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MATRIX SCENARIO

EMISSIONS TARGETS/EFFECTS

(Per ton carbon tax, changes in GDP and prices 
of gasoline and electricity by 2010)

10% ABOVE 
1990 LEVELS

1990
LEVELS

10% BELOW 
1990 LEVELS

PERMIT
TRADING

No Inti trading
Estimates which do not account for international leakages

US target only 1- Gaskins 2- Gaskins, DRI 3- Gaskins
and Shakelton

Estimates which do account for international leakages 

Annex I targets only 4- 5- Walker 6- Walker

Targets for all nations 7- 8- Bagnoli 9- Whalley and Wigle

Annex I trading

Annex I targets only 10-

Targets for all nations 13-

11-

14-

12-

15-

World trading

Targets for all nations 17- 18- Whalley and Wigle



RANGE OF ESTIMATES FOR SCENARIOS

Estimates which do not account for international leakages
(1)

$15-125 carbon tax 
0.075-0.25% GDP decUne 
gasoline up 6-46 cents/gal* 
electricity up 1-8 cents/kwh

(2)
$25-150 carbon tax 
0.50-0.75% GDP decline 
gasoline up 9-56 cents/gal* 
electricity up 2-10 cents/kwh*

(3)
$40-200 carbon tax 
0.60-1.20% GDP decline 
gasoline up 15-74 cents/gal* 
electricity up 3-14 cents/kwh*

Estimates which do account for international leakages
(5)

$90 carbon tax 
0.80% decline in GDP 
gasoline up 20% 
electricity up 6 cents/kwh*

(6)
$225 carbon tax 
1.1% decline in GDP 
gasoline up 100% 
electricity up 15 cents/kwh*

(10)

$45 carbon tax
GDP growth 2.2% per annum 
(no baseline GDP provided) 
gasoline up 17 cents/gal* 
electricity up 3 cents/kwh*

(11)

$90 carbon tax 
0.9% decline in GDP 
gasoline up 33 cents/gal* 
electricity up 6 cents/kwh*

(12)

(13) (14) (15)

(16) (17) (18)

$88 carbon tax 
0.4% decline in GDP 
gasoline up 15 cents/gal* 
electricity up 3 cents/kwh*

Note: Gaskins reports results from the CRTM, OECD, FOSSIL 12, ERM, DWC, DGEM, Goulder, Global 
2100 models
Shakelton reports results from the DRI, LINK, Jorgenson and Goulder models
Walker used the Oxford model
Bagnoli use the G-cubed model
Whalley and Wigle used their own CGE model

* CEA estimate



Year 1994 y Kl >(x
log of total energy log of price of elec log of price Land area log of gdp
consumption households of gasoline per capita

pg.331 (IN SQ. KM)
U.S. 7.2264 6.8842 -1.22418 0.0377 8.802342
Japan 5.8188 7.9729 0.1441 0.0030 8.431635
Germany 5.4903 7.6363 -0.0141 0.0044 7.623642 •
France 5.0656 7.4642 0.01094 0.0094 7.191429
UK 5.0606 7.2640 -0.13811 0.0041 6.927068
Italy 4.7879 7.5533 0.04879 0.0053 6.925399
Canada 5.1516 6.5396 -0.95711 0.3448 6.298949
Australia 4.1625 6.8075 -0.70928 0.4348 5.775793
Austria 3.1398 7.5677 -0.13926 0.0104 5.288772
Belgium 3.6270 7.6224 0.019803 0.0030 5.428907
Denmark 2.7187 7.6488 -0.14272 0.0083 4.98839
Greece 2.7466 7.0510 -0.18874 0.0127 4.560173
Ireland 2.1138 7.2667 -0.11541 0.0192 3.951244
Luxembour 1.2782 7.2446 -0.27839 0.0064 2.639057
Mexico 4.6001 6.6692 -0.93649 0.0211 5.916741
Netherlands 4.0070 7.2027 0.123986 0.0022 5.812039
New Zealan 2.4397 6.6561 -0.60148 0.0752 3.93574
Norway 2.9226 6.6648 0.157004 0.0746 4.81462
Portugal 2.6462 7.5483 -0.0715 0.0093 4.465908
Spain 4.2081 7.6122 -0.20702 0.0128 6.178774
Sweden 3.5633 6.8917 0.016857 0.0510 5.281171
Switzerland 2.9786 7.3304 -0.09321 0.0059 5.550243 ^
Turkey 3.8002 6.7832 -0.60331 0.0126 4.872905

Regression Output;
Constant 1.52521
Std Err of Y Est 0.235675
R Squared 0.976238
No. of Observations 23
Degrees of Freedom 18

X Coefficient(^ -0.41908022098 -0.47622 -0.22107 0.922373
Std Err of Coef. 0.188170759417 0.185633 0.552774 0.038213



NOTES ON CLIMATE CHANGE PAPERS FOR EILEEN CLAUSSEN GROUP
mjm 11/15/96

Compliance Paper

• The paper should stress the importance of the compliance/enforcement issue because this 
is the foundation on which any effective agreement to reduce greenhouse gas (e.g., carbon 
dioxide) emissions will rest. This is especially true because the activities to reduce 
emissions are likely to be costly (perhaps very costly), providing an incentive for Parties to 
not comply (or even to evade requirements).

• I would argue that this point is so central to the issue that it should be the first paragraph 
in the paper.

• The material on binding dispute resolution and penalties needs to be thought through 
carefully. The U.S. probably does not want to be placed in a situation where some 
countries flout the agre^ent with little penalty (such as when European allie.s do not 
support sanctions against oil-producing nations). And the_U^. does not want to be put in 
a situation where penalties are imposed on it and the Congress refuses to pay (similar to 
th^case Avith UN dues).

Emissions Trading and Joint Implementation

• This paper needs to be substantially rewritten. It starts with the premise that the US seeks 
to implement international emissions trading and joint implementation (JI). The Deputies 
h^ not agreed to this. The July statement by Tim Wirth only said that the U.S. sought 
fleSHIIity using whatever tools are appropriate, including trading and JI.

• The bottom of Page 1 states that the ideal system is global emissions trading where overall 
greenhouse gas emissions are capped on a country by country basis, allowing borrowing 
and banking, allowed trades between gases, and included all Parties to the Convention. 
While this may be true, I have seen no demonstration that this is indeed the case and have 
some concerns about the underlying assumptions needed to show that this is the optimal 
system. (I think it relies on things like perfect capital markets, complete and perfect 
information among all parties, perfect enforcement, no transaction costs, and other things 
that do not really describe the world in which we live. If uncertainty i.s added anH markets 
are, imperfect, it is likely that models can be developed to show alternative systems to be 
superior.)

It is a big step to claim that international emissions trading is “ideal”. The Deputies are 
not there yet, and I don’t think they will be convinced to support this position by 
Decembet;. The paper should be written more as an overview of the issues involved in 
trading and JI and less as an advocacy piece.



The paper seems to conclude that the demonstration project on JI are reasonably 
successful. However, only 15 projects have been apprr>v<*H in tVu» lact l yparc i am not 
sure what these involve, but my instincts tell me these are things like planting trees in 
tropical lands and selling technology that may be less carbon intensive to developing 
countries. Under JI, the benefits are almost solely public relations and the claims for

/ reductions in greenhouse gas emissions are likely to be exaggerated. Given this, I would 
hesitate to promote JI as a major tool in addressing greenhouse gas emissions (though it
may be hglpful).

The material on what constitutes a “good” international trading system may be helpful in 
restructuring the paper.

I would suggest restructuring along the lines of:
Statement of Principles about flexibility; recall Tim Wirth’s statement about 
“including” trading and JI as possible tools to meet goal of emissions reduction 
Description of trading
Lining desirable qualities of an international trading scheme 
Listing open issues regarding trading (e.g., who can trade, does there need to be an 
international intermediary, etc.)
Cautions about embarking on a traHing nnlpiss all the other parts are in
place (a role for developing countries, real ways to ensure compliance, 
development of markets for emissions allowances and credits, etc.) 
Description of JI
Listing of su^ess stories
What has been learned through demonstration program 
What need to begone if JI is to be scaled up to larger size

This whole paper would become descriptive and suggestive rather than prescriptive and 
advocating a particular solution.
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EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL OF ECONOMIC ADVISERS

WASHINGTON, D.C. 20500

MEMBER

November 7, 1996

V; i
t- \j‘.r

MEMORANDUM FOR TIMOTHY WIRTH, UNDER SECRETARY FOR
GLOBAL AFFAIRS, STATE

FROM:

SUBJECT:

ALICIA MUNNEL 
JEFF FRANKEL

Three Climate Change Options

Before pulling together the best available information on 
the economic implications of three possible options coming out of 
Kyoto, we wanted to make sure that the options coincided with 
your sense of ambitious, moderate, and modest outcomes. The 
three options on our list are:

1. Stabilizing at 10 percent below 1990 emissions levels 
by 2020.

2. Stabilizing at 1990 emissions levels by 2020.

3. Stabilizing at 10 percent above 1990 emissions levels 
by 2020.

We would present the effect of each of these policies on the 
price of carbon (and on oil, coal, gasoline, etc) and on GDP.
All estimates would assume that the cutbacks were achieved in the 
most efficient way. The first set of numbers would assume that 
the cutbacks were all achieved domestically. We will also 
examine global targets. The second set would include 
international emissions trading among Annex 1 countries, with the 
initial endowment distributed in proportion to GDP. The third 
set would include international emissions trading, with the 
initial endowment distributed on the basis of population.

Please let us know as soon as possible whether you agree 
with this formulation of the exercise.

cc: Eileen Claussen
Rafe Pomerance

i y-
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UNITED STATES ENVIRONMENTAL PROTECTION AGENCY

WASHINGTON. D.C. 20460

NOV - 5 1996

OFFICE OF
POLICY, PLANNING AND EVALUATION

The Honorable Daniel Schaefer
Chairman, Subcommittee on Energy and Power
Committee on Commerce
U.S. House of Representatives
2125 Rayburn House Office Building
Washington, D.C. 20515

Dear Chairman Schaefer:

I am enclosing documents that the Environmental Protection 
Agency has identified in response to your request of August 7,
1996 for documents relating to climate change, and your 
restatement of that request at the September 26 hearing.

Based on those requests and follow-up discussions with your 
staff, we asked staff in our Offices of Policy, Planning and 
Evaluation (OPPE) and of Air and Radiation (OAR) who were 
involved in climate change-related activities during the relevant 
period to produce all EPA documents in their possession dating 
from January, 1993 that analyze the use of current or expanded 
legal authority that would be required to take additional actions 
to reduce greenhouse gas emissions — beyond those actions 
already contained in the 1993 Climate Change Action Plan. With 
the exception of certain documents that were prepared by or with 
other parts of the Executive Branch or that relate directly to 
sensitive, ongoing international negotiations, we are providing 
you the documents gathered by EPA that were responsive to this 
request.

Let me be clear about the nature of these documents. In 
large measure, they contain internal staff discussion documents 
or analyses, which have been developed over the course of the 
past four years. The Administration has publicly stated its 
positions and policies regarding global climate change on a 
number of occasions, most recently at the Second Conference of 
the Parties in July in Geneva. Unless these documents explicitly 
state otherwise, they do not represent the policies of the 
Environmental Protection Agency or of the Clinton Administration, 
either at the time which they were developed or now. In 
developing climate change policies, many options were evaluated; 
some were accepted, some were not. Many of these ideas have 
already been shared with the public in order to provide an 
opportunity for external input to our deliberations, so some of 
the documents consist of the resulting comments from those 
outside the Agency.

Recycled/Recyclable. Printed with Vegetable Oil Based Inks on 100% Recycled Paper (40% Postconsumer)



r As EPA, the state Department, and the Department of Energy 
indicated in our letter of October 28, 1996, we have not been 
able to respond at this time to the more sweeping request made in 
your letter of October 21, 1996 for “all legal, policy, 
political, and other documents ... that relate to, directly or 
indirectly, global climate matters." The documents we are 
providing today should respond to your central point of inquiry. 
If you believe that more docioments are needed, your assistance in 
focusing the needed supplemental information would be 
appreciated, given the large scale of your most recent request.

Many of the documents that we are providing the Committee 
are deliberative in character and thus potentially subject to 
privileges against disclosure. Our submission of these documents 
to an Oversight Committee does not itself constitute a waiver of 
such privileges, and we would ask that the Committee manage these 
materials in a manner that avoids compromise of their 
confidential status.

With respect to the other requests you have made for 
information, I expect to be able to respond to the specific 
questions posed in your letter of October 28, 1996 by Friday, 
November 8, 1996, and to the additional questions contained in 
your letter of October 31, 1996 by Wednesday, November 13, 1996.

Let me reiterate EPA's commitment to further cooperation 
with this Subcommittee, both in terms of satisfying your pending 
request for information and in terms of consultation 
throughout the process of developing and carrying out U.S. policy 
in the climate convention negotiations.

David Gardiner
Assistant Administrator

Enclosures

cc: The Honorable Frank Pallone
The Honorable Thomas Bliley 
The Honorable John D. Dingell
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House
republican
Conference NEWS

JOHNBOEHNER
Chairman 
Wh Diswici. Ohio

Contact: Terry Holt or 
Paula Nowakowski 

(202)225-5107

BOEHNER UNVBLS SECRET CUNTON EPA PLAN FOR 

50-CENT GAS TAX HIKE. NEWBTU TAX
“Asm^ CBntpn AdmlnMraeoh 'War on the FtmBy Car'th^two^dp^ most 

; Americans on bicycles"

VVASHINGTON (October 30) ~ House Republican Conference Chair Rep. John 
Boehner (R-OH) tonight unveiled the contents of a leaked EPA memo detalflng a secret 
Clinton Administration plan for a 50-cent-per-gallon increase in the gasoline tax, a host of 
new energy taxes including resurrection of Clinton's repudiated 1^ BTU tax, tighter 
motor vehicle emissions stand^ds, a new $40 federal fee for autortioblle emissions tests, 
and a plan for “full pricing of roads* that alone would cost motorists as much as $400 per 
year. ' ; .

“It’s a secret Clinton Administration plan for war on the family car," charged 
Boehner. who accused the Administration of “deliberately keeping this plan under wraps 
for two years." Boehner called the plan “a rewrite of Vice President Al Gore’s ‘Earth in 
the Balance,' a radical, extremist approach which would put most working Americans on

Boehner sA\d the plan, detailed in an internal EPA memorandum dated May 31,
1994 from Michdal Shelby of the EPA's Office of Policy, Planning and Evaluation, 
contains 39 different provisions to reduce automobile emissions, including:

• A 50-cent per gallon gas tax, to be put in place without prior Congressional approval 
under Section 232 of the Trade Expansion Act of 1962; the memo estimates the cost 
to motorists will be $47 billion in the year 2000 alone

• 7 separate new “Energy Tax” alternatives on fossil fuel energy use, based on the 
carbon content, Including: a “greenhouse gas tax." a “carbon tax,” a “BTU tax," an “at- 
source ad-valorem tax" on the value of the fuel at the point of extraction: an “end-use

_______________ -MORE-^^ 
1010 LONGWORTHHOUSE OFFICE BUILDING - WASHINGTON. DC 20515 • (202)225-5107
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OT the value ofttie ttiel * the tinal polnt^sale; a ■motorfuels tax- on 
and dl^, an "oil Import fee,- and '^combinations or

$4(^^r - 1% of housWbId Income, or about
$400yyear. in this respect, as with the SO-^cent-per-gallona^ tax, **the 
the^J^eSsse*!^

to go mr™tlg??;oS-“ "censl,^^ capacity exist ^ay- eliminating the need

accomplishing additional reductions of 2

Ser"f h ■?“' ’990.- B^ho^oaid, nli^Sr^e"^'®'

ss‘rSSr^-“‘^-^=^“'Srfirenergy <SThaTaT<5b° ' consumers and everytxxly in America who
uses
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MUIIVITY SCHEDULE DECEMBER 1996
SUN. MONDAY TUESDAY WEDNESDAY THURSDAY FRHJAY SAT.

8
338 339 340

13
342

343

16
345 346

18
348 349

357

364

30

351

358

365

DECEMBER 1996

352 353

CHRISTMAS
DAY

HOLIDAY
359 360

NOVEMBER 1996
■S M T W T F <:

366

3 4 5
lO @ I2 
17 18 19 
24 25 26

I 2 
6 7 8 9
13 14 15' 16 
20 2l 22 23 
27 @ 29 30

354

361

JANUARY 1997
8 M T W T F <;

© 2 3 4
5 6 7 8 9 10 11
12 U 14 15 16 17 18
19 @ 21 22 23 24 25
26 27 28 29 30 31

— NOTES:

7540-01-337-4702 
For 1997 Order 7540-01-337-4703 EEO IS THE LAW

355 356

28

362 363

OPTIONAL FORM 67 
(Formerly AD-300) 5067-125



ACTIVITY SCHEDULE MOVEMB R 1996MONDAY TUESDAY WEDNESDAY THURSDAY FRIDAY
NOTES;

OCTOBER1996 DECEMBER 1996
S M T W T F .S S M T W T F S

1 2 3 4 5 6 7
6 7 8 9 10 11 12 8 9 10 11 12 13 1413 @ 15 16 17 18 19 15 16 17 18 19 20 21

22 23 24 @ 26 27 2820 21 22 23 24 25 26
27 28 29 30 31 29 30 31

VETERANS
DAY

HOLIDAY

THANKSGIVING
DAY

HOLIDAY

NOVEMBER 1996 7540-01-337-4702 
For 1997 Order 7540-01-337-4703 OF»TIONAL FORM 67 

(Formerly AD-300) 5067-125KNOW YOUR RIGHTS
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THE WHITE HOUSE
WASHINGTON

November 1, 1996

k:66: J ^

MEMORANDUM FOR DISTRIBUTION

FROM: Michael Warren, Executive Director
National Economic Council

SUBJECT: NEC/CEQ Climate Change Deputies Meeting

Attached are documents that may be useful in preparation for the NEC-CEQ 
deputies meeting scheduled for Monday, November 4th at 3 pm in room 231 OEOB:

1. Agenda
2. Outline of the major issues we will be discussing at the meeting: international 
emissions trading, joint implementation, and targets design. (Longer staff-level 
background papers on these subjects were recently circulated in draft form to your 
climate change policy staff. These longer papers may be helpful in preparing for the 
meeting as well.)

While this is not a decisionmaking meeting, we will be discussing some of the major 
issues that are to be the focus of an international meeting in early December, in 
which USG representatives will be participating. Accordingly, your attendance on 
Monday is strongly encouraged.

If you have not done so, please call Kristen Panerali at the NEC at 456-5353 with 
your clearance information. Thanks.

Distribution:
Charles Curtis, DoE 
Ev Ehrlich, Commerce , 
Jack Gibbons, OSTP 
John Schmidt, DoJ 
Fred Hanson, EPA 
Jeff Lang, USTR 
Jack Lew, 0MB 
Cynthia Metzler, Labor 
Richard Rominger, USDA 
Alicia Munnell, CEA 
Sandy Berger, NSC 
Ben Nye, Treasury 
Tim Wirth, State

0& Cb 4^GLCUjn; ' ^ A
ujJL ^
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DEPUTIES COMMITTEE MEETING 
CLIMATE CHANGE NEGOTIATIONS 

NOVEMBER 4, 1996

I. Status of melding and how results will be integrated into policy process

II. Target design options

III. International emissions trading and joint implementation programs



defining the form of the target

BACKGROUND

rej^ting proposes for short-term emissions reductions, at the second Meeting

So “
ftoposals by some other countries have defined a target in terms of a single level 

that would be reached m a given year (e.g., a 20® reduction by 2005).

^tions existtor structuring a target which provides greater flexibility and 

potentially reduced compliance costs. ^

TOs discusaon focuses only on the form of the target and not on the level of the

Sgency“iS“*

KEY ISSUES AND OPTIONS

^

^
_X second opuon tod be a mmn-year average target (e.g., a spewed teet achieved 

cuLbtivIt“®*>°^ 2010-2015). Thirdly, the target could lake the formrf a

aSt option would be to define a ^et in terms of t^h

___These___ __ _lotions  must_ _be__ __eval____uate___d_ in terms of their impacts on such factors as

S°c3teSS '“'““'“pool “honge, and the rate

".“““"O "0 Framework Convention's non-binding aim 

IS to return to im emissions levels for each developed country. The range of 

options for an alternative baseline include: cmngeor

o
o

o
o

shifting to a more recent year (e.g., 1995 or 2000);
adjusting emissions levels to reflect weather, energy or economic 

anomalies;
averaging emissions over several years; or
focusing on changes from projected levels of future emissions.

These options must be evaluated in terms of the degree of flexibility and cost savings 

they offer and how they would impact the United States and other nations.



Treatment of Gases: The United States has supported and the Climate Convention 
covers all greenhouse^pases (except those controlled under the Montreal Protocol's 
ozone treaty). These include: carbon dioxide, nitrous oxide, methane, and 
fluorinated compounds. While continuing to support a comprehensive approach to 
the issue, a number of options are possible:

o define a target using a single basket approach and allow trading
be^een gases;

o define a target in terms of carbon dio?dde from energy use alone
(70 percent of emissions) and treat other gases separately; or 

o limit the target only to sources and sinks of gases that can readily
be quantified.

Other Issues:

* How do we define "medium-tenn" commitments?

* How often should commitments be reviewed?

* How will the form of the target impact emissions trading? Will the choice 
of targets hinder efforts to further engage developing countries?



JOINT IMPLEMENTATION

BACKGROUND
Joint implementation (JI) is a concept under which entities from different countries 
could work together to reduce, avoid or sequester greenhouse gas emissions.

The U.S. has been an advocate for allowing joint implementation for two reasons:

o It can reduce the costs of meeting any given target by achieving those
reductions through some combination of actions at home and abroad.

o It provides a potentially powerful incentive for redirecting investment flows
in developing countries and economies in transition toward more 
greenhouse friendly technologies.

A limited form of JI (trading rights for producing CFCs) was used under the 
Montreal Protocol to reduce the costs of the phase-out of ozone-depleting substances.

To date, joint implementation has received only limited support by Parties to the 
Convention with strong opposition from many developing countries. This opposition 
reflects an unwillingness to accept baselines and concerns over sovereignty.

A broad spectrum of U.S. industry has strongly supported JI. For example, electric 
utilities have developed and support their own voluntary JI program,

A pilot JI project has been initiated to improve understanding but without granting 
"credit" for such activities (the amount of “credit” is an open issue).

ISSUES AND OPTIONS

n

Stay the course: Continue supporting the existing pilot project and work toward 
building a foundation for shifting to a credit-based regime in the future.

Advance the process: Seek agreement now that JI would be allowed after some 
specified year (e.g., 2000) with credit given to the parties involved,
- joint activities between developed countries could build on agreed baseline 

commitments.
~ joint activities with developing countries could be permitted if the developing 
nation "opted in" and agreed to a baseline or could be permitted on a 
project-by-project basis.

Some observers have expressed some concern that a large JI program could have 
negativ^jobjm^lications for developed countries by shifting investment to 
developing countries with lower costs of emissions control.



INTERNATIONAL EMISSIONS TRADING

BACKGROUND
International emissions trading is a more systematic form of joint implementation 
where national commitments to reduce greenhouse gas emissions can be achieved 
through some combination of activities at home and abroad.

Given the large differences in the marginal cost of controls among countries, the 
potential savings for meeting an agreed-upon target appear significant. For example, 
on^odeling exercise showed a savings of roughly 70% for the Unit^ States if 
emissions tiding were permitted on a global scale, t his study assumed no 

tmnsactiuii costs.

Establishing a robust emissions trading system represents a significant challenge 
given the complexities of any international climate regime.

A limited form of "international" trading has been used successfully under the 
Montreal Protocol. Emissions trading programs within the United States have been 
widely viewed as a success in reducing the costs of acid rain controls.

International emissions trading is widely supported by business and many 
environmental groups within the United States. Most developed countries have less 
experience with the regime but their interest appears to be increasing. Most 
developing countries have opposed any form of trading for reasons of national 
sovereignty and unwillingness to accept an emissions baseline.

ISSUES AND OPTIONS

Differences in domestic implementation: Countries are likely to employ a wide range 
of options in implementing domestically any internationally agreed upon emissions 
target. This will complicate the process of ensuring the integrity of international 
trades and potentially impact transaction costs.

Inclusiveness of trading regime: Trading between different greenhouse gases could 
be permitted, as could trades between sources and sinks. However, emissions from 
some sources are easier to quantify and verify than emissions from other sources.

Participants in trades: Trading must involve active private sector participation. At 
the same time, governments, not individual firms, are responsible for their treaty 
obligations. One option, to create a new entity that reviews or approves all trades, 
has little appeal.



Relationship to compliance: In defining measures related to compliance for the 
treaty, it will be important to take into consideration the need to support the integrity 
of trades without imposing undue transaction costs.

A country can attain its emissions reduction goals by either controlling domestic 
emissions or through trade of emissions rights. This points up the importance of the 
initial allocation of emission rights.

In the absence of a worldwide cap on emissions, international emissions trading by 
itself will not be sufficient to meet a global emissions target.
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CLIMATE CHANGE CHEAT SHEET 

Scientific

The four most important greenhouse gases (GHG), which account for 99.5% of anthropogenic sources, 
in descending order are carbon dioxide (C02), methane (CH4) and nitrous oxide (N20)

Concentrations of these gases:

Gas Preindustrial 1993 2100 (upper bound, 
business-as-usual)

C02 280 ppm 358 ppm 650 ppm
CH4 0.7 ppm 1.72 ppm 3.12 ppm
N20 0.275 ppm 0.312 ppm 0.400 ppm
Flurocarbons 
(HFC, PFC)

0 0.{XX)3 ppm 0.0012 ppm

Greenhouse warming potential (GWP) Year 2100 C02 equivalent concentrations (business as usual)

1 ton C02 = 0.27 tons of carbon (C) 
1 ton CH4 = 6.69 tons of C 
1 ton N20 = 80 tons of C 
1 ton flurocarbons = 40 tons of C

650 ppm 
76.6 ppm 
32 ppm 

.048 ppm

U.S. Situation

1993 emissions of GHG based on carbon equivalent

C02 1406 million metric tons (1372 from energy consumption)
CH4 178 million metric tons
N20 40 million metric tons
flurocarbons 20 million metric tons

Utilities responsible for 30% of U.S. GHG emissions
Transportation responsible for 27% of U.S. GHG emissions (fastest growing source)

In 1993, U.S. was responsible for 25% of world-wide emissions of C02 from burning fossil fuels, is 
projected to emit 13% by 2050

In 1993, U.S. was responsible for 21% of GHGs.



Economic

$100 carbon tax would increase, in short run

gasoline prices by $0.37/gal.
coal by $75 per ton (current price $28/ton)
petroleum by $12/bbl (current price $23/bbl)
natural gas by $0.15 per 1000 cf (current price is $1.65)
electricity from coal-fired plants by $0.10/kwh (currently $0.03/kwh)
electricity from natural gas combined cycle (NGCC) plants (the most energy efficient technology) by 
$0.035/kwh (currently $0.04-0.045/kwh)

Coal fired generating capacity in 1993 was 302,000,000 kw
Current capital costs for NGCC plants is $500/kw, for coal fired plants is $1421/kwh 
(Back of the envelope estimate: Replacing 10% of coal fired plants with NGCC plants would require 
$15 billion; 20%, $ 30 billion, etc. Note: natural gas prices will increase as a result of fuel switching 
and switching may require some expansion of gas line capacity).

The industry expected to be most affected by reducing C02 are coal mining, gas and oil producers, 
petro-chemicals, steel, utilities, aluminum, agriculture, auto industry and cement industry



GLOBAL CLIMATE CHANGE 
PREPARATIONS FOR DECEMBER NEGOTIATIONS 

CALENDAR OF UPCOMING MILESTONES

October 25 — Finalize first drafts of papers needed for
December negotiations. The papers will elaborate 
four of the key issues to be considered over the 
next 14 months during climate change negotiations 
(as identified in the U.S. "elements paper" 
submitted to the Climate Change Secretariat).
Four papers will be produced: 1) Advancing 
Developing Country Commitments; 2) Compliance; 3) 
Structure of a Target; and 4) International Joint 
Implamentation/Trading

Oct. 28

Nov. 1

Nov. 6

Nov. 7

Nov. 11

Nov. 14 

Nov. 16

Nov. 18

Nov. 21

Nov. 26

Dec. 9-13

Distribute first drafts of papers for review at 
working level

Distribute publicly U.S. 
submitted to FCCC

'elements paper'

— Working-level IWG to discuss second drafts of 
papers

— Assistant Secretary-level meeting to review 
progress of Ehrlich-led Interagency Analysis 
Team

-- Discussion of U.S. "elements paper" with
interested Hill staff, NGOs (week of) and private 
sector representatives

Distribution of third drafts

Assistant Secretary-level discussion of third 
drafts of papers

Final drafts of papers distributed for formal 
interagency clearance

Final Assistant Secretary-level review and final 
clearances due

— Demarche to key countries on U.S. views related 
to December negotiations

Next round of climate change negotiations 
(Geneva)
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ELA^OiUTlON.QF THE EU D1UFT PROTOCOL STRUCmE

ARTICLE 1

Article on necemry definitions to be developed

article:

Commitments by developed country Parties and other Parties listed b Annex X

a) General co/nMltmcnt regarding polkiss and measures

. Parties listed in Annex X shell adopt end itnplfment poli«i« md uke mcesurei vithb 
nitionel’ end where appropriate regional programmei referred to m Article 4.1(b) Of the 
Convention to limit and reduce anthropogenic emissions of greenhouse gises not controlled 
by the Mcjntrcal Protocol from all relevant sectors, including renevxbl* energies: energy 

tondards, laballmg apd ocher product related measures; CO, emissions from the 
on eeeior: economic instruments in the field of climate change; energy policies: 
ector emissions, includbg voluntary agreements; agriculture: emissions from

vine; fluorocarbons and SF*: municipal actions: and to protect ind anhinca sinks and 
reservoirs.

efficiency
ifinsporut
industrial

b) Furdier commi

including forestfi.

tmena regarding policies and measures

(i) Par ifts shall adopt and Implement the policies and measums set out in Annex A.

(u) Par (tts shall girc high priority to the adoption and Implementation of the policies and 

mcisures set out In Annex B, and shall vork towards their early coordination. by 
app ying the guidance set out in the Annex.

liiD Paries shall gjv* the policies and measures In Annex C priority for bcluslon In 
national programmes, as appropriate to national circumstances.

cj Commitment re, yarding limitation and reduction ob/eetives

- Each of tha Partita lijtad In Annex X ahall, individually or Jointly, abide by quintifiod 
o tehiavt tignifietni overall roductiona, after the year 2000 below IP90 lov«laobjeetlvta

This imiludaa policies and meaiurea adopted by regional economic integraiion 
organitafinnctions.
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vithin spwifKd of loCifopogenlc omUslons by wurces »hd *hhtpc«m*m of
v*lt by licks of greoThouw gases not controllid by the Montreal Protocol.
iriM V >

r«mo 
In Annex Y. ** set out

(0 Joint Impftmtntarion

Panic* may Cmpletnent such policies md metnras at mi out in ArticU 2(b) «bov« and aatin
siifh limin fion and reductiofi ebj.«iv„ i« grooohouM gw«e u act out In Article 2(t) akivo

^ ^ ^*''*** ^ * notificaUon undar Aitiela
cf InunttOT to be bound by commitments on emiisioft limiiaiion and Eduction 

under Anlde 2(c) above.
2(f) below 
objeaivu

with other
The Confe coca of the P#nl« shall take decisions regarding criteria for Joint implemenutioo

Panics at a future session'.

* such as zoos, 2010 and 2020

low TOB:'*”"

reduce CO^ cmittiotu to 10-30% below 1990 levels by 2010 (Belgium):

^ emissions to 10% below 1000 by ZOOS.jsnd
] 1-20% by 2010 (Oemtany, Austria):

2 W5 ^AOsU-^'*^ ♦<ni«ions to 20% below 1990 IcveU by

l. J-Ay ^ ^
“*** «« amiiaions by an averageo 1-2% per year (Nttherlandi): / . »»

a^ grwnhousc gu amiiciona paths converging eventually to similar levels

s-r-t:r<?rc:t2.,T “
r^ucenimit gratnhouw gas emissions on the basis of emiiiioos per GDP. in 
oidar to reduce overall Annex I emitiions In die mediuiWlong lemt aaj^-

' "Js,”d2:,S"s?S
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3
cj CommiemcAO regarding communication o/(r/i}rma(ion rtltUOir to implemintarian^

Annex X 
detailed d 
conitniimi

?ani« itu« include in communiMtion* under Article U of Uia Conv>cntion a 
[(icnption of the poHcie* end measurw atlopied end Impleraoned ro nact the 

ic ju under Anidcs 2(i) to 2(c) above, ipecific estimates of their effectst end. &s 
tpptx)pni«, their costs, and resulting projected anthropogenic emisslerts.

Annex X: Twics (hall submit an initial communication vUhIn six months of the entry into 
force of.lie Protocol (or that Party. Each Pany not.so listed shall make Us inWel 
communici tion vltnin I years of the entry into forte of the Protocol for that Pariy. The 
frequency 6f sobsaquim communleatloAs by all Patties shall be determined by the Conference 
of the Pert os at its sixth session and subsequent sessions.

Such comrn 
practices i 
Idendfledi.

/) Voluntary appll

lunications shall include in panieular the rcsulia of reviews of national policies and 
ferrad to in Article 4,2(e}([i) of the Convention and any aignificant changes

cation by non-Annex X Partits

Any Party lot listed in Annex X may. In Its Instrument of ratification, acceptance, approval 
or accftssioit. or at any time thereafter, notify the Depojttary that it intends to be bound by 
tome or ill of th* commitments under Article 2(b) above to adopt and implement spedfic 
policiet and measures in Annexes A. B and C. and/or that It IntowJs lo be bound by 
commitments on emissions limitation and reduction objectives under Article 2(e) iboir*. The 
Depositary Lhall infonruhe other lignatories and Parties of any such notification. Any Parry 
not listed iri Anner X making a notification in relation to Article 2(b) and/or Article 2(c) 
shall be b ound by commitmenu regarding communication of (nfonnatloit relMlng to 
implcmcnca ;Ion under Article 2(e) above, as relevant.

g) Possible annex: s on methodological ijuestlons

•Annex D shall contain the moa recent Global Warming Poteritlalt (OWPs). as tgre«d by 
IPCC for g oenhouM gases not covered by the Montreal Protocol.

Since 
mandate 
could be c 
prepanii 
control

naw commitmenu would have to be iccompaniad by substantia? and 
ly reporting commiimonta. appropriate parts of Article 12 of the Coovcmlon 
earned over Into th# Protocol u cueh. .Addition* to the “Ouldcline* fof the 
>n of National Communicailoni by Annex 1 Panles" consisunt with the

t :hedule will also have to ba made.
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ARTICLE 3

Conunloneau by all Partiu

Prtv,5,ow oa continuing to advcncc the ImplcmenuUon of Mining commitmenti by all Rmi« to 
as to facilitate readhlnj the ultinuta objeetlva of the Convantion.

{To be devalopad on the bub of Arade 4.\ of the Convention, the Bartin Mandate the EU
subnnutoo to ACBM 4 (in FCCaAOBM/1996/MlSC.l/Add.3J and aobmUtlow from other 
Panics. 1

The Conference of 
2 of the Conventlo 
its impaou, a$ <! 
action.

The first revieo' *;) 
December 2002.

ARTICLE 4

Paniej ihaii review the adequacy of these conunitments on the basb of Anicle 
>. of but available scientific information and assessment of climau change and 
as relevant technical, social and economic informaHon. and take appropnat*

d the appropriate action based on that revlev shall taka place no later than 31 
Fvnhcr reviews and appropriate action shall uka place at regular Intervali 

thereafter, to be decided by the Conference of the Partlu.

Tha Conference of the Paniei « its fint s«Hiun shall review the content and scope of all Annexes 
and shall update dem regularty In the light of progress on tht implemcntatw «f policies and 
measuns by Psnits. including progress on co-ordination of mauuru. tht identification or
elaboration of addi ionil policies and maasurei. new icichtific or technological advice, and other 
relevant davalopme us.

{FURTHER PROV

(Anlclr 
The EU SI 
pouibie 
In alt c 
a sapara 
to eASuTb 
be raprw 
offlc«n

RTICLES S et leq of the EU Proposed Protocol Stnicture 

SIONS to deal with rclaTam Articles of the FCCC.

i. 9 dt 10 of the FCCC)
itrongly xupporu the use of the existing Convantion bodi« to the greatat extent 

There may be practical or itgal reasons why this u not posrthle or doainble 
£- In panicuUr, the EU bcllcvce that there is a need for the esublisimaat of 

i« Confarance of the Pwtiu of tho PnKocot; It will fa any event bt rxxesairr 
that Paitiao to the Convonnon. which are not Parties w the Protocol, will not 

anted on th* Prococol Conference of the Pirtles Bureau Of be able to provide 
of the Protoaol jubtldUor bodies or w ro«c o„ Protoaol manarv.
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(Article 11 of Uie FCCC)
The rm*ndal mechiAistn defined for the purpom of the Convanrion ac veil #5 the entity 
or emilies cntnutcd vith its operwion shall senre u the finandil mechanism a»d entity 
or entities for the purposes of the Protocol.

(Anitle 13ofthaFCCC)
The Irotocol shall cottuln a provisioft enabling the estabUshmem of an Implementation 
Comr littco to review, at the request of i Piny or Panics, the Sacreuriit. or i.Puxy In 
rtspe :i of itself, compliance v(th its obligations under the Protocol. The Cqmmitwe 
shall nalce regular repons to the Confarcnco of the Panies. vhtch shill ulce appropriate 
decisions in the light of such reports. The review procedure shall be simple, facilltative, 

coops ralive, non-judlclal and transparent.

(Artide l4of theFCCC)
This \niclc is applicable. No need ariiet for a special provision in the ProOocol, as 
parag iph 8 of Article Id states that its provisions shall apply to any legal Iniuumem 

«diid the Cooferanca of the Parties may adopt, unitss (he insirumant provides 
otherwise.

(Artid
These

ies 15. 18 and 19 of the FCCC) 
should ba made applicable mulatis mutandis.)

[PROVISIONS 0 amendments. Including simplified procedures for amending the annexes.]

[FINAL CLAUSES (entry Into force, etc).

(Article) 7 of the PCCC)
Paragraph d needs to bi reiurated.

(Arti(U20ofthcFCCC)
Need 1 to be adapted to the new Protocol

(Arrlilc 22 of (ha FCCC)
Need I to be rwwritteo for tha putposes of the Pfouxol: The reference to th«
r*qui '*m«nu of Aniclc 17 paragraph 4 of the Convention (only Pahies to the Convention 
may i>c Panics to a Protocol) could perhaps be Included here, v|i;* The Protocol, os a«t 
out k Anicla 17 of the UN PCCC, shall be subject to nitiflcatlon. acceptance, approval 
or ac :esslon by States and by regional economic integration orgaAisaiioni. »4ileh ira

(VI (Kc Convandon.
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6
(AfticU 23 o( (h* FCCC)
Th« cotidhiow for entry into fore* of the Protocol will oaed cv«ful wnjldcraiton later 
In the j e;otiatin{ process in the light of the commitments which can be reached in th« 
Pfotocr 1 negoiittions.

(Articl<
Needs lo be explicitly repealed in a Protocol.

(Anldes 25 end 24 of tht FCCO 
Should also be repeated and adapted.]

Zi of the FCCC)
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ANNEX A

POLICIES AND MEASURES TO BE COMMON TO NATIONAL PROGRAMMES OF ALL 
annex X PARTIES

ANNEXB

POLICIES AND MEASURES TO BE GIVEN HIGH PRIORITY TOR INCLUSION IN 
national programmes of annex X Parties and for coordination with
OTHER PARTIES

I annex c
NATIONAL POlIcIES AND MEASURES

annexD

Coniaining the majt recent Global Warming powntUls (GWPj). u agreed 6y IPCC for greenhouse 
gajcj not covered by the Montreal Protocol

List of counifias

Quantified Umliji

annex X

0 be bound by Article 2(l) to Article 2(e).

annexY

ion and reduction objecu'vea (or Parties In Annex X.

TOTAL P.10
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UNITED nations FRAMEWORK CONVENTION ON CLIMATE C^NGE 

AD HOC GROUP ON THE BERLIN MANDATE 

Submission from Australia 

Principal Elements of the Berlin Mandate OiitrnmP

The attached proposal is submitted in response to the invitation of the Ad Hoc Group on 
the Berlin Mandate at its fourth session for parties to submit further concrete proposals 
on the features of a protocol or another legal instrument (FCCaAGBM/1996/12/Add T 
paragraph 20).

This submission is provided in the interests of advancing the negotiations under the 
Berlin Mandate. In doing so, it should be understood in the context of previously stated 
positions and caveats by Australia relating to key policy features of the Berlin Mandate 
outcome. In addition, Australia reserves the right to submit further material on the 
attached elements and other elements of a Berlin Mandate outcome.

In developing the attached proposal, Australia has been guided by a number of key 
principles. First, the outcome of the negotiations should be consistent with the 
Framework ^nvention on Cltaate Change and give full expression to all components 
of the Berlm Mandate. Secondly, Australia is firmly of the view that the best prospects 
for achieving the ultimate objective of the Convention in the long term are in the 
development of a mechanism which enables the burden of abatement action to be shared 
as equitably as possible by properly taking into account the relevant circumstances of 
each country including its stage of development, in the formulation of commitments. 
Thirdly, the Berlin Mandate outcome should be seen as a further step in an ongoing 
process towards achieving the ultimate objective of the Convention. Accordingly ii 
should provide a solid basis for achieving greater participation, over time, in global 
action to address climate change. , g um

This proposal is not intended to be an exhaustive or final articulation of the contents of 
an instrument resulting from the Berlin Mandate process. Rather, it seeks to identify 
some principal elements of the outcome of that process.

Differentiation

A key element of the proposal is the provision for differentiated quantified emission limitation 
and reduction objectives (QELROs). This contrasts with the uniform QELRO approach 
advocated by some other participants in the Berlin Mandate negotiations.

OFi'ro rifr body of literature and analytical work which demon.strates that a unifomi

would result m inequitable abatement tasks and unfair reductions in economic welfare for 
individual countries imderiakmg such commitment. Application of such an approach would 
therefore be inequitable, unfair and unlikely to attract the widest possible country
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participation and the level of commitment needed to su.stain international abatement efforts 
over the long term.

Considered from a global perspective issues of equity have many dimensions, some of which 
are addressed in the Convention (such as developed country parties taking the lead in 
combating climate change). In the Berlin Mandate context, the equity principles which 
Australia is focusing on address equity among Annex I parties in respect of setting QELROs 
within specified time frames, such as 2005, 2010 and 2020.

The Convention and the Berlin Mandate make provision for differentiation. Both refer to the 
need for equitable and appropriate contributions by Annex I parties. It is therefore necessary 
for the Berlin Mandate negotiations to deliver an outcome that is both fair and effective in 
further contributing to the global effort to address climate change.

In elaborating the approach in the attached proposal, Australia has been guided by the need 
for the Berlin Mandate negotiations to develop a workable, realistic and achievable 
differentiation framework that will deliver:

fairness and equity: Annex I parties would face similar percentage changes in per 
person economic welfare;

. environmental effectiveness: increased ability of Annex I parties to fulfil commitments 
would lead to a more effective global effort to address climate change; and

. efficiency and cost effectiveness: differentiation is compatible with market based 
approaches, such as emissions trading and activities implemented jointly.

Australia’s approach to differentiation is aimed at achieving equity between Annex I parties 
by having the Berlin Mandate outcome result in those countries undertaking mitigation 
commitments facing similar percentage changes in per person economic welfare as a result of 
international emi.ssion abatement action.

Underlying this principle of equity is the fundamental concept of distributive justice.
Broadly, this means that each Annex I party, in contributing fairly to the collective objective, 
should share equally, on a per person basis, in the consequent changes to national economic 
welfare. Having regard to the structure of Annex I economies, it is Australia’s position that 
this underlying concept of equity can best be expressed in the fonn of differentiated 
contributions to the collective objective which equitably capture both production and trade 
implications. For example, Gross National Expenditure (GNE) is a widely accepted index of 
national economic welfare which incorporates production and trade impacts. A tangible 
expression of equitable differentiation could accordingly be that each Annex I party’s 
contribution to a collective objective would be determined on the basis that each Annex I 
party incurs an equal percentage change in terms of its per person GNE.

It is proposed that differentiation be achieved through the use of selected core indicators 
which would be applicable to all Annex I parties in taking account of differences in national 
circumstances. Such indicators would be used to fomiulate rules that could be applied, in a 
practical way, in providing guidance on how and to what extent country differences could be 
taken into account in differentiating QELROs for those countries undertaking mitigation 
commitments under the Berlin Mandate.

Australia’s approach to the selection of relevant core indicators has been guided by the need 
to capture the economic welfare impacts of international abatement action, cover all
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greenhouse gases, and be measurable using internationally accepted data. These core 
indicators are fully justitiable on the basis of common sense and economic literature'^nd are 
broadly applicable to all parties. '

The attached proposal identities the two main components of economic welfare change as 
domestic production effects and international trade effects. It is suggested that the core 
indicators that relate to the magnitude of the domestic economy impacts would be;

GDP growth,

population growth, and

emissions intensity of GDP.

Core indicators that relate to international trade impacts would be;

fossil fuel trade, and 

. emission inten.sity of exports.

This set of core indicators would be generally applicable but additional indicators may be 
developed in the negotiations. Such a process should initially concentrate on ensuring that 
the key differences between countries are adequately captured through describing the relevant 
elements of differentiation.

Australia considers it critically important that the key differences between Annex I parties are 
adequately addressed in the Berlin Mandate process through the use of selected indicators, 
including the interactions between such indicators in addressing the totality of their effecLs on 
the economic welfare of these countries, to en.sure equitable QELRO outcomes.

Ausmalia’s approach to differentiation also provides an equitable basis for those non-Annex I 
parties who elect to undertake mitigation commitments under the Berlin Mandate to do so in 
line with their development situation and at a rate commensurate with their development 
needs.

Achieving a Berlin Mandate outcome involving differentiated QELROs for Annex I parties 
(and other Convention parties who elect to undertake commitments) will require agreement on 
what elements of differentiation need to be negotiated and the steps in the negotiation process. 
Such a negotiation would be aimed at simultaneously balancing the interests and priorities of 
all parties undertaking mitigation commitments - individually as well as collectively - within 
an agreed framework in which the interests of all negotiating parties are safeguarded.

The negotiating process could involve the balancing of a set of individual country interests 
within the parameters of a collective QELRO. The establishment of a collective QELRO 
would create the benchmark for the outcome of negotiated commitments under Part II of the 
attached proposal. This collective commitment and the explicit recognition of equity 
principles as the basis for determining each party's contribution to achieving it would 
improve the overall environmental outcome.

Flexibiliry

Fairness and economic efficiency are fundamental to achieving an environmentally effective 
outcome from the Bei lin Mandate negotiations. Both considerations must be addressed to 
ensure the level of commitment and participation needed to sustain cooperative action to



OCT.-29'96(TUE) 11:54 TRAD TEL;2027973049 P. 005

achieve the ultimate objective of the Convention. A cost effective outcome is es.sential to 
maximising the environmental outcome achieved (for a given global economic co.st| and a 
recognition that all parties undertaking QELRO commitments would receive fair and' 
equitable treatment will encourage parties to make greater contributions and hence achieve a 
more effective environmental outcome.

Market based approaches are important to enhance the cost effectiveness of the Berlin 
Mandate outcome. Thus mechanisms such as emission trading and emission budgets - which 
allow for countries to take advantage of lower cost abatement options in other countries and to 
devise optimal emission abatement paths - could contribute to improving the cost 
effectiveness of the Berlin Mandate outcome.

Important as these mechanisms are, they do not address the central issue of equity. While 
cost effective approaches work to equalise the marginal abatement costs across countries, they 
will not, in general, achieve equal percentage changes in per person economic welfare across 
Annex I parties. Ensuring a fair and equitable outcome depends crucially on the initial 
distribution of commitments. Thus, the initial distribution of commitments must explicitly 
address the need for equity. This is the case for both simple emission banking regimes and 
provision for a simple form of emissions trading, as well as for fully fledged tradable 
emission regimes which may evolve over the longer term. Differentiating QELROs or 
establishing trading regimes which take into account national circumstances is necessary to 
ensure ba.sic fairness in the distribution of the cosLS of mitigating climate change. This points 
to the need for the negotiations to develop a set of rules on which any QELRO and any 
emissions trading regime would need to be based.

Timeframes

Consideration of the appropriate time frame to apply to the Berlin Mandate outcome raises a 
range of complex issues, including uncertainties over short/long term trade offs and the 
importance of workability and arriving at realistic and achievable QELROs. This involves 
consideration of the appropriateness of a single short or medium time frame or, alternatively, 
whether a .shorter term time frame combined with an indicative longer term time frame would 
provide a more appropriate framework for long term planning, investment decisions and 
research and development of new technologies. While longer time frames might be judged 
conducive to better planning, full consideration needs to be given to dealing with the need for 
sufficient certainty concerning key variables within the planning horizon in assessing whether 
QELROs will be realistic, achievable and equitable.

Emission banking or budgets also have important implications for consideration of an 
appropriate time frame, by allowing countries to devise optimum abatement paths while 
achieving a given (cumulative) QELRO.

Transparency

Ensuring transparency and comparability of information provided by parties is a matter of 
fundamental importance to the Convention process. A-S the commitments resulting from the 
Berlin Mandate process are likely to be more complex than those encountered by the 
Convention to date, it will be necessary to ensure that the National Communications and 
in-depth review process is strengthened accordingly.
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PRINCIPAL ELEMENTS OF THE BERLIN MANDATE OUTCOME 

PART I: GENERAL OBLIGATIONS AND PRINCIPLES

1. The outcome should reaffirm the objective and principles in articles 2 and 3 respectively 
of the Framework Convention on Climate Change ("the Convention"), as well as the 
environmental, economic and equity objectives of the Berlin Mandate. It should explicitly 
acknowledge that parties assuming commitments in Part II are taking the lead in combating 
climate change, but that there remains an ongoing need for all parties to make equitable and 
appropriate contributions to the global effort to achieve the ultimate objective of the 
Convention.

2. A collective quantified emissions limitation and reduction objective ("QELRO") would 
e.stablish the environmental outcome sought from the Berlin Mandate process and provide a 
basis against which specific commitments under Part II could be negotiated. Any collective 
QELRO should be realistic and achievable.

PART II: COMMITMENTS OF SPECIFIED PARTIES

fa) Quantified Emissions Limitation and Reduction Objectives

3. The negotiation of .specific commitments of parties should result in differentiated 
QELROs within a specified time frame or time frames for the parties undertaking 
commitments under this Part ("Part II commitments"), which would be specified in an annex 
to the legal instrument (Annex A). These QELROs should cover anthropogenic emissions by 
sources and removals by sinks of all greenhouse gases ("GHG") not controlled by the 
Montreal Protocol.

4. The Berlin Mandate outcome should also ensure that the collective QELRO could be 
achieved at global least cost with parties undertaking Part II commitments being provided 
with sufficient flexibility to achieve their respective QELROs cost effectively.

Differentiation

5. The Convention and the Berlin Miuidate respectively provide guidance on factors and 
individual country circumstances which should be taken into account in the implementation of 
emission abatement commitments and in the elaboration of new commitments under the 
Berlin Mandate process.

6. The process of negotiating commitments would be assisted through the elaboration of 
rules which would provide specific guidance on how and to what extent differences in starting 
points and approaches, economic structures and resource bases, the need to maintain strong 
and sustainable economic growth, available technologies and other individual circumstances, 
as well as the need for equitable and appropriate contributions by each of the parties 
undertaking Part II commitments to the global effort are to be taken into account to 
differentiate the comraitmenLs of parties equitably.

7. The formulation of appropriate rules for setting differentiated QELROs should be 
guided by the objective of ensuring that equitable contributions are made by each of these 
parties to the global effort to mitigate climate change. Underlying this principle of equity is 
the fundamental concept of distributive justice. Broadly this means that each party 
undertaking Part II commitments, in contributing fairly to the collective QELRO. should 
share equally, on a per person basis, in any consequent changes to national economic welfare.
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An overarching rule tor giving effect to this objective would be to require parties to aim to 
achieve an equitable distribution of the per person economic impacts associated witK 
mitigation commitments, such that countries with similar per person income levels incur 
similar per person economic welfare impacts. Over the longer term, guidance will also be 
needed to better define appropriate contributions to the global effort to mitigate climate 
change. This could then be achieved in the context of a mle requiring countries’ individual 
contributions to be determined according to their level of economic development.

8. These overarching rules describe the parameters of an equitable and appropriate 
outcome consi.stent with the provisions of the Convention. A Berlin Mandate outcome 
containing a set of equitable QELRO commitments would be achieved through use of a .set of 
indicators for determining equal percentage changes in ternis of per person GNE associated 
with mitigation commitments. These indicators would determine the key sources of economic 
impacts associated with international emission abatement action. In turn, these factors would 
be used to identify indicators of economic welfare changes which have universal applicability 
in taking account of differences in national circumstances for use in the differentiation of 
abatement task.s. The .selection of such indicators should be guided by the availability of 
internationally accepted data.

9. A range of studies has shown that the economic impacts of international emission 
abatement actions can be split into two groups;

(a) domestic economy impacts; and

(b) international trade impacts.

10. Domestic impacts arise from changes to the composition and scale of economic activity 
associated with reduced GHG emi.ssion.s. Trade impacts arise from shifts in international 
demand for fo.ssil fuels, and other energy and emission intensive exports.

11. Core indicators which are universally applicable for domestic and trade related 
economic impacts are discussed below. Other countries may wish to propose additional 
indicators which they consider important in capturing the different sources of economic 
welfare impacts across countries.

I. Domestic Economy Impacts

12. Efforts CO reduce GHG emissions in the economy beyond possible no-regrets measures 
will incur losses in economic welfare. The magnitude of economic welfare losses will, in 
general, depend on two key factors:

(a) the magnitude of the underlying rate of growth in GHG emissions, i.c. underlying 
business-as-usual ("BAU") growth; and

(b) the costs of reducing a unit of emissions.

13. Ocher things being equal, a higher underlying rate of GHG emission growth will be 
associated with a larger abatement task for any party attempting to meet a uniform QELRO 
and, therefore, will result in higher economic cost. As the emission reduction task increases, 
additional actions required to return emissions to pre-determined historical levels will become 
increasingly costly as low cost emission reduction opportunities are exhausted. Because of 
thi.s, other things being equal, countries undertaking comparatively large emission reductions 
relative to BAU will face a higher average unit cost of emission reductions compared to other
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countries and consequently their per person costs of emission reduction will be comparatively 
greater.

14. The rate at which unit costs of emission abatement escalate with increases in emission 
abatement tasks will differ substantially from country to country owing to differences in 
economic structure.

15. The following gives a set of core indicators which identify the differential costs 
associated with the above two factors. The relative importance of each of these indicators for 
differentiation will depend on the national circumstances facing different countries.

Indicator: GDP Growth of the Economy

16. The growth of the economy is an important determinant of emissions growth for all 
parties. The importance of economic growth is recognised by the Convention and the Berlin 
Mandate, which require commitments to take into account the need to maintain strong and 
sustainable economic growth.

17. Other things being equal, faster economic growth would result in higher emissions 
QT^rpn^nd ^ higher economic welfare loss for any party attempting to meet a uniform

18. Making allowance for different rates of economic growth will be important not only for 
OECD countries, but also for the Economies in Transition ("EIT"). It can be expected that the 
success of the economic reform process in the EITs would set the stage for a period of strong 
and sustained economic growth in these countries, with economic growth rates much higher 
than for the OECD average. This in turn would imply that the underlying growth in emissions 
in such fast growth economies will be higher than the average for countrie.s undertaking Part 
n commitments and, consequently, result in a higher economic welfare loss in achieving a 
uniform QELRO. Accordingly, inclusion of an indicator of GDP growth to guide 
differentiation of party commitments will be essential to meet the requirements of the Berlin 
Mandate and the Convention in ensuring equity.

Indicator: Population Growth

19. Population growth is an important factor in determining the underlying emissions 
growth of an economy. Other things being equal, the higher the population growth, the higher 
will be the underlying rate of emissions growth.

20. The wide variation in population growth rates across parties undertaking Part II 
commitments and the long time frames required to achieve the Convention's objectives 
suggest that differences in population growth could prove an important consideration in 
achieving equitable outcomes. In particular, to achieve a uniform QELRO would require a 
country with high population growth to reduce emissions by a greater percentage than a 
country with low population growth. All else being equal, it would be expected that high 
population growth will result in a high abatement task and. due to increasing marginal costs, a 
high unit cost of abatement. Thus countries with high population growth could be expected to 
incur a relatively higher loss in economic welfare in meeting uniform QELROs. Using 
population growth as an indicator in the determination of country commitments will be an 
es.sential component of ensuring an equitable outcome.
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Indicator: Emissions Intensity of GDP

21. The emis.sions intensity of an economy influences the economic welfare chan^fes 
associated with international abatement action that that economy will experience in a variety 
of ways. The nature of the impact and its relative importance will depend on the economic 
structure and circumstances of individual economies.

22. A country with a relatively hieh emissions intensity of GDP will experience a higher 
magnitude of emissions growth for a given rate of economic growth than a similar economy 
with a lower emissions intensity of output. In the absence of subsidies and other market 
distortions, a relatively high emissions intensity of GDP is likely to reflect a country’s 
comparative advantage in emission intensive goods and relatively high level of dependence 
on fossil fuels. Continued multilateral trade liberalisation will lead to further specialisation in 
areas of comparative advantage, driving economic growth in emission intensive activities in 
countries with a comparative advantage in these activities. In ocher words, other things being 
equal, the higher the emissions intensity of GDP, the higher the magnitude of the emissions 
reduction task and thus the higher the economic welfare cost of achieving a uniform QELRO.

23. Account should also be taken of circumstances where a country with a low emis.sions 
intensity of GDP would find it more costly to reduce unit emissions than an economy with 
higher emissions intensity of output. This stems from two factors. First, it is observed that 
some countries with low emissions intensity of output have achieved high levels of energy 
efficiency in certain sectors. It is also ob.served that for these low emission countries, in 
general, current emissions intensity derives from action taken prior to the negotiation of the 
Convention in responding to cost pressures to achieve energy cost savings and greater energy 
efficiency, including through switching to non-fossil fuel sources and less GHG-intensive 
activities. Secondly, some of these countries with low emissions intensity of output would 
find it necessary to reduce emissions across a more limited range of activities than countries 
with a higher emissions intensity of output. These elements arc captured in the need to take 
account of differences in starting points in the Convention and the Berlin Mandate. Other 
things being equal, these countries are likely to incur higher economic welfare losses in 
reducing emissions to achieve a uniform QELRO.

24. The relative importance of these different influences will depend on the economic 
siniciure and circumstances of individual economies. This indicator demonstrates the 
importance of correctly identifying the impacts of factors affecting economic welfare loss in 
different economies and the need for them each to be carefully accounted for in ensuring 
commitments are determined equitably.

//. International trade impacts

25. The importance of trade linkages between economies and the role of terms of trade 
effects in deienmining the magnitude of economic welfare losses arising from international 
emission abatement actions is a consistent and powerful theme in climate change policy 
literature.

26. All countries are affected by trade impacts arising from international abatement action 
to a greater or lesser degree depending on the product composition, direction and volume of 
their exports. In particular, it is widely recognised that international efforts to reduce GHG 
emissions will reduce the demand for and price of fossil fuels and energy and other emission 
intensive goods, thereby affecting the economic growth and economic welfare of countries 
dependent on such trade.
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27. Article 4.2(a) of the Convention and paragraph 2(a) of the Berlin Mandate make 
provision for these impacts on economic growth and economic welfare to be taken'iato 
account in the implementation of commitments and to guide the elaboration of QELROs. 
Accordingly, the Berlin Mandate negotiations need to determine appropriate means of 
differentiating QELROs to reflect the adverse trade impacts on parties undertaking Part TI 
commitments.

Indicator: Fossil Fuel Trade

28. As identified in article 4.10 of the Convention and paragraph 1(b) of the Berlin 
Mandate, parties particularly dependent on income generated from the production, processing 
and export of fossil fuels are particularly vulnerable to adverse terms of trade impacLs and 
hence economic welfare losses. Action by parties undertaking Part II commitments to reduce 
emissions will tend to reduce the price and demand for fossil fuels. This will result in adverse 
terms of trade movements and resultant economic welfare losses for exporters of fossil fuels. 
In contrast, international efforts to reduce emissions will result in improvements in the tenns 
of trade for importers of fossil fuels and, consequently, improvemencs in their economic 
welfare.

29. The significance of these terms of trade impacts on economic welfare will vary between 
parties undertaking Part II commitments depending on the relative importance of fossil fuels 
in the party’s export and import profile. It is important that this source of loss in economic 
welfare of fossil fuel exporters is fully accounted for in setting differentiated and equitable 
QELROs. The Berlin Mandate requires such considerations to guide the elaboration of new 
commitments. An indicator based on the relative importance of fossil fuels in a party’s 
exports and imports would meet this requirement.

Indicator: Emissions Intensity of Exports

30. The emissions intensity of a country’s exports will be another important determinant of 
the extent of economic welfare losses it experiences in the context of international emissions 
abatement action. For any one country, the emissions intensity of its exports will be a product 
of its resource base and industrial structure. Article 4.2(a) of the Convention and paragraph 
2(a) of the Berlin Mandate call for resource bases and economic structures to be taken into 
account, as well as the need to maintain strong and sustainable economic growth. In addition, 
article 4.10 of the Convention and paragraph 1(b) of the Berlin Mandate recognise the 
vulnerability of parties particularly dependent on income generated from the production, 
processing and export of energy intensive products and the need for these considerations to 
guide the Berlin Mandate negotiations.

31. The Berlin Mandate outcome should provide a means for dealing with any economic 
welfare losses which derive from loss of international competitiveness flowing from the 
agreed abatement commitments, and the resultant displacement of emissions intensive activity' 
to countries not undertaking Part II commitments (i.e. carbon leakage). Using the emissions 
intensity of a country’s exports as an indicator of the extent to which it will experience such 
adverse economic welfare impacts and factoring this indicator into the determination of 
differentiated QELROs will be critical in achieving equitable differentiation.

32. The importance of international competitiveness and carbon leakage impacts for a 
countiy undertaking Part II commitments will depend on the relative importance of energy 
intensive and other emission intensive goods in that country’s economy, the direction of that 
countiy’.s exports and the significance of market competition in the supply of such goods from 
countries which are not undertaking Part II commitments. The international competitiveness
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impacts will be particularly acute for countries with relatively high emission intensiveness of 
exports. The export sectors of countries with relatively high emission intensities wfW«be more 
vulnerable to adverse economic impacts from the implementation of measures to respond to 
climate change. Other things being equal, for these countries this will translate into relatively 
high economic welfare losses due to loss of international competitiveness and cai'bon leakage.

33. The Berlin Mandate outcome should be flexible enough to work with, and not against, 
the rapidly changing trading structures occurring as a result of global economic integration ’ 
and the liberalisation of trade across the world. Using this indicator would explicitly take 
account of the structure of national economies and hence address international 
competitiveness and carbon leakage impacts as required by the Berlin Mandate.

Negotiating differentiated OELRQs using indicators

34. The Berlin Mandate outcome should contain a set of rules developed from the above 
indicators which would be applied in the negotiation of differentiated QELROs which satisfy 
equity requirements. Elaboration of the rules would address any interactions between 
indicators to ensure equitable differentiated outcomes. These rules would need to be applied 
as a package as it will be their combined effect which will be critical in achieving an equitable 
negotiated outcome.

35. The Berlin Mandate outcome should include elaboration of appropriate guidance about 
the application of the rules and the modalities for the negotiation of differentiated QELROs 
using these rules. Negotiation of other international agreements where equity principles have 
been recognised provide a number of possible negotiating models.

Flexibility

36. In the negotiations further consideration should be given to approaches which improve 
cost effectiveness for individual countries undertaking Part II commitments and for the global 
economy. This consideration should include approaches to enhance flexibility for countries to 
devise optimal emission abatement paths through emission budgets or banking, both of which 
are compatible with the approach to differentiation set out above.

37. Importantly, this consideration should include approaches such as emissions trading 
and joint implementation which provide for countries to take advantage of lower abatement 
costs in other countries. It is important that consideration be given to the range of issues 
involved in emission trading, particularly the basis on which it could be established and 

operate. Any emission.^ trading regime will need to address fully the need for equitable initial 
allocations for parties undertaking QELRO commitments. Such initial allocations would need 
to be differentiated on a basis which satisfied the same set of economic welfare indicators set 
out above.

(bl Policies and Measures

38. The outcome should be based on the existing obligations under articles 4.2(a). 12.1 and 
12.2 of the Convention by requiring each party undertaking Part E commitments to adopt 
national policies and measures to implement their obligations under this Part. Each of these 
parties would undertake to submit a National Action Plan detailing their national policies and 
measures, together with performance indicators by which that individual party's performance 
in implementing policies and measures to limit or reduce GHG emissions could be made 
transparent.
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(c) Communication and Review of Information
t

39. There will need to be a process for communication and review of information regarding 
performance of parties in implementing their commitments and the policies and measures that 
collectively constitute their National Action Plan.s. Consideration will need to be given to 
whether this should involve the creation of a separate communication process or the provision 
of additional information as part of meeting the existing commitments in article 12 of the 
Convention.

40. Following the model of the Convention, the Conference of Parties/Mecting of Parties 
(see paragraph 46 below) under the new instrument should have the capacity to consider 
information supplied in national communication.s/National Action Plans,

(d) Periodic Review nf Commitments

41. The Berlin Mandate instrument will need some provision for review of commitments 
before its expiry, with a view to possible adjustment of both country and collective 
commitments. If commitments were set to 2010 or 2020 without scope for adjustment, 
changes in scientific knowledge, technological developments and the circumstances of 
individual parties could undermine the environmental objective and lead to inequities. The 
modalities of the review process will depend on the nature of the commitments that parties 
undertake, e.g. setting a cumulative QELRO would require provision for a particular kind of 
review process.

42. Periodic review would be a separate process from communication and review of 
information. Provision for periodic review needs to be made to deal with the following cases:

(i) To take into account improved scientific understanding of climate change and 
technological developments.

(ii) To take it into account changes over time in the situation of parties implementing 
their commitments, including in respect of GDP growth, population growth, emission 
intensity of GDP, fossil fuel trade and emis.sion intensity of exports.

(Hi) To deal with the special circumstances of Economies in Transition and other 
countries which are undergoing rapid transformation and which are not listed in Annex I 
of the Convention, but which elect to undertake commitments under Part II. (In these 
cases, consideration should be given to providing for more frequent reviews at the 
option of individual parties in this situation. There should also be appropriate flexibility 
in approaching adjustments of such parties’ commitments in line with their development 
situation and uncertainties associated with expectations regarding the growth in their 
emissions).

(iv) To allow individual parties to seek at any time a review of their commitments in the 
event of an unforeseen change in their circumstances. (The modalitie.s of the review 
process in such cases will require further consideration.)

43. The outcome should provide that periodic reviews are to be undertaken by the partie.s, 
with appropriate technical assistance, at appropriate interval.s. Provision will also need to be 
made for the basis on which any adjustment would be agreed. For instance, consideration 
would need to be given to the nature of that process, including means available for the 
acceptance or objection by individual parties of any adjustment affecting them
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PART III: INSTITUTIONAL ARRANGEMENTS

44. The Berlin Mandate outcome should include provision for the new regime’s instkutional 
arrangements and its relationship to the Convention’s Subsidiary Bodies.

(a) Secretariat

instrument should provide that the Convention secretariat service the new regime, it 
should li.st the functions to be performed by the secretariat in a general and brief way and
there should be a general provision that the cost of secretariat services for the new instmment 
IS to be met only by its parties.

(bl Conference of the Parties

46 The instrument should make provision for the creation of a decision-making/governing 
body separate from the Convention’s Conference of the Parties which, to maintain the 
independent identity of the new body, would have its own meetings. For reasons of 
administrative convenience and expense its sessions should be scheduled immediately before 
or after those of the Convention. To minimise the possibility of confusion, it should be called 
something other than a Conference of the Parties, possibly a Meeting of the Parties. The new 
body should be given a list of functions, including one corresponding to that provided in 
article 7.2 (a) of the Convention.

(c) Subsidiary Bodies

47. The instrument should provide that both the SBI (subject to resolving possible questions 
about Its legal capacity to do so) and the SBSTA provide services to the new regime broadly 
similar to those provided to the Convention. The cost of undertaking additional work should 
be met by the parties to the new regime. The question of participation in the work of these 
bodies by representatives of countries not party to the new regime should be considered in the 
light of the precise role these bodies are given in the instmment.

(d) Settlement of Disputes and Multilateral Consultative Proce.ss

48. The formal dispute resolution mechanism provided in article 14 of the Convention 
should apply to the new regime, subject to any necessary technical modifications The 
outcome should also provide that if and when the Multilateral Consultative Process provided 
for under article 13 of the Convention is developed, the Conference/Meeting of the Partie.s to 
the Berlin Mandate instrument be authori.sed to decide whether such a process be applied to 
the new regime and whether any modifications to that process would be necessary or 
desirable for its application. It could also decide upon any consequential financial 
arrangements.

(e) Relationship to other agreements

49. The relationship between the Berlin Mandate outcome and other existing international 
agreements will need to be addressed in the instrument, in particular how the rights and 
obligations derived by any party from any existing international agreement might be affected. 
The outcome should ensure that the instrument does not derogate from the provision.^ of the 
Agreement Establishing the World Trade Organisation (WTO) or affect the rights and 
obligations of Members of the WTO.
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50. The Berlin Mandate outcome should provide tor the establishment of a processVor
further negotiations aimed at further contributing to achieving the ultimate objective of the 
Convention.

PART V: FINAL PROVISIONS 

(a) Amendment,s

51. Amendment to parts of the instrument other than Part II commitments should take place 
in accordance with the procedure agreed to for article 15 of the Convention. Special provi.sion 
should be made for adjustments to Part n commitments, as outlined above under Periodic 
Review of Commitments (paragraphs 41-43).

fbl Right to Vnfp

52. Consideration will need to be given to appropriate voting rights in respect of certain 
issues, such as those affecting commitments assumed under Part II.

fc) Provisional Annlication

53. The instrument should provide for individual parties to be able to apply its terms 
provi.sionally (i.e. before it enters into force). Such a provision could be useful if delay were 
expected in entry into force. It would also allow states to move to begin meeting their
commitments when they faced long delays before joining the regime becau.se of“domestic 
processes.

(d) Entry into Force

54. The mechanism for entry into force could be important. Consideration will have to be 
given to whether it would be appropriate in the particular circumstances of this instrument for 
entry into force to be possible solely on the basis of a specified number of ratifications. It may 
be appropriate to include a further requirement of ratification by a certain number of countries 
which undertake Part II commitments.

(e) Other i.ssue.s

55. Other final provisions would include Signature, Consent to be Bound (ratification etc) 
Withdrawal and Authentic texts.
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United Nations' Krainework Convention on Climate Change - Ad Hoc 
Group on the Berlin iVlandate - Sul)mission by Norway

riie Bei liii Mandate prescribes the process for advancing the international response to 
climate change. An identified priority in this process is the strengthening of the 
commitments of Annex 1 Parties to the Convention in Article 4.2 (a) and (b). In this 
context, the Mini.sterial Declaration at tlie .second Conference of the Parties, atlvising 

.quantified legally-binding objectives forcmi.ssion limitations and significant overall 
reductions within specified timeframes...» to be set for Annex I Parties, represents an 
important step towards adoption of an adequate agreement at the third .session of the 
Conference of tlie Parties in 1997.

Consistent with the Convention, die Bei lin Mandate contains a set of principles which 
commitments must adhere to. Specifically, in the context of policies and measures and 
quantified Umitadon and reduction objectives for Annex I Parties, the Berlin Mandate 
emphasises that «...the differences in starting points and approaches, economic .structures 
and resource basis, the need to maintain strong and sustainable economic growth, available 
technologies and other individual circumstances, as well as the need for equitable and 
appropriate contributions by each of these Parties to the global effort...» must be taken into 
account when .setting objectives.

The operationalization of thc.se prcmi.se.s for commitments in a protocol or another legal 
instrument has been and will condnue to be a key issue for the Ad hoc Group on the Berlin 
Mandate (AGBM). The UNFCCC Secretariat’s note «Revicw of possible indicators to 
define cniei ia for differendadon among Annex 1 Pardes» provides an oven/iew of various 
possibilities which have been presented to this end. It is the position of the Government of 
Norway that a differentiated approach is necessary according to the Berlin Mandate. In 
addition, a protocol or another legal instrument should be, as far as possible, cost-efficient 
across greenhouse ga.scs. .sectors and countries to achieve eMvirorimental objeedves at least 
overall costs to the Pardes.

This .submission is a re.sponse to the invitation to Parties to «.submit further concrete 
proposals on policies and measure.s, QELROs. and other po.ssible features of a protocol or 
another legal insoument, by 15 October 1996«. The attached note substantiates the reasons 
why uniform targets across Annex I Pardes would be inconsi.stent with the premises of the 
Berlin Mandate, and di.scnsses some criteria and indicators for differendadon contained in 
the secretariat note that provide for key factors to be taken into account while maintaining 
.simplicity. In order to facilitate completion of the work of the AGBM by the tliiid session of 
the Conference of the Parties, a thorough discussion of the elements and preconditions set 
by the Mandate remains indispensable.

The Government of Norway remains strongly committed to the process of developing and 
taking on new and legally binding commitments as evolving scientific findings require.



Annex

Possible criteria and indicators for differentiated commitments (QKLROs)

1. Introduction

At the. fourth meeting of the Ad hoc Group on the Berlin Mandate (AGBM) the Parties were 
invited to submit proposals regarding possible criteria and modalities for differentiation of 
quantified emission limitation and reduction objectives (QELROs). The present proposal is 
intended to contribute to the discussions on how to achieve an agreement on a structure of 
QELROs that will be in accordance with the Berlin Mandate and fulfil the intentions of the UN 
Framework Convention on Climate Change (FCCC). It is meant as a basis for further 
discussions on criteria and indicators for differentiated QELROs.

The point of departure for the di.scus.sion in the following sections is that a protocol or another 
legal instrument should be, as far as possible, cost-efficient across greenhouse gases (GHGs), 
sectors and countrie.s. In this way, environmental objectives can be achieved at least overall 
cost to the Parties. In addition, a new and strengthened agreement should take into 
consideration an equitable sharing of burdens between Annex I Parties.

An agreement that takes into account both cost-effectiveness and an equitable sharing of 
burdens could be implemented in at least two ways. An internationally harmonisetl tax levied 
on GHG emissions could be combined with a financial mechanism to .secure a fair sharing of 
burdens. Another possibility will be for the Parties to undertake cominitmcnts based on 
differentiated QELROs. In both cases a set of criteria for distribution is needed. Any system 
which distributes emission commitments among Parties, including a system with differentiated 
QELROs, will in addition require flexible instruments, such as activities implemented jointly or 
u adable quotas, to secure cost-effectiveness. Criteria and possible indicators for differentiated 
QELROs are discus.sed below.

2. The Berlin Mandate - a mandate for differentiated QKI,ROs

The FCCC and the Berlin Mandate establish provisions for differentiation of commitments both 
between Annex 1 and non-Aiinex I Parties and among Parties within these categories. The 
Convention contains several principles and .specific provisions that reflect such differentiation 
between Parties.

The general principle outlined in Article. 3.1 shall guide the Parties in their actions to acliievc 
the objective of the Convention and to implement its provisions, stating that «the parties 
should protect the climate system for the benefit of present and future generation.s of 
humankind, on the basis of equity and in accordance with their common hut differentiated 
responsibilities and respective capabilities» (italics added).



Spccilically toi Annex 1 Parties, Article 4.2(a) lurtliei lellecis tlic intention that equity should 
txr applied nor only between developed and developing country Parties but among developed 
country Parties as well.' Article 4.2(a) states that in the Annex 1 Parties' joint effort to reach 
the objective of the Convention, account shall be taken of «ihe differences in these Hnrties' 
starmi)^ points and approaches, economic stniaw es and resource hoses, the need to maintain 
.V/; o/ig and sustainable economic f’rowth. available technolof>ies and other individual 
circumstances, as well as the need for equitable and appropriate contributions by each of 
these Parties...» (italic.s addexi).

These principles and provisions were incorporated in the Berlin Mandate as an explicit 
guidance for the AGBM process. In paragraph 2(a) the Mandate clearly underlines that the 
differences in Annex I Parties starting points, economic structures and resource ba.ses, as well 
as other country-wise individual circumstances, are recogni.sed as a basis for the negotiations 
on OELROs."

The IPCCAVG lU in the Second A.s.sessment Ueport al.so str ongly underlines the impoitancc of 
reflecting the substantial differences that exist among countries in any future agreement A 
basic argument for this view is that countries are «unlikely to participate fully unless they 
perceive the an-angements to be equitable». and that «governments will find it easier to comply 
with international obligations if their citizens feel that obligations and benefits of compliance 
arc distributed cqually».’ The IPCC/WG III fur ther slresse.s that variations among developed 
country Parties, such as those referred to in Article 4.2(a). have to be reflected in the 
commitments to make the agreement both equitable and efficient''

The above mentioned provisions of the FCCC and the Berlin Mandate, as wcU as the insight 
provided by the IPCC, should guide the ongoing elaboration on strengthened cominitments. 
implying a neal for the development of a system for differentiation of commitments on an 
equitable basis. A su ingent Bat rate approach should therefore in this respect not be seen as the 
«dcfaiilt value» in the present negotiations, but rather as being outside the mandate agreed to 
in Berlin. Clearly, a stringent flat rate approach for setting QELRO’s would not take Into 
account differences in Annex 1 Parties’ starting points and approaches, economic sti'ucturcs 
and resource bases, the need to maintain strong and sustainable economic growth, available 
technologies and other individual circumstances, as well as the need for equitable and 
appropriate contributions by each of the.se Partie.s.

Most measures to reduce emissions of GHGs will involve costs to all Parties, but such costs 
will vary .significantly among Parties. Differences in Paiues’ national circumstances, such as 
economic structure and energy profile, might lead to highly different burdens among Paitics if 
the commitments were not distributed in a way that reflected the.se differences.

The present proposal does not enter into detailed elaboration on how a system of 
differentiation should be implemented. However, one possible solution is to .strengthen the

Sec especially IPCC (1996). Climate Change 1995 • Ec.onnmir and Social Dimensions of ClinuHe Change. 
Coniribuiion of Working Gioup III lo ilic Second As.sessmcm Report of die Inicrgovermncntal Panel on 
Climate Cfumge, chapter 3.
■ Articles 4.1,4.,3, 4.6 Jind 4.10 of the Convention tdso reflect some degree of dilfcrcniiation vi.s-d-vis the 
implementation of commiuncnix by Annex I panics.
’ IPCC, op.cit, page 83.

■* Ibid, page 1()().



cninmiimcnts by .selling ;iii oveiiill emi.s.siun limilaiion or icduciion objective for ;i croup of 
I’amc.s, c.g. the. Annex 1 Partie.s. ami then allocate QbLROs to each Party within the group 
according to criteria and indicators as suggested below

The proposal on a set of criteria and indicators for differentiation of QELKOs is intended to 
form a basts tor further discussions on a formula that inay reflect different national 
cu^ciim.stanccs and the need for equity.

3. Criteria for differentiation

Tlic FCCC offers some guidance on national circumstances that should be given consideration 
when implementing the Parties’ differentiated commitments under the Convention. For 
instance, Articles 4.6-4.10 elaborate on factors that could be relevant for an equitable sharing 
of burdens between Parties in rc.sponding to climate change.

Selecting one single criterion as a basi.s for differentiated QELROs might not be considered 
feasible. Instead a multi-criteria approach is suggested. With reference to the FCCC, three 
basic elemenLs are here proposed to be reflected when establishing feasible and fair criteria for 
differentiation between Annex I Parties: a country’s emission intensity - reflecting efficiency, a 
country s level of GHG emi.ssions, anti its level of economic development or «wealth».

It should be undcrimexi that a comprehensive approach should be tlie basis for commiunents. 
«Emissions» as u.sed in the pre.sent proposal therefore in principle pcrtauis to all GHGs, and 
includes removals by sinks. Although data for cmi.ssions of some C.l IGs may be uncertain, 
efforts should be made to include as many as po.ssible of the GHGs in a formula for 
differentiation of coiniTiitinent.s among Annex 1 Panies.

- Emission intensity

The FCCC underlines the principle of cost-cffcctiveness. For instance. Article 3.3 of the 
Convention states that precautionary measures shall take into account that «policie.s and 
measures should be cost-effective .so as to ensure global benefits at the low-cst possible cosb>. 
An important criteria to be included in a multi-criteria formulae for differentiation would 
Uieiefoie be the consideration of the overall cost-effectiveness of the arrangement.

A sti ictly cost-cffcctivc agreement would imply a distribution of commitments among Parties 
in a way that lead.s marginal costs of abatement of all GHGs to be equal among all Parties and 
keeps the overall abatement costs to a minimum. It .should be stre.ssed that a set of criteria for 
differentiated commitments does not add up to a fully co.st-effective agreement. The 
distribution of commitments as suggested in the pre.seni propo.sal wiU not only be based on the 
costs of reducing emis.sions of GHGs. but also take into account other differences among 
couiitiics. It may therefore lead to higher overall costs than an agreement based exclusively on 
the concept of cost-effectiveness. Thus, it is acknowledged that an agreement establishing 
differentiated commitments requires flexible iiuplemeniation mechanisms (such as activities 
implemented jointly, trade in emission quotas or other instruments) to further cost- 
effectiveness and stimulate the achievement ot overall targets and commitments at the lowest 
po.ssible costs.



- Level (ij ( ill(r L'flllSM(in\

I lic principle of common but diffcicntiated responsibilities (Article 3.1) gives some guidance 
on liow to imirlemem the Conveniion on an equitable basis. One of the basic considerations 
undei lying tliis principle is the fact tliat countries vary widely in the degree and nature of their 
coiiuibuiion to climate change; variations span over both gases and sources, as weU as in 
capacities of sinks tor absorbing car bon emissions. The emission levels should therefore be 
taken into consideration when allocating eoinmiuiicnts between Partic.s.

- Level of economic development

It is understood in the FCCC, e.g. by pointing to Parties’ respective capabilities (Article 3.1), 
that Parties that have greater capacity, economic or otherwise, to deal with the problem should 
do more than other Parties to reduce emissions. Wealth is one of the most clearly marked and 
peiviLsive differences between countric.s. To a large degree wcaltli determines a country’s 
«ability to pay» or capacity to bear the. costs of abating GHG emissions. The welfare impacts 
of reductions in GHG emissions may therefore differ according to the wealth level.

An indicator for levels of economic development or wealth should thus be included in a 
formula for allocation of commitmenLs among Annex I Parties to limit and reduce emissions. 
U.sed in comhination with tire criterion emphasising the level of GHG emissions, these two 
cntcria may together reflect the equity and fairness issues in a balanced way.

4. Possible indicators for differentiation

It ha.s been considered as an overall aim that selected initial indicators should be simple and 
oaiispaieiu. Such indicators would be easier to negotiate, compile and u.se. In a longer term, 
the indicators can be developed further with Uic aim to increase their ability to reflect national 
differences and their potential to encourage even more equitable and efficient outcomes. By 
opening for such an iterative process, more complex indicators, or the way they arc combined, 
can be developed and agreed as more knowledge becomes available.

The three indicators .suggested below are commonly identified as potentially useful in 
differentiating among Annex I Parties, and have as such been elaborated in the document 
FCCaAGBM/1996/7 («Review of possible indicators to define criteria for differentiation 
among Annex I Partics») prepared by tlic secretariat.^ The indicators have a high degree of 
simplicity and are relatively easy to calculate. The data/input needed to use thc^indicators aie 
also relatively easy to compile and verify, and should be available in the Parties’ national 
communications.

a) All indicator refiectinti emission intensity

To select a simple indicator to take into account cost-effectiveness is not straightforward. 
Mere, it has been a.ssumed that die higher the carbon iiUeiisity in a country’s economy is, the 
lower the marginal costs will generally be of reducing COi emissions by one unit. Accordingly.

' SccFCCC/A(!flMll996/7.2\ June IU%. p;ua. 2.V40.



ihc emission iniensity. dc.hned as CO, cqiiivaU'ni emissions per imii ,,j GDP (o, oss ilumcsiic 
proilua), lias been selecicd as a rough indicaioi oi die costs associated with emission 
reductions measures.''

Emissions per unit of GDP will vary, inter alia, according to national enercy sources and 
eneigy efficiency, type of economic production and consumption of energy per unit of GDP. 
Countries might have a low emis.sion intensity because they already have implemented 
mcasuies to reduce emissions or becau.se their energy supply system is based on low carbon 
intensive or carbon free energy sources. Generally, the cleaner the energy sources and the 
higher the energy efficiency, the lower tlic possibilities for substitutions to cleaner/renewable 
energy sources, and the higher the costs per unit emissions raluction. Although not perfectly 
revealing the costs of emission reductions, an indicator for emission mtensity can still be 
considered an approximate measure for co.st-cffcctivcncss.

An indicator which has frequently been propo.sed as a basis for the assignment of emission 
quota.s is the share of emissions per capita. A similar indicator including all GHGs would be the 
share of COj equivalent emissions per capita.

As an example, if a Party has higher eini.ssions of COj equivalents per capita than the average 
tor the Annex I Parties, an exclusive use of this indicator would mean that the Party would 
have to reduce its emissions more than tlie average for the Annex I Panies. and vice versa.

c} An indicator reflecting a country’s level of economic duvelopment

Several indicators may be used to reflect a Party'.s level of development or wealth as a basi.s for 
allocating emissions commiunents among Parties. Among the.se. GDP per capita is a 
commonly used indicator of a country'’s level of economic development or wealth. An 
exclusive u.se of this indicator could for instance mean that Parties whose per capita GDP is 
above the average for Uie Annex 1 Parties should undertake more extensive commitments than 
the average of the Annex 1 Parties, and vice versa.

CO: equivalent emi.ssions per capita and per capita GDP as indicators boUi reflect equity 
concents, but differences in national circumstances may indicate that the two indicators could 
preferably be combined. For instance, if CO: equivalent emissions per capita were to be used 
as an indicator alone, countries with «economies in transition>> might have come, badly off 
because they have a relatively high level of CO: emissions per capita. If u.sed in combination
with GDP per capita, however, the special situation of the.se Parties can also be taken into 
account.

GDP i.s defined lus the value ot all gwds ;uid .service.s provided in a couiuiy by lesidcms and non-residents 
wiihout regard to their alloeaiion lunoog dome.';lie :uid (oreign claims. ,\n alicrnaiive measure would be eross 
nanonni I.rocluc, (GNP). which i.s (he sum o( (he domes(ic and foreign ou(pu( of aU rc.sidenis ota country 
including mcoine received from abroad by re.s,denes lor lactor .services rendc.cd abroad .uid .afie, subi.aciinv 
inuisfcrs to counirics abroad of income by residems of otho. Lountries.



5. (';ilciil:i(inn (if eiiii.s.vion (iuu(a,s

In a tonnula. llic weij:lucd sum ol ilu.-. above incbeatois foi individual Panics could be related 
to the average for a group of countries (e.g. tlic Annex I Partaes). If it is assumed that the 
group agrees on a target for the group as a whole, the indicators suggested could be used to 
determine the specific targets for individual Parties. Such targets should be determined as 
annual emissions relative to the projected level for a .specified year.

By attaching weights to the individual indicatoi-s the tliree indicators could be combined and 
constructed as a multi-criteria indicator. A Party might be above the average of the group for 
some indicators and below the average for other indicators. If a Party has an emission intensity 
which is higher than the average, the Party should reduce emissions more than the average as 
far as this mdicatoi is concerned. CorTe.spondingly. for the other indicators, if a Party has a 
level of (JHG emissions per capita dial is higher than the average, the Pany should reduce 
eini.ssions more than the. average, and if a Party has a per capita GDP higher than the average, 
the Party should reduce emissions more than the average. By vaiying die values of the weights 
one can attach varying importance to the different indicators. In order to stimulate cost- 
effective outcomes and reduce the overall international costs of implementing the agreements, 
the indicator for emission intensity should be given more weight than the two other indicators.

An example of a formula in line with this propo.sal is outlined in the box below. Such a formula 
might he particularly suitable for use in a long-term, dynamic perspective. When an agreed 
protocol or another legal instrument is to be renegotiated at a later time, the weights in the 
formula can be adjusted in line with new knowledge.

Example of formula;

The formula outlined below considers a Party’s required percentage reduciiuns of greenhouse 
ga,s emissions on basis of the indicators singled out in the proposal. CO, equivalent 
cmissions/GDP is included in the formula as an indicator for cmi.ssion intensity, while the GDP
per capita and CO, equivalent emissions per capita are included to conduce to an equitable 
outcome. ^

This gives the. following formula;

}'■ = A X + .V -f z
fD.V

.
s B ) KC) lz)|

where K,- is the percentage reduction of emi.ssions for Party /. The relation of Bi to B is CO, 
^uivalents to die GDP for Party / relative to the average in the Anne.x 1 Parties. The relarion of 

to C IS the GDP per capita m Party i relative to the average in the Annex I Parties, while the 
relation of I). to Z) is CO2 equivalent emissions per capita in Party / relative to the average of 
the Annex I Parties. A ts a scale factor to ensure that llie desired overall reduction in emissions 
IS achieved. The coefficients x, y and i are weights, which add up to a total of 1.
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Japan 

<provisional version>

Working Paper for the Informal Meeting of A-CAP
Proposals on the elements to be included io the Draft Protocol 

hy the Government of Japan

• General commitment
1. Parties shall recognize the need for early actions to mitigate adverse effects of climate

change. ^ ^
2. Parties shall lake note that, according to the IPCC Second Assessment Report, stabilization 

of atmospheric C02 concentration at 550 ppmv will eventually require global emissions to be 

less than 50 per cent of current levels.
3. Annex 1 Parties of the Convention (the United Nations Framework Convention on Climate 

Change) shall take note that many of theAnnex I Panics need to make additional effons to 

overcome difficulties that they face in achieving the aim of returing their emissions of 

greenhouse gases to 1990 levels by 2000, and shall recognize the need of GHG emission 

limitations and significant overall reductions within specified time frames.

• QELROs / ^
) (ifif^ELROs;

(a) To limit the average annual anthropogenic emi^ns of carbon dioxide over the period from
(2000+jc) to (2000+xf[5}) to /Jt-C per capita; ^ ^ tentative proposal.)

(b) To reduce the average annual anthropological emissions of carbon dioxide over the period 

from (2000+x) to (2000+x+[5]) by from the level of 1990; -
2. The Meeting of the Parties entrusts to SBSTA the examination on greenhouse gases other 

than carbon dioxide (except for those controlled under the Montreal Protocol). The Parties of 

the Annex I to the Convention shall make as much efforts as possible not to increase the amount 
of emissions of such gases until adequate measures are designated on the basis of the 

examination.

/ Joy '
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• Policies and Measures
1. The Annex I Parties to the Convention agree lo adopt appropriate policies and take measures 

in the following areas;
(a) Efficient use of energy
(b) Introduction of lei or /^Rcarbon-containing*cnergy
(c) Innovative technology development
(d) International technical cooperation and technology transfer etc. ^
2. The Annex I Parties to the Convention should adopt appropriate policies and measures itom 

those listed in the Annex in accordance with the agreement provided under subparagraph 1 above.
3. The Meeting of the Parties at its first session decides indicators of policies and measures 

provided under subparagraph I above. Each Annex I Party shall set voluntaey goals for such 

indicators.

' Conununication and its review
1. Each Annex I Party to the Convention shall incorporate the following elements into its 

communication to be presented under the provisions of the Convention;
(a) QELROs that the Party has selected;
(b) National programmes for its emissions and reduction of greenhouse gas
(c) yolunlaey goals for its policies, measures, and indicators;
(d) Projection for anthropogenic emissions by sources and removals by sinks of carbon dioxide 

until the mid-21 st century;
2. The expert review term commissioned by the Secretariate shall review communication of 

each Party.' The Meeting of the Parties shall decide the frequency of the review. The result of 

the review shall be reported to the Meeting of the Parties;
3. The Meeting of the Parties shall recieve the results of such review and make recommendations 

to a Party when, assessing the implementation of policies and measures, the Meeting of tite 

Parties conclude that the Party will not be able to achieve its objectives. The Party which 

recieved recommendations shall revise its national prognunme and its implementation and 

present the result to the Meeting of the Parties within one year.

• Revision
The Protocot should contain a resular revision mechanism of the Protocol, so that policies 

could reflect latest scientific knowledge, such as the Assessment Report of IPCC.



Comments on papers in general:

Our understanding is that the papers are to provide background to the deputies so that they may evaluate 
the characteristics of a treaty that commits the U.S. to a legally binding target. The major 
characteristics are the target itself, whether to allow permit trading (either domestic and/or 
international), compliance problems, and what countries should be included in the treaty.

As useful as they are, the papers would be more helpful if they were organized in terms of options (a 
target, description of the trading program, if any, compliance costs, and what countries would be 
included) rather than by characteristics as they are now. A discussion of pros and cons should also 
accompany each option. It would also be helpful if the targets were to range from modest to ambitious 
in terms of their impact on concentrations. Organizing by options would be more instructive because 
as the material is now presented it is difficult to gauge how important any the characteristics are to any 
particular target.

Finally, these papers can be used as an input^krto the demarche statement should not be based solely 
on the discussion in these papers. The demarche statement needs to include some instructions to U.S. 
negotiators concerning specific proposals that h^ye^oi are likely to be made at the December meetings 
which the U.S. would not find acceptable.



AGENCY COIVIIVIENTS ON 
FIRST DRAFTS OF 

U.S. CLIMATE CHANGE PAPERS

The following comments are a compilation of those received from the interagency group following a 
reading of the first drafts of the four papers. The compilation has been undertaken without an effort to 
prioritize comments by importance, or to assign any value judgment to any individual comment. In order 
to present them in an abbreviated form, some of the content may have been lost, and some 
misinterpretation of the individual remarks may have been inadvertently made. These errors are the 
responsibility of DOS/EGC, and not of the commenting agencies.

The papers are currently in the process of being redrafted (by the original lead agencies) and drafters have 
been instructed to take these comments into account in their redrafts. These comments are provided only 
for your information. While attributions are included, they do not necessarily represent the views of the 
entire agency.

Revised drafts of these papers are to be circulated to the interagency group on Wednesday, November 13.

Comments are included on;
1) Compliance Paper
2) Form of the Legal Instrument
3) Article 4.1

While a fourth paper on Jl/trading was drafted, it is currently in the process of substantial revision, agency 
comments on this paper were not compiled.

General

Need to consider inter-relationship of all issues, and possible trade-offs between them or negotiating 
strategy; suggest integrated paper be based on key underlying objectives of flexibility central role of 
trading, commitment from developing countries, economics/competitiveness, clarity and 
comprehensives (DOC)



Compliance Paper

Issues not addressed/Comments:

Paper would benefit from insights on other agreements and the way they address “legally binding” 
(EPA)
Need more fulsome examination of “consequences of non-compliance” (EPA)
Elaboration of infrastructure (e.g., expert capacity, institutional incentives, measurement/monitoring, 
equipment needs, verification, rewards and penalties) (EPA)
Options provided to parties to chose to “reserve” on any dispute resolution provisions (EPA) 
Desirability of resolving trade related disputes under WTO and/or NAFTA (EPA)
Possible inclusion of restrictions on participation in emissions trading could be included as additional 
sanction for non-compliance (EPA)
Consideration of border tax adjustments (and their operation and possible conflict with trade 
agreements) (EPA, DOC)
Need more emphasis on current reporting requirements and review process under FCCC (CEQ)
Note that long-term measurements of atmospheric concentrations may be pertinent to compliance 
(DOC)
Beware penalties for uncontrollable events (e.g., annual fluctuations in weather), but do not give 
flexibility for controllable phenomena (e.g., population growth) (DOC)
Need to consider providing escape clause tat provides relief to displaced workers and industries (DOC) 
Do not penalize or allow countries to benefit from immigration (DOC)
Agreement should permit trade sanctions (DOC)
Need to make US position in WTO consistent with negotiating objectives under FCCC (DOC)
Need to include some discussion of how differentiation issues will affect compliance. A vaguer 
commitment (perhaps for non-Annex 1 Parties) could be associated with a less stringent regime 
(DOS/EB)



Form of (lie Target

Issues not addressed:

Consider phased approach based on importance of gases to climate problem (DOC)
Baseline discussion should state countries not be penalized or faster than average economic growth 
(Treas)
Consider flexibility for ElTs (EPA)
Emission target based on acceptable rates of climate change - i.e., concept of “safe emissions 
corridors” (EPA)
Note drawbacks of including all sources of greenhouse gas emissions in comprehensive target (e.g., 
compliance problems) (EPA)
Differentiation - need to speak to issue and why US opposes (EPA, CEQ, DOS/EB)
Relationship between emission trading and other issues(e.g„ cost effectiveness, encouraging 
developing countries to opt in, encourage compliance) (EPA)
Conditional target (CEQ)
(^EQ)° is not end-point - but only beginning; new obligations will follow

(CEA/n*^cT ‘discussion of relationship between developed and developing country targets

Need to address whether policy can drive GHG emissions technology development at all (CEA/NEC); 
technology issues must be highlighted to greater degree (DOC)
Additional options for trading may include trades between sources but not sinks; must also consider 
validity of GWP for intergas trading (CEA/NEC)
Need some discussion of how various forms would be met in the U.S. (DOC)
Consider rate of change or percentage change/year form of target. May help develop buy-in with 
industry, which thinks of growth in terms of annual percent change - familiarity with structure may 
assist with understanding - and possible support of structure. (DOS)

• Consider focus on coal. It may be responsible for majority of future C02 emissions - and a focus on 
coal could allay opposition from oil and gas industry (and the fuels are anyway projected to be of 
limited availability by 2050-2100) while also emphasizing the long-term nature of the problem. Could 
call or phaseout of new coal power plant constructions, as well as prohibition of the conversion of coal 
to synfuels. (DOS)

Recommendations and comments-

• Define baseline as average of several years rather than negotiate adjustments for weather or economic 
cycles. (EPA)

• Limit allowability of renegotiation of commitments if significant amount of “borrowing” had occurred 
(EPA)

• Agreement on long-term concentration goals is unlikely to be reached in Kyoto, although the selection 
of a medium term target will be aided by considering the long-term atmospheric concentration goal

• Recommend deleting option of target based on contribution to future concentrations (EPA)
• Need to clarify option of financial option approach to emissions trading - or delete
• Delete discussion of conditions to be placed on target if it does not include trading (CEQ)
• Need to evaluate length of time required to make cumulative target viable (e.g., does it still have 

advantages at short intervals such as 10-15 years?) (CEQ)
• Discussions of non-binding aim needs o indicate how far from meeting this goal developed countries 

are likely to be. (CEA/NEC)
• Discussion needs to indicate arbitrariness of baseline year choice - and should not that in choosing 

year other than 1990, a higher level would be se, and the target would be easier to achieve. Also, 
indicate that changing base year is extremely unlikely outcome of negotiations. (CEA/NEC, DOS/EB)



Need to better highlight importance of compliance with respect to long-term cumulative targets. 
(CEA/NEC)
Need to indicate that coal-fired power plants must be replaced with plants using other fuels to make 
much of an impact on C02 emissions (CEA/NEC)
Adjustments to future commitments may be either tightening or loosening depending on science 
(Treas, CEA/NEC, DOC)
Need to elaborate role of sinks (CEA/NEC)
Delete section on incentives for early reductions (CEA/NEC)
Agreement must be based on net emissions (including sinks), use multi-year period (preferably 90-95), 
with developing countries subject to same base period, include loner term multi-year cumulative 
targets that permit banking and borrowing. Do not set short term targets unless science requires 
immediate action. (DOC)
Need to more strongly emphasize drawbacks of single year target (Treas, DOS/EB)
Consider using interest rate to increase attractiveness of early reductions in “borrowing” scheme. 
(DOS/EB)
Consider discounting emission reductions in cases where certainty of reductions are low (DOS/EB) 
Need to consider relationship between commitment and entry into force (both for the agreement and or 
any individual Party). For a commitment which has an entry into force in 2005 or later, the value of a 
medium term (e.g., 2010 or 2015) may be reduced. Perhaps consider a commitment which enters into 
force a fixed number of years following ratification, rather than in a fixed year. (DOS/EB, DOE) 
Consider agreement which targets producers of fossil fuel combustion devices ~ rather than end users 
of fuels. Producers would include manufacturers of autos, airplanes, utility combusters, etc. Could 
establish trading regime and permitting process or each manufacturer (USGCRP)
Example of CFC costs for phaseout may not be applicable to climate debate (DOE)
Developing variable targets based on certainty/uncertainty of measurement or monitoring of emissions 
(e.g., for non-C02 greenhouse gases) may not be appropriate. Would not therefore necessarily 
preclude intergas trading, or intersectoral trading of emissions credits/allowances. (DOE)
U.S. must have strong ~ and where possible explicit statement at December AGBM. Existing text is 
flat and inadequate. (DOE)



Article 4.1

Recommendations and comments:

Continuum may be more helpful for internal thinking than as part of international dialogue; consider 
instead creating groups of counties and assign different levels of responsibilities to each. Country 
groups could include: OECD, EIT, NIC, Energy Exporters, Large Emitters (which may also be in any 
category), LDCs with negligible emissions, countries most vulnerable to climate change effects 
(DOS/EB)
Consider setting threshold in terms of national annual average emissions growth; below threshold 
could have no or low commitments (DOS/EB)
Only options in category E have a chance of securing real ghg reductions from developing countries; 
this needs to e made clear (Treas)
Options which are not controversial also have little chance of securing reductions (DOJ)
Need to note that options in various categories are not mutually exclusive; could adopt a series of 
policies from various parts of the continuum (DOJ)
Revise introductory/background section to indicate more clearly need to include developing countries 
(ERA)
Recommend that paper address strategy of how to negotiate as well as what to negotiate (ERA)
Need to more carefully distinguish between what is currently allowed under Berlin mandate - and what 
would be outside of box; current draft overstates the Berlin mandate. US may choose to reopen 
discussion, but must be up front about doing so. Do not anticipate that any significant new 
commitments for developing countries will be in next step.(DOE)
Beware mixing concepts of “no regrets” and “cost-effective”; the latter is used where the former is 
meant. (DOE)
Paper should indicate the domestic political rationale for including developing countries (DOE)
Could recommend pursuing both inside and outside Convention efforts in parallel tracks (ERA) 
Consider new voluntary initiative in which a group of developing countries would undertake new 
commitments in return or direct and coordinated assistance in implementing these actions (e.g., 
appliance standards, energy efficiency or carbon intensity targets) (ERA)
Some concern that category E approach may not be appropriate to this instrument, but may e better 
relegated to a new long-term objective(EPA)
Urge that December strategy be broad based; no single approach likely to generate strong new actions 
(ERA)
Focus December on broad approach, domestic efforts by developing countries, work to split G-77 
block, pursue Jl/trading - but do not link opt-in to discussion of new commitments, work with ElTs, 
NlCs outside of agreement, promote “agreement to agree” (note that this latter would follow the 
precedent of the Berlin Mandate itself) . (ERA)
Consider allowing opt-in for Jl/trading with agreed baseline; alternatively, allow opt-in on discounted 
basis (CEQ)
Develop guidelines for domestic processes to implement commitments under Article 4.1 (ERA) 
Introduction is too long and does not properly frame issue; focus should be on problem with future 
unsustainable development path f developing countries (if they follow OECD course)
New approach in which baseline is set for year of graduation, with ten additional years before 
obligation kicks in at that level (for category E) (CEQ, DOC)
Suggest renaming options (CEQ)
Beware discussions of “unfair competitive advantage; they may lead to arguments about equity. (AID) 
Option A(2) -cost effective measures by developing countries, if properly undertaken, may qualify as 
an E level action (AID)
Option A(4) on investment guarantees may be opposed domestically if it has any teeth, although it 
could be useful option (AID)



CTI is about as far as we can now go with technology; beware proposing additional action (AID) 
Additional GEF conditionality likely to be strongly opposed by developing countries (AID)
Ranking GEF proposals cold be problem in terms of short vs. long-term reductions gains. (AID)
Any change to MDB lending should be preceded by domestic lending bank changes (e g to OPIC) 
(AID)
Beware mixing J1 with trading (AID)
Need to elaborate how we could work to split G-77 countries (AID)
US industry should not be burdened with more than our “fair share” of the global cost; this sets the 
stage for the minimum US negotiating position (DOC)
The entire paper is unrealistically optimistic; no indication that China and India will act with limited 
carrots we can offer (DOC)
Recommend that Annex 1 Parties act only contingent on developing country action(DOC)
Propose exploring differentiation formula in which a countries emissions are fixed on basis of 90-95 
emissions, and ratio of OECD income to national income on a per capita basis; possible bonus 
allowance could be offered to non-Annex I parties that take early commitments. (DOC)
On strategy, may wish to consider bringing in elements overseas industry tat might be more receptive 
to US position than LDC officials; use of key ENGO constituencies (DOC)
Any instrument must allow Annex 1 Parties to impose restrictions on multinationals (DOC)
It is not true that effects of minimal actions will not be measurable. Over longer time frame, even 
minimal actions will begin to build - and the trend is important. Also, even limited actions may be 
important in reducing the rate of change - or preventing the crossing of some threshold for rapid 
change. (USGCRP)
Quantifying effects of emissions reductions from developing countries in next phase (assumed to be 
very little) would be “difficult if not impossible” (DOE)
Key issue of differentiation is one for consideration within Annex 1 - not between Annex 1 and non- 
Annex 1. (DOE)
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Draft

October 29, 1996

NOTE: This paper is a draft for internal U.S. Government
discussion purposes only. It is intended to outline 
issues and options and does not reflect the views of 
any agency of the U.S. Government.

Reaffirming and Continuing to Advance 
the Implementation of Article 4.1 Commitments

Issue

What specific proposals should the United States advocate 
to "reaffirm and continue to advance the implementation of 
Article 4.1 commitments?"

Negotiating Objectives

To ensure that action by developing countries is part of a 
protocol/amendment to the U.N. Framework Convention on Climate 
Change.

To ensure appropriate balance between the actions taken by 
developed countries and actions taken by developing countries 
pursuant to the protocol/amendment.

Background

Greenhouse gas emissions in developing countries are 
growing rapidly. By the year 2020 they are projected to exceed 
the emissions of the developed world. China is now the world's 
second largest greenhouse gas emitter (after the United States).

Developing countries must be part of the protocol/amendment 
because:

(1) action by the developed world alone cannot solve the
problem of global climate change, and

(2) developing countries may otherwise gain unfair
competitive advantage

In negotiations toward the Convention, participants largely 
acknowledged that the environmental benefits of developed 
country efforts to return their greenhouse gas emissions to 
1990 levels by the year 2000 were not quantifiable; the "aim" 
of the Convention was largely political — a small downpayment 
toward reaching the Convention's ultimate objective (the ' 
stabilization of atmospheric concentrations of greenhouse gases 
at a level that will prevent dangerous human interference with 
the climate system).
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In this regard, nothing has changed since 1992. Whatever 
step developed countries are prepared to take in negotiations 
toward a new legal instrument will also be insusceptible to 
quantification in terms of its environmental benefits. It will 
likewise be impossible to measure the environmental benefit of 
action by developing countries.

In the absence of an environmental metric, the benefits of 
action by developed countries and action by developing 
countries can only be measured relatively — both on a 
political scale, and each largely in terms of the other.

Politically, it will be indispensable to include developing 
countries in the new legal instrument. Without developing 
country participation, it will be difficult for developed 
countries to summon For this reason, including developing 
countries in any next step has long been a sine qua non of U.S. 
policy.

Differentiation

The issue is how to include them. Article 3 of the 
Convention provides that, "The Parties should protect the 
climate system for the benefit of present and future 
generations of humankind, on the basis of equity and in 
accordance with their common but differentiated 
responsibilities and respective capabilities [emphasis added]. 
Accordingly, the developed country Parties should take the lead 
in combating climate change and the adverse effects thereof." 
Article 4.1, which pertains to all Parties, also speaks of 
their "common but differentiated responsibilities."

Therefore, under the Convention there must be appropriate 
balance — or differentiation — between the actions of 
developed countries and those of developing countries. This 
"differentiation" is rooted in their "responsibilities" 
(historic emissions) — the usual emphasis of developing 
countries. It is also rooted in their "respective 
capabilities" (resources available to respond) — the 
preferred emphasis of developed countries.

The Convention differentiates between developed and 
developing countries by requiring all Parties to take the 
actions set forth in Article 4.1 and by requiring developed 
countries to take the additional actions set forth in Articles 
4.2, 4.3, 4.4, and 4.5. Differentiation is also evident in 
Article 12's reporting requirements.
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The Berlin Mandate further differentiates between developed 
and developing countries. It provides for strengthening the 
commitments of developed country (Annex I) Parties by 
elaborating policies and measures and setting quantified 
limitation and reduction objectives within specified 
timeframes. It also provides that the process will not 
introduce any new commitments for developing country Parties, 
but will reaffirm existing Article 4.1 commitments and continue 
to advance the implementation of these commitments.

"Differentiation" is thus central to the Convention and to 
the Berlin Mandate. It is also reflected in the Geneva 
Declaration (July 1996), which provides that the "outcome" [of 
the negotiations] should encompass commitments for Annex I 
Parties regarding policies and measures as well as "quantified 
legally-binding objectives for emission limitations and 
significant overall reductions within specified timeframe. The 
Geneva Declaration also specifies that the "outcome" should 
encompass "commitments for all Parties on continuing to advance 
the implementation of existing commitments in Article 4.1."

[Note: Arguably, the Geneva Declaration — which speaks to
the "outcome" of negotiations — offers greater assurance that 
developing countries will be part of the next step than the 
Berlin Mandate itself, which speaks only to what the 
negotiating "process" should include.]

Establishing the Continuum

Not yet established in the negotiations is the concept of a 
continuum with respect to "continuing to advance the 
implementation of Article 4.1 commitments." At one extreme, 
very little beyond existing implementation efforts might be 
expected; at the other, the distinction between "continuing to 
advance the implementation of existing commitments" and "new 
commitments" might almost be lost.

Where precisely along this continuum we would expect 
developing countries to end up will depend both on how far 
developed countries are prepared ultimately to go in their 
"next step." It will also depend on the polical judgment they 
reach about the concommitant action they will need from 
developing countries to achieve the kind of rough symmetry that 
their domestic constituencies will demand.

To settle at some future date on a point along a continuum, 
it will be critical soon to establish it conceptually and to 
suggest potential parameters. This could be done in U.S.
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interventions at the AGBM's Fifth Session in December. Waiting 
much beyond December will create several problems: 1) what to
say in December, if not this; 2) when else to begin laying the 
ground for potentially significant action from developing 
countries; 3) how to begin rallying other developed countries, 
recognizing that unity among them will be important in the 
negotiations.

With three likely negotiating sessions (March, August and 
October) after the AGBM's next meeting and before Kyoto in 
December 1997, now much time remains in which to posit a 
conceptual approach, rally developed countries and persuade 
developing countries.

Options Along the Continuum

The continuum of approaches that could be proposed is 
extremely broad and includes actions both humble and grand. It 
may aid evaluation to consider them in several categories.
They are labeled here simply by letter (categories A-E), which 
correspond, however, to increasing levels of action.

The categories are obviously subjective, and there is no 
systematic basis for including a particular action at the high 
end of one category or the low end of the next. Still, they 
may serve roughly to differentiate among various possible 
options, recognizing that there has as yet been little 
substantive discussion in the AGBM sessions to date of how to 
"continue to advance the implementation of Article 4.1 
commitments."

Category A

This category of options may include some or all of the 
following:

1) Stressing the vulnerability of developing countries to 
the impacts of significant climate change, and 
systematically documenting the local (national) 
benefits to be gained from actions to respond to 
climate change

2) Urging developing countries to implement measures to 
address (mitigate) greenhouse gas emissions that are 
judged to be cost-effective in their national 
circumstances
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3) Proposing to expand the U.S. "Support for National 
Action Plans (SNAP) Program (the successor to "Country 
Studies") to help developing countries identify and 
implement such "country-driven" (nationally 
determined) cost-effective measures, essentially 
seeking to replicate internationally U.S. voluntary 
programs under the Climate Change Action Plan of 1993

4) Using investment guarantees to encourage U.S. firms to 
support developing country efforts to implement such 
cost-effective measures

Options in this category would require little of developing 
countries beyond what they are already doing. Domestically, 
they could require some additional work (seeking to use 
investment guarantees) or commitment (expanding the SNAP 
Program). They would not be controversial or provocative. It 
might be possible to implement them without signficant 
expenditure (or calls for significant additional funding from 
developing countries). They could be reflected in the new 
legal instrument to demonstrate that developing countries were 
moving forward to some extent (e.g., a commitment to implement 
"country-driven", cost-effective measures).

Category B

Options in this category would constitute more of a 
departure from the status quo than those described above, 
might include such items as:

They

1) Promoting an in-depth review process, similar to that 
of Annex I Parties, for the initial and subsequent 
national communications of developing countries (this 
could involve amending Article 10.2(b) of the 
Convention to specify clearly that the Subsidiary Body 
on Implementation, or a counterpart body under the new 
legal instrument, would be empowered to consider 
information submitted by each Party individually; it 
could also involve expanding the powers of such a 
body, e.g., by enabling the Conference of the Parties 
to 'elaborate' further the functions and terms of 
reference of the SBI or new legal instrument 
counterpart body)
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2) Developing a common menu of actions deemed generally 
to be cost effective (provision for doing so and for 
revising the menu from time to time could be included 
in the new legal instrument, although the menu itself 
would be established through decisions of the 
Conference of the Parties) and urging that developing 
countries periodically and systematically review the 
menu and "order" such items as could be justified in 
their national circumstances

3) Proposing new provisions to engage developing 
countries more effectively in technology cooperation 
and diffusion (this could be shaped in such a way that 
developing countries, as the primary beneficiaries, 
would have little objection — that is, it need not 
include references to 'market reform’ or 'removing 
barriers to technology diffusion', but could involve 
participation in a revitalized Climate Technology 
Initiative or various elements thereof)

To date the United States has tended to view the 
development and implementation of a review process for national 
communications of developing countries as a part of ongoing 
efforts to implement the Convention. In this sense, the United 
States has been unwilling to "count" such efforts as 
"continuing to advance the implementation of existing 
commitments" under the Berlin Mandate. Still, having just 
adopted guidelines for initial communications of developing 
countries at the Second Conference of the Parties in July 1996, 
the issue has yet to be joined. Experience in negotiating 
those guidelines has proven that a significant effort will 
likely be required to develop and implement a meaningful review 
process, particularly in view of developing country 
sensitivities and in view of language they successfully 
included in the Convention that presents obstacles to doing so.

In the context of a new legal instrument, clarifying that 
national communications of developing countries would be 
subject to individual, in-depth review (not merely review in 
the aggregate) would be a meaningful change.

Other options in this category could be structured in such 
a way as to avoid issues that would provoke developing 
countries while still advancing efforts to implement existing 
commitments. None should directly involve significant cost or 
fuel developing country demands for significantly enhanced 
funding commitments from developed countries.
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Category C

Options in this category go beyond those in Category B. 
Because they would largely require developing country 
acquiescence, rather than active agreement, or because they 
could be accomplished in other fora (e.g., the GEF Council), 
they could perhaps be accomplished with persistence and 
determination. Such options largely focus on using 
"conditionality" with respect to existing funds to promote 
greater engagement in addressing climate change within 
developing countries. They might include:

1) Proposing that future GEF funding be conditioned on 
submission of an initial national communication
(report)

2) Requiring that GEF project proposals from each 
developing country in the climate change focal area be 
ranked according to their effects on greenhouse gas 
emissions and that the GEF establish rigorous funding 
requirements linked with such rankings (either for 
individual countries or among proposals submitted by 
all eligible countries)

3) Promoting comprehensive changes in the lending 
practices of multilateral financial institutions to 
condition loans and grants on certain policy changes 
in key sectors (e.g., energy demand/supply, 
transportation, agriculture) designed to encourage 
greater attention to climate change concerns and 
greater participation in the global effort to address 
them

Options in this category would need to be pursued 
persistently over time. They might not lend themselves to 
textual treatment in a new legal instrument, and therefore 
might satisfy domestic political needs. They would likely 
strike a particularly sensitive nerve among developing 
countries, who have long railed against "new forms of 
conditionality" and fought hard at the Rio Conference in 1992 
to establish an international policy decrying "conditionality" 
in international funding activities. Moreover, considerable 
"conditionality" already is associated with international 
funding efforts; it might be difficult to add new criteria 
and/or to avoid inconsistencies with existing criteria.
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Category D

Options in this category include those that have already 
occasioned intense debate internationally, or those that could 
reasonably be expected to do so. Some may well be 
indispensable to any new legal instrument; still, negotiating 
them would likely be extremely difficult. Such options include:

1) Advocating joint implementation for credit under an 
"opt-in" approach in which developing countries, on a 
voluntary basis, would be allowed to participate in 
the emissions trading regime among developed country 
Parties, provided they met certain criteria (e.g., 
agreement to begin developing a national baseline for 
greenhouse gas emissions); the criteria that might be 
adopted regarding developing country participation in 
such a program might best be implemented through 
"premiums" for countries that met higher standards in 
their national programs (e.g., all or most emissions 
reductions from eligible projects would count if the 
host country agreed to develop a national baseline 
within "X" years; less of the emissions reductions 
would count if lesser efforts were involved);

the "opt-in", voluntary basis orientation of such a 
program could serve to lessen the controversy that 
would otherwise attach to it; still, a number of 
developing countries will likely argue that "joint 
implementation," particularly "joint implementation 
for credit," cannot take place until the "Activities 
Implemented Jointly" international pilot phase has 
been concluded and there has been a "conclusive 
decision" of the COP to move to a successor regime

2) Seeking developing country agreement in a new legal 
instrument to begin negotiations toward "new 
commitments" for them by "x" date after the conclusion 
of COP-3 in Kyoto; this option is sometimes described 
as an "agreement to agree"; there are many variables 
and possibilities under this option (e.g., would the 
future negotiations with developing countries specify 
that the outcome should be binding targets and 
timetables, would the negotiations result in a 
non-binding "aim" for developing countries, would the 
date fixed for negotiations to begin be the same for 
all developing countries, might the date for beginning 
negotiations be triggered when a country met a



-9-

particular threshold (in terms of total emissions or 
as a percentage of global emissions), might the 
agreement only involve a commitment to begin 
negotiating such a threshold by "x" date, etc.;

Options in this category may have some proponents within 
the ranks of the developing countries (e.g., on joint 
implementation). Some developing countries might even be 
willing to set a date for future negotiations that could 
involve new commitments for them, provided that the mandate for 
these negotiations was vague enough, that the date set to begin 
was sufficiently distant, and that the negotiations involved 
still further commitments from developed country Parties.
Still, options in this category will be highly controversial 
and will, at a minimum, lead to accusations by some that their 
proponents have torn up the COP-1 decision on "Activities 
Implemented Jointly", the Berlin Mandate, or both.

Category E

Options within this category define the far end of the 
continuum of potential developing country actions. They would 
be the most far-reaching, would likely give rise to the 
strongest developing country opposition, but hold the potential 
for a clear advance under the Convention and would go some 
distance toward placating domestic critics. They might also 
require stronger commitments from developed countries to make 
proposing them credible. Possibilities include:

1) seeking to establish a threshold at which developing
countries would "graduate" to a new status; this "new" 
status might not be equivalent to developed country 
status, but would clearly involved heightened 
commitments (for example, to energy efficiency 
"targets" or to a certain percentage increase in the 
renewables portion of the national fuel mix); the 
existing Convention "differentiates" between OECD 
countries (Annex II), OECD countries plus the 
so-called "economies in transition" (Annex I), 
developing countries and least developed countries, 
but it contains no mechanism by which to move from one 
category to another; the "economies in transition" are 
less likely in this round of negotiations to settle 
for the same commitment as OECD countries with only "a 
certain degree of flexibility" in meeting that 
commitment — they are likely to want more 
"differentiation"; in addition, despite the accession 
of Mexico and Korea to the OECD, it is highly doubtful
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that either would agree to take on the identical 
commitment as their OECD colleagues — they are likely 
to argue for separate treatment within Annex I; the 
threshold might be triggered by total national 
greenhouse gas emissions that rise beyond a certain 
level or by a certain level per GDP and/or per capita. 
etc.

2) seeking to change the underlying approach in the 
Convention, which essentially equates Gabon with 
China, to one which clearly identifies the 25-30 
largest greenhouse gas emitters that now account for, 
and will continue to account for, some 85 percent of 
the world's total emissions; if this group of 
countries, both developed and developing, could be 
segregated from the remaining 130-plus countries whose 
emissions only amount to about 15 percent of the 
global total, if a spotlight could be trained on them, 
and even if only the developed countries among them 
were to take on new commitments in this round of 
negotiations, it would be a matter of time before the 
key developing countries began to feel international 
pressure to deal with their own emissions; moreover, 
such an approach would deny the key developing country 
emitters their hiding place within the ranks of 
countries such as Antigua/Barbuda, Sri Lanka and Togo.

Proposing options in this category will occasion a strong 
opposition among developing countries, led by the chief 
emitters among them who, presumably, would spare no effort to 
cow their smaller cousins. They will be problemmatic to 
negotiate and may attract few supporters among the OECD 
countries, some of whom are quick to retreat when confronted by 
strong opposition from the G-77. Still, options in this 
category would likely win strong domestic support, would 
represent a significant and perhaps critical change in the 
Convention’s approach to the problem, and achieve critical 
positioning for future negotiations.
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APPENDIX A

BACKGROUND ON DEVELOPING COUNTRY COMMITMENTS UNDER THE 
U.N, FRAMEWORK CONVENTION ON CLIMATE CHANGE

The Berlin Mandate (April 1995) and the Geneva Declaration 
(July 1996) are the key documents providing guidance on the 
outcome anticipated with respect to developing countries from 
the current round of negotiations.

The Berlin Mandate provides that:

"2. The process will, inter alia;

"(b) Not introduce any new commitments for Parties not 
included in Annex I, but reaffirm existing commitments 
in Article 4.1 and continue to advance the 
implementation of these commitments in order to 
achieve sustainable development, taking into account 
Article 4.3, 4.5 and 4.7;"

The Geneva Declaration provides that;

The Ministers and other heads of delegations present at the
second session of the Conference of the Parties to the
United Nations Framework Convention on Climate Change,

"8. Instruct their representatives to accelerate
negotiations on the text of a legally-binding protocol 
or another legal instrument to be completed in due 
time for adoption at the third session of the 
Conference of the Parties. The outcome should fully 
encompass the remit of the Berlin Mandate, in 
particular:

commitments for all Parties on continuing to 
advance the,implementation of existing 
commitments in Article 4.1;"

Status of Countries

The Convention creates four categories of Parties:

1) Annex II Parties (developed countries that were
members of the OECD at the time the Convention was 
negotiated)
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2) Annex I Parties (developed countries included in Annex
II, plus 11 specifically named "economies in 
transition" including: Belarus, Bulgaria,
Czechoslovakia, Estonia, Hungary, Latvia, Lithuania, 
Poland, Romania, Russian Federation and Ukraine

3) Developing countries (all Parties not included in 
Annex I or Annex II)

4) Least developed countries (assumed to be those on the 
U.N. list of Least Developed Countries)

Current Commitments

In Article 4.1, all Parties, "taking into account their 
common but differentiated responsibilities and their specific 
national and regional development priorities, objectives and 
circumstances" are required to take the actions included in the 
10 subparagraphs of the Article. Most significant among these 
is the requirement to:

"(b) Formulate, implement, publish and regularly update 
national and, where appropriate, regional programmes 
containing measures to mitigate climate change by 
addressing anthropogenic emissions by sources and removals 
by sinks of all greenhouse gases not controlled by the 
Montreal Protocol, and measures to facilitate adequate 
adaptation to climate change;"

Article 12 provides that "each Party shall communicate to 
the Conference of the Parties, through the secretariat, the 
followng elements of information:

"(a) A national inventory of anthropogenic emissions by
sources and removals by sinks of all greenhouse gases 
not controlled by the Montreal Protocol, to the extent 
its capacities permit, using comparable methodologies 
to be promoted and agreed upon by the Conference of 
the Partries;

"(b) A general description of steps taken or envisaged by 
the Party to implement the Convention; and

"(c) Any other information that the Party considers
relevant to the achievement of the objective of the 
Convention and suitable for inclusion in its 
communication, including, if feasible, material 
relevant for calculations of global emission trends.
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On a voluntary basis, developing countries may propose 
projects for financing, along with, if possible, an estimate of 
all incremental costs, of the reductions of emissions and 
increments of removals of greenhouse gases, as well as an 
estimate of the consequent benefits.

Under Article 12.5, each developing country Party must make 
its initial communication within three years of entry into 
force of the Convention for that Party, or of the availability 
of financial resources under the Convention. Least developed 
countries are allowed to make their initial communications at 
their discretion.

Article 4.3 provides that developed country Parties will 
meet the agreed full cost to developing countries of meeting 
their reporting requirements under Article 12. Article 4.3 
also provides that developed country Parties will meet the 
agreed full incremental costs [to developing country Parties] 
of implementing the measures contained in Article 4.1 that are 
agreed between the developing country Party and the entity 
operating the Convention's financial mechanism (currently, the 
Global Environment Facility).

Developing Country Perspectives

In the negotiations that led to the Berlin Mandate, the 
Group of 77 (G-77) (the developing country caucas in the United 
Nations) strongly resisted undertaking any new commitments. 
Leaders of this effort included notably China and India.
China, in particular, felt that there was no need to begin 
negotiations toward a new legal instrument in Berlin, that the 
Parties should first implement the Convention's existing 
commitments for an indeterminate period. They reacted very 
negatively to the German "Elements Paper" (an early effort to 
set forth basic elements of a protocol. The German paper 
called for new commitments from developing countries; the G-77 
so soundly rejected the German paper that they allowed no 
reference to it in the Berlin Mandate. Even the protocol 
proposed by the Alliance of Small Island States (AoSIS) touched 
off a firestorm within the G-77 because it suggested that 
developing countries might take some, albeit minor, actions.

Ultimately, the G-77 relented and agreed that negotiations 
could begin — but they were adamant that these negotiations 
involve no new commitments for developing countries. Developed 
countries, in particular the United States, insisted that 
developing countries must be involved in the negotiations and 
that the new legal instrument must include action by developing 
countries.
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The compromise ultimately agreed provided that all Parties 
would "reaffirm" their existing commitments and "continue to 
advance the implementation" of those commitments. To some 
developing countries, this provision was hollow; their 
representatives have since asserted that developing countries 
will do nothing beyond what they are already doing. To most 
developed countries, this provision means that developing 
countries will be included in the new legal instrument, which 
will elaborate to some extent on their existing commitments.

SEEGC DOC #9782
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General

In the U.S. view, the new legal instrument should respond 
effectively to the serious threat posed by global climate 
change; should reflect outcomes that are real and achievable; 
should be consistent with economic prosperity; should allow for 
maximum flexibility and cost-effectiveness in its 
implementation; and should lay the foundation for continuing 
progress by all countries.

Meeting the ultimate objective of the Convention will 
require concerted, long-term efforts by all Parties. While it 
is important for developed countries to take the lead, it is 
also essential that the Kyoto agreement recognize the growing 
contribution of developing country emissions and begin to plan 
for appropriate, cost-effective ways to address these emissions 
in a sustainable manner. In this connection, at COP-2 the 
United States called for continued work toward a longer-term 
concentration goal (e.g. for the next 50-100 years), 
recognizing that scientific understanding and technology will 
improve over time.

In putting forward these suggestions for a new legal 
instrument, the United States has rejected proposals by some 
countries calling for short-term targets that we believe are 
neither realistic nor achievable. We have also rejected the 
use of inflexible, internationally harmonized policies and 
measures. In the spirit of providing individual countries 
greater flexibility in meeting any agreed upon limitations, we 
believe that it is' critical that flexibility in implementation 
be accorded all countries, including through emissions trading 
and joint implementation among nations.

We believe that the following elements would serve as a 
useful basis for the consideration of topics that would need to 
be included in a new legal instrument. Given the continuing 
uncertainties surrounding the form of such an instrument, we 
have noted particular aspects of these issues that may differ 
depending on whether the Parties choose a protocol or an 
amendment to the Convention to codify their agreement.
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Prf»amh1f»

If the legal instrument takes the form of a protocol, it 
might include a preamble. If it takes the form of an 
amendment, it would not, although the decision adopting the 
amendment could.

PefcjLnit 3.0ns
A protocol would need to incorporate some or all of the 

definitions in Article 1 of the Convention, include its own 
definitions, or some combination of the two. An amendment, to 
the extent it introduces new terms, might also require 
amendment of Article 1.

Objective

We do not believe that it is either necessary or desirable 
to develop a separate objective for this legal instrument, 
whether an amendment or a protocol. The Convention's Article 2 
would apply to an amendment. A protocol should incorporate 
Article 2 of the Convention.

Level and Structure of the Target

The Geneva Declaration calls for quantified, 
legally-binding objectives within specified timeframes. This 
is consistent with the U.S. call at COP-2 for a shift in the 
negotiations away from unrealistic, near-term proposals to 
legally-binding, medium-term targets that are both realistic 
and achievable.

A number of ideas and approaches regarding the structure of 
the.^target have been suggested thus far in the discussions 
within the M Hoc 'Group on the Berlin Mandate (AGBM). Many of 
these ideas and approaches have focused on a single-year 
target, but we believe it will be important to consider a 
broader range of possibilities (e.g., cumulative or aggregate 
targets covering a number of years, multiple-year rolling 
average targets, flexibility over time through banking and 
borrowing, etc.) We anticipate that more such ideas and 
approaches will be tabled and considered as we work toward a 
new legal instrument for adoption at COP-3.

The Berlin Mandate calls for adoption of the protocol/other 
legal instrument at COP-3, making calls to date for 
differentiated commitments in this timeframe impracticable.
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In addition to being realistic and achievable, it will be 
important that the target/timetable be sufficiently specific 
(to facilitate compliance), flexible in terms of its 
implementation (to encourage cost-effectiveness and broad 
participation) and straight-forward (to ensure negotiation and 
adoption by COP-3). As we noted at COP-2, as a qener;al 
proposition, the United States opposes mandatory, harmonized 
poTicies and measures, However, we are open to the possibility 
of exploring consensus on agreed procedural measures, for 
example, those that might be necessary to implement an 
international trading regime or ensure enhanced reporting.

The United States is continuing its domestic analysis and 
assessment efforts so as to contribute to this discussion in 
upcoming negotiating sessions.

Advancing Article 4.1 Commitments

"Continuing to advance the implementation of Article 4.1 
commitments" will be a critical component of next steps and 
must be reflected in the Kyoto agreement. Given the global 
nature of this problem, we must work together toward a global 
solution, recognizing our common but differentiated 
responsibilities and capabilities. A number of assumptions 
underlie U.S. views on next steps:

• Article 4.1:

applies to all Parties;

speaks to commitments ranging from inventories of 
emissions, to reporting, to adopting measures to 
mitigate climate change;

speaks to the requirement to promote the development 
and diffusion of technologies;

• The Convention anticipates that the status of countries 
will evolve over time (e.g.. Article 4.2(f))

• Paragraph 2.b of the Berlin Mandate governs what—will be 
included on this issue in the Kyoto agreement

Bearing in mind these assumptions, there are a number of 
approaches that can be taken through a new legal instrument. 
For example, the Parties could agree to:

• continued and more systematic support for efforts to 
develop national action plans (particularly in developing 
countries) following the revised Annex I Guidelines for 
National Communications and the newly adopted Non-Annex I 
Guidelines for Initial Communications
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redoubled efforts to adopt and implement "no-regrets" 
measures

expanded programs aimed at developing, diffusing and 
deploying climate-friendly technologies (including through 
systematic efforts to identify and remove barriers to 
technology diffusion and to enhance the role of 
international financial institutions in responding to the 
threat of global climate change)

further consideration of thresholds at which the status of 
countries would change, and the process involved in such a 
change in status

further consideration of future steps (post-Kyoto) toward 
the objective of the Convention

International Emissions Trading and Joint Implementation

In the U.S. view, flexibility will be an essential element 
of the Kyoto agreement, including international emissions 
trading and joint implementation; it will therefore be a 
priority task to establish the guidelines for a credible 
emissions trading and joint implementation regime by December 
1997.

Properly designed emissions trading and joint 
implementation regimes will motivate parties to achieve and 
strengthen national commitments to limit or reduce greenhouse 
gas emissions, because the cost savings potential in these 
types of programs can achieve more environmental protection 
than less flexible, less cost-effective regimes.

A number of principles must underlie an emissions trading 
and joint implementation regime. At a minimum, such a regime 
must be credible, efficient, transparent and verifiable.

Various design questions need to be addressed, and we 
intend to present our further thinking in this regard in the 
near future. __

Institutions

For reasons of administrative efficiency and in light of 
budgetary constraints, a new legal instrument should utilize 
existing institutions to the maximum extent practicable.
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A protocol would need to specify its institutions. In the 
case of an amendment, the institutions established under the 
Convention would apply. (Note: We do not believe it would be
appropriate for non-Parties to a protocol to be officers of an 
institution serving the protocol.)

Compliance

The term "compliance" is used in this context to refer to 
the cluster of processes/mechanisms that provide incentives for 
the Parties to abide by their legal commitments.

Ensuring effective compliance will be critical for 
environmental as well as economic competitiveness reasons. 
Unless Parties comply, there will be little incentive for each 
Party to act and we will not achieve our environmental 
objectives. Uneven compliance will undermine confidence in the 
new legal instrument and encourage "free-riding."

A key means of promoting compliance will be to ensure that 
commitments are realistic and achievable (as noted above). In 
addition, it will be important to consider supplementary means 
for promoting compliance, including ways to ascertain whether 
Parties are meeting their obligations. In this context, we 
will need to consider elaborating existing reporting and review 
mechanisms.

Unless otherwise provided, an amendment to the Convention 
would be covered by the Convention's reporting requirements, as 
well as dispute settlement provisions and any multilateral 
consultative process that might be established. A protocol 
would need to specify whether any of these Convention 
mechanisms would apply, as well as any additional 
compliance-related provisions.

Decision-Making

Only the Parties to the protocol or amendment should have 
decision-making-authority with respect to that instrument.

A protocol would need to contain several final clauses, 
including, for example, provisions on entry into force and 
amendment. An amendment's final clauses are already set forth 
in the Convention.
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DRAFT 10/24

NOTE: This paper is a draft for internal discussion purposes 
only. It is intended to outline issues and options and does not 
reflect the views of any agency of the U.S. government.

ACHIEVING A FLEXIBLE, COST-EFFECTIVE CLIMATE CONVENTION: 
INITIAL THOUGHTS ON EMISSIONS TRADING AND JOINT 

IMPLEMENTATION

The United States has been a strong proponent of 
incorporating flexible, cost effective measures into the 
underlying structure of the Framework Convention on Climate 
Change (Climate Convention). At the Second Meeting of the 
Parties to the Climate Convention last July, we stated that any 
proposed_ medium-term target "must be met through maximum 
flexibility in the selection of implementation measures, 
including the use of reliable activities implemented jointly, and 
trading mechanisms around the world."

This paper_ presents background information on international 
emissions trading and joint implementation, discusses issues 
affecting their potential role in the context of the Climate 
Convention, and ends with a description of what the U.S. might 
say on emissions trading and joint implementation at the upcoming 
negotiating session in December.

EMISSIONS TRADING AND JOINT IMPLEMENTATION -- BRIEF DESCRIPTIONS

The concept of joint implementation (JI) essentially 
involves entities from two different countries working together 
to reduce, avoid or sequester greenhouse gas emissions. As a 
concept, it was incorporated into the original Climate Convention 
with the statement in Article 4.2 (a) that "These [Annex 1 or 
developed countries] may implement such policies and measures
jointly with other Parties ----- " A pilot project, "Activities
Implemented Jointly" scheduled to run possibly through the year 
2000 was established by decision at the First Conference of the 
Parties in order to advance understanding of a host of critical 
issues underlying the ultimate goal of providing "credit" for any 
such activities.

The United States launched its own Initiative on Joint 
Implementation in October 1993. By the summer of 1996, 51 
project proposals had been submitted of which 15 projects had
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been accepted and 18 more remain under development. The projects 
involve six different countries outside the U.S. and include 
activities related to fuel switching, solar, biomass, and hydro, 
and forest management. A coalition of electric utilities in the 
United States have also initiated their own program aimed at 
identifying and promoting joint implementation activities.

Emissions trading can be thought of as a more systematic 
program of joint implementation. It could take any number of 
forms (e.g., trading of allowances or credits), but currently is 
not formally part of the structure of the Climate Convention.

It is important to keep in mind that this paper focuses on 
international forms of trading. It explicitly does not address 
how the United States, or any other nation, might implement 
domestically the commitments agreed to as part of the current 
round of treaty negotiations. It looks only at the potential for 
incorporating international forms of trading into the framework 
of the Convention. Although how nations chose to implement 
domestically their commitments will to some extent influence the 
magnitude and costs associated with international trading, 
questions of domestic implementation of treaty obligations fall 
outside the scope of this paper.

SUPPORT FOR TRADING

International emissions trading and joint implementation are 
viewed as potentially attractive mechanisms for two reasons. 
First, they offer the_ potential to substantially reduce 
compliance costs by allowing countries to meet their commitments 
to limit greenhouse gas emissions through the lowest cost 
combination of actions at home and abroad. One estimate of the 
potential savings for the United States of achieving some of its 
reductions abroad suggests that costs would be reduced by 701. 
(Stanford _EMF) Another study estimated that trading roughly half 
the benefits from global trading can be achieved if trading 
occurred between OECD countries and countries with economies in 
transition (Jacoby, et. al.) Note that both these studies likely 
overstate savings from emissions trading by falling to consider 
any transaction costs and assuming perfection information.

The second potentially attractive reason for allowing 
"trading" among nations involves several unique characteristics 
of the role of developing countries in climate change. Developing 
countries will experience the largest growth in emissions over 
the coming decades, will be the recipients of considerable 
private sector capital and technology from developed countries in 
energy and related sectors, and represent a significant source of 
potentially low cost reductions. Trading
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offers one potential means of creating incentives for redirecting 
some of the growth in these fast growing countries toward more 
sustainable, lower greenhouse gas emitting technologies.

The recent international assessment report on- climate change 
(prepared by the Intergovernmental Panel on Climate Change) 
strongly endorsed the use of international trading as a means of 
lowering the costs of any reductions in greenhouse gas emissions. 
[Confirm??] Trading has also been widely endorsed by the private 
sector in the United States as a means of reducing the costs of 
achieving greenhouse gas reductions, but has been received mixed 
reactions by the environmental community (see below).

The views of other developed countries have evolved 
considerably. Early opposition to U.S. proposals on joint 
implementation in 1992 seemed rooted in the concern that the U.S. 
was generally seeking to avoid taking any actions at home to 
reduce greenhouse gas emissions. With the recent move toward a 
"legally binding" target and the difficulty most other developed 
countries have had in achieving the non-binding aim, interest in 
trading among other developed countries has expanded. Moreover, 
countries such as Japan and Australia, where domestic reductions 
appear to be most costly, may view trading at least as a partial 
solution to the concerns they have about a single target for 
Annex 1 countries.

OPPOSITION TO TRADING

Dating back to the negotiations leading up to the 
Convention itself, the United States has consistently pushed for 
making trading a part of the treaty's framework. Our support for 
trading has met opposition from a number of sources. Most 
importantly, developing countries have generally opposed allowing 
trading because they feared: it represents a new form of 
eco-imperialism with developed countries seeking to avoid solving 
a problem they largely created; it would be used as a substitute 
for needed development assistance; inexpensive reductions would 
be bought up by developed countries leaving only expensive 
reductions behind for developing countries when faced with their 
own commitments; and it threatens their sovereignty by providing 
an incentive for private companies to circumvent their 
governments in ways potentially inconsistent with the nation's 
development objectives. However, some developing countries, 
particularly in Central America, have begun to take a more active 
role in JI projects and to view this as an opportunity to 
encourage investment and technology transfer and to channel 
development in a more substantiable direction.
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Some environmental groups fall squarely in the camp of 
supporters for trading assuming that appropriate environmental 
safeguards are built into the program. Others have voiced some 
of the same equity concerns as developing countries as discussed 
above and are concerned that by achieving reductions abroad, 
developed_ countries will effectively slow the advance in 
technologies needed to provide more significant, longer term 
reductions in greenhouse gases.

ISSUES RELATED TO INTERNATIONAL TRADING

The United States' consistent support for incorporating 
trading into the Convention's framework has been driven by the 
desire to achieve the greatest possible reductions for the 
resources expended and to provide an incentive to redirect 
capital flows to developing countries toward more greenhouse 
friendly technologies.

In the abstract, international trading sounds extremely 
promising. If it^ is to become a reality however, there remain a 
host of policy issues that must be resolved and significant 
hurdles to overcome. For example, we will need to better 
understand the following questions: What provisions need to be 
agreed to in the Convention to allow for international trading? 
How should we distinguish between joint implementation and 
emissions trading, if at all? How do we hold down transactions 
costs to facilitate trading, while at the same time ensuring the 
integrity of a trading regime? How can an international trading 
system accommodate to the diversity of ways different countries 
3te likely to implement domestically any agreed upon emission 
objective? How do we convince other nations, both developed and 
developing, that international trading can benefit all involved?

Two groups within the government are addressing these and 
other questions related to trading. A trading subgroup within 
the Interagency Working Group chaired by State Dept, has begun to 
sort out issues related to the design of an international trading 
regime. The Interagency Analytical team, chaired by 
Undersecretary Ehrlich of the Dept, of Commerce, is developing 
the analytical capability to estimate the potential benefits to 
the United States from alternative trading scenarios.

U.S. STATEMENT AT DECEMBER MEETING

The details of the U.S. proposal for an international 
trading regime will need to be developed over the upcoming 
months. At the next Climate Convention negotiating meeting in 
mid-December, the United States should be in a position to
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continue making the argument for trading, begin to describe in 
broad terms what a trading regime might look like, but not commit 
to any of the specific details of such a regime. We should use 
this session to further inform others of the potential benefits 
from trading, and to begin to shape thinking on what needs to be 
part of an international trading regime.

The U.S. statement on emissions trading 
implementation would be based on the following:

and joint

* The United States believes that flexible approaches to 
implementation of any agreed upon emissions limitation are 
essential elements to maximizing the environmental benefits and 
reducing the costs associated with achieving the limitations 
being negotiated by the Parties.

* The U.S. referred to both emissions trading and joint 
implementation as two possible forms of flexibility in its 
proposed framework.

* While "trading" opens up the potential for substantial 
benefits for all nations, a number of important concerns have 
been raised and must effectively be addressed in the design of 
any trading program. We believe the following principles are 
critical to a successful trading program. A trading regime 
should:

-- minimize costs, especially transaction and administrative 

costs;

— motivate Parties to achieve and strengthen national 
commitments to limit greenhouse gases;

--be as flexible as possible to accommodate different 
national programs or approaches to implementing emissions
commitments;

--be as inclusive as possible of all greenhouse gases, both 
sinks and sources, consistent with other related principles;

-- facilitate trading through effective monitoring and 
verification, building on existing reporting through national 
communications and joint implementation activities;

-- promote compatibility among national approaches to 
trading to facilitate such activities;
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effectively incorporate issues related to trading into 
matters related to compliance

-- provide for institutional support and capacity building 
to encourage broader participation in trading.

* We have already taken the first important steps towards the 
use of trading in the Framework Convention through the provision 
for joint implementation and the pilot project on activities 
implemented jointly under decision 5 of the first Meeting of the 
Parties.

* We believe further progress down this path offers enormous 
opportunities to provide powerful incentives for increased 
technology transfer and investment in greenhouse friendly 
technologies for those countries that choose to participate. 
However,_ the potential benefits of joint implementation will only 
be realized if the appropriate incentive exists for initiating 
such actions and if clear guidelines are established.

* We propose that the Parties decide at COP-3 that AIJ will 
move from its pilot phase to full implementation by the year 
2000 , and that guidelines will be developed and adopted by 
Parties to the Convention prior to the year 2000 based on the 
experience under AIJ to date.

* While no country can or should be forced to participate in 
joint implementation activities, the option of permitting such 
activities should be open to all countries, both developed and 
developing, within the guidelines that will be developed.

* In addition to joint implementation, the United States also 
stated that emissions trading among countries represents an 
important part of its proposed framework for the Kyoto agreement.

* Emissions trading is similar to joint implementation in that 
it involves a country meeting its emissions limitations through 
some combination of actions taken at home and abroad. However, 
we would distinguish between the two in several respects. First, 
emissions trading would allow for a more systematic approach to 
trading between nations. As a result, it would be limited to 
those countries^ subject to an agreed upon emissions limitation 
and which have incorporated international trading regimes as part 
of their national action plans.

* The U.S. proposes that the agreement reached in Kyoto set 
adopt as a core element provisions related for emissions trading 
beginning in the year 2000, and calling for the elaboration of
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guidelines for such activities to be adopted prior to that date.
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Issue Paper: "Compliance"

Introduction

o In general, the United States views the subject of
"compliance" with international environmental agreements 
broadly. We look at the range of techniques that can be 
used in the negotiating process, in the agreement itself, 
and outside the agreement to promote a particular 
environmental objective.

o In the climate change context, the United States has
substantial environmental, economic, and treaty-integrity 
interests in achieving an agreement that properly balances 
the right commitments, the right parties, and the right 
incentives to comply.

o This paper will focus on the following issues:

1) how can the commitments themselves be structured so as 
to promote their own implementation?

2) what kind of review process(es) would be appropriate, 
including how to deal with parties that are not in 
compliance?

3) how should the agreement deal with non-parties?

Commitments

o The U.S. has taken the view that the new legal instrument 
should contain at least two key sets of commitments:

for so-called "Annex I" countries, a legally binding 
medium-term emissions target; and

for all countries, commitments that continue to 
advance implementation of Article 4.1 of the 
Convention.

o In terms of the target, the reason that the U.S. is seeking 
a legally binding target is precisely because the 
non-binding "aim" in the Convention has largely not been 
implemented. A legally binding target, in and of itself, 
does not necessarily ensure compliance in a meaningful 
sense. It generally ensures that a State has in place the 
necessary legislation to implement the target before it 
ratifies. However, a target that was legally binding but 
not realistic could have the effect of attracting very few 
parties. While those few parties might comply with the 
target, the overall environmental objective of the target 
would certainly not be met.
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Thus, if the goal is to both promote compliance and attract 
parties, it is critical that the target also be "realistic" 
and "achievable," as the U.S. has suggested.

In terms of commitments advancing Article 4.1 
implementation, given the need to get the agreement of 
developing countries, there may be a limit to how much can 
be done in structuring these commitments:! t-o p■rr.mr.^g> i-hoiT- 
IrmplementiTtion. In theory, it would be helpful to make the 
commitments as specific as possible (to make it harder to 
hide behind the very general language of existing 4.1) and 
to avoid provisos (such as references in the chapeau of 4.1 
to "priorities," "circumstances," etc.). It may be 
possible to provide developing countries with necessary 
flexibility through choice of specific measures, rather 
than through vague, heavily qualified obligations.

In addition to appropriately structuring the above 
commitments to promote compliance, options for collateral 
commitments that could have the effect of promoting 
compliance with the key commitments would include, for 
example:

As under the Convention, a party could be required to 
report on its implementation; while the specifics 
could vary for different categories of parties, this 
type of requirement could apply to all parties.

The Parties could agree to continued and more 
systematic support for efforts to develop national 
action plans (particularly for developing countries) 
following the revised Annex I Guidelines for National 
Communications and the newly adopted Non-Annex I 
Guidelines for Initial Communications.

The Parties could agree to expanded programs aimed at 
developing, diffusing and deploying climate-friendly 
technologies (including through efforts to identify 
and remove barriers to technology transfer and to 
improve the performance of existing financial 
institutions).

"Annex I" parties could be required to have in place 
dcpmestically an emissions monitoring system (at a 
minimum for C02, at a minimum for specified sources)

"Annex I" parties could also be obligated to 
effectively enforce their domestic laws related to 
implementation of the target. (The NAFTA environment 
side agreement contains such an obligation regarding 
environmental laws generally. Note that, as in the 
NAFTA agreement, such an obligation would need to be 
worded very carefully.)



Review Processes

As under the Convention, the U.S. should support \ 
appropriate review/dispute settlement mechanisms to 
ascertain whether parties are implementing their ^
commitments under the new 16gal instrument.

Key questions include;

who should do the reviewing?

what should they review?

what is the status/consequences of their conclusions?

As to who reviews, options include, for example, the 
parties themselves (through the Conference of the Parties 
or other institution); experts nominated by parties; ad hoc 
panels; standing bodies outside the treaty; the public.
What type of expert or panel member is involved depends on 
what is being reviewed (e. cr. , a scientist would not be 
appropriate for an issue involving treaty interpretation) .

As to what is reviewed, there are at least two basic issues:

First, it needs to be considered whether a review 
mechanism is to be aimed at alleged non-compliance 
(i.e.. an actual treaty violation), implementation 
generally, or a particular aspect of implementation:

o Some mechanisms, such as traditional dispute 
settlement, only deal with situations of non- 
compliance with treaty obligations. (These are 
generally bilateral, but can also be 
multilateral.)

o Other mechanisms are conceived more broadly to 
review "implementation" issues, where it is not 
necessary for any allegation of non-compliance to 
be made in order to trigger a process; such 
mechanisms are seen as having the advantages of 
being less adversarial (and therefore more likely 
to be used) and capable of dealing with a wider 
range of issues. They are also useful where 
treaty obligations are so general or caveated 
that it would be difficult to make out a case of 
actual non-compliance. (It should be noted that, 
whereas the Montreal Protocol's friendly 
multilateral process involves "non-compliance, " 
Article 13 of the Climate Change Convention calls 
for consideration of a process "for the 
resolution of questions regarding the 
implementation of the Convention.")
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o still other review processes are aimed ^t;
particular aspects of implementation, such as 
verifying facts related to a specific obligation 
(e■q., the SBI review process noted below).

Second, it needs to be considered whether a 
particular review process is to review facts and/or 
law. For example, a dispute involving Article 4.2(b) 
of the Convention, if it were legally binding, could 
involve the factual question of actual emissions, the 
legal question of whether sinks can be counted, or 
both.

Traditional dispute settlement (such as conciliation 
or arbitration) is generally empowered to review 
disputed facts, disputed interpretation of a treaty 
provision, or the application of a treaty provision to 
facts. A review mechanism can, however, be limited to 
fact-finding. As noted above, what is being reviewed 
will dictate, to a certain extent, who should be doing 
the reviewing.

o As to status of conclusions of a review process, a
review process might have no formal conclusion (e.g.. 
discussion, political pressure ) or could yield, for 
example, a recommendatory report on possible steps to 
promote compliance (such as technical assistance, in the 
case of a developing country), a factual report, a 
recommendatory award, or a binding judgment concerning 
compliance.

o As to consequences. the conclusion of a review process
could form the basis for, for example, further discussions 
among the parties, action by the Conference of the Parties 
(in the case, for example, of a recommendation on promoting 
compliance); good faith consideration by a party (in the 
case, for example, of bilateral conciliation), or a 
sanction. Consequences of a conclusion are related to its 
status; for example, a sanction would not flow from a 
recommendatory (non-binding) award.

Review Processes under Framework Convention

o By way of background, under the existing Convention:

The Conference of the Parties (COP) and the Subsidiary 
Body for Implementation (SBI) have roles with respect 
to reviewing reports of parties on emissions/ 
implementation; with respect to Annex I 
communications, the SBI has established a review 
process, coordinated by the Secretariat, involving 
fact-finding by third-party experts nominated by 
Parties; review conclusions have political, not legal, 
status.
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Parties have the option of resorting to formal dispute 
settlement, in the event of a dispute concerning the 
interpretation or application of the Convention. If 
parties cannot resolve a dispute on their own within a 
year, the dispute is to be submitted, at the request 
of any one party to the dispute, to conciliation. The 
conciliation commission would be composed of members 
appointed by the parties to the dispute (and a 
chairman chosen by the members); the results of 
conciliation are recommendatory, not binding.
(Parties may elect to send their disputes to binding 
arbitration or the International Court of Justice, but 
this is not required.)

Article 13 calls for the COP to consider the 
establishment of a "multilateral consultative 
process... for the resolution of questions regarding 
the implementation of the Convention." As this issue 
is still being considered, the who, what, and status/ 
consequences of this process are not yet )cnown.

Review Options

With respect to the new legal instrument, there are 
numerous compliance review options, many of which are not 
mutually exclusive. (Note, in this regard, that an 
amendment does not necessarily have to be subject to the 
same mechanisms as the current Convention, provided the 
amendment so specifies.) For example:

regular meetings of the parties as a means of keeping 
political pressure on parties to comply and providing 
a forum for raising questions about compliance 
(through a new Conference of the Parties, if the 
instrument is a protocol);

in addition to regular meetings of the parties, 
establishment of a subsidiary body focused on 
implementation issues;

requirement that reports prepared by parties on their 
implementation be made publicly available, thereby 
permitting public scrutiny and pressure;

regular factual review of parties' implementation 
(e.g., current SBI review process involves factual 
review of Annex I communications by experts nominated 
by the parties);

factual review of parties' implementation (generally 
or with respect to particular obligations), at the 
request of a party
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availablity of "friendly," multilateral consu'ltative 
process, designed to address either cases of 
non-compliance only or implementation more generally; 
should not overlap with the functions of any 
subsidiary body;

availability of traditional bilateral traditional 
dispute settlement, with (as in the Convention) 
non-binding conciliation as a minimum requirement;

availablity of traditional bilateral dispute 
settlement, with binding arbitration or judicial 
settlement as a minimum requirement.

On the particular issue of whether the United States 
should support mandatory binding dispute settlement, there 
are several considerations. For example:

Binding dispute settlement could have several 
advantages:

o The existence of mandatory, binding dispute
settlement could create an incentive for parties 
to fully implement their treaty obligations.

o The prospect, during the negotiations, of
ultimately including binding dispute settlement 
in the legal instrument could have the effect of 
causing countries to negotiate more realistic and 
achievable commitments.

o The existence of mandatory, binding dispute
settlement could be the type of enforcement tool 
against other countries that some domestic 
constituents are looking for in terms of creating 
a level playing field.

o To the extent that we seek to pursue penalties 
against parties for non-compliance (such as a 
monetary penalty or trade sanction), binding 
dispute settlement would appear to be a 
precondition; it would be difficult to argue, or 
accept, that penalties could be triggered by a 
non-binding finding of non-compliance.

Potential disadvantages include:

o Binding dispute settlement is a double-edged
sword. WTrrhe-somc domuaLiij~Cbnstituents may view 
it positively as an onforeemern: tool, others 
m-igliL prefer—to give up that tool rather th^ 
suBiect the Unitea states to the prospect, of 
binding dispute settlement as defendant. ^
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o Even those not generally wary of binding'dispute 
settlement may not support it in this case. 
Specifically, it is probable that the ultimate 
target will not be crystal clear, but will be 
surrounded by some kind of ambiguity (akin to the 
way the Convention aim is unclear on whether JI, 
sinks can be counted). If so, a commitment to 
binding dispute settlement is a commitment to 
potentially have a third party interpret the 
ambiguities in a manner binding on the United 
States.

o In the climate change context, developing
countries have historically been opposed to 
binding dispute settlement. A decision to seek 
binding dispute settlement would therefore likely 
lead to developing country calls for 
differentiated dispute settlement (which we have 
avoided so far) and/or weaker developing country 
obligations.

o Binding dispute settlement could cause some
countries to decide not to become party to the 
new legal instrument.

In making decisions on which review process(es) to 
support (including, in the case where binding dispute 
settlement is supported, whether a penalty should attach to 
a party's non-compliance), the United States should be 
mindful of the relationship between these issues and the 
treaty commitments themselves, particularly the target. 
Relevant aspects of the target (which are not yet known, 
thereby complicating the task) include:

whether it is clear or clouded by ambiguity (either 
with respect to the target itself or as to whether, 
for example, JI or emissions trading can be counted);

whether it is objectively measurable (is assessing 
compliance a purely factual endeavor? or does it, for 
example, involve the application of a subjective 
standard to objective facts?).

Some hypothetical examples help demonstrate the 
relationship between a target and issues that might or 
might not be subjected to a review process:
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Taking the cleanest case first, assessing comfJliance 
with a target that clearly required a party to ensure 
that its emissions of a particular greenhouse gas in a 
given future year did not exceed some percentage of a 
past year's emissions would involve the factual issues 
of past emissions and emissions in the future year. 
Disputes could arise concerning the data collection 
method or other methodology used by a party in 
implementing the target.

To the extent that a target related to emissions of 
greenhouse gases generally, issues could arise 
concerning the GWP assigned to various gases and 
corresponding calculations. There could be additional 
measurement issues if sinks were part of the 
calculation.

To the extent that a target were based on a predicted 
future baseline, issues could arise concerning the 
facts/methodology used to predict that baseline.

Any lack of clarity in the text would raise 
issues of legal interpretation (for example, with 
respect to whether Jl/emissions trading could count 
(and, if so, how) toward achieving the target).

Issues of legal interpretation and application of law 
to facts would also arise if an otherwise quantitative 
target were surrounded by one or more non-quantitative 
phrases (such as "appropriate," "taking into account," 
or any of the types of phrases currently found in 
Article 4(2)(a) of the Convention).

Non-Parties

o An issue related to, but distinct from, the issue of
how to deal with non-complying parties is how to deal with 
non-parties. Where a treaty addresses a global 
environmental issue, a non-party can potentially stand to 
benefit from the actions of other countries while taking no 
action of its own (to so-called "free rider") or 
affirmatively undermining the treaty's objective. Thus, a 
recurring question regarding such treaties is how to deal 
with the non-party issue.

o There are numerous ways to seek to minimize the non-party 
problem:

through the negotiating process itself, i.e.. figuring 
out which countries' participation in the regime is 
essential and ensuring that they are involved in the 
negotiation;
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o -- through positive incentives for countries to'join a 
regime (e.g., financial and technical assistance, 
differentiated obligations; allowing opt-outs from 
certain obligations);

through an entry into force clause that requires 
ratification by key countries (i.e., those that would 
be "free riders" if they did not join) (note that an 
amendment would require 3/4 of the parties to ratify 
for entry into force; a protocol would need to set its 
own entry into force requirement);

o -- the use of trade measures against non-parties.

o Were the trade measure option to be pursued in this case,
several factors would need to be considered:

It is not obvious what the subject of the trade 
measure would be. (In the Montreal Protocol, which is 
the only real precedent here -- given that Basel and 
CITES are all about restrictions on trade -- the trade 
restriction applies to certain ozone-depleting 
substances and products containing such substances; a 
further call to consider restricting trade in products 
made with certain such substances has deliberately not 
been implemented.)

In order to meet the GATT/WTO Article XX chapeau 
requirement that trade measures not constitute a means 
of unjustifiable or arbitrary discrimination among 
countries where the same conditions prevail, the trade 
measures should not apply where a non-party is in de 
facto compliance with the environmental requirements 
of the agreement. This raises the question of who 
decides whether a country is in compliance and, 
particularly in the case of developing countries, what 
constitutes compliance, given the likely general 
language of any developing country obligation. (This 
is in contrast to the Montreal Protocol, where the 
obligations are specific and quantitative and 
therefore amenable to objective measurement.)

Also in order not to discriminate, the trade measure 
should apply equally to parties that are not in 
compliance. (See discussion above concerning dispute 
settlement and penalties for non-compliance.)

The United States may itself be a non-party to the 
treaty for an extended period.
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DEFINING THE FORM OF THE TARGET
Note: This paper is a draft for internal discussion purposes only. It is intended to outline issues rather than positions 
or options, and does not reflect the views of any agency of thd U.S. government.

In July of this year, at the Second Meeting of the Parties to the Framework Convention on 
Climate Change (FCCC), the United States rejected calls by some nations for short-term 
emissions targets that would disrupt our economy by coming on too quickly and inflexibly (e.g., 
a 20% carbon dioxide reduction from 1990 levels by 2005). Instead, the U.S. proposed that the 
Parties negotiate a legally-binding medium-term emissions targefjifletsrpeFatiftg international 
emissions trading and joint implementation and-refleGting-flexibil|fy-as to-the timingjof 
implwnentation. ^ pro-v

"tT-vw'
This paper provides an overview of issues and options related to the design or form of a 

target. It also identifies a number of issues for further analysis by the interagency analytic effort. 
Recognizing that reaeyegjirm conclusions on specific design issues is likely to require 
additional time, the concl^^section outlines what the U.S. might say at the December 

negotiating session to advance the discussion on this issue without foreclosing potentially 

attractive options.

0,

The following key issues are addressed in this paper;

Should targets be defined relative to 1990 emission levels (like the current non­
binding aim), to emission levels in a later year, or to indicators of future 
population growth or economic activity?

i
' ..V Should the “medium-term” target be set on a single-year basis? As average over a 

multi-year period (e.g., 3 to 10 years)? As a cumulative amount of emissions over
t r long-term period (e.g., 30 years or more)? In terms of contributions to

' of .t>^^tmospheric concentrations?

1....
What conditions or options, if any, should be built into the form or design of the 
target if full agreement on the scope of international emissions trading cannot be 
achieved in this negotiation?

How frequently should Parties’ performance be evaluated against their 
commitments?

' > ■■ ■

; ■

,

How frequently should Parties’ commitments be reviewed and potentially ft 
‘ changed?

■' V. C ■

oP
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r * Assuming that a binding target does not take effect before the medium-term dates 
(e.g., before 2010 or 2020), how can incentives be structured to encourage early 
reductions?

* Should the U.S. maintain its current position in favor of a comprehensive target 
(i.e., all gases, sources, and sinks) or handle different gases in different ways?

I. Target Forms and Periods 

a. Baseline Issues

r'3

\ 'V -A A.

x:i>
'Vn,

•y/•A 
^-0

?-■
JL?' - L

c- jc;u

The existing non-binding aim of tKe FCCC calls for developed countries to return their 
emissions to their 1990 levels by 2000/Most proposals to date for post-2000 commitments have 

been stated in terms of changes from 1990 levels in a future year (e.g., 20% reduction from 1990 
levels in 2005; 1990 levels in 2010). Other baseline alternatives could be considered:

A later year than 1990. Changing the base year affects the relative position of countries 
that have had different emissions growth rates in the 1990s. A base year later than 1990 (e.g., 
1995) would favor countries such as the U.S. that have had relatively fast emissions growth since 
then. It would disadvantage countries such as the U.K. and Germany that have reduced 
emissions since 1990, and especially disadvantage Russia and other countries with economies in 
transition (EITs) that have had sharply declining emissions due to reductions in economic 
activity (hopefully temporary) and energy market reforms (hopefully permanent). Raising this 
issue could complicate and slow the negotiating process.

,\.\ \,.C., ,S>
1990 “adju-sted” for weather or economic cycles. In national reports submitted under the 

FCCC, a few countries unilaterally adjusted their baselines to reflect weather, economic, or 
energy market conditions in 1990, altering the relative position of different countries. The 
current Convention, which includes only a non-binding “aim” for 2000, gives no guidelines or 
limitations for such adjustments. In the context of a legally binding target, any adjustment 
methods would have to be internationally negotiated and agreed upon.

"" \ W- .v-v

An average of several years. If there were concerns thatAinrepresentative weather or 
economic conditions in the base year unfairly affected the Partie^elative positid^i^hey could 
agree to use4i^^verage of several years (e.g., the average of the 3 or 5 years surrounding 1990).

Change from a projection of future emissions. Another approach could be to reduce 
emissions by a specified percentage from what they would otherwise have been under “business 
as usual” in a future year (e.g, 20% reduction from projected 2010 emissions). This raises 
difficult questions concerning the choice and validity of any underlying model to project the 
“business as usual” reference case. Several countries (e.g., Australia, Japan) have suggested 
including indicators such as population growth or economic output growth in the formula for the
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target (e.g., reduce per-capita 1990 emissions, or emissions per unit of GDP, by 10 percent by 
2010). Such formulae make it harder to determine what total emissions will be achieved, since 
allowed emissions become a function of other variables. In addition, such formulae could 
become unwelcome precedents for efforts to limit emissions from developing countries. While a 
per-capita-adjusted formula would benefit the U.S. relative to Europe and Japan (which have 
stagnant population trends), it would disadvantage all developed countries relative to countries 
such as India and China, which have very low per-capita emissions and higher population 
growth. ^

b. Target^'F^tm Proposals

(1) Single-Year Targets. Proposals for future commitments made to date by other 
Parties define both the target level and the base in terms of single-year emissions levels. For 
example, one proposal would have each Party meet its 1990 level of greenhouse gas emissions in 
2010, and presumably in each year thereafter. , .t

A single-year target has th6di sad vantage of being sensitive to short-term variation in the 
weather, energy prices, and business cycles. Unusually hot or cold years, for example, can cause 
U.S. emissions to swing or - 25 million metric tons carbon equivalent (MMTCE) - about 
2% of total U.S. emissijros and about 40% of the reduction sought by 2000 in the U.S. Climate 

Change Action Plan./Because swings in weather, energy prices, or economic cycles cannot be 
predicted with confidence, a single-year target wouldrequire each country to build in an extra 
margin of GHG reductions to ensure compliance, (ralsibg both cost and environmental 
effectiveness.

t_T'

C Cfi-

(2) Multi-Year Average Targets. A short-term (3 to 10 year) multi-year average target 
would be less sensitive to short-term variation in weather, energy prices, or business cycles, 
reducing the need for an extra margin of emission reductions to assure compliance. This, in turn, 
might enable the Parties to agree on a more stringent target.

Form. Either “block” or “rolling” averages could be used. With “block” averages, each 
defined time period lies end to end (e.g., 2010-14, 2015-19). Compliance would be determined 
at the end of each block of time, looking at average emissions over the period (e.g., every five 
years). With “rolling” averages, each year begins a new time period that overlaps the prior and 
following periods (e.g., 2010-14, 2011-15, 2012-16). Compliance would be determined at the 
end of each year, looking back to the average emissions of the preceding period (e.g., the 
preceding five years). Both block and rolling averages smooth out year-to-year variation 
associated with weather, energy prices, and economic conditions. Block averaging offers 
additional flexibility for a Party to determine the pace at which the emissions “budget” for the 
period will be expended (evenly, front-loaded, or back-loaded) in accordance with its national 
circumstances. (This issue is explored further with regard to longer-term cumulative emissions 
targets, below).
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^ \ to 10 years). Analysis of weather variation, energy price fluctuations, and business cycles is
needed to illuminate how much smoothing of weather and business cycles is provided by rolling 
average targets of various lengths.

^ Role of banking and borrowing. Multi-year averages inherently incorporate some degree •
of banking and borrowing. If emissions are below the target in any one calendar year, that 
amount automatically can be carried over to offset higher-than-target emissions in other years 
within the same five-year periods.

Banking or borrowing could also take place between multi-year average periods. For 
example, in a “block” average system, emissions amounts “unused” during one period could be 
banked and carried over to a later period. Such an approach rewards efforts to make early 
reductions. Borrowing from a later period in order to emit more in a current period raises more 
complex issues, however. (These issues are treated more fully in discussion of long-period 
cumulative targets, below.) ,

(3) Longer-Period, Cumulative^rgets. A cumulative target for longer periods (e.g., 20 
or 30 years or more) could give partiesilexibility, oyexJongcr periods than the slioiter-tcrm 

miilti-3'^ar l■l■lnr>^^ll MliHudy

Each party would be assigned a cumulative emissions budget for a longer-term 
y. 'Si period (e.g., 2010-2040, 2000-2050). Each party would then be free to determine how fast to 

/ consume its cumulative emissions budget over the period, in accordance with its national 
^ circumstances. For example, one country may choose to defer emission reductions to later in the 

period, and to let emissions continue at or even above current rates in the early years. Another 
^ i^^ay choose to set a tighter budget for the early years, with less steep reductions in later years.

“Flight plans” and banking/borrowing. Each Party would be required to file a “flight 
plan” committing to the rate at which it will consume its emissions budget over the whole period. 
An intermediate reporting and review process would be necessary to assure that each Party was 
staying on its “flight plan.” For example, the longer-term period could be subdivided into multi­
year average sub-periods, with each Party required to specify how much of its budget will be 
used in each sub-period. “Flight plans” might be subdivided into 3 to 7 year intervals, and 
compliance evaluated on that frequency, reflecting a balance between the need for early 
identification ofdeviations and the limited capabilities of the process. Consideration would have 
to be given to how much borrowing should be allowed from later in the period (i.e., the 

'U consequences of “falling behind”). A limit might be needed to prevent a Party from using up its 
entire budget before the multi-dec£

A'
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How long? A longer-term cumulative target of 30 years or longer is suggested by the 
desire to avoid prematurely retiring long-lived energy-related capital stock, and by reliance on 
technological progress to bring forth cleaner and lower cost technology.

• For example, the United States might want to take account of the replacement cycle for 
its existing coal-fired power plants, which are responsible for roughly 30 percent of 
current U.S. carbon dioxide emissions. Most energy analysts project significant rates of 
replacement of current coal-fired plants in the 2015 to 2025 period and beyond, although 
replacement rate predictions are uncertain given the option of refurbishing plants to 
extend their lifetimes. A cumulative budget that allowed reductions to be deferred to late 
in the period would conserve this capital stock and require less capital to be used for 
emissions abatement early in the period. Further cost reductions would accrue from 
deferral if time improves the efficiency of replacement sources and brings down their 
costs.

One study of both capital stock turnover and replacement cost issues in the U.S. 
concluded that, assuming agreement at this time on a 50-year cumulative emissions 
budget for developed countries, flexibility to allocate emission reductions over that 50- 
year period could reduce overall costs by 40%. The savings would be less if the budget 
period is shorter.

The potential savings would also be less if (as is almost certain to be the case) the 50-year 
cumulative target caimot be guaranteed and is subject to periodic review and tightening 
based on developments in science, technology, and economics. Since scientific 
understanding of the rate and severity of warming is likely to continue improving, targets 
are likely to be repeatedly reviewed and reconsidered over the next 50 years. Under those 
conditions, the long-term “flight plan” approach loses some of its attractiveness.

The rate of technological improvement and cost reduction is also uncertain and subject to 
policy influence. A target that requires relatively early, but non-Draconian, reduction 
efforts will send a signal to the private sector that can be expected to accelerate the rate at 
which current technology is applied and improved technology developed. As an 
example, while it first appeared that eliminating ozone-depleting CFCs from building 
“chillerl” would force costly early retirements of existing units with 30-year expected 
lives, redesigns stimulated by the phase-out improved energy-efficiency beyond historical 

-«r rvprrfonrntt?" nf imprmTmrnt; reduced operating costs now make it profitable to 
replace existing units early. An important question is whether policy-driven acceleration 
of technological progress in one sector of the economy can be achieved only by diverting 
resources from technological progress in other sectors, slowing overall labor and capital 
productivity growth. The Interagency Analysis Team is further considering these issues.
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(4) Concentration-Based Targets. The U.S. statement at the COP in July suggested the 
desirability of setting a concentration goal for the long-term (e.g., for 2050 or 2100). This would 
be an interim step towards the FCCC’s “ultimate objective” of stabilizing greenhouse gas 
concentrations at non-dangerous levels. It would respond to requests from some U.S. business 
interests (specifically the International Climate Change Partnership) for a signal as to our long­
term trajectory. It would also serve as a message to all governments that limitations will be 
needed over the long-term on emissions from both developed and developing countries.

In addition to this long-term concentration goal, some have suggested that the medium- 
term target itself should be set in the form of the cumulative contribution to future concentrations 
of greenhouse gases that each developed country Party was permitted to make during a specified 
period. Such an approach would take account of the “sink” processes by which carbon is 
removed from the atmosphere, which suggest that early emissions may have less effect on 
concentrations in an “out-year” than emissions released closer to that out-year. A Party’s total 
allowable emissions could be varied depending on the time profile of emissions over the period, 
to take account of the carbon cycle. Complicating this approach is the possibility that the 
efficiency of sink processes may be reduced as warming proceeds. In addition, substantial 
scientific information suggests that the rate of warming on the decadal scale may be as important 
as the cumulative warming over a longer period, because a high rate of warming may exceed the 
adaptation rate of ecosystems and individual species. A further issue with regard to a 
contribution-to-concentration target is whether it could encourage developing country Parties to 
focus attention on historical responsibility for current concentrations, which falls primarily on the 
developed countries.

II. Treatment of Various Gases

The current Climate Convention covers all GHGs except those controlled under the 
Montreal Protocol (the treaty that protects the ozone layer); the excepted gases are being phased 
out or limited for ozone protection reasons. The principal other gases are methane, nitrousjoxide. 
^d a class of industrial gases containing fluorine, many of which are replacements for CFCs. 
Globally, these gases represent about 30% of the added radiative forcing to the atmosphere since 
pre-industrial times. The FCCC also covers emissions “sinks” of carbon dioxide as well as 
“sources.” Significant amounts of atmospheric carbon are released by deforestation and some 
agricultural and land management practices. Reforestation can also remove carbon from the 
atmosphere.

The U.S. supported inclusion of all GHGs and inclusion of both sources and sinks — the 
so-called “comprehensive approach” — during negotiation of the current FCCC, and we used this 
approach in constructing our Climate Change Action Plan (CCAP). Reductions in emissions of 
gases other than carbon dioxide constitute about 30 percent of the reductions counted on for 
meeting the CCAP’s goal of returning U.S. greenhouse gas emissions to 1990 levels by the year 
2000,^ Many developed countries, however, have ignored gases other than carbon dioxide in their
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national action plans. Some have addressed only sources, and not sinks. Target proposals now 
on the table generally focus only on carbon dioxide emissions.

Different GHGs may present different strategic opportunities from the perspective of 
effects on the climate system. Methane reductions are especially important given concerns about 
the rate of warming over a decadal scale (see above). Methane has a short atmospheric lifetime, 
meaning that reductions in methane emissions produce lowered atmospheric concentrations more 
rapidly than reductions in emissions of carbon dioxide or other GHGs. If a priority-goal is to 
limit the rate of warming over the next few decades, methane reduction~is extremely valuable.

Looking to the period to be covered by the medium-term target, analysis could illuminate 
whether including all greenhouse gases increases or decreases the overall burden of a given 
target, as compared to the same target for carbon dioxide alone. For the U.S. (as well as other 
countries), methane currently may be more cost-effective to control than carbon dioxide when 
gases are compared on an equivalent basis (see below). Indeed, net reductions in methane, and 
net increases in the forest sink, were used in the U.S. CCAP to offset growth in carbon dioxide. 
The fluorinated industrial gases, however, are growing rapidly from a baseline of near-zero and 
may be more expensive to limit. Including them in the CCAP made meeting the target of 1990 
levels by 2000 more difficult to achieve.

Assuming continued pursuit of a “comprehensive” approach, each Party could be given 
flexibility (1) to decide the “shares” of the overall GHG target that it will assign to different 
gases and sectors, and (2) to allow trading among gases and sectors in order to encourage the 
greatest and most cost-effective reductions. Several issues are important to consider in regard to 

-^nter-gas trading.

Different levels of measurement certainty for various sources and sectors. Emissions 
from some source types are readily quantifiable, while emissions from others are subject to very 
large uncertainties. COj emissions from individual power plants are easily monitored (indeed 
monitors are already in place in the U.S. as a by-product of the Clean Air Act's acid rain 
program). CO2 emissions from individual cars are not knovra so precisely, but they are uniform 
enough for use of emission factors and averaging. On the other end of the spectrum, carbon 
uptake by trees is uncertain for the U.S. as a whole and highly uncertain for specific tracts of 
forest. Similarly, methane reductions from improved cow nutrition can be estimated on a 
national basis, but estimates at the level of a particular dairy may be subject to great uncertainty. 
Trading among different gases and sources might be limited by the need for information on 
emissions and emission reductions to meet a reliability threshold.

• As one approach, targets could be set for each greenhouse gas, and same-gas trading (but 
not inter-gas trading) could be allowed between types of sources that pass this reliability 
threshold.
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• Alternatively, targets could be set across key sectors and inter-gas trading could be
allowed within (but not between) sectors that meet the reliability threshold.

Gas equivalence ratios. GHGs can be compared using indexes of “global warming 
potential” (GWP). The relative strength of the gases varies, however, depending on the time 
scale being considered. Methane, for example, is considered 22 times more potent, pound-for- 
pound, than carbon dioxide on a 100-year basis. Its relative importance is even higher on a 
short-term timescale (e.g., 20 years). The Parties could agree to allow inter-gas trading based on 
the 100-year GWPs. Alternatively, if slowing the rate of warming in the next few decades is 
given priority, then a shorter-term GWP might be preferred for inter-gas trading.

III. Interactions With Other Key Issues

(a) When Does the “Medium-term” Commitment Start?

The U.S. is on record as supporting a “medftlm-term” target. Many believe that medium- 
term translates into a date somewhere between 2000 and 2020 (dates reflected in the Berlin 
Mandate and the Geneva Declaration), but the»^has been no definitive decision. For an averaged 
or cumulative target, a date identified as being “medium-term” could refer to the start of the 
period, a mid-point of the period, or the date of the first “flight plan” review.

(b) How Often Is the Commitment Reviewed?

The FCCC contemplates a periodic review of commitments, based on up-to-date 
scientific, technological, and economic assessments. The first review will be completed in 1997, 
five years after the Convention was adopted. The next major scientific assessment report is 
scheduled for 2000 or 2001, but no decision has yet been made on when the next review of 
commitments will be completed. Five years seems to represent a minimum interval for the 
accumulation of significant new information and for conducting a diplomatic endeavor of this 
magnitude, but longer intervals might also be considered.

Given emissions trends in the developed and developing worlds, it is clear that meeting 
the ultimate objective of the Convention (stabilization of atmospheric concentrations of 
greenhouse gases at a level that prevents dangerous human interference with the climate system) 
will require limitations on emissions from both developed and developing countries. Since it is a 
negotiating reality (reflected in the terms of the Berlin Mandate) that new commitments for 
developing countrieTwill not be agreed to in this round, questions need to be asked as to when 
should be the deadline for completing the next round of negotiations, and what should the scope 
of that negotiation include.

One approach would be for the U.S. to seek a next round focussed on developing country 
commitments, in order to avoid pressure for further action by developed countries before
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developing countries take on emissions targets. Realistically, however, we may be unable to 
definitively rule out review of developed country commitments. How quickly to expect a more 
forthcoming attitude from developing countries may depend on how successful we are in this 
round in creating an emissions trading/joint implementation framework in which developing 
countries, as well as developed ones, see benefits of participation.

(c) The Form of the Commitment and Emissions Trading

Analysis shows that emissions trading with both developed and developing countries has 
substantial potential to reduce the costs of achieving a given change in greenhouse gas emissions. 
The U.S. has its support for a binding medium-term target is premised on the availability of 
international emissions trading and joint implementation. It is possible, however, that agreement 
on trading provisions of appropriate scope may not be apreed upon bv.rOP-:^ in 1997. The pilot 
^a^ on "activities implemented jointly” (during which the transfer of emissions credits is 
excluded) will not be completed before COP-3, and some developing countries could attempt to 
block discussion of trading or joint implementationjnjhi^jxtund on4hat basis. Thefe-«Fe(^veral 
way?^wt this situation might be addressed 02?"^

• Conservative approach: Set a target the U.S. would be willing to meet without trading, 
recognizing that trading may not materialize. The possibility that trading might not be 
available could put added value on flexibility over time.

• Conditional approach: Develop a commitment that explicitly conditions the developed 
countries’ target on a future determination regarding access to emissions trading on a 

global scale.

Financial option approach: Include an option for parties to make contributions to an 
“Emissions Reduction Fund” in lieu of making emissions reductions. The fund’s 
resources would be used to secure additional emissions reductions beyond those required 
by any FCCC obligations. The charge for meeting emissions reduction obligations 
through the fund could be based on the estimated cost of available low-cost mitigation 
opportunities plus some administrative premium. Access to the fund could be limited to 
some fraction of an overall emissions limitation obligation.

(d) International Negotiating Considerations

Some developed country Parties are now seeking formulae for differentiation among 
developed country commitments reflect their views of differing national circumstances. 
Attempting to agree on an explicit formula for differentiation would slow the negotiating 
process, and create domestic problems if it resulted in the perception that the U.S. had more 
onerous commitments than other developed countries. A possible alternative would be to seek a 
relatively distant definition of “medium-term,” coupled with an emphasis on longer-term average
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or cumulative commitments. The flexibility in this approach might satisfy those Parties’ call for 
differentiation.

On the other hand, pursuit of a relatively distant and long-term cumulative target could be 
read by other countries to mean that the U.S. (and developed countries as a whole) are unwilling 
to take significant early actions and are therefore not serious about the climate issue. This could 
create problems for efforts to negotiate further commitments for developing countries, which will 
be necessary in view of their projected emissions growth.

(e) Incentives for Early Reductions

Most proposals already tabled or likely to be advanced in the future contemplate a 10- to 
20-year period before the first “medium-term” target takes effect. It would be desirable to create 
incentives to encourage early reductions during this period. One approach would be to define a 
baseline emissions path for this interval. While Parties would not be required to stay within that 
baseline during that interim period, they could bank any reductions below that path, for use 
against later commitments. Another approach, in connection with a long-term cumulative 
emissions target, would be to begin the long-term period immediately (e.g., 2000-2050).

IV. U.S. Thoughts on Design of Target for December Negotiating Session

* The U.S. framework calls for a realistic, verifiable, and binding medium-term target 
incorporating international emissions trading and joint implementation and reflecting flexibility 
as to the timing of implementation. While we are not yet prepared to talk about a specific level 
or timetable for the target, we do want to put forth some ideas concerning the design of the target 
itself

* The current non-binding aim and most proposals for new targets offered to date have 
been defined in terms of a percentage change from 1990 emissions, to be met on annual basis 
starting in a particular year (e.g., 2010) and presumably each year thereafter.

* Defining the target in this manner suffers from several shortcomings. A single-year 
target is especially sensitive to short-term variations in regional weather patterns, with 
consequent effects on energy use and greenhouse gas emissions; short-term fluctuations in 
energy prices, with consequent effects on energy consumption and emissions; and fluctuations in 
economic activity due to normal business cycles, which can also affect overall emissions.

* A single-year target is not required given the almost negligible impact that small changes 
in emissions from one year to another have on atmospheric concentrations of greenhouse gases.
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* We believe, therefore, that it is in everyone’s interest to take a closer look at potentially 
more flexible ways of defining a target. If we define the target more flexibly and cost- 
effectively, we will be able to afford to do more to protect the climate.

* One option for consideration would be a multi-year average target. Averaging over a 
modest number of years (e.g., 3-10 years) could address the issue of short-term variation due to 
weather variability or short-term shifts in economic conditions or energy prices. Further 
flexibility could be added by defining the target in such a way that allowed countries to “bank” 
reductions in one period to meet a target in a later period or to “borrow” reductions by exceeding 
limits in an earlier period in return for offsetting tighter limits in a later period.

* Another option for consideration would be to set a cumulative target over a longer period 
of time - as long as several decades - and allow each country the flexibility of setting forth its 
plan to meet the cumulative emissions cap. This approach allows for banking and borrowing 
over this extended period, with the potential for significant cost reductions. Consistent with our 
obligation to periodically review the adequacy of commitments, a long-term emissions budget of 
this nature would be subject to change. Nevertheless, there could be significant savings 
associated with this approach.

* Building in flexibility may be useful for both the future target as discussed above, but 
also in determining the baseline year. Several countries, in developing their national 
communications, have raised concern about the fairness of a relying solely on 1990 as the base 
year. We also intend to explore whether a later base year is possible.

* In sorting through these and other possible options we will be looking to define a target in 
a manner which: provides flexibility to reduce the costs of compliance; permits us to achieve the 
maximum environmental protection for our expenditures; encourages compliance and facilitates 
verification; and creates a solid foundation upon which future actions can be based.

* We intend to work hard in further developing these thoughts on target design and 
welcome hearing the views of other nations on this important issue.
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Re: Climate Change Deputies Meeting, Oct. 24

202 622 1273 F.02 06

Last week’s Deputies* meeting raised important policy questions that deserve our continued 
attention. Rather than providing detailed notes about the meeting proper (I assume that Bill 
Schuerch, who attended the meeting, has briefed you on this), this memo will list my 
concerns about some of the policy questions raised.

In December, the U.S, will embark on a new round of negotiations on a climate treaty that 
could result in the most costly environmental program ever undertaken here. Richard 
Schmalensee of MIT, long prominent in the economics of climate change, puts the cost of 
stabilization in the US (20 years after controls are imposed) at one to four percent of GDI’- 
that is, GDP in each year would reduced by one to four percent from the baseline. For
SmbS^"’ environmental programs

Choice of targets. Tim Wirth, who presented the State Department’s brief, acknowledged the 
importance of flexibility in meeting a climate target. He pointed to language in recent U.S. 
statements calling for, among other things, carbon emissions trading, as a way of lowering 
the cost of climate programs. Treasury naturally supports more efficient ways of achieving a 
goS"tsdtf concerned, however, that not enough attention is being paid to the

Recommendation- The U.S. should not discuss the choice of climate targets at the 
Conference of the Parties in Geneva this December.

Costs and ben^s of different targets, Alicia Munnell attempted to raise the question of 
costs and benefits of different greenhouse targets, making the point that the choice of a target 
^ould bear some relation to the costs and benefits of the alternatives, and asking that the 
Deputies be given some idea of the costs of the alternatives under consideration. Katie 
McGinty asserted that costs were irrelevant in the Deputies’ decision, that it was the job of 
policymakers to decide on a policy; that costs should be considered only in implementing a 
policy, Dan Terullo responded that the process must be iterative, and that of course 
policym^ers should be given information on the costs of the alternatives. We agree. We 
believe it would dangerous and irresponsible to attempt to make policy decisions without 
considering the costs of alternatives.

R^pmmgn^tion: The Deputies should not be asked to make policy decisions without 
adequate briefing on the measurable consequences of the alternatives.

Other concerns. Tim Wirth stated that "The sciraice [about global warming] is for real. The
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d^ate IS over. ’ While recent evidence has narrowed the remaining areas of disagreement, is 
certmnly not true that we can set a course now once and for all, putting aside further 
considerations of science. Climate change policy wiU not be one decision, but rather a series 
^d^isions tak^ over many decades, modified by evidence that surfaces in the meanUmc. 
The challenge today is to identify short-term strategies in the face of long-term uncertain^', 
^e question is not, what is the best course over the next 100 years, but rather, what is the
to feSr^^d^^Mge^Sirre'^

The U.S. should be wary about signing onto an early-action control path, as some countries 
have been urging. Such as path is expensive for three reasons: it requires the premature 
reurernent of the capital stock, it fails to take advantage of technological changes, and it 
crowds out other productive investment. We wiU greaUy increase the ultimate costs of any 
control program if we fail to acknowledge that new informaUon will continue to become 
available, ^at technology will continue to change, that investment funds have alternative 
uses, and that hedging strategies can dramatically lower the total cost of any control 
program.

Bpgpmniendapop; The U.S, should urge caution on early-action proposals.

Wirth also said three times that, "Diplomacy has at all times followed the science " This 
seems to me a serious misreading of what has taken place. We should recognize that the 
poliOcal decisions taken so far are just that - political decisions, the result of the usual 
pulbrig and hauling of a political forum. This is not necessarily bad. But it would be a 
delusion to believe that decisions concerning gigantic resource reallocations made by 
consensus among 174 countries have been firmly rooted in science.
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lo\3 (i/aff-
I'o: Larry Summers

From: Joshua Gotbaum

Re: Climate Change Meeting with Tim Wirth

In July, at the second Conference of the Parties in Geneva, Tim Wirth announced a new
U.S. ^sition m the cUmate change negotiations: He called for binding targets and 
Umetables to control greenhouse emissions in the medium term (2005 to 2010), and later 
added the U.S. to the other “Annex I” (developed) countries who had pledged to negotiate a
new Mt of targets m 1997. U.S. negotiators plan to spend the next 15 months in detailed 
negotiauons.

Treasury has not participated in policy development. As best we can tell, economic 
wnsid^Uons do not seem to be primary. The costs of control even to current levels could 
u substantially depending upon whether controls (a) apply to
both develoi^ less-developed nations, and permit (b) trading of emissions rights across 
regions and (c) “banking" across time peaiods.

(There also appears to have been relatively limited review of the potential benefits of these 
controls. Many economists believe the costs of modest warming will be relatively small- 
some ^heve they net effects will be positive. Obviously, many in the environmental and 
scientific community strenuously disagree.)

Both elements of the business community (auto manufacturers and energy producers) and 
some in the environmental community who are sensitive to cost issues and the use of market- 
onented control mechanisms (e.g., the Environmental Defense Fund) have urged Treasury to 
take a more active interest. Treasury was not invited to the NEC meetings leading up to this 
announ^mCTt. We were permitted to comment on a draft of Wirth’s written statement, but 
were told that the basic policy decisions had already been made, so there was no use in 
challenging them As we understand it Wirth’s later pledge to negotiate further reduction 
targets was not cleared by the NEC at all.

Since the Geneva announcement, Wirth asked Ev Ehrlich to supervise an analysis of the 
gnomic effects of alternative control strategies. Ev has asked Treasury’s office of 
Economic Policy and Tax Policy participate. It is unclear what role the analysis will play.

We are attempting to find out the views of other agencies on these issues.
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Background
The Evidence on Global Climate Change 

To summarize what is known about climate change:

o Human activities are probably causing the earth’s climate to become warmer.

The UN-s^nsor^ International Panel on Climate Change GPCC). a large group of scientists
for^^hftime •'"T® conc!usion last moml.
for the first time m its closely-watched Second Assessment Report.

atmospheric scientists have gained considerable confidence in the 
circulation models (GCMs), the basis of most predictions

?nS^Suf’tSS ^“"ably well.
Snte rHm t ^ ^ ^ reproduce the climate history of the 20th century.
? ""^elers have been able to capture the effects of airborne sulfates

^ ”»uch betterprediction of the histoncal record, and thus more credibility for the models.

o But evidence for the effect of human activities is still not conclusive.

The IPCC r^rt gives important evidence that does not point toward human influence on 
giooai warming.

L^d-based temperature records indicate a warming of about 0.5 degrees C. 
this century, this might be due to natural variability, according to the IPCC.

The influence of clouds is not yet understood; they may dampen warming or 
intensify it; this, in turn, may tend to validate or invalidate GCM projections,

o Extreme events - the possibility of runaway warming, a big increase in storms, etc.
" may have a big effect on the conclusions. Impacts assessment is a complicated and 
controversial area, and depend greatiy on the still-unsettled quesUon of the treatment 
of extreme events.

o Credible cost estimates cover a wide range.

The Costs of Greenhouse Gas Control 

To choose one plausible estimate:

o To stabilize U.S. greenhouse emissions at about current levels over the next several 
decades, assuming this is done in the most efficient way (using tradable carbon rights 
or carbon emission taxes), could cost about 2% of the growth rate of GDP- this 
would reduce growth from, say 2.5% annually, to 2.45% annually (source* Stanford 
Energy Modeling Forum).

Prepared by Ray Squitleri
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Some analysts have put the litely costs at two to four times this amount, in part because 
gov^ments are not likely to implement control measures cooperatively, consistently, and 
stilly over decades. Richard Schmalensee of MIT, long prominent in the economics of 
climate change, puts the cost of stabiUration in the US (20 years after controls are imposed) 
at one to four percent of GDP; that is.

■ unlatiial action
□ in«»fn«ianal oocparatiBn
□ M »oop. optnul (ring

Preeert VUue Cost of Oraenhouse Conlrols

pigpowt e0> tatui.w i«eo bxhby soio}

GDP in each year would reduced by one to 
four percent from the baseline. For 
comparison, the US now spends about two 
percent of GDP on all environmental 
programs combined.

o The economic cost of reducing 
emissions by 20% relative to 1990 
levels would be more than twice as 
much as the cost of stabilizing at 
1990 levels.

o Imposing carbon taxes designed to 
meet the stabilization target would 
"feel like" living through another oil 
shock, with similar reductions in 
re^ wages and other indicators; this 
estimate assumes greenhouse control 
costs near the lower bound of cost 
esdmates.

To the eljsctoiate, it might feel worse, for several reasons: it would be more contentious, as 
we would be doing it to ourselves; the actual cost would be above the lower range, because 
govemmMts are unlikely to choose the least-cost way to implement the tax; and it would feel 
reglon”"^**^ o'l shocks, because of differences in costs imposed by sector and

° emission targets do not make economic sense, because of widely
dtffeiing control costs among countries.

~ efficient schemes, such as tradeable emission permits, could cut costs by

o Flexibility in the timing of emission reductions is crucial to the cost.

Total emissions over time is a better target than annual emissions.

A minimum-cost control path allows higher emissions in the near term in exchange for lower 
emissions later. In contrast, an early-action control path is expensive for three reasons- it 
requires the premature retirement of the capital stock, it fails to take advantage of 
technological changes, and it crowds out other productive investment.

Prepared by Ray Squitieri

Prepared by Ray Squitieri
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Stabilization: 1990 CO^ Levels in 2010
Revenue Recycled: 100% to Consumers 

(DOE & EPA Using the DRI Model)
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stabilization: 1990 CO^ Levels in 2010
Revenue Recycled; 40% to Consumers, 60% to Business 

(DOE & EPA Using the DRI Model)

Percent Change in GDP (U.S.)
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DOE annual data are not yet available.



Notes on the June DOE and EPA Model Runs

Which is right? Probably neither.

EPA abates about 350 million tons of carbon with a “shadow tax” oF|160.^er ton. DOE 
abates about 200 million tons of carbon at a cost of about $195 per^. Yet, despite the 

smaller deadweight loss, DOE produces far greater macroeconomic losses.

Why this contradiction?

EPA runs represented energy in their potential GDP equation through “domestic oil and 
gas production,” a misspecification. (DOE, correctly, used total energy demand.) Absent 
a binding “speed limit” equation, EPA adjustment happens more quickly and effortlessly. 
This accounts for half the difference between the two sets of results.

EPA also recycles revenues through reductions in marginal tax rates: DOE does so 
through lump sum transfers. EPA’s approach leads the model to increase investment and, 
therefore, productivity.

Revenue recycling has much to do, therefore, with final impacts.

There were also important differences on the energy front:

DOE uses the “IDEAS” model — a model based on an exogenous set of 
technological choices. As a result, it is fairly static, and yields very low observed 
price elasticities. EPA used DRI’s energy model, which has econometrically 
derived elasticities with more conventional term structure, etc. As a result, DOE’s 
results emphasize fuel switching, while EPA’s emphasize demand reductions and 
energy efficiency improvements.

The conservatism of DOE’s approach is seen in the fact that EPA had faster 
electricity consumption growth and emissions growth in its baseline, yet still 
produced cheaper emissions reduction.

DRI may simply be too static in its approach. Other models produce more sanguine 
results.

ICF, a (the) leading energy/environment consulting firm, has produced utility 
sector runs showing greater responsiveness, hence lower adjustment costs.

CGE models generally give smaller burdens. Twelve of them analyzed by the 
Stanford Energy Modeling Forum produced median annual costs of $8 billion (in 
$1987).


