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The EU as driver




Source: World Bank Carbon Pricing Dashboard
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The G7’s Climate Club framework




Based on “Club theory” (Buchanan, 1965) applied to environment (Nordhaus, 2015)

Purpose is to overcome free-riding problem vis a vis collective action

* Interpretation: The Paris Agreement is not delivering sufficient, and sufficiently balanced, ambition
By developing a global carbon-pricing framework (at least that is the EU’s objective)

Pillar 1: Advance GHG mitigation policies (carbon leakage focus; joint measurement approaches)
Pillar 2: Decarbonise hard to abate industries (initially iron and steel; cement)

Pillar 3: Boost international climate cooperation and partnership

Interim Secretariat in the OECD and IEA







A climate club pilot?

The EU-US Global Sustainable Steel and Aluminium deal



A Climate Club Pilot?

» Border tax based on exceeding domestic benchmarks

o LLUR=WIEY « NO allowance for domestic or trading partners’ regulatory
calculation

method

» Does not adjust for members’ domestic abatement costs
or actual carbon costs

» Four preferential tariff tiers

» Determined by either industry average emissions intensity

ppmeriee  or highest product emission intensity, in importing country
trade

Application to

IYIIELOR G » Markup: One of 4 emissions intensity ranges
non-club
members’ trade

Not a carbon adiustment mechanism per se

* Four external tariff levels
» Baseline: highest proposed GSA members tariff level
« Same determination as for GSA members’ tariffs




* GSA members should employ standard trade defence \
instruments

* Binding transparency obligations and code of conduct for
subsidies best practice design

YT TRV (il - Green box to exempt certain environmental subsidies
non-market * Retrofit existing subsidies legislation to ensure WTO

LYGELLR e ASCM conformity )

* Governments to procure agreed % of low carbon products
» Cooperation to enhance low carbon R&D

* Members commit to supporting LDCs’ decarbonization
commitments

Additional « The US should permanently remove S232 steel and
commitments aluminium tariffs /




Political economy considerations




Some systemic challenges

4 )

Measurement problem

» Absence of common embedded emissions accounting standards means
application of dubious “default intensities”

» Developing countries’ capacities to properly measure GHG emissions at the
levels required

Equivalence problem

» Exemptions for “equivalent contributions”?
» The Paris Agreement specifically allows for non-price measures

Level playing field problem

» While taxing imports the EU and US are massively subsidising domestic
producers

» While the EU club may be more like an “alliance”, the US proposal is highly
discriminatory and exclusive




Some systemic challenges

// ~, Legal problems? h
» WTO jurisprudence suggests potential for challenges, e.g “production
process methods”
 Places the already stressed WTO dispute settlement system under more
strain
» Carbon leakage elevated to level of a principle, application of which violates
S ) the Paris Agreement’s NDCs anchoring
\ /
4 G - I
- ~, Geo-economics problem
« Effectively negates the principle of “Common but Differentiated
Responsibilities - and Respective Capabilities” at the heart of the UNFCCC
process
» By compelling developing countries to adopt G7 norms, e.g. carbon pricing
in the EU’'s CBAM
S e And invites “copy-cat” responses thereby undermining the Paris Agreement

as well as the WTO’s DSM Y,







Systemic issues
loom large

The technical
design is
challenging

» Are we undermining the Paris Agreement?

* If so, with what implications for our regional partnerships, especially the “Pacific family”

» Will it be WTO compatible?

* If not, will our standing as guardian of the “rules-based order” suffer?

+ Offset by “rather in the tent than outside”?

* Particularly embedded emissions measurement and/or application of default intensities in

relation to imports

» Accommodating developing country concerns (or not)
» Ensuring it doesn’t become protectionism by the back door
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Converge

On average
emissions
intensity
milestones for
industrial sectors
e Ultimate ad.option of
common minimum

CO2 performance
requirements

Establish

Industrial
decarbonization
“fair play”
principles

* For, inter alia, carbon
leakage measures,
green subsidies, and
market access

» Common definitions of
near zero and low-
carbon materials &
embedded carbon
reporting standards

[ rore

Adoption of low-
carbon
deployment
national policies

¢ Including in
industrialized
developing economies

 Clean technology
deployment by
creating “clean
product buyer”
alliances or projects

‘ Incorporate

Ambitious
developing
countries’
perspectives

* Across all activities

* Pragmatic and proven
capacity building
activities to accelerate
industrial
decarbonization

Adopt

Complementary
rather than
duplicative
governance
structure

* Across the existing

landscape of industrial
initiatives

Pillar 1

Pillar 2

Pillar 3



Breakthrough Agenda (supported by IEA)

Overarching

Climate alliance
Ambitious implementation and participation in initiatives through national policies

Identify and initiate missing gaps in collaborative agenda

Pillar 1
Converging on ambition and
defining fair play

Ambition convergence

Pillar 2 Pillar 3

Sectoral coordination: making Building capacity and investments
scalable green markets in developing countries

Demand side Lead: new forum to be set up

Lead: governments in the alliance
Related processes: UNFCCC (NDC
cycle & Mitigation Work
Programme),; Responsible

Steel; LeadIT; CEM; G7/20

(possibly UNIDO-led)

Lead: IDDI & FMC
Related processes: SteelZero;

GSA; new clean product buyers
alliances

Funding: alliance members +
future public—private buyers
alliances

Related process: LeadIT, CEM,

Supply side

Trade and fair play

Lead: new dialogue to be set up
Related processes: WTO;
Coalition of Trade Ministers on
Climate; OECD; GSA; G7/20

International Climate Finance
Institutions; Article 6 of the PA

Lead: Ml
Related processes: new clean
product buyers' alliances




Deep mitigation: Shallow mitigation:
Multilateral (Kyoto) “Clubs”

Deep mitigation: sub- Shallow mitigation:
groups (technologies) multilateral (UNFCCC)
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Hydrogen in Australia’s Future and
the Implications for our
International Relations

AllA Conference on National Hydrogen Strategies
26" June 2023, Adelaide

Professor Peter Draper, Jean Monnet Chair of Trade and Environment
and Executive Director, Institute for International Trade

Views and opinions expressed are however those of the author(s) only and do not necessarily
reflect those of the European Union or the European Education and Culture Executive Agency
(EACEA). Neither the European Union nor EACEA can be held responsible for them.



We acknowledge and pay our respects to the Kaurna people,
the traditional custodians whose ancestral lands we gather on.

We acknowledge the deep feelings of attachment and relationship of the
Kaurna people to country and we respect and value their past, present
and ongoing connection to the land and cultural beliefs.






Hydrogen in the global energy
transition

Trade-related implications
Australia’s hydrogen trade future

Broader implications for our international (trade) relations



New growth in direct iron reduction, shipping, and power  This will be substantially short of 2030 requirements to

(off a small base) meet 2050 net zero targets
: Currently competitive with Particularly in If electrolyser production
c oig:ls{gatst/]voitr:] %Bg%t?] ot unabated fossil fuels countries/regions with scales up and costs are
production in many good renewable resources driven down — a virtuous

zero targets regions (e.g., Australia) cycle could be established









Trade-related implications

Australia’s hydrogen trade future

Broader implications for our international (trade) relations



Planned hydrogen exports by region, 2020-2030
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Table 2: Approximate estimated 2030 LCOH to the Port of Rotterdam?3:2+

Estimated .
LCOH by F'_roportlon of
Country Export port Route shipping cost to
2030 total LCOH)
(USD/kgH2)
Australia (West) Perth saiE 2.49 24%
Canal
Australia (East) Gladstone Via Suez 269 30%
Canal
Chile (Panama/South) Valparaiso V'@ Panama 2.06 23%
Canal
Morocco Casablanca - 2.19 6%
Oman Mina A-Fahel V12 Suez 2.28 17%
Canal
Saudi Arabia Jeddah Via Suez 232 14%
(West/East) Canal
UAE Sharjah Via Suez 2.39 16%
Canal

Source: Author's analysis of the different studies identified for hydrogen production in the specified geography and
through the use of the HySupply Shipping Analysis Tool.



Australia’s hydrogen trade future

Broader implications for our international (trade) relations



Table 2: Comparison between Global Leader and Australian Progress — by Industry Development Signal

Industry Development Signal 2022 International Comparison

Investment G
Follower Lesder
Project Scale S—
Follower Lesder
Cost-competitiveness G
Follower Lesder
Australias exports G
Follower Leader
Chemical feedstock G
Follower Leader
Electricity grid support otlower Leader
Mining and off-grid Follower Leader
G
Heavy transport Fallower Leader
. G
Light transport Collower Leader
Gas networks G
Follower Lesder
Electricity generation Fallower Leader
. . G
Steel and iron making
Follower Lesder
. L]
Industrial heat
Follower Lesder

{Source: Deloitte, 20223)



Broader implications for our
international (trade) relations
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Issues and
Options

for Reforming
The World Trade

Organization

Presentation to Foreign Trade
University, Hanoi
23rd November 2023

Professor Peter Draper

Jean Monnet Chair of Trade and
Environment Executive Director, Institute
for International Trade







Context matters: Deteriorating Global
Trade Cooperation




FIGURE 1: GENTRIFUGAL VS CENTRIPETAL FORGES SHAPING
GLOBAL TRADE COOPERATION
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=
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Source: Author’s construction



The (very) human impulse to protect one’s own meant:



In geopolitics, cementing of western alliances to confront

‘authoritarian powers’
* Most immediately Russia, but after the G7 and NATO Summits China too

An unprecedented western sanctions campaign against
Russia

* And Russian (energy sector) responses

» Adding to the Russian blockade of Ukrainian grain exports — and global food
inflation

Fuelling worldwide inflation already in train in the aftermath

of COVID 19

» Central Banks’ responses have raised the prospect of recession, at a time of
huge financial imbalances

» Adding further populist pressures into the policy mix in many countries

These drivers have led to an intensification of negative

views towards global value chains

* Critical minerals; ‘friend-shoring’; ‘open strategic autonomy’ as examples of
manifestations




Manifestations in the WTO




Export control disrupts
someone’s imports

Decreased prospects More disintegration

for WTO reforms

Frozen dispute
settlement means
breaches not solved
at WTO

Less security

Increased strategic Systemic economic

impacts

industrial and trade
policies




N\

‘ The digitalisation of international business has opened a big regulatory
gap

\

‘ No country can afford to exclude itself from digital trade flows
\

[
[

‘ The negative growth impacts may exceed benefits
/

‘ And contribute to global trade fragmentation
/

But many are imposing barriers, from storing data locally to
cloud access

Some want to tax data flows



Standards




Implications for WTO Reforms

Freer trade
(negotiations)

Predictability
(bindings;
transparency;
commitments

schedules)

Fair
competition




Formulate new
rules

Promote market
access




dalrray



Market-
access Rule-making
negotiations

Dispute
settlement

eAppellate Body

*Market

economy vs
state capitalism

eAlternative
eConsensus vs system(s)

critical mass




The case for plurilaterals




’

' Despite MC12'’s partial fisheries subsidies success WTO negotiations lag real world needs
\
. How else to progress new rules and retain the WTQO'’s relevance?
\
. Multilateral rules support domestic reforms and prevent backsliding

/
' Not everyone has to sign up, nor should anyone be excluded — WTO a la carte

[

. The challenge is to meaningfully incorporate as many members as possible without compromising their interests













A WTO Reform Agenda




Plurilateral negotiations to Multilateral negotiations to

» Reduce and/or eliminate import duties for  Tighten the conditions under which the GATT’s
critical health equipment, pharmaceuticals, and exceptions clauses could be accessed
related inputs necessary for these cross-border « Export restrictions

value chains to function as smoothly as possible

* National securit
during pandemics Y

* Conditi to SDT
- Related clarifications of ‘essential’ goods and ondition access to

services and accords to govern their trade during : T_r ElnSpElE L e opjgctlve SNl crlterla.
health crises  Linked to AFT provision, whether embedded in

« Contain, manage, and condition potential harmful ] or plurilaierataceonas .
impacts of subsidisation of domestic firms * Restore the Dispute Settlement Mechanism

e Procedural reforms
» A functional second-tier
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The future of EU trade policies and strategies
in a militarized environment

Presentation to the Shanghai Institutes of International Affairs
7th November 2023

Professor Peter Draper
Jean Monnet Chair of Trade and Environment
Executive Director, Institute for International Trade

And Rolf Langhammer

Formerly Vice-President, the Kiel Institute for the World Economy
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Quo Vadis “Open Strategic Autonomy”?

\

The EU’s Trade Policy and Strategies in the “Roaring Twenties Reloaded”
Concluding thoughts and speculations

/ Implications for Others



Quo Vadis “Open Strategic Autonomy”?

What is Open Strategic Autonomy?

How has it changed since the Russia-Ukraine War?






Deteriorating geopolitics

Domestic economic policy imperatives

Emergence of new growth poles

To better manage inclusion challenges associated with globalization of value chains




Specifically, trade and investment And four policy anchors

 Emphasising sustainability and EU  WTO reform and support for
leadership thereof (the well-known multilateral sustainability initiatives
“Brussels effect”) » Rebuilding transatlantic partnership

» Resistance to unfair and coercive and diversifying dialogue partners
trade practices * Levelling the playing field

* Reviewing strategic dependencies  Adopting an anti-coercion
In “the most sensitive industrial instrument

ecosystems’



























Implications for Others
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