applied when considering IPR issues under the FTA.
I NIAOCES mcwm 2F GKS C¢! gAGK bSg wSIElFyR A
2POSN) GKS LINPGOGSOGAZ2Y YR SyFT2NOSYSyd 2F Ayl
costs for busing 4 QX ' yR WFFOATAGIAOS AYyGSNyrdazylrt GN
G§SOKy2t23& YR ONBFIGIAGBS 2Nl aQ 6aSsS Fftaz | NI
between EFTA and Peru, art. 6.2);

- A provision that the protection and enforcement aitéllectual property rights should
contribute to the promotion of technological innovation and the transfer and dissemination
of technology (see art. 113.2 of the FTA with Costa Rica); and

- A provision to prevent practices which constitute abuse of intaligicproperty rights by
rights-holders or unreasonably restrain competence or adversely affect or limit technology
transfer (see arts. 144.4 and 147 of the FTA with Peru).

One central issue in the trade and environment debate has been the relationshipedet
obligations under the CBD, supplemented by the Nagoya Protocol on Access to Genetic Resources
and the Fair and Equitable Sharing of Benefits arising from Their Utilization, and the TRIPs
Agreement. The free trade scenario includes options for respltyie tensions between the effective
protection of IPRgpatentsin particular, and efforts to preserve and protect biodiversity and ensure

the sharing of benefits from the use of genetic resources. Many & A VWTAQ &ave included
provisions that deal ith these issues. Provisions that can be included and the potential effects of
such provisions will be assessed in chapter 9.

Other measures

The report from the Chinese research team (seeTdw,2011) highlightsa further two regulatory
areas and measuresf relevance for facilitating trade in environmental goottsv demand and
public procurement. Measures to deal with the problemaf demandor environmental goods and
services will be further explored in section 9.2.

The second barrier is related ocedures and routines fquublic procurementThe municipality is
usually thesole consumer of many environmental goods, especially those that are packaged with
investment, see belown Chinasuppliersoften compete to get the best relations with theunicipal
government rather than competingon the basis of technology and cesffectiveness. The trade
policy review of Chinaffersthe following assessment:
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Since its previous Trade Policy Review in 2008, China has continued to take steps to improve
transparency. Nonetheless, some aspects of China's trade policy regime remain complex and
2L jdzSd X ¢KS O2YLX SEAGE FyYyR 2L) O0AGe OFy
corruption. According to a 2008 Corruption Perceptions Index, which meaparesptions

of corruption among public officials and politicians in 180 countries, China ranked 72nd, with
a score of 3.6 out of 10; in 2005, it ranked 78th (out of 159 countries) with a score of 3.2. A
2007 joint Circular by the Supreme People's Cond &upreme People's Procuratorate on
the Opinions to Address the Issues in Handling Criminal Cases Involving the Taking of Bribes
explicitly classifies as bribery certain acts by government officials, such as securing benefits

for someone and, in return, caepting corporate shares from the person without due
payment. The Government recently adopted various measures to enhance transparency in

the public sector?

£t S|

For the reasons that we excluded public procurement in the screening (see chapter 4) we will not

further explore these issues in the green trade scenario.

One additional measure to be considered is the usecatintervailing measurefn relation to
environmental goods or services. The controversies linked to Chinese exports ocpawed

equipment andsolar panels, where th&JSAhas raised cases claiming that Chinese subsidized

exports is causing injury to US produgensd that China should compensate tb&Aor elsethe USA
will impose countervailing dutie$.Similar issues are relevant in a Norwegiamtext, as illustrated

recently by the notification to OsI8tock Exchangey the Renewable Energy Corporation ASA (REC)

that it is consideringlosing down production capacity at three of its factories in NorWauilding
up production capacity for reawable energy equipment is a high priority from an environmental

perspectivein Norway and Chinalike.

The establishment of renewable energy industry may require government suppmirieastsince
renewable energy competes with fossil fuels. It caw &l argued that it is particularly importata
make cheap production capacity for renewable energy available in developing coulikegShing
where the increase ienergydemand is highbut average ability to pay is low. Moreover, China can
argue that countervailing measures must bseen in light of the principle of common but
differentiated responsibilities, as set out in Principle 7 of the Rio Declaration, as well as the
obligations undertaken to promote technology development and transfer, and ¢oighe new and
additional financial resources for such purposes according to the UN Framework Convention on
Climate Change art. 4.1(c), 4.3 and 4.5. It is also relevant that the obligations of developing countries
under the UNFCCC are made dependent on ld@esl countries fulfilling their obligations of
technology transfer and commitment of financial resources (art. 4.7). Against this background, we
assume that China will have an interest in limiting the possibility of using countervailing measures in
sectoss of green technology with a particular focus on the renewable energy industry. Bmakek
clearsome of the challenges in the sokmergysector as seen from a Chinese perspective.

*TPR China, WT/TPR/S/230, p. 12, para. 9.

®See Chind Measures concerning wind power
China Viol at &eav York Tanes9 (Rtobere2814.,

*" Notification to OsloStock Exchange (OsBgrg 28 September 2011, see
www.newsweb.no/newsweb/search.do?message(B3®

equi p m&ayt ,
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Box 6.2 Trade measures against Chinese exports of solar power technol ogies
S
CHINAdaily

New energy exports face trade barriers
Updated: 2011-11-17 08:02

By Ding Qingfen and Du Juan (China Daily)

BEITING - Exports of new energy and energy-savmg products will be targeted by tade bamers in developed connines, led
T the United States. a commerce official wamed.

To offset this. exporters will need to inprove technology and then capacity for inmovation to enhance compettivensss. said
Zhang Yiuging, president of the China Chansber of Commserce for the Inport & Export of Machinery & Electromic Produets.
Zhang's remnarks follow the US Commerce Departiment's decision last week to mvestizate if Chinese compames are selling
solar cells balow cost and recerving dllegal povemment subsidies. The mvestgation canse after 2 petiion was lodged bv a
group of TS solar conpanies.

The mmistry sa1d 1n 3 statement on 1ts website last week that "China 15 very concamed about the anti-dwmpms, anfi-subsidy
mvestigation mio Chinese photoveltare (PV) solar cell producers. and 1t will kot balateral cooparznon m the clean-enerzy
sector as well as the US solar mdusty”.

Zhangz wamed that a rend was emerzing 1n developed coumiies to erect trade bamers azamst exports of new energy and
energy-saving products to protect ther onm mdusties.

Although the US economry recorded solid growth m the third quarter, sasms recession fears, economusts wamed that the
recorery remained shakw. The EIT 1s oving to cope with debt woes.

China has been 3 victim of tade protectiomsm for vears. especially smee the global financial oz,

From a Norwegian perspective, and in light of the abmentioned challengedacing RECwe

assume that Norway may want to maintain the possibility of protecting environmental industries

from sudden changes in levels of competition. This can be dbrough safeguards measures, and

need notentail countervailing duties or antlumping duties. In the FTA between EFTA and Hong
Y2y3>S b2NBIFe KFra dzyRSNIF{1SYy Wy2i wiz26 FLILXe O2dz
Vlof the GATT 1994 and Bar + 2F (GKS 2¢h ! ANBSYSyld 2y {dzoaAiARA
OFNI® HOMMOMOVO P a2NB2PFSNE b 2 Nbnpigg médsures dgypiRvidedi | | Sy
for under Article VI of the GATT 1994 and the WTO Agreement on Implementation of Artitthe/|

DI'¢¢ mMdpdpn QP

Subsidies and dumping may also be detrimental to the environment. One area where elimination of
subsidies may prove environmentally beneficial is fisheries subsidies (see paras. 28 and 31 of the
Doha Declaration). Similarly, some intiigd and agricultural subsidies, as well as aampetitive
practices have been recognized as promoting or supporting environmentally harmful activities.

Against this background, the green trade scenario will assume that Norway and China undertake not
to apply countervailing duties and amtimping duties in relation to environmental goods. We also
assume that this obligation is extended to services associated with such proéuetker, the
scenario assumes that countervailing and ahtmping measuresemain available where they can

be justified on the basis of environmental or other grounds.

6.6 Trade in services

Environmental services

Environmental services represent one main category of servicegegory 6 of the WTO Services
Sectoral Classification List (MTN.GNS/W/120). According to the Feasibility Z108y63):

Several Norwegian businesses in the environmental services sector are already engaged in
the Chinese market, providing various\@ees such as advanced solutions enabling recovery
and recycling of materials, biological wastewater treatment for both the industrial and
municipal sectors. There is, moreover, reason to believe that given favourable conditions, the
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trade of environmentalservices between Norway and China has potential to grow
substantially.

The Norwegian and Chineshedules specify the following suategories of environmental
services:

Norway China

A Sewage Services (CPC 9401) A. Sewage Services (CPC 9401)

B. Refue Disposal Services (CPC 9402) B. Solid Waste Disposal Services (CPC 9402)
C. Sanitation and Similar Services (CPC 9403 C: Cleaning Services of Exhaust Gases (CPC
D.Other D. Noise Abatement Services (CPC 9405)

- Noise abatement services (CPC 9405)

- Nature and landscape protection sices (CPC
9406)

- Other environmental protection services (CP(
9409)

- Cleaning services of exhaust gases (CPC 94

E. Nature and Landscape Protection Services
(CPC 9406)

F. Other Environmental Protection Sees (CPC
9409)

G. Sanitation Services (CPC 9403)

While Norway and China differ somewhat in how they organize their classification of environmental
services, they include the same broad categoridewever, his classification of environmental
serviceshas been criticized. The WTO Secretariat notes that:

Classification of environmental services contained in W/120 has been repeatedly criticized
for being obsolete. Its focus on infrastructure services and-@ralpe technologies is
considered too narrow red many consider that it does not account for developments which
have occurred in the environment industry over the last 20 yé4rs.

Several proposals have been launched to revise the classificdiigrthere is currently no general
consensus on this issiié Environmental consultings ane important service sector that is not
explicitly identified in the above categories, and which is subject to differing opinions regarding its
classificatiorf® Several services that have been classified elsewhere have idestified as being

WSy GANRBEFNVISYERQE Ay Of dzZRAY 3 0 dzi A y-desigh aréhifettdel &n8 & 6 S o
engineering services, various research and development services, technical testing and analysis
services, services related to forestand services incidental to manufacturing), construction services
(e.g. construction of waterworks, sewer systems, and waste treatment facilities), and distribution
services (e.g. wholesale trade services of waste and scrap and materials for re€ydimgUN
Statistics Division issued a new version of the Central Product Classification (CPC version 2) on 31
December 2008significantly revimgthe former classification of environmental serviéés.

*WTO doc. S/C/W/320, pard9.

*9bid. paras. 6672.

% |bid. paras. 5256.

%1 |bid. para50.

82 Seehttp://unstats.un.org/unsd/cr/registry/ep@spand ibid. parassli 64.
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The Chinese research team observes that Chanaursuingnegotiations on environmental services

with varioustrading partners, including Chile, Singapore, Australia and New Zedlatiger, that

these negotiations use the UN CPC classification and consider using the proposal advahedtl by

in the Doha Roundsee Hu Tao, 2011). Recent Norwegian schedules in EFTA FTAs folBw the
proposal with only minor adjustments (see Norwegian schedules in the FTAs with Chile and Korea).
The Norwegian scheduleiits FTA with Hong Kong, however, differs from other scheslit is based

on the revised (but not the most recent) UN CR& (CPC provisionahot CPC version 2), and
contains the following in the form of reservations (Appendix 4 of the FTA):

49. Sector: ENVIRONMENTAL SERVICES
SubSector:
Industry Classification CPC Prov. 9401 Sewage services

CPC Prov. 9402 Refuse disposal services

CPC Prov. 9403 Sanitation and similar services

CPC Prov. 9404 Cleaning services of exhaust gases

CPC Prov. 9405 Noise abatement services

CPC Prov. 9406 Nature and landscape protection services

CPC Prov. 9409 Other environmental protection services n.e.c.

CPC Prov. 96322 Preservation services of historical sites and buildingg
CPC Prov. 96332 Nature eege services including wildlife preservation
services

Type of Rservation: | Market Access (Article 3.5)

National Treatment (Article 3.6)

Level of Government:| All

Legal basis:

Reservation: Public service functions in the environmental sector, whether owned ar
operated or contracted out by municipal, regional or cent@l&nment
are exempted from market access and national treatment obligations.
Norway reserves its right to maintain or modify any scheme or measur¢
the type described above.

50. Sector: ENVIRONMENTAL SERVICES

SubSector:

Industry Classification CPC Prov. 9409 Other environmental protection services n.e.c.
Type of Reservation: | Market Access (Article 3.5)

National Treatment (Article 3.6)

Leve of Government: | All

Legal basis:
Reservation: Norway reserves the right to designate institutions resgible for
radiation surveillance for public purposes, and to give exclusive rights f
the supply of such services for public purposes.

We observe that China and Norwafiowsome flexibility when defining environmental services for
the purpose of negaaiting FTAs. The green trade scenario assutinat flexibility will be available
during negotiations of the Chigalorway FTA.

Above we outlined an approach to the concept of environmental goods and services that emphasizes
indoor environmental quality andjlobal environmental quality in addition to the conventional
themes ofoutdoor environmental quality. For servicés particular,such an emphasis is broader
than the current definitions. An additional element highlighted by the Chinese research teaidysee
Tao,2011)concerns KA Yl Q& | R@I y (i I cdiSrdensive/serdice) ais 2vblEas i@ Sectofsl 6
where there are close links between environmental goods and associated services. Given the
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conclusion of our screening (section 4.2), the green tradenario will not include additional
commitments regarding mode 4 of supply (presence of natural persons) for environmental services.

Environmental services are often supplied in conjunction with environmental goods and tend to
represent the predominant eleent in the package (about 6b6in value terms)with somesectoral
variations®® Developedcountry markets are now considered to be matuggowth is modestput

they are expected to continue to dominate exports of environmental services in the ftftdree
environmental sector in developing and transition economies represented about 14% of the global
industry in 2006 While hese countries are net importers of environmental servicesne of them

have started to export, mainly on a regional badiseir greatest export niches appear to be in
environmental engineering, testing and analysis, research and development and consultancy.
Environmental services markets are experiencing significant growth in developing cofh8ieall

and mediumsized enterprisesprevalent in developing countries, represent an important share of
the market, especially in neimfrastructure environmental servicelike air and noise pollution
abatement services, and environmental consulﬁ?}g.

The Feasibility Study describes the Nogiem market for environmental services as follo®608:
coOY WtINIAFffe RdzS G2 | KAaAG2NE 2F NA3I2NERdza
environmental services is diverse and advanced, and the Norwegian providers of environmental
serviceshave years of experience meeting strict requirements. Norwegian actors hold specialised
competence in niches such as renewable energy, waste management, sewage treatment, and air and
g GSN) adzNBSAtflyOS GSOKyz2ft238 I Yy R Il dategofieS Bfa ® Q
environmental services except environmental quality monitoring and pollution source inspection.
Foreign enterprises may establish joint ventures with Chinese enterprises in China, and there is no
fAYAGF GA2Y (B, 26y SNBR KA LIQ

The greentrade scenario will be based on the assumption that further liberalization of trade in
environmental services may be both to the benefit and to the disadvantage of the environirtaat

will dependon the commitments undertaken and the interaction betwesmch commitments and
existing or future domestic measures to protect the environment, as well as the structure of the
existing industry. For example, commitments regarding market access for refuse disposal services
may strengthen or weaken domestic meassitiaken to protect the environment. It is particularly
important to take into account the possibility of negative environmental impacts for services such as
wastewater treatment, refuse collection and disposal, or street cleaning, which are typicallggmtovi

to local communitiedy the public authorities’’

Against this background, the green trade scenario will contain a mix of various commitments in order

S

az

i2 NBIWBAYSD WENF RS | YR Sif@hNRY Y3 Wi R SteyeBpiemNg v Y Sy

opportunities and avoid environmentally harmful consequences of commitments. The scenario will
not be limited to environmental services as defined in the Norwegian and Chinese WTO schedules
but will take into account Chinese export interests as indicated ab®te specific elements of the
green trade scenariare elaborated in relation to the specific sectors to be considered in chapter 9.

Other issues

SubsidiesAs indicated above, subsidies may have positive and negative environmental effects. The
green trag scenario will aim at enhancing positive and reducing negative effects of subsidies in
services sectors.

% |bid. paa. 7.
% bid. para. 9.
% |bid. para. 10.
% |bid. para. 11.
7 bid. para5.
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Article XV of GATS contains only an obligation to undertake negotiations and consultations on
subsidies. The Norwegian WTO schedule contains a Imtaizoeservation regarding subsidies:

subsidies remain unbound for modes 1 and 2 of supply, and full commitments are undertaken in
relation to market access for modes 3 and 4 of supply. In relation to national treatment and mode 3

of supply, Norway liststS F2t f 2gAy 3 NBASNDIFGA2YyY WOt AIAOATL AGS
LISNA2ya SaidlofAaKSR AY b2NBLed | yoz2dzyR F2NJ NBaSl|
NEASNBIGA2Y Ay NBflIGA2Y G2 Y2RS nybe Yritadota A RA S a
b2NBFSAALY OAGAT SyaqQao / KAylFQa aOKSRdAZ S O2yil Aya
GNBFGYSyd I yR Y@nRdind dor &l The éxidingl ¥ulBsidies Y domestic services
suppliers in the sectors of audigsual, aviatorr Y R YSRAOFf &aASNIAOSanpQ /[ KAY
limited commitments in relation to mode 4 of supply. We can thus observe that China has
undertaken broader commitments than Norway in relation to modes 1 and 2, and that the
commitments in relation to mode3 and 4 are comparable.

The green trade scenario assumes that both countries have some flexibility regarding the regulation
of subsidies. With regard to subsidies for environmental purposes, it assumes that the possibility of
raising cases against suchbsidies as well as the application of countervailing measures will be
limited. With regard to subsidies thaict to support activities that are harmful to the environment,

the scenaricassumes thatt will remain possible to raiseasesagainst such subdiek as well ago

apply countervailing measured-urther, it assumes that the latter subsidies might be subject to
consultation in order to discuss the possibility of eliminating such subsidies.

General exceptianThe general exception included in GATS @ - L + Subjéct ib Shey W
requirement that such measures are not applied in a manner which would constitute a means of
arbitrary or unjustifiable discrimination between countries where like conditions prevail, or a
disguised restriction on trade in méces, nothing in this Agreement shall be construed to prevent the
FR2LIGAZ2Y 2N SyF2NOSYSyid o6& Fye aSYOoSNI 2F YSI adzN
LIX Fyd tAFS 2NJ KSIfGKQd ¢KS al NNIF 1 SaK aAinbtksa i SNR I
GKFIG WwWaAyOS YSIadaNBa ySoOSaalNE G2 LINRPGSOG GKS
protection of human, animal or plant life or health, it is not clear that there is a need to provide for

more than is contained in paragraph (b) of Arti§  Fulrthe) ®

In order to determine whether any modification of Article XIV of the Agreement is required
to take account of such measures, to request the Committee on Trade and Environment to
examine and report, with recommendations if any, on the tielzship between services
trade and the environment including the issue of sustainable development. The Committee
shall also examine the relevance of ingavernmental agreements on the environment and
their relationship to the Agreement.

There has beenmagreement to proceed with reform of art. XIV on the basis of the reports provided

by the Committee. While many states have spedithese issues in the general exceptions contained

in their bilateral FTAs, EFTA has not done so in any of the FTAs ekése@d-TAs with Chile art. 44,

Hong Kong art. 3.16, Korea art. 3.15, and Singapore art. 33), and the EFTA consolidated draft model
provisions concerning the environment merely refer to GATS art. XIV.

The Chinese FTAs follow a somewhat more nuanced apprddee FTA with Chile (art. 44) only
refers to GATS art. XIthe FTAs with Costa Rica (art. 159.2) and New Zealand (art. 200.2) state that
the exceptions apply to environmental measuresid the FTA with Peru (art. 193.2) contains
language hat indicates a broad interpretation of the exception.

We note that the general exception of GATT provides for more flexibility as regards environmental
measures than does the general exception of GATS. We also note that only in exceptional disputes
have measures beenceepted as justified on the basis of tl@ATTgeneral exception. The green
trade scenario will be based on a general exception in relation to services that includes the same
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flexibilities as those of the general exception of GATT, and that the genergtiexsemakeit clear
that they apply to measures to protect the environment.

6.7 Investment
The relevant environmental elements included in the draft Norwegian Model BIT are the following:

- ldentification of sustainable development as a basic objectiveafpble).

- Inclusion of the objective of making investment and environmental protection mutually
supportive (preamble).

- Specification of the relationship between national treatment and measures taken to protect
the environment (footnote to art. [3]).

- The ridnt to take measures of financial security to remedy environmental damage under the
provision on transfer (art. [9.3.ii(d)]).

- A provision on not lowering environmental standards (art. [11]).

- A provision on the right to regulate (art. [12]).

- Measures to ense that dispute settlement proceedings take appropriately into account
environmental perspectives (the possibility of submitting amicus curiae briefs: art. [18.3] and
transparency of proceedings: art. [19]).

China has not included any comparable elementés Model BIT, and has to our knowledge not
developed any comparable provisions in the BITs that it has signed so far. The green trade scenario
will include the provisions of the draft Norwegian Model BIT.

In addition, the green trade scenario will cafesi how additional elements related to the
environmental performance of investors can be integraietd the FTA. Such elements will be based
on the OECD Guidelines for Multinational Enterprises as updated in®2The. revised chapter on
the environment ontains the following elementsdxt reproduced in its entirety):

Enterprises should, within the framework of laws, regulations and administrative practices in
the countries in which they operate, and in consideration of relevant international
agreements principles, objectives, and standards, take due account of the need to protect
the environment, public health and safety, and generally to conduct their activities in a
manner contributing to the wider goal of sustainable development. In particular, ernseip
should:

1. Establish and maintain a system of environmental management appropriate to the
enterprise, including:

a) collection and evaluation of adequate and timely information regarding the
environmental, health, and safety impacts of their actdsti

b) establishment of measurable objectives and, where appropriate, targets for
improved environmental performance and resource utilisation, including periodically
reviewing the continuing relevance of these objectives; where appropriate, targets
shouldbe consistent with relevant national policies and international environmental
commitments; and

c) regular monitoring and verification of progress toward environmental, health, and
safety objectives or targets.

2. Taking into account concerns about cosisibess confidentiality, and the protection of
intellectual property rights:

%8 Seehttp://www.oecd.org/dataoecd/43/29/48004323.pdf
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a) provide the public and workers with adequate, measureable and verifiable (where
applicable) and timely information on the potential environment, health and safety
impacts of tle activities of the enterprise, which could include reporting on progress
in improving environmental performance; and

b) engage in adequate and timely communication and consultation with the
communities directly affected by the environmental, health anfitsapolicies of the
enterprise and by their implementation.

3. Assess, and address in decigioaking, the foreseeable environmental, health, and safety
related impacts associated with the processes, goods and services of the enterprise over
their full life cycle with a view to avoiding or, when unavoidable, mitigating them. Where
these proposed activities may have significant environmental, health, or safety impacts, and
where they are subject to a decision of a competent authority, prepare an appropriate
environmental impact assessment.

4. Consistent with the scientific and technical understanding of the risks, where there are
threats of serious damage to the environment, taking also into account human health and
safety, not use the lack of full scientifcertainty as a reason for postponing ceffiective
measures to prevent or minimise such damage.

5. Maintain contingency plans for preventing, mitigating, and controlling serious
environmental and health damage from their operations, including accideants
emergencies; and mechanisms for immediate reporting to the competent authorities.

6. Continually seek to improve corporate environmental performance, at the level of the
enterprise and, where appropriate, of its supply chain, by encouraging suctiiestas:

a) adoption of technologies and operating procedures in all parts of the enterprise
that reflect standards concerning environmental performance in the best performing
part of the enterprise;

b) development and provision of products or servicestthemve no undue
environmental impacts; are safe in their intended use; reduce greenhousgsg#s)
emissions; are efficient in their consumption of energy and natural resources; can be
reused, recycled, or disposed of safely;

c) promoting higher levels owareness among customers of the environmental
implications of using the products and services of the enterprise, including, by
providing accurate information on their products (for example, on greenhouse gas
emissions, biodiversity, resource efficiencypther environmental issues); and

d) exploring and assessing ways of improving the environmental performance of the
enterprise over the longer term, for instance by developing strategies for emission
reduction, efficient resource utilisation and recyclisgibstitution or reduction of use

of toxic substances, or strategies on biodiversity.

7. Provide adequate education and training to workers in environmental health and safety
matters, including the handling of hazardous materials and the prevention afosmental
accidents, as well as more general environmental management areas, such as environmental
impact assessment procedures, public relations, and environmental technologies.

8. Contribute to the development of environmentally meaningful and econdiyiedficient
public policy, for example, by means of partnerships or initiatives that will enhance
environmental awareness and protection.

In their comprehensive book on Chinese Investment Treaties, Gallagher and Shan (2009) have
proposed a new Chinese mel BIT which would include the following reference to the OECD
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DdzA RSt AySa obd nnps FNIAOES MoOY WEKS tFNIASA |-
activities in a socially responsible manner, by complying with the OECD Guidelinedtinatidnal
OYUSNIINAASE FYR LI NIAOALI GAYy3I Ay GKS | YyAGSR bl dA

7. Scoping

7.1 Introduction
According tathe mandate from theNorwegianMinistry of the Environment, this repors to assess
the consequences of a future FTA between Nonaayg China for three elementgnvironmental
policy, environmental regulation, and the physical environment. The assesssientted to those
parts of the FTA that are assumed to have the greatest impact on the three elements. In addition, the
assessmensghall result in proposals to mitigate negative and enhatheegpositive consequences for
the environment and related policy and regulation.

With the help of the Chinese research teathis report has sought tantegrate, to some extent,
effects in Chinasawell as Norway. However, it is unavoidable that most of the focus is on effects in
Norway as well as on measures to mitigéte negative and enhance positive effects relevant in a
Norwegian context.

Given the mandate to assefise regulatory and polig effects, on the one hand, arttie physical
effects, on the other handwe have sought testrike a balance between case studies and general
studies of potential regulatory and policy effects. Case studiesnamessary for assessing the
physical impactsCase studieshave been selectegbrimarily on the basis of potential physical
impacts. However, the usefulness of the case studies in relation to the assessment of regulatory and
policy effects will also be taken into account. This chagkglainsour choce of case studies.

While regulatory and policy effects can be studied through case studies, such studies must be
supplemented by generalized normative studies of regulatory and policy efféds.these
generalized studiesve take as our point of departarselected elements of the FTA, based on the
free trade and green trade scenarios this chapterwe explainour choice of elements to be
subjected to closer scrutiny.

The assessments in chapters 8 and 9 will be based on the two main scenarios elabbmatedWe
have found it appropriate to relate the scoping directly to those two scenarios.

7.2 Free trade scenario

Case studies

Trade in goodsOur environmental assessment of the Fidcuseson two categories of goods:
Norwegian salmon and Chinese cloidpi

The arguments for focusing on Norwegian salmon are as follows:

9 Export of fish is currently subject to a tariff of abdii%upon import to China. In addition,
although countries will need to inspect fistiue to health concernsthe trade in fish is by
nature dependent on a speedy transit through customs.

1 The free trade agreements between Chile and China, and Peru and China specify that Chinese
import tariffsare tobe lowered from aboufl0%to zero in ten years, with five years specified
for some vareties.

f wCAakK YR YINRYS tAFSQ A& OdzaNNByifeée 6 $oKS I N
improving the terms of trade for fish is likely to be important for Norwegian industry.
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I The production of fish (catching and/or farming) is generally acknayel@édo give rise to
environmental concerns. Transport of fish, in particular fresh and chilled ifistolves
additional concerns.

The arguments for focusing on Chinese clothing are as follows:

1 Clothing is the only neagricultural category of goods cunmily subject to a tarifflapprox.
10%)on import to Norway.

1 Clothing is the main export item from China to Norwagd has a considerable potential for
expansion

1 There are significant environmental concerns related to clothing and textile productabn
least dscharges to waters well as geenhouse gas emissions during transport.

Services The environmental assessment will focus on one category of services: mining. The
arguments for focusing on mining are the following:

1 The eavironmental consequencexf mining are in general significant.

1 Norway has not yet undertaken commitments regarding misiglgted services in the WTO.

1 Mining is a growing sector in Norway, and is subject to recently revised legislation that has
been adopted with a view to promotgearch for and exploitation of mineral resources.

1 Mining is an industry that is afonsiderableinterest to China and within which China has
significant experienceChinais likely tobe interestedin investng in the Norwegian mining
industry. The two caintrieshave strong and complementary competencies in these areas.

1 With dobal warming possibilitiesfor transporting minerals between Norway and China
through the NorthEastPassage will improveonsiderablyin the relatively near future.

General studies of regulatory and policy effects

As the free trade scenario does not establ&ty majornew general obligations regarding trade in
goodsor intellectual property rights beyond thosspplicableunder the WTO, we will not undertake

any assessment of regiday and policy effects of these aspects @fSineNorwegianFTA. The
environmental regulatory and policy assessment of the free trade scenario will thus focus on new
commitments in the fields of services and investment.

Services The environmental assessment will focus on commitments regarding modesdppfy
(presence of natural persons) for the following reasons:

T Mode 4 of supply is otonsiderableinterest to China, and Chinese enterprises have
experience in the delivery sluchservices.

1 Norway has indicated some flexibility regarding new commitmémtsnode 4, in particular
during the Dohd&ound.

1 Mode 4 of supply raises questions regarding the application and applicability of the exporting
FYR AYLRNIAY3I O2dzy GNASAaQ NUzZ S& FyR LRtAOASa®

9 In particular,this concerndhe possibilites of the importing caintry to ensure high levels of
environmental performance of services in aifgcle perspective.

Investment The environmental assessment will focus on commitments regarding national treatment
(NT)in combination with the access to investstate disputesettlement for the following reasons:

1 WhereasChinese investments in Norway hass yetbeen limited, China is currently an
important capitalexporting country Gven the complementarity of the Norwegian and
Chinese economies, we assume that Chinese imazgs in Norway will increase.

1 Although Chinese investolmveonly exceptionally been involved in investetate disputes
so far, China has been involvedseveraldisputes in the WTO and is increasingly making use
of international dispute settlement. ¥/ therefore assume thathe Chinese authorities will
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not have major reservations against Chinese investors making use of irggtaterdispute
settlement options.

I Case law in investment arbitration shows that national treatment is potentially an important
legal basis for investors seeking to challenge environmental rules or policies.

1 The draft Norwegian Model BIT contains languégeher specifyng the NT provision in
relation to public health, safety and the environment.

7.3 Green trade scenario
Contray to the free trade scenario where we consider that regulatory and policy effects will be
sectorspecific rather than of a general nature, and that regulatory and policy effente mainly
already folloved from relevant WTO obligationsin the green trade scenarioggulatory andpolicy
effects have a more prominent position. We have therefore decided to asiseggeneral regulatory
and policy effectdirst, so thatthe subsequent case studies can build on and illustrate the general
assessments of regulatory and policy effects.

General studies of regulatory and policy effects

Integration of general clauses on the environmeafte distinguish four categories of general clauses

on the environment to be further studiedpreambular text, substantive provisions regarding
objective and pnciples, substantive provisions that directly concern rights and duties, and
procedural rules. We consider that such general clauses are relevant to the more specific rules on
trade in goods (to a limited extent), trade in services (to a somewledterextent), and investment

(to an important extent). We focus on these rules for the following reasons:

1 There is broad discussion of the extent to include such elements in the WTO and FTAs.

1 FTA negotiations can be used as a possibility of exploring andssiisgusuch issues with
trading partners in order to exchange views and further refine positions.

1 Some agreementn these issues has already been established within Norway and between
Norway and its trading partners.

1 There is a general need to clarify thelationship between trade liberalization and other
policy areas.

Fast track for environmental goods and servicEse environmental assessment will focus on
YSOKIFYyAaYa G2 SyadinNB FFIOAtAGFIFGSR GNIRS Ay Syga
facilid A2y QY NBAGNAROGAZ2YEA 2y O2dzy G SN AfAyYy3 YSI &dz
services, for the following reasons:

I Trade facilitation isamongthe topics on which countries have made significant progress
during the Doha negotiations.

1 Redued risk of changes in border control requirements and procedures.

1 The effects of expanding concepts of environmental goods and services.

1 The possibility of undertaking additional commitmentee perspective ofdeveloped vs.

developing counies; ®rvicesvs. goods.

Tailoring the concepts to developioguntry perspectives

Environmental goods and services as part of technology tramsfiee obligations to carry

out technology transfers under MEAs.

1 Compatiblewith Sino Norwegian environmental cooperation

= =

%9 See Draft Consolidated Negotiating Text of 21 April 00,0 doc. TN/TF/W/165/Rev.8.
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BExport controls of goodsThe environmental assessment will focus on Chinese measures to control
the export of goods for the following reasons:

9 This topic offers an important opportunity fpromoting Chinese interest in the FTA.

1 The topic is controversiaand likely to become increasingdg,due to population increase.

1 Chinese arguments before the WTO panlehve emphasizd broader sustainable
development objectives.

1 There have been and remain significant environmental problems related to raw materials
production.

Intellectual property right¢IPR: The environmental assessment will focus on how to apprdiéh
under the FTA for the following reasons:

1 Norway and China have had similar positions of as regards the interaction betR&esn
patentsin particdar, and biodiversity issues.

1 ThelPRissue has beomestalled in WTO negotiations, and there is a need to move ahead in
bilateral negotiations.

1 Chinese FTAs contain clauses that are of interest from a Norwegian perspective.

Case studies

To illustrate thegeneral points set out in the section on regulatory and policy effects we discuss two
case studiesclean energyand CCSThese case studigstegrate rules concerning goods, services
and investmentThe reason$or focusingon these cases are the follavg:

1 Clean energy and CCS are environméyifekbndly technologies that involve goods trade,
services trade, investment and R&D. An investment may entail purchase of equipment
(goods) with certain environmental characteristics. Based on the investmenh) R&
performed in a pilot phase (in terms of adapting technology to a new environment and
developing new technologies), and environmental services may be offered. Services are also
essential in the construction phase.istrelevantto discuss hovan FTAmay serve tofast
track and facilitate environmentgtriendly technologiesere.

1 Chinais the largest hydroelectric producer in the world, and Norway is the largest in Europe.
China is thes 2 NJaR)&stwindpower producer (in terms of installed capig9j and Norway
has considerablewind-power resources. Hence there is a potential for further trade,
investment and R&D in the area of clean energy.

1 Norway has an ambitious pgoamme for developing pilot CCS technology. China has
indicated an interest irexperimenting with CCS on cdakd power plants and industrial
facilities. Hence there is a potential for further trade and investment in the area of CCS.

8. Environmental impacts of the free trade scenario

In this chapter we examinghe environmentalimpacts of the free trade scenarid\fter some
remarks on the literature and thigollution haverfand Yhace to the bottonfhypotheses we discuss
possible environmental impactsnofish farming in Norway if consumption of Norwegian fish
increases in Chindhis is followed by a discussiohthe environmental impacts ofjreater textile
production in Chinaand thenof increased liberalization of mining services. Finally we discuss policy
and regulatory impacts.

yom ¢KS WLRif{dziA2Yy IKRFDY LR KBRISES
The environmental impacts of free tradeave attracted massiviterest from civil societyand the
research communityAccording to K S WLR f f dzii A 2 ¥ , ikérn@t®nal inkestbd® and S & A a4 Q
businesses set up polluting factories in ctiigs with weak environmental legislation and/or
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enforcement, andhen export the goods back to the rich world. A search of the phtgséution
haven hypothesi@®n Google Scholdtovember 7, 201teturned 1810 hits.

The empirical literature ofgollution haven$has however,failed to find significant effects. A key

reference in the fieldby Norwegian professor Gunnar Eskeland with Ann Harrison J20@%ludes:

W fGK2dzAK 6S FTAYR a2YS S@ARSYyOS GKIG FaEaASAIYy A
pollution, the evidence is weak at best. We then examine whether foreign firms pollute less than

their peers. We find that foreign plants are significantly more energy efficient and use cleaner types

2T SYSNHe®Q ¢KS TAY Rdre/eRergy ficint FRLbed explgined My ithy faci I+ NB
that the constituency of foreign firms is foreiglm W¢ KS OF aS 2F (GKS YAaaay:
KeLRGKSAAEAQ oaAif fther&uthorsb WRIGF AGEKEG nWBKAES yS20fF 1L
conventional wsdom both surmise that local economies will suffefetierious effects from stricter
SY@ANRYYSyYy(lf NBIAdzA I GA2yaY SYLANROFIf &addzRASE KI ¢
Riddel (2010) concludé? ¢S Sa A Yl S Ssttdied poltanks)ard $rd Stye eddernte

GKIFIG LRffdziA2y KFE@Sya LI e | AAIYATFAOFLYdH NRES Ay
MacDermott (2009) is more sympathetic to the pollution haven hypothesid concludesWdza S 2 ¥F
pollution emissions as a @xy for environmental stringency shows evidence in support of the
pollution-K I @Sy K & THR paied dias publighed a little-known journal, however.

Some papers focus specifically on Chinese environmental impacts from trade liberalization (Vennemo
et al, 2008 He, 2006 Shen 2008). Theseontributionsfind small impactsemissions and discharges

of some compounds faland they rise for others. Onexplanation can b¢hat these papers tend to

see trade liberalization as an issue of shifting praidug and not (nerely) increased production.

In a series of important papers, Glen Peters of Cicero arauttmrs have focused on the factor
content of trade to what extent international trade embodies, e.g., £Qhe conclue that
international trade does indeedentail significant amounts of GOwith developing countries
exporting CQ and thedeveloped countries impoing it (seePeters et al., 2011). These papers could
be taken to support the pollution haven hypothesBne difference between thecontributions of
Peters et aland the othes is that the latter discussthe impacts of either trade liberalization or
stricter environmental regulation they focus onthe impacts of a change in the regulatory
environment.By contrast,Peterset al. focus on the situation as it is and could perhaps be said to
have autarky as the implicit alternativiloreover, in (i 2 R Isitu&ian trade is imbalanced. Inay

be that the impacts of a change in e.qg., tariffs and-tamiff barriers such as those of an FTA are fairly
small, especially if one considers balanced trade changes, but that the imbalanced basis or reference
involveslarge movements in e.g., GAAtthis point thatmust remaina hypothesis, howeveMore
research is needed to reconcillee seemingly small impacts on the margin and the seemingly large
impacts in total.

How relevant is the pollution haven hypothesis ®iSino Norwegian FTA®e find no obvious
candidates for moving production from Norway to China in the interest of exporting to Norway. Also,
as seen in previous chaptetbe tariffs and barriers to exports from China to Norway are few even
before the FTA. In alition, investor rights are fairly well protectedllore study is needed ofhe
impacts of removing remaining tariffs and barriers, e.g., on textiles;cemsecuring investor rights
We willlook into thisbelow, but oneprobablyshould not expect too mucfiom the impacts.

¢KS GSN)XY WNIOS (2 GKS o02002YQ Aa d&AaSR (G2 RSa
lessgravelz. I WNBJdzf I G2NE OKAff QX AdSd (GKS F @2AR
Such athceQmay develop in regmse to relocation to pollution havenglowever, given that the
pollution haven hypothesisnjoyslimited empirical supportthe threat of a race to the bottom may
also be limited.

The race to the bottom hypothesis has been studied, e.g., in the comtexte NAFTANorth
American Free Trade Agreemgapgreement between Canada, Mexico and th8A(CEC 2006). In
the case of US environmental policiesipportingevidence was not found. The CEC assessment
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emphasizes the need for offsetting policy intervienis to reduce the risk of a race to the bottom.
The assessment discusses how Canexiertained doubtsabout its commitment to the Kyoto
Protocol, fearing it would be at a disadvantage compared to thiSA which has not ratified the
Protocol.

The CEC Impta Assessment found that the institutions created by and legal measures enforced
through NAFTA facilitated better environmental performance. Mexican businesses exporting to the
other NAFTA countries implemented more environmental management aatitms so-calledullQ

effect. TheUSAA & a SEAO2 Q& f | NsHiSEG yieNl Rixyyy3 (LOeNNTEy SINGE G !
of Mexican goods and servicglsouldaffect Mexican export businesses.

In terms of the SindNorwegian FTAwe find it farfetched thattraditional environmental regulation

in Norway would be relaxed because of competition with China. The one area where competition
with China is an issue is £f@gulation including levies and quotas. In recent years Norwegian
industry has argued that stri€Q regulation of firms would lead td¢akagé€but of Norway and into

the USA China and other countries with lax £€@gulation. This argument has convincéte
Norwegian authorities to grant certain exceptions and support to industry.

8.2 Case study ¢ Export of fish from Norway to China

General

As concluded in the chapter on scopifgFA aKQ A& |y SYy@ANRBYYSylltte A
from Norway that is likely to be stimulated by a free trade agreement between Norway and @hina.

2011 the poduction of farmed salmomwas capped because of the problem of salmbee (see

below). If this cap continuesan FTAwill of course have only small impaoct® Norwegianfish

farming. The situation is to be reassessed in 20H&¥ewe assume that by thame the impacts of

Sino NorwegianFTA are in full play, perhaps ten years from now, the cap on produstibhave

been lifted.

2 KAfTS FINYSR &bfvyz2y Ay 3ISySNrf Aa | o6A3 SELRNIL
f A FS Q3 thé éadewheriiticomg£td export to China (Table 8.1). Salmon contributes %22

the export value fish to China, bstands formore than 50%0f export value of fish in general. Hence

there seems to be a potential f@xpandng the export of farmed salmon tGhina. In the following

we focusour analysis orthe export of farmed salmon to China. Where necessary we distinguish
between fresh and chilled salmon on the dm&nd and frozen salmon on the other.

Table 8.1 Export of fish from Norway to China, and No rway to the world , NOK million

Item Export to China  Export in total
Farmed salmon with headresh and 400 23,200

chilled

Farmed salmon, frozen 80 1600

Frozen cod 1000 9800

Frozen mackerel etc 650

Total 2200 43,000[2009 data]

Note: 2010 datasource: Statistics Norway.

The life -cycle of farmed salmon

Before ending up on Chinese dinner tablasalmon has undergone several stagess life-cycle
each involvingenvironmental challenges someform. Table 8.2 indicates the stagesthe life-cyck
of salmon.We also notehow the weight decreases from 2.8 kg industrial fish feed to 1 kg gutted
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salmon with head, which is the main export item to China. The rest of this section explases the
mattersfurther.

Table 8.2 Stages of the salmon life-cycle

Stage Weight, kg. Environmental concerns

Amount of industrial fish required 2.78 Overexploitation of wild fish
stocks

Amount of feed required 1.37 Discharge of nutrients

Livesalmon required for 1 kg of gutted 1.25 Escapees and gerniet

salmon with head alteration of wild salmon
Fishlice

Salmon ready for slaughter 1.19

Gutted salmon with head 1.00 Transport emissions

Environmental concerns related to production and export of farmed
salmon

The Institute of Marine Research in Norway has recewgdyried out an environmental risk
assessment of salmon fish farming in Norway (Havforskningsinstituttet, 20@ncludes that the
two most important environmental risks of salmon farmiage therisk of (more) wild fish being
infected by salmotice, and genetic alteration of the local stocks of wild salmon due to interbreeding
with escaped farmed fish. The assessment also consitlerslischarge of nutrients and organic
material, but considers this@omparativelyminor problem.

In their opinion provied to the public hearing of the methodology report from this project, Friends
of the Earth Norway emphasizes as an additional important environmental tissu®/erexploitation

of wild fish as sources of fish feed. In some contrast to the Institute offdd&iesearch, Friends of
the Earth is of the opinion that discharge of nutrients and organic matetakntly represents
another important environmental risk.

Chilled and fresh fish from Norway to China will have to be transported byiaich is likelyo entalil
highgreenhouse gas emissionke process of farming, including the effort of catching the fedsh

leads toGHGemissions. Hence there are at least four environmental and resource impacts of fish
farming and export thashould be examined

1 Infectious salmotice (including impacts of antibiotics twmbatthe problem)
1 Escapee farmed salmon and risk of interbreeding with wild fish

1 Overexploitation of wild fish used as fish feed

1 Greenhouse gas emissions

Some would also include discharge of mertts in such a list. Unfortunately wackdatain that in
this research.

Methodology

In accordance with our report on methodology (Fauchald and Vennemo, 2011) we pursue the
analysis of environmental impacts of farmed salmon by means of a mixed pariabegm and life

cycle analysis. That is, we employ partial equilibrium methods to discuss the possiblesiofpatct

FTA on the export volumes of salmon. We employdjfele analysis to discuss the environmental
impacts ofgreaterexport of salmon. Fally we employ economic general equilibrium reasoning to

Vista Analysis and Fridtjof Nansen Institute (FNI) 64



Environmental implications of a SineNorwegian FTA

discussthe impacts induced by substitution effects, e.g., when Norwegian salmon substitutes for
meat or for Chilean salmon in China.

Possible impact on the value of exported Norwegian salmon

In this work we assume that a free trade agreement between China and Norway would reduce the
import tariff in China from about0% to zero. The reduction is likely to take place over a period of
some years, perhaps ten years. We ignore the tiagehere.

In adlition to the tariff decreasga free trade agreemenmight reduce other forms of regulation
during customs thatould lowerthe generalized cost of trade. To illustrate we suggest a decrease of
five percentage points. All in alt may be possible for #h terms of trade for Norwegian salmon
exported to China to improviy 15%

b 2 NI | iréntiexpOrt of salmon to Chinstands atabout NOK500 million(see Table 8)1 For
comparison export to Japan is about 700 million. Japan is a wealthier countny @tzina, but it is
also much smaller in populatiomwith aGDP slightessthan that of China.

Both the comparison with general exports abovel@omparison with Japaimdicate apotential for
significantlyincreasng the export of salmon to China. Howet it would beerroneousto attribute
the full difference between Japan and China to the import tariff and other barriers in China.

To distil the impact of reductions in tariffs and other barrjesonomists use the concept of price
elasticity. Thisindicatesby what percentage the&onsumption of a good increases when its price
decreasedy 1% A dividing line is drawn at a price elasticity of minus one. It is in fact more common
to work in terms of the absolute value of the price elasticity. A pricetieisof one in absolute
value means that consumption of a good increasgd %whenits price fallsby 1% Thisthen implies

that the amount of money devoted to the good is the same before and after a change in price.

Goodswith a price elasticity lowetthan one in absolute value are callédecessary good3n
economics.With necessary goodshe amount of money devoted to the good increases when its
price increases soa necessary good takes up a larger share of the budget when its price increases.
Goodswith a price elasticity higher than one in absolute value have the opposite propamty he
budget devoted to such a good falls when its price riSeeh godsare termedWixury good¥’

There may in fact beeveralexplanations why a good has a price elasticity higher than one in
loaz2ftdziS @FtdzS® hyS A& (GKS ftdzEdzNE SELIX FylFGdA2YT
to sacrifice if itbecomes morexpensiveOr, perhapghere exist close substitutes for the goothen

it can make sens® switchover tothe substitute if the price of theriginalgood increases.

Our conjecture is that the case of Norwegian salmon in China satisfies both conélitidrsving a
price elasticity higher than one. For one thing it is still a luxury good that is sold tgger middle
class in China, to restaurants, sushi bats. This characteristic calls for a fairly high price elasticity.
Secondlythere are goodsubstitutes available Chilean salmon, quality meadtc. This characteristic
also calls for a fairly high price elasticity.

In this work we suggest a price elasticity of 1.5 in absolute value to characterize Norwegian salmon in
the Chinese market. A price elasticity of 1.5asnmon for a typical luxury good. Combined with the
assumption of 1% reduction in price and on the basis BIOK500 million in export value, the
estimatedrisein export is calculated tdlOK125 million.

An increase oNOK125 million brings total expts to 625 million, which is lower than current sales
to Japan, but significantly closer to current sales to Japan than today. Remaining differences could be
due to cultural factorsetc.

If over time the quantity sold to China increases in the baselineas® a given percentage increase
will imply a corresponding increase in the quantity of additional sales. We have not ventured into a
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discussion of this effect. This omission makes our estimate more conservative than it would
otherwisehave been.

Possible impact on the quantity of exported Norwegian salmon

A characteristic of lifeycle analysis is thatthe environmental characteristics of salmon are
calculatedper kg of fish. In order tdring this physical informationnto line with the valuebased
information of the trade statistics, we need to know the price of fish. The price is our conversion
factor between the two sets of statistics. According to information freeafood.nothe average
export price for fresh or chilled salmon exported to China W&#31.30kg. in 2010. The average

for frozen salmon was slightly lowel@K29.40). Since most salmonédgportedfresh and chilled

we use the rounded figure for fresh or chilled salmhi®K31.00per kg’

DividingNOK125 million by 3Wwe obtain 4032 nillion kg.4.032 million kg equals 4032 tons. Hence
this price suggests that as a consequencarofFTA 4000 tons of salmon would be sold to China in
addition to the quantity currently soldAs indicated,i§h sold to China is mostijutted with head
not filleted.

Possible impact on the quantity of live salmon

Having estimated the value and quantity of additional exported salm@mow turn tothe life-cycle
study of environmental impacts. Recall that we focus on the environmental impacts descdoidresl a
Except for C@all of these impacts originate in the farming process. To calculate their magnitude we
first need to estimate the quantity dive salmon required for each ton of salmon sold to China.

Our analysisndicatesthat 1.25 tons of live salon are required to produce one ton of whole and
gutted salmorfor sale(Table 8.2 above). First,ansiderablenumber of fish dieand some escape.

We calculate that dead and escaped fish contribu¥ I8/ weight’* Escapees are the source of a
signi7f2icam environmental problem, see below. Second, a salmon is gutted before being ready for
sale.

As this reasoning makes cledf00 tons of exported salmon corresponds taachlarger quantity
of salmon that is fed and reared. We calculate that to exp06AGitons of salmorb500 tons of living
fish are required. Losses during farming are included in flgare. Losses during transport are not
included, but according to industry sources these are very low.

®The trade statistics of Statistics Norway suggest a slightly higher pri¢®kf41 /kg (export in value and
guantity of HS03021201 Farmed salmon with head, fresh or chilled.) The effect of assuming a higher price is to
assume a lower quantity and lower environmental impact. If the price is 41 instead of 31 the quantity is 3000
tons instead of 4000 tons (4 x 3 equals 3 x 4) and all environmental impacts are scaled down by &fdctor of
" Thisfigureis based on informatioftom Statistics Norway on the weight of fish production (980 tons)

and information from the Directorate of Fishery in Norway on the number of lost fish during production (44
million). Finally the repor&ffektiv og baerekraftig arealbruk i havbruksnageni areal til begjeer(availableat
regjeringen.npstates in section 7.7 thét is realistic to assume that the average size of the lost fish is about 1
kg. W/ith this we have the weight of lost fish, which can be compared with the weight of prdifincatd the
figure of5% is obtained.

"2 The source of information on the percentage weight lost during guttignisskretting.no In the document
dormler og beregningéit is statedp. 4): ¢here is no absolatindustry standard for how these units of weight

are relative to each other, but it is common to use these rates of conversion: Round welgloff #v@3weight;
gutted weight = 8% of live weight We use 8% as our estimate.
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Escapees and the risk of interbreeding

The factthat some farmed salmon escapes and go on to interbreed with wild salmohrigjor
environmental concernFigure8.1 indicates that the amount of farmed fish in Norwegian rivers
exceeds by far what is deemed thastainable levef®

Figure 8.1 Amount of farmed salmon in Norwegian waterways
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Source: Authors

Against this background it relevantto estimate the number of salmothat would beintroduced
into Norwegian waterways as a consequencea@ino Norwegian FTA. Starting off from our key
figure of 4000 tons additional export and 5500 tons additional live saiihd possible to estimate
the number of escapees.

Herewe assume that the percentage share that escapes fum(5500 tons equals thpercentage
that currently escapes. This methodology is likely to overestimate the fdigoee somewhat. The
number of escapeesas droppeddramatically in recent years, from an estimated 03D individuals
in 2005 and 90@00in 2006, to 25300 individuals in 20107 Meanwhile production hassen

On the other hand thegearto-yearvariation in the number of escapees may be inciderdatd we
would not be comfortable applying a trend reduction to the percentage share of escapiegtarly,
we do notapply a trend to future production increases from the FTA as compared to the baseline.

A total of 930000 tons of salmon was produced in 2010. If the,@86 escapeeare spread evenly in
this total, the questionbecomeshow many escapees there will Hehe quantityis 5500 tons?

The answer is 1510 escapees.

Not all the escaped fish will reach a river and ge chance to mix with wild fish. Comparing
historical escapes with the numbers found in waterwaye estimate that an escapee has a%21
chanceof reaching a river. With this informatipme are able to estimate the annual numbirat
actuallyreach the rivers: 315 individuals.

3 The sustainable level &stimated to b8% of the stock of wild fish, i.e. the spawning stock of wild fish is able
to accommodatB% wild fish in the water.

" These numbers do not correspond to figure Bhkre the indicator isfish in waterway@§ notéescaped fish
Only onein five escaped fishctuallyreaches the waterway, see text below.
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A total of 315 additional individuals may seem a small price to pay for incredemgegiansalmon
exports to China. Otine other hand some would advocate zero tolerance towards this problem.

We repeat the assumptions behind the estimate of 315 additional indivicizells year

9 The number of escapees is 2880
1 Escapees are spread evenly among the @3@tons of producetlve fish
9 Escaped fish in a river live for one year (an#b®1 escapees reach a river)

Of coursejn the case o&n FTA between China and Norywtne actual number of escapees reaching

a riveris likely todeviate from the estimate here. The actual nioen will depend on the location of
the fish farms hat produce the additional fish, the precautions taken in these farms, accidents and
chance events such as bad weathsc. As notedcurrent trendsindicatefewer escapees.

The assumption that 24 of esapees reach a river is also based on averaging. In practice the rate
will depend on which river, which farm locatiogtc. Besidegthe figures forthe number of escapees
and the number in rivers are uncertain estimat€n the other hand, ¥en a 1086 chance of
reaching a river would imply only 1510dimiduals sothe uncertainty in thefigure of 21% may be

low compared to the total.

Salmon lice

The problem of selice has become major environmental and health concern in Norwegian salmon
farming.Lice are a burden on wild fish in the farming areas and young wild fish going out to sea, and
of course to the farmed fish. It is estimated that3lice per fishare enough tdkill smolt and 911
prove fatal toa young salmon.

Although the amount ofice variesin the course of dhe year androm year to yearit is estimated
that the current population of sedice in Norway numbers 400 million individualswhichis eight
times higher than the sustainable level of 50 million.

In order to reduce the numbeof sealice, large amounts of antibiotics have been applied over the
last couple of years (figure 8.2). The long term impact of this application is not clear.

Figure 8.2 Sold amount of drugs to prevent sea lice
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On this background it iselevantto estimate the number of additionalice that would be given
breeding room ifsalmonproduction increasess a result of &ino Norwegian FTA. The average
stock oflice, 400 million, may be compared to the average stock of live salmon in 2010, 355 million
individuals. To obtain a rough indicatorlmfe per salmon we divide the twand estimate that each
salmon carries 1.12hkce. (In reality the number ofice per fish variesas indicatedsee figure 8.3.
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Qurrent regulatiors requirefish-farmersto initiate We-lousingprogrammes if the number offemale
lice per fish exceesl0.5.

Figure 8.3 Development of sea lice per fish in recent years
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Recall that 5500 tons of live fish is needed for 4000 tons of gutted salmon with head. Given the
average weight of fish at slaughter before gutting (5 kg) an additional 1.1 million fish will be farmed.
Assuming this fishave no fewer and no mordice than the averagethe number of additionalice
induced by the FTA becomes 1.4 million.

Now, 1.4 millionlice may seemow whencompared to the 40@dd million licein existence, but it
would certainlyadd to the difficultyof reducing the total number diceto 50 million.Asin the case
of escapeessome advocate zero tolerance towards salnfiop.

We repeat the assumptions behimdir estimate of 1.4 million additional sdize:

1 1.25 sediceper fish
1 Five kg slaughter @ight of fish exported to China (1.1 million fish)

However, as noted abovdhe number oflice varies significantlfrom season to season and from
year to yearFor this and other reasonthe figure of 1.25 per fish is uncertain. If thetualnumber

is twice that high and the number of farmed fish for China is 1.1 mid®we have arguegthen the
additional number oflice becomes 2.8 million. Even this is small compared to the 400 million in
existence, but if true it addsrther to the difficulty ofachievinga total of 50 million.

Salmon feed

We now turn toadditional demand for feed that follows from the increase in fish rearing to cater for
markets in China. Farmed salmare fed a mix of fish oil, fish flour and plabased feed. Over time
the shae of plantbased feed has increased, but it seems doubtful that this trend can continue
forever. One kg of industrial fish wilyield both fish oil and fish flour, but it is fish oil that is the
limiting factor.Any leftover fsh flour may be used to feemther fish, as well as poultry.

The industrial fish that go into the production of fish feed come fraanysources. The contribution
from each source changes over time, but in 2028% came fromsprat, 286 herring and 156
anchoveta, see figure 8.4. Amding to the FAQsprat, herring and Pacific anchoveta afally
exploitedat present. Blue whiting, which give%obf the fish feed, is considered overexploited.
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Figure 8.4 Industrial fish in salmon feed 2010
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Tocalculatethe additional strain onndustrial fish resources from additional exports to China we first
consider how much feed is required pyoducea ton of live fish. This entity is known as the FCR
ratio. We set it to 1.7> Hence 6000 tons of feed is required to obtain 5500 tons of kmen. Recall
that 5500 tons of live salmon is the amount required to generate 4000 tons of exports to China.

To generate one ton of fish oil and flotgquirestwo tons of live industrial fisk Hence, 1J000 tons
of live industrial fistare necessary teupport 4000 tons of exports to China.

We use the 2010 data to spread this amount on ¥heouskinds of fish availabjeseeTable 8.3.

Table 8.3 Amount of industrial fish required for 4000 tons of Atlantic salmon , gutted
with head
Industrial fish in sémon feed 2010 % Tons
Herring(Clupea harengus harengus) 26 2 899
Anchoveta(Engraulis ringens) 15 1677
Sprat(Sprattus sprattus) 28 3099
Mackerel(Trachurus trachurus) 3 378
Tobis(Ammodyes sp.) 10 1122
Blue whiting(Micromesistius 1 122
poutassou)
Capelin(Mallotus villosus) 2 244

5 This figure is collected from the home page of Skrettingyv.skretting.no Another large Norwegian
producer, Lergy, publishes a higher FCRorat

" The figure is based on information from Skrettingyw.skretting.no Skrettingstateshat 14. % of fish feed
is fish oil, and that 12.5 kg fisyield 1 kg fish oil.
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Norway pout (Trisopterus esmarkii) 1 111
Menhaden(Brevoortia patronus) 7 800
PearlsidgArgyripnus iridescens) 1 133
Unknown 5 522
Sum 101 11 106

Source: Authors.

Of this catchit is the 120 tons of blue whiting that according to the FAO give the greatest reason for
concen.

We repeatour underlyingassumptions:

f AnFCRratioof 1.1
1 14.8%fish oil in fish feed, and 12.5 kg fish needed for 1 kg fish oll
9 Distribution of industrial fish as of 2010

It is of course nogiventhat the fish produced as a result of a SiMmrwegan FTA will match exactly
these requirements. The FCR ratio varies between producers, and producers are working to bring it
down in order to save costThe amount of fish oil in the feed may abiecreasen the future. And

most importantly, global fishées may stop fishing blue whitingithout significant deterioration of

the quality offish feed. Should sprat and herring move from fully exploited to -@xgioited the
environmental burden of the fish feed will be higher.

Discharges: CQ

A report by Sintef (2009) has recently agadd the impacts on CQemissions of producing and
exporting salmon to Chinas far as we can judgthe assumptions behind their analysis are quite
similar to trose weemploy. These are assumptioras tothe amount of livefish needed for a ton of
gutted salmon with head, thamounts offeed and itscomposition as regarddifferent stocks of
industrial fish, and so on.

However, it is the process of transport that generates by far g¢ineatest CQ emissions gee
Table8.4). fesh or chilled salmorequire air freight and according to the Sintef analysis one ton of
fish generates almost 11 tons of £€missions in the course of beifigwn from Norway to China.
By contrast, transporby sea generates one ton of GO Assemblyof the feed also generates
substantial C@emissions, almost three tons peneton of fish for sale.

Table 8.4 CQ emissions (tons) per ton of salmon exported to China

Total Feed Aquaculture Processing Product Transport Means of
production excl. feed transpot packaging transport, and
production distance

Salmon fresh 13.86 2.72 0.14 0.03 10.83 0.14 Airfreight
gutted to Boeing 8380
China km
Salmon 420 2.72 0.14 0.05 1.18 0.11 Large
frozen to container ship
Shanghai 19461 km

" The analysis assumes a distance oA@Pkm. The distance from Oslo to Shanghai through the Saeal is
muchless 11,030 km. Hence emissions via sea transport are lower for shipsatihate the SueZanal.
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Above we estimated @t 4000 tons of additional salmon would be exported to China as a
consequence of an FTAbout 80%o0f current exports to China are fresh and chilled salpvamereas
20%is frozen. These percentages are given in terms of value, but the export prices lofafrds
frozen salmon argery similar

We apply the 80/20 division to the 4000 tons and estimate that 3250 tondrarsported by air
freight. This and the productiomvolvedgenerate 44000 tons of additional COThe renaining800
tons are transportedby sea. This and the production procdassolvedgenerate 3350 tons of GO
The total is 4®00 tons of additional GOSince most of this G@s generated during transport it
constitutes a net addition G@missions. That is, even if one considers mopimgluction from one
location to another (consumption unchanged) this,@Cadditional. However, if one is of the opinion
that Norwegian salmoransubstitute for, e.g., airborne Chilean salmon, the net impact opraay

in fact be a reduction.

Substitutio n impacts in consumption

Norwegian salmon likely to substitute for Scottish salpfore meat and similar productgNote the
points madein Box 8.1) This substitution will in general reduce the environmental impact of higher
production of Norwegian salom. Why? Because Scottish salmon production also has environmental
issues, and may be flown over a similar distance as the Norwpgiainict Wemay assumehat fine
meat, another possible alternative to Norwegian salmwiil also involvesnvironmental isues, like
discharges of organic material from manure and from the fertilizer used to produce feed; and from
GHGemissions related to the same processEst this projectwe have not properlyn depth the
environmental impacts of Scottish salmon, fine meabther luxury food alternatives to Norwegian
salmon.However,these conjectures illustrate a point made earliélnat once general equilibrium
effects are taken into accoupnhe environmental implications of free trade often diminish compared
to their life-cycle counterparts. But it may also be the case that Norwegian saimased to
substitute for something that ismore environmentallyfriendly, such arganically grown vegetables.

To the extent thatoccurs,the impacts from the lifecycleanalysisare valid in the broader analysis
and may actually be reinforced by the removatlaf health impacts of vegetables.
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Box 8.1 An illustration of substitution in the case of salmon consumption in China

Che Telegraph

Scottish salmon farmers set to clean up after China's
Nobel dispute with Norway

China's dispute with Norway over the awarding of the Nobel prize to dissident Liu
Xiaobo has produced an unlikely winner - the Scottish salmon.

e e

the door for the Scottish producers. Photo PA

EXports 0 \omeglan ord-farmed saimon to China have plummeted by 70pc i the first four months of this vear, opening

By Peter Foster, Beijing
12:02PM BST 10 May 2011

Norway's fall from grace has provided a chance for Scottish salmon farmers to break into a market that
had been dominated for years by the Scandinanvian country, which provides 90pc of the salmon eaten
in China, according to the state-backed Global Times newspaper.

Exports of Norwegian fjord-farmed salmon to China have plummeted by 70pc in the first four months of
this year, while Scottish producers signed a landmark agreement in January to begin direct exports to
China.

Norway has been in the diplomatic equivalent of the deep freeze since last October when the Norway-
based Nobel Committee announced it was awarding the peace prize to Mr Liu, a pro-democracy
campaigner currently serving an 11-year jail sentence.

Source: The Daily Telegraph, May 10, 2011
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Summary

Ba®d on the combined partial equilibriuglife-cycleanalysis we have found the following average
impacts ofgreaterexport of salmon from Norway to Chin@sulting froman FTA

9 300 additional farmed fish reaching waterways

T 1.4 million additional fistice

1 11,000 tons additional fish catch, of which 122 tons overexploited blue whiting
i 48,000 tons additional CO

In addition, discharges of nutrients may be a problem, Wwat have notdelved intothe empirical
consequences in this research.

The figures givemithe bulleed text aboveare in a sense captured by the method used to derive
them: They are average figures, they do neftectthe consequences of altered practiaer do they
consider substitution impacts in consumption and production. For instaiiddorwegian salmon
exportsas used as a substitufer Scottish salmon exports tiglobalenvironmental impacts may be
lower than the national problems for NorwayAll the samethe life-cyclemethodologywe haveused
here is a statef-the-art techniquein environmental impact assessment, and within Norway the
figures may pruidea useful indication of the size of the potential environmental problem.

8.3 Case study @ Export of clothing from China to Norway
China is the largest cotton producer ancetbiggest producer and exporter of cotton textiles and
I LILI N f LINEP RdzOG&a Ay (GKS g2NIR® C2fft2¢6AyrEte /| KAY Il Q
guotas on textiles, Chinese textile expohigve expanded rapidly, stabiliziag a high levein recert
years(table 8.5.

Table 8.5 Chinese exports and imports of textiles and textile articles , USD billion
2007 2008 2009

Exports 165.8 179.7 161.4

Imports 254 25.0 21.8

Source: China Statistical Yearbook 2009, 2010.

Cotton textile is estimated to mak up around one third of the value of products exportedm

Ching i.e. U® 47 billion. The Chinese Association for Textile Industry has estimated that China
produced 5.5 billion meters of cotton textile cloth in 2008he cotton cloth industry occupiesia
important position in the national economy and provides the means of livelihood for around 4.5
million Chinese.

The general strength of Chinese textile expodan be seen fronthe trade figures with Norway.
Textiles and textile productsepresentthe biggest category of export from China to Norway. The
Feasibility Study notes that pullovers/cardigans, cotton sweaters and w@ndetton trousers are
the most important textile articles exported.

We have established in the free trade scenario that Norwegiaport tariffs on textiles and textile
products probably will be phased out. This is likely to increase the export of textiles and textile
products, resulting igreater Chinese production and lower apparel costs for Norwegian consumers.
Remaining Norwegn suppliers could be threatened, but it could perhaps alsing new

8 Parts of this sectioarebased on ECON: Environmental consequences of a Naaweghinese Free Trade
Agreement, ECONReport no. 200848. Unless otherwise noted, data are from this source.
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opportunities. The Norwegian textile industry has alrebdgically shiftedrom producingthe kind of
low-cost apparel imported from China to higlalue apparel sectorsind relaxed tade barriers could
provide opportunitesfor greatertwo-way tradein textiles and apparel products.

The cotton life -cycle

Among the textile products exported from China to Norway, we use cotton /clothing as an
example of possible environmental impadthe lifecycle here consists of multiple elements with
partly different environmental challenges. The elements are summarized in the 5 steps in
Figure 8.5

Figure 8.5 Elements of the cotton production cycle
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Cotton production is the process ofqgaucing cotton from seeds to lint cotton in a seadong
period. In the growing procest)is production requiresvater, chemicals, electricity and machinery.
Carbon dioxide, local air pollutants, ammonia and nitrogambe released to air and water fno the
application of chemical fertilizers and pesticides. Generally speakinigese agriculture consumes
more fertilizer relative to production than in most other countriesday® W/ 2 (G 2@ Of 2 (K
clothing)is the process of spinning and dying cottonbecomeitems of clothing usually with some
chemical fibre mixed inEkctricity and waterare consumedn the processchemical wasts are
dischargedo water andGHGsand local pollutants to air. Transport from China to Norweguires
consumes oifor shipping. The consumption process of cotton clolthing in Norway consumes
electricity and water, mainly during laundry. Finally, disposal of waste cotton/clotthing at the
end of the lifecycle in Norway consumes energy during collection angamagion for incineration.
Incineration in Norway produces commercial energy, but atekgenseof emissions to air.

Quantifying the increase in Chinese exports of cotton textiles

Exports of textiles and textile products from China amountedN@K?7.2 bilion in 2010. Since the
major textile products exported to Norway seem to be made of cotton, we assume here for simplicity
that all Chinese textile export to Norway consists of cotton.
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The average import tariff in Norway is 84 (see Fauchald and Vennep011). Applying a price
elasticity of 0.5 we estimate that Chinese export to Norway increases 7.2*0.084*0.5= 0.300 billion
NOK if tariffs are eliminated and reference quantities are as of 2010.

Environmental life -cycle impacts of increased exports of tex tiles from
China

One problemin attempting to estimatethe life-cycle environmental impacts of higher exports of
cotton textiles from China to Norway is that available documentatiorife-cycleimpacts refes to

the production of one (million) kg of teiles, whereas the trade statistics refer to the production of
one (million) yuan of textiles. However, Norwegian trade statistics publish both quantity and value
data. Summarizng the total quantities and values over H8des 61-67 (which contain the texe
articleg, we getan average price diOK132/kg. As a crossheck we estimate the average price of
the main import article, namelgotton pullovers/cardigans. The average pricelodse itemsis NOK
124/kg so we have decided to appdy price ofNOK130 /kg. This price is our conversion factor
between valuebased trade statistics and quantibased lifecycleanalysis.

Using a factor of 13@he estimated increase in value of NGBOO millionemerges agquivalent to a
2.3 million kg increase in quatytj or 23,000 tons.

Carbon footprint
The carbon footprint ol kg of cotton cloth is given ifable8.6;see ECON (2008) for the derivation:

Table 8.6 The life -cycle carbon footprint

Life-cycleUnit Kilo CQ-e/kilo TonnesCQ-e from 23,000 tonnes
textiles

Cotton production in China 16.1 370,000

Co.tton clothing production in 8 64,000

China

Transportation from China to 0.2 4.600

Norway

Consumption in Norway 2.7 62,100

Waste 0.0

Sum 21.8 501,400

According to this analysithe increase in Chinessxports of textiles may lead to as much as half a
million tons of additionalGHGemissions. It is important to realize that this is a carbon footprint
assuming no supplside constraints or substitution in demand. The-tfecleimpactindicatedhere is
simply a mechanistic response to the increase in final demand for clothing.

Almost all therise in GHGemissions is estimated toccur during cotton production.Cotton
production in China is carried out in many ways. In remote arsame farmers stillrely on
traditional farming systems, using only small quantities of oil and electricity, and larger quantities of
human and animal labour. In some other areas, sudha®orthern Xinjiang Autonomous Region, a
more energyintensive farming system has developed

About one third of Chineseotton production takes place in the Xinjiang Autonomous Regiott

the remairder carried outin central and eastern part of China. Textile factories in coastal areas
increasingly use imported cotton instead of domesticallgduced cotton in their production. Most
often the cotton is imported from United States, the Commonwealth of Independent States

" MFN, average.
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(Uzbekistan in particular), India and Pakistan and even from African countries. Hentigutbg in
Table 8.6 represent annderlying diversity of production technologies and trade in cotton with other
countries. Stillwe get an indication dhe relative magnitudes involved in textile production.

Economic responses, reactions and rebound effects

An increase in exports of soneemmodity, in this case textiles, and associated increased production
of everything that goes into the production of this commodiwill rarely be the end state of the
economic response. In ECON (2008) the relation between partial and full impacts toheseC
increase in production of textiles is discussed. tiated that the economy cannot use more labour

or capital than is available. Nor can it run down (or up, for that matter) the current account. On this
basis ECON (2008) follows the economic flimaes Computable General Equilibrium exercise:

XGKS AyAldAlLf AyONBF&S Ay SELRNI& (G2 b2NBIl &
precis&’. However, the macroeconomic increasealhexport of textile & apparel from China

is 250 million Yuan. This of course a much lowéigure. In other words, export to other
countries falls. The reason textile export to other countries falls is that the stimuli provided
by increased import demand from Norway creates an upwards pressure on wages and
income in the textile sector of) China. The upward pressure is the result of increased
competition for resources of production when additional demand from Norway is factored
in. The pressure is of course extremely small, buicalles are small in this marginal excise

and the pressure on wages and income hasca@nsiderable relative impact. The
macroeconomic consequence of the pressure on wages and income is to increase costs of
production and reduce ordinary exports of textile & apparel. This is how the econa@kgan

room in the current account for the export stimulus to Norway.

The macroeconomic effect reduces exports of textiles & apparel from 437 million to 250
million. By the time the increase has filtered through to total exporalb§oods and services

the initial increase is capped considerably once more. The total increase in export is only 23
million Yuan. The reason is that export from other sectors than textile & apparel reacts in a
similar pattern to export of textile & apparel: This export falls baoll modifies the initial
export increase.

To illustrate this point the table beloTable 8.7)is presented in ECON (2008). It distinguishes
between the direct, embodied and economde impacts of increasingxports oftextiles and
apparel from China tdNorway. The direct impact is similar to the impact denotatton clothing
productiorin Table 8.6 above. It calculates impacts in thethingproduction sector. The embodied
impact equals the direct impact plus impacts further up the chain of producfidhe embodied
impact equals the sum of clothing production and cotton productionTable 8.6 above. Both
analyses find the embodied impact to be about ten times the direct impact.

Perhaps the most interesting entry Table 8.7concernghe economywide impact.Thisincludes the
embodied impact, but it also includes other impacts in the economy. These impacts are negative
(lower pollution) since other sectors contract in order to make roongfeaterexport of textile and
textile products. The economyide impact falls back to a magnitude that is lower than the initial,
direct impact.

One may say that the econonwide impact shows a generaéd reboundeffect, collecting all the
SO2y2YeéQa NBalLRyaSa G2 GKS A yefestkdn blwagskbe ¢isBuSsed, ¢ K S
but the general message from econommjide analysigsthat it is quite significant.

All impacts discussed so far have been on the Chinese side. On the Norwegian side there is also a
considerable rebound effect. Most of the Naggian impact originates frorthe electricity used to

8 Note that thidigure is very similar to the 300 million we estimated above fa firesenteport.
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