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Introduction 
As the world’s largest economies fall short of their Paris Agreement climate commitments, and the level 
of CO2 continues to increase, there is growing fear that humanity is running out of time. The global carbon 
clock, which measures how long before the amount of CO2 in the atmosphere causes ecological collapse, 
serves as a forceful call to action. The international community must act swiftly within every existing 
multilateral framework to combat climate change. 

The trading system is a fundamental pillar of the multilateral postwar world. As global temperatures continue 
to rise and international action to reverse climate change moves slowly, the multilateral trading system is 
under growing pressure to, at best, enable collective action on climate change and at least, not get in the way. 
According to the World Trade Organization (WTO), “Freer trade is not an end in itself, it is tied to crucially 
important human values and welfare goals . . . Among these goals are raising standards of living, optimal 
use of the world’s resources in accordance with the objective of sustainable development, and protection 
and preservation of the environment.” As international leaders and activists consider ways to forestall the 
looming climate disaster, climate change mitigation must be at the forefront of their trade agendas. 

When it comes to combating this global commons problem, countries have largely pursued their own 
agendas—on their own timelines. A few countries have made considerable progress toward carbon 
neutrality. Bhutan and Suriname are carbon neutral. Costa Rica, which the United Nations Environment 
Programme describes as a “template” for a carbon-neutral future, produces more than 98 percent of its 
electricity from renewable sources. Meanwhile, China, the European Union, and the United States, each far 
from a blueprint for the future, have pursued climate policies on their own timeframes and with varying 
degrees of success. The countries are constrained by domestic politics, and yet they have been pulled 
further into the web of multilateral engagement as the importance of fighting climate change grows. While 
some countries have succeeded in reaching their climate targets, this fractured approach and haphazard 
commitments have significantly slowed progress on the world’s most pressing problem.

https://www.bloomberg.com/news/articles/2021-02-01/biggest-economies-climate-policies-fall-short-of-paris-goals
https://www.bloomberg.com/graphics/climate-change-data-green/carbon-clock.html
https://www.bloomberg.com/graphics/climate-change-data-green/carbon-clock.html
https://www.wto.org/english/tratop_e/envir_e/climate_change_e.pdf
https://www.climatecouncil.org.au/bhutan-is-the-world-s-only-carbon-negative-country-so-how-did-they-do-it/
https://www.greenbiz.com/article/one-sixth-worlds-economy-soon-could-be-covered-carbon-neutral-commitments
https://www.unep.org/news-and-stories/story/costa-rica-living-eden-designing-template-cleaner-carbon-free-world
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The European Union has made significant headway when it comes to emissions reductions and 
decarbonization. Between 1990 and 2019, EU emissions dropped 24 percent, and at current rates of change, 
emissions are slated to drop a total of 36 percent by 2030 compared with emissions in 1990. Nevertheless, 
the Green Party, Europe’s political party focused on climate-driven outcomes, picked up 22 seats in the 
European Parliament in 2019 and has recently become part of the German government. While EU-wide 
decarbonization is not sufficient on its own to stave off the effects of climate change, the European Union 
has been relatively successful in galvanizing other countries to contemplate similar policies via the “Brussels 
effect.” This is likely to continue in global climate policy as Greens continue to grow in popularity.1  

The United States has been less successful than the European Union when it comes to achieving emissions 
reductions. Each year, the United States spends approximately $20 billion on fossil fuel subsidies, and oil 
and gas production subsidies grew 28 percent between 2017 and 2019. One study estimates that these 
fossil fuel tax breaks will cost the U.S. government upward of $11 billion in lost revenue between 2019 and 
2023. However, U.S. emissions dropped by over 10 percent in 2020, in part due to the pandemic, but have 
continued to decrease overall since their peak in 2007. In 2020, most new energy in the United States 
came from wind and solar. 

Major differences also persist between the European Union and the United States when it comes to 
public perception of climate change. A 2021 Yale survey found that 65 percent of Americans are worried 
about global warming. Though only 47 percent of respondents believed climate change would harm them 
personally, that same study found that 77 percent of Americans support funding research for renewable 
energy. In the United States overall, emissions have largely plateaued, and the public, led in large part by 
Millennials and Gen Z, has begun to take a greater interest in climate policy. In the European Union, on the 
other hand, 93 percent of EU citizens regard climate change as a serious problem, and 81 percent believe 
that the government should boost financial support for the clean energy transition, even if that means a 
reduction of fossil fuel subsidies. 

In 2019, China emitted more carbon than the rest of the developed world combined, accounting for 27 
percent of total emissions that year. China has committed to “peak emissions” by 2030, after which it has 
pledged to reduce its emissions. Some studies argue, however, that emissions in China have already peaked 
and that President Xi Jinping’s 2030 commitment is purposefully conservative, allowing the government 
to more easily beat its target. China is home to the world’s largest consumer base, with nearly 1.4 billion 
citizens, meaning government policies that incentivize certain types of behavior can have far-ranging 
consequences. Although the European, U.S., and Chinese agendas may seem disparate or conflicting at times, 
they are not entirely divergent. The United States aims to achieve carbon neutrality by 2050; the European 
Union aims for 2055; and, despite its higher emissions and far larger population, China aims for 2060.

While the specifics of each country’s climate goals vary widely, each country has a core objective 
of achieving carbon neutrality by mid-century. However, policies to achieve these goals are largely 
domestic and thus incomplete. For example, if China decides to build fewer coal plants and scale up 
renewable energy, that does not obviate the need to reduce fishery subsidies that contribute to trawling, 
environmental degradation, and carbon emissions worldwide. Overall, it is insufficient for each country to 
unilaterally pursue its own climate objectives without also working in concert with international partners 
to achieve broader decarbonization goals.   

1.  Greens were the big winners in 2019 European Parliamentary elections, during which they gained 22 seats in Brussels. In the 
September 2021 German elections, the largest growth in support for a single political party was for the German Green Party, which 
accounted for a 5.8 percent uptick in votes, versus 5.2 percent for the Social Democrats. 

https://www.eea.europa.eu/data-and-maps/indicators/greenhouse-gas-emission-trends-7/assessment
https://www.theguardian.com/politics/2019/jun/02/european-parliament-election-green-parties-success
https://oxford.universitypressscholarship.com/view/10.1093/oso/9780190088583.001.0001/oso-9780190088583
https://oxford.universitypressscholarship.com/view/10.1093/oso/9780190088583.001.0001/oso-9780190088583
https://www.eesi.org/papers/view/fact-sheet-fossil-fuel-subsidies-a-closer-look-at-tax-breaks-and-societal-costs
https://www.brookings.edu/research/reforming-global-fossil-fuel-subsidies-how-the-united-states-can-restart-international-cooperation/#:~:text=The%20Environmental%20and%20Energy%20Study,revenue%20by%20around%20%2411.5%20billion.
https://www.taxpolicycenter.org/briefing-book/what-tax-incentives-encourage-energy-production-fossil-fuels#:~:text=Tax%20subsidies%20for%20oil%2C%20gas,development%20costs%20(%242.7%20billion).
https://www.scientificamerican.com/article/record-drop-in-u-s-emissions-is-no-cause-for-celebration/
https://www.epa.gov/newsreleases/greenhouse-gas-emissions-continue-decline-american-economy-flourishes-under-trump-0
https://www.c2es.org/content/u-s-emissions/
https://www.energy.gov/articles/doe-releases-new-reports-highlighting-record-growth-declining-costs-wind-power
https://climatecommunication.yale.edu/visualizations-data/ycom-us/
https://www.pewresearch.org/fact-tank/2021/05/26/key-findings-how-americans-attitudes-about-climate-change-differ-by-generation-party-and-other-factors/
https://ec.europa.eu/clima/citizens/support_en
https://ec.europa.eu/clima/citizens/support_en
https://www.bbc.com/news/world-asia-57018837#:~:text=China%20emits%20more%20greenhouse%20gas,emissions%2C%20the%20think%20tank%20said.
https://apnews.com/article/europe-business-china-environment-and-nature-climate-change-7e29d68ea8a77ee8ebbe1460f0f09ffd
https://www.brookings.edu/wp-content/uploads/2018/09/Chinas-Peaking-Emissions-and-the-Future-of-Global-Climate-Policy.pdf
https://www.weforum.org/agenda/2021/03/usa-us-american-climate-change-environment/
https://ec.europa.eu/clima/eu-action/climate-strategies-targets/2050-long-term-strategy_en
https://www.theguardian.com/world/ng-interactive/2021/sep/26/german-election-results-exit-poll-and-possible-coalitions
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If the international community wants to make meaningful progress ahead of the 2030 deadline—which 
critics argue is still too late to avert global catastrophe—major global players should work together to 
reduce emissions at home and abroad. This paper discusses the politics of climate policy in the United 
States and how it is influenced by relationships with the European Union and China. It analyzes these 
international relationships through specific policies, namely subsidies, and assesses their reduction 
or removal in some cases and their reallocations in others. It also evaluates the politics and policy 
implications of carbon border adjustments, including their compliance with existing WTO rules. These 
trade policies allude to domestic industrial policies and how they can be adjusted to better combat climate 
change while complying with existing trade rules. In outlining policy options for the United States’ trade 
agenda, including how the European Union and China factor into these options, the paper assesses the 
probability that certain climate policies will ultimately materialize. The paper argues that unilateralism is 
insufficient and counterproductive in both trade and climate and that only through multilateral, legally 
compliant policy convergence can countries stave off environmental and economic collapse. 

Subsidies and the WTO
Subsidies have long been a complex subject within the WTO, and subsidy rules affect climate actions. 
How subsidies are treated is important to the climate debate because they permit countries to apply anti-
dumping or countervailing duties to protect domestic industry against injuriously cheap imports, which 
can have the effect of slowing down the deployment of renewables, as the Biden administration’s recent 
decision on solar panels illustrates. Many of the most famous WTO legal cases involve subsidy disputes, 
such as the ongoing Boeing-Airbus dispute, the Canada-Grain dispute, the Export Subsidies on Sugar 
dispute, and a variety of U.S. complaints on Chinese subsidies, including a broader debate about whether 
China’s economy is market-driven. As pressure from climate change puts pressure on governments to 
rethink subsidies at a domestic level, subsidies are increasingly attracting both positive and negative 
attention from countries and climate activists at the WTO, as countries consider adopting their own 
“green” subsidies as well as combating subsidies on fossil fuels.  

The key multilateral agreement governing industrial subsidies is the WTO Agreement on Subsidies 
and Countervailing Measures (SCM Agreement). It defines a subsidy as a financial contribution by 
a government or a public body that confers a benefit. Unsurprisingly, there have been persistent 
disagreements over defining key elements of subsidies, such as what constitutes a financial contribution 
or benefit and what is a public body. A tangible example of how difficult it can be to define a subsidy 
is whether a corporate tax break or preferential tax treatments constitute a subsidy. This question has 
occupied much of the debate in the Boeing-Airbus dispute, and WTO jurisprudence has not conclusively 
determined what kinds of tax breaks fall within the scope of the SCM Agreement. 

The SCM Agreement divides subsidies into two groups: prohibited and actionable subsidies. The WTO 
defines actionable subsidies as those that result in injury to a domestic industry, cause serious prejudice, 
such as export displacement, or those that result in a nullification or impairment of benefits under the 
General Agreement on Trade and Tariffs (GATT) 1994. To be actionable, a subsidy must be shown to cause 
injury to another member state. Prohibited subsidies, on the other hand, are comparatively narrower in 
scope and are limited to export subsidies and import substitution subsidies, which are contingent upon the 
use of domestic over foreign goods. Both types of subsidies are generally characterized as causing “adverse 
effects to the interests of another Member.” In cases of injury, the SCM Agreement establishes the right 
of member states to impose trade remedies if they determine that their domestic industry has suffered 
material injury as a result of another member’s subsidy. 

https://www.reuters.com/business/energy/biden-extends-modifies-trump-era-solar-tariffs-says-official-2022-02-04/
https://www.wto.org/english/tratop_e/dispu_e/dispu_agreements_index_e.htm?id=A20
https://www.wto.org/english/tratop_e/scm_e/subs_e.htm
https://www.wto.org/english/tratop_e/scm_e/subs_e.htm
https://www.wto.org/english/docs_e/legal_e/24-scm.pdf
https://www.forbes.com/sites/taxnotes/2020/11/20/boeings-tax-subsidies-if-youre-not-cheating-you-aint-trying/?sh=4badf57479ef
https://www.forbes.com/sites/taxnotes/2020/11/20/boeings-tax-subsidies-if-youre-not-cheating-you-aint-trying/?sh=4badf57479ef
https://www.wto.org/english/tratop_e/scm_e/subs_e.htm
https://www.wto.org/english/tratop_e/scm_e/subs_e.htm
https://www.trade.gov/subsidy-destination#:~:text=An%20import%20substitution%20subsidy%20is,of%20two%20or%20more%20conditions.
https://www.wto.org/english/docs_e/legal_e/24-scm.pdf
https://www.wto.org/english/docs_e/legal_e/24-scm.pdf
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To be actionable, a subsidy must be provided by a “public body,” which has led to extensive debate over 
what constitutes a public body, including in the case of state-owned enterprises (SOEs). Financial actions 
or incentives provided by private bodies are not identified as subsidies and do not fall within the scope of 
the SCM Agreement. Determining what constitutes a public body has led to significant debate at the WTO, 
as illustrated in antidumping and countervailing duty cases between the United States and China. 

The WTO Dispute Settlement Body definition leaves plenty of room for interpretation, and three legal 
approaches have emerged to define a public body: the governmental control approach, the governmental 
function approach, and the governmental authority approach. According to the U.S. Department of 
Commerce, public bodies are entities in which the government is a majority shareholder. This reflects the 
“government control” approach to defining public bodies. Under this approach, Chinese SOEs would fall 
under the scope of the SCM Agreement. China’s “governmental function” approach, on the other hand, 
characterizes a public body as an entity that exercises delegated powers to perform functions akin to those 
of a government. 

Determining what constitutes a public body has led to significant 
debate at the WTO, as illustrated in antidumping and countervailing 
duty cases between the United States and China. 

In 2008, China launched a dispute against the United States after the Department of Commerce 
determined in four investigations that SOEs were providing goods below market value, simultaneously 
claiming that China was a nonmarket economy. This dispute, United States – Definitive Anti-Dumping and 
Countervailing Duties on Certain Products from China (DS379, 2011), became a landmark case. The case 
defined a public body as “any entity controlled by a government” or an entity that “possesses, exercises or 
is vested with governmental authority.” As a result, government shareholding alone does not sufficiently 
fulfill the evidentiary burden of establishing whether or not an entity is a public body. This determination 
ultimately complicated the U.S. bid to claim that many Chinese subsidies were either actionable or 
prohibited since it could not clearly prove that the subsidies were provided by a public body. This 
ambiguity in determining what constitutes a public body provides governments with significant leeway 
when pursuing industrial climate policies. 

The legislative text for the Biden administration’s domestic agenda, the Build Back Better Act, includes 
provisions that prioritize U.S. products. For example, the domestic content bonus credit applies to products 
manufactured in the United States: “a manufactured product shall be deemed to have been manufactured 
in the United States if not less than 55 percent of the total cost of the components of such product is 
attributable to components which are mined, produced, or manufactured in the United States.” The bill 
does stipulate, however, that this provision “shall be applied in a manner which is consistent with the 
obligations of the United States under international agreements,” although these requirements are certain 
to invite litigation. While broad renewable energy subsidies would likely comply with WTO rules, given 
that no local content requirement cases have so far passed muster, it is probable that at least some of the 
Biden administration’s climate agenda directly conflicts with existing WTO rules. 

Fossil Fuel Subsidies  
Fossil fuels—coal, oil, and natural gas—remain the primary energy sources worldwide, despite their 
contributions to climate change and the decreasing price of renewables. Fossil fuels account for 84 percent 

https://repository.library.georgetown.edu/bitstream/handle/10822/1060428/ding_ru_dissertation.pdf?sequence=1&isAllowed=y
https://repository.library.georgetown.edu/bitstream/handle/10822/1060428/ding_ru_dissertation.pdf?sequence=1&isAllowed=y
https://ustr.gov/sites/default/files/uploads/Countries Regions/africa/agreements/pdfs/dispute_settlement/ds379/DS379.US_.Sub1_.fin_.pdf
https://ustr.gov/sites/default/files/uploads/Countries Regions/africa/agreements/pdfs/dispute_settlement/ds379/DS379.US_.Sub1_.fin_.pdf
https://worldtradelaw.typepad.com/ielpblog/2011/03/appellate-body-and-public-body.html
https://www.worldtradelaw.net/document.php?id=reports/wtopanels/us-adcvdchina(panel).pdf
https://www.congress.gov/bill/117th-congress/house-bill/5376/text
https://ourworldindata.org/energy-mix
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of global energy consumption, and the energy sector itself accounts for over 70 percent of global greenhouse 
gas (GHG) emissions. Fossil fuel subsidies therefore significantly constrain global efforts to combat change 
by distorting markets and maintaining artificially low prices of fossil fuels, which in turn encourages 
continued consumption and investment in the industry. Part of what complicates international momentum 
to reduce fossil fuel subsidies is that there is no single definition of what constitutes such a subsidy; the 
International Monetary Fund (IMF), International Energy Agency (IEA), and the Organisation for Economic 
Cooperation and Develoment (OECD) each define subsidies and quantify their effects differently.  

Fossil fuel subsidies are either consumption or production subsidies. Phasing out consumption subsidies is 
unpopular politically but necessary for the transition to a decarbonized future. Production subsidies, on the 
other hand, support producers of fossil fuels. Production subsidies occur in major oil-producing countries, 
such as Saudi Arabia, Venezuela, and Iran, which leads to systemic deadweight loss. Subsidies are also a 
public expenditure, redirecting tax dollars away from climate change mitigation and other priorities.   

Despite the growing urgency to avert disaster, countries continue to subsidize fossil fuels. G20 countries, 
which adhere to the OECD definitions of fossil fuel subsidies, consume about 75 percent of the global 
total energy supply and lean heavily on fossil fuel subsidies to keep energy costs artificially low. In 2009, 
G20 members agreed to phase out fossil fuel subsidies, but despite a July 2021 joint communiqué on 
tackling global emissions, G20 countries continue to provide environmentally harmful subsidies. Each 
year, G20 governments provide $584 billion in subsidies to fossil fuels, with 47 percent directed toward 
oil. Governments tend to implement these subsidies via policy mechanisms such as direct budgetary 
transfers and tax expenditures, public financing of fossil fuel projects, and SOE investment that supports 
the production and consumption of fossil fuels. China, the European Union, and the United States have 
all committed to addressing fossil fuel subsidies at the domestic level. However, concrete action has been 
slow, and other countries have been reluctant to confront them in multilateral settings. 

One of the major challenges in applying the SCM Agreement to fossil fuel subsidies is that public finance 
and SOE investment in fossil fuels have certain elements that are considered subsidies and other elements 
that are not. Challenges in addressing SOEs within the context of the WTO particularly apply to China. The 
International Institute for Sustainable Development identifies China as the largest contributor of fossil 
fuel subsidies, and the majority of those subsidies originate from SOE investment. SOEs are also common 
in the power sector in multiple countries in the European Union as well as in India, South Africa, South 
Korea, and Russia. Existing WTO panel and Appellate Body decisions have defined subsidies narrowly, 
limiting the ability of other WTO members to impose countervailing duties and other trade remedies on 
subsidies provided through SOEs. These challenges exist for all types of subsidies, not just fossil fuels, 
and have been one of the more serious problems for the WTO. In order to promote greater clarity within 
environmental subsidies, some scholars have suggested adopting a similar approach to environmental 
subsidies as exists in agriculture trade—that is, to apply the green, amber, and red box taxonomy to more 
clearly delineate among subsidies that are actionable or prohibited. 

UNITED STATES 
Each year, the U.S. government spends roughly $20.5 billion in fossil fuel subsidies, $14.7 billion of which 
comes from federal funding and another $5.8 billion of which originates at the state level.2 Of this funding, 
roughly 80 percent goes to oil and gas, and the remaining 20 percent is allocated to the coal industry. In 
the U.S. FY 2022 budget, the Biden administration seeks to eliminate fossil fuel subsidies through the 

2.  This number contrasts starkly with IMF estimates, which considers social externalities. The IMF calculates the amount of U.S. 
fossil fuel subsidies at $778.8 billion in 2017, decreasing to $662 billion in 2020.  

https://ourworldindata.org/ghg-emissions-by-sector
https://www.imf.org/en/Topics/climate-change/energy-subsidies
https://www.iea.org/topics/energy-subsidies
https://www.oecd.org/fossil-fuels/
https://www.oecd.org/fossil-fuels/
https://www.brookings.edu/research/reforming-global-fossil-fuel-subsidies-how-the-united-states-can-restart-international-cooperation/
https://www.iisd.org/gsi/sites/default/files/politics_ffs.pdf
https://www.piie.com/publications/policy-briefs/climate-policy-macroeconomic-policy-and-implications-will-be-significant?utm_source=update-newsletter&utm_medium=email&utm_campaign=piie-insider&utm_term=2021-08-18
https://www.wri.org/research/closing-the-gap-g20-climate-commitments-limiting-global-temperature-rise
https://www.reuters.com/article/us-g20-energy/g20-agrees-on-phase-out-of-fossil-fuel-subsidies-idUSTRE58O18U20090926
https://www.g20.org/wp-content/uploads/2021/07/2021_G20-Energy-Climate-joint-Ministerial-Communique.pdf
https://www.iisd.org/publications/g20-scorecard
https://www.iisd.org/system/files/2020-11/g20-scorecard-report.pdf
https://www.iisd.org/system/files/2020-11/g20-scorecard-report.pdf
https://www.oecd.org/cgfi/resources/Green-Finance-and-Investment-Insights-Energy-Sector-SOEs-You-Have-the-Power.pdf
https://lawcat.berkeley.edu/record/1173220?ln=en
https://www.eesi.org/papers/view/fact-sheet-proposals-to-reduce-fossil-fuel-subsidies-2021
https://www.eesi.org/papers/view/fact-sheet-fossil-fuel-subsidies-a-closer-look-at-tax-breaks-and-societal-costs
https://www.whitehouse.gov/omb/budget/
https://www.imf.org/en/Topics/climate-change/energy-subsidies
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removal of fossil fuel tax preferences and by reforming foreign fuel income taxation. The administration 
estimates that eliminating these subsidies would raise $35 billion over 10 years, which would put annual 
subsidies closer to $3.5 billion per year. 

President Biden issued an executive order in January 2021 that directed federal agencies to ensure 
that federal funding is not directly subsidizing fossil fuels. However, removing subsidies in the form 
of tax breaks requires congressional action, which is highly unlikely. Some Democrats, including 
environmentalist progressives such as Senators Ed Markey and Bernie Sanders, have introduced the End 
Polluter Welfare Act of 2021, which aims to close tax loopholes and eliminate subsidies for the oil and gas 
industries. In August 2021, a group of 54 Democrats wrote a letter urging that a measure to repeal fossil 
fuel subsidies be included in the Build Back Better Act. However, it is highly unlikely that many Democrats 
would support this legislation, let alone Republicans. Senator Joe Manchin (D-WV), a key Senate Democrat 
from coal country, has repeatedly expressed an unwillingness to phase out fossil fuel subsidies, particularly 
coal subsidies, meaning Democrats do not have enough votes to prevail.  

Further complicating efforts to enact subsidy reform, recent research has indicated insufficient 
transparency at the state and local levels regarding subsidies. For instance, Colorado, a major natural gas 
producer, grants tax offsets for property taxes paid by oil and gas producers. Due to the opaqueness of 
subsidies and the complexity of the U.S. tax code, policies such as these can make it difficult for foreign 
countries to challenge such measures within the WTO. 

EUROPEAN UNION 
Despite its reputation as a leader in climate policy, the European Union spends roughly €50 billion ($55 
billion) each year on fossil fuel subsidies. Although the European Union continues to work toward a single 
integrated market with a unified climate policy, EU member states have divergent policies on subsidies, 
despite EU rules prohibiting most forms of state aid. Between 2015 and 2018, fossil fuel subsidies in the 
European Union grew by 6 percent, although fossil fuel subsidies decreased in Austria, Denmark, Estonia, 
and Hungary during that time. Some member states, such as Germany and France, have developed plans to 
phase out fossil fuel subsidies, while other member states, such as Croatia, Estonia, and Malta, have stated 
that they do not plan to phase out certain fossil fuel subsidies, citing the need to protect certain sectors. 
However, as consumers remain dependent on fossil fuels for electricity due to the lagging deployment of 
renewable energy, reducing or removing price support from fossil fuels remains politically unpopular. 

A number of European states, such as Poland, funnel fossil fuel subsidies through SOEs. The European 
Commission has called on member states to improve reporting on fossil fuel subsidies, which represents 
a small but positive step toward increased subsidy accountability and discipline. In Brussels, the European 
Commission is working to reform EU tax rules to address certain fossil fuel exemption schemes. The 
European Parliament’s EU Environment Action Plan to 2030 calls for phasing out all direct and indirect 
fossil fuel subsidies by 2025 and phasing out all other environmentally harmful subsidies by 2027, making 
it by far the most ambitious environmental subsidy policy among global leaders. The European Union is 
taking these commitments to the multilateral level and agreed to cosponsor a WTO initiative on fossil fuel 
subsidy reform.  

CHINA 
China has a complex relationship with fossil fuels. China spent an average of $134 billion on fossil fuel 
subsidies annually between 2017–2019, outpacing the United States. Eliminating domestic fossil fuel 
subsidies could be challenging for China, particularly as it struggles with ensuring energy security to meet 

https://www.bloomberg.com/news/articles/2021-04-07/biden-tax-plan-targets-fossil-fuel-subsidies-worth-35-billion
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/01/27/executive-order-on-tackling-the-climate-crisis-at-home-and-abroad/
https://www.reuters.com/article/us-usa-biden-fossilfuel-subsidies/biden-plan-to-end-u-s-fossil-fuel-subsidies-faces-big-challenges-idUSKBN28B4T2
https://www.markey.senate.gov/news/press-releases/markey-joins-sanders-omar-and-colleagues-to-introduce-the-end-polluter-welfare-act
https://www.markey.senate.gov/news/press-releases/markey-joins-sanders-omar-and-colleagues-to-introduce-the-end-polluter-welfare-act
https://oversight.house.gov/sites/democrats.oversight.house.gov/files/2021-08-30.Khanna CBM et al. to Pelosi-House Hoyer-House re Fossil Fuel Subsidies.pdf
https://www.wvgazettemail.com/news/energy_and_environment/manchin-protecting-coal-industry-while-profiting-from-it-imperils-key-climate-priorities/article_be7472e4-1560-5d79-8856-4820700c56ab.html
https://www.earthtrack.net/sites/default/files/uploaded_files/ET_state fossil fuels_final.pdf
https://www.earthtrack.net/sites/default/files/uploaded_files/ET_state fossil fuels_final.pdf
https://www.earthtrack.net/sites/default/files/uploaded_files/ET_state fossil fuels_final.pdf
https://ec.europa.eu/energy/sites/ener/files/progress_on_energy_subsidies_in_particular_for_fossil_fuels.pdf
https://news.trust.org/item/20201022140618-ep9ta
https://ec.europa.eu/energy/sites/ener/files/progress_on_energy_subsidies_in_particular_for_fossil_fuels.pdf
https://ec.europa.eu/energy/sites/ener/files/progress_on_energy_subsidies_in_particular_for_fossil_fuels.pdf
https://odi.org/en/publications/monitoring-europes-fossil-fuel-subsidies-poland/
https://www.reuters.com/article/us-climate-change-eu/eu-says-fossil-fuel-subsidies-undermine-its-climate-ambitions-idUSKBN27728L
https://www.europarl.europa.eu/news/en/headlines/society/20210701STO07544/eu-environmental-policy-to-2030-a-systemic-change
https://ec.europa.eu/commission/presscorner/detail/en/IP_21_6882
https://www.iisd.org/system/files/2020-11/g20-scorecard-report.pdf
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the demands of growing population and industries, as demonstrated by the current Chinese energy crisis. 
In 2020, China was the world’s sixth-largest oil producer and fourth-largest producer of natural gas. While 
it does not have extensive oil and gas reserves, oil production is stable, gas production is growing, and it 
continues to have easily recoverable coal resources. From a security perspective, it is usually a priority for 
governments to ensure domestic sources of energy, but China’s reliance on coal has led to high levels of air 
pollution, which has been very unpopular domestically. 

At the 2021 UN General Assembly, President Xi announced that China would no longer finance coal 
plants abroad. While the announcement lacked concrete details—such as whether private entities would 
continue to finance coal abroad—it is an indication that China is making an effort to join multilateral 
climate commitments. China is also a G20 member and has made a voluntary commitment to reduce fossil 
fuel subsidies. China has invested heavily in renewables and is currently the world’s largest producer of 
hydroelectric and renewable power. However, energy from renewables continues to lag in China and is not 
close to being able to meet domestic demand. In other words, China, like most countries, is undertaking 
a concerted effort to make its energy more renewable, but it struggles to deploy renewables on a scale 
that would be capable of meeting demands of a growing population and businesses that rely heavily on 
domestic fossil fuel energy.  

SUBSIDIES OVERVIEW
Of the United States, China, and the European Union, only the European Union has expressed a desire to 
address fossil fuel subsidies within the multilateral trading system. Addressing fossil fuel subsidies within 
the framework of the WTO is challenging for a variety of reasons. There have not been any WTO disputes 
challenging fossil fuel subsidies, most likely due to lack of transparency, poor reporting, and widespread 
use of subsidies, which makes it difficult to measure the trade impact of subsidies. Furthermore, subsidies 
at the WTO are evaluated in terms of their trade impact and not their environmental impact. In other 
words, if a member state cannot prove that a foreign subsidy is causing material injury to its domestic 
industry, then trade remedies against the subsidizing member cannot be imposed, regardless of whether 
that subsidy is causing injury to the climate. 

This makes challenging fossil fuel subsidies particularly difficult. In order to be actionable, a subsidy must 
be specific, and fossil fuel subsidies may not meet that standard in every case. Production subsidies would 
usually qualify, but others, including consumption subsidies that apply to the entire population, may not, 
although they encourage greater use of fossil fuels by keeping the price low. Furthermore, governments 
that might be motivated to bring a complaint are often constrained by poor reporting by subsidizing 
members. While it would be the job of governments to determine the environmental impacts of their 
subsidies at the domestic level, increasing reporting requirements on these domestic findings within the 
WTO would be a step in the right direction. 

The WTO and Fossil Fuel and Environmental Subsidies 
Progress in the WTO on addressing fossil fuel subsidy reform is an uphill battle. The variety of fossil 
fuel subsidies, ranging from direct payments to tax benefits, aligns with the WTO’s relatively broad 
definition of a subsidy but simultaneously underscores problems arising from the WTO’s narrow 
interpretation of a public body. So far, no fossil fuel subsidies have been challenged at the WTO. 
However, it is not impossible, according to a an IISD report by WTO subsidies experts Harro van 
Asselt and Tom Moerenhout. They write, “it may be possible to argue that some fossil fuel subsidies 

http://energyatlas.iea.org/#!/tellmap/-1920537974
https://www.iea.org/reports/key-world-energy-statistics-2020
https://www.reuters.com/article/us-column-china-energy-kemp/column-chinas-five-year-plan-focuses-on-energy-security-kemp-idUSKBN2BB1Y1
https://www.reuters.com/article/us-column-china-energy-kemp/column-chinas-five-year-plan-focuses-on-energy-security-kemp-idUSKBN2BB1Y1
https://www.reuters.com/article/us-column-china-energy-kemp/column-chinas-five-year-plan-focuses-on-energy-security-kemp-idUSKBN2BB1Y1
https://www.researchgate.net/publication/305639293_No_iceberg_in_sight_on_the_absence_of_WTO_disputes_challenging_fossil_fuel_subsidies
file:///C:/Users/catherinepuga/Downloads/Noiceberginsight_INEA.pdf
https://www.iisd.org/articles/can-wto-tackle-fossil-fuel-subsidies-effectively-yes-something-needs-change
https://pub.norden.org/temanord2020-539/temanord2020-539.pdf
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amount to a prohibited export subsidy, whereas, for others, it may be possible to demonstrate that 
they are actionable. However, particularly for the latter, the evidentiary burden will be high.”

One potential area for reform relates to subsidy reporting requirements. WTO members are required 
to submit subsidy notifications, but many do not. At an April 2021 meeting, the chair of the WTO 
SCM Agreement group noted that 67 members had yet to submit 2017 subsidy notifications. 
Improved transparency and better disclosure requirements would help ensure that stakeholders 
have an accurate understanding of the scope of fossil fuel subsidies. Addressing other challenges, 
such as the relationship between SOEs and subsidies, as well as special and differential treatment 
for developing countries, would also benefit discussions on fossil fuel subsidies. However, WTO 
rule changes can only happen via consensus, and it remains highly unlikely that all WTO members 
would make concessions that would require significant domestic and foreign policy changes. 

While the WTO’s competency is trade, there is a growing understanding that trade policy and 
environmental policies are inextricably linked, as stated in the preamble of the agreement that 
established the WTO. Furthermore, GATT Article XX implicitly recognizes environmental issues as 
a reasonable justification for certain trade distorting policies, and there have been disputes, such as 
the dolphin-tuna case, that centered on environmental questions. In other words, environmental 
issues are fair game within the WTO, and an increased focus on trade and climate potentially opens 
new avenues for climate cooperation among member states. 

Agricultural Subsidies  
Agriculture, forestry, and land use directly account for 18 percent of GHG emissions, meaning 
international action on reducing these emissions would have a major impact, comparable to the United 
States achieving carbon neutrality. The global agriculture sector receives around $600 billion per year in 
subsidies. Most agriculture subsidies are forms of market price support that artificially increase domestic 
prices by providing direct subsidies to farmers and by restricting imports. While subsidies that limit rather 
than increase production may seem climate-mitigating, these subsidies often do not lead landowners 
to convert their land to rehabilitated ecosystems that would capture carbon and may in some cases lead 
farmers to produce different commodities that are more environmentally harmful. Most GHG emissions 
from agriculture are concentrated in beef, dairy, and rice, although there is mounting evidence suggesting 
that monoculture—cultivating only one crop at a time, which is common in commodities such as corn and 
soybeans—is harming major carbon sinks, such as Midwestern topsoil. Addressing emissions connected 
to agriculture is particularly challenging since abrupt changes risk creating food shortages or displacing 
people whose livelihoods depend on agriculture, but at the same time, there is a growing sense within the 
WTO that failure to address agricultural subsidies would result in reduced credibility for the organization.

UNITED STATES
The U.S. agriculture sector has long been a beneficiary of subsidies. In 2019, farmers in the United States 
received $24.5 billion in subsidies and are expected to have received approximately $25 billion in 2021. 
In 2019, approximately two-thirds of subsidies are directed toward specific commodities, largely when 
market prices fall below a certain level. The most heavily subsidized commodities are corn, soybeans, 
wheat, and livestock. In the United States, it is not uncommon for large farms to receive hundreds 
of thousands of dollars explicitly not to produce certain commodities, such as corn, in order to keep 
commodity prices artificially high. About 25 percent of subsidies are facilitated through crop insurance 

https://www.wto.org/english/tratop_e/scm_e/notif_e.htm
https://www.wto.org/english/news_e/news21_e/scm_27apr21_e.htm
https://www.wto.org/english/thewto_e/whatis_e/tif_e/org1_e.htm
https://www.wto.org/english/thewto_e/whatis_e/tif_e/bey2_e.htm
https://www.wto.org/english/docs_e/legal_e/04-wto_e.htm
https://www.wto.org/english/res_e/booksp_e/gatt_ai_e/art20_e.pdf
https://www.wto.org/english/thewto_e/whatis_e/tif_e/bey2_e.htm#dolphin
https://ourworldindata.org/ghg-emissions-by-sector
https://www.nature.com/articles/s41467-021-22703-1#:~:text=Agriculture%20receives%20around%20US%24600,GHG%20emissions%20has%20been%20available.
https://www.nature.com/articles/s41467-021-22703-1
https://www.nature.com/articles/s41467-021-22703-1
https://www.npr.org/sections/thesalt/2019/08/08/748416223/to-slow-global-warming-u-n-warns-agriculture-must-change
https://digitalcommons.law.uga.edu/cgi/viewcontent.cgi?article=1486&context=jipl
https://farm.ewg.org/region.php?fips=00000&progcode=total&yr=2019
https://www.oecd-ilibrary.org/sites/928181a8-en/1/3/2/27/index.html?itemId=/content/publication/928181a8-en&_csp_=2101acf3044857a6975685747086cf09&itemIGO=oecd&itemContentType=book
https://farm.ewg.org/region.php?fips=00000&progcode=total&yr=2019
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subsidies, including favorable loan schemes that insulate farmers from price and climate shocks. Smaller 
percentages are allocated to disaster relief programs and conservation programs. 

Under the Trump administration, farm subsidies increased to a historic high of $46.5 billion, largely due 
to payments made directly to farmers who lost export revenue from trade wars. In 2020, government farm 
subsidies accounted for over 39 percent of U.S. farm income. This substantial increase in government 
support for the U.S. agriculture sector comes at a time when environmentalists are advocating not to 
eliminate subsidies but to redirect them toward climate resiliency programs. The World Resource Institute 
has called on the government to condition certain agricultural subsidies on good environmental practices 
and the diversification of farm commodities. In line with this agenda, the Biden administration is 
proposing increased funding for the Conservation Reserve Program, which pays farmers not to farm their 
land and instead focus efforts on carbon sequestration in soil. 

EUROPEAN UNION
Far surpassing U.S. agricultural subsidies, the European Union provided around $64 billion in farm support 
in 2019. The European Union’s 2021–2027 budget allocates €386.6 billion for its common agricultural 
policy, which constitutes a third of the European Union’s budget despite the fact that farming accounts 
for roughly 1 percent of EU GDP. The European Union recently agreed to reforms that would require 
payments to farmers to support certain eco-schemes, such as restoring wetlands, though the plan still 
awaits final approval in Brussels. In the European Union, over 50 percent of agricultural emissions come 
from livestock. These emissions have not decreased since 2010, and the new policy does not include 
provisions that limit or reduce livestock subsidies. European farmers are a potent lobbying force and have 
been a major barrier to environmental policy reform. In the European Union, where addressing agricultural 
emissions is particularly difficult, environmental policies have focused on increasing carbon sinks to offset 
emissions, as underscored in the EU forest strategy, which aims to plant three billion trees by 2030.   

CHINA
China is the world’s largest producer of agricultural products and the world’s largest subsidizer of 
agriculture. In 2020, the OECD estimates that China spent nearly $205 billion on agricultural subsidies. 
Today, 38 percent of wheat farmers’ revenue in China comes from subsidies, versus 8 percent in the 
United States. In 2019, the WTO ruled against Chinese agricultural subsidies, and subsidies have been 
gradually decreasing since then. However, the Chinese government planned in 2021 to provide one-time 
subsidies to support farmers amid rising fertilizer and diesel fuel costs. Nevertheless, that China undertook 
significant reforms following a WTO ruling on subsidies is potentially promising in that it illustrates at 
least some willingness by the Chinese to conform to international market standards. China remains 
the largest destination for U.S. agricultural exports, which hit an all-time high of $35.9 billion in 2021 
following implementation of the Phase One trade deal negotiated under the Trump administration, despite 
China falling short of its commitments. Chinese wheat and rice subsidies, as well as trade controls on corn, 
wheat, and rice, became subjects of WTO disputes, with the United States claiming that Chinese subsidies 
for domestic wheat and rice were $100 billion larger than limits permitted in the Chinese accession 
process. In 2019, the WTO panel ruled in favor of the United States, although litigation is ongoing at the 
WTO. Overall, there is a strong appetite for agricultural subsidy reform at the multilateral level but almost 
no political will to enact those changes domestically.   

https://www.fsa.usda.gov/Assets/USDA-FSA-Public/usdafiles/Farm-Loan-Programs/pdfs/loan-servicing/farm_loan_compass_9-22-17.pdf
https://www.cato.org/commentary/examining-americas-farm-subsidy-problem
https://crsreports.congress.gov/product/pdf/R/R46676/4
https://www.wri.org/insights/redirecting-agricultural-subsidies-sustainable-food-future
https://www.npr.org/2021/06/01/1002018190/biden-administration-wants-agriculture-subsidies-to-help-fight-climate-change
https://ec.europa.eu/info/food-farming-fisheries/key-policies/common-agricultural-policy/cap-glance_en
https://www.dw.com/en/eu-lawmakers-pass-common-agricultural-policy-deal-but-green-critics-sound-alarm/a-59912440
https://www.reuters.com/world/europe/late-night-breakthrough-brings-eu-closer-deal-farm-subsidies-2021-06-25/
https://www.economist.com/europe/2021/05/27/how-farmers-still-rule-europe
https://www.reuters.com/world/europe/late-night-breakthrough-brings-eu-closer-deal-farm-subsidies-2021-06-25/
https://www.reuters.com/world/europe/late-night-breakthrough-brings-eu-closer-deal-farm-subsidies-2021-06-25/
https://www.theguardian.com/environment/2021/jun/25/environmental-claims-of-new-eu-farm-subsidy-policy-are-questioned
https://www.economist.com/europe/2021/05/27/how-farmers-still-rule-europe
https://ec.europa.eu/environment/strategy/forest-strategy_en
https://www.washingtonpost.com/politics/2019/03/04/wto-just-ruled-against-chinas-agricultural-subsidies-will-this-translate-big-us-win/
https://data.oecd.org/agrpolicy/agricultural-support.htm
https://www.oecd-ilibrary.org/agriculture-and-food/agricultural-policy-monitoring-and-evaluation-2017_agr_pol-2017-en
https://www.oecd-ilibrary.org/sites/049d4bd3-en/index.html?itemId=/content/component/049d4bd3-en
https://www.nasdaq.com/articles/china-to-give-farmers-%243.1-bln-in-subsidies-amid-rising-costs-2021-06-18
https://www.fas.usda.gov/china-2020-export-highlights
https://www.reuters.com/business/plunge-us-soy-exports-china-2021-exposes-phase-1-flaws-braun-2022-02-09/#:~:text=U.S.%20Census%20Bureau%20data%20on,%2429.1%20billion%20set%20in%202013.
https://www.agriculture.com/news/crops/wto-rules-china-gave-its-growers-unfair-wheat-and-rice-subsidies
https://www.agriculture.com/news/crops/wto-rules-china-gave-its-growers-unfair-wheat-and-rice-subsidies
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The WTO and Agricultural Subsidies  
Within the WTO, there are stark differences in the treatment of fossil fuel and agricultural subsidies. 
Unlike fossil fuel subsidies, agricultural subsidies have been the target of numerous WTO disputes, 
and member states have long debated how to reform agricultural trade. The WTO Agreement on 
Agriculture prohibits export subsidies on agricultural products unless the subsidies are specified 
in members’ lists of commitments. Members agree to keep trade-distorting subsidies, known as 
“amber box” subsidies, below an established threshold, and members do not need to account for 
subsidies that fall below an agreed upon share of a member’s value of production, known as the 
de minimis level. There are also significant exceptions for developing countries, especially least 
developed countries, which rely on supplies of cheap, subsidized foods. 

Unlike fossil fuels, there is a specific working group directed toward agricultural trade, though 
negotiation topics are focused primarily on ensuring food security and reducing trade barriers rather 
than addressing climate change connected to agriculture. As with fossil fuel subsidies, WTO subsidy 
reform on reporting would be beneficial. China, the United States, and the European Union are 
all involved in subsidy and agricultural negotiations, but they have not specifically tethered those 
negotiations to climate change or their own domestic actions.  

Addressing the climate effects of agricultural subsidies offers several spillover benefits. More open 
global agricultural markets would facilitate green technology transfer among countries that can 
make agriculture more efficient and reduce environmental damage. A non-distorted agricultural 
sector would also redistribute production in line with comparative advantages and encourage 
resilience in response to climate change. 

Fishery Subsidies  
Governments spend approximately $35 billion in annual fisheries subsidies, which encourages overfishing 
and reduces oceans’ capacities to absorb carbon. Approximately one-third of fish stocks are overfished, 
threatening coastal communities that rely on fishing for food and income. Similar to agriculture, climate 
change connected to fishing is cyclical. As the climate changes and the ocean warms, ocean ecosystems 
are disrupted, and fishers spend more time at sea, engaged in more destructive fishing practices since 
fish are increasingly difficult to catch. Oceans are also important carbon sinks. Bottom trawling, a highly 
destructive fishing practice that destroys 1.9 million acres of seabed each year, releases stored carbon. That 
release alone amounts to 47.7 million tons of carbon each year, roughly equivalent to annual global air 
travel. The majority of fishing subsidies are capacity-enhancing subsidies, meaning that they support fleets 
through means such as fuel subsidies.  

China, the European Union, and the United States all engage in heavy subsidization of their fishing 
industries. China is the world’s largest fishing economy, responsible for more than 35 percent of global 
catch. China is also the world’s largest subsidizer of fisheries and provides roughly $7 billion in fishing 
subsidies each year. China has committed to capping the number of distant-water fishing vessels, which 
largely operate outside of established legal frameworks, but has not released data its progress. The European 
Union provides around $3.8 billion in fishery subsidies annually and implemented its Common Fisheries 
Policies in 2013, which was intended to meet sustainable exploitation rates for all fish stocks by 2020. That 
goal has still not been met, and the European Maritime Fisheries and Aquaculture Fund will provide $7 
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billion to the fishing sector from 2021 to 2027. The United States provides approximately $3 billion annually 
in fisheries subsidies for increasing capacity and promoting sustainable management of fisheries.  

China, the European Union, and the United States each have unique demands regarding fishery subsidies 
and WTO rules. A key tension in negotiations is special treatment for developing countries, where 
indigenous and coastal communities often rely on fishing for sustenance and income alike. That debate is 
complicated because China has not been shy about exploiting its developing country status. While there 
is sympathy for allowing countries to establish carve-outs, particularly for sustenance fishers, China has 
argued for special treatment as a developing country, despite its position as the world’s largest fisher, 
exporter, and subsidizer of fishing. The European Union, on the other hand, has attracted criticism for 
seeking exceptions for subsidies for fuel and fish price supports as long as it maintains sustainability 
programs to replenish fish stocks, even though the effectiveness of such programs is debatable. Overall, 
progress on fisheries has been stymied by tensions over how to define “overfishing” and whether a ban on 
subsidies should apply to individual vessels or fleet operators. To date, China, the European Union, and the 
United States have each exploited ambiguity in the WTO system to their advantage.

Fisheries have been one of the major areas of subsidy negotiations, which have been ongoing for 20 
years. However, WTO director-general Ngozi Okonjo-Iwaela is pushing for an agreement in conjunction 
with the WTO’s now-postponed 12th Ministerial Conference (MC12), although progress is uncertain as 
of this writing. Talks have focused largely on eliminating subsidies that contribute to illegal, unreported, 
and unregulated fishing, as well as reigning in specific member states’ policies, including subsidies, that 
encourage legal overfishing. The WTO has struggled to prove its relevance when it comes to using trade as 
a tool to fight climate change. Subsidy discussions are often narrowly focused on trade barriers and market 
access and often fail to recognize that fossil fuel, agriculture, and fishing subsidies contribute significantly 
to climate change. For the world to make meaningful progress on climate mitigation, the multilateral 
system must demonstrate its willingness to combat harmful subsidies. 

For the world to make meaningful progress on climate mitigation, 
the multilateral system must demonstrate its willingness to combat 
harmful subsidies.

Environmental Incentives and Subsidies 

UNITED STATES: GREEN SUBSIDIES AND LOCAL CONTENT REQUIREMENTS
As discussed in a previous paper, the Biden administration has pursued a “whole of government” approach 
to combating climate change, directing federal agencies to use all available tools to enact immediate 
reforms. Where the European Union has built a climate policy that combines regulation with incentives, 
the Biden administration is instead pursuing a climate agenda based primarily on incentives. Several 
climate groups believe this approach will not lead to sufficient change.  

Potentially complicating implementation of Biden’s climate agenda is the administration’s simultaneous 
pursuit of Buy America policies. The WTO’s interpretation of SOEs can be characterized as narrow, while its 
definition of subsidies is rather broad. Narrower still is the WTO’s handling of local content requirements 
(LCRs). While legitimate objectives, such as protecting the environment and encouraging the deployment 
of renewable energy, can comply with WTO rules under GATT Article XX exceptions, WTO jurisprudence 
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has not treated LCRs, even those relating to the deployment of renewables, as consistent with WTO 
rules. A wide range of green subsidies can be compliant with WTO law, but because LCRs are inherently 
discriminatory against imported goods, content requirements directly contravene WTO rules. As legal 
scholars Douglas Nelson and Laura Puccio note in a recent paper, all green energy cases relating to LCRs 
have been found to violate WTO law. That all LCRs, even those related to climate change mitigation, have 
been found to violate WTO rules could potentially complicate countries’ bids for green industrial policies if 
climate agendas stipulate LCRs. 

Certain renewable energy sectors, such as the U.S. solar industry, are heavily dependent on cheap imports from 
China. While the majority of U.S. solar jobs exist in sales, installation, and maintenance, select manufacturing 
firms within the domestic solar industry have repeatedly sought trade remedy protection in order to offset 
dumping and subsidies and scale up domestic manufacturing of solar panels, even though such trade remedies 
have played a contributing role in U.S. solar panels costing 50 percent more than the global average. In other 
words, along with Congress, the Biden administration continues to grapple with trade-offs between purchasing 
U.S.-made clean energy equipment and hastening the transition to renewables. 

By economic sector, transportation is the largest GHG-emitting sector in the United States, meaning the 
automobile industry is both a potential winner and loser when it comes to building a more renewable 
future since it could face far more rigorous environmental standards. On the other hand, the automobile 
industry will be the recipient of substantial government assistance in order to help the industry transition 
to a more renewable future. Biden’s January 2021 executive order on climate also contains a plan to spend 
$6 billion to transition the entire U.S. government fleet of nearly 650,000 vehicles to electric vehicles 
(EVs), although that funding is likely insufficient.   

The Biden administration’s climate agenda will continue to be constrained by what can be achieved in 
Congress, and so far there is room—albeit limited—for optimism. In late June, Democrats and Republicans 
agreed to a two-track approach that puts infrastructure into one bill and more comprehensive legislation, 
including core climate proposals, into separate legislation. In November 2021, Congress passed the $1.2 
trillion Infrastructure Investment and Jobs Act, also known as the Bipartisan Infrastructure Law (BIL). This 
package includes $550 billion of new funds to improve U.S. infrastructure. Although the infrastructure 
package omits most of the administration’s Build Back Better climate provisions, it does contain a number 
of provisions that both directly and indirectly advance broader climate goals. The bill provides $65 billion 
in funding to upgrade the electric grid, $7.5 billion for the development of EV charging networks across the 
country, and $5 billion in electric and low-emission bus fleets.  

The Biden administration’s climate agenda will continue to be 
constrained by what can be achieved in Congress, and so far there is 
room—albeit limited—for optimism.

The BIL includes $6 billion in funding for companies making batteries or processing component parts of 
batteries, including $3 billion intended to enhance U.S. manufacturing and recycling of batteries. In a bid 
to build more resilient North American battery supply chains, $150 million in funding is allocated toward 
critical minerals and recycling. Part of this funding also establishes a Battery Material Processing Grant 
Program within the Department of Energy, which will further support domestic supply chain resiliency.  

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3821671
https://www.solarpowerworldonline.com/2021/03/the-legal-status-of-the-section-201-tariffs-on-solar-panels-which-expire-in-2022/
https://www.epa.gov/ghgemissions/sources-greenhouse-gas-emissions
https://www.whitehouse.gov/briefing-room/presidential-actions/2021/01/27/executive-order-on-tackling-the-climate-crisis-at-home-and-abroad/
https://www.majorityleader.gov/content/bipartisan-infrastructure-investment-and-jobs-act-bolsters-climate-resilience-prioritizes


William Alan Reinsch & Emily Benson  |  13

After the infrastructure package was passed, Democrats in Congress have attempted to reach a deal 
regarding their broader Build Back Better agenda. The initial proposal consisted of $3.5 trillion in funding 
but was reduced significantly to $1.85 trillion during negotiations. As proposed, the Build Back Better Act 
contains a number of provisions that could exacerbate trade tensions with foreign partners. In September, 
congressional Democrats proposed a tax credit of up to $12,500 on zero-emission vehicles, although the 
increment over the current $7,500 tax credit would be limited to vehicles made in the United States by 
union workers. As written, qualifying EVs would receive $500 in tax credits that satisfy domestic content 
requirements, meaning EVs with batteries produced in the United States. Not only do companies such 
as Tesla and Toyota oppose the provision since their workers are not unionized, but stipulating this local 
content requirement may conflict with WTO obligations. Such provisions underscore the tension between 
creating jobs, deploying renewables, and accelerating emissions reductions. 

The bill passed in the House also includes domestic production incentives for electricity. One component 
is a bonus tax credit for electricity produced with certain renewable resources, such as solar, geothermal, 
and wind. Producers would qualify for a bonus tax credit of 2 percentage points, which increases to 10 
percentage points if it also meets prevailing wage and labor stipulations. Another tax incentive applies to 
energy properties. Examples are those that produce solar, geothermal, and wind energy facilities, fuel cell 
property, energy storage technology, microgrid controllers, linear generators, and biogas properties. These 
properties would be eligible for a bonus credit if they satisfy domestic content requirements. 

Though the package was significantly pared back, in late December 2021 Senator Manchin (D-WV) 
indicated he was unable to support the reconciliation package, dealing a potentially fatal blow to the 
Biden administration’s agenda. Despite slowing down his own party’s efforts to pass this comprehensive 
legislation, Senator Manchin in early 2022 indicated that reaching a compromise on the climate 
components of the legislation would be relatively easy, particularly compared with some of the social 
safety net provisions. 

While Democrats contemplate next steps on the reconciliation package, they have added climate 
provisions to other bills, including the America COMPETES Act, the House version of the Senate’s 
United States Innovation and Competition Act. The COMPETES Act, for example, includes research 
and development (R&D) funding for the Department of Energy’s Office of Science to enable growth and 
innovation for a more renewable future by supporting research on energy storage, solar, hydrogen, fusion 
energy, carbon removal, and other areas. The bill would also provide $3 billion to support the domestic 
solar industry. The bill also contains language on climate diplomacy. It charges the U.S. Department of 
State with ensuring that each U.S. mission abroad has a climate diplomacy strategy and allocates specific 
funding to the Green Climate Fund. Other provisions of the bill seek to combat imports from nonmarket 
economies by strengthening U.S. trade remedy laws and lowering the de minimis level, prohibiting goods 
from nonmarket economies and countries on the U.S. Trade Representative’s Priority Watch List. 

Outside of Congress and in line with Biden’s “whole of government” approach, agencies have taken it upon 
themselves to redirect existing funds. For example, the Department of Energy has already announced 
it will invest an additional $100 million into the existing Advanced Research Projects Agency-Energy 
(ARPA-E) to support the transition to low-carbon technologies. 

As the United States heads into midterm elections that could see a shift of power in Washington, 
Democrats will need to decide whether to parse climate provisions into smaller bills and attempt to 
pass them individually or to continue with their strategy of lumping large and diverse policies into large 
legislative packages. The inclusion of domestic production incentives, such as local content requirements, 

https://www.cnbc.com/2021/09/14/tesla-toyota-and-honda-criticize-4500-tax-credit-for-union-made-evs.html
https://www.businessinsider.com/joe-manchin-climate-spending-deal-build-back-better-biden-2022-1
https://rules.house.gov/sites/democrats.rules.house.gov/files/BILLS-117HR4521RH-RCP117-31.pdf
https://www.congress.gov/bill/117th-congress/senate-bill/1260
https://arpa-e.energy.gov/news-and-media/press-releases/us-department-energy-announces-100-million-transformative-clean
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also underscores prevailing political tensions in the United States and the administration’s desire to 
protect workers and reshore manufacturing, despite the risk that doing so could slow the fight against 
climate change. The Biden administration’s recent decision to extend Trump-era tariffs on solar imports—
with targeted changes—underscores a central policy dilemma in the administration over reconciling the 
trade and climate agenda with goals of protecting U.S. workers.  

Another problem complicating the administration’s climate agenda is that many states will challenge 
pieces of it. In August 2021, Missouri attorney general Eric Schmitt sued to block an order to take 
“social costs” into account when calculating the true cost of GHG emissions, despite the international 
endorsement of social costs as an appropriate measurement. Republicans generally favor climate policies 
that are focused on innovation and technologies, preferring a market-based approach to climate change 
mitigation. If Republicans gain a majority in either the House or the Senate in the 2022 elections, 
prospects for strong federal action will dim. 

EUROPEAN UNION: GREEN SUBSIDIES
Although far from perfect, the European Union has made significant progress when it comes to climate 
change mitigation policies. While the European Union only accounts for 10 percent of global GHG 
emissions, it hopes that its climate policies, particularly the Carbon Border Adjustment Mechanism 
(CBAM), will result in the “Brussels effect,” whereby European standards are exported and adopted abroad. 
While subsidies are not highly centralized in the European Union, certain parts of the renewable transition 
are handled at the EU level. In 2018, the European Union provided €92 billion in total energy subsidies, of 
which 30 percent went to solar, 22 percent went to wind, and 16 percent went to biomass.

The European Union’s 2021–2027 budget focuses heavily on climate-related provisions, and budget 
funding is allocated for projects carried out by member states. Thirty percent of the €2 trillion Multiannual 
Financial Framework and NextGenerationEU supports climate action, and 37 percent of the €723.8 billion 
Recovery and Resiliency Facility plan is allocated to climate action. Additionally, the Modernization Fund, 
a key aspect of the European Green Deal that receives revenue from the Emmissions Trading System, offers 
funding to member states to help them achieve 2030 targets. The European Commission announced the 
first round of investments in August 2021, allocating €202 million for solar installations in the Czech 
Republic; €91 million for smart meter infrastructure, building efficiency, and electrical grids in Poland; and 
over €11 million to Hungary. 

The European Commission expressly encourages public procurement of green goods in order to effectuate 
greener demand and consumption. The Green Public Procurement (GPP) is a voluntary instrument for 
member states to increase renewable procurement, which the commission defines as “a process whereby 
public authorities seek to procure goods, services and works with a reduced environmental impact 
throughout their life cycle when compared to goods, services, and works with the same primary function 
that would otherwise be procured.” Belgium, Denmark, the Netherlands, and Sweden are current leaders of 
green procurement, with 40 to 60 percent of their procurement considered green. Denmark is estimated 
to spend €5.5 billion per year on GPP, or 13 percent of their procurement budget. Overall, the total EU 
procurement budget among EU member states is an estimated €2.3 trillion, meaning it has the spending 
power to move renewable markets. 

Underscoring the complexities at the nexus of trade and climate, ambitious EU proposals are sometimes 
complicated by the fact that the bloc depends on imports to realize its climate ambitions. For example, the 
European Green Deal sets a target of 40 percent renewable energy by 2030, but the European Union is a 
net energy importer, meaning decarbonization will either require imports of green technology, including 

https://www.stltoday.com/business/local/missouri-ag-schmitt-sues-biden-for-calculating-social-costs-of-greenhouse-gases/article_3cdcdb5e-a3e5-501b-9288-7a5f21e76a14.html?utm_medium=social&utm_source=twitter&utm_campaign=user-share
https://blogs.imf.org/2015/05/18/act-local-solve-global-the-5-3-trillion-energy-subsidy-problem/
https://www.consilium.europa.eu/en/policies/the-eu-budget/long-term-eu-budget-2021-2027/
https://ec.europa.eu/clima/news/modernisation-fund-first-eur-304-million-support-climate-neutrality-3-beneficiary-countries_en
https://ec.europa.eu/environment/gpp/index_en.htm
https://ec.europa.eu/environment/gpp/versus_en.htm
https://www.climateworks.org/wp-content/uploads/2019/09/Green-Public-Procurement-Final-28Aug2019.pdf
https://www.oneplanetnetwork.org/initiative/partnership-green-public-procurement-denmark
https://www.climateworks.org/wp-content/uploads/2019/09/Green-Public-Procurement-Final-28Aug2019.pdf
https://ec.europa.eu/info/strategy/priorities-2019-2024/european-green-deal/delivering-european-green-deal_en#cleaning-our-energy-system
https://ecfr.eu/publication/the-geopolitics-of-the-european-green-deal/
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cheap Chinese imports, or Europe will need to scale up domestic production on an industrial scale, or 
both. In the European Union, feed-in tariffs, which promise small producers of renewable energy an 
above-market price for their energy, account for 70 percent of total renewable subsidies. Furthermore, 
understanding that their own emissions reductions will be insufficient in bringing the world back from the 
climate brink, the European Union is taking advantage of the opportunity to lead climate policy standards 
for other countries, particularly China and the United States. The impetus behind the European Union’s 
CBAM is to reduce free-riding among other countries with less ambitious climate goals, reduce carbon 
leakage, and spur greater commitments among major emitters, such as China and the United States. That 
would have the additional advantage of making EU domestic policies more politically palatable. 

Underscoring the complexities at the nexus of trade and climate, 
ambitious EU proposals are sometimes complicated by the fact that 
the bloc depends on imports to realize its climate ambitions.

However, it remains to be seen if the CBAM will exacerbate trade tensions that could ultimately slow the 
bloc’s decarbonization agenda. It appears likely that EU implementation of a CBAM would present other 
nations with three scenarios at the nexus of trade and climate. The first is a death spiral—a cycle of mutual 
recrimination and charges of protectionism whereby countries abandon multilateral commitments and fail 
to meet their emissions targets. The second is a virtuous cycle, whereby countries follow the EU lead, meet 
their multilateral commitments, and facilitate a race to the top to combat climate change. A third scenario 
may amount to a “big yawn,” whereby countries conclude that the EU action will have no immediate 
impact on them and simply continue along their own paths.  

CHINA: GREEN SUBSIDIES
China’s climate policies and climate spending are ambitious, but it remains to be seen whether current 
and future Chinese climate mitigation efforts will reverse the catastrophic effects of climate change or 
whether China’s plan represents big money with small goals. Although China lags significantly behind the 
European Union and United States in terms of climate change mitigation, it has succeeded in terms of 
scaling up production of green goods and ensuring that the price of renewable energy is competitive. From 
2010 to 2020, China invested $818 billion in the renewable energy sector, far outpacing the United States. 
Nevertheless, China maintains the modest goal of sourcing 16.5 percent of its power consumption from 
solar and wind by 2025. This pales in comparison to EU and U.S. energy objectives, despite China’s position 
as the global leader when it comes to the total amount of installed wind and solar capacity.  

China has pledged to achieve carbon neutrality by 2060, and meeting that target will require massive 
government spending. That goal is estimated to cost $14.7 trillion, averaging an astonishing $4.9 trillion 
per decade, equal to multiple Marshall Plans of capital deployment per year and surpassing the annual 
Chinese budget, which in 2020 was $3.4 trillion. In 2020, China’s budget for renewable power subsidies 
grew 14 percent over the previous year, amounting to $13 billion in total. In a move indicative of the 
success of China’s scale-up of renewable energy, China halted subsidies in August 2021 for new onshore 
wind projects, concentrated solar photovoltaic power plants, and distributed solar photovoltaic projects for 
commercial use since these projects are now price competitive with coal-powered electricity.  

https://www.investopedia.com/terms/f/feed-in-tariff.asp
https://ec.europa.eu/energy/sites/ener/files/progress_on_energy_subsidies_in_particular_for_fossil_fuels.pdf
https://www.bloombergquint.com/technology/china-has-a-42-billion-clean-energy-debt-and-it-s-getting-worse
https://www.wsj.com/articles/chinas-green-power-funding-is-blowing-in-the-wind-11619003815
https://www.whitehouse.gov/briefing-room/statements-releases/2021/04/22/fact-sheet-president-biden-sets-2030-greenhouse-gas-pollution-reduction-target-aimed-at-creating-good-paying-union-jobs-and-securing-u-s-leadership-on-clean-energy-technologies/
https://www.energypolicy.columbia.edu/research/commentary/trends-and-contradictions-china-s-renewable-energy-policy
https://odi.org/en/insights/five-expert-views-on-chinas-pledge-to-become-carbon-neutral-by-2060/
https://www.bloomberg.com/news/articles/2020-03-13/unraveling-the-mysteries-of-china-s-multiple-budgets-quicktake
https://www.bloomberg.com/news/articles/2020-06-18/china-raises-renewable-power-subsidies-7-5-to-13-billion
https://www.spglobal.com/platts/en/market-insights/latest-news/electric-power/061121-china-to-halt-subsidies-for-some-types-of-wind-solar-projects-ndrc
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It remains to be seen whether current and future Chinese climate 
mitigation efforts will reverse the catastrophic effects of climate change 
or whether China’s plan represents big money with small goals.

While China has phased out wind and solar subsidies, it continues to subsidize EVs. Between 2009 and 
2017, China subsidized the new electric vehicle (NEV) industry—including battery electric, plug-in hybrid, 
and hydrogen fuel cell vehicles—with an estimated $58.7 billion in R&D, tax exemptions, and financing for 
EV charging stations. China has invested heavily in battery R&D and has erected trade barriers to foreign 
sales in the Chinese battery market. China also incentivizes NEV manufacturing through a dual-credit 
policy, a quota/subsidy system that rewards NEV fleet share increases. China also encourages demand by 
providing subsidies to keep costs low, and since 2013, China has provided direct subsidies to automakers 
to lower the price of NEVs. In 2020, direct subsidies started at $1,400 for vehicles with a range of 250 
km and increased to $3,600 for vehicles with a range of 400 km. Provincial governments can supplement 
central subsidies up to 50 percent. China also waives sales tax on NEV purchases and has been steadily 
increasing government procurement of NEVs, which is estimated to account for over 40 percent of all sales 
between 2007 and 2017. 

In addition to subsidies, China has implemented a number of trade barriers on NEVs. First, the Ministry of 
Industry and Information Technology has a “whitelist” of batteries in Chinese NEVs, basically all domestic 
Chinese batteries, that qualify for subsidies. If a car sold in China has a non-approved battery, it does 
not receive the buyer subsidy. Second, China places a 25 percent or higher tariff on foreign car sales to 
incentivize domestic joint ventures. These joint ventures often come with requirements for technology 
transfer that can disincentivize foreign EV manufacturing in China. Third, China uses its air quality 
standards as a tool to bar foreign sales domestically. For example, new standards for heavy-duty trucks in 
China are stricter than in the European Union, incentivizing purchases of domestic trucks. 

GREEN SUBSIDIES OVERVIEW
The United States, European Union, and China are pursuing individual approaches to climate change. 
The United States’ approach can be characterized as moderate spending with moderate goals. Compared 
to the European Union and China, U.S. spending on climate change mitigation is unambitious, and 
even moderate proposals are being met with fierce opposition in Congress. On the other hand, China 
is spending big, although its goals, if they are indeed easily attainable, are too modest to achieve 
sufficient decarbonization, and its goal of achieving carbon neutrality by 2060 is likely too late to stave 
off significant environmental deterioration. Since the European Union accounts for a far smaller share of 
global emissions, it arguably has a smaller, albeit steeper, hill to climb since reducing emissions will likely 
become more difficult as the low-hanging fruit gets picked first. In other words, the United States has a 
greater long-term opportunity to invest in renewable energy and decarbonization over time, realizing that 
immediate, large-scale investment is politically impossible.  

Compared to the European Union and China, U.S. spending on 
climate change mitigation is unambitious, and even moderate 
proposals are being met with fierce opposition in Congress.

https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/181127_Kennedy_NEV_WEB_v3.pdf?wJboZdPX5rhUfie1yaPEnws2uKUQJccQ
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https://global.chinadaily.com.cn/a/202006/29/WS5ef9491ea310834817255b83.html
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Carbon Pricing and Border Adjustments

EU CBAM AND WTO COMPATIBILITY 
In addition to domestic measures to combat climate change, some actors—particularly the European 
Union—have begun exploring carbon border adjustment measures, which have both domestic and 
international consequences. The European Commission released its Fit for 55 proposal, which has a 
target of a 55 percent reduction in carbon emissions by 2030. This proposal also contains the bloc’s 
CBAM, which has garnered considerable attention worldwide. The CBAM, which covers iron and steel, 
aluminum, electricity, fertilizers, and cement, is intended to address both carbon leakage—the idea that 
companies move production offshore to profit from other countries’ lower standards for carbon-intensive 
production—and the harm done to domestic industries by imports from lower-standard countries.3 The 
CBAM requires importers to the European Union to purchase carbon certificates equivalent to the price 
and amount of carbon produced during production or manufacturing. The proposal uses the European 
Union’s Emissions Trading System (ETS) rules for carbon pricing to determine the cost. Under the ETS, the 
European Union grants emissions allowances—which function like permits to emit carbon—that are either 
allocated for free, auctioned off, or traded. The EU cost of carbon hit a record high of €97.50 ($106.67) per 
ton in February 2022. However, a persistent problem with the ETS price is that it is driven by supply and 
demand, and demand has so far been inadequate, in part a result of subsidized fossil fuel energy, which 
has kept the carbon price artificially low. Climate experts believe the price of carbon should be significantly 
higher—near $125 per ton—for these policies to have real impact. 

The CBAM will reduce the number of emissions allowances for all sectors and phase the allowances out 
entirely by 2035 to mitigate carbon leakage. However, if non-EU producers demonstrate their imports 
already include the carbon price in the exported products, the corresponding certificate cost can be fully 
deducted. With a gradual phase-in, the CBAM initially only applies to five identified sectors that have 
a high risk of carbon leakage: iron and steel, cement, fertilizer, aluminum, and electricity generation. A 
recent E3G study found that the total net CBAM cost would equal roughly €1.0 billion in 2026 across 
imports from the European Union’s six major trading partners. That number increases to €1.6 billion in 
2035. According to the CBAM regulation, the United States is barely affected, while the most affected 
countries are Russia, Ukraine, and Turkey, whose iron and steel exports take the biggest hit. A United 
Nations Conference on Trade and Development study, however, found that Chinese products, in particular 
aluminum, would be the second most affected by a CBAM after Russia. The fees collected from the CBAM 
will then be used in the European Union’s budget and will be allocated toward climate projects. With the 
gradual phase-in of the CBAM, importers would have to report the embedded emissions in their goods 
during the transition phase, beginning in 2023.  

The system is intended to be finalized and functional by 2025, at which point the European Commission 
will re-evaluate its effectiveness and decide whether or not to extend the CBAM to additional goods, 
products, and services, potentially including financial services. This framework intends to encourage 
non-EU countries to embrace green technologies and decarbonization of their production processes. The 
CBAM is designed to cover imports from all non-EU countries and least developed countries (LDCs) which 
do not participate in the EU ETS or have their own ETS. A major shortcoming of the CBAM is that it does 
not cover agriculture, which accounts for 10 percent of EU emissions. The CBAM does cover electricity 
since importers of fossil fuels combust them in the European Union and are thus subject to taxes and 

3.  A recent proposal would expand the CBAM to cover organic chemicals, hydrogen, and polymers. It would also shorten the transi-
tional period from three years to two. 

https://www.consilium.europa.eu/en/policies/eu-plan-for-a-green-transition/
https://ec.europa.eu/info/sites/default/files/carbon_border_adjustment_mechanism_0.pdf
https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_3661
https://www.reuters.com/business/energy/europes-carbon-price-nears-100-euro-milestone-2022-02-04/#:~:text=The%20benchmark%20EU%20carbon%20permit,carbon%20market%20launched%20in%202005.
https://9tj4025ol53byww26jdkao0x-wpengine.netdna-ssl.com/wp-content/uploads/E3G-Sandbag-CBAM-Paper-Eng.pdf
https://ec.europa.eu/info/sites/default/files/carbon_border_adjustment_mechanism_0.pdf
https://unctad.org/system/files/official-document/osginf2021d2_en.pdf
https://www.europarl.europa.eu/news/en/headlines/society/20210303STO99110/carbon-leakage-prevent-firms-from-avoiding-emissions-rules
https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/651922/EPRS_BRI(2020)651922_EN.pdf
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CO2 credits. However, this system could also create a bureaucratic headache for third-country producers 
of renewable power, for example, solar power from Morocco. While the CBAM is already an ambitious 
proposal on its own, the European Commission will announce a revised ETS in January 2023. 

The European Commission has repeatedly argued that its CBAM has been designed to comply with WTO 
rules. However, affected countries, such as China, Russia, Turkey, and Ukraine, have claimed that the new 
border mechanism is a protectionist policy disguised as a climate mechanism. The burden will therefore 
fall on the European Union to demonstrate that the CBAM is transparent, non-preferential, and reciprocal. 
There are several ways this could play out. 

An immediate area of concern surrounding the CBAM is whether or not it is inherently discriminatory. 
Since other countries exporting like products with weaker carbon emissions standards would have to pay 
higher fees, the CBAM could violate the Most Favored Nation Principle (MFN) in GATT Article I, which 
establishes the fundamental principle of the WTO. MFN stipulates that imported goods should be treated 
equally as locally produced goods, and as proposed, the European Union’s CBAM would treat such products 
differently. However, since products’ varying levels of carbon-intensity may reduce their likeness, it may 
not constitute discrimination or an MFN violation.  

A CBAM could also encounter problems with regard to GATT Article III, which requires that any internal 
regulations, laws, and trade practices offer national treatment and not provide any preferential treatment 
or protection for domestic goods or production over imported products. If the CBAM price is only applied 
to imported goods, this could constitute an Article III violation. However, the CBAM could be considered 
WTO-compliant if the carbon pricing scheme charges fees no higher than the domestic carbon emissions 
tax. Since the CBAM complements the EU ETS, these tied measures may help avoid an Article III violation. 

Forcing LDCs to adjust their supply chains and update their production facilities to decarbonize could put 
additional burden on these economies, although the EU proposal does leave room for developing country 
exemptions. However, charging a price based on the average emission amount within a country could result 
in individual exporters paying higher fees, despite using more efficient processes, which could violate Article 
III.2. In addition to the aforementioned potential inconsistencies with WTO rules, the CBAM could also 
potentially violate Article 10.1 of the Trade Facilitation Agreement, which seeks to limit the bureaucratic 
complexity of imports and exports, such as burdensome paperwork. Additional requirements for importers 
could create a substantial compliance burden, which many experts regard as the most onerous and 
potentially consequential part of the CBAM. As the incidence and complexity of the products’ importation 
documentation process grows, this could directly contradict trade facilitation commitments. 

A CBAM could qualify as consistent with WTO rules under GATT Article XX(b) general exception, which 
permits certain behavior “necessary to protect human, animal or plant life or health.” One issue with 
relying on Article XX(b) is whether the CBAM can satisfy the chapeau requirements, which require a 
country seeking to use the exemption to provide non-preferential treatment among countries with like 
conditions and which also stipulate that the CBAM not constitute a disguised trade restriction. That the 
CBAM complements the ETS further bolsters its credibility in terms of consistency with existing WTO 
rules. However, the European Commission must ensure that domestic producers are not favored over 
international producers with regard to the carbon pricing fee. 

The application of the CBAM must not favor domestic production and must be levied in a fair and 
consistent manner. The justification of the CBAM must also be focused on the protection of the climate 
and the environment, not on protecting the competitiveness of European businesses against carbon 
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leakage. However, the European Union has indicated it will only rely on an Article XX defense as a 
last resort. Despite opponents of the CBAM claiming the proposal is a protectionist measure disguised 
as environmental policy, the implementation of this policy has advanced global discussions on 
decarbonization, and the possibility of it being implemented will likely encourage other countries to step 
up their own climate commitments. 

THE UNITED STATES’ BORDER CARBON ADJUSTMENT
Despite the administration’s stated reluctance to pursue a CBAM, immediately following the formal release 
of the European proposal, Senator Chris Coons (D-DE) and Representative Scott Peters (D-CA) introduced 
the FAIR Transition and Competition Act of 2021, which would establish a border carbon adjustment 
(BCA), but it has not thus far been included in the reconciliation package. The legislation proposes adding a 
fee on imported goods equivalent to the average domestic environmental cost incurred for the sector by its 
upstream GHG emissions or the sector benchmark emissions by the domestic environmental cost incurred 
by production. The proposal identifies steel, aluminum, cement, iron, natural gas, petroleum, and coal as 
primary targets. As proposed, the BCA differs from the European proposal in several ways. The CBAM is 
fundamentally based on a regulatory scheme that requires exporters to buy ETS credits. The United States 
does not have a domestic price on carbon or an emissions trading scheme. Unlike the CBAM, the U.S. BCA 
does not cover electricity, but it does cover fossil fuels. Funds raised via the BCA would be allocated to 
climate adaptation measures, climate technology investments, and support for workers adversely affected 
by climate change. With the United States transitioning toward cleaner technologies and production 
capacities, this mechanism aims to level the playing field by reducing the advantages of cheaper, more 
polluting technologies.  

The politics of a U.S. CBAM remain murky. Some think the Coons-Peters proposal was a trial balloon to test 
public and congressional support for a U.S. CBAM. Others saw it as an effort to push the administration 
in that direction. Either way, it is viewed as a placeholder that is unlikely to become law but which 
might set the stage for a more detailed proposal. Even if that appears, however, it will also suffer from 
the fact that the United States does not have a national price on carbon, which complicates measuring, 
implementation, and enforcement of any CBAM. The U.S. failure to institute a domestic carbon price also 
continues to hurt U.S. credibility abroad. 

The politics of a U.S. CBAM remain murky. . . . failure to institute a 
domestic carbon price also continues to hurt U.S. credibility abroad.

Climate Ambitions: U.S. States and EU Member States
Aside from federal action, several states have launched initiatives to reduce emissions. Eleven states 
(Connecticut, Delaware, Maine, Maryland, Massachusetts, New Hampshire, New Jersey, New York, Rhode 
Island, Vermont, and Virginia) have established the Regional Greenhouse Gas Initiative (RGGI), a regional 
cap-and-trade program for the power sector. However, with a carbon price of just over $7, this regional 
initiative is much closer to China in its modest ambition than to European efforts. California also has an 
economy-wide cap-and-trade system, which is designed to encourage decarbonization over time. Finally, 
Washington state is expected to enact a cap-and-invest program that is set to launch in 2023. While these 
state initiatives represent progress on climate, they are a far weaker alternative to currently proposed 
federal regulation and incentive programs and pale in comparison to EU member state efforts. 

https://ec.europa.eu/commission/presscorner/detail/en/qanda_21_3661
https://www.coons.senate.gov/imo/media/doc/GAI21718.pdf
https://www.c2es.org/content/market-based-state-policy/
https://www.rggi.org/
https://www.eia.gov/todayinenergy/detail.php?id=47256
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MOST CLIMATE AMBITIOUS U.S. STATES 
Selected based on carbon intensity of electricity generation, total share of electricity generated from 
renewables, and environmental goals.

State 

Share of 
Electricity 
Consumption 
Produced 
Renewably 
(2020) GHG Goal 

Carbon 
Pricing Policy Electricity Portfolio EV Policies 

GHG Emissions 
Intensity of 
Electricity 
Generation (2020)

California 33% 40% below 
1990 levels 
by 2030 

Cap and trade Renewable standard: 100% 
of electricity sales from 
renewable sources by 2045 

Decoupling: both 
gas and electric 

385 lbs CO2/MWh 

Maine 79% Neutrality 
by 2045 

RGGI cap and 
trade member

Renewable standard: 
100% of electricity from 
renewable sources by 2050 

Decoupling: 
electric only 

210 lbs CO2/MWh 

Washington 90% 100%  
by 2045 

Cap and trade Clean energy standard: 
100% clean energy by 2045 

Decoupling: both 
gas and electric 

216 lbs CO2/MWh 

LEAST CLIMATE AMBITIOUS U.S. STATES 
Selected based on carbon intensity of electricity generation, total share of electricity generated from 
renewables, and environmental goals.

State  

Share of 
Energy 
Consumption 
Produced 
Renewably 
(2019/2020) GHG Goal

Carbon 
Pricing Policy Electricity Portfolio EV Policies  

GHG Emissions 
Intensity of 
Electricity 
Generation (2020)

West 
Virginia 

5.5%  No reduction/
reporting 
requirements 

N/A N/A; repealed renewable 
portfolio standard in 2015

N/A 1,911 lbs CO2/MWh 

Kentucky 7% No reduction/
reporting 
requirements 

N/A N/A Lost revenue 
adjustment: 
both gas and 
electric

1,715 lbs CO2/MWh 

Indiana 9% No reduction/
reporting 
requirements 

N/A Clean energy goal: 10% 
of electricity produced 
renewably by 2025  

N/A 1,542 lbs CO2/MWh 

https://www.energy.ca.gov/data-reports/energy-almanac/california-electricity-data/2020-total-system-electric-generation
https://www.edf.org/climate/california-leads-fight-curb-climate-change
https://www.edf.org/climate/california-leads-fight-curb-climate-change
https://www.edf.org/climate/california-leads-fight-curb-climate-change
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.statista.com/statistics/1133295/electric-sector-carbon-dioxide-emission-rate-by-state-united-states/
https://www.eia.gov/state/analysis.php?sid=ME#:~:text=In%202020%2C%2079%25%20of%20Maine's,wood%20and%20wood%2Dderived%20fuels.
https://www.natlawreview.com/article/maine-climate-council-releases-final-climate-action-plan#:~:text=In%20June%202019%2C%20Maine%20Governor,achieve%20carbon%20neutrality%20by%202045.
https://www.natlawreview.com/article/maine-climate-council-releases-final-climate-action-plan#:~:text=In%20June%202019%2C%20Maine%20Governor,achieve%20carbon%20neutrality%20by%202045.
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.statista.com/statistics/1133295/electric-sector-carbon-dioxide-emission-rate-by-state-united-states/
https://www.eia.gov/state/analysis.php?sid=WA
https://www.commerce.wa.gov/growing-the-economy/energy/ceta/#:~:text=On%20May%207%2C%202019%2C%20Governor,greenhouse%20gas%20emissions%20by%202045.
https://www.commerce.wa.gov/growing-the-economy/energy/ceta/#:~:text=On%20May%207%2C%202019%2C%20Governor,greenhouse%20gas%20emissions%20by%202045.
https://www.c2es.org/content/state-climate-policy/
https://www.commerce.wa.gov/growing-the-economy/energy/ceta/#:~:text=On%20May%207%2C%202019%2C%20Governor,greenhouse%20gas%20emissions%20by%202045.
https://www.commerce.wa.gov/growing-the-economy/energy/ceta/#:~:text=On%20May%207%2C%202019%2C%20Governor,greenhouse%20gas%20emissions%20by%202045.
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.statista.com/statistics/1133295/electric-sector-carbon-dioxide-emission-rate-by-state-united-states/
https://www.eia.gov/state/analysis.php?sid=WV
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.statista.com/statistics/1133295/electric-sector-carbon-dioxide-emission-rate-by-state-united-states/
https://www.eia.gov/state/analysis.php?sid=KY
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.statista.com/statistics/1133295/electric-sector-carbon-dioxide-emission-rate-by-state-united-states/
https://www.eia.gov/state/analysis.php?sid=WY
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.ncsl.org/research/energy/greenhouse-gas-emissions-reduction-targets-and-market-based-policies.aspx
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.c2es.org/content/state-climate-policy/
https://www.statista.com/statistics/1133295/electric-sector-carbon-dioxide-emission-rate-by-state-united-states/
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MOST CLIMATE AMBITIOUS EU MEMBER STATES 
Selected based on carbon intensity of electricity generation, total share of electricity generated from 
renewables, and environmental goals. 

Member 
State

Share of 
Energy 
Consumption 
Produced 
Renewably 
(2019 ) GHG Goal 

Carbon Tax 
Rate Electricity Portfolio EV Incentives

GHG Emissions 
Intensity of 
Electricity 
Generation (2019)

Sweden 56.3% Net zero  
by 2045 

€116.33/
metric ton 
(highest in 
the world) 

Renewable energy 
standard: 100% of 
energy production from 
renewable sources by 2040  

Government grants 
available for both EV 
vehicle and charging 
station purchases 

12g CO2e/kWh 

Latvia 40.9% Net zero  
by 2050 

€12.00/
metric ton  

Partial renewable 
energy standard: 40% of 
energy generated from 
renewables by 2020  

Government 
subsidizes new EV 
purchases 

150g CO2e/kWh 

Austria 33.6% Net zero  
by 2050 

N/A 100% renewable 
electricity supply by 2030 

Grants available for 
chargers and new EV 
purchases; EVs also 
largely tax exempt 

94g CO2e/kWh 

LEAST CLIMATE AMBITIOUS EU MEMBER STATES  
Selected based on carbon intensity of electricity generation, total share of electricity generated from 
renewables, and environmental goals. 

Member 
State

Share of 
Energy 
Consumption 
Produced 
Renewably 
(2019) GHG Goal 

Carbon 
Tax Rate

Electricity 
Portfolio EV Policies  

GHG Emissions 
Intensity of 
Electricity 
Generation 
(2019) 

Hungary 12.6% Net zero by 2050 N/A Unclear electricity 
goals  

Some 
application-
based EV 
grants 
available 

226g CO2e/kWh 

Poland  12.2% 23% of final energy 
consumption will be from 
renewables by 2030; 30% 
reduction by 2030; only member 
to not commit to the EU’s net 
zero by 2050 goal 

N/A Partial renewable 
standard: goal of 
14% of electricity 
generation from 
renewables by 2030  

Some 
purchase and 
tax incentives 
available 

751g CO2e/kWh 
(highest in EU) 

Czech 
Republic 

16.2% Net zero by 2050 N/A Unclear electricity 
goals 

EVs exempt 
from purchase 
and road taxes 

432g CO2e/kWh 

China’s National Carbon Trading Market
In 2019, China consumed more coal than the rest of the world combined, and while the country’s progress 
on climate mitigation has been slow, it is rapidly improving. Since 2013, China has launched eight 
initial pilot programs for a carbon ETS in different parts of the country. The Shenzhen Emissions Trading 
System was organized under the Ministry of Ecology and Environment, and the National Carbon Market 
was officially launched in 2017. This program was officially condensed into a national carbon ETS in July 

https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://ec.europa.eu/eurostat/databrowser/view/nrg_ind_ren/default/table?lang=en
https://www.government.se/495f60/contentassets/883ae8e123bc4e42aa8d59296ebe0478/the-swedish-climate-policy-framework.pdf
https://www.government.se/495f60/contentassets/883ae8e123bc4e42aa8d59296ebe0478/the-swedish-climate-policy-framework.pdf
https://taxfoundation.org/carbon-taxes-in-europe-2021/
https://taxfoundation.org/carbon-taxes-in-europe-2021/
https://taxfoundation.org/carbon-taxes-in-europe-2021/
https://taxfoundation.org/carbon-taxes-in-europe-2021/
https://sweden.se/climate/sustainability/energy-use-in-sweden
https://sweden.se/climate/sustainability/energy-use-in-sweden
https://sweden.se/climate/sustainability/energy-use-in-sweden
https://sweden.se/climate/sustainability/energy-use-in-sweden
https://blog.wallbox.com/en/sweden-ev-incentives/
https://blog.wallbox.com/en/sweden-ev-incentives/
https://blog.wallbox.com/en/sweden-ev-incentives/
https://blog.wallbox.com/en/sweden-ev-incentives/
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://ec.europa.eu/eurostat/databrowser/view/nrg_ind_ren/default/table?lang=en
https://www.climate-laws.org/geographies/latvia/policies/latvia-s-strategy-to-achieve-climate-neutrality-by-2050
https://www.climate-laws.org/geographies/latvia/policies/latvia-s-strategy-to-achieve-climate-neutrality-by-2050
http://arbon-taxes-in-europe-which-european-countries-have-a-carbon-european-countries-have-a-carbon-tax-sweden.png/
http://arbon-taxes-in-europe-which-european-countries-have-a-carbon-european-countries-have-a-carbon-tax-sweden.png/
https://www.iea.org/countries/latvia
https://www.iea.org/countries/latvia
https://www.iea.org/countries/latvia
https://www.iea.org/countries/latvia
https://eng.lsm.lv/article/economy/transport/state-plans-to-cover-4500-of-electric-car-purchase-in-latvia.a417302/
https://eng.lsm.lv/article/economy/transport/state-plans-to-cover-4500-of-electric-car-purchase-in-latvia.a417302/
https://eng.lsm.lv/article/economy/transport/state-plans-to-cover-4500-of-electric-car-purchase-in-latvia.a417302/
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://ec.europa.eu/eurostat/databrowser/view/nrg_ind_ren/default/table?lang=en
https://unfccc.int/sites/default/files/resource/LTS1_Austria.pdf
https://unfccc.int/sites/default/files/resource/LTS1_Austria.pdf
http://arbon-taxes-in-europe-which-european-countries-have-a-carbon-european-countries-have-a-carbon-tax-sweden.png/
https://www.iea.org/reports/austria-2020
https://www.iea.org/reports/austria-2020
https://blog.wallbox.com/austria-ev-incentives/
https://blog.wallbox.com/austria-ev-incentives/
https://blog.wallbox.com/austria-ev-incentives/
https://blog.wallbox.com/austria-ev-incentives/
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://ec.europa.eu/eurostat/databrowser/view/nrg_ind_ren/default/table?lang=en
https://www.climatechangenews.com/2020/06/04/hungary-sets-2050-climate-neutrality-goal-law-issues-green-bond/
https://hungarytoday.hu/govt-calls-new-huf-3-bn-tender-electric-car-subsidies/
https://hungarytoday.hu/govt-calls-new-huf-3-bn-tender-electric-car-subsidies/
https://hungarytoday.hu/govt-calls-new-huf-3-bn-tender-electric-car-subsidies/
https://hungarytoday.hu/govt-calls-new-huf-3-bn-tender-electric-car-subsidies/
https://hungarytoday.hu/govt-calls-new-huf-3-bn-tender-electric-car-subsidies/
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://ec.europa.eu/eurostat/databrowser/view/nrg_ind_ren/default/table?lang=en
https://www.reuters.com/article/us-poland-energy/poland-adopts-2040-energy-compass-to-navigate-away-from-coal-idUSKBN2A225K
https://www.reuters.com/article/us-poland-energy/poland-adopts-2040-energy-compass-to-navigate-away-from-coal-idUSKBN2A225K
https://www.reuters.com/article/us-poland-energy/poland-adopts-2040-energy-compass-to-navigate-away-from-coal-idUSKBN2A225K
https://www.reuters.com/article/us-poland-energy/poland-adopts-2040-energy-compass-to-navigate-away-from-coal-idUSKBN2A225K
https://www.gov.pl/attachment/376a6254-2b6d-4406-a3a5-a0435d18be0f#:~:text=Poland%20declares%20reaching%20a%2021,projected%20share%20of%2027%25).
https://www.gov.pl/attachment/376a6254-2b6d-4406-a3a5-a0435d18be0f#:~:text=Poland%20declares%20reaching%20a%2021,projected%20share%20of%2027%25).
https://www.gov.pl/attachment/376a6254-2b6d-4406-a3a5-a0435d18be0f#:~:text=Poland%20declares%20reaching%20a%2021,projected%20share%20of%2027%25).
https://www.gov.pl/attachment/376a6254-2b6d-4406-a3a5-a0435d18be0f#:~:text=Poland%20declares%20reaching%20a%2021,projected%20share%20of%2027%25).
https://www.gov.pl/attachment/376a6254-2b6d-4406-a3a5-a0435d18be0f#:~:text=Poland%20declares%20reaching%20a%2021,projected%20share%20of%2027%25).
https://theicct.org/publications/poland-electric-passenger-car-market-sept2020
https://theicct.org/publications/poland-electric-passenger-car-market-sept2020
https://theicct.org/publications/poland-electric-passenger-car-market-sept2020
https://theicct.org/publications/poland-electric-passenger-car-market-sept2020
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://ec.europa.eu/eurostat/databrowser/view/nrg_ind_ren/default/table?lang=en
https://www.eafo.eu/countries/czech-republic/1729/incentives
https://www.eafo.eu/countries/czech-republic/1729/incentives
https://www.eafo.eu/countries/czech-republic/1729/incentives
https://www.eea.europa.eu/data-and-maps/indicators/overview-of-the-electricity-production-3/assessment-1
https://www.brookings.edu/articles/can-the-united-states-and-china-reboot-their-climate-cooperation/
https://ets-china.org/ets-in-china/
https://unfccc.int/climate-action/momentum-for-change/activity-database/momentum-for-change-shenzhen-emissions-trading-scheme
https://unfccc.int/climate-action/momentum-for-change/activity-database/momentum-for-change-shenzhen-emissions-trading-scheme
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2021. Included within Beijing’s 5-year plan (2021–2025) and the culmination of the previous eight pilot 
ETSs, the Chinese carbon trading program establishes a system where companies buy and sell permits to 
emit CO2 or other GHGs. However, the GHG emissions management systems calculate the annual CO2 
emissions through submitted reports and documentation, and no onsite audits are used in the verification 
process. Furthermore, the current ETS only encompasses the energy sector, which significantly reduces the 
effectiveness of the system, although the eventual plan is for it to extend to the steelmaking, construction, 
and chemical industries.  

Despite the potential to make some progress on combating climate change, the Chinese ETS has several 
shortcomings, primarily its low carbon price. The market opened on the Shanghai Environment and 
Energy Exchange with an initial price of ¥48 per ton, equal to $7.40 per ton, although by February 2022 
the price had already climbed to $10.22 per ton. While the price increase has been fairly quick, the low 
cost of carbon still compares unfavorably to the European price of roughly $103 per ton in February 2022. 
Additionally, excess allowances are allocated to companies for free rather than placing the permits up 
for auction. Therefore, the quota would create an oversupply of permits and with no limit or cap on total 
emissions. Overall, this trading system is much more limited than the EU ETS, ultimately diminishing the 
viability of the policy.   

With the goal of reaching peak carbon emissions in 2030 and carbon neutrality by 2060, China’s ETS 
demonstrates modest but likely insufficient progress. While complaints have warned of the system 
being too limited, current implementation reflects only phase one of the EU ETS rollout. This trial phase 
with relaxed rules is intended to introduce the system to encourage buy-in from companies, meaning 
the gradual introduction of the National Carbon Trading Market will likely lay the foundation for future 
stricter legislation and actions by the Chinese government. Furthermore, it remains to be seen whether 
the Chinese ETS is a first step in a more comprehensive international climate agenda, one that would more 
closely align with the EU and U.S. agendas.  

Overall, China has established ambitious goals to combat climate change, but it is far too slow in 
implementing them to make meaningful progress in time to stave off catastrophe. However, leveraging 
trade and investment is likely to be a more successful strategy for persuading China to ramp up its 
climate commitments than pressure and diplomatic negotiation, particularly since progress on climate 
has stalled domestically in the United States, reducing U.S. negotiating leverage. In July 2021, a group of 
environmental NGOs, including the Sunrise Movement and MoveOn, penned a letter to President Biden 
urging the administration and Congress to “eschew the dominant antagonistic approach to U.S.-China 
relations and instead prioritize multilateralism, diplomacy, and cooperation with China to address the 
existential threat that is the climate crisis.” Despite a September 2021 meeting in which the Chinese 
hinted at wanting to expand the scope of climate talks, it is unlikely that the United States and China 
will be able to cooperate overtly on climate in the face of the many other divisive issues. That does not, 
however, preclude them from moving in parallel toward climate goals they both share and which respond 
to domestic political imperatives in both countries. 

https://www.scmp.com/business/banking-finance/article/3141325/china-kicks-national-carbon-trading-exchange-using-market
https://cen.acs.org/energy/China-launches-national-carbon-trading/99/web/2021/07
https://www.reuters.com/business/energy/analysts-raise-eu-carbon-price-forecasts-gas-rally-persists-2022-01-25/
https://www.ft.com/content/3bcc2380-8544-4146-ba71-83944caff48d
http://foe.org/wp-content/uploads/2021/07/Cooperation-Not-Cold-War-To-Confront-the-Climate-Crisis-129.pdf
https://www.dw.com/en/china-and-us-agree-to-cooperate-and-strengthen-dialogue-on-climate-change/a-59057015
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Comparison of United States, European Union, and Chinese Sectoral Energy Ambitions

United States European Union China

Goal Year Goal Year Goal Year

Solar 45% of energy 2050 20% of energy 2050 23% of energy 2060

Wind 30 GW offshore 2030 50% of energy  
(33% onshore,  
17% offshore)

2050 24% of energy 2060

Nuclear None None 15% of energy 2050 15% of energy 2060

Hydrogen Double or Quadruple None 40 GW 2030 1 million cells 2030

Biomass None None 2% of energy 2050 5% of energy 2060

NEVs* 50% of sales 2030 55% emissions 
reduction; 100% 
emissions reduction

2030; 
2035

40% of sales 2030

Sources: Authors’ compiliation from White House, U.S. Department of Energy, European Commission, Clean Energy Wire, Reuters, MIT, 
Bloomberg. 

Comparison of United States, European Union, and Chinese Sectoral Energy Priorities

United States European Union China

Solar High Priority Medium Priority High Priority

Wind Medium Priority High Priority Medium Priority

Nuclear Low Priority Medium Priority High Priority

Hydrogen Low Priority High Priority High Priority

Biomass Low Priority Low Priority Low Priority

NEVs* High Priority High Priority High Priority

Source: Authors’ research and analysis.

*New-Energy Vehicles (NEVs) include battery electric, plug-in hybrid, and hydrogen fuel cell vehicles.

Climate change is a problem of the global commons, but implementation of solutions will inevitably be 
national. Therefore, it is best if world leaders in climate solutions—including China, the European Union, 
and the United States—collaborate to find common ground rather than pursuing inconsistent policies. One 
good place to begin to move toward policy convergence is by working to establish a common methodology 
for life-cycle carbon assessments, which can best be done through existing multilateral frameworks, such as 
the OECD. While China is not a member of the OECD, the European Union and United States should work 
together to establish an agreed-upon methodology for measuring carbon in order to preempt accusations 
of protectionism and forestall litigation at the WTO while creating more certainty in international markets. 
Success in such an effort would make the virtuous circle outcome referred to above more likely. 

https://www.whitehouse.gov/briefing-room/statements-releases/2021/03/29/fact-sheet-biden-administration-jumpstarts-offshore-wind-energy-projects-to-create-jobs/
https://thehill.com/changing-america/sustainability/energy/571256-biden-administration-shoots-for-the-sun-with-goal-of
https://eur-lex.europa.eu/resource.html?uri=cellar:749e04bb-f8c5-11ea-991b-01aa75ed71a1.0001.02/DOC_2&format=PDF
https://www.cleanenergywire.org/news/europe-vies-china-clean-hydrogen-superpower-status
https://www.reuters.com/business/retail-consumer/eu-proposes-effective-ban-new-fossil-fuel-car-sales-2035-2021-07-14/
https://news.mit.edu/2021/chinas-transition-electric-vehicles-0429
https://www.bloomberg.com/news/articles/2020-09-28/china-s-top-climate-scientists-lay-out-road-map-to-hit-2060-goal
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Other Multilateral Trade and Climate Initiatives  

CLIMATE CHANGE EFFORTS AT THE WTO
While lack of political will makes it unlikely that environmentally harmful subsidies will see substantial 
reform in the near future at the WTO, there are other ongoing efforts within the WTO system aimed 
at fighting climate change. In November 2019 at the United Nations, New Zealand launched the 
Agreement on Climate Change, Trade, and Sustainability (ACCTS) initiative with Costa Rica, Fiji, 
Iceland, and Norway to leverage trade rules to tackle climate change. The ACCTS aims to remove tariffs 
on environmental goods, make new commitments on environmental services, establish binding rules 
to eliminate fossil fuel subsidies, and develop voluntary eco-labelling guidelines. The effort also aims to 
build on stalled G20 and Asia-Pacific Economic Cooperation commitments to remove fossil fuel subsidies. 
As of April 2021, ACCTS leaders plan to introduce a statement at MC12 on fossil fuel subsidy reform, 
which the European Union plans to join for the first time. The United States and China are not joining. 
Although it is commendable for countries such as New Zealand to take creative approaches to climate 
problems—for example, by designing a unique, open plurilateral to tackle environmental problems—this 
approach is far less desirable than a multilateral agreement among members to jointly address an urgent 
global commons problem. Furthermore, while plurilateral efforts may seem like the only viable option, 
WTO member states can—and must—do better. 

In Decemer 2021, the WTO announced it would advance three ongoing environmental initiatives: the 
Trade and Environmental Sustainability Structured Discussions (TESSD), the Informal Dialogue on Plastics 
Pollution and Sustainable Plastics Trade (IDP), and Fossil Fuel Subsidy Reform (FFSR). 

 ▪ TESSD: Canada introduced TESSD in November 2020 on behalf of the Friends Advancing Sustainable 
Trade. In February 2022, TESSD participants presented a draft plan to members that outlined six key 
areas of focus, including facilitating the trade of environmental goods and services, as well as assessing 
the environmental effects and trade impacts of subsidies. TESSD is scheduled to convene three times in 
2022, while informal working groups will continue to meet for more detailed discussions over trade-
related climate masures, environmental goods and services, and circularity. TESSD sponsors include 
Australia, Canada, Chad, Chile, China, Costa Rica, the European Union, The Gambia, Fiji, Iceland, Japan, 
Liechtenstein, Maldives, Mexico, Moldova, Montenegro, New Zealand, North Macedonia, Norway, 
Senegal, South Korea, Switzerland, Taiwan, the United Kingdom, and the United States.

 ▪ IDP: At the November 2020 Committee on Trade and Environment meeting, Fiji introduced a statement 
establishing the IDP as an open-ended informal dialogue to explore how the WTO could contribute 
to domestic and global efforts to reduce plastics pollution and foster plastics trade sustainability. It 
coincides with a similar push for reducing plastics multilaterally at the UN Environment Assembly. Since 
its inception, the IDP has been spearheaded by Australia, Barbados, China, Ecuador, Fiji, and Morocco 
and has the personal backing of WTO director-general Okonjo-Iweala. The release of a factual report and 
potential declaration is planned for MC12. As of October 2021, sponsors include Australia, Barbados, 
Cabo Verde, Canada, the Central African Republic, China, Ecuador, Fiji, The Gambia, Jamaica, Kazakhstan, 
Morocco, New Zealand, Switzerland, Thailand, and the United Kingdom.

 ▪ FFSR: FFSR, an effort New Zealand launched in 2017, aims to phase out inefficient and 
environmentally destructive fossil fuel subsidies. For now, the FFSR is a dialogue among countries, 
but FFSR members hope that it will spur more systemic change within the WTO regarding fossil 
fuel subsidies. The European Union signed the draft ministerial declaration ahead of the originally 
scheduled MC12, but the United States and China did not. 

https://www.iisd.org/articles/time-accts-five-countries-announce-new-initiative-trade-and-climate-change
https://www.beehive.govt.nz/sites/default/files/2019-09/ACCTS joint leaders statement.pdf
https://sdg.iisd.org/news/wto-committee-on-trade-and-environment-discusses-efforts-to-address-climate-change-improve-sustainability/
https://www.wto.org/english/news_e/news21_e/envir_15dec21_e.htm
https://wtoplurilaterals.info/plural_initiative/fossil-fuel-subsidy-reform-ffsr/
https://docs.wto.org/dol2fe/Pages/FE_Search/FE_S_S009-DP.aspx?language=E&CatalogueIdList=269445,269316,268553&CurrentCatalogueIdIndex=0&FullTextHash=&HasEnglishRecord=True&HasFrenchRecord=True&HasSpanishRecord=True
https://www.ciel.org/wp-content/uploads/2021/03/Progress-on-Plastics-Update-Issue-14-UNEA5.1-Feb-2021-1.pdf
https://www.wto.org/english/news_e/news21_e/tessd_29mar21_e.htm
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OTHER MULTILATERAL CLIMATE EFFORTS
Outside of individual country efforts and ongoing efforts at the WTO, multilateral efforts on climate 
change paint a worrisome picture about international follow-through on climate commitments. The 
Paris Agreement, signed in 2015, stipulated that developed countries would voluntarily commit $100 
billion annually to fight climate change by 2020. In 2019, countries mobilized $79.6 billion for climate 
finance for developing countries, an increase of 2 percent from the preceding year. A lack of international 
accountability can make it easy for countries to shirk responsibility on emissions reductions, which can 
contribute to free-riding among countries. One concern for countries meeting their aid goals revolves 
around the “reclassification” of existing aid flows, meaning that some contributions that indirectly 
promote climate change resiliency (such as safe drinking water and microfinance schemes) are not 
counted as climate change contributions but rather as general development contributions. Moreover, this 
modest goal of raising $100 billion from developed to developing countries to help combat climate change 
pales in comparison to estimates of the total cost of climate change mitigation. The IEA estimates that for 
the world to reach net-zero emissions by 2050, global clean energy investment annually would need to 
triple to $4 trillion. McKinsey estimates that achieving climate neutrality in Europe alone by 2050 requires 
€28 trillion in investments over the next 30 years. Morgan Stanley estimates that reducing global net 
carbon emissions to zero by 2050 would cost $50 trillion.

Beyond the Paris Agreement and the WTO, there are several other multilateral climate initiatives. The 
G20’s 2021 themes are “People, Planet, and Prosperity,” highlighting the prioritization of multilateral 
climate solutions in this forum. However, G20 energy and environment ministers failed to advance two 
key commitments at their annual summit—phasing out coal and preventing planetary warming below the 
Paris targets. Opposition to these changes came primarily from China, India, and Russia, and the modest 
commitments agreed to at the summit almost did not materialize due to last-minute disagreements from 
China. While the G20 reaffirmed its prior commitment to contributing $100 billion annually to climate 
programs in developing countries, no additional progress was announced. However, the Energy-Climate 
Ministerial Communiqué still featured a notable advancement on methane reduction. 

In June, the G7 plus Australia, India, South Africa, and South Korea committed to achieve net-zero 
emissions by 2050, halve emissions by 2030, conserve or protect at least 30 percent of land and oceans 
by 2030, phase out coal financing by 2030, and establish new mandatory corporate climate disclosures. 
The G7 also reaffirmed a prior commitment to contribute $100 billion to climate programs in developing 
countries, but no additional detail was provided. 

In April 2021, President Biden reconvened the Major Economies Forum (MEF) on energy and climate. This 
U.S.-led forum has 17 members, representing 80 percent of global GHG emissions and GDP. The group 
was first convened under President Obama and met periodically between 2009 and 2016. Under President 
Trump, the group met under the auspices of the EU-hosted Ministerials on Climate Action. During the 
MEF’s Leaders Summit on Climate, Argentina, Brazil, Canada, China, the European Union, Japan, Russia, 
South Korea, the United Kingdom, and the United States all committed to varying degrees of stronger 
climate actions. The United States notably committed to doubling annual climate financing to developing 
nations by 2024, based on the average of contributions from 2013 to 2016. Members of the MEF are 
Australia, Brazil, Canada, China, the European Union, France, Germany, India, Indonesia, Italy, Japan, 
Mexico, Russia, South Africa, South Korea, the United Kingdom, and the United States. 

In November, global leaders convened at the COP26 in Glasgow, Scotland, in a bid to increase cooperation 
on combating climate change. Although the Glasgow conference fell short on a key objective—phasing out 
coal production—it nonetheless saw progress in other areas, namely the Global Methane Pledge, which 

https://unfccc.int/process-and-meetings/the-paris-agreement/the-paris-agreement
https://www.oecd.org/newsroom/statement-from-oecd-secretary-general-mathias-cormann-on-climate-finance-in-2019.htm
https://www.theguardian.com/environment/2013/apr/04/climate-change-renewableenergy
https://www.iea.org/reports/net-zero-by-2050
https://www.mckinsey.com/business-functions/sustainability/our-insights/how-the-european-union-could-achieve-net-zero-emissions-at-net-zero-cost
https://www.morganstanley.com/ideas/investing-in-decarbonization
https://www.reuters.com/world/g20-loath-commit-climate-meeting-tussle-over-carbon-wording-2021-07-23/
https://www.g20.org/the-g20-climate-and-energy-ministerial-meeting-adopts-a-joint-communique.html
https://www.bbc.com/news/world-57461670
https://sdg.iisd.org/news/leaders-summit-showcases-clean-energy-commitments-to-tackle-global-climate-crisis/
https://sdg.iisd.org/news/leaders-summit-showcases-clean-energy-commitments-to-tackle-global-climate-crisis/
https://www.whitehouse.gov/briefing-room/statements-releases/2021/04/22/executive-summary-u-s-international-climate-finance-plan/
https://www.bbc.com/news/world-59137828
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seeks to reduce methane emissions by 30 percent by 2030 and drew over 100 signatories. While there were 
other positive surprises, such as Saudi Arabia and Russia committing to a net-zero future, the conference 
demonstrates that international cooperation and progress on climate will likely be issue-specific, fractured, 
and incremental over time. 

Recommendations 
With a rapidly deteriorating climate, the international community is facing a global commons problem 
that requires urgent action. However, in tandem with the quest for climate mitigation strategies, a trend 
of increased protectionism in trade policy has emerged. As countries seek to deploy new technologies, 
scale up renewables, and reduce emissions, the European Union, China, and the United States are each in 
various stages of considering policies that erect barriers, which, if not coordinated, could slow the global 
effort toward decarbonization. Trade is a tool that can be used to accelerate efforts to combat climate 
change, and it is important that China, the European Union, and the United States work together to 
coordinate trade policies that will more effectively mitigate climate change, including:

 ▪ Reducing environmentally harmful and trade-distorting measures;

 ▪ Reducing domestic fossil fuel subsidies, and committing to eliminate them completely by 2030;

 ▪ Reducing tariffs on environmental goods that have direct environmental benefits;

 ▪ Joining current and future multilateral climate efforts; and

 ▪ Pursuing a global agreement on life-cycle carbon assessments at the OECD. 

As countries seek to deploy new technologies, scale up renewables, 
and reduce emissions, the European Union, China, and the United 
States are each in various stages of considering policies that erect 
barriers, which, if not coordinated, could slow the global effort 
toward decarbonization.

Countries should immediately work to remove environmentally harmful measures that are also trade 
distorting. While a deal to curb harmful subsidies at the WTO is unlikely, that should not preclude 
countries from pursuing domestic policies that will help them reallocate environmentally harmful 
subsidies toward climate friendly objectives. This includes phasing out fossil fuel subsidies, reducing 
subsidies that incentivize monoculture, and eliminating fishery subsidies. While a reduction or removal 
of fossil fuel subsidies could result in price increases, the IEA projects that energy costs and associated 
emissions will decrease over time due to technological advancements that streamline efficiency. 
Everyone—companies and citizens alike—will have to pay a price now for the benefit of having a habitable 
planet. Without significant price changes, economic behavior is unlikely to change, especially at a pace 
necessary to avert global disaster. As historian Adam Tooze writes, “What is at stake, entwined with 
questions of environmental policy, is the kind of regime we govern contemporary capitalism with.” In 
addition to enacting significant policy changes at the domestic level, China and the United States should 
join ongoing climate efforts at the WTO. Ahead of MC12, signing the joint communiqué on the need 
for fossil fuel subsidy reform would enhance U.S. credibility in Geneva and signal to the international 
community that the United States is serious about changing harmful subsidy behavior.

https://www.csis.org/analysis/life-after-cop26
https://iea.blob.core.windows.net/assets/4719e321-6d3d-41a2-bd6b-461ad2f850a8/NetZeroby2050-ARoadmapfortheGlobalEnergySector.pdf
https://foreignpolicy.com/2021/08/06/climate-conflict-europe-us-green-trade-war/
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China, the United States, and the European Union should also work in concert to make sure their domestic 
incentives for the green transition are WTO compliant. The WTO definition of a subsidy is broad, but it 
nevertheless provides leeway for climate objectives and is broadly regarded as compatible with worldwide 
efforts to decarbonize, whether through incentivizing EVs or clean power. In choosing what policies to 
pursue, countries must navigate among the potentially conflicting goals of accelerating the transition to 
renewables, providing jobs and growth for their domestic renewables industries, and respecting international 
trade rules. The United States, European Union, and China appear to be choosing different paths. 

For example, in the case of solar panels, the Biden administration is trying to resolve the dilemma by 
subsidizing domestic production through tax credits. If properly designed, the government can stimulate 
domestic production and job growth and not delay new installations by keeping the price of domestic 
products artificially low and thus competitive with imports (as of this writing the legislation has not been 
enacted and is not final). In that scenario, the taxpayers will ultimately bear the burden of subsidization, 
but in the short- and medium-term, the government could achieve its job creation objectives without 
slowing down solar panel installation. The administration appears to be sacrificing adherence to trade rules 
in an attempt to reconcile conflicting policies which involve either sacrificing domestic production for 
cheap imports or cutting off imports and slowing the renewable tranisition. 

If the tax credits prove large enough to convince developers and investors to accelerate production, then 
the Biden administration will have succeeded in implementing a policy that makes U.S. products cost-
competitive with foreign imports. However, if the price differential does not take into account current 
tariffs or if the tariffs are reduced over time, then the policy will likely be insufficient in achieving its 
objective. In February 2022, the Biden administration announced a four-year extension of the Trump era 
tariffs on solars, meaning most imports of solar cells and panels will be subject to 14 to 15 percent tariffs. 
However, the Biden plan includes some changes, such as exempting bifacial panels and doubling the tariff 
rate quota on solar cells to 5 gigawatts. With the continuation of 15 percent tariffs, the price gap between 
imported cells and those made domestically with tax credits would be relatively small. These credits could 
potentially offset that 15 percent tariff cost, while removing the Section 201 tariffs would mean the price 
advantage for imports may be insurmountable from a U.S. domestic production perspective. 

Another complicating factor is the prohibition in U.S. law on imports of products made by forced labor. 
The prohibition means that the United States may ultimately keep Chinese solar products out of the U.S. 
market, as well as panels from other countries that incorporate Chinese solar cells. It seems that the 
administration’s goal is to avoid these complexities and create an incentive that is substantial enough 
not to slow down installations while at the same time protecting and stimulating the domestic industry. 
However, these U.S. policies inherently discriminate against foreign products and are thus inconsistent 
with WTO rules. The proposed EV tax credit, for example, would violate the national treatment obligation 
outlined in GATT Article III, which seeks to eliminate hidden domestic barriers to foreign competition. 
Furthermore, the SCM Agreement stipulates that “subsidies contingent, whether solely or as one of several 
other conditions, upon the use of domestic over imported goods” are actionable subsidies, meaning that 
this tax credit and other local content requirements in the Build Back Better agenda are likely to invite 
legal challenges in Geneva. 

China, meanwhile, has a different approach to reconciling its renewable transition with trade rules and 
domestic production. China has used a combination of investments and subsidies to boost its renewable 
energy sector, which contributes to reduced emissions domestically. Furthermore, the export of cheap 
green goods abroad has helped other countries reduce their emissions. While the subsidies for wind and 
solar projects have been phased out, the Chinese EV industry continues to receive significant subsidies and 

https://www.reuters.com/business/energy/biden-extends-modifies-trump-era-solar-tariffs-says-official-2022-02-04/
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is protected by a number of trade barriers, as discussed above. This policy combination ensures that China 
accelerates emission reductions and insulates its domestic industry. However, China’s policies fall short of 
international rules since many of them, particularly subsidies, result in adverse effects among other WTO 
members. China therefore chooses emissions reduction and protection of domestic industry over many of 
its international trade commitments, similar to the United States’ approach.  

In contrast, if any party has managed to reconcile these policies—incentivizing domestic production, 
accelerating decarbonization, and maintaining consistency with WTO rules—it is the European Union. 
Through its CBAM, the European Union has simultaneously managed to protect domestic industries that 
have made progress on decarbonization and encourage the adoption of greater climate mitigation actions 
while arguably remaining consistent with international trading rules, although that will not be clear until the 
final version of a CBAM is adopted. However, the EU approach differs significantly from the U.S. approach in 
that its primary goal is to level the carbon playing field rather than enhance domestic production.

The common element among China, the European Union, and the United States is that each country 
subsidizes its domestic renewable energy transition. Policy convergence occurs with subsidies, but 
divergence occurs when it comes to border measures, as demonstrated by U.S. tariffs, the EU border 
adjustment, and Chinese import restrictions. These differences demonstrate that it can be exceedingly 
difficult for governments to reconcile all three policy goals. Achieving environmental objectives is not 
incompatible with trade rules, but domestic content requirements are, as are subsidies that cause injury in 
foreign markets. However, a properly constructed CBAM would be able to avoide trade law violations while 
also providing some relief to domestic industries, which the European Union may have succeeded in doing 
with its proposed CBAM.

If any party has managed to reconcile these policies—incentivizing 
domestic production, accelerating decarbonization, and maintaining 
consistency with WTO rules—it is the European Union.

For a border adjustment to be compatible with WTO rules, it must meet two primary criteria. First, it 
must meet the non-discrimination test under GATT Article III, which prohibits domestic protection at the 
expense of foreign imports. A legally compliant border adjustment also must not violate GATT Article I, 
which prohibits discrimination among trading partners. As currently proposed, the EU CBAM fulfills both of 
these criteria, particularly since varying carbon content of goods affects the “likeness” of products traded. 

CALCULATING CARBON CONTENT
If countries are to develop CBAMs that are reasonably congruent, common agreement on measuring carbon 
content will be necessary. Currently, the GHG Protocol has become the de facto voluntary global standard 
for measuring carbon emissions of an organization or product. This involves the calculation of scope 
one (onsite), scope two (offsite), and scope three (upstream, downstream) emissions and is recognized 
by governments and private industry alike. While this standard is viable as a voluntary methodology, it 
lacks both legal enforceability or, in the case of scope three emissions, standardized methodologies on a 
product basis. To avoid a death spiral of mutual protectionism and to build guardrails that guide the global 
community toward a virtuous circle of trade and climate policy, the international community should work 
together to use the methodology defined by the GHG Protocol as a basis for harmonizing methodologies 
and determining product-specific life-cycle carbon assessment (LCA) calculations.

https://ghgprotocol.org/
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A confluence of factors, including the complexity of measuring carbon content, a lack of legally defined 
carbon calculation boundaries, the nuance of trade policy, and the lack of political will for reaching an 
agreement, mean that the international community has yet to define a standardized carbon accounting 
methodology, which includes upstream and downstream emissions. Because the WTO is a consensus-based 
organization, it is not an appropriate forum for determining a standard methodology for product-based 
life-cycle carbon content. As standards are generally developed by specific industries and implemented 
as policy, the United Nations Framework Convention on Climate Change is also not appropriate because 
it is a top-down organization that is often slow-moving and overly bureaucratic. The IMF has been very 
active on climate in recent years and has produced some of the most accurate estimates of the economic 
consequences of climate change (IMF estimates include social costs of carbon, meaning IMF estimates are 
magnitudes larger than others). However, IMF estimates can be so severe that they disincentivize countries 
from participating, and they only have a top-down perspective, which excludes the impact of actions 
undertaken by individual organizations or industries. One expert interviewed for this project suspected 
that if the WTO were to use IMF estimates for trade distorting measures, countries such as Pakistan and 
Saudi Arabia would be dissuaded from engaging and would likely push the topic to a different organization, 
where it would idle indefinitely. Overall, multilateral efforts to harmonize methodologies for LCAs should 
occur in a forum that leverages data that can get countries to the negotiating table, is climate policy 
agnostic, and that is seen as faster moving and less political than organizations such as the United Nations. 

With 38 members from North and South America, Europe, and the Asia-Pacific, the OECD emerges as the 
most effective candidate for standardizing LCA methodologies. In September, OECD secretary-general 
Mathias Cormann outlined why the OECD is the appropriate forum for convening leaders to establish a 
global carbon price. Diplomats present for those remarks regarded Cormann’s statement as an effort to 
thwart EU CBAM efforts. However, there is no reason the OECD could not help establish a methodology for 
LCAs. By facilitating an agreement that would help countries harmonize their carbon accounting schemes, 
the OECD could deliberately choose to serve as a forum that helps countries avoid a race to the bottom, 
which in turn would reduce trade frictions and decrease the likelihood for litigation in Geneva.

Arguably, the call for supporting a standardized product-specific carbon calculation methodology is 
less politically sensitive and has higher-levels of support among industry leaders than establishing a 
price on carbon itself. In addition, a standardized methodology would be required for any future policy 
mechanism, whether that be carbon pricing or carbon border adjustments. Another benefit to pursuing a 
carbon accounting framework through the OECD is that, depending on how an agreement is negotiated, 
its determinations can be legally binding on signatories. This means that an OECD framework could 
be stronger than the Paris Climate Accord, which is based on voluntary and nationally determined 
commitments. To launch this multilateral effort, OECD members should begin with a working group of 
trade and climate experts that will jointly develop a methodology for carbon accounting that succeeds in 
prioritizing the fair and accurate accounting of emission responsibility while remaining consistent with 
international trade rules. The United States should launch this working group to spur progress on carbon 
accounting harmonization and align the U.S. domestic climate agenda with its multilateral agenda.

Finally, in addition to establishing a trade and climate working group at the OECD, the United States 
should join other multilateral trade efforts that align with its climate ambitions. While the United States 
announced in November 2021 that it would join the TESSD, it should join other climate change initiatives 
at the WTO, starting with the IDP and FFSR. In addition to the WTO framework, the United States should 
follow through on its multilateral climate commitments, including green financing goals announced at the 
UN General Assembly in September. U.S. diplomatic credibility is collateral damage in ongoing domestic 

https://www.politico.eu/article/oecd-boss-carbon-pricing-should-come-through-us/
https://www.oecd.org/legal/legal-instruments.htm
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political disagreements on climate action. If the United States is unable to make meaningful progress on 
climate through Congress, the executive branch must pursue all available tools—including trade policy—to 
combat climate change.   

Conclusion 
What makes climate policy unique is that major emitting economies cannot free ride on other countries’ 
decarbonization efforts because riding the coattails of another country while failing to change would still 
lead to global catastrophe. It is thus impossible for the United States to free ride on Chinese progress 
on climate change and or the Chinese to free ride on European policy changes. Only through concerted, 
multilateral action can the world make meaningful progress on climate change. However, China, the 
European Union, and the United States are continuing to pursue climate change policy on their own terms 
and on their own timelines, attempting to reconcile the need to combat climate change with protecting 
domestic industry, all while remaining consistent with WTO rules. The European Union is currently the 
only one close to achieving all three objectives.

Thus emerges an unfortunate similarity at the nexus of climate and trade policy among these three 
countries: unilateralism. This unilateral approach occurs in both trade-distorting policies that are 
environmentally harmful and domestic attempts to combat climate change. China, the European Union, 
and the United States each engage in trade-distorting policies that are environmentally harmful by 
taking advantage of grey areas in multilateral rules. For example, in China, fishery subsidies contribute 
to fish stock depletion worldwide and reduce the ability of oceans to absorb CO2. In the European Union, 
agricultural subsidies account for the bloc’s largest percentage of GHG emissions. In the United States, 
fossil fuel subsidies artificially depress carbon-intensive energy costs, which comes at the expense of 
increased spending on renewable energy projects. The three parties have yet to overcome their unilateralist 
proclivities to address a fundamental problem of the global commons.

Divergence among these countries occurs in the policy design and content of their domestic trade policies 
that interact with climate change mitigation goals. China, for example, has endeavored to restrict imports 
of foreign electric heavy-duty vehicles, such as buses and trucks, by creating a specific and arduous 
standards regime that is stricter than the European standard and which essentially prevents foreign 
companies from being able to compete in the Chinese market. The European Union has pursued plans to 
implement a carbon border adjustment in a bid to hedge against carbon leakage and encourage foreign 
partners to accelerate decarbonization. And the United States is pursuing a climate agenda that creates 
significant incentives for local content and production at the expense of imports, including within the 
electricity sector.

Divergence among these countries occurs in the policy design and 
content of their domestic trade policies that interact with climate 
change mitigation goals.

In an era of increased uncertainty, existing WTO frameworks provide stability. WTO rules prohibit most 
forms of protectionist policies that may be discriminatory, even if they are geared toward combating 
climate change. However, WTO rules can also allow members to set their own environmental standards if 
they are implemented in a non-discriminatory manner. As previously noted, local content requirements in 
climate policies violate SCM Agreement rules, and jurisprudence has complicated the ability of countries 

https://csis-website-prod.s3.amazonaws.com/s3fs-public/publication/181127_Kennedy_NEV_WEB_v3.pdf?wJboZdPX5rhUfie1yaPEnws2uKUQJccQ
https://waysandmeans.house.gov/sites/democrats.waysandmeans.house.gov/files/documents/SUBFGHJ_xml.pdf
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to hold each other accountable when it comes to environmentally deleterious subsidies. Despite this 
limitation, it is in the best interest of countries to design their climate agendas utilizing the existing WTO 
framework. If each country continues to pursue unilateral objectives, the risks are substantial. Not only 
would a continuation of unilateral policies likely violate WTO rules, but additional trade barriers would 
slow global efforts to combat climate change. 

Despite the currently fragmented approach to trade as a tool to combat climate change, the best course of 
action, from both a trade and climate perspective, may be for the United States and China to follow the 
EU model. The EU CBAM could well end up being WTO compliant, elevate climate standards, and shield 
domestic industry from carbon leakage while rewarding heavy industry for its decarbonization efforts. 
In adopting their own equivalent border adjustments, the United States and China would reaffirm their 
commitment to a rules-based international trading system while simultaneously protecting domestic 
producers integral to domestic energy transition efforts. Furthermore, joint CBAM efforts would preclude 
the need to form climate clubs, which risk further fracturing the international system during a time that 
urgently demands global cooperation.

In the United States, the Biden administration should work toward liberalizing trade in green goods, 
avoid the temptation to include local content requirements in climate legislation, and use trade as a 
tool to push for a virtuous cycle of trade policies that expedites—not slows—the fight for our future. 
The administration’s reluctance to commit to plurilateral climate efforts in Geneva, including restarting 
Environmental Goods Agreement negotiations, directly conflicts with its agenda to improve global qualify 
of life, combat climate change, grow the domestic economy, and reengage with multilateral partners. 

The Biden administration should work toward liberalizing trade 
in green goods, avoid the temptation to include local content 
requirements in climate legislation, and use trade as a tool to push 
for a virtuous cycle of trade policies that expedites—not slows—the 
fight for our future.

The primary political and policy implications of carbon border adjustments are that, when designed 
correctly, they can achieve policies that comply with existing WTO rules, protect decarbonized domestic 
industries, and spur positive change among other international actors. The next few months and years are 
crucial in determining whether the world can forestall the looming crisis. It is imperative to place climate 
change mitigation at the forefront of the international trade agenda. Overall, when it comes to both 
trade and climate, unilateralism is counterproductive. Only through multilateral, legally compliant policy 
convergence can countries stave off environmental and economic collapse.    
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