Follow up to the European Parliament resolution on international trade policy in the context of climate change imperatives, adopted by the Commission on 2 March 2011
1.
Rapporteur: Yannick JADOT (Greens/EFA/FR)

2.
EP reference number: A7-0310/2010 / P7_TA(2010)0445

3.
Date of adoption of the resolution: 25 November 2010
4.
Subject: International trade policy in the context of climate change imperatives
5.
Competent Parliamentary Committee: Committee on International Trade (INTA)
6.
Background of the resolution:
There is a need to address the interface between climate policies and international trade in order to minimise conflicts and maximise the mutual supportiveness between these two policy areas.

7.
Brief analysis/assessment of the resolution and requests made in it:

The resolution calls for:

· The conclusion of an internationally binding agreement on climate protection, and ensuring that WTO rules should be interpreted and developed in such a way as to support commitments made in multilateral environmental agreements (MEA).

· The reduction of barriers to ‘green trade' and the identification of the salient barriers to the dissemination of technologies in developing countries to address climate change.

· The elimination of subsidies for fossil fuels and for greater support for environmentally sound renewable energies.

· Measures that genuinely address the issue of carbon leakage including for the consideration of measures at the border.

· The active use of carbon labelling, sustainability criteria, standards, subsidies, taxes, quotas – that differentiate products according to their production process and method (PPM) and the re-launch discussions within the WTO on PPMs.

· The full inclusion of transport in the problem area of trade and climate issues.
· The systematic inclusion of climate change considerations in trade agreements concluded with non-EU countries.
· Consistency on climate and trade from the viewpoint of developing countries including the delivery of additional technical and financial assistance for developing countries to adapt to and mitigate climate change.
8.
Reply to these requests and outlook regarding the action that the Commission has taken or intends to take:
The Commission attributes a great importance to ensuring mutual supportiveness between trade and climate policies, and agrees with the European Parliament in its call for the use of a wide range of trade policy instruments in support of climate change objectives. In line with the European Parliament's resolution, the Commission also believes that, both from a trade and an environmental perspective, the best way to tackle the problem of climate change is a meaningful international climate treaty.
The WTO has addressed several issues related to trade and climate change and the Commission will encourage further work in this area. In the Commission's view, current WTO rules allow enough policy space to accommodate the objectives of upholding free trade and addressing the problem of climate change.

The Commission finds it specifically important to address the relationship between Multilateral Environmental Agreements (MEAs) and the WTO (paragraphs 7 and 10-11). The DDA negotiations concerning the interface between MEAs and the WTO are crucial in this respect. Progress will depend on the degree of multilateral engagement, as there are strong divergences between WTO members on the possible form and shape of a negotiated outcome.

The Commission shares the European Parliament's interests in the liberalisation of trade in environmental goods and services (paragraphs 15-17) that would bring combined environmental, economic and commercial benefits for all participants, developing and developed countries alike. The EU will continue to play a key role in the WTO negotiations on this issue, and encourage others to contribute. Also, in parallel, the EU explores all avenues that may lead to the effective reduction of barriers on green goods and services, including at bilateral or regional level.

The Commission acknowledges the vital role innovation and technology transfer plays in achieving climate change objectives as referred to in paragraphs 18-20. In this respect the Commission agrees and stresses the important role of technology diffusion (see paragraph 62), and refers to the new Technology Mechanism set up by the Cancun conference in order to accelerate action at different stages of the technology cycle, including diffusion and transfer of technology.

In this context, independent studies show that intellectual property rights are not a barrier to technology transfer in developing countries. Many technologies are in the public domain, i.e. can be freely used by anyone, without any Intellectual Property Rights (IPR) restrictions. This is typically the case for the technologies that are most appropriate for many developing countries because they are simple and capable of delivering significant benefits at low cost.

Different ways for enabling better climate policies could consist of strengthening the capacity of developing countries to absorb the necessary technology, and identifying and pooling innovation and know-how that is available outside patent protection.

Regarding the issue of fossil fuel subsidies (paragraphs 21-23), the Commission is committed to phase out subsidies to fossil fuels in line with the G20 agreement
.

On the involvement of the European Investment Bank (EIB) (paragraph 22), the Commission is favourable to an EIB increased climate related activity compared to traditional energy. This is reflected in the Commission mid-term proposal on the external mandate of EIB. It foresees to devote the optional €2bn to climate action. On carbon footprint the EIB confirmed that review of past two years lending operations and methodologies to assess carbon foot print have been completed and will be presented first half of 2011.

The EU approach to carbon leakage (paragraphs 24-31), was determined through co-decision by the European Parliament and the Council in the Emissions Trading System (ETS) Directive in 2009. The EU opted for free allocation as the main instrument to address the risk of carbon leakage. As described in the May 2010 Commission Communication: “Analysis of options to move beyond 20 % greenhouse gas emission reductions and assessing the risk of carbon leakage” (doc. COM(2010)265 of 26 May 2010), the Commission will continue to monitor the situation, including the competitiveness of EU industry vis-à-vis its main international competitors. There would be an option of including imports into the ETS, however the legal, political and practical issues which were identified in the Communication need to be taken fully into account.

Regarding PPMs (paragraph 8 and 33-36), the Commission considers that current WTO rules do offer scope for action. Introducing distinctions between products on the basis of production and processing methods is by no means inconsistent with WTO rules, if appropriately done. However, PPMs are among the most politically controversial and divisive issues among WTO Members, and chances of reaching a consensus among WTO members on specific guidelines or disciplines are thin.

Regarding the use of PPMs and sustainability criteria, we also need to be aware of the technical difficulties in designing and implementing such schemes, which require reliance on sound science in order to ensure environmental effectiveness and compliance with WTO rules.

The case of biofuels (paragraphs 37-39) is very specific given that the EU needs to ensure that an active policy of promotion of renewable energy meets the target and delivers the expected environmental benefits. In the absence of sustainability criteria, biofuel policies could well have a detrimental impact on climate change and the environment.
As regards concerns about deforestation and trade (paragraphs 40-43), the Commission wishes to refer to the recent adoption, by the Cancun conference, of the UN framework convention on climate change of a mechanism for Reducing Emissions from Deforestation and Forest Degradation in tropical forests (REDD+). In response to this, the Commission is about to launch an 18 months long, quantitative study on the drivers of deforestation originating from the EU. It will include an investigation of the extent to which imported timber is actually -or could potentially become- a driver of deforestation abroad.

The Commission is already addressing illegal timber through the EU action plan of Forest Law Enforcement, Governance and Trade (FLEGT). However a significant share of timber harvested (legally or not) in REDD+ countries is processed abroad and exported to EU as finished and semi-finished wood products. The trade implications are therefore much broader than timber importations and could require investigating related domestic production and consumption patterns.

Regarding the issue of transport, trade and climate change (paragraphs 44-49), the Commission pursues the objective of internalising costs of all transport modes. The Commission recognises that the absence of taxation on fuel in the aviation and maritime sectors leads to higher demand and lower efficiency than would otherwise be the case. Taxation of fuel used for flights has been traditionally prohibited under bilateral air service agreements. However, in recent when such agreements with third countries were renegotiated, such provisions have been removed in most cases for intra-EU flights as a first step. It is therefore increasingly possible to tax fuel for intra-EU flights without the risk of exposing EU operators to unfair competition from foreign operators. However, Directive 2003/96 currently provides that Member States must, in addition, agree bilaterally before imposing such taxes. A revision of this particular Directive is planned for 2011. With regard to shipping, as agreed under the climate and energy package, the Commission will take steps to move forward on maritime emissions if no agreement has been found in the IMO and the UNFCCC context by 31 December 2011.

The Commission's policy in bilateral or regional trade negotiations (paragraphs 50-56) is to negotiate social and environmental provisions of importance in a trade context within a chapter on trade and sustainable development. Climate change issues form an important element of these chapters.

The Commission has also taken the commitment to carry out trade and sustainability impact assessments (SIAs) on all new trade initiatives with a potentially significant economic, social or environmental impact on the EU and its trading partners, including developing countries. These SIAs also thoroughly investigate the foreseen effects on GHG emissions and on climate change objectives. To help monitor the impacts of existing EU trade agreements, the Commission will carry out ex post evaluation on a more systematic basis.

In advance of Cancun, the EU has provided a detailed report that summarises fast start finance (paragraph 59) by the European Commission and EU Member States overall and by objectives, types of investment, channels, and sectors.

In line with the ECOFIN Council conclusions of 7 December 2010, the Commission will integrate the EU's fast start finance reporting into its annual EU accountability and development finance ("Monterrey") report. This will also provide the basis for reporting to the UNFCCC in May 2011 as agreed in Cancún.

The Commission has elaborated on innovative financing (paragraph 60) at a global level (SEC(2010) 409 final) and continues to consider the topic further. Various discussions on taxes and levies on the financial sector, including a financial transactions tax, have taken place in 2010 in the ECOFIN Council.

While the Commission believes that investing resources into devising a "comprehensive strategy on emissions trading and taxation of energy and greenhouse gas emissions jointly with developing countries, emerging countries and industrialised countries" (paragraph 61) is not yet timely, it is actively engaged in discussions with third parties to encourage the use of and build capacity for market based instruments especially emissions trading.

As part of these discussions, the Commission has been setting out the role that market based instruments can play in mobilising the necessary funds for enhanced climate action in developing countries in the long term. These elements will continue to be key in the EU's bilateral and multilateral dialogues with its partners' post-Cancun.

Furthermore, the Commission will shortly adopt a 2050 low carbon roadmap which will frame further discussions on the longer term perspectives including intermediate milestones to reducing emissions.
-----------
� In this respect, the Commission proposed to phase out subsidies to coal mining in the EU by 2014 (COM(2010)0372). Further to the EP's adoption of a legislative resolution on 23 November 2010 requesting a continuation of the subsidies until the end of 2018,   the Council agreed to phase out these subsidies by 2018.
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