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Introduction

Quality labelsarenot new, but the lastecadesawlabelingscheanes to bancreasingly
targeted at expequalities— i.e.qualitiesinvolving a high degreeof scientificexpertise
in order to beassessed. Instances of sucleabels are: the current “Genetically
Manipulated (GM) Free” or “biolabelsfor food products, the use of standardized
medicalallegationson food products (in th&nited States,China, undemegotiation

in the EuropearUnion (EU)), andenvironmentalabels(ecolabels).

National ecolabelingschemesre probably the mostcommontype of expert quality
labels. They started proliferatingorldwideat the beginning of the nineties. There are
now approximatelytwenty of them in effect in th©ECD. Brazil, China, India,
SouthKorea, Malaysia,Singapore, Taiwan, and Thailahdve also adoptednational

schemes.

When analyzingtheselabeling schemesgconomiststend to reduce them to market
mechanisms such asgnaling or reputation devices, market differentiation (e.qg.
Crampes and Ibanex996;Linnemerand Perrot,1997; Mattoo and Singh,1994;
Sedjo andSwallow,1998). While these modelgrovideinsight on the impact dabels
on the market and theompetition, they most often bypasstheir institutional
dimension and dmot addresskey problems faced by theegulatorswhen attempting

to developthem.

This paper takes @oselook at theregulatoryand institutional frameworkunderlying
the development of one of thdabels:the EU ecolabelingprogram(CEE,1992). As
of Junel998,six yearsafter its adoption, its development remairvedy limited: only
200 productswvereecolabeledt theEuropeareveland theecolabelwaswell developed
overonly six productgroups. It has beemrguedthat thiswasnotably due tandustry’s
opposition to the development of tlésolabel(Nadai,1999). As an illustration, the

authordescribedhe opposition of the detergent industry during rilegotiationof the
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environmentatequirements granting @oduct’seligibility for this label: theso-called

ecolabelingeriteria (Nadai,1998Y.

In order to betteunderstandhe conditions for the development of prodactlabels,
this paperexaminesa successstory: thecaseof the paints andvarnishesEuropean
ecolabel. In February1995, the Commissionapprovedthe Europeanecolabeling
criteria for indoor paints andarnishs. Oneyearlater, these criterizwereadopted by
the EuropearCouncil of Ministers (Commissiord,996). In the EU system,each file
of criteriais coordinated by a countryhichin thiscasewasFrance. In 1992, France
had alreadyadopted theAFNOR-Emironment criteria for this group of products
(AFNOR, 1992). In spite of thedifficulties encounteredin the negotiation,
stakeholderdiaveregardedboth theFrenchand theEuropearregulatorydecisionsas
exemplary casesof co-operation between industry and public authorities in the
development of produetcolabels. The AFNOR-Environmentogo is widely used by
paint producersn France. At the Europearievel, the paints andiarnishesecolabelis
the mostsuccessfubf the currently adopteBuropeanecohlbels. As of Junel998,
ecolabeledraints andvarnishesaccounted fob0% of the ecolabeledproducts at the

Europearnevel.

Weshowthat the paints andarnishegasestudyexhibitsa striking difference from the
detergentcasestudy. One determinantof the detergent industry opposition to the
ecolabelvasthe technologicaheterogeneityegardingthe environmentabprofile of the

productssoldby the different firm& On the contrary)eadingpaint producersbeing

! As a general matter, thecolabelingprocessis made up oftwo phases(OECD, 1991). The first one,the
“negotiation phase’ls aimedat devisingminimum environmental requirementlat any producteligible for the
ecolabehas to meet. These requirementscatiedthe ecolabelingeriteria. When these criteria aagloptedfirms can
applyfor ecolabelingheir productsandecolabelegroductscan be exchanged in the market place: ithise “market
phase”.

2 AFNORIisthe “AssociationFrancaise délormalisation”. It is a public organizationdevisingquality certification,

labelsandlogosthatcan be usebly firms on theirproducts. It is fundedby the salesof these certificatiorlabelsand
logos. Throughoutthe pastyears, AFNOR managedjuality certification for finalproductssuch as helmets, white
goods,pressure-steameetc. It hasacquireda goodreputation in thepublic. In 1991,the AFNOR launched an
environmental branchlled“AFNOR-Environment"working alongwith a productabel (AFNOR, 1991).

% As a matter of fact, the detergent industiyided itself into two opposinginterestgroupsduring the negotiation of
the Europearecolabelingrequirements for detergeptoducts The core of the detergerdligopoly - made up of
leadingfirms such as Henkel, Unilever or Procter and Gambjpesedhe developmenbf the ecolabeing criteria,; it
triedby different means to obtairery looseecolabelingcriteria and tdlock the negotiatioprocess.The green-fringe
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sellingidentical sets of productsxcept for the brand names), thevasno significant
technologicaheterogeneityamong them, and they ditbt haveopposinginterests in
the devisingof the ecolabelingecriteria. Whateverthe contentof the criteria, alleading
producerswere alreadyseling some products thawould have been eligible for the
ecolabelaswell as some thawould not). Therefore, they akkxpectedo benefit from

theincreasen the finaldemandjf any, that could be generated byeoolabel.

As a result, thizasestudydemonstrates thenportanceof the negotiatiorphasein the
development of producecolabels. It suggeststhat the degree of technological
heterogeneityf the concerned industryi.e. theextent towhich the environmental
performance of the productold by the different firms are different - may be

variabledeterminingthe chances afuccessn the development of agcolabel.

The first part of the paper presents thegotiation of the paint andvarnishes
ecolabelingcriterid. The history of the negtiation is precedecby a short description
of the generalrulesframing thenegotiationof Europeanecolabelingcriteria and of
somecharacteristicef the paint industry and market that argortantto understand
the coursetakenduring thenegotiationphase.

The second pagxamineshe economic literature on produstolabeling. We show
that part of itoverstateconsumersability to assesshe environmentaljuality of the
product andassimilatesproduct ecolabelingto a merequality-signalingdevice. We
argue that this perspectiveof analysis missesthe point, for it doesnot allow for
consideration okey policy issuessuch as the influence of thmegotiationphaseon the

environmentakffectivenes®f productecolabels.

of the industry,made up of green SME’s such as thel-known Ecover, structuredtself in a secondinterest group
during the course of the negotiation: the “EnvironmebBtatergentManufacturerAssociation” (EDMA). This
groupaimedat obtainingvery selectivecriteriathatwould haveallowedno morethan five percent of thecurrentEU
detergent market to fedigible for the ecolabel.

4Thisanalysisjs basedn asurveyundertaken during thepringof 1996for the FrenchAgency for the Energy and
the Environment (Nadai, 1996). Directinterviewshave beewarriedoverin the publicadministratioraswell as in
the paint industryvarious competentbodies (e.g. AFNOR (F), SIS (Sw), etc), theFrench Ministry for the
Environment, thé=renchAgencyfor the Energy and the Environment (ADEME), the Edmmission(DGXI),
variouspaintproducersthe Frenchand European tradessociationgFIPEC,CEPE),Greengroups(e.g. Friends of
the Earth). Wealsohadaccesdo the integralkecolabelingcriteria file, including all stakeholders’position papers
throughouthe course of the negotiation.
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The conclusionexaminesthe lessonsthat can be drawn for the development of
environmentallyeffectiveproductecolabels. It proposedracks for furtheresearchon

the subject.

1. The Developmentof the Indoor Paints and Varnishes European Ecolabeb

1.1. Therulesframing the negotiation of the European ecolabeling criteria

In 1992, the EU Commission adopted aecolabelingregulation (880/92). It
imposesrulessetting up a consultativerocessin order todevelopproduct ecolabels
(CEE,1992; CEE, 1994) (cf. left-handside of Figure1l). Each MembefStatehas

to designatea nationalcompetenbody in chargeof participating in thenegotiation

and in themanagemenof the Europeanecolabelsat the nationallevel. Any firm,
interest group, or public authority can ask for tleeebpmentof a Europearecolabel

on a new group of products laddressinga request to the demandecsuntry’s
competenbody. When such a requesinade, the Commissiotiesignates leading
Member Statewhosecompetenbodywill lead the development of thexolabel. It
consults an ad hoc group made upepfresentativesf the membetatesand interest
groups. The proposalof criteria coming out of thipreparatoryphaseis successively
submitted to theeuropeanCommission, to &orum of interestgroups(i.e., trade
unions, industry, trading sector, consumers and green organizations), and to a
regulatorycommitteecomposed ofepresentativesf the MembeiStates.

If the file receivesadequate support from these parties, the Commission can either
adopt the criteria or, if it doasot agreewith its content,forwardit to the Council of
Ministers for a final decision.

Ecolabelingcriteria arelegally valid for threeyears(CEE, 1992), but renegotiation

may bescheduledn aselectivitybasis. For instan@, theEuropeanCommission aims

at containingthe rate ofapprovalfor launchingecolabeledproducts betweet0%-

® This partis basedon Nada(2000)
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15%and to35%at the time of renegotiation. Albeit this target riataot registered

in theregulatorytext 880/92CEE, all the stakeholdersnvolved in the negotiationof

the criteria ar@awareof thisobjective.

Figurel: The negotiationof the paints andarnishescriteria

Steps imposd by Reuation 880/92

The negatiaton ofthe” Indoor
Paints & \Arnishes Crteia

COMPETENT conaultation

BODY INTEREST GROUPS
I O | |

May 1991 The Canmission
asks Franceto lead
the negatiation

Methodology devising
LCA-inventory (4 pants)

LCA-interpretation (valuation)
LCA-extension (11 paints)

Fir st proposal of criteria

(2 drafts of criteria)
June 194

(3 drafts of criteria)

July 1994
(3 Revising drafts)

Oct-Dec 1991
Fall 1997
Preparaory phas Spring 1993
Fall 1993
Spring 1994
A 4 .
consultation —
> FORUM
EUROPEAN
COMMISION advice REGULATQRY
4—F | comTTE [
Unfavorable Favorable
opinion opinion
Council of
Ministers

ADOPTION/PUBLICATION

February 1995

December1995

In the caseof the indoor paints andarnisheriteria, thenegotiationlasted 4/, years

from May 1991 until Januaryl996 (cf. right-handside of Fig.1). Thepreparatory

phasewvasthe longest step, as it took thnggarsto reach a first compromise of criteria

(Junel994). The consultationof the Forumand of theregulatorycommitteetook

1%/, year. The lasyearof negotiationfrom Februaryl 995to Januaryl996,wasdue

to administrativelelay. No further modificationsvereincluded in the criteria before

their final publication.

Numerousstakeholdershave beeninvolved in this negotiion. Apart from the

Europeamnregulatorsand thenationalcompetenbodies,the authorcountedabout40

industrialstakeholders@t one oranotherstageof the negotiationprocess(AFNOR,

1992(d);AFNOR, 1993(a);AFNOR, 1994(a)to (c)). This attests to the strong

interest that industry had in thisgulatoryprocess.




1.2. Theindustry, the product and the regulations

Somefeatures of the paint industry and of regulatory environmentare worth
recallingin order tounderstandhe coursetakenby the negotiation.

While the Europearpaints andvarnishesindustryis made up of dew hundreds of
producerseightleadingfirms (i.e. Akzo[NL, 6%], ICI [UK, 6%], CasceNobel [Sw,

5.8%], BASF [D, 5%], Hoechst [D,4.7%], Total [F, 4.4%)], Becker [Sw,4%)],

Courtaulds [UK, 3.8%], PPG [USA, 3.6%]f serve about half of theEuropean
market. They account for most of tlsepply in the indoor paints andarnishes
market segmentwhich is the only one targeted by th&uropean ecolabel.
Technologicalinnovations are rathequickly imitated among these firms and dot

providethem with durable competitiveadvantage. Each of theleading producersis

actuallysellinga range of products that includes all teehnologiesvailable.

As for the finaldemandgconsumers differentiate the produatsordingio their aspect
(shine: glossor flat) and thecondition of usage(e.g. type of solventwashability,

durability, smell, etc.). As most of thesecharacteristicsare typical of experience-
goods', brand andreputationplay a key role in sustainingonsumers'choice on this

market. Within thecurrent state oftechnologies,the products’ characteristicsare

strongly correlatedwith the type of solvent orwhich the productis based. The

traditional distinction betweenglycerophtalic (organic solvent-based)and acrylic

(water-basedproductsshapesthe overall market-differentiation. Up to now, firms
havemostly competed through brand areputation,managing theiproducts’range

S0 as to beervingthevariousmarket segments.

6 % of the EUpaintsandvarnishesnarket. Datdrom Total GroupS.A. for1992.

7 An experiencegoodis defined bymicro-economistas agood whosequality can only be assessegost-
purchaseby experiencinghe good. Typical instancesre foodproducs, restaurantanovies, etc. Branénd
reputationis, therefore, a kemssefor the sellersof thesegoods.
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Paintsand varnishescontainfive componentsbinders,additives, fillers®, pigments
and solvents. Pigmentsand solventsare the componentsraising environmental
concern.

In particular,whitenessand opacity are commonlyachievedwith titanium dioxide
(TiO,), a pigmentderivedfrom ilmenite (irontitanate)by one of twoprocessesa
processwith sulfatesthat is well-developedn Europe, or grocesswith chloridesthat is
used in theUS. LCA of sulfates-processe@iO, highlightedthe high amountsof
energyconsumptiorand ofemissionsn the atmospher¢SOx, CO,, NO, and NOy)

and in thewater (manganese, chromium, and chlorine) due tgpiteduction. No
LCA has beerarriedout for thechlorides-processWhile the energyperformances of
both procesesaresupposedo be identical, théy-productsof the purification of the
iImenite are different.In the first processthey take the form os$ulfateswhich are
precipitated intremendousamountsof solid titanogypsum (calcium sulfate), salid
wastethat is one of the majoenvironmentalimpact of thisprocess. In contrast,
choridesare difficult to precipitate and are currently injeciatb the groundwater
wherethe metal impurities thegontainaccumulate.

Somepaints, recently marketed under the appellation "natural paints" igeh@man
company Biofa,contain anotherwhite pigment: “lithopone”. The environmental
Impact of natural paints aretknown since this firnrefusedto undertake a LCA of
thiscomponent.

Paintsare commonlydistinguishel accordingto the type of solverthey contain(cf.
Tablel). Water(acrylic paints) andwhite-spirit (glycerophtalicpaints) are the most
commonsolvents. High dry-extract paints are a recergolvent-basetlinnovation
under development. It mighdllow paint producersto almost halve the solvent

contentof solvent-basegaints (cf. Table 2). Powdersare solid, containno water,

8 Binders ensurethe cohesionof the product, its adhesionwith the support,and give the coating its
mechanicaproperties Additivesare chemicalshatareincorporatednto the productin order to modify some
of its propertieqe.g. anti-foamanti-skin,etc.). Mineralfillers give paintstheir viscosity.

9 Theyinclude:High-VOC alkyd paint; Low-VOC Acrylic dispersionpaint; Low-VOC High-soid alkyd
paint.
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solvent or co-solvent butaveto beappliedwith an electrostatic field. This restricts
their use to industrial applicationPaintproducersare currently trying to extend their
use to indoor application by formulatimgwdersthat could bedissolvedinto water
andappliedaswater-baseghaints currently are.

Tablel: Main typesof paints

Appellation Thinner contained in the| Thinner during usage
product

Water-based or “Acrylic”

products Water andco-solvents Water

->dispersionn water Co-solvents Water

->solutionin water

Solvent-based

-> “Glycerophtalic’productg ->35 to 55% solvents Solvent

-> “High dry-extract” -> 20to 30%solvents Solvent

Powders None None (electrostatit
application)

SourceEcobilan,1991(a), FIPEC.

Volatile organic compoundé/OC) included insolventsraise seriousenvironmental
concernsbecausdhey areprecursorof ozone andoeroxy-acetyl-nitrat€d PAN), gases
that are considered esntributorsto globalwarmingand as irritants for theespiratory
tract. Indoor paints andvarnishesconsumptioncontributes t010% or more of the
national VOC emissionsin the different Europeancountries, a figure that is

obviouslyrelated to theonsumptiorof glycerophtaligproducts.

Table2: VOC content(g/liter) of paints andiarnishes

Acrylic Glycerophtalic High dry-extracts

Average 250 Average 450 Average 300

Amplitude | 0 to450 Amplitude | 400to 600 | Amplitude | 250to 350
satin/flat <200
shiny <450

SourceEcobilan,1991(a), FIPEC
In the EU, these productsave traditionally been marketed #sp-of-the-lineitems
and paint manufacturers as#éill making higher profits out of them. They are

commonly considered as being more resistant to exti@imatological conditions

10 In 1994, the EIONET (EuropeanEnvironmentand Information andObservationNetwork) provided
valuesfor per country contribution of paint applicationto Non Methanic VOC (NMVOC) emissions.
Resultsshowedthatit was morghan10%in counties suchas Germany, Denmarketherlandspr Belgium,
andcloseto 10%in France and Luxemburg.
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(humidity, cold, and heat, etc.) and hawing betterdurability, washability, and gloss.
Acrylic products are of more recemvention and have benefited from significant
technologicaimprovementsoverthe pastl5 years. The respectivemarket-share®f
these twdypesof products arevolvingvery quickly. Countries from thenorth of the
EU havealreadyalmost entirelyturnedto acrylic products. Several reasotend to
support this change in the remainder countries inBble Acrylic products areasier
to use, their performance has been constantly impr@gdshine,durability, etc.),
and thereis a regulatorytrend towardsa reduction in VOC’s emissions in thHeU
(Commission1993).

In the currentstate oftechnologies,a straightenforcementof this environmental
pressurevould support the development a€rylic products. It might end uprasing
the current differentiation between top- andbottomof-the-line products (i.e.
glycerophtalic/ acrylic), and reducdirms’ profits. Since producerswould prefer a
smoothtransitionpreservinga top-of-the-linesegment, two paths apessible. Firms
canprogressivelymarket the best performiragrylic products asop-of-the-line,or they
can introduce innovative low-VOGolvent-basedproducts (e.g. high dry-extract
paints) to theop-of-the-linesegment. The new markdifferentiationwould match
ratherthan oppose thenotionsof green andop-of-the-lire qualities, allowing paint
producersto focus on green innovations and betteward them. It would also
homogenize marketifferentiation throughout theEU by bringing southern and
northernmarketsanto closerconfigurations. This magllow paint prodgersto create
and takeadvantag®f scaleeconomies irproductionand marketing.

There are no significaméchnologicalasymmetrieamong thdeadingproducersand
the whole core of the paint industry may benefit from the ensuyagns. Paint
producersare not divided by conflicting interests wheactually facing this evolution.
They have been pro-active in this area. Theydevised a "self-proclaimed”
environmentalstandard for their products during the |&8s. In 1989, as the
EuropeanConfederationof Paints Manufacturers(CEPE) was on the verge of

registeringthis standard as a trademark, theench AFNOR and the European
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Commission proposed to the paint industry to igeblved with their ecolabeling
programs. TheFrenchand theEuropeartradeasseiations (respFrenchFederation
of the Paint Industry [FIPEC], European Association of Paint Manufacturers
[CEPE]) accepted andaveup establishingan environmentatrademark for the paint
industry.

CEPE's trademark was based on composition criteria such asVOC
content<250gVOC/llimitation on halogenatedolventscontent;absence oheavy
metals; absence stibstanceslassifiedas toxic orvery toxic. While these criteriavere
in line with the ones underlyingxistingnationalecolabelon paint products (i.e. Blue
Angel [G]), Stichting Milieukeur [NL]), most of the CEPE'’s criterizvere not
guantified, thus making impossibleto predict theselectivityof the trademark.

As a matter of fact, severalcriteria had never beedocumentedon a quantified,
technical, and scientifitasis. This lack ofdocumentatiormade it difficult todecide
how stringent the requirements included in Bd ecolabelingcriteriashouldbe. For
instance, thenegotiationof the Frenchecolabelon paints andvarnisheshighlighted
major problems irdevisingaVOC requirementhat could beselectiveenoughwhile at
the same timeproviding ecolabelaccessto someglycerophtalic products (Schwirtz,
1993). These concerns remainedsolvedat the outset of th@egotiationof the

Europearcriteria.

1.3. The negotiation of the European paints and varnishes ecolabel

The final EU ecolabelingcriteriawere adopted in Decembet995 and publishedin

the Official Journal of th&europeanCommission inJanuary1996 (cf. Table 3).
Theywere more quantifiedthanthe CEPE’s one thanks to the use of an LCA for their
development.

In the spring 0fL991, Francepropoself to basethe preparatoryphase(May 1991-
Junel994)on a quantified LCA. An LCAvasundertakeron a set of products that

11 - L . .
At the beginningof the nineties, France was one of thmemberstatessystematicallyopposingEU
ecolabelingeriteriathathad not beenbasedn quantifiedLCA.
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wererepresentativef the differenttechnologiesinder development @vailableon the
market place. The LCA was first carried out on four products (Ecobilan S.A.,
1991(a), (b); 1992(a), (b); 1993(c), (d), (e), (f), (9)),then extended toeleven
(1993(h)).

LCA results emphasizedgreenhouseeffect and atmospheric acidification as major
concerns. The formavasrelated toTiO, production,the latter to VOCsmanation
whenapplyingthe paints (Ecobilan S.A1992(a)). Moreover,the LCA allowed the
classifyingof the productento threefamilieshavingincreasingenvironmental impact.
Natural paints displayedthe lowest concentrationsn TiO,. They didnot contain
VOCs but contained lithopone, whose environmental impact had not been
documentedhrough an LCA."Micro-vacuum"technologyallowedreducingTiO, and
VOC concentrationsn water-basegaints, whereas" high dry-extract” technology
allowed reducing theseconcentrationsor solvent-basedpaints. In short, results
showedthat using "micro-vacuum®techrology (acrylic), “high dry-extract” technology
(glycerophtalic)or "natural” paintslzwould generat@nvironmentabenefits.

As of April 1993,the ad hodEuropeancommitteeproposed a list of eigldreasof
concernfor future ecolabelingcriteria (Ecobilan S.A.1993(c)). Criteria relating to
these concerns had to decumentedhroughout thecourseof the negotiation. Two
major issues,on which we will focus herewereto decideon thresholdsfor maximum
authorized quantitie$iO, and VOCs irecolabelegroducts.

Early on, itwas agreedupon that theTiO, criterion should take the form of a
maximum “gTiQ, / Y covered”threshold® A first value was proposed byFrance
basedon its pasexperiencen thedevisingof the Frenchecolabel. Thisvaluewasthen
negotiated irseveralsteps during th@reparatory phasédyst increasedunder industry
and TiO, producers’pressurethen decreasedinder United Kingdom, Netherlands

and Denmark’spressure(AFNOR, 1993(c), (d), (g); Ecobilan S.A.,1993(e)).

12This laststatemenstill has to becheckedsincethe naturalimpact oflithoponehas not yet beenassessed
by the means of a LCA.

13 Thecriterion is basedon an“input per unit of output” performance index. Theguality of the coat is
defined by98% opacity.
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Reachinga final compromise on theliO, criterion required cross-negotiation
involving the VOC criteriaissue.Portugal and the paint industmyhich were asking
for morepermissivevalueson both criteriagaveup on theTiO, criterion in order to
obtainsatisfacton on theVOC criterion.

Interestingly, the lack of LCA data on tlobloridesprocesswas anotherobstacleto
reachinga compromise on this criteria. Outside expdvicewascalledfor in order to
compare thenvironmentalmpact of thigprocesswith that of thesulfatesprocess. In
spite of the lack ofnformation,and without any further justificatiorexpertsstated
that theenvironmentalmpact ofchlorides-processetio, "shouldnot” strongly differ
from asulfates-processamhe. This consensu&sobviously not basedon factsgiven
the difference in théy-producteemitted by eachrocesqcf. above). Yet, the experts’
answerwasenough, at that time, tallow the ad hoc group teverlook the lack of
informationon thechloridesprocess.

The final TiO, criterion ended up beirgssstringentthanthe initial Frenchproposal.
The devising of the VOC criterion was by far one of the most difficulssues. In
1993, a preliminarysurvey(Commission,1993) concluded that a regulation on this
aspecshoulddistinguishbetween differentategorief paints andestablishseparate
VOC requirements.Yet, adequate producitegoriehadnot been defined. Th&U
negotiationwill provetheir devisingto be difficultbecauseof differencesin national
consumptiorpatterns.

Industry ceaselesslydefended the idea that, for tleeolabelto getfully developed,
consumersshould find it on the category of products theyusually purchase.
Accordingly, it proposed to differentiate two or threategoriesof paints, allowing
some products in each one todigible for theecolabel. While this satisfiedSouthern
Europearncountries(e.g. Portugal)using glycerophtalicproducts,Northern European
countries wanted thecolabelto be targeted awater-basedgroducts. This structural
divergencayot reflected in theuccessiv@roposalof VOC criteria made by thearious
member states during th@eparatoryphase(AFNOR, 1993(e)and (f), 1993(h),

1994(a)and (b)). Thiphaseresulted in aelatively lax compromise thatvascloseto
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the paint industry anBortugal’sinitial proposal. While the Forum of interestgroups
favored the Northern countries’ position and tightened the requirements
(ConsultationForum, 1994; Commission,1994 (a), (b), (c)), the paint industry
replied by disseminatinginformation about the selectivity of the ecolabel under
different assumption ofVOC criterion. It showed that the mostpermissive
assumption ofko-called“class 1 requirements” (i.e., for produatith a low VOC-
content) was fulfilling Commission’sgoal of selectivity (i.e., 10 to 15% of the
Europeanmarket at its launching) (Ecobilari,994(b)). Yet, due to differences
among thenational markets,fulfilling this goal might be incompatiblenith either
a legitimacyof the ecolabelin someNorthern countries(e.g., 40% of ecolabeled
productswould be perceivedas undulylax in Denmark)or the eligibility of southern
countries’ paint products for thezolabelle.g.,Portugal).

Hence,the reasons underlying the opposition betwd&krthern Member States
(opposindax criteria) andSouthernMember States(opposing tooselectiveones)was
documentedbut not overcome. Austria and Sweden joined theegotiationduring
the finalconsultatiorof the RegulatoryCommittee. These additional Membe3tates
changed the balance pdwerand made itypical for Europeamegotiations inwhich:
1) Northern countries (in this particular caseéAustria, Denmark, Germany,
Netherlandsand Sweden) are ifavor of strengtheningenvironmentarequirements
(i.e. lowerthreshold for low-VOC products arstippressior lower threshold forhigh-
VOC products)2) Franceliesin a middle ground3) Southerrcountries (Portugal in
this case)ask forlax environmentalcriteria, 4) Industry joins one of these last two
groups(Francen this particulacase).

Fourrevisionsof the criteria (Commissiof994(d),1995 (a), 1995(b)and (c))were
issuedbeforereachinga final compromise (Commissidn995 (d)) that onlyslightly
modified the criteria:

- The borderline between the twiasseof productswas modified. On the one hand,
this modificationallowed more products to faiinto the low VOC class and was a

concession to Germanydenmark,and Sweden’srequest to cancel thkigh VOC



14

class. Onthe other hand, theequirementor the low-VOCclassremained unchanged
(i.e. kept at 30g/Imw instead of 10g/Imw as requesteddagherncountries),which
clearlywasa concession t€ EPE,France andPortugal’srequest.

- The high VOC classwas divided into two subgroups. The VOC criterion was
strengthened in onsub-group(i.e. 200g/Imwinstead of250g/Imw)while “high dry-
extract” paints could falhto the othersub-groupsand beecolabeled (i.e. 250g/Imw).
This changsatisfiedthe Northerncountries’ request for strengthenig in theVOC
criteriaon the high-VOGQIlass,while allowing the possibility for the “high dry-extract”
paints to becomeligible for the ecolabel,if they wereto be marketed in the near
future.

The final VOC criteria were more stringent than the self-praclaimed CEPE
environmental standard, but theystill mirrored Industry'sgoals. The criteria
distinguishedbetween twaclassesof products: the firstlassroughly coveredacrylic
products, whereasthe second onecovered glycerophtalic products and allowed
producerdo ecolabelforthcoming low-VOC innovationgnto this group. Producers
could thuspreservethe current market differentiation while managing a smooth

transitionto new products.

The finalecolabelingcriteria leftseveraissuegpending for future re-negotiationOne
relatesto the comparison of thenvironmentalmpact of the differentvhite pigments
- Ti02 and lithopone - awell as of bothTi02 manufacturingorocesses i.e. sulfates
and chloridesprocess. Others,which we did not focus on in this paper, relate for
instance to the lack ahformationabout theenvironmentaimpact of somesolvents
used inglycerophtalicproducts. The resolution of thessueshad been postponed
until the criteriawould be re-negotiatedwhich recently happened (Commission,
1998). It seemghat the new criteria are in lingith the 1995 ones, strengthening
only some of thalreadyexisting criteria(e.g. volatile aromaticcompoundsyasteand
emissiongelated totitaniumdioxide production,userswarningfor a better use of the

product).
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Interestingly, thigasestudycastdight on theimportanceof the negotiationphaseand
on the potential role of Voluntary Programs as an alternative todmstimand-and-
controlandself-regulation.Indeed, paint industis involvementinto the ecolabelcan
be regardedas adouble-edgedsword. On the one hand, ouanalysisshows that
industry influenced theourseof the negotiationthanks to thenformationit owned
about paint products and their markbaresand fulilled its goal. On the other hand,
final ecolabelingcriteria aresignificantly more stringentthan the former CEPE
environmentaktandardvas,so that the shift fronself-regulatiorto a public voluntary

program resulted in more meaningérvironmentatequirements on green products.

The other insighprovidedby this casestudyrelatesto the formulation of the policy
issuesthat shouldbe examined by economists on prodectlabel. The selectivity of
the criteria andndustry’sinterest in obtaining a compromise of critesgemsto be
importantaspectsn the development of agcolabel. Wewill now examinevhetheror

notthese pointhavebeenaddresseth the literature.

2. Reformulating policy issues:industrial strategies and the environmental

effectivenessf product ecolabels

Threetypeseconomicapproacheso productlabelingcan bedistinguished.

The first one, themarket approach assimilateslabel to a pureinformational and
market mechanism —i.signalingor reputation. Within this persective, consumers
aresupposedo assespost-purchasehe true utility theylerivefrom a product. “True”
means that their perception of the benefits @skd associateavith a products in line
with the scientifiqobjective)assessmertf theserisks and benefits.While consumers
get theinformation they need whermctually experiencingthe product, thiss not
necessarilfhe casebefore purchase. Accordingly, the role forlabelingis to transfer to

them thisnformationbefore theyurchasehe product.
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The second approadh the consumer-centere@pproach (Haldfield and Thompson,
1998). While it admits that adiscrepancybetweenperceivedand actualrisks and
benefits might remain aft@urchaseit is basedon the principle that consumeassess
for themselveghe cost and benefits of teansaction. Consequently, regulatiosees
the problem of bringing consumeaxssessmenbf risk into line with scientific
assessmerit..as flowing out of consumerdemandor information. It is thedivergence
betweerwhatconsumergxpectjn fact, and what theget, in fact, that drives policy with
respectto information” (p566). Consumers ar@urchasersof information. They
balance theexpectedvalue of additionalinformation with the cost ofacquiringand
processingt. By pointing out a particulaguality, the label is supposedo enhance the
expectedvalue of information about thisquality, as perceivedby the consumers.
Accordingly, it will prompt them in learning about the productin other words,
scientificassessmerdnd labelinghelp consumers by pointing out the potentialue

of quality-relatedadditionalinformation.

The third approach has beeralled the paternalistic approach by Haldfield and
Thompson(1998). It follows Viscusi'sparadigm(Viscusi, 1994) accordingto which
it might not bepossibleto reduce theliscrepancyetweerperceivedand actuatisks or
benefits, for scientifiassessmer not within the reach of consumers. Consequently,
the policy standpointshouldbe theconsumer’sexpectedwelfare basedon the actual
risks or benefitsassociatedvith the product: “The fact that consumersmight gladly
purchasea product while ignorant of the associatedrisks does not make a purchase
worthwhile” (p326). The role forlabelingis to induce consumers taking actions they
would take weretheir beliefin accordancevith the scientificassessmentf risks and
benefits. Different from the consumer-centered approachgiites supremacyto

scienceoverconsumersassessment.

The cornerstondehind thesapproachess aconsumer’sability to assesshe actual risk
or benefits attachedith a quality. Concerninga product’senvironmentaluality, we

find divergingviewson thispointin the literature.
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ThelLawand Economics literature has been keepdot out that consumeisavea
limited cognitivecapacityand arenot able toprocesgheinformationabout thevarious
environmentaimpacts of a product. Theyannotprioritize these impacts and rank
the productccordingto anaggregatendex of environmentaluality. Consequently,
ecolabelinginstitutions haveto undertake this task. Thdyveto processproduct-
relatednformation,makevaluejudgements implaceof consumers, and face themith
asimplelogoo the product. To a certain extd, the paints andarnishescasestudy
illustratesthisview. The final compromise on the criteria required finecessingf a
tremendousmountof information. It reliedon acomplexdebate amongxpertsand

on valuejudgements in order to offset the shortcomings of sciektibavledge.

A psychologicaBndanthropologicabpproach to green consumersgchasingoehavior
has beerarriedoverby Wagne(1997). He showsthat attemptsfrom well informed
consumers to undertake a scientifiapproach to greepurchasingfails: theygive up
trying to identify products that are truly greerOn the contrary,less informed
consumeraising proxies such adabels, brand or shop-names tguide their green
choice,are moresuccessfuln actually purchasingproducts identified as being green.
In other words, greenconsumers’preferencescannot be targeted at the technical

profile of green products; théaaveto rely on proxies.

A logicaleconomicview on the subjecthouldalsomeet these conclusions. Indeed, as
environmentalspillovers are non-divisible, it seemsimpossible for a consumer’s

subjectiveassessmenid be in linewith the actualalue of risks and benefitassociated

4 «For examplegvenif anadvertisertruthfully asserts that packagds madefrom 30% post-consumerecycledmaterial
the packagemay neverthelesde madewith chlorinated bleachesor contain toxic additives. Consumersre unable to
evaluatethe multiple environmentalmpactsof the goodtheypurchase”(Grodsky,1994,pp193)

“This Article maintainsthe Report Card program is scantily clad, if not functionally naked. Its methodologyfor
evaluatingproduct'senvironmentaburdensand congyingthat evaluationto consumershrough a productlabel is riddled
by qualitative judgementthat belie Scientific Certification System’sclaim to presentobjective information unfiltered by
experts. Thefewconsumersvhoactually attempt taprocesshelarge amountof information found on the Reportcard are
very likely to misunderstandt... In the caseof GreenSeal, thisArticle arguesthat its Certification Mark program is
certainlyclothed,and in manywaysquitewell, but thatinterestedparties shaild maintain acareful watch over GreenSeal
nonethelesq...] Furthermore GreenSeabwill operatemuchlike a dictator, albeit one that aspiresto benevolence. It will
retain agreatdealof discretionto craft productstandards as iseedit, and its pwerto influencegreenconsumerdecisions
will beenhancedyconsumersproclivity to misunderstanthe Certification Mark’s actualmeaning.Greenseal has yet to
abuseits power, but failure to maintain avigilant watch over its operationamounts to aract of faith” (Wynne,1994,
pp56-57)

'S Basedon knowledgea bout goroduct’slife-cycle analysis.
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with a green product. Thigould not only require the consumer to know the
environmentakpilloversassociatedvith a unit of this product, butlsothe sizeof its
total market —i.e. th@urchasingoehaviorof all other consumes Such acondition

simply cannotbe met.

Despite this set of facts and arguments, econontisigee adopted dierging

assumptions on thjsoint.

Crampes and lbane¢l996), Linnemer and Perrot (1997) propose models of
vertically differentiated marketsvith asymmetricinformation. They assimilatethe
ecolabelto areputationor signalingdevice. As usualin these modelsigreen” (high)
quality is a pre-existingnotion and consumers agipposedo get thetruth about it
after purchase. The consequence of thiearket approachto ecolabelis that no
institutional processs required in order tetabilizea definition of“greenness’(high
quality), asis the casein real ecolabelingprocessegCf. above). The devising of the

criteria and théunction of the stakeholdeprocessareby-passed.

Matto and Singh’s(1994) aswell as Sedjo andSwallow (1998), implicitly fall
undertake @aternalisticapproachto productecolabeling.Indeed, in their models, the
greendemandcurve doesnot react to a change in tteelectivity of the ecolabel. We
know, from theabovethat a change in th&lectivitymirrors a change in the technical
definition of greemuality. In otherwords,these authorassumehat green consumers

areshortsightedvhen it comes tassessinghe technical profile oécolabelegroducts.

Interestingly,Mattoo and Singh’s model demonstrates that tHectety determines
the environmentaimpact of theecolabel. More precisely,it showsthat theecolabel
generatesadverseenvironmentaleffects when the criteriaelectivity overpasseshe
volume of the green-demand at the pcetabel(undifferentiatedl marketequilibrium
price. Itnotonlyincreaseshe ecolabelednarket segmentwhich is considered by the
authors as positiveeffect) butalsothe non-ecolabeledne (adverseeffect). Yet, their

resultis limited in twoways. First, firms arenot alowedto innovate in their model,

1% Assuming as usual ireconomicsdecreasingxternal environmental benefits.
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nor are they tachoosewhetheror notto participate in thecolabelingscheme.All the
firms whoseproductsalreadyfulfil the criteria (and only those firms) asapposedo
ecolabeltheir products ancenterin the ecolabeledmarket-segment. Sedjo and
Swallow (1998) haverelaxedthese conditions andeneralizedViattoo and Singh’s
results. Second,both analyzesconsider thatecolabeling criteria are exogenous.
Different from this,we haveshownin the abovethat they are negotiated within the
ecolabelingprocess. We have even suggested(Nadai, 1998, Nadai, 1999) that
industrial strategiesduring the negotiation phase depended on thedegree of
technologicaheterogeneityf the concerned industryi.e. theextent towhich the
environmentaperformance of the producssld by the different firms are different.
As thesestrategiecontributedin limiting the development of th&uropeanecolabel
(Nadai, 1999), this aspectshould be examined in a more theoreticaby by
introducing thenegotiationphaseinto the forgone modelsAssumingthat firms are
profit maximizing,thereis no a priori evidencethat theywill find in their own interest
to havean ecolabeimplementedn their market. They might oppose any compromise
on the criteria. Moreover, in case firms are interested in arecolabel, profit-
maximizingcriteria might be different for the different firms and miglatt necessarily
be the ones inducing positive environmentaleffect. Both thepossibility of a

compromise and theontentof the resulting criteribaveto be examined.

Haldfield and Thompson(1998) have criticized the paternalistic approach on the
ground that itgivesa supremacyto scientificassessmerdver consumersassessment:
“Identifying a consuner protectionproblemsolely by referenceto scientificassessmentsf
risksignoresboth the reality of how consumergnanageuncertaintyand thereality that
scientificassessmente themselvesubjectto substantialincertaintyand reachedonly
through an exerciseof judgement” (p564). Thereis no doubt that the paternalistic
approacloverstateghe objectivity of scientificassessment.For instance, the paints
andvarnishegriteria arebasedon scientific considerations, buéluejudgements had
alsoto be made during theegotiationphasein order to offset the shortcomings of
scientificknowledge(e;g; the experarbitrageregardingTiO2 productionprocesses).

The consumer-centered approastboth more optimisticregardinga consumer’s
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cognitivecapacityandlessabsolutistin its conceptiorof science. On the one hand, a
labelis supposedo induce consumers engagen a learningprocesswhich will enable
them tounderstandcientificassessmentOn the other hand, consumesdll offset
what they consider to be the shortcomings saienceby makingvalue judgements.
Different from the paternalistic approach, the consumer-centered approasiders
that consumersjudgements arsovereignand subject tachangesthrough a learning

process.

Again, the negotiationphaseis a missingpiecein this framework. It ignoresthe fact
that the apposition oflabelon a producimplies as apre-requisite acleardefinition
of the quality to be labeled — i.e. What dowe consider as beinggreen™’?
Paradoxicallythisis only when this question has bemmsweredhat alabelcan be used
in order to entice the consumers to learn aboufAg.shown by Mattoo and Singh
(1994), answeringthis question determines treelectivity of the ecolabeland its
impact on the marketharesof the differentqualities. As the apposition of dabel
might deter theaveragequality on the marketregulatorsmight be facedvith a trade-
off between the two impacts of a label: tirecreasein the expectedvalue of
information for the consumer, and the change in theragequality at market

equilibrium.

3. Conclusion

The devising of the paint andvarnishes EU ecolabeling criteria illustrates the
importanceof the negotiationphasefor the development of produeicolabels. This
phasehasnot receivedenoughattentionby analysts.

We havedistinguishedbetween thre@approacheso productecolabeling. The market
approach overstatesthe consumers’ability to assessgreen quality and assimilates

productecolabeko a market mechanism. It hasviousshortcomings in that fails to

" In the case of théabeling of Genetically Manipulated (GM) Free Food-Products a negotiggigoing in the
European institutionsoas todecideon the maximum threshold of GMgredientghatwill allow a product toqualify
as GM-free.



21

addressheissuegelated to thelevisingof theecolabel. The two othempproacheshe
paternalistic and the consumer-centeredapproachesare more realistic regarding
consumers’ cognitive capacly. They both acknowledgea discrepancy between
perceivedand actuaduality. Even if they differ on their assumptions on thant as
well as on theconceptionand status of scientificnowledge,they point out to two
potential effects of productcolabeling. These effects are: a modification of the
products écolabelednon-ecolabeledmarket-sharest equilibrium and an incentive
for consumers to learn about prodgciality. We havesuggestedhat: i) these effects
arenot separableij) there might be a trade off between thai,it is necessaryo take
account of thenegotiationphasein order to examine this trade off. There might be
severalsteps before integrating these differespectsin a commonmodel. The
paternalistic approach haspored the impact of theselectivity of the criteria on
market equilibrium but hasnot taken account of the fact that the criteria are
negotiated. Basedon qualitativecasestudiesat the EU level, we have suggestedhat
the degreeof technologicaheterogeneity of the concerned industrye. theextent

to whichthe environmentaperformance of the productseldby the different firms are
different - may be gariabledeterminingthe chances aduccessn the development of
anecolabeland itsenvironmenral impact. This aspeshouldbeexplored.

The researchon productecolabelis also of interest for two reasons. First, it
emphasizeghe role of greerdemandas an incentive for firms to participate in
voluntaryapproacheto regulation. This question has mo$tenbeenanalyzedwithin

a market approagbaradigm(e.g,Arora S. & Gangopadhyay., 1995). Secondthe
post purchasediscrepancybetweenperceivedand actualquality is not specific to
environmentaluality. For instance, manyspectsof food-safetyquality sharethis
property Caswell& Mojduszska1996)18. Whatwe may learn about greequality and

ecolabelingmay thus be relevant for othigpesof quality andlabelsettingprocesses.

18 Interestinglyfood labelingmayraisea similar type ofproblemonly in certaincases.

“Food safety and nutritional characteristicsare experienceattributes in somerespects|...] Several factors interfere,
howeverwith food safetyoperatingas anexperiencattribute. In manycasesonsumersnay notbe able to link accurately
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Table3: Commission’sdecision for indoor paints andrnishes1995

CRITERIA

Applicableto

Requirement

Classification

Classl :

- paintswith speculaigloss< 45 uwith _= 60°
Class2

- paintswith speculaigloss> 45 uwith _= 60°
- varnishes

Labeling All products | Labelingmust clearly indicate that the produas
intendedfor indoor use.

Content in  white| Paints < 40g per rfof dry film, with 98% opacity

pigment (all)

Production of white| Paints Requirements limitingsolid waste production

pigment TiO2) dischargesn waterand air.

VOC content All products | Classl paintss 30 g/l (minuswater)

VOC content All products | Varnishes andass2 paints< 200 g/l (minus
water)

Aromatic All products [ Classl paintss 0,5% (m/m) of the product

hydrocarbons Varnishes andlass2 paints<s 1,5%(m/m) of the
product

Water pollution] All products | Thepackaging should display recommendation

coming form the for cleaning of tools in order to limitwater

cleaning of pollution.

application tools

Solid wastes} All products [ In order to limitsolid waste(residuesand can), th

packaging and packaging shall display recommendtions

productresidues

concerning product storage conditions afte
opening.

11%

f

Pigments and othe

rAll products

Paintsshouldcontainneither substancescluding

and

=]

117

substances cadmium, lead, chromium VI, mercury,
arsenicnor dibutyl-, dioctyl- or di 2-ethyl-hexyl
phtalates

Dangerousubstance$All products | Ingredientgsubstanceor preparations) used
paints and varnishes shall not be classified as
carcinogenic,mutagenic, toxic for reproductio
toxic, orverytoxic.

Hiding power Paints Paints shall have a hiding power (area to b
covered¥ 7 m2/|

Resistancéo liquid | Varnishes Varnisheshallhavesatisfactoryresistanceo water

for one hour aambienttemperature.

Source:(Commission1996)



