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Climate Change and Trade
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The trade

sector in Kenya
has been

one of the
most rapidly
expanding
secfors since
the 1990s.

limate change can disturb

supply and distribution chains,

potentially raising the cost of

trade and commerce in Kenya,

the region and internationally.
This is particularly true for agriculture
and tourism, which are key international
trade sectors for Kenya. These sectors
are affected by climate change through
temperature increases, droughts, water
scarcity, coastal degradation and flooding.
While climate change poses risks to the
trade sector, it may bring new opportunities
such as environmentally responsible and
climate friendly niche products.

The trade sector in Kenya has been one
of the most rapidly expanding sectors
since the 1990s. The wholesale and retail
trade sector accounted for 16 per cent of
GDP in 2011 International trade (imports
and exports) is an important element
of the sector. Crude petroleum and
petroleum products, machinery and other
capital equipment, transport equipment
including motor vehicles, metals, plastics,
electrical equipment, and food and
beverages are the major imports. Tea,
coffee, horticultural produce, and tobacco
and manufactured tobacco products are
the leading export earners collectively
earning the country Ksh 511 billion in 2011.2
Other major export items include fish and
cement, the latter particularly to countries
in the eastern and central African regions.

The trade and commerce sector is
exposedtotheimpacts of climate change
primarily because of the effects on
goods that are traded, but also directly
through the transportation of goods.
Your business will need to build resilience
to climate change; and, as important,
mitigate its contribution to climate change
by reducing greenhouse gas emissions. A
robust, diversified and competitive trade
sector will need to be resilient to climate
change-related disruptions.

How Climate Change Impacts
the Trade Sector

Trade may increase the vulnerability
to climate change as it can lead coun-
tries to produce a few goods in which
they have a comparative advantage.
The trade sector depends on services and
products offered by other sectors such as
energy, agriculture, manufacturing and
transport. Climate change may alter the
nature and location of agriculture produc-
tion and processing, resource extraction,
manufacturing and other sectors. This will
have implications for trade, flow of goods,
corporate logistics and supply chains*
This can be especially important for perish-
able goods like horticultural products that
comprised 19 per cent of Kenyan exports
in2010.°

The following climate change-related risks
and impacts that could impact your busi-
ness were identified in Kenya's National
Climate Change Action Plan (NCCAP):

- The trade sector is vulnerable to the
consequences of extreme weath-
er-related events, especially through
disruptions in the reliability of wa-
ter and power supply and damage to
road infrastructure though droughts
rains, and ensuing floods. Your business
could face disruptions or be confronted
with higher operational costs.

- Rising temperatures are expected to
strengthen coastal winds and storms,
which will affect ship navigation and
port operations, and potentially ham-
per international trade of your goods.
If the expansion of Mombasa'’s port fa-
cilities and the new Lamu Port Southern
Sudan-Ethiopia Transport (LAPSSET)
Corridor project do not account for cli-
mate change risks, growth of export
trade could be endangered as well.6




+ The loading capacity of airplanes
is dependent on temperature; the
higher the temperature, the lower
the loading capacity. Projected higher
temperatures could cause a reduction
in the volume of airfreight cargo or lim-
it operations at high altitude airports.’
This could affect the trade of your com-
modities, such as horticultural produce
that is transported to the European
Union and other markets mainly by air.

+ Adverse weather events will also im-
pact local and regional trade of your
goods. For instance, damage to the
transport infrastructure caused by the
eight-month 1997-1998 EI-Nifio rains
caused economic losses of US$1 billion
mainly from reduced trade activities.?

Reducing Greenhouse Gas
Emissions in the Trade Sector

The trade and commerce sector
contributes to climate change through
the generation of greenhouse gas
emissions over the course of production,
transportation and consumption of
traded goods and services. The main
concern is greenhouse gas emissions
generated through transport of goods
from the place of production to the area
of consumption. The bulk of domestic
and regionally traded goods from Kenya
are transported by truck by road (see
briefing note #9 - Climate Change and
the Transportation Sector for more
information). The International Maritime
Organization estimates that around 90 per
cent of global merchandise trade by volume
is transported by sea, with international
marine transport generating about 8.6
per cent of the emissions generated by the
international transport sector.’
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Food Miles and Carbon Labeling

“Food miles” and carbon labeling are hotly
debated policy tools that may be applied
to imported products based on their car-
bon footprint. Food miles involve the
calculation of carbon dioxide emissions
associated with the transport of food
to arrive at the final consumer. The rea-
soning is that the further a good travels,
the more it contributes to climate change.
Advocates maintain that products should
be sourced locally as much as possible and
that labels of food products should include
information on the origin of the product.
Carbon-labeling policies, introduced by the
private sector on a few products mainly in
the United Kingdom, show consumers the
carbon content of a product enabling their
selection of low-carbon products.” Several
developing countries have been critical of
the use of these private sector standards,
saying they penalize developing countries
and small farmers."

The food miles approach has been called
into question because the real carbon
footprint of domestically produced ver-
sus imported foodstuffs is very complex.
Transport mode (air, road, maritime or
rail) and distance are not the only sig-
nificant contributors to carbon dioxide
emissions. Life cycle of the products,
including production methods (such as
heated greenhouses versus open-air
production; energy-intensive modern
techniques versus hand labour) also
plays a big part. Early studies on the car-
bon miles of airfreighting fresh fruits and
flowers have been largely discredited, and
the carbon mileage of traded goods can be
the opposite of what is commonly believed.
For instance, it has been argued that Ken-
yan flowers airfreighted to Europe would
generate less carbon emissions than flow-
ers grown in the Netherlands.” The Kenya
Flower Council is working with the Kenya
Bureau of Standards and the Swedish In-
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stitute of Standards on the development
of ISO standards linked to the carbon foot-
printing of products.®

Border Carbon Adjustments

A border carbon adjustment is a trade
measure that aims to offset competitive
imbalances. [t aims to level the playing field
between domestic producers facing climate
change measures and foreign producers
facing very few or no such measures,
where costs of production may be lower
as a result. The International Institute for
Sustainable Development reports that the
United States and France have discussed
the use of border carbon adjustments in
theirfight against climate change, although
neither has seriously pursued such a policy
and the imposition of a carbon adjustment
does not seems imminent.* The border
carbon adjustments discussed by the
United States and France were targeted
at major emitting nations, such as China;
not a country like Kenya that has a low
greenhouse gas emissions profile.

Concern has been expressed that border
carbon  adjustments, labeling, and
standards including food miles could
become barriers to market access for
Kenyan goods and a vehicle for green
protectionism. Kenya is more likely to face
trade restrictions based on food safety
standards or sanitary and phytosanitary
measures  than  carbon  footprints.
Depending on how and if carbon-
labeling schemes are developed, they
could provide new market opportunities
for Kenya based on carbon efficiency.

Climate Change and the Trade
Sector: What can you do?

Climate change is a business issue and
your firm's reputation, regulatory ob-
ligations and supply chains can be af-
fected. A prosperous low-carbon climate
resilient future for Kenya includes a robust,
diversified and competitive trade sector,
meaning that climate change-related dis-
ruptions are minimized in the sectors that
produce traded goods. Kenyan businesses
are beginning to feel the impacts of climate
change; however, for the most part, adapt-
ing to climate change has not been main-
streamed into activities and decisions. Your
company needs to prepare its assets and
operations for anticipated climate impacts
and examine ways to decrease its green-
house gas emissions.

- Take action to adapt your business to
climate change. Climate change may
alter your comparative advantage for
producing certain goods, especially in
the agriculture sector, and may lead to
shifts in international trade. It may also
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increase the vulnerability of your sup-
ply, transport and distribution chains
upon which trade depends. Your adap-
tive actions depend on your location
and the nature of your business, and
can include:

Understanding how climate change
will affect your trade activities and
assessing climate change impacts -
such as impacts on transport infra-
structure, business and regulatory
risks (such as changes in insurance
coverage), and markets risks (such as
potential changes in the pattern and
volume of international trade flows).
See Briefing Note #2 - Climate
Proofing Your Business for informa-
tion about assessing climate risk in
your business.

Ensuring your buildings and infra-
structure can cope with heavier
downpours.

Being prepared to manage short-
term events like floods and storms
while building long-term resilience
through employee and management
training.

Incorporating expected climate im-
pacts in planning and decision-mak-
ing - such as transportation routes
and methods.

- Consider diversification of goods and
services. Producing a variety of com-
modities can help to enhance the resil-
ience of your business, especially in the

agricultural sector. If the impacts of cli-
mate change were to destroy a certain
crop, production of other goods could
reduce the negative effects. The ex-
panding information, communication
and technology (ICT) sector presents
an opportunity for diversification and
climate-friendly ICT products could be
sold locally, regionally and globally.

Take action to reduce greenhouse gas
emissions in your business. Expan-
sion of the trade sector has resulted in
increased energy use and greenhouse
gas emissions associated with increased
demand for manufacturing and trans-
portation. The trade sector in Kenya is
characterized by inefficiencies along the
supply chain, but there is ample room
for improvement by increasing resource
efficiency and lowering transaction
costs through institutional reforms.

Become a leader in sustainable trade
and commerce by creating a positive,
climate-friendly image for Kenya. As
countries in Europe and elsewhere be-
come more environmentally conscious,
there are reputational risks associated
with trade and commerce that is con-
sidered environmentally damaging.
On the other hand, environmentally
responsible and climate-friendly niche
products may provide a global competi-
tive advantage for Kenya. An example is
horticultural produce from Kenya, such
as the cut flowers that are sold mainly
in the EU. This produce is likely on a life

cycle basis to be less carbon intensive
than similar produce from the destina-
tion markets, presenting an opportuni-
ty for Kenya to brand its produce as low
carbon.’® Further research is required as
an initial step to determine the carbon
footprint of Kenyan products relative
to that of competitors, similar to that
being undertaken by the Kenya Flower
Council.
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