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Background

» The cost-effectiveness of the Kyoto Protocol (or any similar
non-global climate treaty) would be enhanced by attracting as
many new countries as possible among the signatories, and
by achieving these additions as soon as possible.

* |n particular, the participation of the US and of the main
developing countries in a co-operative effort to reduce GHG
emissions is crucial to effectively control climate change.

* Any real progress in stabilizing emissions below 550 ppm can
be achieved mostly through technological advances and
drastic changes in the energy sector.
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Basic ingredients

= Ambitious long term targets
= Participation of developing countries
= Development of new energy technologies

Can all this be achieved? How?

What legal and institutional framework?
What policy instruments?
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= What should be the appropriate scope (global, regional,
sectoral,..) for a climate agreement?

* |n the case of a global approach, should we stick to a
Kyoto like regime? A combination of technology-based
and Kyoto-like framework? How to provide incentives for
participation? Is the UNFCCC the most adequate policy
arena?

* |n the case of a regional/sectoral approach, how to
coordinate decentralised actions? How to prevent leakage
and free riding? Ho to ensure that the total effort is
sufficient and equitably shared?
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Building on Kyoto

- limits on costs or relative targets;

- technology cooperation and transfers in
particular with developing countries;

- broader permit market with longer time
horizon to provide incentives to innovation.
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Departing from Kyoto

- replace targets and markets with taxes;

- focus on issue linkage (trade tariffs,
technology transfers);

- give up with large conventions and global
negotiations (G12 or G20)
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Main message (1)

The real issue is not Kyoto vs. non-Kyoto, or cap and trade
vs. other policy instruments.

We need a basket of instruments anyway (including
technological cooperation, adaptation funds, etc).

The real issue is whether the proposed policy framework
contains incentives for broad participation and
Institutions that guarantee compliance.
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Incentives and Institutions

» “Real world” incentives and institutions cannot lead to a
global permit market. Markets are going to be
fragmented.

= “Economic theory” also concludes that incentives and
Institutions are unlikely to lead to global agreements on
emission reduction targets. Climate agreements based
on emission targets are going to be partial and multiple
(fragmented).
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Fragmentation

* Fragmentation because of diversity of interests and
Institutions.

* Fragmentation even in the case of perfectly identical
symmetric countries. Self-interest leads to fragmentation
anyway. Coalitions between “zones of countries”.

= Coalitional prisoners’ dilemma. Fragmented
equilibrium is suboptimal (from an economic viewpoint)
but is an equilibrium.
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Bottom-up approach:

= A bottom-up, country-driven approach to defining national
commitments should be adopted.

* |nstead of top-down, global negotiations on national
emission targets, each country or group of countries would
determine its contribution to a cooperative effort to curb
GHGs and choose the partners with whom it intends to
cooperate.

* |n a process analogous to trade negotiations, each country
would put its offer of commitments on the negotiating table
and invite proposals from other countries for similar
commitments.
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= Strong increase in the number of trade bloc agreements
registered with the World Trade Organisation.

= Some 250 regional trade agreements (RTASs) have been
notified to the GATT/WTO up to December 2002, of
which 130 were notified after January 1995.

= About 200 RTAs are currently in force. An additional 70
to 100 are estimated to be operational although not yet
notified.

= All but one WTO members are now parties to one or
more RTAs. As of August 2006, all 146 WTO Members,
with the exception of Mongolia, participate in or are

actively negotiating regional trade agreements.
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Variety and Variability

Basic ingredients of a bottom up policy architecture:

= The coordination of a variety of efforts. Countries would
agree on things to do rather than on emission reduction

targets.
= A variable geometry of participation. Some countries
would agree on more efforts than others.

= A sufficient accountability system to ensure that
commitments become connected to action.
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Tools

How can this be achieved?

= Limit on the number of negotiating countries (e.g. the 20
top polluters)

* |ssue linkage: trade (e.g. Stiglitz’s proposal), energy
security, migrations, ...

= Transfers, e.g. through economic cooperation (e.g.
Victor on energy infrastructure, use of ODA, ...)

= Review and scrutiny
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Focus on Institutions:

A bottom up approach is to be favored because:

* the underlying participation incentives inevitably leads to
a fragmented climate policy regime

= the Institutions which are capable to implement an
effective climate policy do not yet exist at the
International level, but sometimes exist at the domestic
and regional level.

l.e. a club approach, in which cooperation takes place on
specific dimensions where (a few) participating countries
have Institutions that guarantee compliance and
effectiveness.
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Environmental effectiveness

* |n terms of incentives and institutions, a bottom-up
approach is the only one with chances to succeed in
curbing GHG emissions.

= A set of coordinated efforts with a variable participation
geometry is likely to be the future of climate policy.

= However, by relying only on self-interests, this
approach may not succeed in achieving the large
emission reductions that most scientists believe to be
necessary to control climate change.
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Equity and burden sharing

» Equity concerns may not be addressed.

» |f countries agree on different sets of efforts, how can the
costs of these efforts be assessed and compared?

= For example, is there a way to claim that the effort to
develop new energy technologies (e.g. in the US) is
larger or costs more than the effort to replace coal power
plants (e.g. in Germany or China) or the effort to accept
higher temperatures at home and at work in the summer
(as recently suggested by the Japanese Minister of the
Environment)? Is there a metric of efforts?
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Adaptation

» Whatever we do to reduce GHG emissions and
whatever the anthropic influence on climate change,
adaptation will be needed.

= Can a bottom up approach also include adaptation to
climate change?

» Given the policymakers’ discount rate, the costs of
adaptation (to be paid far in the future) is likely to be
smaller than the costs of mitigation (to be paid in the
coming years), unless some catastrophic impacts of
climate change are expected. Does this mean that a
coordination of efforts to adapt our economic systems
and lifestyles to climate change will crowd out most
efforts to reduce GHG emissions?
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Summing up (1)

A bottom up framework to climate policy:

Number of negotiating countries:

As recently proposed by the Canadian Prime Minister, 20
IS probably the right number, but a slightly smaller number
(12?) would also be appropriate.

Issues on which these countries will negotiate:

Technological cooperation, climate relate trade rules,
carbon taxation, carbon sinks, contribution to a global
adaptation fund, forestry preservation, biofuels,

development aid, energy infrastructures, are some
examples.
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Summing up (2)

Rules

For each issue a number of countries, not necessarily
the same countries, not necessarily the same number,
decide to cooperate.

Verification

A regular verification process of how different measures
are implemented in each country or group of countries
(and of their impacts and costs) is also agreed upon.

Given that all measures are implemented domestically or
within a bilateral or regional cooperative setting (e.g. the
European Union or Mercosur), the establishment of new
global or supra-national institutions would not be
necessary.
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Summing up (3)

Update

Regular meetings can be organised to update the set of
countries cooperating on each issue. Whenever the
verification process identifies an insufficient
effectiveness of the adopted measures or an unequal
sharing of the burden of controlling climate change, new
measures or a new distribution of existing measures
have to be negotiated.

This framework implies that climate change is no longer
an environmental problem to be dealt with specific
environmental policy measures. It is a global economic
problem to be dealt with global economic policy measures.
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