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Direct line: (+41 22) 739 5694
Email: ludivine. tamiotti@wto.org E MAI I—
Ta: Delegates to the Committze on Trade and Ref. ICN/CTE/7/Rev.1

Environment {CTE)

From: H.E. Mr José VALENCIA {Ecuador), Date: 10/11/2023
Chairperson of the CTE

WTO COMMITTEE ON TRADE AND ENVIRONMENT (CTE)

THEMATIC SESSION
TRADE CONTRIBUTIONS TO ENERGY TRANSITION EFFORTS CONCERNING CLIMATE
ADAPTATION AND MITIGATION

13 NOVEMBER 2023, 10:00 - 13:00 (CET)

ROOM CR, WTO, GENEVA, SWITZERLAND AND ZOOM

- ication from the Chai

Please be reminded that the first thematic session of the CTE on the topic of "Trade
contributions to energy transition efforts concerning climate adaptation and mitigation” will take
place on Monday, 13 Noevember, from 10.00 te 12.00 CET in a hybrid format (Reoom CR, WTO and
via Zoom}. The session will be live streamed via YouTube to enable the attendance of stakeholders,

The programme for the session is attached to this communication as well as the guiding
questions to help guide the discussion. As the programme shows, several panel members will join
the session in person, allowing Members to engage with the panelists directly.

I would like to take this opportunity to encourage delegations to participate and interact with
the speakers and among Members. I would also kindly suggest that Members consider offering ideas
on how discussions on energy transition can feed into the future work of the CTE.
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WTO COMMITTEE ON TRADE AND ENVIRONMENT
THEMATIC SESSION
TRADE CONTRIBUTIONS T ENERGY TRANSITION EFFORTS CONCERNING CLIMATE
ADAPTATION AND MITIGATION

13 NOVEMBER 2023, 10:00 — 13:00 (CET)
ROOM CR, WTO, GENEVA, SWITZERLAND AND Z00M
Ientative programme
1. Introductory remarks by the moderator
+ Ms Anna Vitie, Deputy Permanent Representative of Finland
2. Panel discussion on trade contributions to energy transition
+ Ms Araceli Fernandez Pales, Head of Technology Innovation Unit, International Energy
Agency (in-persen)
*+ Mr Andres Valenciano Yamuni, Director for the Washington DC office, Economic
Commission for Latin America and the Caribbean (ECLAC) (in-parson)

+ Ms An (Qi, Associate Research Professor, Renewable Enargy Development Research Canter,

Energy Research Institute, Chinese Academy of Macroeconomic Research (in-person)
+ Ms Enja S=ethren, Head of Government Relations and Support Mechanisms, Scatec

{remotely)
+ Mr James Irungu Mwangi, CEQ, Africa Climate Ventures (in-person)
3. Q&A and discussion by Membears
+ Members are invited to react to the presentations and respond to the guiding questions.

4, Closing remarks by the moderator

« Ms Anna Vitie, Deputy Permanent Representative of Finland

cuidi tigns for the di .

* How can trade and trade-related policy tocls contribute to a just, climate resilient, low-
carbon energy transition? Which goods. services and technologies can support efforts to
increase the proportion of renewable sources in national energy mixes?

¢+ What trade-related measures have Membars taken? What kind of approaches have worked?
What are the specific opportunities and challenges faced by developing countries?

+ What is the WTO's role in prometing these tools and providing an institutional framework?

*+ From a business perspective, what are the main trade-related ocpportunities and challenges?
What could governments do to support the transition?

17
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European

5
Commission

hat are the sectors in scope?

4 In the first phase:

CEMENT IRON & STEEL ALUMINIUM FERTILISER ) ELECTRICITY ‘ HYDROGEN

O Selected on the basis of 3 criteria:
v" High risk of carbon leakage (high carbon emissions; high fevel of trade)

v Covering more than >45% of CO2 emissions of ETS sectors
v’ Practical feasibility
Q Exclusions (under 150€ / countries linked with the EU ETS)
Q In a second stage, CBAM may be extended to a limited list of ETS sectors at risk of

carbon leakage (such as refineries and chemicals), provided that such an extension is
justified based on selected criteria.

Calculation of the adjustment |

Number of Price of Obligation and

certificates certificates adjustment
\ “‘ = P —

Actual Emissions
embedded == covered by free :‘fmgg:ts E:;’"izs B ‘ O&ng:f i ‘
emissions allocation LR

B i i * Carbon price

== effectively paid

abroad

— \ Adjustment ]

#EUGreenDeal



Phasing-out of free allocation = Phasing-in of CBAM

Free ETS
allowances

#EUGreenbeai

:;;- Eurapean
= =~ Commission

—

uidance and support by the Commission
N\



CBAM and international cooperation

CBAM is open to decarbanisation efforis in third countries and favours international coordination:

= Actual emissions methodology — CBAM is based on carbon content of the imported goods.
= Companies are subject to CBAM only on individual merits and taking into account:

= Actual carbon content of the imported goods;

s Level of free allocations of EU ETS allowances in the EU;

= Carbon price effectively paid in country of production.

= Deduction of the carbon price paid in country of production from the adjustment on imported goods.
= Countries applying EU ETS or linked to it are excluded.

= Special rules on electricity for countries whose electricity market is “coupled” with the EU internal
: market for electricity.

= Participation of third countries in the Informal Expert Group on CBAM, where observers participate in thé
=~ _-design of the CBAM and a public consultation on the implementing act defining the rules for reporting
‘~27during the transitional period.

CBAM and international cooperation

= Transitional period learning phase for all

* Openness and transparency through Public Consultations; Impact Assessments;
Stakeholder Engagement e.gl._ consultations, meetln?s, and expert groups); Expert
Groups and Committees; Publication of Draft Regulations, allowing the public to
review and provide feedback.

 Flexibilities embedded in the CBAM regulation to facilitate smooth implementation

+ long transitional period for predictability: no financial adjustment during interim phase;
monitoring and reporting obligations only; gradual phase in in definitive period.

» The EU will continue .pursuin its open dialogue with international partners, we have
ust launched the call for applications of members to the Informal Expert Group on
bBAM. Third country experts are welcome to send us a notification of interest to become
observers

20



International support to worldwide

decarbonisation

The EU’s Global Gateway, representing up to up to €300 billion in investments
until 2027, supports this green transformation, on the way to achieving the
Sustainable Development Goals and commitments of the Paris Agreement on climate
change. It promotes green technology exchanges and reinforces energy security.

+ Global
*+Gateway -

» The Africa-Europe Green Energy Initiative: Completion of feasibility study on the
‘GREGY’ project — an electricity interconnection cable linking Egypt to Greece; call
for proposals hydrogen power plant in Morocco; launch of tender process for
construction of a National Control Centre for Energy Infrastructure in Mozambique;
EIB signature for the construction of a solar power plant in Namibia.

#EUGreenDeal

- European
Commission

Electricity Corridor in Western Balkans: Development of the Trans-Balkan Electricity Corridor for the
creation of a regional power network connecting the electricity transmission systems of Bosnia and
Herzegovina, Montenegro, and Serbia with those of Croatia, Hungary, Romania and ltaly.

* Euroclima: The EU-LAC Global Gateway Investment Agenda will identify fair green and digital
investment opportunities in LAC, which will benefit from the open environment generated by trade and
investment agreements, helping achieve the Sustainable Development Goals. The Investment Agenda
will mobilise investments in, amongst other things, renewable energy and green hydrogen, critical
raw materials, decarbonisation and sustainable finance.

* Just Energy Transition Partnership (JETP) with Indonesia and S. Africa Eé

* Economic and Investment Plan for the Southern Neighbourhood with Algeria, Tunisia, Egypt,
Morocco and Jordan

» Research study by the EU Mission in Thailand on how to identify support needs
* MRV gaps in the context of CBAM, technical assistance needs, stakeholders HEUGreenDeal
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Where to find further information on CBAM? '

Visit the CBAM webpage regularly — our one-stop shop

= Link to the CBAM Transitional Registry

= 2 guidance documents

=  Communication template between importers and operators

= Registration to dedicated webinars

= Links to recordings of webinars through the Customs and Tax EU Learning portal
= Link to our E-learning materials through the Customs and Tax EU Learning portal
= Q&A and factsheet

HENGraanNas
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Committee on Trade and Environment Original: English
Council for Trade in Goods

Committee on Market Access

Committee on Technical Barriers to Trade

POLICY ISSUES FOR DEDICATED MULTILATERAL DISCUSSIONS
ON BEORDER CARBON ADJUSTMENT

COMMUNICATION FROM CHIMNA

The following communication, dated 10 November 20232, is being circulated at the request of the
delegation of China.

In exploring trade policy responses to climate change, one type of policy focuses on carbon emissions
associated with traded goods, making use of metrics of environmental policy instruments, such as
carbon emissions, carbon intensity or carbon footprint. It seeks to apply trade policy tools, such as
tariffs or border adjustments, to account for such emissions. Some measures of such hybrid nature
are being rolled out in a unilateral manner, despite a lack of sufficient evidence, discussion or
consensus on certain fundamental issues. These measures have triggered considerable controversy
and have been subject to trade concerns and discussions in the WTO Council for Trade in Goods,
Committee on Market Access, Committee on Technical Barriers to Trade and Committes on Trade
and Environment, from different perspectives.

Building on China's two previous proposals!, this communication focuses on one specific policy
instrument, i.e. the border carbon adjustment (BCA), and proposes the following topics for dedicated
multilateral discussions, to be held under the respective committees, as mandated, or under the
multilateral deliberative mechanism on envircnmental sustainability, as proposed by sewveral
members.

The proposed discussions are intended to strengthen the linkages between the multilateral trading
system and sustainable development, so as to seek "both to protect and presarve the envircnmeant
and to enhance the means of doing so in & manner consistent with their {Members') respective neads
and concerns at different lavels of economic development"?, and ensure that "there should not ba,
nor nesd be, any pelicy contradiction betwsan wpholding and safeguarding an open,
non-discriminatory and eguitable multilateral trading system on the one hand, and acting for the

protaction of the environment, and the promotion of sustainable development on the othar".?

1 THE BASIC OPERATING MECHANISM

1.1. Carbon Leakage - What is carbon leakage in the context of environmental policy? If there is
gap in explicit carbon price between members, does it necessarily mean that there is a gap in the

FWT/CTE/W/251, A PROPOSAL FOR DEDICATED MULTILATERAL DISCUSSIONS ON THE TRADE
ASPECTS AMND IMPLICATIONS OF CERTAIMN ENVIRONMENTAL MEASURES. Communication from China;
JOB/TES81, FURTHER ELABORATION ON DEDICATED MULTILATERAL DISCUSSIONS OMN THE TRADE ASPECTS
AND IMPLICATIONS OF CERTAIN ENVIROMMENTAL MEASURES. ENVIRONMENTAL MEASURES, Commumnication
from China.

? Para. 1 of the preamble to the Marrakesh Agreement Establishing the World Trade Organization.

* Para 4, of the preamble to the 1994 Marrakesh Ministerial Decision on Trade and Environment.
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owverzall stringency of their respective carbon emission control policies? Can carbon leakage be used
as a basis to justify the BCA?

1.2. Attribution — How to objectively estimate the changes in the total amount and regional
compaosition of glebal carben emissions caused by the relocation of industries or import substitution?
How to distinguish them from the changes in global carbon emissions caused by structural factors
such as changes in the stage of economic development, the transition of the energy structure and
the differences in factor endowments?

i.3. Extra-territorial implementation - When a Member imposes BCA on imports, is it regulating
domestic carbon emissions or extra-territorial carbon emissions?

2 POLICY DESIGHN

2.1. Applicable Scenarios for BCA — Which types of domestic policy measures related to carbon
emissicn controls are suitable to be adjusted at the border? Which types are better suited to
international coordination through multilateral approaches rather than a wnilateral BCA? Are
emission control measures on production facilities suitable for border adjustment?

2.2. WTO Conformity of BCA — When implementing BCA, how to ensure that the basic WTOD
principles of MFN treatment and national treatment? Where there are differences in the policy
designs between domestic carbon emission control measures and their corresponding BCA, how to
ansure that the policy burden imposed by the BCA on imported products does not exceed that
imposad by domestic measures on the like domestic products, so as to avoid distorting market
competition?

2.3. Default values - Default values for carbon emissions of imported goods seem to be a critical
element in the policy design of BCA. Regarding setting the default values for extra-territorial carbon
emissicns, how te ensure the reliability of and minimize the time-lag in the database through
effective cooperation with the members having appropriate jurisdiction, so as not to constitute
arbitrary or disguised trade restrictions? What would be the basis to use the average emission
intensity of the X% worst performing domestic enterprises plus certain markup as benchmark default
values for emissions associated with imported goods?

2.4. Carbon price under BCA - Is it reasonable to benchmark BCA against the carbon price in
emission trading market, when such carban market has the attribute of 2 financial market and the
resulted carbon price embeds a financial premium?

3 TRADE IMPACTS

3.1. Unilateral BCA - In what ways and what arsas will unilateral BCA impact other membears'
international trade and macro-economy? How can the impacts of BCA on members' trade be
measured in an objective mannear?

3.2. Carbon Club - If a so-called Carbon Club, one that agrees to impose punitive tariffs on non-
club members on grounds of differences in carbon intensity or carbon price, were formed to
coordinate the implementation of BCA, what would be the impact on international trade?

4 ENVIRONMENTAL EFFECTS

4.1. Mationally Determined Contributions (NDCs) — What role will BCA play in @ Member's
achievement of its NO}C under the Paris Agreement? In terms of extra-territorial carbon emissions,
would targeted financial and technical assistance be better suited for reducing carbon intensity of
imported goods?

4.2, Use of revenues from BCA — How should the revenues from BCA be used to better achieve
the environmental goal of global carbon emissions reduction? For example, should it be used to

4+ & thought provoking paper on this subject is NORDSTRGM, Hikan, "Dioes the risk of carbon leakage
justify the CBAM?"(2023/ 08}, https://cadmus.eui.eu/handle/1814/75357.
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compeansate dewveloping members whose trade are affected by BCA, in order to enhance their
capacity to reduce carbon emissions?

53 INCLUSIVEMESS

5.1. Effective policy dialogues — In dasigning and implamenting BCA, how to make better use of
multilateral platforms, such as the WTO, to promote effective policy dialoguas with other membars,
on top of enhanced transparency? How should important factors identified in the course of the policy
dialogues be taken into account in policy adjustmeants?

5.2. Diversity and flexibility - Whean designing and implamenting BCA, how should a Member
fully acknowledge and take in account the diverse range of mitigation efforts of other members,
including but not limited to carbon pricing, effective carbon taxes, and other mechanisms that
impose a price on carbon emissions?

5.2. Data reporting and mutual recognition — As members have notable differences in the
energy and industry structure, production processes, carbon accounting methods, reporting cycles
and so on, how can the differences in data reporting be accommeodatad in an inclusive manner whan
implementing BCA. so as to avoid additional and unnecessary costs to intermational trade? How can
the mutual recognition of carbon emission data be realized in a scientific and reasonable manner?

5.4. The Principle of Common but Differential Responsibilities ([CBDR) — How can it be
reflected in the design and implementation of BCA?

5.5. Disproportionate impacts by BCA on developing countries and SMEs — How can the
undesirable and disproportionate impacts of BCA be avoided for developing mambers that lack the
infrastructure of carbon accounting, as well as for SMEs that have challenges in bearing the costs
associated with data submission and third party verification?

G OTHER ARRANGEMENTS

5.1. Protection of submitted data - BCA requires enterprises to submit carbon emissions and
facility-specific data, some of which might be business sensitive or businass confidential. If not duly
protected, there is high risk of leaks, misuse or othar type of data security issue. How to set the
reasonable boundary for the data required? How to ensure the security of submitted data through
institutional guardrails?

6.2. China welcomes contribution from other members with respect to additional policy issues
regarding BCA as well as answers and scolutions to these policy issues. We welcome written
submissions by members and propose that the Secretariat circulate a compilation of members'
writken submissions with a view to informing further multilateral discussions. We beliave that
multilateral, structured and engaged discussions on such policy issues would be conducive to
collectively strengthening the multilateral trading system and enhancing the complementarity of
trade policy and environmental sustainability.
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