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1.
Introduction

The Indonesian hosts of the meeting of trade ministers held in the margins of the UNFCCC Conference of the Parties in Bali on 8-9 December 2007 had relatively modest ambitions.  They set out to achieve two things.  The first was to secure the agreement of the participants that there is merit in convening Trade Ministers to discuss issues at the interface between trade, climate change and energy policy.  In the event that this were achieved, they hoped the meeting would identify a number of specific ways in which the trade and climate change communities might support one another’s aims and that might serve as useful inputs to the Bali Action Plan negotiations over the coming two years.  Despite real differences that exist between the North and South on some issues – particularly relating to how to broaden the list of environmental goods that might enjoy preferential status – there was a consensus on the need to pursue “mutually supportive linkages between climate change, international trade and development”. In this context, Ministers called for additional analysis and for the exchange of information between climate change and trade officials.  This proposal suggests an approach and a workplan to address the priorities identified in Bali and to develop and consolidate support for positive action in respect to these priorities.

It was clear from the presentations and discussions at the Bali Trade Ministers’ meeting, and from the Chair’s statement that summarized the conference proceedings, that the participants recognized the importance of trade rules for achieving climate change goals and saw the potential for positive outcomes if the policies relating to trade and climate change can be aligned and made mutually supportive.

On the strength of its long track record in both the climate change and trade policy arenas, and of its reputation for objective, research-based policy development, IISD served as an advisor to the Indonesian government in the preparation and conduct of the ministerial meeting, helping to craft the agenda, drafting the background papers, and participating actively as the only NGOs to make a presentation at the conference itself.  Our aim has from the start been to identify how best the multilateral trading system might be harnessed to advance the goals set out in the UNFCCC and the Bali Action Plan and where the greatest benefit might be achieved.  In doing so, we also believe it is essential to seek the support of all players, particularly developing countries. 

What follows is a proposed two-year programme of work to be conducted from mid-2008.  It describes a process of collaborative research and policy development.  In addition, IISD is proposing a consultation process intended to gauge the views of the developing countries and to identify and accommodate their preoccupations at the trade-climate change nexus.

2.
Objective
The programme of research and consultation outlined below aims to identify ways in which trade and investment policy might most effectively serve the goal of addressing climate change, outlining in detail the challenges and possible modalities associated with the various policy options.  It aims also to identify those trade and investment policies that might not be appropriate for addressing climate change concerns, or that might indeed be inimical to these, describing clearly the challenges they pose.

In the end, the goal is to support the international trade policy community as it searches for ways to mainstream climate change objectives into its own efforts, providing a foundation of analysis that can inform the coming discussions and decisions.

3.
Research

IISD proposes to lead a coordinated work-programme involving a global network of research organizations and policy think tanks.   The aim, over roughly a twenty-month period, is to identify where linkages between trade policy and climate change regimes might most usefully be analysed with a view to identifying and developing the more promising as a contribution to the design of a post-2012 climate change agreement, set to be concluded in Copenhagen by the end of 2009.  We would seek to develop support for these policy options through a consultative process that would run in parallel with the research and policy development.  IISD’s extensive network of contacts and collaborators, drawing from the networks established over the years both by its Climate Change and Energy, and by its Trade and Investment programmes, will underpin its efforts to bring such an effort to a successful conclusion.

The following six research projects will be pursued as part of the proposed work plan:  

3.1
Fossil fuels
Fossil fuel subsidies have an enormous impact on international trade, distorting markets and lowering costs for producers of fossil fuel-intensive goods.  At the same time, they encourage the use of the very fuels that most directly contribute to climate change, reducing the attractiveness of investment in alternative technologies.  In one of the few international studies to date, the OECD predicted in 2000 that full liberalization of fossil fuel trade (most of which involved removing subsidies) would result in global reductions in CO2 emissions of 6.2% by 2010.  And yet these subsidies persist. While the data is hard to come by, the IEA estimates energy subsidies overall in 2005 amounting to $250 billion, some $90 billion of which was devoted to oil products alone.

Trade policy could make a valuable contribution to climate change through agreement to reduce or reorient certain types of fossil fuel subsidies.  This, however, is a decidedly long-term prospect. In the near term it may be that individual countries or groups of countries decide to move ahead as leaders in this area, providing lessons and experience that can serve to benefit others who may follow.  Whether the result is multilateral, plurilateral or unilateral, a great deal of research is necessary as a prerequisite to any efforts in this area.  Some of the key elements of that research agenda are spelled out below:

· The first task at hand is collecting the relevant data: as the IEA itself has reported, there are huge gaps regarding the extent of subsidy support for fossil fuels.  For the various types of fossil fuel subsidies, we need to know what the magnitudes are, and what the trends are.

· As an ancillary piece of policy research, we need to know what sorts of reforms in reporting practice would make data collection easier.
· Research also needs to be done to identify the impacts, both environmental and economic, of current fossil fuel subsidies.  A framework would be developed establishing the approach we would use in identifying economic and environmental impacts, particularly as they relate to climate change at the country level.  
· There should also be analysis of the potential areas for priority action.  Of the various types of subsidies, which are the most feasible to address, whether because relatively robust data exist, or because the political climate suggests there is room for progress at the present stage? And what flanking policies might be necessary to cushion painful transitions and impacts on the poor or on developing countries?

Finally, there should be analysis of best practice in this area.  What are the lessons we can draw from those countries that have moved to eliminate, reduce or reorient fossil fuel subsidies, or to tackle other subsidies in ways that could inform any efforts on fossil fuels?

The proposed scope for this study is limited and we would view this effort as a complement to a broader proposal the IISD Global Subsidies Initiative has drafted on the issue of fossil fuel subsidies.  The elements we have identified here are, in our view, the necessary first steps that need to be taken to address this issue in the trade context.  Research in this area would be led by IISD’s GSI, which has an outstanding track record of balanced and accurate work to uncover the extent and nature of perverse subsidies, in cooperation with the International Energy Agency, which has a long history of work and expertise in this area.  Country case studies would be conducted in cooperation with IISD’s research partners in the countries involved.
3.2.
Subsidies for GHG Reduction Technologies and Activities
During the Uruguay Round of multilateral trade negotiations, there was space created in the Agreement on Subsidies and Countervailing Measures (SCM Agreement) for what were known as non-actionable subsidies, or subsidies which would be considered acceptable and therefore beyond challenge in the WTO.  These fell under three basic categories: R&D expenditures, environmental protection and regional development.

Conscious of the potential for abuse, negotiators were very specific about the nature and scope of the non-actionable subsidies.  For example, the allowable environmental subsidies were only to be used to help existing facilities adapt to new environmental regulations, and among other requirements had to be a one-time expenditure of no more than 20% of the cost of adaptation.  The R&D subsidies were limited to not more than 75% of the costs of industrial research, or 50% of the costs of pre-competitive development activity, and only certain types of costs were covered.

Nonetheless, this provided a small window—mostly available to developed countries with the wherewithal to exploit it—for supporting particular types of R&D, and supporting incurred costs from stronger environmental protection.  That window closed in 1999, when WTO members declined to renew the relevant provisions. One way in which trade policy might serve climate change goals would be to reinstate SCM flexibilities, recast in a way that focussed on climate change objectives. Research to underpin efforts in this regard would include:

· An assessment of the extent to which the SCM Article 8 flexibilities were used.  If they were not, why not?  Would revised flexibilities be useful?  Research would need to catalogue the various likely climate change policies that could run afoul of WTO subsidy disciplines.  For example, it’s possible that the free initial allocation of permits under a cap-and-trade scheme could be considered a subsidy in breach of SCM obligations.  Tax exemptions for specific low-GHG sectors or firms might also feature on this list.

· Another element of the research would look at the geopolitics of potential reform.  Which countries are most likely to have the need and the wherewithal to employ any identified flexibilities.  What scope is there for a deal that might be acceptable to all?

· Finally, the research would need to identify ways in which the integrity of the SCM could be protected in any suggested new flexibilities, bearing in mind that the ultimate objective of the SCM is to prevent governments from enacting unfair trade-distorting subsidies.  What legal formulations might work to this end?

Research participants in this area would include IISD’s Global Subsidies Initiative, the Tufts University-based Global Development and Environment Institute, which has done previous analysis in this area, and the University of Bern-based World Trade institute, which is involved in an ongoing research effort to better understand the legal linkages between trade and climate change policies.

3.3.
Intellectual Property Rights

It is widely agreed that the development and dissemination of new and existing clean technologies is central to efforts to address climate change.  However, some firms argue that tough intellectual property rights (IPRs) act as barriers to the transfer and dissemination of technology, including technology for lowering GHG emissions. If this were the case, trade policy might play a valuable role in exploring ways to ease the relevant IPR-related restrictions.

Any efforts in this area would need to be preceded by a research effort that included the following elements:

· In which sectors of climate change interest are IPRs a barrier to technology transfer?  How significant a barrier do they represent in the various sectors?  The research should describe the firms for which they represent the most serious barriers, focusing on firm size, location and other relevant variables.

· If they are indeed a barrier, IPRs are likely just one element of a larger regime of barriers.  What are the other elements?  That is, the research should tell us what is needed as well as IPR reform (e.g., capacity to absorb new technologies) in order to facilitate increased technology transfer.

· A legal analysis should explore the possible modalities for any suggested reforms. Presumably they would involve amendments to the TRIPS Agreement.  What form might they take?
Partners for this research could include:  The UK-based Tyndall Centre for Climate Change Research, which is involved in an ongoing research effort to identify sectors where IPRs might be barriers, the World Trade Institute, the International Centre for Trade and Sustainable Development, which has done extensive work on IPRs and sustainable development, the Chinese Academy of Social Sciences and The Energy Research Institute (TERI), India.
3.4.
Investment

Technological innovation is one of the keys to addressing climate change successfully.  But the World Bank has concluded that “currently available IFI, public and private sector resources and instruments ... cannot lead to a meaningful transition to a low carbon economy.”  Significantly greater flows of investment will be needed primarily, but not only, in the energy sector.  The Bank’s Clean Energy Investment Framework is one vehicle to address this need, but it is also worth asking how trade policy might contribute to GHG-lowering investment flows.

Most of the key factors in attracting private investment in this area are beyond the direct reach of trade policy: stable macroeconomic environment, large domestic market, access to key natural resources, transportation and communications infrastructure, educated labour force, political stability, for example. One potential area remains, however: domestic barriers to investment.  These include customs procedures, licensing permits and other procedural barriers.  In the energy sector, they also include the impacts of domestic regulatory regimes which can, often unintentionally, act as strong disincentives to investors.  For example, lack of legal obligations for regulated energy monopolies to purchase from independent power producers can make a host state unviable for some alternative energy technology investments. These elements of domestic policy are in many respects unique to each country under study, the product of a complex mix of history, politics and geography. While overall policy lessons are simple to draw out, serious capacity building work would need to be specific to each country involved.  As such the focus of the research in this area should be on a relatively small number (4 - 6) of key developing countries characterized by high growth and volume of energy demand.
Research to support efforts in this area would include:

· Country studies in four developing countries, exploring in detail those elements of domestic policy that might frustrate investment in clean energy infrastructure.  These would cover both those areas traditionally covered by trade facilitation (permitting procedures, for example) as well as those areas specific to clean energy investment (energy regulatory regimes, for example). These analyses would build on the work already done by IEA in its country studies, and by the World Bank’s Energy Sector Management Assistance Programme, where such work has already been carried out.

· Estimates of the implications of increased clean energy investment in those countries, including domestic economic costs and benefits, as well as domestic and global environmental benefits.

· Analysis of legal frameworks for investment at the international level, including Bilateral Investment Treaties the WTO and the Energy Charter Treaty, to assess their potential for increasing flows of clean energy investment.

· Policy recommendations, based on the country studies and on international best practice, for domestic level and international-level initiatives that could increase the flow of clean energy investments to the countries involved.

This effort would involve a large number of research partners.  It would include research experts and/or institutes in each country, as well as relevant government officials.  Several regional organizations also have expertise in this area.  At the international level, partners could include IEA, OECD and the World Bank, the Energy Charter Treaty, Chatham House, and the Singapore-based Centre on Asia and Globalisation.
3.5.
Border Tax Adjustment (BTA):

Many countries worry that in the absence of a truly global effort to address GHG emissions their stringent domestic climate measures might disadvantage their producers relative to foreign competitors that do not face such strict domestic measures.  Border tax adjustments are measures that seek to level the playing field by taxing imports at some level that equates to costs they’d face under a domestic scheme, and rebate that same level of charges to domestic goods destined for export.  The legality of these sorts of measures is uncertain, with legal opinions split on the question.  Of course the final legality of any such measure would depend fundamentally on its specific design.
Proposals for such measures have been repeatedly made over the years, and will be made in greater force as we enter a world of more stringent climate commitments.  There have been several high-level calls for such measures from the EU in the past year, and there are two bills before the US Congress that would implement variations on the basic theme.  There is even existing legislation that has similar characteristics, as in California’s emission performance standards for purchase of imported electricity, and its border restrictions in support of its low-carbon fuel standard. A programme of research in this area would seek to inform policy makers on the legality, feasibility and desirability of such measures, providing an informed platform for policy decisions.  It would include the following elements:
· A reality check on competitiveness.  What does the literature tell us about the underlying concerns that lead to such proposals?  Which sectors are particularly vulnerable to ‘leakage’ in the event that there is not a global or sector-wide agreement to reduce GHG emissions?  Steel, electricity, cement and aluminum have been the subject of focus in this context, and there is a rich literature on the competitiveness impacts of environmental regulation more generally.  Research in this area would seek to quantify the potential impacts in key sectors under various regime scenarios.
· The analysis would also look at different forms of unilateral trade measures to address competitiveness concerns, including BTAs and other variations, cataloguing those in existence and those under consideration.

· With respect to these measures, research would ask, inter alia:

· Are they WTO-legal?

· Are they administratively feasible?

· What are their wider impacts?  That is, in particular, would they enhance or frustrate the international climate change negotiations?

· Finally, the analysis would ask: in those sectors where there may be competitiveness problems, what are the most appropriate tools to address it?  This analysis would seek to derive innovative or alternative solutions to the problems identified, tailored where appropriate to the specific circumstances of the key sectors identified.
Research partners in this area could include a number of institutes where ongoing work relates to the questions posed above: The World Trade Institute, CCAP, Ecologic (Germany), IVM (Netherlands), China’s Ministry of Commerce and Chatham House.

3.6
Trade Liberalization for Low Carbon Goods
One area in which trade policy might be helpful in combating climate change—and the area that generated the most interest in the recent Bali Trade Ministerial—is in lowering tariff and non-tariff barriers to low-emission technologies and goods. The basic proposition is that if barriers to trade in low-emission goods are lowered, there will be increased uptake, and increased incentives to invest, in those technologies and goods.

To date most of the attention in this area has centered on defining environmental goods – a debate carried over directly from the WTO’s discussion on liberalizing trade in environmental goods and services.  This seemingly intractable debate will eventually be resolved on the basis of mostly political considerations, but any resolution will have to be founded on an understanding that we do not yet have on the implications of the various proposals.  There has been far too little discussion to date on the tough questions of how such a regime could actually work, including:

· Once the list of goods is finalized, what sort of regime would need to be in place to facilitate adding goods to the list in future?  The experience of MEAs such as the Rotterdam Convention on Persistent Organic Pollutants may be instructive here.

· Some countries have suggested including goods on the list by virtue of their relative energy efficiency (for example, hybrid cars). One thing this would imply for the regime is the need to decide when a good is no longer “green.” Given the rapid pace of technological development expected in this area, today’s green good will necessarily become tomorrow’s dinosaur.  What lessons are there for the WTO from the experience of others that have faced this same challenge (e.g., eco-labeling standards bodies)?

· Other countries have suggested including goods based on the methods of production.  The PPMs issue, however, is highly contentious among member countries.  Are there ways in which such a regime could work within the WTO based on existing WTO law?  If legal changes are necessary, what are they, and what would they imply for the broader balance of WTO rights and obligations?

Research in this area would be led by IISD, based on its long-standing experience on the issues of PPMs and standards in the WTO and environmental contexts.  Partners in this area could include ICTSD and a number of excellent academics that have written on the legal and institutional aspects of the EGS debates, as well as members of the international standards community.

For each of these six research areas, IISD would assemble a consortium of research institutions and individual experts in the North and South, with some four or five research organizations or experts working on each of the topics.  In each case, a broad call for expressions of interest would be sent out to policy research organizations around the world, and to the many networks interested in Climate Change and Trade issues.  IISD would then assemble small collaborative research teams involving its own staff and experts from the selected organizations.  
4.
Consultative Process
It is no secret that there is considerable hesitation on the part of many developing countries at the prospect of mixing trade concerns with the climate change agenda.  Some of these concerns were evident in Bali, for example in the reaction to the US-EU proposal on accelerated liberalization of low-carbon goods.  These concerns cannot be ignored if we are to achieve the optimal design for the post-2012 package; indeed, many of them are justifiable and must be addressed with clear measures.  To do so requires a far greater understanding of what these concerns may be, and an active attempt to involve the developing countries in designing solutions that adequately address the issues while allaying the concerns that, for now, keep many developing countries sceptical.

To do so, we propose both to take advantage of a range of consultations planned in connection with trade or climate change-related meetings in different regions of the world – and especially those where a wide range of developing country participants are expected to be present – and to organize a dedicated consultation on the six research topics above in each of the three principal developing country regions.  Each would include climate change experts from government, civil society, the academic world and the private sector and would be organized at a time when the emerging analysis around the six principal research topics could be presented and discussed.  Where feasible, we would seek to convene these consultations in cooperation with a suitable regional organization and would ask that they share the costs.

We propose to organize the consultations in close coordination with the International Centre for Trade and Sustainable Development (ICTSD).  For each consultation, we would envisage inviting some twenty representatives from the region, as well as the leaders of the six research teams.  Each would have a facilitator and rapporteur, and a synthesis report would be made available on the project website.

5.
Institutional Arrangements

The overall project would be guided by a Reference Group comprising representatives of the three Nordic donor countries.  The Steering Committee would meet three times during the life of the project – once in the beginning to review and sign off on the detailed work plans for both the research and the consultations; once in the margins of the Poznan COP to review progress and make mid-course corrections, and once to review the draft outcomes from both the research and consultation components of the project. 
The project would be managed by the Trade & Environment and Climate Change & Energy Programmes, and based in IISD’s European Office in Geneva.  It would be directed by Aaron Cosbey, a long-standing staff member with substantial experience in both the trade and climate change areas.  He would be assisted by a research associate and a project administrator for the duration of the project. 
6.
Timetable

The research projects aim to start as soon in 2008 as is feasible, with a view to holding a mid-course assessment meeting in the margins of the UNFCCC COP in Poznan in December of that year.  They would aim to be complete the research outputs so that the results can be made available to governments preparing for COP 15 in Copenhagen in December of 2009.  

7.
Budget

The budget – totalling CAD 1,428,948 - is attached at Annex 1. 
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