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Farmer analyses the flowering of coffee plants in Brazil

The Food and Agriculture Organization of the United Nations (FAO) estimates that global trade in food
reached $1.53 trillion in 2020, more than twice its level twenty years before.! Trade in food is essential to
meeting the needs of growing cities and food insecure countries worldwide. It enables a significant source
of jobs and revenues for exporting countries. The importance of trade is set to rise further with climate
change, as supply shocks become more frequent, and more people come to depend on imports. The early
signs of this are visible. In 2021 alone, droughts on all inhabited continents have contributed to global food
price increases of over a third, an upward trend that predates the COVID-19 pandemic.2?

Global trade of food magnifies some of the challenges of the food system, such as greenhouse gas
emissions, deforestation and biodiversity loss, as well as health and social inclusion costs. Food and land
use systems generate "hidden” environmental, health and poverty costs estimated at almost $12 trillion a
year, a number larger than the value of the system's global output measured at market prices.* Trade in
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food is heavily implicated in some of these costs, especially for tropical forest commodities like soya and
palm oil, which are mostly exported and drive deforestation.

At the same time, sustainable trade is essential to protecting food security and livelihoods in an
increasingly unstable, warming world. Rather than reversing the globalisation of food production and trade,
the challenge is to reduce the costs and distortions associated with the current trade system, and align it
with global goals, such as those articulated in the Paris Agreement and the Sustainable Development Goals
(SDGs). To this effect, the Food and Land Use Coalition (FOLU) has proposed a definition for “sustainable
trade” of food and agriculture products as a basis for setting sustainability standards in the multilateral
trade system, government policies and corporate voluntary standards.

Several barriers must be addressed in order to move towards this proposed vision of sustainable trade.
They include: 1) a lack of positive incentives to encourage greater adoption of sustainable practices;
2) market concentration and power dynamics between value chain actors; 3) market leakage; 4) sensitivities
around price of food and affordability; and finally 5) lack of traceability and transparency systems to
support sustainability aims.

There are a range of trade and market mechanisms that can be reoriented to achieve greater sustainability
aims. These include the use of due diligence systems, free trade agreements, tariffs, and other market
mechanisms that have been applied to nature-related issues. Trade policies must comply with the World
Trade Organization's (WTO) "most-favoured nations principle”, requiring fair and even treatment of like
products imported to any WTO member country. Further impact can be achieved where measures involve
mutual benefits rather than impositions.

We suggest nine actions to overcome these barriers, grouped under two
overarching objectives:

(A) Integrate sustainability and climate objectives into trade policy to deliver stable, affordable, and
resilient food systems. Trade, climate, nature, and people are inextricably linked. Policymakers should
therefore do more to align trade policy with domestic objectives and international commitments relating
to food security, health, and environment. Multilateral institutions such as the WTO and the United Nations
Conference on Trade and Development (UNCTAD) can play a critical role in fostering such integration. At
the same time, it should be possible to demonstrate the potential for making trade sustainable through
bi- and plurilateral 'coalitions of the willing'.

(B) Align underlying domestic policies to support more sustainable trade. It is also important to revise
domestic policies that contribute to the unsustainable production of tradable commodities. These include
perverse agricultural subsidies and a lack of data accessibility that prevents greater transparency. A further
action is to raise minimum sustainability standards across corporate value chains and provide technical
and financial support to producers who face more demanding trading standards, so that small producers
and producing countries are not put at a disadvantage.

The globalised nature of our trade system means that no one country can achieve food security and
resilience on its own. It is in our collective interest to work together via global coordinated action to discuss
and align on ways forward. FOLU seeks to demonstrate that, through such interventions, it is possible to
achieve the multiple aims of accelerating trade, creating new development opportunities, ensuring food
security, and protecting biodiversity, climate and nature.
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Sustainable cacao grower in Uraba, Colombia (Chris de Bode for Panos Pictures, commissioned by FOLU)

The Food and Land Use Coalition (FOLU) is a community of organisations and individuals committed to
the urgent need to transform the way humankind uses land and produces, processes, trades, distributes
and consumes food for people, nature and climate. In 2019, FOLU published its Global Consultation
Report, Growing Better: Ten Critical Transitions to Transform Food and Land Use, which was the first integrated
assessment of the social, economic and environmental benefits of transforming food and land use systems.
Implementing Growing Better's reform agenda - centred around ten critical transitions — aims to deliver a
societal return that is more than 15 times the related investment cost (estimated at less than 0.5 percent
of global GDP) and create new business opportunities worth up to $4.5 trillion a year by 2030.!

i Trade was a key part of the integrated modelling that underpinned this work. The “Better Future” scenario described in the
Growing Better report maintained a moderate and open approach to global trade while facilitating increased interregional
trade, particularly within sub-Saharan Africa due to greater investments in connectivity across the continent.
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The FOLU Growing Better report underscored the critical role of international trade in the sustainable
transition of food and land use systems, not only for food security but also for biodiversity and climate
mitigation. However, while trade can help countries access a greater variety of foods and can reduce the
price of food through comparative advantage, trade flows can also magnify environmental costs and
expand access to unhealthy and ultra-processed foods. In fact, many of the features of today's trading
and investment system do not contribute to environmental, health and inclusion objectives, and may
even undermine food security itself. As such, FOLU calls for both strengthening of local food markets as
well as international cooperation between relevant national actors and international bodies to modify
international trade regimes.

Recognising the importance of trade policymakers and multilateral trade bodies in food and land
use systems transformation, FOLU has drafted this discussion paper specifically for these actors.
The paper is informed by ongoing consultation with trade experts, desk-based research and a number of FOLU
initiatives that relate to trade (see Box 3 in Conclusion). We believe that this paper is also particularly timely,
since there is an important window of opportunity for reform of the global trade system with the appointment
of Dr. Ngozi Okonjo-Iweala - a long standing Ambassador of the Food and Land Use Coalition — as the new
Director General of the World Trade Organization.

Section 1 of this paper sets out why food and land use systems transformation is critical to trade
policymakers who are primarily focused on export-driven growth and stability of strategic imports.
Simply put, trade policymakers should care because climate change and natural resource depletion create
disruptions throughout supply chains, impacting production and creating volatility. This is true for all forms
of trade but is particularly relevant in the case of agricultural and fishery products since the increase in
frequency, intensity and impacts of extreme weather events will place chronic stress on food systems.

Section 2 puts forth a definition and vision for "sustainable trade" of food, ocean and land use-related
products and services. This definition is important because it a) fosters alignment among actors at
different scales (global, national, sub-national) and from different sectors (trade policy, agriculture and
environment policy, health policy, business, civil society, finance) around a shared vision of the future of
trade and food and land use systems, and b) establishes measurable goals and outcomes of progressing
towards that shared vision.

Section 3 is a discussion of the barriers that need to be addressed in order to move towards this proposed
vision of sustainable trade. Barriers include: 1) lack of positive incentives and financial support to encourage
greater adoption of sustainable practices; 2) market concentration and power dynamics between value
chain actors; 3) market leakage; 4) sensitivities around price of food and affordability; and finally 5) lack
of traceability and transparency systems to support sustainability aims.

Section 4 discusses the various applications of trade and market mechanisms that have previously
been utilised to deliver on sustainability outcomes. The use of specific mechanisms - including the
bundling of policies together — must be evaluated within specific national, bilateral and in some cases
multilateral contexts.

Section 5 then sets out nine actions for policymakers, centered around two high level objectives:
Integration of sustainability and climate objectives into trade policy
Align domestic policies to target underlying trade conditions
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Food and land use systems

The term "food and land use systems" covers every factor in the ways land is used and food is produced,
stored, packed, processed, traded, distributed, marketed, consumed, and disposed of. It embraces the
social, political, economic, and environmental systems that influence and are influenced by those activities.
It also includes food from aquatic systems (both marine and freshwater), as well as land use for non-food
purposes, such as bioenergy, fibres for textiles and plantation forestry products.

Food and land use systems - and the international trade of products and services related to these
systems — are important elements of the global economy. Over the past two decades, trade in agricultural
products has more than tripled to reach $1.53 trillion,' driven primarily by demand growth in large emerging
economies and greater south-south trade, which now accounts for roughly a quarter of total agricultural
trade flows.> Agriculture, forestry and fishing now account for just under 3.5 percent of the global economy,
while food and land use systems as a whole account for around ten percent.®’ Generally, these sectors
are more important to a country the lower its income; in low-income countries, the agricultural sector on
average accounts for around 25 percent of gross domestic product (GDP), 40 percent of net exports and
over 60 percent of employment.”

Table 1 provides an overview, based on standard indicators, of the importance of agriculture, forestry and
fisheries to economies at different income levels.

Table 1: Overview of the Agriculture, Forestry and Fishing Economy
(percent per country per category)

Low-income | Middle-income | High-income
countries countries countries
Share of GDP 25% 8% 1%
Share of employment 63% 30% 3%
Value add/employee versus national average 37% 21% 52%
Share of investment 8% 5% 2%
Share of exports 40% 13% 9%
Share of imports 16% 9% 8%
Percentage of global food production 3% 72% 26%

Source: World Bank data, 20198

ii  This larger figure includes all the downstream processing and distribution of food, amounting to around two-thirds of end-
to-end economic value creation (as measured by GDP) in total food and land use systems. All that downstream activity de-
pends on well-functioning agricultural production on farms, whose economic significance is therefore arguably understated
in conventional measures.
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Food and land use systems are in urgent need of transformation. Not only do these systems make
inefficient use of resources but they generate “hidden" environmental, health and poverty costs estimated
at almost $12 trillion a year, a number larger than the value of the system’s global output measured
at market prices.* This inefficiency undermines global food security and with harvests and food prices
increasingly affected by climate-related volatility, the world cannot afford not to change.

Transformation of food and land use systems means the delivery of climate mitigation, nature protection
and restoration, food and nutritional security and more inclusive and resilient rural economies. FOLU's
2019 Global Consultation report — Growing Better: Ten Critical Transitions to Transform Food and Land Use -
describes a reform agenda centred around ten critical transitions which would deliver a societal return that
is more than 15 times the related investment cost (estimated at less than 0.5 percent of global GDP) and
create new business opportunities worth up to $4.5 trillion a year by 2030./ This includes revenues from
new markets and products across the ten critical transitions and system savings derived from a reduction
in land use, less food loss and waste and a range of other efficiency gains in the system.

Trade and food and land use systems

International trade plays a critical role in the functioning of food and land use systems, for example
by helping countries access a greater variety of foods and reducing the price of food. This is critical
for food security; at least 80 percent of the world population depends on imports for some food and
nutrition needs.® Trade can also support biodiversity protection and climate mitigation through more
efficient and strategic use of land for food production (i.e. allowing for the protection and restoration of
high value ecosystems and carbon stocks).

However, many features of today's trading and investment system do not contribute to environmental,
health and inclusion objectives, and in certain instances actually undermine food security itself.
Agricultural production of globally traded commodities is the primary driver of land conversion and
conversion of other natural ecosystems such as tropical forests, grasslands, and peatlands.* This
culminates in the contribution of the land sector to almost 50 percent of all anthropogenic GHGs flowing
into and out of the atmosphere, driving climate change and nature loss, in turn undermining production.®
Countries with high import dependency are therefore exposed to increased risk of supply disruption,
which can be further compounded by protectionist impulses, as was the case in 2007-08 and to a lesser
extent in 2010-12."° Global trade is also reducing local variation in diets and contributing to the reliance
on ultra-processed foods, with adverse consequences for health.

iii Trade was a key part of the integrated modelling that underpinned this work. The “Better Future” scenario described in the
Growing Better report maintained a moderate and open approach to global trade while facilitating increased interregional
trade, particularly within sub-Saharan Africa due to greater investments in connectivity across the continent.
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But why should this matter to a trade minister whose primary focus is on
economic growth driven by exports and a secure and stable supply of
strategic imports?

First, trade systems are increasingly at risk of pricing volatility and likelihood of supply chain disruption
due to climate impacts and the destruction of nature. Climate change is increasing both the variability of
weather patterns and the frequency and severity of extreme weather events, impacting food production
and supply. Despite important agricultural advancements to feed the world in the last 60 years, a study
shows that global farming productivity is 21% lower than it could have been without climate change. This is
the equivalent of losing about seven years of farm productivity increases since the 1960s." As of November
2021, there are currently droughts severe enough to cause widespread crop losses, water shortages and
elevated fire risk in every inhabited continent.? Food prices are the highest they have been in a decade, with
2021 marking a nearly 33 percent increase from 2020 levels year on year.”? This global trend was on the rise
even before the COVID-19 pandemic further pressed supply chains.® Since land use change (often driven by
globally traded commodities such as timber, beef, soy and palm oil) is a primary driver of zoonotic disease
spillover there is also a link between trade and pandemic risk. 3™

Grocery Bills

Food is more expensive than almost anytime in the past 60 years
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Source: UN's FAO
Real food price index, annualized and adjusted to inflation. 2021

Second, trade systems are at risk of decreased global agriculture output as a result of chronic and acute
climate change and nature loss impacts at a time when demand is expected to rise from population
growth. For example, soil degradation resulting from conventional farming practices increases food risk and
undermines yield, with negative consequences for farmers' livelihoods and the economy overall. The effects
on yields are likely to be more adverse in regions where food demand growth is highest and food security
lowest.” Additionally, the near extinction of certain pollinators jeopardises five to eight percent of agricultural
production and $235 billion to $577 billion worth of annual output.”® The rising risk of multiple breadbasket
failures is also particularly concerning - these are simultaneous shocks to food production due to acute
climate events in a sufficient number of breadbaskets to affect global supply and food security. Research
suggests that there is an 18 percent likelihood of such a failure at least once in the decade prior to 2030.”
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At the same time, scientists warn that the world is close to nine critical tipping points where climate
change could push parts of the Earth system into abrupt or irreversible change.” A closer look at
just one of these tipping points demonstrates what is at stake for food production. In the Amazon, a
combination of deforestation, climate change, and widespread fires could push a further 3-8 percent
rainforest loss and potentially cause some large areas to flip into a savannah-like ecosystem.” The
implications of this would not just impact Brazil, but millions of people in the rainforest region, and
rainfall and climate regulation patterns globally. The interdependence of the Amazon and global rainfall
patterns hence connects this to the issue of multi-breadbasket failures, which would cause a ripple effect
in terms of pricing, instability of markets, and countless other societal impacts.

Rising demand from emerging markets is also shaping trade relations of the future. Demand for beef,
soy, palm oil, and pulp and paper from emerging markets (China, India, Brazil and Indonesia) is expected
to increase 43 percent by 2025, and could lead to an intensification of associated deforestation by 16
percent under business as usual scenarios.?’ Demand from emerging markets is growing at the same time
that prices are sky rocketing. In 2021, rising food costs were most significant in emerging markets where
inflation rates tend to be higher, and thus most likely to worsen malnutrition and hunger rates. As such,
the role of policymakers in major consumer countries (defined throughout this paper as countries that
are predominantly net importers of soft commodities) is just as critical to achieving a more sustainable,
food secure world, as the role of producer-centred countries (defined throughout this paper as countries
that are predominantly net exporters of soft commodities).

Inflation Hotspots
Surging food prices are especially affecting emerging markets

Price increase less than 2% 2-5% . 5-30% . >30%

Source: World Bank
Note: Data for the most
recent month avaiable in
each distinct economy,
as of July 29th, 2021.
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Despite this, few governments are integrating climate and environmental policy with trade policy. One
interesting example which highlights this was the Australian Prime Minister's, Scott Morrison, response
to scrutiny regarding the removal of climate parameters from the UK-Australia free trade deal ahead

of the 2021 G7 Summit: “in trade agreements, | deal with trade issues. In climate agreements, | deal with

climate issues."”

Trade policies put in place the rules that guide long-term economic decision-making, and therefore need
to also consider the long-term implications on the supporting communities and environment. Take, for
instance, the China-US trade war, where a drastic reverse in trade policy dynamics introduced new tariffs
on a suite of products including soya beans. To fill this void, Chinese imports of soya quickly shifted to Brazil,
which in 2020 recorded a 12-year high in deforestation rates to make way for increased soya production as
well as for beef and other goods.?? Trade policy decisions like these showcase how trade interconnects with
all other aspects of domestic and international policymaking, and often come with worldwide implications.
As such, trade policy decisions have rippled consequences for farmers, food security, and costs for consumers
worldwide well after implementation. This discussion paper outlines how a redefinition of trade policy is
needed to support more sustainable outcomes for people, nature, and planet.

14 Transforming Trade: A reform agenda towards sustainable food and land use systems
November 2021



-

o/trade/ B
related

-

Kakataima agroecology schoo offee growin l.1b|a s
(Chris de Bode for Panos Pictures, com oned by

& 1

Transforming Trade: A reform agenda towards sustainable food and land use systems..
November 2021 .

15



A comprehensive and universally accepted definition of what it means to have “sustainable trade” does
not currently exist. The World Trade Organization (WTO) and United Nations Conference on Trade and
Development (UNCTAD) refer to “trade” and "environment” or “trade” and “development” but do not currently
have a working definition for how to integrate these concepts in practice. In a recent presentation, WTO
Director General Dr. Ngozi Okonjo-lweala stated, “The future of trade is green.” What does it mean to be
"green” and how do we progress towards this future?

A definition of sustainable trade of food and land use-related products is necessary to recognise the ways in
which trade and food systems are deeply interconnected and the long-term objectives we collectively want
from our global trade system. Without such alignment of definition and long-term objectives, policies will
continue to work in opposition. More specifically, a commonly accepted definition of sustainable trade in food
and land use systems is necessary to: a) align actors at different scales (global, national, sub-national) and
from different sectors (trade policy, agriculture and environment policy, health policy, business, civil society,
finance) around a shared vision of the future of trade and food systems; and b) establish measurable goals
and outcomes of progressing towards that shared vision.

Definition setting can serve as a pathway to more ambitious and coordinated action. Multilateral
environmental agreements (MEAs) have helped to establish non-legally binding principles that then can be
considered when forming legally binding actions.?® For instance, the Montreal Protocol established criteria for
international cooperation on addressing the substances that cause ozone depletion and is largely regarded as
the most impactful environmental agreement. The Convention on International Trade in Endangered Species
of Wild Fauna and Flora (CITES) similarly established a framework for international trade of endangered
plants and animals that was later adopted into domestic legislation by participating parties.?*

FOLU's proposed definition for sustainable trade of products and services related to food and land use is
as follows: The commercial exchange of products and services related to food and land use within and
between countries which supports food and nutritional security, human and indigenous rights, fair wages
for labour, and a world within planetary boundaries.™

Specifically, sustainable trade in food and land use-related products and
services should:

Promote access to healthy and nutritious food available at affordable prices

Be free of illegal practices in accordance with local and international law. This includes not only
environmental considerations, but also labour and other potential human rights violations (i.e.
slavery, child labour, etc.)

Be inclusive of indigenous peoples and local communities, particularly of women and youth, in
decision-making including around resource management
«  Guarantee living wages for producers and workers across the food value chain, including local

agricultural and fishing communities

Support a world within planetary boundaries 2"

iv. The Food and Land Use Coalition seeks to provide a clear definition for the sustainable trade of products and services derived
from and relating to food and land use systems, not for all goods and services currently traded. The definition includes food
products and other agricultural and fishery products such as bioenergy, fibres for textiles and plantation forestry products.

v 'Planetary boundaries' is a concept involving Earth system processes that contain environmental boundaries.
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Trade policy should support these outcomes, but that does not mean trade on its own can achieve these
objectives, as many of these issues such as involvement of indigenous and local communities in resource
management extend beyond the responsibilities of trade departments. Other policies and actions will also
be required.

In order for this definition to be implemented, it should be measurable. For this to happen, we need to
build a way of measuring sustainable production. For example, a world within planetary boundaries is
measured by environmental limits (or a “safe operating space”) but is currently not enforceable by any legal
measures. The Science Based Targets Network (SBTN) is working in conjunction with the Earth Commission
to define what this means for corporates with regards to freshwater, land use, oceans and biodiversity.
This will be imperative for tracking progress of traded agricultural commodities which are currently putting
the world on a trajectory of exceeding environmental limits. There are also national efforts to assess
sustainable production, but these are often specific to commodities such as the Indonesian Sustainable
Palm Oil standard. By increasing trade of agricultural and land use-related products that are produced
more regeneratively, trade can contribute towards reduced phosphorous and nitrogen use, better use of
freshwater resources, reduced land use change, reduced habitat conversion and reduced greenhouse gas
emissions. Linked to this, trade systems must ensure "hidden costs” of the food and land use system are
accounted for.

While metrics enable measurement of a sustainable trade system, it is also critical that there are
enforceability mechanisms in place. This requires deeper exploration of legal and regulatory institutions
beyond the scope of this paper.

J

Fresh organic cherries from God's Grace Farm being sold at-Beijing Farmers' Market
(lan Teh for Panos Pictures - commissioned by the Food and Land Use Coadlition)
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1. Lack of positive incentives and
financial support to encourage
greater adoption of sustainable
practices

The existence of a sustainable trade system, as defined in Section 2, ultimately relies upon the existence
of sustainable production systems and sustainable consumption patterns. One of the most significant
barriers in this regard is the cost of the required transition — estimated to be between $300 to $350 billion
each year through 2030.* Yet, when considering this is a tiny fraction of current investment in food and land
use systems this becomes more attainable. Nevertheless, current food and land use systems are riddled
with perverse incentives and market externalities, which lock-in unsustainable production and consumption
patterns that drive nature loss, climate change, inequality, and harm to human health. On the flip side,
there is often a lack of adequate disincentives for unsustainable production and consumption through
regulation, transparency, and enforcement. Smallholders and other farmers are often left with the burden
of compliance and transition costs at the end of the value chain.

The most pertinent example of perverse incentives relates to global subsidy regimes. Government
subsidies and public support for agriculture are overwhelmingly driving damage to people and to the
planet with just 13 percent of the $540 billion of public support distributed in global agriculture subsidies
supporting public goods.?® These subsidies are often designed to perpetuate business as usual in the
short term, but can lead to unsustainable and uneconomical resource use in the longer term. Take the
example of global fisheries, of which 34 percent are considered critically overfished.?” Certain types of
government support to fisheries (estimated at $9.4 billion a year), intended to preserve market share,
encourages excess capacity and leads to overfishing and illegal, unreported and unregulated (IlUU)
fishing.?2° This in turn results in shortages and, at worse, the collapse of fish stocks, with devasting
implications for local communities that rely on fish stocks for their main sources of food and income.
This is a classic example of the tragedy of the commons.

These market distortions as a result of subsidies and other policy interference mechanisms are often
linked to the externalisation of costs relating to labour rights, greenhouse gas emissions, biodiversity
loss and natural capital depletion, from market prices. The scale of hidden costs related to food and
land use systems is striking — estimated at $12 trillion, compared to the $10 trillion market value of the
food system.*

Without adequate incentivisation or disincentivisation through subsidies, tariffs, regulation and other
policy mechanisms, private financial flows compound the issue further. For example, the $3 billion of
private finance invested in sustainable commodity production and conservation in developing countries
is just a tiny fraction of the $13 trillion of capital invested in agriculture, fishing and forestry in these same
countries.?® To date there has been limited pressure from policymakers for investors or companies to
consider the financial risk related to nature loss when allocating capital. In a 2020 survey of 24 capital
providers with exposure to tropical deforestation-linked commodities not one had screened their loan
books and/or investments for agricultural transition risks.®” And yet the risks are sizeable — one estimate
suggests that global palm, beef, and soy producers face at least $19 billion in additional costs annually
as a result of future greenhouse gas pricing and/or regulations.™
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Consumers also lack adequate incentives for more sustainable consumption. This is arguably because of a
lack of transparency across food value chains and confusion and a lack of trust of food labels.3? Consumers
are calling for progress on this front; more than 1.1 million people urged the EU to introduce due diligence
legislation for companies in forest-risk supply chains,® and a recent WWF-UK poll found 67 percent of
British respondents want the government to do more to tackle illegal deforestation and 81 percent want
greater transparency about the origins of products imported into the UK.3*

2. Market concentration and
power dynamics between value
chain actors

The global food system has seen a trend of consolidation with mergers and acquisitions occurring
throughout the supply chain - including agricultural seed and chemicals industry, trading companies,
banks and global retailers. For instance, in many domestic producer markets including the US, Brazil
and Indonesia, a handful of firms hold 80 percent or more of market share of key crop seeds.?® Further,
global agricultural commodity trading is dominated by four primary companies: ADM, Bunge, Cargill
and Louis-Dreyfus — also known as the "ABCDs".*¢ The result of a few firms dominating the market is
that they tend to have more influence over how the market operates, including how goods are priced,
technological and innovation agendas, as well as policy and governance frameworks.*

This trend towards market concentration demonstrates the opportunity that such influential value
chain actors have to shape global markets in support of sustainable trade. To date, their commitment to
supporting sustainable trade has been modest, with some commitments towards halting deforestation,
but limited action to enact sustainable sourcing requirements and establish transparency mechanisms.
This has meant there is also little incentive for other smaller market actors to follow suit. At the United
Nations Framework Convention on Climate Change (UNFCCC) COP26 in Glasgow, ten global commodity
companies signed the Agricultural Commodity Companies Corporate Statement of Purpose, recognising
the shared responsibility of the sector to support achieving net zero by 2050, halting biodiversity loss
and supporting sustainable livelihoods.*” This is an important step forward in signalling industry-wide
commitment. However, a shared roadmap detailing action to achieve this goal will not be prepared until
COP27. In order to be effective at reshaping the market, this roadmap must include ambitious goals
such as commitments to sustainable sourcing and provide financial support for producers to comply.

While some value chain actors have outsized influence over markets for traded goods, smallholder
farmers are often disempowered and unable to comply with changing market requirements. This results
in adverse impacts on livelihoods and a disincentive to shift practices towards sustainable production
and reduced deforestation.* Smallholder farmers (operating on farms of less than two hectares) account
for approximately 84 percent of all 600+ million farms.* Smallholders already face many barriers to
being integrated into formal and internationally traded value chains, such as inability to access credit,
secure land title or access extension services.” To the extent that they are able to participate, they often
have limited bargaining power to negotiate preferential longer-term contracts and secure better prices,
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including through a market premium on sustainably produced goods. As a result, many trade standards
lean towards large producers and traders who are able to meet quality, reliability and phytosanitary
import requirements.

/=N

B 3. Market leakage

Recent efforts to target specific geographies or commodities with regulatory requirements has led to
market leakage, i.e. displacement of unsustainable production from one geographic market to another.
We have seen this previously after the establishment of the Brazilian Amazon Soy Moratorium, which
was acknowledged with helping to decrease deforestation in the Amazon by 84 percent from 2004 to
2012, *® but also simultaneously displaced land expansion to the neighbouring Cerrado's biodiversity-rich
ecosystem.

Fragmented market-entry criteria and the absence of global import production standards also facilitate
leakage. For example, Brazil is hedging on the prominent rise of China and other emerging markets that
will not place the environmental conditionality on trade in the way that the EU has been seeking through
the EU-Mercosur Trade Agreement (see Box 1). Emerging markets (China, India, Brazil, and Indonesia)
currently account for around 40 percent of global demand for four deforestation-linked commodities
(soy, beef, palm oil and wood products) and are expected to further increase in market share by 2025.2°
Without dominant market share, proponents of environmental trade criteria may find it difficult to convince
producer countries to comply.

From the perspective of a producer country, the absence of aligned product standards further
disincentivises sustainable production. If the US, EU and UK all pursue different versions of what is a
“sustainable” good, for different types and sizes of corporations, relying on different frameworks, it would
be difficult for producers to achieve volumes needed to meet these various standards. Global production
standards can also disadvantage low-income countries and producers within those countries who face
significant costs of meeting high export standards.

From the consumer country perspective, collective action towards sustainable trade is necessary, but
will have limited impact on global sustainable production and consumption unless such countries have
sizeable market share. For example, New Zealand has recently championed cooperation with countries’
trade agreements via the Agreement on Climate Change, Trade and Sustainability (ACCTS) together
with Costa Rica, Fiji, Iceland, Norway, and Switzerland. In trade talks with the EU, New Zealand called
for sanctionable green provisions to be included in the trade provisions, which the EU refused.** New
Zealand's relatively small market share globally is limited compared to the EU's, which demonstrates how
geopolitical balances power dynamics can impact the ability for a country to pursue sustainability aims
within international trade arrangements.
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Box 1: EU-Mercosur Trade Agreement

The EU-Mercosur Trade Agreement between the EU and the South American trading bloc of Argenting,
Brazil, Paraguay, and Uruguay stalled in 2019 over issues of forest governance. While the free trade
agreement (FTA) never included significant environmental commitments, tensions rose from the 2018
Amazon forest fires and failure of Brazil to abide by the Paris Agreement. France and later Ireland,
Luxembourg, and Austria refused to sign the deal and while the terms have since been completed, it
remains unratified. This is significant as the EU-Mercosur deal is one of the biggest trade deals in the
world and includes more than 40 billion euros of imports and export value.*°

4. Price of food and affordability

A key barrier to achieving sustainable food and land use systems is the need to keep food affordable.
Some argue that shifting diets towards healthier and sustainable diets will increase the price of food.*
However, studies are showing that shifting diets and better accounting for "hidden costs” of food need
not necessarily lead to costlier, less affordable food.*? Further, what matters is not only the affordability
of food in different regions but also the distributional impacts of any changes to food price across
population groups. The distributional impact depends on the extent to which any increases in food
prices are offset by compensating government transfers, but it is likely to be unpopular, especially in
countries and regions that rely heavily on imports. Just as the "gilets jaunes” protests in France stymied
attempts to raise carbon taxes on fuel, we can expect strong resistance to attempt to raise the price of
food categories considered to be necessary or culturally important. On the other hand, the experience
of Chile, Mexico and the UK amongst others, suggest that taxes on salt, sugar and fat can be raised
without a consumer backlash, as long as the industry takes the lead in reformulating products to
reduce the incidence of the tax. Consumers should not bear the full responsibility for paying for the
hidden costs of food; the burden should also fall on companies to alter their formulations, sourcing
and investment decisions to reduce food-related externalities.*®

While the global trade system does well at managing availability, food prices remain volatile. A
report by the UN demonstrates that COVID-19 has contributed to food prices reaching their highest
level since 2008-09, a period associated with "food riots" in countries across Africa and the Middle
East.® Food price volatility mostly affects low-income households, particularly in low-income countries
and urban areas where large shares of disposable income are spent on food and growing it yourself
is not an option.*43
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Climate change is likely to exacerbate this volatility. Chatham House estimates that staple crop yields
could fall by nearly a third by 2050 if the world fails to curb rising emissions in the next decade, which could
lead to further price increases.*® A study by the UN Economics Commission for Africa found that some
African nations are already spending more on climate adaptation than on healthcare and education.*® In
the long run, higher food prices and accounting for externalities could help the industry raise its productivity
and shift to lower-emission practices and products; in the short run, it is a brave policymaker who tries to
raise taxes on a politically salient set of products whose price is already rising.

5. Lack of transparency and

O/° traceability

The rise of food trade has facilitated the expansion of supply chains and made them more complex. This
has created numerous new productive opportunities, but also made it more difficult to make supply chains
fully transparent and traceable. For processed food products with multiple ingredients, companies may
not know where all the ingredients come from or how they were produced. Well-functioning and robust

transparency and traceability systems form the foundation of what is needed to advance sustainable food
systems at scale.

Existing channels that capture trade statistics (including private and public customers data, port
information and import and export statistics) are currently disaggregated, anonymised, and/or privatised
for purchase. Current data systems also lack access and coverage for vital nature-based indicators. To
be able to fully assess how the food system interacts with nature aims, data systems must also expand
to include land tenure, land use planning, legal compliance (including operating permits/licences), and a
census of assets (i.e. infrastructure) — some of which are captured by existing certification systems. Most
of this data, however, is collected and owned by public governments but often is not operationalised for
public use.

Transparency of supply chains also requires data and active participation from food producers. However,
many small farmers do not have the ability to access or interpret data, thus without support and training
they will be further excluded from market access and other livelihood enhancing opportunities. Data
systems require a degree of capacity for technological implementation and application, which may be
difficult from a cost and logistical perspective. It can also be difficult to reach smallholders, particularly
the most vulnerable in rural communities. A lack of law enforcement, corruption, or other illegal practices
can hamper efforts for a transparent and traceable data collection system.
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There is a suite of trade policies and market mechanisms that have been utilised by governments in

support of climate and sustainability aims (both in food and land use systems and beyond). We provide
a brief overview of these mechanisms in Table 2 before offering a few observations about their use in
practice. This table is not necessarily an endorsement nor is it intended to showcase the most successful

applications. Rather, it is intended to demonstrate the toolkit of options available for trade policymakers.
The use of specific mechanisms - including the bundling of policies together — must be evaluated within
specific national, bilateral and in some cases multilateral contexts.

Table 2: Overview of trade policy toolkit being used by governments in
support of climate and sustainability aims

Trade Policy Toolkit

Definition/Application

Example of Sustainable Trade

1. Bilateral,
Multilateral and
Preferential Free
Trade Agreements
(FTASs)

Trade agreements set the legally
binding rules between countries
to promote exchange of goods
and services between the parties.
Bilateral trade agreements are
between two countries, whereas
multilaterals apply to three or more
countries. Preferential agreements
between two or more countries
grant a select subset of goods the
right to access.

US-Peru Free Trade Agreement
included considerations and provisions
for the protection of forests. The US
also provided financial and capacity
building support for pro-forest
activities as part of the bilateral US-
Peru FTA.#

2. Multilateral
Environmental
Agreements
(MEAs)

A multilateral environmental
agreement (MEA) is a legally
binding agreement among three or
more nations which allows them to
reach an environmental goal.?®

Signed in 1987, the Montreal Protocol
is an international treaty designed to
protect the ozone layer by phasing
out the production of numerous
substances that are responsible for
ozone depletion. It includes trade
measures (bans on trade in the
products controlled by the treaty)
against non-parties and non-
complying parties, and an export and
import licensing system designed to
combat illegal trade.*®

3. Tariffs

A tax or duty placed on imports or
exports by a national party on other
countries. Often used in trade to fix
pricing or demand for products.

The Comprehensive Economic
Partnership Agreement between

EFTA and Indonesia allows for

"tariff differentiation” to apply to
certain imports, including palm oil.
This scheme permits lower tariffs

for palm oil imports that meet set
environmental standards. Switzerland
was the first (and so far only) EFTA
state to implement a system to ensure
imports meet the agreement’s criteria.
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4. Due Diligence

An obligation on companies to
scrutinise their operations and
supply chains for the presence of
activities or products associated
with factors such as human rights
abuses or environmental harms,
and to take action to assess and
mitigate risks, provide remediation
and communicate their activities.
Widely used on a voluntary basis, it
increasingly features in regulations,
either as a general corporate
obligation or a market-focused
requirement applying to specified
products.

The EU Timber Regulation (part of
EU-FLEGT) aims to combat illegal
logging by ensuring that no illegal
timber or timber products can be sold
in the EU.*° It requires mandatory due
diligence systems to be implemented
in order to assess the risk of illegally
logged timber products entering EU
supply chains. The forthcoming UK and
EU deforestation regulation will apply
a similar system to a range of forest
risk commodities.

5. Market Premiums

Refers to a price paid above a base
intrinsic value. Premiums can be
placed between transactions of
government, private sector, traders,
consumers, or a combination of
these purchasing players.

In 2019, Cote d'lvoire and Ghana
introduced the Living Income
Differential (LID) that placed a
premium of $400 a tonne on the
export price of cocoa to support
farmers' livelihoods.*°

6. Voluntary
Partnership
Agreements
(VPA)

A Voluntary Partnership Agreement
is a legally binding trade agreement
that was developed as part of the
agreement between the European
Union and a timber-producing
country outside the EU.Y

EU-FLEGT (Forest Law Enforcement,
Governance and Trade) established a
licensing system (through VPAs) so that
only timber verified as legal from the
partner country can enter the EU. VPAs
are unique as they allow for producer-
country commitments to determine
improvements in governance and law
enforcement, including establishing

a traceability system, plus offer in
exchange capacity-building assistance
and market access requirements from
the EU. VPAs serve as an interesting
model that could be replicated for
other goods and commodities.”

7. Disclosures

Regulation that stipulates
what type of information must
be displayed or provided by
companies.

Global accounting standards are

used to regulate corporate disclosures
to ensure transparency and legal
compliance of the private sector. The
same principles are being applied

to voluntary standards such as

the Taskforce on Climate-Related
Financial Disclosures (TCFD) and other
Environmental, Social, Governance
(ESG) standards which seek to
influence the allocation of capital by
financiers to account for sustainability
risks and opportunities.
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8. Other Economic These types of mechanisms The United States' Lacey Act prohibits

Sanctions introduce a market barrier into the trade of wildlife or plants that
(Prohibitions, the trade system. A sanction is hove been obtained illegally, in.cluding
a penalty applied to another illegally logged woods.>® Laws like
Quotas, . .
country. Sanctions can include these often encourage the voluntary
Embargos, Non- bans/prohibitions on certain goods. | adoption of due diligence systems to
tariff barriers) Other applications could take the verify compliance.

form of tariffs (tax on good), quotas
(limit on goods imported/exported),
embargos (a country cannot trade
with another), non-tariff barriers
(restrictions on imported goods
such as packaging/licensing
requirements).5?

Box 2: Discussion of trade and sustainable policy alignment within the
World Trade Organization

Up for debate: Are sustainability considerations in trade agreements
protectionist?

Some believe that the imposition of production standards from one country on another is discriminatory
and anti-trade. WTO members do follow the principle of "non-discrimination”, which stipulates that
members shall not discriminate on like products from different trading partners. However, the WTO also
recognises certain environmental, health and conservation policy aims if measures comply with the
General Agreement of Tariffs and Trade (GATT) rules, or if the measure falls under the exceptions to
GATT, which allow WTO members “to justify GATT-inconsistent measures if these are either necessary to
protect human, animal or plant life or health, or if the measures relate to the conservation of exhaustible
natural resources, respectively”.’” This enables countries to trade while legitimately considering protection
of human health, animals, or nature. Disputes are not solely being raised by wealthy, developed countries.
In 2018, just over half (51 percent) of environmental-related trade disputes came from developing and least
developed countries.>®>

Some may view legitimate efforts to curb environmental damage as protectionist. This very argument
followed from French President Emmanuel Macron's vow to ban deforestation-linked imports from Brazil,
with Brazil countering that France's strong agribusiness lobbying arm was using environmental aims as a
cover for continued market dominance. Issues like these can be raised via WTO dispute resolutions and
are analysed accordingly. Where clear, non-discriminatory policy goals such as protecting biodiversity
and preventing climate change exist, these are fair measures to incorporate into trade arrangements.
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Four observations can be drawn about the use of these measures in practice:

Not all countries can make equal use of trade and market policy tools in the global system. The use of
some mechanisms, for example lowering import duties for sustainably produced products, is limited or
not possible for some low- and middle-income countries, because imports from them are generally free
of import duties. It is difficult for importing countries to raise import duties for non-compliant products
as this would breach their WTO commitments to ‘tariff binding' (maximum levels of import duty). Fairness
to market access is a pillar of the WTO's "“most-favoured nations principle” and requires countries to
grant equivalent treatment to the same (or "like") products imported from any WTO member country
and the ‘national treatment' principle, requiring imports to be treated no differently from domestically
produced like products. This is a key viewpoint of many developing countries as they have the right to
access markets to pursue development, poverty alleviation, and secure livelihoods.

Integrating environmental goals into FTAs is important, but insufficient as a stand-alone measure
in driving sustainable trade. For instance, the US-Peru free trade agreement is an example of where
environmental goals were integrated into bilateral and multilateral trade agreements. However, the
commitments included were mostly rhetorical and had no connection to the rest of the FTA and thus no
consequences if parties do not meet them. Perhaps it is not surprising then that since its signing in 2009,
Peruvian deforestation rates have increased.”” In this case, bilateral pressure was not enough to force
overall compliance, and it illustrates that domestic interests must also align in support of trade aims.

The strongest environmental provisions are found within domestic and international policy that
aligns with national interests and deliver mutual benefits. The EU-FLEGT offers lessons learned in this
regard to the EU's approach to illegal timber in sourcing and supply chains. Despite the long record
of implementation, FLEGT's Voluntary Partnership Agreements (VPAs) with participating countries has
been an interesting case study. VPAs give a "green lane" to the EU for timber imports from exporting
countries with functioning timber legality assurance and export licensing schemes to the EU. Fifteen
tropical countries are negotiating or implementing VPA agreements, accounting for 25 percent of the
world's tropical forest cover and 80 percent of the EU's tropical timber imports.>* While to date only
one - Indonesia - has managed to establish a timber legality assurance and export licensing schemes,
other partner countries, such as Ghana, have seen improvements in forest governance and falls in illegal
logging.*® By linking improved national forest governance to trade policy, FLEGT VPAs have managed to
enhance local forest governance and trade legislation that has helped to reduce tropical deforestation.*

Carbon border adjustment mechanisms (CBAM) are also increasingly being discussed as options for
reconciling climate policy and international trade. The EU is considering placing a new tax on carbon
associated with certain imports to level the playing field for European businesses, which are subject
to higher carbon taxes domestically than its international counterparts. Early research suggests that
CBAM has the potential to lower leakage rates and increase the overall emissions reduction by as much
as five percent.>® The proposed CBAM does not currently apply to food or other agricultural products,
though it is conceivable that if successfully implemented it could expand into other sectors. Non-carbon
metrics should also be considered in future CBAM that more directly relate to food, such as water, soil
health, biodiversity, fertiliser/pesticide inputs, which may be a greater indicator of sustainable production
practices than carbon, particularly for beef.
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In Section 5, we set out 9 action areas, grouped by two overarching objectives for policy makers to overcome
the barriers previously discussed and deliver on a vision for sustainable trade. These are summarised below.

—— 5 major barriers to achieving sustainable trade —

= —

d % 8 Lo
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Market
leakage transparency
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Lack of incentives
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practices

Market
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& power dynamics

Price of food
& affordability

~— 9 actions for policy makers to reform trade for sustainable —
food and land use systems

o Integrate sustainability and climate objectives into trade policy

Pursue institutional
reform to promote
collaboration and
utilisation of trade and
market policy tools

Expand methodologies
for achieving
sustainable trade
through multilateral
solutions

Promote ambitious
national standards and
a coordinated global
effort for sustainable
production, trade, and
consumption

Make greater use of bi-
and plurilateral
‘coalitions of the willing'
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A. Integrate sustainability and climate objectives
into trade policy

Barriers addressed Principal actors/ targets of recommendation
p 1. Lack of incentives in current o .
A! v Trade ministers and negotiators
&% system
v Domestic policymakers, including Ministers
2. Market concentration and of Trade, Agriculture/ Rural Affairs, Finance,
power dynamics Environment, Health)
?’?_}? 3. Market leakage v WTO Officials and parties to WTO

Overview of the way forward

Section 4 presents an array of trade and market mechanisms available for policymakers to utilise in
reconciling trade and sustainability objectives. If governments are committed to achieving global goals of
climate and the Sustainable Development Goals, greater alignment across domestic policies, especially
trade policies, is essential. Climate priorities are cross-cutting in nearly every branch of government -
from finance to commerce, agriculture to health, and as such policy approaches should address these
interlinkages. However, national policymaking is often developed and implemented in silos.

To achieve this cross-government alignment, ministries can:

ACTION 1: Pursue institutional reform to promote collaboration and utilisation of trade and market
policy tools

ACTION 2: Expand methodologies for achieving sustainable trade through multilateral solutions

ACTION 3: Promote ambitious national standards and a coordinated global effort for sustainable
production, trade, and consumption

ACTION 4: Make greater use of bi- and plurilateral “coalitions of the willing"

Illipe nut butter and palm sugar project'with local"communities-in Indonesia
(Kemal Juffri for Panos Pictures, commissioned by FOLUY)
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ACTION 1: Pursue institutional reform to promote collaboration and
utilisation of trade and market policy tools

As discussed, there are a suite of trade policy and market mechanisms (see Table 2) that have been
utilised by governments in support of climate and sustainability aims (both in food and land use systems
and beyond). Applications will vary from national, to bilateral, to multilateral contexts, but the tools are
available to generate more sustainable outcomes and diverge from business as usual. The complexity
of combining the trade, climate and nature agendas creates the need for greater policy collaboration
across domestic institutions. This institutional collaboration can take the form of coalitions, task
forces, or other convening mechanisms, but most importantly must: 1) draw on an array of expertise
across government; 2) have authority to make integrated policy decisions;®® and 3) be inclusive of key
stakeholders including private sector, producers, and local communities.

For example, Colombia recently developed an institute for convening the Agriculture, Finance and
Environmental Ministries to work together on healthy and nutritious diets and sustainable environment.
The Institute's prominence was significantly raised with support from Colombia’'s President and First
Lady, helping break down silos between different ministries to find new and innovating ways to move
the country's food policy agenda forward.

Germany's Chancellor, Angela Merkel, took a similar step when she created a “climate cabinet” including
ministers across industries, to provide holistic recommendations for policy plans to achieve 2030 climate
targets.®' Involving trade ministers helps to signal the link between domestic and foreign policies, or at
least ensure that trade does not undercut domestic policy ambitions. These examples helped to raise
the level of ambition for climate and sustainability objectives alongside other national interests for a
more integrated approach.

A broader example of where and how sustainability objectives are becoming better integrated with trade
policy is in the European Union. In 2021 the EU set out a new trade trade policy strategy, which places
support for the climate transition and the European Green Deal at the centre of its strategy.®? This strategy
calls for supporting implementation through multilateral institutions like the WTO, improving the EU's
regulatory environment and strengthening collaboration and partnerships.

ACTION 2: Expand methodologies for achieving sustainable trade
through multilateral solutions

As discussed in Section 2, "Defining Sustainable Trade of Food and Land Use-Related Products and
Services”, no universal definition or methodology currently exists for how to achieve more sustainable
trade. Without a workable legal definition for what counts as "deforestation” or “sustainable production”,
it will be difficult to manage these through trade agreements. The Food and Agriculture Organization
(FAO) and Organisation for Economic Cooperation and Development (OECD) co-produced corporate
guidance for responsible agricultural supply chains, which outlines the standards companies should
follow to achieve a set definition of responsible supply chains.®® A similar collaborative mapping for
sustainable trade is urgently needed, with a view to producing a standard that is legally enforceable
and provides a level, sustainable playing field for trade without undermining national sovereignty.
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Aerial photo of sustainable fish farming

WTO Director Ngozi Okonjo-lweala in a recent interview noted that fragmented approaches will not
work: “International institutions, the WTO, the International Monetary Fund (IMF), the Organisation for
Economic Co-operation and Development (OECD), the World Bank, should come together and try to see
how we can put a methodology forward."®* While trying to align so many development agencies risks
slowing the process down, the recent progress made on international taxation at the OECD demonstrates
how "norm setting” work by UN agencies can be translated into more substantive legal work if the
political support is there.

ACTION 3: Promote ambitious national standards and a global effort for
sustainable production, trade, and consumption

Enhancing global coordination to achieve sustainable trade requires going beyond trade policies to
other areas of international cooperation. Many such coordinated efforts already exist as exemplified in
food safety standards, human trafficking, drugs and illegal weapons, and other practices widely deemed
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unacceptable. This same logic needs to be applied to extractive and harmful practices connected with
trade in food and agricultural products.

The UK, EU and US are variously at separate stages of developing due diligence legislation to ensure
companies are not importing soft commodities linked to deforestation (such as beef, palm oil, soy, timber
products, or cocoa). As individual countries (or a bloc in the case of the EU), they can move faster and be
more ambitious than going down a multilateral route. However, the proliferation of standards will make
it difficult for producers to comply, so these should best be seen as positive first steps towards integrated
multilateral solutions. World Wildlife Fund for Nature for instance advocates a "twin-track” approach to
standards whereby national parties can both be a champion at multilateral levels for global standards,
while simultaneously beginning development on its own national environmental standards.®®

A strong national environmental standard can set the foundation for more ambitious action at the global
level. For instance, in 1972 the US instituted the US Marine Mammal Protection Act (MMPA), to promote
the conservation of marine life and ocean ecosystems. Specifically, the MMPA wanted to eliminate dolphin
bycatch in tuna sold in the US. This extended into imports from other countries, and thus was raised
at the WTO via dispute settlements. The programme was amended to become WTO compliant with
a certification process that applies both to domestic fishing as well as imports. The US gave countries
ample time to transition, consulted with private sector and partnered governmental agencies, and offered
technical assistance to impacted parties in exchange for guaranteed market access. This leverage of mutual
benefits paired with enforceable recommendations offers an ideal way forward in tackling environment
and sustainability aims without greatly disrupting trade.

Once more ambitious national standards are established, the second step would be a move towards
unifying standards at a global level. One of the game-changing ideas being proposed around standard
setting is Codex Planetarius. Codex Planetarius is a concept created by the WWF-US to develop a
set of minimum environmental requirements on all internationally traded food commodities with an
accompanying set of measurable global indicators to ensure that planetary health is prioritised.®® This
approach mimics the existing standards of Codex Alimentarius around food safety and quality that already
serves as a precondition in the trade system. ¢ Codex Planetarius could build from domestic approaches
to establish a much-needed universal baseline metric for how environmental standards could operate in
trade. Codex Planetarius would rely on consistent and publicly available data from around the world and
thus the concept is underpinned by a focus on consistent transparency mechanisms.

A coherent domestic approach could set both higher domestic ambition for sustainable trade while

simultaneously advocating for global standards, such as Codex Planetarius, at multilateral forums such
as the WTO.

ACTION 4: Make greater use of bi- and plurilateral “codlitions of the willing”

The WTO and its member states have made limited progress on multilateral trade liberalisation in recent
years. For example, as of late 2021 the US is still withholding appointments of judges to serve on the Appellate
Body, the settlement dispute mechanism of the WTO. However, linking trade with sustainability does
not need to wait for a WTO reform. Rather than aiming for global consensus around issues relating to
sustainable trade, WTO rules allow for the formation of plurilateral agreements, which bring together a
sub-set of “coalition of the willing” countries. This strategy was exemplified in 2020 with 50 WTO members
establishing an initiative on trade and the environment, which aims to provide information sharing, areas
of collaboration, and supporting capacity building and technical assistance.®’
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Another multinational effort was recently profiled at the United Nations Framework Convention on Climate
Change's (UNFCCC's) COP26 summit. Introduced by the UK, the Forest, Agriculture, and Commodity Trade
(FACT) Dialogue has been convened with a view to achieving more sustainable trade of deforestation-linked
soft commodities. The FACT Dialogue represents the first time governments from major food producer and
consumer nations have come together to discuss ways forward in achieving forest protection alongside
economic development and trade. FACT included representation from 28 nations, including many of the
major producer nations (Brazil, Indonesia, Ghana, US, Céte d'lvoire) and consumer countries (EU, UK,
Japan) to provide a roadmap of action. Multinational movements garner strength from collaboration and
follow-through on regulatory commitment, which will be an important next step for the FACT Dialogues in
the coming years through both UNFCCC and potentially other multilateral spaces like the WTO.

B. Aligh domestic policies to target underlying
trade conditions

Barriers addressed Principal actors/ targets of recommendation

=D
* 1. Lack of incentives for sustainability
<a v Domestic policymakers, including Ministers

2. Market concentration and power of Trade, Agriculture/ Rural Affairs, Finance,
QA dynamics Environment, Health

v Standard setters for company disclosures
(e.g. accounting standards boards, ESG
certification bodies)

4. Price and affordability

@ 5. Lack of transparency and traceability

Overview of the way forward

Beyond trade and economic policy, there are additional underlying domestic policies that are still
relevant when we consider a holistic and integrated approach to achieving sustainable trade.

Actions that various policymakers can take include:
ACTION 5: Remove perverse subsidies and repurpose to promote environmental objectives
ACTION 6: Standardise and open-source government-held data

ACTION 7: Raise minimum sustainability standards across corporate value chains and enhance
engagement with the private sector

ACTION 8: Incentivise sustainable production with financial support for producers

ACTION 9: Foster inclusive collaboration with local communities, producers, smallholders, and
indigenous peoples
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ACTION 5: Remove perverse subsidies and repurpose to promote
environmental objectives

Subsidies on tradeable goods change the ratio between domestic and international prices, so trade
negotiations often provide for the mutual repurposing of subsidies. Since its inception, the WTO has
managed to reduce average tariff rates to less than four percent, though they remain significantly higher
for agricultural products than industrial ones.®® The same dynamic can be observed in subsidy reform,
where market distortions often persist for decades. One pressing issue to be discussed at the upcoming
WTO General Council is subsidies for fisheries. An estimated 34 percent of global fish stocks are being
overexploited.? Yet many countries are continuing to subsidise and incentivise overfishing practices,
which in a fair market would eliminate themselves due to lack of profitability. The WTO continues to
push for countries to reduce or eliminate harmful fisheries subsidies, but there is little political appetite
or sign of a willing coalition for this.

On land, a report by the FAO found that 87 percent of the $540 billion in agricultural subsidies are
harmful to the planet, defined as promoting the overuse of fertiliser and agrochemicals, unsustainable
land expansion, and skewed income distribution.?® In many cases, subsidies also fell short of policy
objectives to boost yields, improve farmer incomes, and develop rural economies.®®

The World Resources Institute found that about $400 billion of existing agricultural subsidies could be
repurposed to better serve farmers and the environment.®® In return, it is estimated that every $1invested
in restoring agricultural land can generate $7-$30 in economic benefits.’® These economic benefits
include yield improvements, lower input costs, and the restoration of degraded land, amongst other
social and economic benefits.®® Linking trade and subsidy reform has the potential to create win-wins
for food security, rural development, and environmental sustainability.

ACTION 6: Standardise and open-source government-held data

Enhanced transparency and traceability systems are critical to achieving sustainable trade. While some
countries and individual private sector actors have made tremendous advancements in these areas,
there is still much room for improvement.

Governments should allow for open access to public sector data to be accessible to a wider array of
stakeholders within the supply chain. Not all government data is open by default. For example, customs
data is essential to tracking the origin and routing of shipments, as well as the identity and owner of
the vessel, but is rarely published by customs authorities. Greater transparency of this kind of data can
be used to strengthen traceability systems to identify the sources and destinations of food and other
agricultural products.

Beyond customs data, other useful data sources include land tenure data, indigenous and traditional
people's protected areas, legality/illegality of land conversion, supply chain asset locations, land cover
and land cover change, and maps of asset flows.”” Creating and adhering to data standards for publicly
held trade and land use data would facilitate the expansion and reach of traceability and transparency
systems globally.
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ACTION 7: Raise minimum sustainability standards across corporate
value chains and enhance engagement with the private sector and other
critical stakeholders

In the absence of regulation, many companies are taking voluntary action consistent with meeting
the Sustainable Development Goals (SDGs), goals for climate in particular. One prominent example
is through commitment to the Science Based Target Initiative (SBTi) where companies set targets in
line with the temperature goals of the Paris Agreement. At the end of 2020, companies with science-
based targets made up 20 percent of the total global market capitalisation.”? The number of committed
companies has doubled in size during 2021, now totalling more than 2,000 companies from over 60
countries and 50 sectors.”® Similarly, companies are increasingly calling on their government to act; for
example, more than 1,000 businesses from over 65 countries with revenues totalling $4.7 trillion and
employing more than 11.2 million people are calling on governments to adopt policies now to reverse
nature loss by 2030. 7

Another useful example of the private sector taking voluntary action on sustainable trade is the China
Meat Association (CMA). In response to growing consumer pressure and volatility of the price and
availability of soy used for feed, the CMA is developing a voluntary specification for Meat Industry Green
trade, that establishes a baseline for ensuring food safety, consistency, and stability of food supplies.”

However, the sectors whose emissions are harder to abate are lagging behind, as well as companies
which are not consumer facing. For example, Cargill is the only one of the dominant global agricultural
commodity trading companies (ADM, Bunge, Cargill, and Louis-Dreyfus — the "ABCDs") to have set a
science-based target for reducing greenhouse gas emissions. Governments can help raise the bar on
corporate action through promoting voluntary standards and signalling that they are prepared to follow
this up with regulation if needed. The prospect of regulation helps level the playing field and stops
companies from undercutting each other, provided that the sustainability targets are capable of being
met and are independently monitored to prevent “greenwashing”.

ACTION 8: Incentivise sustainable production through financial and
investment support for farmers

A call to shift to more sustainable practices without enabling conditions places an undue burden on
producers, particularly for smallholders. To create a just and equitable transition in agricultural practices,
we must develop transition pathways for farmers and smallholders both to secure livelihoods and elevate
smallholders’ position in the food system. Food producers must be considered at the centre of reform
efforts with adequate financial, technological, and knowledge sharing support. The Food and Land Use
Coalition has estimated that a shift to sustainable agriculture and strengthened forest protection is
estimated to unlock over $5.7 trillion of economic benefits by 2030, generate millions of jobs, primarily
in the developing world, reduce food loss and waste, and improve food security.”®

In support of these aims, safety nets, insurance, and other risk management tools can help to protect
and strengthen rural livelihoods. These tools help provide a crucial missing incentive to adaption to more
sustainable production methods by offering coverage for any loss, upfront capital to implementation,
and critical financial stability for farmers in a notoriously volatile sector. For example, in 2019 Céte
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d'Ivoire and Ghana introduced the Living Income Differential (LID) that placed a premium of $400 a
tonne (paid by manufacturers) to the price of cocoa to support farmers' livelihoods. While COVID-19's
supply chain complications has made it difficult to evaluate the success of the LID after one year of
implementation, one estimate suggests that farmgate prices would have been about 25 percent lower
without the LID in place.”” Payment for ecosystem services are also becoming increasingly common, and
support farmers looking to diversify their income sources by managing land for climate or biodiversity,
as well as production.

Another suggestion is to set up a fund to aid producers in meeting sustainable production standards,
funded by a levy on the price of goods sold, as proposed by Jason Clay at the World Wide Fund for
Nature (WWF) Such an idea can be deployed by a number of regulatory or private actors in the food
system, provided that the institution in question has the credibility and track record to give producers
and traders confidence that the funds raised will go directly to commodity producers to fund the cost
of transitioning to sustainable production methods not included in today's prices.”

Ideas like these can be elevated by governments and aligned with private sector interests through
public—private partnerships. A global fund for smallholders and other agribusiness constituents helps
to alleviate the financial burden of the transition and ensures safety and security of food stocks. This
in turn protects the future business of traders and processing facilities further in the supply chain, and
ultimately benefits consumers and retailers with enhanced stability.

ACTION 9: Foster inclusive collaboration with local communities,
producers, smallholders, and indigenous peoples.

Existing business sand trade approaches are typically crafted by a narrow set of actors and interest
groups and thus may exclude other stakeholders who have a bested interest but less of a prominent voice.
These stakeholders include sub-national governments, civil society, farmers, smallholders, indigenous
peoples, and local communities, all of whom can support the development of sustainable value chains
and help information flow along them. For example, jurisdictional approaches that are inclusive of a
broad range of stakeholders are generally accepted to have the greatest chance of success.* Inclusion
also helps to ensure that local producers and communities are paid fairly and transparently for the
ecosystem services they provide.*

When tackling inclusivity, we must take into consideration the critical role that indigenous peoples play
in forest stewardship. A study of Brazilian collective land tenure rights showed a significant decrease
in deforestation linked to land security for indigenous peoples, thus demonstrating positive impacts of
human rights and cost-effective forest governance approaches.”” Indigenous communities are eager
to play a role in supporting these efforts. In the recent COP26 Leaders’ Summit Event on Forests and
Land Use, Tuntiak Katan, Vice Coordinator of the Indigenous Organisations of the Amazon River Basin,
reiterated the call for inclusion and consent of indigenous voices in activities impacting their territories.®°
This supports the established Declaration of the Rights of Indigenous Peoples, which requires states
to “"consult and cooperate in good faith with the indigenous peoples concerned through their own
representative institutions in order to obtain their free, prior and informed consent before adopting and
implementing legislative or administrative measures that may affect them."®' These groups, particularly
civil society and local communities, can help to provide an accountability mechanism for the private
sector, to ensure that high-level trade goals are not achieved at the expense of local interests or in
contravention of a democratic process.
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The COVID-19 pandemic has shone a light on where the global trade system is fragile and where it is
resilient. The effect of climate change is comparable to dealing with a pandemic every year — extreme
weather will disrupt supply, and unpredictable political responses will amplify the effects of those supply
shocks on price. Building sustainability into the trade system is therefore essential to both food security
and the achievement of climate and nature goals. Trade can help smooth out supply shocks, but it has
also contributed to deforestation and the dominance of heavily processed foods that are detrimental to
health. The challenge is for countries and farmers to act on the climate and nature emergency without
losing the benefits of trade for reducing poverty and food insecurity.

The international trade architecture was not designed with sustainability in mind, but this report has
demonstrated ways in which it can be improved to meet important socioeconomic, climate, and nature
goals. These include building environmental standards into trade policy and aligning on definitions,
metrics and data sharing protocols that make it possible to trace and verify the climate and nature
impact of food commodities. Equally important are measures that countries can take to link their trade
policies to domestic climate policies, such as subsidy reform, and joined-up policymaking. Finally,
corporate and philanthropic actors need to improve the quality and reach of voluntary standards,
especially for data sharing, and step up their support to smallholders so that they are not shut out of
export markets by them. The prospect of fair, healthy, and sustainable trade in food is within reach: it is
the shared responsibility of governments, the private sector and international standards and regulatory
bodies to seize it.

Box 3: Be sure to follow us for more on FOLU's trade related work including:

» The Food Agriculture Biodiversity Land and Energy (FABLE) Consortium: FABLE represents a network
of interdisciplinary teams of researchers from more than 20 countries, which develop integrated
national pathways towards sustainable land use and food systems to inform national strategies and the
international community on domestic policies and trade patterns that would facilitate the achievement
of global objectives.

 Forest, Agriculture, and Commodity Trade (FACT) Dialogue: As part of the FACT Dialogues featured
at COP26's Nature agenda, FOLU's Secretariat and WRI co-led a working group on Traceability and
Transparency within the FACT Multistakeholder Task Force. FOLU and WRI will continue to work toward
the implementation of the FACT Roadmap for Action that defines how 28 participating countries will
deliver on forest conservation alongside sustainable trade and development.

» The World Business Council for Sustainable Development: WBCSD, a core FOLU partner, has published
several reports that highlight the impacts of trade on food systems including Vital Supply Chains, which
underscores the impact of COVID-19 on supply chains, the Food and Agriculture Roadmap, which includes
recommendations from a producer, consumer and equity perspective, and The True Value of Food,
exceptional evidence for the accounting of externalities in the value of food — a critical component to
consider in assessing trade arrangements.

» The Food Systems Economic Commission (FSEC): FOLU is a co-convener of FSEC, an independent
academic commission set up to equip political and economic decision makers with tools and evidence
to shift food and land use systems. In 2022, FSEC is producing an assessment titled Trade Policy Reform for
Food System Transformation that seeks to examine the tension between national interests and multilateral
trade rules in areas such as climate and environment, and nutrition.
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