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US Climate Change Policy
• In the wake of the financial crisis, the Administration 

linked economy recovery to a low carbon future.
The American Recovery and Reinvestment Tax Act of 2009 

Includes money for renewable energy, energy efficiency, and smart 
grid and electricity transmission – about $43 billion in spending plans 
and about $20 billion in tax provisions.

Obama’s 10-year budget blueprint
Imposes cap-and trade system (economy-wide) with 100% auction.
GHG emissions cut: 14% below 2005 levels by 2020 and 83% by 2050. 

• EPA CO2 limits may be used as a hammer both for 
legislation and international action.  

• Some states have adopted stringent policies.
California, regional initiatives (RGGI, WCI, Midwest accord)
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US Climate Change Policy (cont’d)

• Obama agreed to launch a new clean energy  
initiative with Canada as a step towards a North 
American climate change treaty. 

• Obama also promised an active role in Copenhagen
President will want progress on domestic legislation to 
strengthen his hand in reaching an international accord. 
But he will not want US position carved in stone before the 
international accord.  

• Will the US actually have domestic climate legislation 
in place before the Copenhagen summit in December 
2009? If not, US pledges may be discounted. 



4

Copenhagen Regime
• The Kyoto protocol expires in December 2012     

and its successor regime is meant to be agreed     
in Copenhagen in December 2009. 

• In Copenhagen, countries may reach agreement on 
emission targets and time paths with pledges by 
both developed and developing countries (common 
but differentiated responsibilities). 

What standard for target levels?: “per capita 
comparability” or “carbon price equivalency” or “historic 
emissions.”
What financial support and technology transfer to 
developing countries?

• Very likely, each country will choose its own 
method to meet targets.

• Reforms to the Kyoto mechanisms (e.g.,Clean 
Development Mechanism).
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CO2 emissions from fuel combustion 
(2006, million metric tons of CO2 )
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CO2 emissions projections (business as usual) 
(2005-2030, million metric tons of CO2)
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Competitiveness Issues
• “Leakage” and “Leverage”

Domestic action alone might weaken US firms and lead to 
the “leakage” of production and jobs to foreign firms.
Congress also wants to create “leverage” to encourage 
developing countries to limit their own rapidly growing 
emissions. 

• To address these concerns, many US climate 
bills include specific provisions.  

Free allocation of allowances, special exemptions, border 
adjustments.
Other countries have done the same in binding legislation 
(the European Union) or draft proposals (e.g., Australia 
and Canada). 
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Border Measures
• Border measures are gaining political support.

Limits on imports from countries that do not have 
comparable climate policies, and some forms of relief for 
exports of carbon-intensive products.
History shows that border adjustments have been decisive 
in securing political acceptance of value-added taxes 
(VATs). Many economists contend that, with flexible 
exchange rates, there is little difference between imposing 
a VAT at a product’s origin or at a product’s destination. 
Yet virtually all countries that adopt VAT systems have 
opted for destination principle border tax adjustments 
(BTAs). Under the origin principle, exports pay the tax and 
imports do not. Under the destination principle, imports 
pay the tax and exports do not. 
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Border Measures (cont’d)
• Border measures can be turned around and 

imposed on the US.
The largest foreign suppliers of carbon intensive goods 
are countries like Canada and the EU that emit 
considerably less carbon than the US on a sector or per 
capita basis.

• Border measures are unlikely to serve as an 
effective leverage to developing countries such as 
China and India.

The US imports small percentage of carbon intensive 
goods from developing countries such as China and India. 
China is a large producer of carbon intensive goods but 
consumes most at home. 

• Border measures stands a fair chance of being 
challenged by the WTO. 
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World Trade Organization
• Both import restrictions and measures that    

subsidize exports could be challenged in the WTO. 
Unilateral systems of import bans, border taxes, and 
comparability mechanisms could cause a drawn-out period 
of trade friction.
Existing WTO jurisprudence leaves ample room for 
conflicting interpretation.

• Can climate change be linked to future WTO 
negotiations?

Agree on free trade in “environmental goods and services”?
Through sector agreements, restrict international trade in 
designated goods to countries with GHG emission limits?
Write a plurilateral GHG Code of Good Practice?


