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BARRIERS AND OPPORTUNITIES IN PROMOTING TRADE IN ENVIRONMENTALLY PREFERABLE PRODUCTS (EPP):

National Multi-Stakeholder Workshop on the Leather Sector in India 

New Delhi, 13 June 2002
Summary of Proceedings

The workshop was co-organised by the Consumer Unity and Trust Society (CUTS), the United Nations Environment Programme (UNEP), and the Ministry of Environment & Forests, Government of India (MoEF), in association with the Council for Leather Exports (CLE), India as a co-sponsor. Pursuant to UNEP’s core programme on Trade and Environment, this workshop was convened under the project titled “Barriers and Opportunities in Promoting Trade in Environmentally Preferable Products (EPPs).” In this context, CUTS had been commissioned by UNEP to prepare a case study on the Indian leather sector, for wider discussion and recommendations for follow-up action from key stakeholders. The national consultative workshop was held at the India Habitat Centre, in New Delhi with active participation from more than 30 delegates from various institutions from diverse fields such as academia, research institutions, government agencies, UN organizations, export promotion agencies, NGOs, and buyer groups among others.

BACKGROUND AND OVERVIEW:

1. 
Since the 1950s, the global economy has more than quintupled in size, with world trade and foreign investment serving as primary drivers for global economic growth. For example, during the same period, world exports increased geometrically from US$ 350 billion to US$ 5.5 trillion in 1999. The increasing importance and volume of international trade has in no small measure been facilitated by the steadily falling tariff barriers to trade, as well as reduced barriers to investment and advances in communication and technology. On the other hand, developing countries are increasingly faced with non-tariff barriers, including technical barriers to trade (standards and regulations), as well as demand-driven preferences amongst a growing number of consumers leaning towards goods and services which take account of environmental and social considerations.

2.
India’s leather industry occupies a prominent role in international trade, generating foreign exchange and providing employment. The industry, which employs more than 2.5 million people, exported about US$ 1970.98 million worth of goods in 2000-2001. Much of the economic benefits derived from leather production and trade, however, have typically come at considerable cost to the environment and human health, which can and should be mitigated. This poses a challenge to the future sustainability of the leather industry with a growing number and layers of non-tariff barriers, including environmental considerations emanating from major export markets. 

3.
In slight contrast to many of the other UNEP country projects on trade and environment globally which seek to quantify the economic and social costs of environmental deterioration as a result of trade in a given agricultural or industrial sector, this workshop and case study places particular emphasis on barriers and opportunities to trade in EPPs with a focus on the Indian leather industry on account of growing competition and other factors, like green consumerism in the developed world. 

4.
The workshop, having reviewed the preliminary draft of the case study, made a number of important observations, offered constructive comments for improvement, and provided a number of recommendations to sharpen the competitive edge the Indian leather industry in the global market, through inter alia, cleaner production methods, application of appropriate technology, water conservation, strengthening of legislative and regulatory frameworks, research and development, and improved public relations, market research and networking with buyers associations. The workshop was viewed as an important and welcome initiative towards bridging a substantial information gap, which apparently exists amongst the varied stakeholders in this sector. 

SUMMARY OF DISCUSSIONS:

General points:

[image: image4.wmf] It was generally agreed that the case study presented important findings and analyses, leading to an enhanced understanding and appreciation of the multiplicity of barriers and opportunities for the further development of the Indian leather sector, particularly in light of increasing competition in the world market combined with a growing consciousness of environmental and social issues amongst consumers.
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There was a fair amount of debate on whether there exists a credible demand for environmentally preferable leather products in the export markets of India. One point of view expressed that unless the marketability of leather as an EPP can be ascertained and quantified in real terms, it made little sense for the leather industry and other stakeholders to actively promote additional environmental safeguards, which may unduly drive up production costs in the short-term, without reaping any economic benefits, in terms of a price premium on the export market. 
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On the other hand, it was observed that the relationship between leather as an EPP and market demand is somewhat analogous to the ‘chicken and the egg’ quandary. For example, it may be difficult to assess market demand for ‘environmentally preferable’ leather since such a product has not yet been successfully marketed in the first place. Experience with other types of EPPs suggest that market demand does not exist in the abstract, but often needs to be developed by promoting a particular product which occupies a particular niche, catering to particular consumer preferences.  
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Some industry representatives were of the opinion that the adoption of more stringent environmental standards will result in a higher cost of production, but that will be in the short run only. 
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It was suggested that some of the large and well-established Indian tanneries had a comparable, if not superior environmental performance vis-à-vis some European tanneries in terms of technology used, effluent discharge, and efficient management of water and energy, and therefore greater attention should be paid to small and medium sized tanneries for whom economic feasibility comes in the way of adopting cleaner production methods.
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There is resistance to change, particularly on the part of small tanneries which process leather in a traditional manner because of inflexible attitudes, capabilities, and social structure etc. In some cases, while both large and small tanneries may have waste treatment and other end-of-pipe facilities, these are not optimally utilized, due to cost savings.
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Better coordination among agencies associated with the sector is required to achieve results. The role of inter-governmental and international agencies is important in this respect. There is little and scattered knowledge among various players (especially small producers) about environmentally preferable products. Capacity building could be an important tool for the benefit of the sector. 

Water Resource Management

[image: image11.wmf]  The higher use of water is one of the problems, which is faced not only by Indian tanneries but across the world. One solution could be to raise the user price of the water to reflect its actual cost.

[image: image12.wmf]   Another important point noted was that of improper utilisation of treated water. The end use of water treated by effluent treatment plant should be defined clearly and followed through a regulatory mechanism. 

Role of the Regulatory and Legislative Frameworks

[image: image13.wmf]    The lax enforcement of environmental standards and laws as well as the lack of appropriate economic instruments and other punitive measures is one of the major reasons for the environmental pollution and inefficient use of natural resource inputs by both the large and small tanneries.

[image: image14.wmf]    It was also noted that new tanneries should be allowed to be established only if they meet the prescribed environmental standards.
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Moreover, the environmental standards should be raised step by step so as to provide enough time for adjustment and thus to minimise structural costs.

Technological Aspects
[image: image16.wmf]   Cost is a major constraint for small and medium sized tanneries to import and adopt environmentally sound technologies. On the other hand, there is ample evidence of small and medium sized firms effectively employing less capital intensive and more labour-intensive technologies / management methods which are environmentally sound and well-suited (appropriate) for the smaller-scale operations.

[image: image17.wmf]   Modern technologies for small tanneries can only be economically feasible if the initial capital cost can be partially borne by government subsidies or grants from donor agencies. Technologies, which can be shared among a number of small units,  (e.g. Central Effluent Treatment Plants or CETPs) may be more cost-effective.

[image: image18.wmf]   The Central Leather Research Institute has invented several modern techniques, which can be adopted by small producers at a nominal cost. It was pointed out that new techniques are successfully employed in various tanneries.

[image: image19.wmf]   Importers are playing an important role in promoting R&D. In some cases, they are providing resources for technological upgradation.

Export Markets

[image: image20.wmf]    China is emerging as a major competitor of Indian products and this trend is likely to intensify with the country’s entry into the WTO.

[image: image21.wmf]    The image of the exporting country plays an important role in promoting the products of a country. So, leather exports should not be seen in isolation. It was suggested that the leather industry should build a long-term relationship and try to carve a niche for EPP products in the arena of tougher competition, where price is an important, but not necessarily a determining factor.

[image: image22.wmf]    The flow of information between the exporters and importers can also play an important role in achieving high export growth. It was proposed to organise regular interaction between Indian producers and consumers in the export markets and institutionalise the process.

[image: image23.wmf]    Considerable opportunities exist for value-added Indian products, including leather for which niche markets are to be explored, developed and sustained. 

Key Points on the Case Study

 [image: image24.wmf]  Given that the central objective of the project to identify key barriers and opportunities for promoting trade, it was suggested that the case study placed disproportionate emphasis on cleaner production technologies.

 [image: image25.wmf]  Accordingly, it was suggested that the focus of analysis needs to be more balanced and realigned to briefly capture the trend and evolution of India’s leather sector export, its comparative advantage, and niche markets for specific products, including EPPs.
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It was also felt that the sample size of the study was small covering only one important cluster of production, i.e. Kanpur in the state of Uttar Pradesh. Subsequently, conclusions were not as comprehensive or necessarily representative of the national situation, given the differences among clusters of production in terms of available resources, technology employed, market dynamics, etc. Apart from Kanpur, the other two major clusters are situated in Kolkata, West Bengal and the state of Tamil Nadu. It was noted however, that owing to financial and time constraints, the geographic scope of the study was limited, however, the revisions would take into account some of the best practice and experiences of the leather sector in Tamil Nadu, for example.

KEY RECOMMENDATIONS FOR FURTHER ACTION:
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Strengthen the existing regulatory framework to ensure better compliance on the part of the polluting tanneries which do not meet the environmental standards mandated by the Pollution Control Boards. This may act as an important tool for compelling the producers to adopt newer, more efficient technology and cleaner production methods, ultimately resulting in an environmentally preferable product with reduced environmental pollution and adverse health impacts.  
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Enhance / rectify the image of India’s leather industry in the importing countries and international community. Every country and industry has its own strengths and weaknesses; Indian leather industry should publicize its reputation and environmental performance vis-à-vis other competitors, which would serve as an important tool gaining a comparative advantage in the market. The impact of these image-building efforts will not be limited to leather but will be reflected in the demand of other export commodities also.
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Conduct extensive market research on consumer behaviour in target export markets including willingness to pay to enable a more comprehensive understanding of EPP opportunities;
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Initiate and develop a firm relationship between exporters and importers of leather. Importing countries can play a major role in product development. They are keen to assist the exporters in undertaking the R&D and product up-gradation schemes.
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Form an Inter-Ministerial Committee to phase and monitor the environmentally sound development of the leather export industry;
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Establish a National Cleaner Production / Research and Development Centre for leather, with the strong support of the Indo-German Chamber of Commerce, as Germany is one of the leading export markets for Indian leather;
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Adopt a national approach to attain a near-zero environmental risk status within the next five years; 

