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Overview

1) A brief introduction into climate change

2) How does climate change affect international trade?

3) The Paris Agreement: A primer on its trade-related elements
4) The role of the WTO in supporting climate action

Trade in green goods and services



Part 1

Climate change:
A brief introduction



IPCC Fifth Assessment Report (2013/2014)

ipcc ipcc
CLIMATE CHANGE 2014
Synth port
CLIMATE CHANGE 2014
Mitigation of Climate Change

Human influence on the climate system is clear

The more we disrupt our climate, the more we risk
severe, pervasive and irreversible impacts

The world has the means to limit climate change and
build a more prosperous, sustainable future




Not a uniform planet
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Source: Haigh (2016)



The window of opportunity is rapidly closing

65% of our carbon budget compatible with a 2°C goal already used

Amount
Remaining:

Total Carbon 1010
Budget: GtCO, eq
2900

GtCO, eq

Source: IPCC Fifth Assessment Report



The current emissions pathway will result by 2100 in...
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Part 2

How does climate change affect
international trade?



Climate change will negatively affect transport
infrastructure




Potential trade gains from Arctic shipping?

Average distance
reductions

e America - Asia:
-25%

* Europe - Asia:
-30%

Arctic Shipping Roqies / \4 \E*’
= North-West Passage (NWP)
__Narthern Sea Route (NSR)

| === Transpolar Sea Route (TSR)
&7 Arctic Bridge Route (ABR)

... but potential threats to ecosystems



The regional consequences of market damages are strongest in Africa
and Asia

Percentage change in GDP (compared with no damage baseline)
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Agriculture and labour productivity are most significantly
impacted, but not all impacts grow proportionately

Source: OECD (2015), The economic consequences of climate change.

M Tourism demand M Agriculture B Coastal zones M Energy demand [ Extreme precipitation events [l Health

Source: OECD CIRCLE Project



Impacts on agriculture are relatively strong and agricultural and food
trade flows are more affected than other commodities
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Despite negative climate impacts, a region may increase its
competitiveness if its competitors are even more severely damaged
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General insights

* Large uncertainties surrounding any projection

* By and large, the direct impacts of climate change on trade are negative,
and climate damages will put negative pressure on the economies of
almost all regions; lower trade

* Despite suffering climate damages, a region may increase its
competitiveness if other competitors are more severely damaged or decide
to specialise in the production of other goods

* Countries with larger domestic markets and more diversified trade
patterns can absorb climate shocks better than more specialized countries



Part 3

The Paris Agreement:
A primer on its trade-related elements



The Paris Agreement

36,00 ' participants, including:
23,100 government officials

9,400 representatives from UN bodies and agencies, IGOs and civil society

3,700 members of the media
150 Heads of State and Government



\
Paris Agreement: A new departure "

PARIS2015
COP21-CMP11

Universal action

Clarity on the overall goal: Limit temperature rise to 2°C

Bottom-up element in the form of NDCs, assessed and
revised every 5 years

Top-down elements for oversight, guidance, coordination




Paris Agreement: Building blocks A
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Paris Agreement: Building blocks

Long-term goal ~N

* Limit global temperature increase to well below 2°C, aspirational goal to
limit increase to 1.5°C (Art.2)

* Global peaking of GHG emissions as soon as possible (Art. 4)

Q Zero net emissions in second-half of century (Art 4.1) /

Mitigation ™

* Binding commitments by all Parties to prepare, communicate and maintain
a nationally determined contribution (NDC) (Art.4)

 Communication of NDCs every 5 years, foundation for higher ambition

\ (Art.4) /




A closer look at NDCs

PARTICIPATION
96% 830, ADAPTATION
o 5“‘-.___---- " ‘E;|¢| ———————__,,——” /6

PARTIES | 189 _— TINDCs ——— 96% GLOBAL EMISSIONS

UNFCCC Secretariat: Growth in emissions to slow down, to 16% in
2010-2030, compared with 24 %in 1990-2010.

Pledges °C

Current
policies

— +4.9

— +3.6
v

— +2.6

Emissions pathway in the pledge scenario (that
incorporates NDCs until 1 November 2016)
gives a 50% chance of warming being 2.8°C or
higher in 2100.

Sources: UNFCCC Secretariat (2016) and
Climate Action Tracker



A closer look at NDCs
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Trade elements in NDCs

Direct references to trade in 45% of all NDCs

* Virtually all NDCs include references to trade-related issues

e But only a handful identify specific trade tools:

o Tariff reductions on renewable energy equipment

&= Import restrictions on used cars die g

Deutsches Institut fiir German
Entwicklungspolitik Institute

A Regulation of trade in timber

Border carbon adjustments Check your own NDC through the
NDC Explorer

&, Fossil fuel subsidy reform

Development


https://www.die-gdi.de/en/ndc/

Response measures (2015)

Preamble Paris Agreement

by the impacts of the measures taken in response to it"”

“Parties may be affected not only by climate change, but also

Article 4.15 Paris Agreement

most affected by the impact of response measures”

~

“"When implementing mitigation measures, Parties shall take
into consideration ... the concerns of Parties with economies

\§ J
Decision 11/CP.21 ~
Continue and improve the forum on the impact of the
implementation of response measures
,




Response measures (pre-Paris)

Art. 2.3 Kyoto Protocol

Annex I Parties "shall strive to implement policies to
implement policies and measures ... in such a way as to
minimize ... effects on international trade...

“Measures taken to combat climate change ... should not
constitute a means of arbitrary or unjustifiable
discrimination or a disguised restriction on international
\_ trade”

\

J

Art. 4.8 UNFCCC

“Parties shall give full consideration to what actions are
necessary ... to meet the specific needs of developing
country Parties arising from the ... impact of the

\_ implementation of response measures”




Example 1: Carbon pricing
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Cost increases from carbon price in the United Kingdom

Lime

0y . -
40%7 [ Allocation dependent (direct) CO, costs / GVA
Il Electricity (indirect) CO, costs / GVA

Other inorganic Household paper

n - -
0% basic chemicals Non-wovens Cﬁé""ﬂ of iron
Industrial gases opper
Flat glass
Coke oven Veneer sheets
Fertilisers & Nitrogen Malt
20% Rubber tyres
& tubes

Hollow glass

Finishing

1

2
2

Potential Maximum Value At Stake (MVAS)
and Net Value At Stake (NVAS)
Basic iron & steel

A ¢ Ao
2% |
0%

UK

0.0% 0.2% 0.4% 0.6% 0.8% 1.0% gpp

Source: Hourcade et al. (2007)



Possible responses to carbon leakage

Price with
carbon cost

Price without i

carbon cost

A

A

Adjust costs

Adjust global

Adjust costs

downwards ,  costs upwards at border
Conditional ! Global carbon ! Border
allocation l pricing : Adjustments
| i Imports Exports
i  into ETS from ETS
ETS Restof ETS Restof ETS Restof
World World World

Source: Grubb (2014)



Part 4

The role of the WTO in supporting
climate action



11:3) void climate protectionism
1 create trade opportunities
Agreement A5

Climate

policy
menu

SCM
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Benefits of trade in environmental goods and services
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But many measures can affect trade in green goods

Local content
requirements

Others?

Trade remedies

Standards, technical
regulations,
conformity assessment




Tariffs still affect trade in environmental goods

Examples of tariffs applied by

WTO members on
wind turbine parts:

8% - Special roller belarings

15% - Transmission shaft
10% - Gear box

12% - Tower parts
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Environmental goods are supplied together with services

Raw materials

Module level

@ Aluminium

@ copper

@ steel

@ Polymers

Wafer

@silver [5.4.1)
Solar grade silicon
[5.5.1]

CdTe

@& cadmium [5.5.2]

@ Tellurium [5.4.2]

CIGS/CIS

@ copper

@ Indium [5.4.3]

@ Gallium
@ selenium

@ Ccadmium sulphide

a-Si
@ silicon
TCO window layer

@ Indium (ITO)
[5.4.3]
@ zZinc (AZO)

Legend:

Component manufacturing & integration

Upstream products

& Float glass

@ Sealing material
(EVA)

& Back sheet (PVF)

Wafer

@ Mono c-Si

@ Poly c-Si

@ Ribbon s-Si

Cell/module
manufacturing

@ Front contact

@ Texturing

@ Anti-reflective
coating
Metallization

@ vacuum deposition
equipment

. Laser scribing
systems

. Heat treatment /
annealing systems

Balance of 3
manufacturing

. Frame

@ Fittings

@ Tracking system
& DC/AC inverter
. Wiring

&P surge protection
@ Electric meter

Transport &
distribution

& Modules &
Balance of System
equipment [5.6.1]

On-site
integration &
installation

@ Installation [5.5.3]
@ Grid connection
[5.4.4; 5.5.4]
RoHS permitting
[5.5.2]

Operation &
maintenance

. Reactive
maintenance
® Preventive
maintenance
[5.6.2]

This means that services and services trade

play a key role in green technology
dissemination

Disposal/
recycling

@ Reverse logistics
and recycling
technology [5.6.3]

Crystalline-Si and thin films | Only crystalline-Si | Only thin films | () Bottleneck existing or very likely to occur | (X) Bottleneck may potentially occur | @B Bottleneck is unlikely to occur

Source: E4tech & Avalon, IEA-RETD RE-SUPPLY Study, 2012
http://iea-retd.org/archives/publications/re-supply

35



CTESS negotiating mandate
é )

Relationship between existing WTO rules and specific trade obligations
(STOs) in Multilateral Environmental Agreements

e N

Information exchange between MEA Secretariats and the relevant WTO
committees, observer status

Reduction or, as appropriate, elimination of tariff and non-tariff

barriers to environmental goods and services

Source: Doha Ministerial Declaration (2001), paragraphs 31 (i), (ii), and (iii).



CTESS negotiating mandate

2001 Doha Ministerial Declaration

With a view to enhancing the mutual supportiveness of trade and
environment, we agree to negotiations, without prejudging their
outcome, on [...]

iii) the reduction or, as appropriate,
elimination of tariff and non-tariff barriers
to environmental goods and services.

Paragraph 31(iii)



Discussions in the CTESS

Canada
European Union
Japan

Korea _“Group Work
New Zealand of Friends”
Switzerland

Chinese Taipei
United States

Revised work
programme
(new timelines)

programme

List approaches Alternative approaches Saudi Arabia The Philippines
USA, China, Canada, - India Singapore
EU, Japan, Korea, - Argentina Japan
New Zealand, - Brazil Qatar

Norway, Switzerland,
Chinese Taipei, USA . . .
Technical discussions and workshop

153-item list by Group
of Friends

Compiled list
(480 items)

Compromise approaches

- Mexico, Chile

- Singapore, Australia,
Hong Kong, Norway,
Colombia

Core list of 27 goods

Compilation of EGs
submissions
(409 items)



Convergence among product lists

9 Members (169 HS6)

Overlapping # HS-6
1x 278
2X 89
3x 35
4x 7

Note: Proportions not respected



Further developments in the WTO (outside of the CTESS)

January 2014
Joint Statement on
Environmental Goods Agreement
(EGA) in Davos:
Australia, Canada, China, Costa
Rica, European Union, Hong Kong
(China), Japan, Korea,

December 2015
ITA Il — conclusion of discussions to
liberalize trade in IT products
beyond the original ITA of 1996 —
covers some environmental goods

Liechtenstein, New Zealand, September 2016
Norway, Singapore, Switzerland, Israel, Iceland and Turkey G20 Leaders welcome
Chinese Taipei, United States join negotiations “landing zone”

July 2014
EGA negotiations
start

December 2016
EGA ministerial
meeting (Geneva)

Compiled list July 2016
(Some 2,400 product Chair’s “landing zone” list of EGs
nominations covering (304 tariff lines at HS-6 level)

650 tariff lines at HS-6
level)



Environmental Goods Agreement

Davos Joint Statement (January 2014)

(Seeks to build on the APEC commitment of 2012 to achieve global free\
trade in environmental goods

*Future oriented agreement able to address other issues in the sector
and respond to changes in technologies in the years to come

*Reinforce the multilateral trading system and benefit all WTO members

*Contribution to the international environmental protection agenda,
including UNFCCC negotiations

Qitical mass of WTO members needed for agreement to take effect j




EGA environmental product categories
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EGA participants

18 participants
representing 46
WTO members and
covering the
majority of trade in
environmental
goods

Fowered by Bing
@ DsAT for MSFT, GeoMamaes, Microsoft, Nnteq, Thinksare Extract, Wikipedia

- EGA participant



EGA: Plurilateral or multilateral?

* The EGA is a “plurilateral” negotiation in the sense that it involves a
subset of WTO members

e But like ITA Il, the results of the EGA would become part of participants
WTO commitments. As a result, all WTO members would benefit from
improved access into the markets of EGA participants

» This situation has sometimes led to concerns among participants in a

“plurilateral” negotiation about the possibility of free-riding by non-
participants

* Provisions on critical mass have been used as a means to address free-
riding concerns:

» For example, ITA Il defines a threshold of “approximately 90% of world
trade” in ITA Il products for implementation to take place



Developments outside of the WTO...

Environmentally
preferable
products (1)

In 2012, APEC leaders agree to

reduce, on a voluntary basis, Renewable
: . . energy
applied tariff rates on a list of 54 Environmental (15)

environmental goods to 5% or less protection
by the end of 2015, taking into
account the economic E:“;';zf::sgt&al
circumstances of individual APEC analysis
economies (17)

(21)

Environmental categories covered by
the APEC list of environmental goods
(number of goods in brackets)



APEC trade in environmental goods

USD billion

1000

900

800

700

600

500

400

300

200

100

Asia-Pacific
Economic Cooperation

APEC exports and imports of EGs

P

100%

(left-hand scale) \
—~>

/ N

90%

80%

—Share of APEC trade in world

trade in EGs (right-hand scale)

Per cent of world trade in EGs

- 70%
- 60%
- 50%
- 40%
- 30%
- 20%
- 10%
. . . . - 0%

2004 2005 2006 2007 2008 2009 2010

2011 2012

2013

2014

Source: WTO Secretariat



Asia-Pacific
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