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Chapter 8

INTERNATIONAL
COOPERATION

Main points

e International trade and supply-chain integration have played a key role in driving down the costs of low-carbon
technologies. International trade in environmental goods and services totals nearly US$1 trillion per year, or around
5% of all trade. Trade in low-carbon and energy-efficient technologies alone is expected to reach US$2.2 trillion in
2020, atripling of current levels.
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* Anewinternational legal agreement on climate change is essential to enable the large-scale transition to a low-
carbon pathway needed to have a good chance of keeping global warming under 2°C. A strong agreement could act
as a powerful macroeconomic policy instrument, sending clear signals to businesses and investors about the direction
of the global economy. This should include a long-term goal to reduce greenhouse gas emissions to near-zero or
below in the second half of the century.

e Itisimportant that a new international agreement is equitable. This means developed countries will have to make
deep long-term cuts in their emissions, and mobilise finance, capacity-building assistance and technology to support
developing-country efforts. Larger developing countries will have to make serious commitments to reducing their
emissions trajectories.

o Globally, financial flows to low-carbon and climate-resilient investment totalled around US$359 billion in 2012,
much of it to renewable energy projects. Only about a quarter (US$84 billion) of these flows were international, of
which an estimated US$39-62 billion (46-73%) were directed at developing countries, mostly from public sources in
developed countries.

e Around athird of climate financing comes from development finance institutions, including multilateral development
banks, national development banks, and bilateral and regional financial institutions. These have considerable
potential to scale up low-carbon and climate-resilient financing, both directly and by leveraging private capital.

e Some 14% of World Trade Organization trade disputes concern renewable energy technologies, as competition has
increased for market share. Faster dispute resolution processes are needed, and the environmental elements of
international trade agreements should be strengthened.

e Thereis potentially significant scope for business-led initiatives to reduce emissions in some internationally traded
sectors dominated by relatively small numbers of firms, such as commodities deriving from forest areas.

e Therules and norms of the international economic system need to be aligned more closely with the transitionto a
low-carbon, climate-resilient global economy. Corporate reporting on climate risk and mitigation strategies should
now be integrated with financial reports and standardised. Investors with around half of total institutional assets
(US$45 billion) under management now subscribe to responsible investing principles, and climate risk management
now needs to become part of investors’ fiduciary duty.

e Economic growth and climate risk are intertwined; the institutions and forums charged with fostering economic
cooperation - such as the World Bank, the International Monetary Fund, the Organisation for Economic Co-
operation and Development, and the G20 - should reflect climate risk assessment and reduction in their national
economic surveillance processes and assessments.
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z
o)
g
a4
L
o
o)
O
O
-
<
Z
o)
g
Z
2
Ll
=
Z

1. Introduction

Globalisation has been a major driver of both high- and
low-carbon growth over the last 25 years. World trade
more than tripled in that period, reaching US$18 trillion
in 2012.7 This has provided an important boost to
developing and emerging economies as well as developed
ones, but, as discussed in Chapter 1: Strategic Context, it
has also led to a significant shift in production to countries
with weaker pollution controls and predominantly coal-
based energy systems. Thus, the trade boom has likely
increased global greenhouse gas (GHG) emissions.?

Yet trade has also played a major role in accelerating the
diffusion of low-carbon technologies such as solar and
wind power, and light-emitting diodes (LEDs). The ability
to produce components in low-cost countries, combined
with expanding global markets, has led to a dramatic
reduction in the cost of those technologies, enabling
broader deployment.

The low-carbon economy is now a global phenomenon.
International trade in environmental goods and services
totals nearly US$1 trillion per year, or around 5% of

all trade.® Trade in low-carbon and energy-efficient
technologies alone is expected to reach US$2.2 trillion
in 2020, a tripling of current levels.* Two-fifths of that
market are expected to be in emerging and developing
economies,” and the companies supplying these markets
come from all over the world.

Most of this new activity has been driven by national
and sub-national policies. This new global economy has
largely been driven by national policy-making, as individual
countries have introduced incentives for low-carbon
energy supply and energy efficiency and other climate-
related policies. Outside the European Union, whose
single market policies cover 27 countries together, there
has been little attempt to harmonise national policies.

In some cases, such as vehicle fuel efficiency standards,
independent policy-making has led to a convergence

of policy between countries; in others, such as carbon
pricing, coordination has proved more elusive.®

But there is considerable potential for international
cooperation to expand and enhance it. This chapter
focuses on five areas in particular:

e Anew international legal agreement to provide a
foundation of multilateral rules and principles to
underpin national climate action.

e International climate finance, including both public-
and private-sector investments in mitigation
and adaptation.

e Trade agreements to lower tariffs on environmental
goods and services, enable faster resolution of trade
disputes, and raise standards for low-carbon goods.

e Voluntary collaborations among businesses,
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governments and other actors in the global economy
to help catalyse action in specific sectors and fields.

e Changes to the international rules and norms which
influence the economic behaviour of businesses,
financial institutions and governments.

This review is by no means comprehensive; it focuses on
areas where international cooperation has the potential to
make a significant impact on the prospects for low-carbon
and climate-resilient growth. It cross-refers to other
chapters of this report which also discuss cooperative
actions of various kinds, particularly Chapter 3: Land Use,
Chapter 5: Economics of Change, Chapter 6: Finance, and
Chapter 7: Innovation.

2. A new international
climate agreement

Most of the recommendations presented in this report can
be implemented by individual countries - or by the cities,
states, regions and businesses within them. Much of what
needs to be done to achieve better growth and a better
climateis in these actors’ economic self-interest even if
comparable action is not occurring elsewhere.

Still, an international agreement on climate change is vital,
for several reasons.

First, the more action is taken globally, the easier it is to
win political support for action at home. Climate change
mitigation requires collective action; greenhouse gas
molecules have the same effect wherever their origin,
and no single country (or small group of countries) can
slow the processes of warming alone. Thus, it is easy to
resist climate action by asking, “What difference can our
contribution make if other countries are not acting?”
The greater the collective effort, the easier it is for
political and business decision-makers to justify the
effort and costs required for actions at home.

(This is discussed further in Chapter 5: Economics

of Change.)

Second, the wider the international field of low-carbon
policies, the less likely they are to affect business
competitiveness. When firms face different climate
policies in different jurisdictions, there is always a risk that
those facing more stringent regulations or higher carbon
prices might lose market share, or even seek to move to
areas with weaker policies.

Third, an international agreement is needed to strengthen
the climate finance flows, technology transfer and
capacity-building that developing countries need to
implement low-carbon strategies and adapt to climate
change. Even where measures are economically beneficial,
they are often not affordable, particularly when their
upfront costs exceed those of equivalent but higher-
carbon investments.



Fourth, as the report has argued, actions and policies

with net economic benefits are unlikely to be sufficient to
keep the average global temperature increase under 2°C.
Other measures will be required whose sole or primary
purpose is to combat climate change, such as deployment
of carbon capture and storage (CCS) or early retirement of
coal power plants. These will be much more feasible in the
context of a global agreement to tackle climate change.

A new legal agreement is thus essential to drive the
investment and innovation in low-carbon, climate-
resilient growth at a sufficient scale to reduce the risk of
dangerous climate change. Such an agreement is currently
being negotiated under the United Nations Framework
Convention on Climate Change (UNFCCC), as a successor,
or supplement, to the Kyoto Protocol signed in 1997.7
That agreement had been the subject of considerable
controversy. The United States refused to ratify it because
it did not require binding emission reduction commitments
from major developing economies. The US withdrawal, in
turn, discouraged stronger action by those countries. The
emission reduction targets for the first Kyoto commitment
period, which amounted to just a 5.2% reduction by 2012
from 1990 levels, were also clearly inadequate to the
growing scale of the climate problem.® The commitments
have also proven difficult to enforce, as became evident
when Canada, which was not on track to meet its target,
withdrew in late 2011 and thus avoided any penalties.’

Negotiations to achieve a new international agreement
have not been easy. Hopes that a new legally binding
agreement might be secured at the UN Climate Change
Conference in Copenhagen in 2009 were not fulfilled.
The conference ended with only partial agreement, and
amid considerable acrimony.’® The following year, in
Cancun, Mexico, a UN agreement was reached, under
which countries made pledges to reduce their emissions
trajectories and to provide financial support to developing
countries, but it was not legally binding.**

This experience has led some commentators, businesses
and others to question whether a global legal agreement
is either possible or necessary. Some have argued that,
since the vast majority of global emissions come from a
relatively small group of countries, it might be better to
shift international efforts away from the often tortuous
negotiations of the UN, where all countries have to agree,
to smaller forums of the major emitting countries, such

as the G20.*?

But this analysis underestimates both the importance

of a global agreement and the viability of the UNFCCC
negotiations. Even if only a few countries are major

GHG emitters, the impacts of climate change affect all

- particularly some of the smallest and least developed
countries, including small island states whose very survival
is threatened by sea-level rise.'* An agreement reached
without these countries at the table would be neither

fair nor legitimate. At the 2011 UN Climate Change
Conference in Durban, South Africa, countries laid the
groundwork for negotiating a new legal agreement to
come into effect in 2020.1 The agreement is expected
to be finalised and approved at the UN Climate Change
Conference in Paris in December 2015.

An international agreement cannot force countries to
tackle climate change. They will act of their own volition,
through domestic political and policy processes. This is
recognised in the ongoing negotiations, which have agreed
that each country should submit its “intended nationally
determined contributions”*> What an agreement can
provide is the global framework that facilitates stronger
action by all countries simultaneously. Only strong and
simultaneous action will make it possible to keep global
warming under 2°C.

Countries need to feel confident that all are doing their
fair share, so it is important that the new agreement be
equitable. Climate change embodies a form of injustice:
it has been overwhelmingly caused by the historical
emissions of the now developed countries,' but its
impacts will hit some of the poorest, lowest-emitting
countries the hardest. A majority of the accumulated
greenhouse gases in the atmosphere today were emitted
by the developed economies. Yet developing countries’
emissions now exceed those of high-income countries,
driven primarily by fast-growing upper-middle-income
economies, and their share is increasing.'” Slowing
emissions in developing countries is thus essential to
avoiding dangerous climate change. The question is how
to do this fairly, as these countries still have significant
populations living in poverty, and they rightfully wish

to continue developing their economies. Most also

have much lower per capita emissions than

developed countries.'®
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For these reasons the perceived fairness of an
international agreement matters. In practice, what this
means is that, while both developing and developed
countries will have to take serious action, developed
countries will have to make earlier and deeper absolute
cuts to their own emissions, on a path to near-complete
decarbonisation of their economies by mid-century. They
will need to provide strong examples of how good policy
candrive economic growth and climate risk reduction
together; develop and disseminate new technologies;
share know-how, including through collaborative
ventures; strengthen funding sources and financial
institutions to bring down the cost of capital; and provide
climate finance to developing countries for adaptation,
mitigation and capacity-building.

By providing a core framework of multilateral rules, an
international legal agreement on climate change would
represent a strong form of global governance. But an
even more important goal is economic. The ultimate

BETTER GROWTH, BETTER CLIMATE : THE NEW CLIMATE ECONOMY REPORT 3
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purpose of an international agreement should be to drive
investment into low-carbon and climate-resilient growth
and development.

One of the key observations of this report, as argued

in particular in Chapter 5: Economics of Change, is the
importance of expectations in determining the level and
direction of investment and consumption. Uncertainty
weakens both. Yet it is uncertainty which currently
characterises low-carbon policy in many countries.
Businesses and investors frequently have little confidence
that government targets will be met or policies sustained.
Weak and inconsistent policies send mixed signals

about governments’ own commitments, creating “policy
risk” which raises the cost of capital. The result is lower
investment overall, and the now-familiar strategy of
investors hedging their bets between high- and low-
carbon assets.

Aninternational agreement cannot in itself give
confidence in the policies of specific countries - that
comes from the credibility of domestic action. But

it could send a powerful overall signal on the future
direction of the global economy. A strong agreement in
which all countries commit to a low-carbon future could
significantly change business and investor expectations
about the relative returns on low- and high-carbon
investments. It would indicate to the suppliers of low-
carbon goods and services that their markets are going to
grow, not just in individual countries, but throughout the
world. The stronger the agreement’s legal form, and the
longer-term its commitments, the greater the confidence
generated that low-carbon policies are likely to endure,
and not be reversed.

For these reasons a strong international agreement has
the potential to act as a powerful macroeconomic policy
instrument, sending clear signals to businesses and
investors about the future low-carbon direction of the
global economy.

The 2015 agreement looks likely to combine a set of
common rules and norms, internationally agreed, with
“intended nationally determined contributions” submitted
by each participating country. These contributions will be
decided through domestic political and economic policy-
making processes, which has the important advantage of
grounding the agreement in national realities. But it also
carries the evident risk that the contributions will not add
up to a collective effort sufficient to put the world on track
to meet the agreed 2°C goal. There has therefore been
discussion of potential processes to compare intended
contributions with one another and against the 2°C goal,
to encourage further effort.*?

What are not likely are negotiations which seek to divide
up a global GHG budget among the different countries.
But if it is recognised, as this report shows, that prosperity
and a low-carbon future can go together, climate

4 www.newclimateeconomy.report

negotiations should not be a competition for the right

to emit as much as possible. Some countries, especially
those with ample fossil fuel resources, will unquestionably
find it challenging to make the low-carbon transition. But
the incentives should not be to maximise each country’s
“carbon allowance” Instead, the aim of the new agreement
should be to help all countries seize the opportunity to
improve their growth prospects and living standards
while reducing their dependence on emissions-
generating activities.

It is not the Commission’s place to recommend the
detailed components of a new agreement. From an
economic standpoint, however, there are several features
which would greatly enhance its ability to send a clear
signal to businesses, investors and governments on the
future low-carbon character of the global economy.

First, it is important that the agreement establish a clear
long-termdirection. A good way to do thisis to include
along-term goal. Countries have agreed to the goal

of keeping global warming below 2°C, but while this is
valuable, it is unclear what it means for actual emissions.
One idea which has gained some attention recently is that
the long-term goal should be to phase out net greenhouse
gas emissions altogether.?® (“Net” emissions allows

for the fact that increasing the stock of forests

and other natural “sinks” and using effective carbon
capture technologies could compensate for some

level of emissions, and even potentially generate
“negative emissions”)

The Intergovernmental Panel on Climate Change (IPCC)
shows that for a two-thirds or better chance of holding
warming to 2°C, GHG emissions will need to fall to near-
zero or below in the second half of the century.?* Aworld
of no net emissions (sometimes described as “carbon
neutrality”) sounds radical today, but within 40-50 years,
technological innovation is very likely to make it achievable
- even likelier if governments adopt the goal and
incentivise its achievement.?? One only needs to compare
today’s technologies with those of the 1960s and 70s to
appreciate this. Adoption of a long-term goal of this kind
within an international agreement would send a powerful
economic signal about the direction of the future

global economy.

Second, the agreement should aim to establish a
predictable and synchronised process of national
policy-making. Under a five-year cycle of international
negotiations, for example, countries would set targets for
5-10vyears ahead (in 2015 this would be for 2020-2025),
with anindicative, revisable target for a further five years.
A specific requirement that emissions targets must be
progressively tightened would be particularly helpful.

The degree of tightening would need to be determined by
each country onits five-year cycle, but the principle would
ensure clarity of direction. A combination of firm five-year



commitments, plus indicative 10-year targets aiming
for the long-term goal, would provide appropriate time
frames for action and planning across sectors

and governments.

For major economies, the agreement might go further,
obliging or encouraging governments to publish long-term
economic development and growth strategies outlining
how they plan to move in a long-term low-carbon and
climate-resilient direction. Such strategies - and the
underlying political and policy-making processes - would
greatly help businesses, investors and the wider public to
understand and debate the possibilities, benefits and costs
of the low-carbon transition. Guidance for such strategies
could include encouragement of carbon pricing (including
the removal of fossil fuel subsidies), along with strategies
to shift towards low-carbon energy and low-carbon
policies in transport, urban development, agriculture,
forests and other sectors.

Third, an agreement should strengthen countries’
incentives and capacities to adapt to climate change
and to reduce their vulnerability. In particular, it could
encourage all parties to develop and implement national
adaptation plans. These should incorporate action by
sub-national governments and municipalities, and set out
the requirements on businesses and others to understand
and take action to address climate risks. It should
incentivise regional collaboration to support adaptation
planning, given shared exposure to some climate risks
and the benefits of pooling resources for climate change
research and information systems. Adaptation plans

will benefit from including a diverse set of government
agencies, alongside business, academia and civil society,
and can provide a vehicle for international financial and
technological support.

Fourth, it is important that an agreement establishes
common accounting and reporting rules on the
commitments countries make, and their progress
towards achieving them. International confidence in
the agreement, and in the national actions which follow
it, will be undermined if there is doubt about whether
claimed emissions reductions are accurate or credible.
Transparency and clear verification processes are
therefore vital.

Last, a new international agreement should provide a
framework for increased financial flows into low-carbon
and climate-resilient investment and development.

This should include the obligations of the richest
countries to provide support to developing countries,
and mechanisms designed to facilitate increased flows of
private-sector finance. It should also include provisions
to enhance the development and dissemination of low-
carbon technologies, and those which can improve
climate resilience. These are discussed further in the
following section.

Aninternational agreement will contain many other
provisions; this is by no means a comprehensive
description. But an agreement which included these
elements would provide a major boost to international
economic confidence.

3. Increasing climate finance

In 2012, global investment to support GHG emission
reductions, low-carbon development, and climate change
adaptation was about US$359 billion.2® Three-quarters
of these financial flows involved renewable energy
projects (particularly solar and wind power), with most

of the remainder directed at energy efficiency, transport,
agriculture and adaptation activities. Just under half of
total investments (US$177 billion) occurred in developed
countries (members of the Organisation for Economic
Co-operation and Development), particularly in the EU
and US; just over half (US$182 billion) were in developing
countries (non-OECD), particularly in China. Total
investment in 2011-12 was around the same
asin2010-11.

Around a quarter (US$84 billion) of these financial
flows in 2012 were international; the rest were in the
investor’s own country. An estimated US$39-62 billion
(46-73%) of international climate finance flows went to
non-OECD countries from sources in OECD countries.
Most of this “North-South” financing (US$35-49 billion,
or 80-920%) came from public sources. These included
official development assistance (ODA) provided directly
by governments, and funding through multilateral
development banks, UN agencies, bilateral finance
institutions and national development banks.?*

Development finance institutions (DFls) play an
increasingly important role in climate finance. These
include not only the multilateral development banks (the
World Bank and regional development banks), but a range
of national development banks, and bilateral and regional
financial institutions. Altogether, they committed around
athird (US$121 billion) of all domestic and international
climate finance in 2012.%° The ability of DFIs to raise
funds of their own on the capital markets gives them
additional resources beyond their public capital base. They
are able to blend low-cost project debt with market-rate
loans (and occasionally also equity and grants), and co-
finance projects with the private sector. This makes them
particularly suited to investments that may involve some
additional risk or unfamiliarity to private investors.

Most national development banks are focused on
domestic lending, but increasingly the larger ones, such
as the Brazilian Development Bank (BNDES) and the
China Development Bank (both considerably bigger than
the World Bank), are also financing projects outside their
home countries. At the same time, new multilateral banks
are being established, such as the Asian Infrastructure
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Investment Bank (AlIB) and the New Development Bank
set up by the so-called BRICS countries (Brazil, Russia,
India, China and South Africa).2¢

The growth of development institution financing presents
considerable opportunities to increase global investment
in low-carbon and climate-resilient infrastructure and
related projects. Over recent years the “traditional”
multilateral development banks have all considerably
increased their commitment to climate finance, even
adopting quantitative targets for their lending portfolios.
Some, including the World Bank, the European Bank for
Reconstruction and Development, and the European
Investment Bank, have also pledged to limit or cease
funding for most coal-fired power generation projects.?’
But there are now many more players in this field. If
commitments of these kinds were adopted across the
wider group of development finance institutions, a
considerable increase in global funding could be mobilised.

A major target for this must be financing for developing
countries. At the Copenhagen conference in 2009,
developed countries made two climate finance pledges:

to provide US$30 billion in “Fast-start Finance” in
2010-2012,2 and to mobilise US$100 billion per year

in public and private finance by 2020. In 2013 they
reported that the first goal had been achieved, with US$35
billion in public climate finance having been provided in
2010-12.?? Some concerns have been raised over how
much of this was “new and additional” funding, as agreed
in Copenhagen: most of it came under ODA, and therefore
from sums which many developing countries felt they
were due to receive anyway.*® But in terms of climate-
specific funding, it represented a significant increase on
prior levels.® The issue now under discussion therefore

is how developed countries will meet the second pledge.
There is still no consensus on what precisely it means

to “mobilise” US$100 billion, how much should come
from public sources, and how different forms of finance
should be counted.®?

Given that private-sector investment accounts for over
60% of current global climate finance (in 2011-12,
around US$224 billion), but under 20% of North-South
flows,*3it is widely accepted that a key priority should be
to encourage greater private-sector investment in low-
income countries. As discussed in Chapter 6: Finance, the
problemin general is not lack of global capital; rather it is
alack of low-carbon and climate-resilient development
projects which can provide the required risk-adjusted
returns to investors. In many countries this is partly due
to ashortage of viable projects in the pipeline, partly due
to lack of investor confidence in regulatory frameworks
and policies, and other related risks.?* For national
governments, and the multilateral development banks
and international agencies working with them, improving
investment conditions while maintaining national
determination of policy is therefore often the priority.

6 www.newclimateeconomy.report

A number of countries are now establishing national
financing strategies of various kinds to coordinate
their low-carbon and climate-resilient development
financing needs.*

At the same time, there have been several efforts in recent
years to use public finance and policy instruments to
mitigate the risks faced by private investors, in order to
leverage greater private flows. Such instruments include
partial risk, “first loss” and export credit guarantees, policy
risk insurance and various kinds of pooled funds.?* The
World Bank Group and other multilateral banks have
pioneered these, but only a few types of instruments

have yet been used to any great extent, and institutional
investors in particular have not yet been attracted at scale
into the low-carbon and climate-resilient project field.%”
Developing instruments and funds which can attract larger
flows from these sources needs to be a priority.

The more traditional forms of direct grant funding and
concessional lending also remain vital. This is particularly
true for adaptation projects in low-income countries,
where commercial returns from investments (making
them suitable for lending) may not be available. Adaptation
expenditure, in areas such as water, land use and resource
management, coastal and infrastructure protection, and
disaster risk management, accounted for a little under
half of all direct government climate finance to developing
countries in 2012.%8 As this report has argued, the
distinction between adaptation and wider development
expenditure is increasingly difficult to define, and many
investments can meet both low-carbon and resilient
development objectives. Nevertheless, it is clear that
current funding levels represent only a fraction of total
adaptation investment requirements.

There is also considerable scope for direct public
finance of low-carbon development projects and other
mitigation activities. Increasing attention is being paid
to various options for “performance-related” funding,

in which finance is tied to specific emissions reduction
outcomes. As discussed in Chapter 3: Land Use, the
Commission recommends that funding to prevent
tropical deforestation and forest degradation is increased
to at least US$5 billion per year from 2015 to 2030,
increasingly linked to performance. In some countries,
the additional or incremental costs of renewable energy
policies such as feed-in tariffs are also now being
supported by international climate finance.®” There are
considerable opportunities to develop and expand such
schemes further.

Public financial flows are also needed for capacity-
building, technological cooperation (see Box 1) and various
kind of policy support for developing countries pursuing
low-carbon and climate-resilient development strategies.
Public finance is likely to flow through a range of bilateral
and multilateral channels, but significant capitalisation of



Box 1:
Accelerating the diffusion of low-carbon and climate-resilient technologies

Access to new technologies is an important requirement
for developing countries seeking to pursue low-carbon
and climate-resilient development. A Chatham House
analysis suggests that recent diffusion rates of relevant
technologies need to be at least doubled if the 2°C goal

is to remain within reach.* As discussed in Chapter 7:
Innovation, several mechanisms are being pioneered that
could enhance technology transfer by making climate-
related patents available free or at low cost. These include
voluntary patent pools, open source innovation and open
licensing arrangements.

For example, an Eco-Patent Commons launched in

2008 by IBM, Nokia, Pitney Bowes, Sony and the World
Business Council for Sustainable Development (WBCSD)
has already collected 100 environment-related patents
pledged by companies to be made available for free use
by all.#’ In June 2014 Tesla Motors Inc. announced that it
would open the company’s patents for electric cars freely
to others. CEO Elon Musk argued that this would speed
the adoption of electric cars without damaging Tesla’s
competitive position, in which its main competitors are
gas and diesel-fuelled vehicles.*®

Experience in other areas, such as medicines for
infectious diseases, shows that multilateral financing

to cover licensing fees or to buy out patents on key
technologies of public interest can be useful if they are
well designed. One example in the climate field might

be new crop varieties that are more resilient to climate
change impacts, for which the intellectual property rights

the Green Climate Fund established under the auspices of
the UNFCCC will be an important signal of confidence in a
new international agreement.*°

There is no doubt that increasing the flows of public
finance from developed countries in the current economic
conditions will be challenging. It is therefore important to
identify new sources of public revenue which can expand
the existing funding base. In 2010 the High-Level Advisory
Group on Climate Change Financing (AGF) established by
the UN Secretary-General identified a series of potential
sources of new and additional public finance which could
together meet the US$100 billion per year goal. These
included revenues from carbon taxes and emissions
trading schemes and from reductions on fossil fuel
subsidies, new taxes on the emissions of the aviation and
maritime sectors, and an increase in the capital base of the
multilateral development banks.** A financial transactions
tax was also discussed, but was regarded as too difficult to
implement without a global agreement.

In addition, the AGF’s report noted the potential for
increasing revenues under the Clean Development
Mechanism (CDM). Established under the Kyoto Protocol,

may constitute a significant part of the costs. But they

may not be as relevant for clean energy technologies

and their components, many of which are variations on
what is already available in the market. In many cases
developers have not applied for patent protection for
these technologies in developing countries, as there is little
commercial benefit from doing so; there are therefore
often no patent-related restrictions on their use.*’ Less
than 1% of the world’s principal climate mitigation-related
technologies have been registered as patents in Africa.>®

More generally, there is strong evidence that a key factor
in enabling greater clean energy technology transfer

is having local capacity to successfully adopt the new
technologies.® Strengthening technical and scientific
capacities in developing countries is therefore a critical
step toward enhanced technology transfer.
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One option might be to establish a platform for public-
private collaboration on innovation in access to distributed
energy. Governments and others could collaborate to
establish a network of regional institutions which would
undertake publicly funded research and development in
off-grid electricity, household thermal energy, and micro-
grid applications. It could also support the incubation

of new enterprises to apply the new technologies and
develop new business models for distributed energy
access.>? Such a network could build on the strengths

of the Consultative Group on International Agricultural
Research (CGIAR) model for key agricultural applications,
discussed further in Chapter 3: Land Use.>®

the CDM allows buyers in developed countries to offset
their emissions by purchasing emission reduction credits
from projects in developing countries. Since 2004, the
CDM has registered more than 7,000 projects in 89
countries and is estimated to have leveraged around
US$315 billion in capital investment in mitigation and
sustainable development projects.*? But (as also with
funds from auctioning emissions trading permits) the
revenues from CDM depend on tight emissions
reduction targets and a strong carbon price. The demand
for offsets declined dramatically in 2013 as the European
carbon price fell.#® Still, there is continued interest

in market-based approaches, and as part of ongoing
UNFCCC negotiations, a new market-based mechanism
is being discussed.*

None of these new funding sources will be easy to achieve.
But there is a strong case to revisit them as part of the
process by which developed countries identify a pathway
to achieve the US$100 billion goal by 2020. This should
also include a clear and agreed set of accounting methods
for climate finance adopted by all donors and recipients.*®
Itis important that these flows, and their additionality
over existing funds, are transparent and verifiable.
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4. Trade agreements

The international trade in low-carbon goods and services
increasingly reflects the globalisation of supply chains,
with companies optimising manufacturing costs by taking
advantage of the comparative advantage of different
locations for producing different inputs or services (see
Box 2). This growing interdependence has stimulated
awidespread move to reduce import tariffs on such
products, in order to boost trade and lower costs.
However, it has also led to some bitter disputes between
major trading partners.

Although import tariffs on environmental goods are not
especially high in many countries relative to those of other
product groups, they canrise to 35% in some countries.
As the global trade in such goods increases, there would
be clear benefit to low-carbon growth if they could be
reduced. In 2011 leaders of the Asia-Pacific Economic
Cooperation (APEC) countries committed to cut tariffs
on a list of more than 50 environmental goods, including
wind turbines and solar panels, to 5% or less by 2015.>°
Andinearly 2014, 14 countries accounting for 86% of
global trade in such goods (including the US, China, the
EU, Japan and the Republic of Korea) announced plans
to eliminate tariffs on them altogether through the
World Trade Organization (WTO).>® These are
promising intentions.

Yet at the same time, many of the same countries have
become embroiled in serious trade disputes over specific
low-carbon products in which there is particularly fierce
competition for market share. It is estimated that 14%

of WTO disputes since 2010 have related to renewable
energy, at least in part.>” They are of two principal types.

First, separate disputes between the EU and China and
the US and China over the price of Chinese solar panels
(and in the US case wind power equipment as well)

have centred on claims that Chinese manufacturers

were effectively subsidising production and therefore
‘dumping” cheap goods onto export markets in
contravention of WTO rules. These, it was claimed,

were unfairly undercutting domestically produced
products. The Chinese government vigorously denied the
allegations. Both the EU and US reacted by imposed “anti-
dumping” duties against these goods, leading China to
place comparable duties on EU and US exports. Although
the EU and China reached an agreement in 2013 (placing
a minimum price and a maximum volume on Chinese solar
panel imports to the EU), disagreement over compliance
remains, and China has made a counter-claim against EU
solar-grade polysilicon. The US and China remain
indispute.®®

Second, a number of trade cases have arisen over
subsidies for renewable energy supply such as feed-
in tariffs. These include disputes between the EU and

8 www.newclimateeconomy.report

Box 2:
Global value chains and clean energy
trade: the case of solar power>*

A striking example of the growing trade in low-carbon
goods and services is the solar photovoltaic sector,
for which the various components can be produced in
multiple countries. The US and China traded more than
US$6.5 billion worth of solar photovoltaic products
and services in 2011. According to a study by the Pew
Charitable Trusts, finished solar modules account for
95% of the solar products exported by China to the
US, in addition to US$151 million of solar cells. These
products reflect China’s relative strengths in mass
assembly and high-volume manufacturing.

The US competitive advantage is in producing high-
value inputs (such as polysilicon wafers used in
photovoltaic cells) and the capital equipment and
systems for solar factories. Firms based in the US
exported more than US$3.7 billion worth of solar
photovoltaic goods and services to China, while
Chinese companies exported US$2.8 billion worth of
products to the US. The globalisation and increasing
integration of these supply chains has helped to drive
down the costs of renewable energy production,
allowing the different components to be produced
wherever costs are lowest.

Canada, and between India and the US. The principal
issue at stake has been the use of “local content” rules,
under which renewable energy subsidies are only
available to suppliers using locally sourced equipment.
These rules are usually designed to support local industry
and employment, but to overseas manufacturers they
frequently look like protectionist measures designed to
keep imports out.>” In aruling on the EU-Canada case,
the WTO declared that local content rules were indeed
discriminatory and had to be rescinded. But the feed-in
tariffs themselves were not held to be in violation of anti-
subsidy rules, since there was no “unregulated” price of
energy against which they could be compared.®® A more
general declaration of the compatibility of renewable
energy subsidies with WTO rules would now be of
considerable assistance.

These disputes reflect the increasing importance of
markets for renewable energy products as low-carbon
policy spreads throughout the world, and in some respects
they are inevitable as domestic producers compete with
those overseas. But they are damaging to the growth of
low-carbon policy, raising prices for renewable energy
just as it becomes competitive with fossil fuels. It is
notable that the installers of solar panels in the US have
not supported the countervailing duties against Chinese
imports, arguing that higher prices are slowing down
the growth of solar power in the US, with a larger overall
impact on jobs - as well as emissions - than in domestic



solar manufacturing.®* The increasing interdependence
and complexity of global value chains means that trade
restrictions may even backfire, with domestic producers
facing higher costs for imported components.®?

It would clearly be beneficial to all sides if these disputes
were avoided if possible, and resolved more quickly when
they occur. One option would be to change WTO rules to
prohibit in these cases the use of “trade remedies” such

as anti-dumping and countervailing duties, which tend to
lengthen disputes, and to establish a more rapid dispute
resolution procedure.®® Another would be to use bilateral
and regional trade agreements between smaller groups of
countries to do this.

Regional trade agreements in fact offer wider potential in
this field. As negotiations under the WTO have stalled in
recent years, such “plurilateral” agreements have become
more common: there are now over 350 in force between
various groups of countries.®* Most now incorporate an
environmental chapter, but this in itself determines very
little: it depends whether the provisions of the agreement
strengthen or weaken environmental protection across
the signatory countries.®> But there are clear opportunities
in trade agreements currently being negotiated - such as
the Transatlantic Trade and Investment Partnership (TTIP)
between the US and Europe, the Trans-Pacific Partnership
(TPP) in the Asia-Pacific region, and the EU-China
Investment Agreement - to strengthen measures which
can support low-carbon growth.

Such measures include common energy efficiency
standards for appliances and industrial equipment;
common technology standards for low-carbon systems,
such as electric cars and their associated charging
infrastructure; liberalisation of public procurement rules
in low-carbon sectors; strengthening the rules governing
investment in natural resources such as forests and
energy; and liberalisation of trade in services in major
sectors such as construction and urban planning. In the
context of the development of more connected and
compact cities, as proposed in this report, the latter
offers considerable potential. Traditionally largely closed
to international trade, these sectors now have major
opportunities for innovation, such as modular construction
techniques and use of information technologies in
energy and transport, which could help accelerate the
development of lower-carbon production methods and
urban design.

5. Voluntary cooperative initiatives

A growing number of international cooperative initiatives
have been established in recent years to support and
enhance the impact of climate action by national and

local governments, businesses and civil society. Most

of these initiatives focus on specific sectors and fields
such as renewable energy, energy efficiency, transport,

avoided deforestation, agriculture, short-lived climate
pollutants®® and finance. Some are collaborations between
governments; some are collaborations in specific business
sectors; most are “multi-stakeholder” in form, bringing
together governments, the private sector, civil society and
others.¢” They have different functions. Some are aimed at
disseminating best practice and providing technical advice
and support to public authorities and businesses wanting
to take action in specific areas; others are coalitions of
such actors wanting to take more ambitious action than
their peers. Box 3 provides some examples.

These voluntary initiatives should not be seen as
substitutes for formal multilateral agreements between
governments, or national regulatory processes.

Their purpose is generally to support governments in
implementing nationally determined climate goals and
policies. Some may even offer the potential to achieve
additional impact through the independent decisions of
important actors such as cities and major businesses.
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The voluntary nature of these initiatives is both a strength
and a weakness. As “coalitions of the willing”, their impact
is inevitably limited by the number and scale of the
participants they can attract. But because they do not
need universal participation, they have considerable scope
for ambition and innovation. They can have particular
value in fostering learning. Integrating economic goals
with climate risk management is not easy; governments,
businesses, city authorities and others are all working out
how to do it as they go along. In this context, voluntary
cooperative initiatives can play a useful role in exchanging
best practices and supporting mutual “learning by doing”.

Nevertheless, the diverse (and in some cases overlapping)
nature of these initiatives, and in some cases their
relatively recent creation, makes it difficult to assess their
impact in any systematic way.¢” For many, an important
next step will be to develop quantifiable commitments
subjected to standardised and verifiable methods of
measurement and reporting. This will help ensure both
clarity of impact and public accountability. Building on the
UN Secretary-General’s Climate Summit in September
2014,7° and using protocols developed by international
research institutes, welcome moves are now under

way in many of these initiatives to move towards such
commitments and methods.”*

One of the most interesting developments in this field

has been the establishment of business-led initiatives in
certain sectors of the global economy where products are
internationally traded and it is therefore almost impossible
to achieve strong national regulation of emissions. If
complying with such regulations is perceived as costly by
the companies that would be regulated, they will almost
certainly put up resistance; and since the benefits of such
emissions reductions are global, not local (unlike, for
example, air or water pollution standards), governments
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INTERNATIONAL COOPERATION

Box 3:
International cooperative initiatives

International cooperative initiatives which aim to
reduce climate risk while promoting economic and
business growth come in a variety of forms. Recent
surveys have suggested that, depending on what is
included within the scope, there are around 100 such
initiatives.®® The following list provides a flavour of the
kinds of initiatives which now exist.

Renewable Energy and Energy Efficiency Partnership
(reeep). A non-profit organisation focused on
supporting clean energy business models in developing
and emerging economies. The Partnership has 400
official member organisations, including businesses,
NGOs, industry associations, financial institutions

and other civil society entities, as well as 45 national
governments. To date, reeep has funded more than 180
clean energy projects in 58 countries.

See: http://www.reeep.org.

en.lighten. A joint initiative of United Nations
Environment Programme (UNEP), OSRAM and Philips
Lighting, with the support of the Global Environment
Facility (GEF), en.lighten aims to eliminate inefficient
lighting by 2030. The initiative estimates that
achievement of the goal could cut carbon emissions
by 500 million tonnes of CO, annually in 2030, and cut
electricity bills globally by more than US$100 billion.
See: http://www.enlighten-initiative.org.

Partnership for Clean Fuels and Vehicles (PCFV).

A partnership of 72 governments, international
organisations and industry. It aims to reduce air
pollution through the introduction of cleaner fuels and
vehicle standards. See: http://www.unep.org/transport/
new/pcfv.

R20 - Regions of Climate Action. A group of more than
500 sub-national regions that work to promote and
implement major GHG emission reduction and other
environmental projects. R20 aims to address barriers

may find them hard to justify. Yet if businesses in such
sectors cooperate to regulate themselves on a global
basis, they can, at least in principle, overcome the
competitiveness problem.

The Consumer Goods Forum (CGF), an association of
around 400 manufacturers, retailers, service providers
and other stakeholders across 70 countries, has
established a number of initiatives to reduce GHG
emissions from the consumer goods sector on this basis.”?
One is the Global Protocol on Packaging Sustainability
(GPPS). Launched in 2011, it provides a means for
consumer goods firms to assess the sustainability of their
packaging practices throughout their supply chains.”®

A second initiative is the Tropical Forest Alliance 2020
(TFA 2020).7* As described in Chapter 3: Land Use, TFA
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that prohibit sub-national governments from developing
low-carbon and climate resilient economic development
projects. See: http://www.regions20.org.

Climate and Clean Air Coalition to Address Short-Lived
Climate Pollutants (CCAC). A coalition of around 40
countries and 60 non-state partners aiming to address
short-lived pollutants such as black carbon, methane and
hydrofluorocarbons (HFCs), which are responsible for a
substantial proportion of current global warming. CCAC'’s
aims are to raise awareness, enhance national action by
overcoming barriers, promote best practices, and improve
scientific research. See: http://www.unep.org/ccac.

C40 Climate Cities Leadership Group. A global network of
more than 60 large cities committed to sustainable urban
development and GHG emission reduction, providing

best practices, advice and support. Together C40 cities
represent more than 20% of world GDP, and have taken
over 8,000 actions to mitigate and/or adapt to climate
change since the network’s founding in 2005.

See: http://www.c40.org.

REDD+ Partnership. An intergovernmental partnership of
75 countries to improve the effectiveness of measures to
tackle deforestation and forest degradation in developing
countries, including the transparency and coordination

of REDD+ initiatives and financial instruments. The
Partnership facilitates knowledge transfer, capacity
enhancement, mitigation actions, and technology
development and transfer.

See: http://www.reddpluspartnership.org.

Low Emissions Development Strategies Global
Partnership (LEDS-GP). Launched in early 2011, the
partnership brings together more than 120 governmental
and international institutions, aiming to strengthen
support for low-emissions development in regions and to
foster capacity-building.

See: http://en.openei.org/wiki/LEDSGP/home.

2020 is a partnership of businesses, governments and
non-governmental organisations (NGOs) committed

to reducing the deforestation in Southeast Asia, Latin
America and Africa which is driven by production of four
major global commodities: palm oil, soy, beef, and paper
and pulp. It includes many of the major global companies
that trade these products, manufacture consumer goods
and foodstuffs containing them, and sell them

in supermarkets.

The participating companies undertake to remove
products deriving from deforested areas from their supply
chains by 2015-2020. TFA 2020 works with national and
state governments to introduce appropriate regulatory
and enforcement policies and support for local producers.
A group of banks brought together by the Banking




Environment Initiative have also committed to work with
companies and their supply chains to develop appropriate
financing solutions for sustainably produced commodities.”

In the case of palm oil, companies participating in the
initiative have 15% of the total consumer market by
volume, and well over 50% of the global trade in the
commodity. Analysis suggests that such significant
participation rates might be sufficient to tip the entire
global market towards sustainable palm oil, since it is
highly inefficient to separate out differently sourced kinds
of bulk-traded commodities.”

It is too early to say whether this will happen. But the
potential to transform the environmental and climate
impact of these major agricultural and forest commodities
is clearly significant. Between them, the four commodities
targeted by TFA 2020 are estimated to be responsible
for around 40% of global deforestation. So if by 2020, the
Alliance’s target of ending deforestation throughout the
supply chains for these products could be achieved, that
would represent a reduction of up to 6% of total global
GHG emissions.””

Why would companies collaborate in this way? There are
anumber of reasons. Fierce campaigning by NGOs such
as Greenpeace has provided a powerful motivation.”® For
companies with well-known brands, adverse publicity

for their role in causing deforestation provides a strong
market incentive to adopt more sustainable policies. Many
companies increasingly acknowledge a social and ethical
responsibility to reduce their environmental impact. Many
have also found that the costs of doing so have not been
very large relative to the companies’ size and profitability.
Indeed, high environmental standards demanded by
retailers and consumers tend to support the market
position of large multinational companies, requiring local
firms in regional markets to meet the same standards
despite otherwise lower costs.

Thereis clearly potential for business-led initiatives of
these kinds in other sectors where products are globally
traded and national regulation is therefore particularly
difficult or unlikely. (The desirability of common carbon
regulationis also discussed in Chapter 5: Economics of
Change, with the possibility of border tariffs to adjust for
differential carbon regulation.) Examples of such sectors,
with high emissions and relatively small numbers of large
companies, include oil and gas, iron and steel, and cement.

Such cooperation need not be confined to individual
sectors. Although in recent years many businesses have
begun to identify and invest in measures to improve their
energy efficiency, there is still huge scope for further
energy and resource productivity improvement in industry
throughout the world.”” There is clearly the potential

for a new initiative in this field to take up this challenge,

led by existing business organisations such as the World

Business Council on Sustainable Development (WBCSD).
The WBCSD'’s Action2020 initiative, which has developed
roadmaps for a variety of key fields of business action on
sustainable development, provides a valuable template.®

6. Changing the rules and norms of
the global economy

Cooperative initiatives provide valuable ways to make
progress in specific sectors and fields of activity, but they
are not enough. To achieve a broad, long-term transition
to low-carbon growth and development, a deeper

shift is needed. All major economic actors - national
governments, sub-national and city authorities, companies
and financial institutions in both the private and public
sector - will need to integrate climate risk management
into their core economic and business strategies.

Each can act individually, but many more will do so if it is
demanded by the “rules of the game” under which they
operate. In a global economy, these rules are increasingly
determined at an international level.

Business reporting provides an important example. In
recent years, more than 4,000 global companies have
been reporting their greenhouse gas emissions at the
behest of their major investors. CDP (formerly the Carbon
Disclosure Project) operates on behalf of more than

750 institutional investors, publishing annual reports

on corporate emissions using data collected under a
standardised methodology, the Greenhouse Gas Protocol.
By publicly scoring companies’ performance, CDP aims to
strengthen their emissions reductions programmes.®t

But these reports are not part of these businesses’
mainstream financial reports, and are not treated in the
same way by the companies or by their shareholders. The
same is true of the reports that many companies produce
today on their wider environmental and social impacts,
which have no common reporting framework and which
vary widely in scope and depth. Financial reports - which
are legally required - are standardised around the key
indicators that measure business performance. They
allow shareholders to benchmark individual companies
against one another and to assess the financial risks they
face. Climate risk - the extent to which business assets,
activities and future profits are made vulnerable by
climate change and climate change policy - now needs to
be understood as a significant additional risk factor facing
most major businesses. It therefore needs to form part of
their standard reporting processes, giving managements
and shareholders the information and analysis required

to address it properly. The same is true of companies’
exposure to natural disasters.?? There is therefore a strong
case for business reporting on each of these wider issues -
GHG emissions, climate risk, and environmental and social
impacts - to be integrated with financial reports

and standardised.®?

BETTER GROWTH, BETTER CLIMATE : THE NEW CLIMATE ECONOMY REPORT 11

Z
—
m
P
>
=
o
Z
>
—
(@)
o
o
U
m
5
=
o
e




z
o)
g
a4
L
o
o)
O
O
-
<
Z
o)
g
Z
2
Ll
=
Z

That is beginning to happen. The Carbon Standards
Disclosure Board, a consortium of business, investor and
environmental organisations, has published a Climate
Change Reporting Framework which enables businesses
toreport on their climate impacts in a systematic way
linked to information about their financial performance.®*
At the same time the concept of “integrated reporting” has
gained momentum under the auspices of a global business
and investor partnership, the International Integrated
Reporting Committee. Results from the partnership’s
pilot study suggest that integrated reporting leads to
higher-quality data collection and provides management
with a better understanding of how the business creates
value over time.®> This is consistent with the results
achieved by existing forms of social and environmental
reporting. Companies required to report on these issues
consistently perform better in areas such as energy and
water consumption and waste (which, in turn, almost
always leads to lower costs) than those not facing
mandatory reporting.8¢ This should not be surprising.
The rules under which companies operate affect their
behaviour. Integrating the reporting of climate and other
environmental and social risks into financial reports will
almost certainly motivate company boards to pay closer
attention to these issues and to give higher priority to
their management.

There are two routes through which integrated reporting
could become the new internationally agreed norm.

One is through investor demand. As they have already
done with emissions reporting, major shareholders

could require companies to report financial and non-
financial information together, with climate risk a
standard feature. A second route is through national
stock exchanges. The Johannesburg Stock Exchange has
already pioneered this, introducing listing rules in 2010
which include the requirement to publish an integrated
report.f” The Brazilian Stock Exchange has announced
that it will encourage businesses to produce an integrated
report ona “report or explain” basis.®® There is clearly
significant scope for other stock exchanges to follow

suit. Cooperation between stock exchanges in different
countries and global investors would enable momentum
to be accelerated towards mandatory and standardised
integrated reporting.

Moreover, if investors require stronger climate risk
management and reporting of the companies they own,
they also need to apply it to themselves. As discussed in
Chapter 6: Finance, investors’ asset portfolios are subject
to climate risk in different forms — both the risks resulting
from climate change itself, and the risks of devaluation

or “stranding” arising from changes in climate policy

and fossil fuel prices. In the last few years a number of
investors have begun to recognise this and conduct more
systematic and integrated assessments of their portfolios.
A few have also examined how far they are, and should be,
investing in lower-carbon sectors.®?
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But though sector leaders can set precedents for change,
individual investors do not determine the behaviour of the
sector as awhole. That arises from the rules and norms
which apply to all. The UN Principles for Responsible
Investment, which seek to drive greater consideration of
economic, social and governance factors in investment
decision-making and ownership practices, have provided
some impetus for this. Signatories now include 1,200
investors with US$45 trillion in assets, around half

the global institutional total.”® Smaller associations of
institutional investors are also seeking to drive change.”
But this could be considerably accelerated through
collaboration among stock exchanges and financial
regulators in major economies. By requiring investors

to conduct climate (and wider environmental) risk
assessments of their portfolios as part of their recognised
fiduciary duty, stock exchanges and financial regulators
could drive significant behaviour change throughout the
global economy.”?

A comparable shift in rules and norms is needed in
government accounting systems. As discussed in
Chapter 5: Economics of Change, some governments
and international institutions are now experimenting
with forms of measurement of national economic activity
which more strongly reflect environmental conditions.
These include adjustments to GDP to account for the
depreciation of natural capital, the introduction of “natural
capital accounts” and the establishment of alternative
indicator sets of national progress.” Again, it will be at
the international level that such practices will become
established as the global norm. The adoption by the

UN Statistical Committee of a “central framework” for

a System of Environmental-Economic Accounting is a
start, but there is considerable way to go before such
measurements become a routine part of governments’
mainstream economic performance measurement.?

International institutions can play a particularly helpful
role here. Over the last few years a number of major
international economic organisations have begunto
integrate climate and environmental risk management
into their core economic analyses, policy advice and
operations. These include the OECD, the World Bank,
the major regional multilateral development banks, and
UN agencies such as the United Nations Development
Programme (UNDP) and the Food and Agriculture
Organization (FAO). Most would acknowledge that more
integration is still needed to cover all areas of their work,
with sufficient priority given to climate risk among other
growth challenges. The multilateral development banks
in particular are under some pressure to reconcile the
demands they face to finance high-carbon infrastructure
with their own analysis of the benefits, both national

and global, of lower-carbon pathways. Attention is also
now focusing on how finance provided by export credit
agencies can be shifted to support efforts to tackle
climate change.”



In other cases there is potential to do much more. The
International Monetary Fund (IMF), for example, has
acknowledged that climate change is a long-term risk to
growth in its overall analysis of the global economy, and
has contributed valuable research and policy advice on
key aspects of fiscal policy, including fossil fuel subsidy
reform.?® But climate risk is not a routine element in

its country advice or its influential economic analyses,
such as the annual World Economic Outlook. There is
now considerable scope for the IMF, along with other
major international organisations concerned with the
management of the global economy, such as the OECD
and the multilateral development banks, to reflect climate
risk assessment and reduction in their national economic
surveillance processes and assessments.

Itis particularly noticeable how small a role climate risk
has played in many of the major international and regional
forums where countries gather to discuss international
economic cooperation and coordination.”” The G20 group
of nations, for example, has developed a strong interest in
long-term and infrastructure investment as a key driver of
growth. Yet it has not integrated this either with concern
about climate risks to investment or the potential for low-
carbon infrastructure. At some of its high-level meetings
the G20 has acknowledged the potential for “green
growth” strategies to combine economic development
with climate risk reduction, and in 2009 agreed to the
phasing out of inefficient fossil fuel subsidies.”® But

its attention has been sporadic at best, and on some
occasions it has deliberately sought to avoid discussing
climate issues. This is no longer a tenable position.
Economic growth and climate risk are intertwined;
institutions and forums charged with fostering economic
cooperation - particularly those involving the countries
with the highest emissions and emissions growth - should
be engaging deeply with the challenges discussed in

this report.

7. Recommendations

In light of this analysis, the Global Commission
recommends that:

» All countries should seek to achieve an equitable,
ambitious and durable international legal agreement
on climate change at the UN conference in Paris in
2015, with a view to sending a clear policy signal to
businesses and investors about the future low-carbon
direction of the global economy. Such an agreement
should include a long-term goal to reduce annual GHG
emissions to near zero or below, should establish a
coordinated five-yearly policy-making cycle with a
clear downward trajectory underpinned by long-term
economic strategies, and should support developing
countries to move towards lower-carbon and climate-
resilient development paths.

Developed countries should increase financial
support for developing countries’ efforts to tackle
climate change, drawing up a clear pathway to meet
the goal to mobilise US$100 billion per year in public
and private finance by 2020, and exploring new

and innovative sources of revenue. Multilateral and
national development banks, including the new banks
created by emerging economies, should increase
their lending for low-carbon and climate-resilient
infrastructure, both in direct lending and to leverage
much greater flows of private investment.

Governments should negotiate the elimination,
where possible, of import tariffs on low-carbon
goods and services, and agree more rapid resolution
processes for trade disputes in low-carbon sectors.
They should strengthen the environment-related
elements of Regional Trade Agreements.

Major international businesses in globally traded
sectors with high emissions, such as food and forest
commodities, HFCs, oil and gas, steel and cement,
should seek to establish and strengthen cooperative
initiatives to reduce their GHG emissions.
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Institutional investors and stock exchanges should
establish a timetable to move towards mandatory
integrated corporate reporting of financial and non-
financial performance and risks on a standardised
model. They should require institutional and other
major investors to undertake mandatory climate risk
assessments.

All global economic institutions and forums should
integrate climate risk into their economic growth
and development strategies and discussions. The
G20 should make climate risk assessment and
reduction a standing agenda item in its meetings.
Major international organisations concerned with the
management of the global economy, such as the IMF,
the OECD and the multilateral development banks,
should reflect climate risk assessment and reduction
in their surveillance processes and policy assessments
as relevant to their mandates.
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