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United States Department of State

Assistant Secretary of State for Oceans and
International Environmental and Scientific Affairs

-j’ -~
Washington, D.C. 20520 ' ad /
r'4

3
Wir—

March 26, 1997
TO: Distribution

FROM: Eileen B, Claussen @/—’—

SUBJECT:  April 1 Climate Change Submission

~ The attached document, which was developed by the interagency working group
at the staff level, contains compliance-related revisions and amendments to several of the
articles in the U.S. draft text of January 17, 1997. This is the only text cleared by the
working group and would therefore be the only piece we would submit. 1 need to know
from you within 24 hours as to whether you would like this piece to be submitted as is, If
the answer is yes, I would have to submit it to the Deputies. To enable this submission to
be made prior to the deadline, clearance at the Assistant Secretary level must be provided
no later than noon, Thursday, March 27. 1 will assume clearance unless I hear otherwise.

Attachment:

As Stated
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Text to Be Submi
(note that Article #s will need to correspond
to the new compilation text)

In Article 2 of the U.§. proposal (Emissions Budgets),
add a new paragraph 6.bis. as followa:

2.6.bis. At the end of a budget period applicable to a
Party, any amount of tonnes of carbon equivalent
emissions over its emissions budget shall be
subtracted at a rate of [rate greater than that
in paragraph 6] from the subsequent budget period.

In Article 4 of the U.S. proposal (Review and Compliance
Process), substitute for paragraphs 3 to 6 the following text:

4.3 Reviews will be in connection with the review of
communicatione conducted under Article 10.2(b) of the
Convention and will be in accordance with guidelines
to be adopted by the Parties at a meeting. These
guidelines shall, inter alia, provide for how
information will be made available to the public and
define mechanisms by which observers and the public
may provide comments, supplemental data or other
information to facilitate and improve reviews. The
guidelines shall be periodically reviewed by the
Parties for appropriate revision.

4.4 Review teams will review all aspects of a Party’'s
implementation of this Protocol, including the
likelihood that a Party will achieve its emissions
budgets obligations. They will be authorized, inter
alia, to review pertinent information and consult with
the Party in question and others as necessary. They
will prepare a report assessing a Party's
implementation of its obligations, identifying any
areas of apparent non-compliance, as well as potential
problems in achieving obligations.

4.5 Such reports will be circulated by the Secretariat to
all Parties. 1In addition, the Secretariat will
identify for further consideration any report
indicating a question of implementation.

In Article 6 of the U.gS. proposal (International Emissions
Trading), substitute the following text:

6.1. Except as otherwise provided below, any Annex A
or Annex B Party may transfer to, or acquire from, any
Annex A or Annex B Party, any of its tonneg of carbon
equivalent emissions allowed for a budget period, for
the purpose of meeting its obligations under Article :z

.
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An Annex A or Annex B Party may not transfer or
acquire any of its tonnes of carbon equivalent
emissions allowed if it is not in compliance with its
obligations under Article 3 (Measurement and

Reporting) or if it does not have in place a national
mechaniem for certification and verification of trades.

An Annex A or Annex B Party may not transfer in a
given budget period any of its tonnes of carbon
equivalent emissions allowed if it has exceeded its
emissions budget for that period.

If a question of a Party’s implementation of the
requirements referred to in paragraph 2 or 3 above is
identified by either the review process under Article
4.5 or by the Secretariat under Article 11.2(b):

-- transfers and acquisitions of tonnes allowed (in
the case of paragraph 2) and transfers of tonnes
allowed (in the case of paragraph 3) may continue
to be made after the question has been
identified, provided that any such tonnes may not
be used by any Party to meet its obligations
under Article 2 until any issue of compliance is
resolved. Issues of compliance shall be resclved
as expeditiously as possible.

A Party may authorize any domestic entity (e.d.,
government agencies, private firms, non-governmental
organizations, individuals) to participate in ac¢tions
leading to transfer and acquisition under paragraph 1
of tonnes of carbon equivalent emissions allowed.

The Parties, at a meeting, may further elaborate
guidelines to facilitate the reporting of emissions
trading information.

In Article 10 of the U.S. proposal (Meetings of the
pParties), for paragraph 4, substitute the following text:~

10.4

The Parties:

(a) shall periodically review the adequacy of this
Protocol;

(b) shall review the implementation of this Protocol,
including the information submitted in accordance
with Articles 3 and 5, reports received from the
review teams referred to in Article 4, and any
other reports and recommendaticns received from
processes under this Protocol;
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(¢) shall implement an appropriate regime
to address cases of non-compliance with
obligations under this Protocol, including
through the development of an indicative list of
consequences, taking into account the type,
degree, and frequency of non-compliance;

(d) may establish an implementation committee
consisting of a subset of Parties to agsist them,
including by making recommendations, in carrying
out functions referred to in subparagraphs (b)
and (c) above,

In Article 11 of the U.S. proposal (Secretariat) ,
for paragraph 2, substitute the following:

11.2 The functions of the secretariat shall be:

(a) to maintain and administer records relating
tc the accounting of the emissions budgets
of Annex A and Annex B Parties, including
initial budget allocations, adjustments tO
budgets consiatent with Articles 2, 6, and
7, annual emissions, and remaining kudgets
in a given budget period;

(b) to facilitate the review of implementation
of this Protocol through, inter alia,
coordinating the review of Annex A and Annex
B implementation; coordinating the reviews
under Article 5; identifying for the Parties
questions of implementation, including
whether individual reports are consistent
with reporting eriteria; and preparing an
annual compilation and synthesis report that
contains inventory and budget informatilon,
and notes any discrepancies in accounting.

() [other] .
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THE WHITE HOUSE

8c 1V
WASHINGTON )

March 26, 1997

MEMORANDUM FOR DISTRIBUTION
TO: Assistant Secretaries

FROM: ELGIE HOLSTEIN, NEC
DAVID SANDALOW, CEQ

SUBJECT: Climate Change Domestic Implementation Policies

The next meeting of the working group on domestic implementation policies for climate change
is scheduled for Wednesday, April 2 at 1:30 -3:00 pm in room 472 at OEOB.,

The agenda for the meeting will be the following:

-- Economic Impacts of Alternative Emission Budgets: Update on
Modcling Results

== Options for Emissions Trading Program Design and Other Options to
Mitigate Impacts

-- Development of Decision Paper

This meeting will be limited to invi L00 substitutes, Those listed on the attached page

have been cleared in for the meeting. [f you have any questions, please call Wendy Philleg at
456-5145.
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DISTRIBUTION:

Organization Name

State Eileen Claussen
Rafe Pomerance

Commerce Everett Erhlich
Jeffrey Hunker

OSTP Rosina Bierbaum

CEA Alicia Munnell
Jeff Frankel
Mark Mazur

Treasury Joshua Gotbaum

Justice Lois Schiffer

Interior Brooks Yeager

NO Terry Garcia

OMB T.J. Glauthier

US'IL'R Jennifer Haverkamp

Agtic Charlic Rawls

_ DO}|3 Mark Chupka
‘ Joe Romm

EPA Mary Nichols
David Doniger
David Gardiner

DOT Frank Kruesi

ovP Pete Jordan

CEQ Steve Seidel

USAID David Hales

DO Ed Montogmery

TaskF orce Dirk Forrister
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Distribution: See Attached Sheet

From: Debbie Jones ‘
Staff Assistant — |
J

Office of Under Secretary Timothy E. Wirth W
Office: 202-647-6205 \
Fax: 202-647-0763 ‘

' . . %/ 5 /
Under Secretary Wirth has scheduled a Climate Change luncheon in honor of
Mr. Paul Epstein, Associate Director, Center for Health and Global Environment, :)
Harvard Medical School on Thursday, March 27 from 12:00 p.m. to 1:30 p.m. in/« ), —_—
the Henry Clay Room on the 8th floor of the State Department. Mr. Epstein is an ( T rdecvied [,MFV“-/
expert on disease. Bio attached. E@V-UZ-% @ / 330)

o~

Draper, President, American Electric Power on Tuesday, April 1 from 12:00 p.m.
t0 1:30 p.m. in the Daniel Webster Room at the State Department. Mr. Draper is ”
deeply engaged in the issues of utility deregulation and strategies for climate /
change. Bio attached.

Mor. Wirth has also scheduled a Climate Change luncheon in honor of Mr. Linn oA // /,’/ / / g
~ . , ‘) S

I would appreciate an RSVP by Tuesday, March 25 of your principal's attendance.
Thank you for your cooperation.

I have also attached a memo which lists dates of upcoming Climate Change

luncheons, as well as the guest speaker. Please make a note of them on your
calendars. Thanks.

9 Pages
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Jim Baker
Rosina Bierbaum
Eileen Claussen
Charles Curtis
Everett Ehrligh
Dirk Forrister
Jeffrey Frankel
John Garamendi
Jack Gibbons

T. J. Glauthier

Commerce/NOAA

White House

State

Energy

Commerce

CEQ

CEA

Interior

White House

OMB

(O) 482-3436
() 408-9674
POC: Pat

(0) 456-6202
(F) 456-6025
POC: Sandy

(O) 647-1554
@) 647-0217
POC: Lillie

(O) 586-5500
(F) 586-7673
POC: Kim

(0) 482-3727
(F) 482-0432
POC: Vickie

(0) 343-1060
(F) 343-1163
POC: Mary

(O) 395-5046
(F) 395-6947

POC: Francine

(O) 208-6291
(F) 208-1873
POC: Gwen

(O) 456-7116
(I) 456-6021
POC: Susie

(O) 395-4661
(F) 395-4639
POC: Alecia
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Joshua Gothaum
Fred Hansen
Elgie Holstein
Jeff Lang

Katie McGinty
Jerry Melillo
Alicia Munneil
Richard Rominger
David Sandalow

Lois Schiffer

@003
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Treasury

EPA

NEC

USTR

CEQ

White House

CEA

USDA

CEQ

Justice

(0) 622-2200
I 622-2633
POC: Rosemary

(0) 260-4724
(F) 401-3764

POC: Linda H.

(0) 456-2801
(F) 456-2223
POC: Gay

(O) 3956-5114
(F) 395-4549
POC: Dena

(O) 456-5147
) 456-2710
POC: Robert

(0) 456-6202
(F) 456-6025
POC: Sandy

(O) 395-5036
() 395-6958
POC: Lisa

(O) 720-6158
(F) 720-5437
POC: Joanne

(O) 456-6224
(F) 466-2710
POC: Wendy

(0) 514-2701
() 514-0557
POC: Norma
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James Steinberg

Lawrence Summers

Dan Tarullo .

Timothy E. Wirth

John (Randy) Wood

G/Admin:IAClimte

-3-

White House

Treasury

NEC

State

State

(O) 456-9480
F) 456-9490
POC: Kathy

(0) 622-1080
(F) 622-0081
POC: Judy

(O) 456-5353
() 456-1605
POC: Kristin

(0) 647-6240
(F) 647-0753
POC: Debbie

(O) 647-9796
@) 647-0753
POC: Debbie

doo4



03/21/97

@005
18:07 5y . R

United States Department of State

Under Secretary of State
Jor Global Affairs

Washington, D.C. 20520-7250

March 4, 1997
MEMORANDUM
TO: Climate Deputies Group
FROM: G - Timothy E. Wirth //ij/ %9‘1 _
SUBJECT: Scheduled Luncheon Speakers

Following is a list of speakers for our Climate Change luncheon group:
Thursday, March 13: Prof. Paul Krugman, MIT

Prof. Krugman was one of the five signatories of the economics letter
(attached). He will discuss economic impacts and benefits.

Thursday, March 27: Prof Paul Epstein, Harvard Medical School

From his perspective on Medicine and Public Health, Prof. Epstein has
done extensive work on the health impacts of Climate Change. He is one of the

..,._---.—_.__,—;N__\

world's leading public health authorities, paying special attention to infectious
diseases. T e

Tuesday, April 1: E. Linn Draper, President & CEO, American Electric Power

American Electric Power is one of the largest invester-owned utilities in the
USA, with major investment in coal fired power plants. Mr. Draper is deeply
engaged in the issues of utility deregulation and strategies for climate change.
Wednesday, April 16: Robert Shapiro, President, Monsanto

Robert Shapiro has led Monsanto through a major transformation, and the
company 1s now world leader in bio-engineering related agribusiness. The impact
of Climate Change for agriculture makes this transition even more compelling.
Wednesday, April 30: Kenneth Lay, President, Enron

Ken Lay has transformed Enron into a broad energy company and views
Climate Change as a great opportunity for business and for the USA.
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Thursday, May 8: New Director of the National Renewable Enérgy Laboratory

The new Director (who will be officially designated on March 1) will discuss
renewables, their expected role in dealing with climate change, cost and

technology projections to 2050. NREL is the government-sponsored laboratory
dedicated to renewables.

Friday, May 30: Paul O'Neill, Chairman & CEO, ALCOA

A member of the Business Council on Sustainable Development and
President of the largest aluminum company in America, Mr. O’Neill has been a

leader in the transition of a major industry and in positioning that industry in the
world economy.

We have a number of other invitations outstanding and I would welcome
any ideas you may have for speakers. Lunch will be held on the 8th floor of the
State Department, a buffet style. The cost is approximately $15.00.-We will send
out a reminder three weeks before each Tunch, and ask for an RSVP. In prior

discussions, we agreed on a no substitution policy unless a truly compelling case
could be made.

If you have questions, please call Randy Wood or Debbie Jones on
(202) 647-6205. _

g/admin;clispeak
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BIOGRAPHICAL STATEMENT

Paul R. Epstein, M.D., M.P.H.
_ Associate Director
Center for Health and the Global Environment
Harvard Medical School
Oliver Wwendell Holmes Society
260 Longwood Avenue
Bogston, MA 02115
Phone: 617-498-1032
Fax: 617-498-1671
E-mail: PEPSTEIN@igc.org

D.O.B. 16 November 1943

Paul R. Epstein, M.D., M.P.H is on the faculty of Harvard Medical
Schoel and the Harvard School of Public Health (HSPH), and holds a
masters degree in Tropical Public Health (HSPH, 1983). Dr. Epstein
has worked in medical, teaching and research capacities in Africa,
Asia and Latin America. In 1993, Dr. Epstein coordinated and co-
edited an elght-part series on Health and Climate Change for The
Lancet (23 October - 11 December 1993). Dr. Epstein is a member of
the HSPH Working Group on Emerging Diseases and is a principal core
author for the WHO/WMO/UNEP - IPCC’ panel on the health impacts of

climate change. The panel’s book, Human health and Climate Change,
was published in the July, 1996.

Dr. Epstein serves on the Human Dimensions Panel of the US National
Academy of Sciences/National Research Council, and is a member of
the Health of the Oceans module of the Global Ocean Obsgerving
System. Dr. Epstein is cocordinating a project funded by NOAA and
NASA to conduct an integrated assessment of disease events alcng
the East Coast of North America, GQulf of Mexico and the Caribbean.
This project involves mapping into a Geographic Information System
of events, ecclogical and climatological factors, and the
social/economic costs, in order to better understand the multiple
causes and consequences of human interventions.

In July, 1996, the Center for Health and the Global Environment was
founded at the Harvard Medical School. The CHGE aims to coordinate
research in the field of acosystem health/human health, promcte
relevant policies and will conduct an interdisciplinary course :n
the Fall, 1997, involving instructors and participants from
throughout the Harvard community.

'WHO - World Health Organization

WMO - World Meteorological Organization

UNEP - United Nations Environmental Program

IPCC - Intergovernmental Panel on Climate Change

NOAA - National Oceanic and Atmospheric Administration
NASA - National Aeronautics and Space Agency
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DR. E. LINN DRAPER JR. E
CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER
AMERICAN ELECTRIC POWER SERVICE CORPORATION AMERICAN
CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER ggﬁ;ﬁ"
AMERICAN ELECTRIC POWER COMPANY

Dr. E. Linn Drapar Jr. I3 chalrman, president and chief executive officer of American Elgctric
Power Company, Inc. He is also chairman, president and chief executive officer of the
American Elecric Power Service Corporation, the management and technology arm of the

Biographical AEP System.

Sketch He bacame prasidant of AEP and the Service Corparation in March 1992, foliowlng 13 years
with Gulf States Utliities Company in Beaumont, Texas, where he served as chairman,
president and chief executive officer. He became chairman, prasident and chief executive
officar of AEP in May 1993.

-Draper Is also president of Ohio Valiey Electric Corporation and its subsidiary, Ingiana-
Kentucky Electric Corporation. OVEG provides electric energy for the U.S. Department of
Energy's uranium-enrichment facllity at Piketon, Ohio.

He Joined Guit States Utillties in 1979 as tachnical assistant 1o the chairman of the board,
then became vice president of nuclear technology in 1980 and senior vice president -
engineering and technical services In 1881.

In 19682, he was elacted senior vice president - extarnal affairs, then was elevated to execulive
vice president - external affairs and production In 1985. He was named vice chairman and
exgcutive vice president later In 1985, and became vice chairman, president and chief
operating offlcer in 1986. Later the same year, he became vice chairman, president and chief
sxacutive officer, and In 1987 he was elected chairman, president and chief executlvs officer.

Before joining Gulf States Utilitles, be had served on the facully and administration at the
University of Texas, where he had been an associate professor and director of the Nuciear
Engineering Program,
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He attended Williams College and holds a bachelor of arts degree from Rice University,
a bachelor of science degree in chemical engineering from the same institution, and a
doctorate In nuclear science and enginaering from Cornell University. He is a registered
professional engineer in the State of Texas.

In February 1892, Draper was elected a member of the National Academy of
Enginearing, one of the highest distinctions for a professional engineer. He is a past
prasident and former mamber of the board of directors of the American Nuclear Sacisty.
He is a member of the board of directors of VECTRA Technologies, Inc. and the Greater
Columbus Chamber of Commerce. In addition, he has been a member of the board of
directors of the Texas Commaerce Bank - Beaumont, and Southeast Texas, Inc., as well
as 3 member of the Lamar University Board of Regents, University of Texas Engineering
Foundation Council, the Carnell University Engineering Foundation Advisory Council and
The Ohio State University College of Enginaesring Board of Advisers.

He presently is a member of the boards aof directors of the Nuclear Energy Institute and
the Institute of Nuclear Power Operations. He was the founding chairman of the
Nuclear Energy Institute from 1984-1995, as well ag chairman of the Nuclear Utility
Management and Resources Council (NUMAC) from 1991-1994. He has also sarved
as chairman of the Utility Nuclear Waste Management Group, a consortium of 43
alectric utilities. In June 1996 he was elected chairman of the Edison Electric Instituts,
the trade association of investor-owned elactric utilities and currently sefves in that
position.

Or. Draper has edited books on nuclear power and the engineering aspects of fusion
reactors and hag written ovar eighty technical papers. He has been a frequent speaker

on behalf of the industry groups such as the Edison Electric Institute and tha Nuclear
Energy Instituts.

6/08
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THE HONORABLE TIMOTHY E. WIRTH
UNDER SECRETARY OF STATE FOR GLOBAL AFFAIRS

Keynote Address: Mitchell Prize Dinner
Climate Change and Sustainable Development
Houston: March 4, 1987

Thank you very much. It is a pleasure to be here this
evening. My special thanks to George and Cynthia Mitchell for
inviting me to join you tonight. Thank you very much George for
your leadership and vision in the energy industry and on the
critical questions for which this meeting has been convened.

Congratulations to Marcelo C. de Andrade and to Pro-Natura -
- a great example for us all.

I am especially pleased to be here tonight on the heels of
Secretary Albright’s visit to Rice University, her first official
trip as Secretary of State. At that time, and throughout the
highly successful round-the-world trip she just completed,
Secretary Albright promised in Texas fashion to “tell it like it
is.” Picking up on this theme, I want to talk with you tonight
in a very frank manner about the challenge of making the
transition to sustainable development. Specifically, I want to
talk about perhaps one of the greatest economic, environmental
and political challenges we face -- protection of the global
climate.

Human ingenuity and endeavor has improved the worldwide
standard of living to an immeasurable degree. Unwittingly,
however, we have placed our future on a collision course with the
natural forces that make life on Earth possible.

If we are to prepare for the 2lst century and continue
improving the quality of life around the world, we are going to
have to be mindful of the need to protect the ecological systems
upon which our economic past and future is based. We must
reconcile our economic aspirations with environmental

imperatives.

No issue encapsulates this challenge as comprehensively as
global climate change. Climate change demonstrates not only the
importance and power of scientific investigation, of knowing the
world in which we live, but also of harnessing the power of our
creativity, the hope of technology and the uniquely American
faith that hard, good work is the better of any challenge.



If we are to understand climate change, or any other facet
of sustainability, our essential building block must be the
scientific process. And it is the science of climate change that
underlies our concern and is the foundation for the Clinton
Administration’s approach to the issue.

The consensus on the science is a legacy of another Houston
citizen -—- President Bush. At the behest of the Bush
Administration, the international community established a far-
reaching, inclusive and distinguished international scientific
body to examine concerns about global climate change. The
resulting Intergovernmental Panel on Climate Change (IPCC) is a
partnership of the World Meteorological Organization and the
United Nations Environment Program. Over the past decade, the
IPCC has emerged as the world's preeminent scientific and
technical body concerned with the threat of global climate
change, involving more than 2000 scientists from more than 100
countries, and using recognized standards of peer-review in its
scientific method.

Last year, the IPCC issued its Second Assessment Report --
representing the most recent, authoritative and comprehensive
scientific analysis available on this issue. The Second
Assessment was the result of years of effort, extensive peer
review and exhaustive analysis and consultation. The most
important of the IPCC's scientific findings are as follows:

e The chemical composition of the atmosphere is being altered by
the buildup of heat-trapping, greenhouse gases. Abundances of
these gases now exceed any known in the last 150,000 years.

e The continued buildup of these gases will enhance the natural
greenhouse effect and cause the global climate to change.

e Global average surface temperatures are changing -- the last
few decades have been the warmest of the past century, and the
past decade is host to most of the warmest years in the past
100.

e Based on these facts and additional underlying science, the
second assessment concluded, "the balance of evidence suggests
that there is a discernible human influence on global
climate.™

This last finding represents the first time that a clear and
compelling consensus has emerged among the world’s leading
climate scientists that the world's changing climatic conditions
are more than the natural variability of weather.

This is not to say that there are no uncertainties. The
science cannot yet tell us precisely how much, when, or at what
rate the Earth's climate will change in response to a given level
of greenhouse gas buildup. However, the scientific community’s

2



best estimate is that current emissions trends (resulting over
the next several decades in the effective doubling from pre-
industrial concentrations of carbon dioxide in the atmosphere)
will lead to global temperatures which, on average, are 2 to 6.5
degrees Fahrenheit warmer than today, increasing at a rate
greater than any known for the past 10,000 years.

Based on these estimates, the best evidence indicates that
human-induced climate change, if allowed to continue unabated,
could have profound consequences for the economy and the quality
of life for future generations:

Coastal areas -- where a large percentage of the global
population lives -- are at risk from sea level rise;
Human health -- is at risk from a projected rise in heat related

deaths and illnesses and from the increased spread of some
diseases;

Food security is threatened in certain regions of the world;

Water resources are expected to be increasingly stressed, with
substantial economic, social and environmental costs in arid
regions, and perhaps even political costs where there is already
conflict over limited resources.

Here in Texas, projected temperature increases on the order
to 2 to 4 degrees Fahrenheit by the middle of next century would
put additional stress on Texas’ already tight water supply by
intensifying demands for irrigation, electric-power generation
and municipal and industrial systems. Simulations of future crop
yields show significant reductions for dryland wheat in Texas
under these scenarios. Studies on the impact of climate change
in Texas project that an increase in temperature would be
accompanied by a decrease in precipitation. This would mean more
than an unfathomable complication of water law -- it would
complicate immeasurably the drawing down of the Ogalla and other
underground water resources.

The vulnerability of Texas to the impacts of climate change
speaks to the vulnerability of the world -- from the far reaches
of the Earth’s poles, to low-lying, small island states in oceans
everywhere.

And if climate change demonstrates the importance of
science, it also demonstrates the importance of cooperation among
sectors and nations, as well as the need for integration across
disciplines. Mark Twain is oft quoted for remarking that
everybody talks about the weather but nobody does anything about



it. Over the past five years, the international community has
attempted to prove Mr. Twain wrong.

More than 150 countries signed the UN Framework Convention
on Climate Change in 1992 at the Rio Earth Summit, and more than
160 have since ratified it, including the United States. One of
its key provisions was the establishment of a goal for developed
countries to return their greenhouse gas emissions to 1990 levels
by 2000. While vague and non-binding, this agreement represented
an important first step toward developing a comprehensive
international solution to this challenge.

Unfortunately, few countries, including the United States,

will succeed in meeting the Framework Convention’s goal. Early
on, the Clinton Administration developed amn ampbitious plan to
meet the Rio objective -- in the near-term through the

development of an action plan for limiting emissions in the year
2000, and in the longer-term, through our participation in
international efforts to define a course for the 21st century.
Today, we are in the process of negotiating an agreement to cover
emissions in the post-2000 period. The negotiations are
scheduled to be completed in December of this year at the
Convention’s Third Conference of the Parties in Kyoto, Japan.

To jump start these negotiations, the Clinton Administration
outlined last July in Geneva a number of major elements to guide
the negotiations. Our proposals rest on three basic principles.
First, the Kyoto agreement must include realistic, achievable,
and binding emissions targets for developed countries. The non-
binding approach has not worked and its continued reliance will
make a mockery of not only the treaty, but also the effort to
reduce future emissions. And, if the targets are to be binding,
they must be realistic and achievable. False promises and
soaring rhetoric will not advance our objectives. We cannot
afford another agreement that fails to lead to real and
substantive progress in addressing the climate change problem.

Second, prospective solutions must be flexible and cost-
effective. We support an approach which sets common goals for
developed countries but allows flexibility in how each country
meets those goals. We oppose forcing countries to implement
identical policies in order to reach those goals. Many of these
proposals are thinly veiled attempts to gain competitive
advantage. They must and they will be rejected.

Third, any new agreement should lay the foundation for
continuing progress by all nations in dealing with climate
change. International cooperation on this challenge remains
critical to any effective response, and all nations -- developed
and developing -- will have to play a part.



Based on these principles, the United States presented to
the Convention’s Secretariat an extensive draft text for
consideration in the international negotiations in the weeks and
months ahead. I want to describe in greater detail the essential
components of our submission.

With respect to binding, realistic emissions goals, our
proposal calls on all developed countries to take on binding
emissions targets or “budgets” that will allow nations to meet
aims based on cumulative or averaged emissions. This concept
enables us to account for annual anomalies, such as an unusually
cold winter. Moreover, by making it clear that subsequent
budgets must be equal to or less than the initial period, we hope
to ensure that steady progress can be made toward stabilizing
atmospheric concentrations 1in the future. We have not proposed
specific numbers for the budgets, since our analysis of eccnomic
and environmental impacts of various options is not yet complete.
The Administration’s analysis, under the direction of Commerce
Undersecretary Ev Ehrlich, is aimed at identifying an emissions
path that is consistent with our aggressive ambitions for the
economy and the environment.

our draft text elaborates on our principle of flexibility by
making it clear that each country must have maximum latitude to
implement its emissions budget in ways that are most cost-
effective for that.country. We do not agree with proposals by
some nations that the negotiations move toward consideration of
mandatory, internationally standardized policies and measures.
The significant differences in national circumstances suggest
that few, if any, individual measures are likely to be applicable
to all countries.

A key feature of our drive for flexibility is the creation
of an international emissions trading system. We already have
experience in this country with emissions trading in the fight
against air pollution, notably in the case of sulfur dioxide. We
have seen that it can substantially reduce the overall cost of
compliance with emissions standards. We believe that such
market-based solutions are essential in the long-term effort to
address climate change.

Finally, our proposed protocol requires the participation of
all parties, including appropriate action by developing
countries. Developed countries are today responsible for the
bulk of global emissions and, therefore, must take the lead in
addressing the problem. Yet emissions of greenhouse gases in the
developing world are growing extremely rapidly. China is now the
second largest emitter and India the sixth, largely due to their
enormous populations. As a result, our proposal requires
developing countries to identify and adopt cost-effective -- “no



regrets” -- measures to mitigate greenhouse gas emissions, and to
prepare annual emissions inventories. In addition, we have
called for agreement on a date at which negotiations to establish
quantified emissions obligations for all Parties would begin.

Taken together, we believe these various elements will set
the community of nations on course toward addressing this
critical issue. Successfully done, this approach will send a
signal to the marketplace and help to unlock its genius to bring
to bear the creative power of the entrepreneurs and technologies
that will prevent harmful climate changes, and more broadly, to
make the transition to sustainability across the board.

In this way, climaté change 1is representative of the
challenge that is being taken on by the Glokal Commons project
and in similar efforts in the United States and around the world.

Let me close with a story that demonstrates the value and
the values that must be associated with this undertaking.

In 1948, when the notion of space exploration was still
science fiction, the Astronomer Fred Hoyle said: "Once a
photograph of the Earth, taken from the outside, 1s available...a
new idea as powerful as any in history will be let loose.”.

Twenty years later, when space travel became a reality, the
travelers themselves provided powerful testimony to Hoyle's sense
of the unity of the world. Let me read to you from our own
astronaut, James Irwin:

"That beautiful, warm, living object looked so fragile, so
delicate that if you touched it with a finger it would crumble
and fall apart."”

and now from a Russian cosmonaut: "After an orange cloud --
formed as a result of a dust storm over the Sahara -- reached the
Philippines and settled there with rain, I understood that we are
all sailing in the same boat."

In this last decade of the millennium, we can and must
captain that boat carefully. We have the ability to shape change
for the benefit of the United States and the entire world. The
interests and intellectual capacity reflected in this room
tonight bears a special burden in this regard. Working together,
your talents, your energy and your power can match the challenges
and the institutions involved. I thank each of you for engaging
in this effort. Our future certainly depends on it.
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SUBJECT: Climate Change Papers

During the course of our climate discussions today, the following points of
consensus emerged:

» We may only need a few (if any) pieces of additional text to supplement our draft
protocol language by the April 1, 1997 deadline. It was recognized that the option
of adding material was preserved by the inclusion of the italicized text in the
January 15 submission, and also that some additional language might be added
prior to June 1, 1997, or prior to the July 1997 AGBM session. If agreed in the
interagency process, additional text could include:

— langunage on compliance issues — where the group seemed to be the closest
to reaching agreement; and possibly,

— text on joint implementation.

¢ Any submissions made should be kept to the barest minimum possible; we have
already overloaded the international system with proposals, and simplicity must
be the watchword if we hope to see our ideas accepted in the Kyoto agreement;

In light of agreement on these points, it is proposed that we seek to revise some of
the existing papers to facilitate the decision-making process. Revised papers must be
circulated to the Assistant Secretaries Group by Friday, March 21.

e A revised paper on compliance. To reach consensus, a session to hammer out an
interagency agreement will be convened by L/OES (Sue Biniaz) and OES/EGC
(Dan Reifsnyder) on Wednesday from 3:30-5:00p.m. - All interested agencies
should send an individual empowered to speak to the agency position to the
meeting, L/OES will take the lead on drafting the revision.

/f% T
A

@unzs 003

J




03/19/97 10:48 2028470217 @on3s o003

¢ In an effort to keep the JI language as simple as possible, and noting that the
simplest approach (proposed by DOE) is to put off any decision until the first
meeting of the Parties to the agreement, it is proposed that DOE take the lead
(with input from EPA and other interested agencies) in providing an abbreviated
text for consideration. A revised text (if agreed) should be circulated to the
Assistant Secretaries through OES as soon as it is completed (if possible by COB
Wednesday March 19). '

To insure that any language that is to be submitted has full interagency review, we
must stick to the time-frames suggested above; the April 1 deadline provided by the
AGBM is firm — and both the Assistant Secretaries Group and the Deputies Committee
must have time to review and approve any submissions.

The remaining papers (on Annex B, Annex C, Emissions Trading and Borrowing)
do not, in light of the discussion today, seem to have elements that must be submitted by .
the April 1 deadline. However, there are aspects to each of these issues that will need '
further consideration in the course of the negotiations. Thus, additional iterations of
papers on these topics should be reviewed and revised at the staff level, working through
the IWG. Using the revised papers, additional proposals to elaborate these issues may be
developed to meet a June 1 deadline, or in time for circulation prior to the July session of
the AGBM.
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March 10, 1997

MEMORANDUM FOR DISTRIBUTION

FROM: ELGIE HOLSTEIN
DAVID SANDALOW

SUBJECT: Climate Change

Tomorrow's meeting will be in OEOB Room 472 from 9:30-11:00. The agenda will be:
1. Report on Bonn h

2. Domestic Emissions Trading Paper

3. Next Steps on Domestic Policies

4. Qutreach

Everyone on the attached list has been cleared into the building. For questions concerning
clearance, please contact Wendy Philleo (456-6224). \
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THE WHITE HOUSE

WASHINGTON

March 3, 1997

MEMORANDUM FOR DISTRIBUTION

FROM.: ELGIE HOLSTEIN
DAVID SANDALOW
SUBJECT: Climate Change
There will be a meeting Tuesday, March 11 from 9:30-11:00am in OEOB Room 472.

One of the items on our agenda will be clearance of a background paper on domestic
emissions trading programs. Please review the attached draft, prepared by EPA, and provide

any comments to David Gardiner (260-4332) no later than COB Thursday. March 6, EPA
will distribute a revised draft prior to our meeting.

Compiete agenda for our meeting to follow.

Everyone of the attached list has been cleared into the building. For questions concerning
clearance, pleasc contact Wendy Philleo (456-6224).
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Overview of Domestic Greenhouse Gas Emissions Trading Pi'ograms

lntroduction

component of program design. Allocation rules or auction revenues can be used to
address these distributional issues, - '

Emission trading systems can offer bath static and dynamic efficiency advantages
' over more traditional forms of regulation. The potential for static etficiency gains exists
because emitters face diffcrent abatement costs, Emissions trading allows those with
high abatement cogts to purchase allowances from those whose costs are lower. Total
c0sts would therefore be lower than through t7ad$iional regulations, which require alj
polluters tg comply with a specific standard. However, it should be noted that such a
program involves people and firms adjusting to higher enetrgy prices.

Under traditional regulation, firms have little incentive to investigate ways of
abating pollution by more than the minimum required to comply with regulatory

pollution abatement technologies in order to create “surplus™ allowances for sale. In
addition, tradable Permits can provide incentives for reduced total energy use,

These same cfficiency benefits could be achieved through a system of emission
taxes. However, a System based on emissjong trading differs from a tax system in two

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 1
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emissions or some combination of the two. This flexibility can affect the public
acceptance of the mitipation program,

US Experience with Emissions Trading

The US has had more experience with etnissions trading than any other country in
the world. Specific programs include:

*  Sulfur Dioxide (502) Allowance T, rading: The Clean Air Act Amendments of 199¢
imposed an overall 50% emission reduction Tequirement for SO2 eémissiops from
clectric utility boilers. The portion of the program concerning trading works by
allocating emission allowances to electric utilities based op z formula reflecting
historical emissions. In addition, a small pertion of allowances are auctioned cvery

sell in the range of $100 to 31000 per ton.? Current Spot prices are in the range of $80
to $90. In addition, 1995 emissions were actually 40% below the'legally required
levels for that year, '

*  Water Effluent Trading: The US generally has regulated surface water quality

Carolina, The latter two programs are designed to Mmanage future economic growth.

the postpooement of capital investments, and lower than expected transportation costs.
? Hahn, Robert W., and Carol May, “The Behavior of the Allowance Matket: Theory and Evidence,” The
lactric:

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 2
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Thus, the quantity of efflyent allowances allocated exceeds current discharge leve]s,
Once growth consumes this excess, trading is expected to reduce compliance COsts.

* Inter-refinery Lead Trading: EpA operated a lead trading program from 1983 to
1987 as it phased out Icag from gasoline, Lead trading allowed refiners and importers

program by approximately 20 percent.
* Criteria Air Pollutant Trading: EPA first began incqjgﬁ_qraﬁﬁg aspécts of emissions
trading in its ajr Program in 1974, when it allowed a modified source to use “credits”

numbered in the thousands and have been estimateq by Hahn and Hester (1986) 10
have achieved savings betweeg $525 nﬁll;’op_&tl‘d $12 billion.

* Market Mechanisms Jor Chlorafluorocarbon (CFC) Phaseout: Under the 1987
Montreal Protocol to limit stratospheric. ozone depletion, the U.S. required the phase

Emission Trading of Greenhouse Gases

These examples show that emission trading and banking have.been used to meet
established reduction requirements, Emissions trading, coupled with sufficient
compliance mechanjsms, may similarly be used to meet an established target for
greenhouse gas emissions,

PRE-DECISIONAL DRAFT DpONoOT CITE OR QUOTE 3
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compliance and must pe provided sufficient information to dg go, Finally,

nancompliance with allowance limitationg Or reporting requirements must generate rea)
consequences, such ag penalties or subtraction of allowanees.

* Coverage: While it May not be necessary to ensure that every top of greenhouse gas

Carbon Sources
Carbon dioxide currently accounts for aboyt 85% of U.S. greenhouse gag

emissions. The temn “emission trading™ implies the creation of a market of emission

allowances (or Permits) among emirters of greenhouse gases through & limitation on those

PRE-DECISIONAL DRAFT DONOT CITE OR QUOTE 4
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emissions. In the case of carbon dioxide, however, direct emittcrs number in the
hundreds of millions since they include sources such gs automobiles and residentia] gas
water heaters,

atmosphere, a trading program need got focus unquely on direct emitters, but ¢can be
implemented through other points in the encrey market. These include fuel imports, fie]

extraction, processing, refining, distribution, and Secondary conversion (e.g., coal to

A Program Targeting Primary Fuel Producers

There are varioug levels within the primary fue] producing sector eXtraction,
Processing, refining, and distribution — where a permit program could be implemented,
One option would be to require permits at the PSCof first sale (a permit is surrendered
with the first inter- or intra- company transaction). Such a system would in¢lude
transactions between a cog] company and an electric utility, between a natural gas
producer and its marketing arm, between g natural gas producer and a broker, or between
permits to import fuel. This would capture the carbon from fuel consumed in the refining
Process. The number of market actqrs under this program design would be under 5000
and virtually all carbon in the €nergy sector would be included in the program,

A Program of Emission T, rading at the Sectoral Level

An emissions trading program could also be applied at the point of combustion,
allowing trading among affected sources, This System would be most comparable to the
current SO, emission allowance trading system. '

PRE-DECISIONAL DRA¥T DO NOT CITE OR QUOTE 5
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Other Greenhouse Gases and Sinks

The remaining 15% of greenhouse gas emissions (ona carbon-equivalent basis)
are accounted for by ather gases. Most important among these is methane, which by
itself accounts for 119% of national emissions. Since gases differ in their lifetimes and in
their potential to @ap heat in the atmosphere, an “‘cxchange rate” or trading ratio must be
established to.convert a]] gases into common units for inclusion in a trading program.
Such ratios have been developed by climatc researchers and could be applied here. These
should be consistent with the ruleg established in the intemnational protocol.

Several, although not all, of the many sources of non-carbon greenhouse gases
could likely be included in a trading system. For example, methane emitting coal mines,
landfills, livestock manure management facilities and Potentially natural gas distibution
Systems may meet the criteria described above for inclusion in-a greenhouse gas trading

Forests in the United States currently remove an amount of carbon equal to 8% of
national emissions from the atmosphere. However, translating the potential of sinks into
monitorable, verifiablc, and cost effective emission reductions js hampered by the lack of
a comprehensive national accounting system fGF sifiks. Thus, while it may be possible to
observe and monitor the planting of trees and Preservation of forests in a given area, it is
difficult to know how such actions affect national emissians. Preservation of one stand of
forests may simply lead to destruction of another in a different location. Overcoming the
difficulties associated with monitoring and verification is therefore =specially impertant
for the inclusion of sinks to be included in a trading program,

Allocating Parmits

rest are auctioned. In any case, the value of these assets could be large depending on the

permut price, which is determined by the emmissions target and the costs of substitutes.

Given that an auction could produce substantial revenues, some decision would have to
be made with respect to what to do with the proceeds

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 6



@ooo
'03/03/97 MON 17:22 FAX 20245668474 CEQ OPA-OPFE  ___ @oos

"= . —_——e e -ﬁ_--hﬁh——_.\——
-t T —

Allocation Based On Baseline/Historical Emissions

It may be desirable to design an allocatic:Dat would allow credit for early

Auction

Alternatively, an auction could be used to allocate permits. In this case, permit
holders would pay the market clearing price for every unit of greenhouse gas released,
Auctions ensure that permuts are available for trade, and would serve to inform potentia]
traders about current price levels, Al} Paticipants have equaj access to permits, placing

PRE-DECISIONAL DRAFT  poNoT CITE OR QUOTE 7
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Conelusion

Past SXperience with emission trading programg Indicates that they can help
slgmﬁcan_uy reduce the costs of meeting environmentg] objectives. Thig is due in part to

PRE-DECISIONAL DRAFT DO NOT CITE OR qQuoTg g



* The Outlook

Gfeenhouée Emissions
'Pose Tricky Problems

: Q\ - SAN FRANCISCO

One world, one set of rules. This
simple dictum could spare the U.S. from
taking an unnecessary economic beat-
-ing on an internatjonal treaty. -

The proposed treaty would require signa-
tory countries to curb the rising concentra-
tions"of .carbon dioxide and other green-
house gases in.the Earth's atmosphere.

Scientists offer no certain answers, but
some believe that if greenhouse gases cause
even small climate shifts, the effects could

be significant. Insurance forecasters, for '

instance, say a 15% increase in hurricane

.- wind speeds would double insured losses. A

five-degree average rise in Midwest heat
; could turn Kansas into a dust bow].

Although bold action may not need-

ed, experts say standing pat isn’t an

option, either. “No serious econoemist

has come to the conclusion that one

should do nothing,” says William Nord-

haus,  an environmental economist at

Yale University. “The idea of waiting
around until everything is resolved in -

. this particular case means doing some-

. thing that’s much more costly.” :

Because of the big risks, many econo-
mists consider it. prudent to begin soon to
slowly restrain emissions, as a form of
insurance and perhaps as a climate stabi-
lizer. The drag on the economy from a
modest, early effort—stretching over, say, a
half-century — would' be negligible, as op-
posed to the 3% growth hit that critics say
would resuit from holding the U.S. to its 1990

emissions level. *To stabilize emissions in

2020 at 1990 levels in the U.S. would be

extremely costly,” says Dale Jorgenson, an
economist at Harvard University. :

- The Clinton administration has so far

_been coy about its goals and timetables on

_; emissions. Timothy Wirth, undersecretary

of state for global affairs, says only, “We're
not going to do anything unless its techni-
cally feasible or economically acceptable.”
- The big question is what emissions tar-
gets and timetables the industriajized world

-| will embrace. Talks aimed at reaching a
- | global climate treaty will be held over the

next nine months. However, any agreement,
to'be binding on the U.S., must be approved
by the Senate, where lawmakers on both
sides of the aisle are skeptical.

Even Mr. Wirth says that reaching

" an acceptable agreement will be. “an

énormous task™ and that “there’s al-
ways a chance that nothing will occur.”
‘But animportant precedent, an interna-
tional agreement that phased out ozone-
depleting chlorofluorocarbons at a cost
far below expectations, suggests that a
climate treaty may be doable, =~
While big developing countries refuse to
accept any limits on their emissions and

“would be happy to see the treaty effort .

fail.” Europe and Japan want industrialized

nations to act, says Ross Gelbspan, author of

@ new book on climate change. Environmen-

talists have clout in Europe, and Japan,
already the world's most efficient energy
consumer, is confident about prospects for
conservation. The most aggressive propos-
als call for signatories to. lower emissions.,
10% below 1990 levels by the year 2010. :

Of course, the U.S. Senate could refuse to
acceptany binding limits, but a treaty might
take effect anyway. “‘Without the U.S., it.
would not-be a very effective agreement," |
says Maurice Strong, convener of the 1992[
Earth Summit that first brought climate

- change to the diplomatic table. *‘But the U.S.

then would come under tremendous interna-
tional and moral pressure.” )

For the U.S., the danger of a treaty is that
the big developing countries will get a free
ride for years or even decades. “‘Without
China or India, a climate treaty is silly,” Mr.

. Nordhaus says. “It just won't work.”

- sions in all countries, perhaps not immedi-

, attack theé problem of climate change glob-
| ally, the costs drop down dramatically,”

“house-gas emissions would give investors

Mr. Wirth agrees but says that because
“‘the industrialized world has been responsi-
ble for most of the greenhouse gases to
date,” it's only fair that there be “a lag” |

"| before imposing limits on poor countries. |

Such a lag has the benefit of delaying :

enforcement problems, such as measuring

emissions country by country or guarantee-
ing that international funds sent to China or
India for pollution abatement actually are
used for that purpose.

But the downside of the U.S. plan is
that it would create two sets of rules on
using fossil fuels—and the possibility of
destructive economic arbitrage.-
~“It's not a good strategy for the devel-

oped world to sign on to an agreement which
has an IQU for the developing world that's
due in 10 to 15 years,” says Robert Hahn, an
environmental economist at the American
Enterprise Institute in Washington. “If you
don’t include a large number of the develop-
ing countries in the treaty, where are all the
carbon-intensive industries going to go? To

those countries.”

Developing countries already are getting
a steady flow of industry from rich nations.
Most of the Mexicos and Malaysias of the
world now have'less-onerous environmental, |
health, safety and labor regulations than the
rich do, and freedom from limits on green-

another reason to ship jobs and capital to
developing countries.

Moreover, without binding limits on both ]
developed and developing nations, the least i
costly way of controlling emissions—issuing E
rights, or permits, to industry that can be .
bought ‘and sold as an incentive to cut
emissions—won’t work very well,

Tradable permits require caps on emis-

ately but the sooner the better. “When you

says William O'Keefe, chairman of the
Global Climate Coalition, the chief industry
group opposing a treaty. “Any response has |
to be global.” _ '

The catch: Politics may not allow it.

—G. PASCAL ZACHARY

THE WALL STREET JOURNAL

'MONDAY, MARCH 10, 1997
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SUBJECT: Climate Change

Tomorrow's meeting will be in OEOB Room 472 from 9:30-11:00. The agenda will be:
1. Report on Bonn

2. Domestic Emissions Trading Paper

3. Next Steps on Domestic Policies

4. Outreach

Everyone on the attached list has been cleared into the building. For questions concerning
clearance, please contact Wendy Philleo (456-6224). {
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7 March 1997
Memorandum
To: Please Scc Attached List
From: USDEL/Geneva, Mark G. Hamblew/
Subject: Negotiations under the Framework Convention on Climate Change

Final Update No. 10 for March 6/7, 1997

This messags trinsmits unorTicial reflections on activitics and developments during the climate
negotiations which are b:ing held m Bonn between February 24 and March 7, 1997. While the contents
are unclassified, this rep:ct is imended for use by officlals of the U.S. Government, anly. This repon
covers activities from th: afternoon of March 6th through the end of the meeting on Friday, March 7.

Also included are more <Jetailed reports on meetings held on March 5 and 6 a3 reported by the “Earth
Negotistions Bulletin,” s well a¢ 2 selective sampling from the final copy of “ECO™ (drawn from the
envito rag financed larg:ly by the Danish/German Environment Ministriss). The last paragraphs can be
used as a DAR item as di sired and apprapriate.  This is the final report prior In this series from the climate

talks in Bonn.
Hand, but With a “Gauoilet Thrown down by the (=77 and China
a il Flesg (No Fooling) G Last Date for F | Subissi

The Sixth Mee: ng of the Ad Hoc Weorking Group on the Berlin Mandate (AGBM) concluded its
meetings on Friday, Matsh 7, with the formal approval of 8 “streamlined” compilation document which
will be used as the basis for the offlcial circulation to Parties by June 1 in accordance with Climate
Convention requiremen:i. Additlor.al proposale 1o be Included in the text must be received by the
Secretariat no later than April 15t ((a considerable concesslon fram the March 27th date proposed by the
Chalr and made ot the (:id1e) insisience of the United States.)). Additional proposals will apparently be
considered if racsivad piior to June | (although these will not be included in the official, clrculated text.)
After June 1, the Chair ndicated - with no objections from the floor -- that enty thoss propesals clearly
derived from items incl ided in the document will bs accepted. The Chair also clarified «- as he bad on
Thursday -- that nurperial numbers are not complets and that these will evolve. However. he indicated
that, while June 1 is not a deadline for recelpt of these, “we cannot wair until Kyoto 10 receive them."” '

(Comment; The Chair »3ld us that hc intends to put something in writing about values for “x”, *y" and “r”
as sti)l pending and open for sddition in the introduction to the text of the June documeat. We will have to
sze. However, we belivse that the Chair's statcment, plus Australia’s inclusion of the range of aumbers
included in the EU text, should cover us sufficiently in any case. Commgat.)

v wae ws “usmm - s emcevemrve

A Waming from the G-7!‘Ching: “The LS, Beware”

The only countr; speaking substantivaly duriog this session was the G-77/China whose
spokesman (Tanzania), wlsile applauding the Chalr for his work during this session, indicated the
following: (a) that it will join in the iscussions only with the “promise” that oll items outside the Berlin

.IMandaxe will be removec from the tali)e for discussion; (b) that there should be agreement on numbers for
< QELROS prior to advancing 1o issues of implementation; and (c) that articles of the conveation should
apply 1o the provision of the proposad protocol or another legal insTument.

New Numbes Coming finathe G-77°
Finally, the Tan.ranian delegate announced that the G~77/China is working on additional proposals
which it hopes to have la:x in the day. (Commaent; we understand that the group is considering proposing

t



Finally, the Tan:ranian delegarte announced that the G-77/China is working on additlonal proposals
which it hopes 1o have lar in the day. (Comment; we understand that the group is considering proposing
10 percent reductions by 1005, 15-20 percent reductions by 2010, wih a compensation packags (as 2 sop
to QPEC. The G-77/China will meet this afternoon to discuss this proposal, There are doubls among some
observers that a consensy:: among this variated group is possible. Meanwhile, Peru introduced a proposal
fora 15 percent reducticii (it is not pot clear if this is for CO2 or for GHQ) by 2005, End Comment)

Wa're Safe for Now, but [rouble Brewing

Despite concern: early in this session that the Chairman, Ambasador Raoul Estrada of Argentina .
might bow to pressure from China and the G-77 to remove from active consideration those elements of
proposals considered “ouiside the Berlin Mandate,” in the end all key, substantive procedures (ncluding
those of the U.S.) were p:lained including owr annexes, joint implementation, and our article on evolution.
(Indeed, when the lafier i: sue came u> on Thursday, our position was somewhat strengthenad by a Russian
request (spproved by the Zhair) to mave a paragraph In the Russian proposal from the section dealing with
Article 4.1 to the section lealing with. evolution.

The latest G-77 “direat”, however, will have to be taken serfiously. We may not be able to
proceed with the intensiv-; round of negotiations unti] this point is clarified. Clearly Chairman Estrads
was not prone to do so &' this meeting.

Much Work1o Be Done

Prior to the July; August ineetings, we will have much spade work and domestic preparation to
complete in order to prepare ourselves for combat,  To be sure, we will want to revisit the differentiation
issue. This has far too r:any supporers to be dismissed lightly. Emissions trading will require more key
countries coming public :» on board if this idea is to gamer broad acceptance. Japan is one of the keys to
this discussion, but thus (ar, the risin; sun has not birten the emissions trading bullet.

Borrowing was 1 concept widely panued at this conference. It's a loser and presumably we could
trade this idaa for other priorities in the future. Although “cvolution”™ in one way or another is gaining
adherents, we will have 1> find a way to keep this on the table in view of strong G-77/China animus
towards the concept and heir threat not to engage In negotiations unless it is on the table. The EU's
position is not helpful in this regard.

The same goes 10r our Annex B concept and our proposal for joint implementation with trading.
We told the chairman thzt we would cagage the Mexicans, Koreans, and the EU 0 try to increase the
scceptance of our mutue. annexes. We should follow up expeditiously. As we indicated earlier, the
Chair believes that JT with credlt Is a nonestarter at the negotiation, a view shared by the vast majority of
delegations ar this peint
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Hectic Intersessional Pace Planned, but How Effective?

Intersessional ac-ivities promiise to be intense, It remains to be seen how usefiy] they will be, but
there are many planned rsnging from German Environment Minister Merkle's Dresden gathering later this
month fo the Chair"s pla: ned meeting of the so-called “Trantoria Group” (a tongue- in -cheek reference to
the COP and AGEM Bureaus, plus the Chair, which met twice during this meeting) which might be held a

. Woods Hole for two/thre: days following the UN Special Session at the end of Jupe to discugs policies and
members,

We have also beun talking up the idea of another Paris Meeting to discuss Article 4.1 and related
matters, This would be Jrganized along the lines of the highly suceessful symposium orchestrated by Dan
Reifsnyder on non-Anne: I guidelines last fall. In view of the G-77/China’s statement of this morming,
such a meeting appears even more dejirable, However, the bottam line is how effective can these meeting
be without more guidanc: from decision-makers as to maneuver room? Only Ministers or like-minded
senior officials can cut the: deals neceusary to break the log-jams facing these negotiations. It is wunlikely
that everything can be squ.eezed into the three day ministerial planned for the Kyoto COP in Decemnber.

Bubbles Burstioe in Al

Qur open opposiion to the EU bubble for the purposes of this negotiation had the desired effect of
taking some of the shine Jff of the E'J numbers which were introduced and also injected a greater sense
of reality into the proce:dings, To 13y the least, this was not appreciated by the EU. However, we
must follow up with a mo-e defined siratepy as 1o how we want 1o use this disagreement, “Just saying
no” is one effective way -f snaffuing these negotiations in their track if we do not handle this matter

carefully.

Romestic Work Needed j Aq unsolicited editorial comement)

We are somewh: t anmoyed at not being able 1o give any indication of the possible range of
numbers which we might propose or ¢ven to be able ta confirm, with any certitude, that the modeling and
avalysls underway includes environniental eriteria, in addition to economic consideratioins, We must do
better than this. It is clear that the G-77/China's insistence that we must have substance before form
refers 1o the absence of uumbers on the table and not to their hesitancy to push for a protocol, rather than
an amendment, precipitosly.  Busiress representatives and environmentals alike are expressing —~
justifiably In our view -- {reat concern over what they see a5 a lack of transparancy in how we are
canducting our analysis, We need t be kept better informed oursetves, with zdditional leeway granted as
to what we can tell them in response to questions. In additian to negative public rezction, the President
can be expected to be hit i1ard on this point at both the G-7 Summit and at UNGASS if he (or the Vice
President) avtends.  We need some concrete answers soon.  End Editorial Comment,

On that upbeat 1. 3te, this ends reporting from the first Bonn mectings of the Framework
Convention on Climate C!3ange which was held between February 24 and March 7,1997,
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Climate Talks, Update No. 10 (March §/7:) AGBM Leaves with the Basic Neaoliation Framewgrk in

The Sixth Meeti1g of the Ad Hoe Working Group on the Berlin Mandate (AGBM) concluded its
meetings on Friday, March 7, with the formal approval of 2 “streamlined” compilation decument which
will be used as the basis for the official circulation to Parties by June | in accordance with Climate
Coavention requiremenr;, Addition:l proposals to be included in the text must be received by the
Secretariat no later than April 1st. The Chalr also clarified — ag he had on Thursday - that numericnl
numbers are not compler: and that these will evolve. However, he indicated that, while June | isnot a
deadline for receipt of 1t1:s¢, “we cannot wait unti] Kyoto to recejve them.”

The only count-/ speaking substantively during this session was the G-77/China whose
spokesman (Tanzania), while applauding the Chair for his work during this session, indicated the
[ollowing: (a) that it will jein in the discussions only with the “promise” that all items outside the Ber)in
Mandate will be remove! from the wble for discussion; (b) that there should be agreement on numbers for
QELROS prior 1o advancing to issues of lmplementation; and (c) that articles of the convention should
apply to the provision o;"the propesed protocol or another legal instrument, Finally, the Tanzanian
delegate announced that “he G-77/China is working on additional proposals which it hopes to have later in
the day. (Comment; w: understand that the group is considering proposing 10 percent reductions by 2003,
15-20 percent reduction ; by 2010, with a compensation package (as 2 sop to OPEC. The G-77/China will
meet this afternoon to d-euss this proposal. Thers are doubts armong some observers that a consensus
among this variated group is possible, Meanwhile, Peru infroduced a proposal for a 15 percent reduction
(itis mot not clear if this is for CO2 or for GHG) by 2005, End Comment)

Despite concer-s carly in this session that the Chairman, Ambasador Raoul Estrada of Argentina
might bow to pressure f->m China and the G-77 to remove from active consideration those clcments of
proposals considered “outside the Berlin Mandate,” in the end all key, substantive procedures (including
those of the U.S.) were - :tained incliding our annexes, joint implementation, and our article on evaolution.
(Indeed, when the latter ssue came up on Thursday, our position was somewhat strengthened by a Russian
request (approved by th: Chair) to move a paragraph in the Russian propasal from the secrion dealing with
Artticle 4.1 to the section dealing with evolution, The latest G-77 “threat”, however, will have to be taken
serijously. We may nat be able to proceed with the intensive round of negotiations until this point is
clarified.  Clearly Cha yman Estrada was not prone te do so at this meetng.. This ends reporting from the
first Bonn mestings of 1t.e Framework Convention on Climate Change which was Leld betwesn
February 24 and March 7,1997. (Humbley)
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HIGHLIGHTS FROM THE SIXTH
SESSION OF THE AI' HOC GROUP
ON THE BERLIN MANDATE
THURSDAY, 6 MARCH 1997

Delegates to the sixth session of the Ad Hoc Group on the
Rerlin Mandate (AGBM-6) considere: a draft proposal
submitred by the Chair on policies anj measures (P&Ms). They
commented on the organization and fi:an of the propasal, but did
not engage in substantive debate. AG*M also received (he report
af the non-group on efemonts related ¢ advancing te
implementation of existing commitmi:ats in-Article 4.1. The
Subsidiary Body for [mplementation [SBI) reconvencd ©
conclude its work on the review of th: financial m.echanigin,

STRENGTHENING THE COMMI''MENTS INARTICLE 4.2
(a) and (b) - POLICIES AND MEA\URES

The Chair presented his dratt conc{usions on policics and
measures (P&Ms), which represent a sireamlined version of
Section T1 of the Framework Compilzfion on strer.gthening the
commitments in Article 4.2 (a) und (11). The draft conclusinns
contain four elements; proposals regi. ding policies and
measures; general proposals; propos:. s relevant to the nature and
mix of policies and measures; and lists of policie: and mcasures.

“Propusals regarding policies and rneasures,” iddress:
adaption of coordinated P&MSs:; prepiration of Nitional Action
Plans: national and regional progranines for elimate change
mitigation and protection; and enhangement of siaks and
reservairs. Some of the entries refer 1) P&Ms with difTerent
prority levels, while others cite specific items such as removal of
coal subsidies, technology developmunt and tranafer and
promotion of renewable energy souries.

“Greneral proposals™ would suppc:t: idendification of
“epvirenmental and socio-cconomic jfnpacts of P:Ms;
compatibility between P&Ms and n¢tional development
programmes; and cost effcctive P&M 5. Some enries in
“Prapesals relevanr to the naturc and mix of palizies and
measures,” call for individual, rarther tlian coordinated fulfiliment
of commitments and protection for i 2veluping Countrics,
especially il preducing states. The section on “Lists of poligies
and measurcs” begins with a proposi] from the Chair that
contains three lists regarding’ policy objectives for all Aanex 1
Parties: possible mechanisms {or implementation of P&Ms and a
menu of P&Ms tram which Parties rould choose according to
their national circumstances. The Caair's proposal is followed by

Published b the Internarional Instine for Sustainable Davelopmen! (I151)

Friday, 7 March]997
entries from several countries including Canada, the EU,

' Switzerland and Japan. Each entry contains specific P&Ms.

The Chair said some Parties have subminted “ncgative”
proposals, which acte that they object 1o inclusian of specific
issues, He proposed including a general chapeau noting their
objections and said that all ideas retained in the ncgoliating text
do not have to be included in the Protocol. The proposal also
contains several symbols and letters and the Chair said values |
would be atributed to them in future sessions, [RAN inquired |
about the possibility of elaborating on each proposal. The Chair
noted that other proposals could be submitted later and asked
delegates to refrain trom making substantive statements

POLAND requasted that each reference 10 & new Annex
specify which Parties will be included. NEW ZEALAND deleted
its proposal calling for compulsory phasing out of fossil fuel
subsidies. The G-77/CHINA noted its intention 1o submit &
proposal on P&Ms. The EU requested that certain P&MSs from
its proposed list also be noted in the Chair's proposed list of
P&M:s. The BU said it would subinit “List C,” containing P&Ms
to be given priarity by Parties listed in Annex X a5 apptopnate 1o
aational circumstances, The RUSSLAN FEDERATION
requested relzining its proposals; one which states that s pratocol
or anather logal instrument should not change or feplace:
statements of the Convention, including its principles, and one
which states that Parties 10 the protocel are guided by principles
of the Convention.

Delegates also commenled on the Framework Compilation
(FCCC/AGBM/1997/2 and Add.1). The EU deleted several
paragraphs submifted by its member states because these
cubmisslons were superseded by the comman EU propasal. The
Chuir noted thar a secion on education, training and public
awarenese included in the Addendum would also be included in
the negotiating fexr,

CONTINUING TO ADVANCE THE IMPLEMENTATION
OF EXISTING COMMITMENTS IN ARTICLE 4.1

Chair Fvans King (Trinidud and Tobago) then pres=ated a
report from the non-group on “Continuing to advance ihe

‘implementation of existing commitments in Article 4.1 ™ He said

that the group held two meetings in which a collegial atmosphere
facilitated frank dialoguc. Discussions led to a streamlined text
with narrative sections and allowed proposal authors 10 see how
other countries viewed thelr proposals.

The report contains a streamlined text of the seetion In the
Framework Compilation on continuing to advance the
implementation of cxisting commitments in Asticle 4.1. It
consists of praposals requesting all Partics, imer lia, to

ted at thwir ¢l

“gophar.ige. o uru™ il dn hy,
comnet the Lardh Negotlations Bulleein sun.! s-huti] us cunbefiiind orgd,

This issug of the Ko Negatiations Bullei 15 eenlxd@iisdarg is writen and cdited by Chad Carprotier. 1,1 M. ~chadsi@iiat.ong. Anja Junz, <ania@iisd.onge,
Maryiwth Long <mlongfiksprschharvundlu wnd Silke Spoer The liditor is Famels Chasek <quime dti.net> and the Managing liditer {3 [angsten James “Kima™
Goree VI ekinoghiisd.orgs, The sustaining Jonor ol the Buflerin 15 the Interitional Tastituie for Swramuble Davelopment <tcceplivn@iisdpost. fisd.ca>. Genenl
suppont for U Buitetin for 1997 is providmt by the Overses Davelopient Adminigiration (ODA) o tw United Kingdom tn Minstry of
el the Swixs Federal Olhice of the Eavirotiuunt, Pactial suppant Gor covernge of thiz mueting hus leen provided by ﬁn. LINTCCC Scoreuriut. e suthors can b
ntag ! wwonic mail nddnieses ue gt (el #1212 G4 U2048; (s +1=2 u-:.u.uz&.

Winnipxg, Manitola R3130Y4, Canadu; \g): +1-204-958-7700; fax: +[204-95%-7710, ‘The opinlans exjnessed in Karih Negariatons Dulletin are thosc of the authers
and do not uecessanly rellect the views of 151 and odier fundars, Excirpus from de Earth Negaliations Uullerin may b usl in other publications with appropricic
eilutivn, Eleutrvnic versions of Uwe Birlleein : re nutotnatically senl ks el dlsufhaviog tists (ASCH and DDF forma) and can be found on the gopher at

fext thea .gh tha Linkages WWWezerver st <hips: wwan iiisd callinkages For enther infofmation on ways (0 8ECESS, SUPPSILOF

urcigh Affairs of Densurk

1151 cun e contsered ot 161 Porags Avenue Eaxi, 6th Floer,

A



03/07/97 12:09
03/07/97 17:04
Friday, 6 March 1997

D202 736 7336
49 2283392838

implement programmes containing meiiures 1o address
emissions by sources and removals by sinks of all gases, It stales
thar the process will reaffirm and continue to advance
implementarion of commitments in Arlicle 4.1 and Wll not
introduce any new commitments for ncusAnnex |1 Farties.

Non-Annex 1 Parties” implementation of Article 4.1 is
contingent upon developed county Pantics fulfilling:
commitments relgted to financial resoutces and technology
transfer for: syslematic abservation anil research; acsessment at
the natjonal level of economie and social impacts ol climate
change and of various response straleg, >s; pasional education and
training programmes; integrated plans for management of coastal
zones, watcr resources, agriculture, couservation and
enhancement of sinks; dara for initial rutional comununications;
and formulation, implemaeniation, publization and updating of
programmes containing measures addressing clima:e change.

" The necessary resources for the implerr enmtion of these
acrivities arc to be provided by the opciating entity of the
financial mechanism. h

The report also contains proposals 1::questing all Panties to:
regularly apdate national programmes that include p&Ms [or
increasing energy efficiency and impruving the transport sector
and industrial process efficiency; provile annual greenhouse gas
invenrory duta on the basis of IPCC ccmpatible methodologies;
and make available 1o the COP strategizs for mitigating climate
change and national inventories of' tec 1nology needs, Proposals
included in the report would also requj e Parties to. foster
hilateral, regional and global cooperat i for; devclopment of
national inventories and indicators; development, application and
JifTusion of technolagies; voluntary pirticipation in Al
participadon in the work of internations! bodics and programmes
on climate change mitigation and adsp ation; srenjthening of
legal and insurional frameworks; i estment in
climare~fricndly technologies; and repwrting on public educaton
and participation.

Propusals would alsa require that i: -depth reviews of Annex |
Parties’ communications include a founal opportunity for other
Parties to ask questions. Parties propct ed that nop-Annex A or
Annex B Parties would submit to the tecretarial: awual
invenlories of greenhouse gas emissiciis; measure: implemented;
and quantified effects of actual and pa:cntial measures, Proposals
would also require thar all Parties est:hlish a process for
reviewing communications.

EI.ECTION OF $BNTA OFFICER:

The Cliair then announced that preyrress was made on the
electian of officers other than the Chir for SBSTA.
MOROCCO, on behalf of the African group, reported the
following nominees: Mr. Soobaraj Nuyroo Sok Appadu
(Mauritius) as the Vice.chair of SBS'{A and Mr. Alvaro Jose
Rodriguce (Colombia) as Rapparicur JAMAICA thanked the
African group for this offer and requerited that it he recorded.
$BSTA Chair Tibor Farago noted that the official election would
take place during the next SBSTA. seision

SUBSIDIARY BODY FOR IMPLEAMLNTATIGN

$BI Vice-Chair Jose Romero (Swizerland) reconvencd SBI-5
to finish its work fram the previous vieek. He presented the draft
concluslons of the informal group on financial and technical
cooperation chaired by Manuel Dengn (Costa Rica). On review
of the financial mechanism, SB1 wel:omed new information
provided at this session, including th: report prepared by the
GEF (FCCC/SBU1997/2) and two wirkshops conducted by the

OES~/STH
AMEMB BONN ECON

B Negotiations Bulletin

------ Shsaac=as it aena

@ungs/o10
g 003

GEF. The conclusions also note that the Parties requested
additional time for review of this information, SBI also noted
that information from other sources, including Partics, would be
pafticularly important for facilitating a fully informed review.,
SBI added that the repoit of the UNGA Special Session would be
of intercst for reviewang the GET. :

SBI agreed to guidelines on the review process, invited
Parties {0 submit views on the finanelal mechanism by 15 May
1997 and requested the secretariat 10 prepare a compilation and
synthesis repert of the submissions for SBI-6. SBl also
highlighted the need for full repleaishment of the GEF,

The proposed guidelines note objestives, methodslagy and
criteria for the review, The objectives will be (o review the
financial mechanism and to take appropriate measures regacding
its: conformity with Aricle 11 of the Convention; confenaity
with the COP’s guidance; effectiveness in implemeniing the
Convention and in providing financial resources on a grant o
concessional basis, including the trensfer of technology: and
effectiveness in providing resources to developing couniry
Parties under Article 4.3,

Under methodolegy, the review shall draw upon the following
sources of information: information provided by Parties on their
experiences regarding the financial mechanism: apnual 1eviews
by the COP on how the financial mechanism’s activities conform
with the COP’s guidance; the GEF's annual report (o the COP,
reports from the GEF mopitoring and evaluaton programme,
reponts from the Comemission on Sustainable Development and
relevant bilateral and multilateral funding institudons; and
relevant information provided by the other intergovenmental
and non-gavemmental organizations.

Under eriteria, the effectiveness of the finanuial mecranism
will be assessed taking into account the following: ransparency
of decision-making, processes; adequacy, predicuability and
rimely disbursement of funds for activities in developing country
Parties; responsiveness and efficiency of the GEF project cycle
and expedited procedures, including its operalional soategy:
amount of resources provided to developing country Pasties,
including financing for technical assistance and investment
proj ects; amount of finance jeveraged: and sustainability of
funded projacts,

$BI also wok note of the information on relevart action by
the Couneil of the Global Envirgnment Facility containcd in
document FCCC/SBY1997/Misc.3 and requasted (e secretariat
to provide subsequent SBI sessions with such information as it
becomes available. The Vice-chair thanked delegztes for their
pacticipation and adjourned SBI-6

IN THE CORRIDORS

Score cards for AGBM-G were mixcd going into its final day.
Some participants expresscd frustration that new text still
cantains sorna widely divergent views and were underwhelmed
at the state of play two sesslons prior to Kyoto. Others noted that
the session simply meg their expectalions. Although o number of
participants were critical of the specifics within the EU proposal,
tany praised the EU for adding momenturm 10 the pracess. QOnc
person observed that only a few Parties had tabled propesals for
QELROS sa far, but notex that the game is not over yet.

THINGS TO LOOK FOR TODAY

AGBM: AGBM will meet at 10;00 am in Plenary | 10
complete its work.
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HIGHLIGHTS FROUM THE SIXTH
SESSION OF THE AD HOC GROUP
ON THE BERLIMN MANDATE
WEDNESDAY, 5§ MARCH 1997

Delegates [0 the sixth session of t1¢ Ad Hoe Group on the
Berlin Mandate (AGBM-6) conrinu:d consideration of elements
related to sirengthening commitmerts in Amicle 4.2 (8) and (b)
and [ocused specifically on quantifi:d emission Jimitadon and
reduction objectives (QELROs) wi in specified ume frames, In
the aficrnoon. AGBM canvened “nua-group mestings” on
advaneing the implemenation of existing commitments in
Article 4.1 and on institutions and ricchanisms.

QELROs

Prior to consideration of QELR(!S, delegates heard
statements from non-govermental organizations (NGOs).
CLIMATE ACTION NETWORK, 1 beha!f of snvironmental
NGOs. asked delegates if they had :ve palitical *»ill and moral
characier ta act in the best interest of all the citizens of the world.
She also called for a 20% reductior in carbun emissions by 20085,
The 1]S and EUROPCZAN-BUSINE3S COUNCILS FOR
SUSTAINABLE ENERGY proposed as priorigas: seming clear
near-term targets and timetrames; sing market-based tools to
accounr for “extemal costs™ of enerty, which wiould allow each
Party 1o select suitable aptions; anc. redueing and eliminating

 institutional bartiers, such as subsiilies and tax exemptions.

The INTERNATIONAL PETR )JLEUM INDUSTRY
ENVIRONMENTAL CONSERVATION ASSOCIATION, on
behalf of European industrics, noted that the ycurs 2005 and
2010 are impracticgbly close deadlines, He sajd developing
countries are expected 10 generats rvo-thicds of global
greenhouse gas emissions by 2025 and urged dslepates to secure
warldwide agreement, The AMERICAN FEDERATION OF
LABOR-CONGRESS OF INDUS ' RIAL ORGANIZATIONS,
on belialf of labor groups, expressi:d cancem that “harsh,
arbitrary™ flat-rate reductions in greenhouse gas emissions are
being praposed without regard (0 ()ieir impact on working
people. He urged delegates to rem:mbuy that they hold the power
to destroy jobs and incomes of mi lions.

The INTERNATIONAL COUCIL FOR LOCAL
ENVIRONMENTAL INITIATIVI:S. on behal{ of local
governments, announced that the ,/orld Summit for Ciries for
Climate Protection will meer in Nigoya, Japan 1o raise awarencss
at the iocal level of the Impomanc:: of combating climate change.

Publishea 5y the Intemationel Instinue [or Suyiginable Dcwlogmm (1IsD)

Thursday 6 March1997

Following these statements, delegates discussed aspegts of the
proposals an QELROs contained in the Framework Compilatien
(FCCC/AGBM/1997/2 and Add.1).

Oa “guiding objectives.” the EU stated that cveniual reductipn
of CO2 emissions to $0% of their cuirent levels is required to
keep global average temperature from increasing mor:: than two
degrees above its pre-industrial level, He recalled the recent
decislon pf the EU Council of Environment Ministers, which
csublished a common positian on a reducton target for the year
2010, His proposal stawes thar, in the longer term. move
sophisticated methods tu allocate reduction targets sidl be -
implemated and will cvenmally lead 1o 3 convergence of
emissionjlevels based on appropriate indicators. He could not
accept ’s proposed condition that QELRO: for Annex |
Parties must not affcel international trade or national incomes of
developing countries. particularly thesc exporting fossil fuels.

The EU also suggested that the US proposal regarding
establishment of long-term poals could be incomoraied into the
new EU subinission and should be deleted. The LIS responded
that this change should await a written submission from the EU,

On “legal character™ of QELROs, the EU reiterated its
support for QELROs for significant overall reductions and noted
that P&Ms should also be legally binding. He noted that
propasals by Germany, France and the UK on legallv binding
reduction objectves are already contained in the ather proposals
and can be deleted. SWITZERLAND siressed that ezch Annex |
Purty should adopt legally binding QELROs. NIGERIA
requested the deletion of a referance to the Gemeva Minjsterial
Declaration, which calls for legally-binding QCLROs for Annex
1 Parties within specified time-frames with respect 1o squrces and
removal of sinks of greenhouse gases not conrrolied by the
Montreal Protocol. He emphasized that the 1Declaration was not
adopted end nored that the G-77/CHTNA proposal 1o st
“realistic and achicvable QELROs in a compreliensive manger”
reflects its substance. PERU referred to the Geneva Declaration
and called for reduction target for the year 2005.

On “caverage.” the EU proposed covering €02, CH4 and
N20 and 10 add HFC, PEC and SF6 10 the “basker” of gases by
2000. P&M:s to reduce emissions of these gases should be
included in the protocal. The US propascd merging paragaphs
on Annex I commitments based on the CO2 equivalenze of their
emission contributions to the amnaspherie stock of grecnhouse
gases 3nd on the exceplion of sources and sinks for which there
is insufTicient knowledge of the GWP or inability to accurately
measure cmissions of removals. HILINGARY supported the US’s
long-term goal for atmospheri¢ greenhouse gus concentratjons.
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NORWAY and ICELAND withdrevs their praposals, as they
were contained in other praposals, SAU D1 ARABIA insisted on
references to sinks and greenhouse gas: other than CO2.
CHINA said that the text should only inslude issues on which
agreement has been reached. JAPAN d f not agree and called for
refention of Its proposal that QELROs '1'ould be set for CO2 only.
MARSHALL ISLANDS, on behal( of “.OSLS, stressed the need
for hard targets for CO2 reductions.

On ~level and timing/smissions budiets,” the Ellurged early
swabilizaton of preenhouse gases. He n:ted that sections of the
EL) proposal in the Framework Compilition should be replaced
with the new BU common position. Tht position States Lhat
Annex X Parties_ individually or jointl:s, in accordance with the
Berlin Mandate, shall reduce emission (evels for C0O2, CH4 and
N20 together (weighted total, using G'+/P, with a 100-year rime
horizon) by 15% by 2010 with a referer.ce year of 1990. An
interim target for 2005 wili also be set. The EU opposed the
concept of borrowing and the consider itian of emissions budgers
withaut QELROs and timetables, He fivored flexibility

regarding the buse year for countrics with economies in transition,

‘The G-77/CHINA called for; (lexibility for Annax [ countries
due to their differences in starting poir 1s; no adverse cffects of
P&Ms on developing countries, and no further commimments for
developing countries. CHINA called fior all other Annex 1
countries to propose QELROs with tinic frames as the EU has
done. He npposed emissions borrowing, and, with HUNGARY,
opposed a pew category for countries 1at are rapidly developing.
The RUSSIAN FEDERATION highli jhted his preposal that new
sommitments of Parties do not cancel, meonsider ¢r prolong
commitments adopted by Annex L Par; es for the pzriod before
the year 2000, He supported 2010 us & arget and said thar 2005
as an intermediatu target seems unrealistic, The MARSHALL
ISLANDS urged for separate and shot-term targers for reducing
the level for CO2 emissions.

The US stressed that the Berlin Mzndate does nol preclude
emissions budgets, He noted that the 5U propasal does not
sprcity whether countries should abide: by QELRCs individually
or jointly. He also suggested that the 11U preposal include Teble
| of the decision by the EU Council ¢f Environment Ministers.
The table specifies emission reduction targets for each U
country, The EU responded that the Council decision is not part
of the EU proposal for the protocol.

Chair Chow Kok Kea (MALAYSI.\) reporred on the
roundtable on differenvation. He notisl a growing consensus that
indicarors will be useful in negouatin; QELROs. e also
acknowledged divergent views on whather or not the EU Councll
of Environment Ministers' decision i luszutes a differendation
practice applicable outside the EU,

The EU requested mare time to determine whether propasals
(rom individual EU countries could t: deleted viz incorporation
into the EU's new proposals. NORWAY noted that ambitious
targers via legally binding commitmé s can only be achicved
through efforts such as differentiatian, equitable burden sharing,
comprehcnsive treatment of sources and sinks, and coordination
of econemic insttuments. He also no::d that the EU decisien
illustrates how differentiation facilitztes more ambitious fargets.
He stated thar 2 10 to 15% redyction |or Annex 1 countries by the

year 2010 would be ambitious and realistic. The US restated that
a di{Terentiated approach would not be appropriate.
AUSTRALIA insisted that its complete text on differentiation be
reproduced in the document.

On the issue of “flexibility,” MALAYSIA, supported by
CHINA. requested delation of the entire sectivn on flexibility, He
23id that the issue was already covered under differentiation and
QELROs. The EU noted the high improbability of reaching;
agreement on a trading system in time for COP-3. He cited
disagreement on the use of procedures for monitoring and
verification and the use trading as a substituwe or delaying
mechanism for domestic action.

On “loint Implementation™ (II), the G77/CHINA urged the
deletion of the entire section. UZBEKISTAN called for the
retention of text noling that JI can serve as an instrument o allow
technology transfer on & more beneficial basis, The F{J said that
Germany's proposal that “g certain portion yet to be detennined
may be met through JI, whereby a significanl part of the
commitments must be met through measures within cach Party’s
awn tecritory™ should be retained for now. SWITZERLAND
supported relaining its proposal that: JI may contribute up to
$0% ta meeting a country's fulfiliment of commitments; Ji may
begin in 2000; JT can also take place with non-Partics (o the
Protocol. PERU requested rewining J1 in the teat, until the
review at the end of the year.

Delegates also discussed impacis that new Annex |
commitments may have on developing countries. SAUDI
ARABIA and NIGERIA requested relaining paragraphs relating
10 loss of income, The EU did not support & compensation
mechanism for financial losses of oil preducing cowiirics.

Proposals in the Framework Compilation reluted 1o
measuremeat, reporting and communication of informaticn and
voluntary application of commitments by non-Anncx T Parties
were accepled without amendiment,

IN THE CORRIDORS

AGBM delepates reported on the progress, of hon-progress,
of the non-groups. One participant reported that the non-group
on advancing existing commitments stalled when paricipants
atlempted to cut out anything more than simple duplications in
the proposals, Another participant statad that one group of
countries opposed even the rearrangement of its proposals,
Paricipants of the non-group on institutions und mechanisms
reported that the session agreed en a preamble, definitions, and
instilutions and processes, but other elements could not be
finalized. Another participant said the Chair would still conduct
“technical streamtining” of outstanding issues.

THINGS TO LOOK FOR TODAY

AGBM: Plenary will convene at 10:00 wn inthe Plenary [
[{all w consider agenda item 3, on strengthening cammitments
and advancing existing commitments. In the afemoon. AGEM
will continue it consideration of agenda item 3.

Non-group: The non-group on institutions and mechanisms
will meet at 3:00 pm in Roam A.
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Conferance In 1972, This issue is pr: duced co-oparatively by CAN groups auending the Climate Negodations in Bonn, February-Mar:'t 1997,

Homeawork Assignments for AGBM7

Although delcgates huve now been si.dying
“Climate Protecton™ for almost lwo yzars in
the Barlin Mandae School, performenca 1
dawe indicatas that they have not becr doing
their homawork properly. If delegates hope to
seta passing grade in their findl examin.ion in
Kveno, they will have ro focus and do some
seriogy study in and outside the negoiiating
classroom befors AGBM 7 in July.

Wa recommend the [llawing siwdy assign-
munts for delegates. ang wz arc avail:ble for
twaring if required.

Indusirialised countries

v Your outlnok for 2003, your Gri.l year
looks bieak! Teachers won' allow yau to
stov in cluyses unul 2010. Get v wor: !

European Unlon

« Replyce the lewer ‘R in the follow ng sen-

wence: We will reduce emissions by Ré in

the vear 2005". Write 50 times; "k equalg

20”.

Measure the CO, content of the a't in the

basket suu picked up at AGEM 6.

« PDemansirate the viability of intemally coor-
dinated polieles and meusures 2t home and
repart back o clays,

e Define the diffcrence berween the lerms “he-
goliating pusition” and “eammitment”, and
use the kuer in a scntence relaied to GHG
2mission reductions in the year 2010,

United States

« THuswate cabon sequesuatian by scquester-
ing your protocal praposal and revoke all
borrowing privileges.

» Lxpiain the terms “targel” and “timerahle™,
Tiustrate with a scatence that makes use of
perceniages and dares.

Japan

«- Visiiare arc arriving soan, Rumours suggest

that you have not prepared vour house fur
enterlaining.
Thus, review the dafinition of the term
“leadesship™ and write a shont play that ik
justraies the meaning of thig term with you
in the central role. Put on the play [or your
clugsmates at COP-3.

Ausuralia

« Review the key objectives of the class, Your
focus on complex muthamaiical formuluw
has been hindering your studizs.

Easrern European Stafes

» Upgrade your mathematica! skills. Demon-
strate how Zreanhouse £as iission reduc:
tions ih your couniries van :ncrease the siee
ol the EU bubble.

Russia

+ Write out the following phrasc 100 times:
“My own energy clficiency potential equals
at least 20 percent reductions in carhon di-
oxide emissions by 2005.”

OPEC '

« Demonstralc how investmens in rangwable
energy Wehnologies ae morc profitable than
cfforts 1o sesk compensation for domg {he
right thing.

G77 and China

« Ramember classes in Berlin tw y2ars age
where vou surpeised all classmates and vihe
schools by performing 2 the "Greer

Group™! If not — read the AQSIS potoco
again.

AU Students

+ Purchasc the IPCC Sevond Assessmens Re
port and raview its key findings.

= You know the zamc? llardly! Agres o
rules and procedures to ensurs 1hat your lim
jrad future class time is uscd efficienily.
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This Week...

From German Envirswaen: Minister Argela
Merkel's speech to delegares on Tuesday:

“The Genevs Ministerial Declaration em-
ongircd to the world thal we have lelr the
climate science skeptics behind. There is now,
howgver. a new group of naysayers. a | oup
which contnucusly tells us that a global 1eaty
10 sem climate change could have unbezrable
economic and compelilivencss CONSCqueNces.
This group. howeaver, scems to only be t:lling
one side of the story, Mitigaung climate clunge
will not bankrupt economies, bur rather teings
with il innovarion. new technologics anc new
jobs in A umc when they are greatly necded.
Miligating climate ¢hange will not curt eco-
none growth but rather, as u group of 2100
econemists stated this month in the Lhited
$taes, may ‘imprave long-ferm economi : pro-
ductivity'.”

No-regrets are 25%
- it’s official

With all its mighty authority, the Encrgy and
Industry Deparunent of the World Bunk e
vealed in a presentation ta NGOs that “win-win
efficizney will lead to air pollgtion abatement
ot approx. 25%. Across sectors, galng beyond
win=win it econamically viable and cost-effac.
tive”. So what's the problem...?

Finally, and most crucially...
Thanks ( an Incisive Chinese inlervantion on
Tuesday, policles and measures (o prevent an-
thropugenic emissions of greenhouse gases
from Karaoke machines will nor ga forward w
the vext AGDM. However, the green NGOs
have made 2 volunmry agrecment not 1 use
Karagke machines ar the AGBM-7 panty  We
hope others will follow this example.

'97 NGO NEWSLETTER

Germany has ambitious plans for reductins in the transport seclor

G77 Update

‘There are weleome indications that the 3377 are
moving silenily but resolutcly to devclop a
drafi protocul proposal in time for Kyoto.
Strong apecific language from the G7¢ on an
carly daw 110t later than 2005) for re-juctions
would sers o further isolate the US and Japan
from te cuuniries that have Stepped rorward
with specitic Annex [ targets and timet: hles.

CASSUE-ND 6 [ V(g

NGO Update

Elias ahramides. Nafisu D'Souza, David
Hziiman., Martin Robrz. Christine von
Weizsascker. Lukas Viseher = World Councl] of
Churches: Tony Juniper Friends of the Earth
Iniernarional

In addition we would like to otfer special
thanks to ourr friends from Germanwatch for
their logistical support hete in Bonn

LUME XEV
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Do you really want to
join the EU?

it was u surprise that the EU fargot o consult
countrivs Lhat are expeeted to join hefore 201D
about therr commitments in wenne of the EU
proposal. Clearly. if new countries da jain tha
EU. that will influence the rarget. Bu even il
these countries were nof inform: | of the EU’
proposal in advance and had no chance 1o dis-
cuss il now is the time [ur these CEE rountney
to put figures on the table. Thaowili demonstrie
how serious they are about joining the EU.

Sienificant reductions of GHG emissions
since 1990 and the annrmous putendal tor en.
eroy efficiency improvemeunts giv: them every
reason to adopr lezally binding ta gets sironger
tan the ELT's averall 155 reducton. In this
contaxt. (ha Slovakian comritinent w a 20%
reduction sels a good examplc tur its neigh-
baurs.

Fr

ra ual_ .5-..“—.-4':_--..

Lucwig deeply svmpathises with the US in its
failurc 10 get reflacted in the pegonaling 12X
the 40% increase allotted 10 Ponugat by the
EU, However, he understands tnat in its usual
spit of muwal ceroperation and consideration
for the global environment, the US is now
looking for a country to this 3 “brewn™ Lirgel
for overall increases in emissicns. both ta sa-
isfy (he Congress's industiial pay nasters and o
make any evenmal US figurs ¢ppear consirus.
tive. Not 10 warry.  Ludwig inrznds to ubmil,
on behalf of his home counury. Lemania. his
own “brown nose” proposat {or an avragethe
board inerease of 1000%. By vening In [irst
with a bid that will cleacly frigheen off any vi-
vals. he also hopes thar Lemania's wtally un
vonnected talks with the US administruion
conceming bilareral assistarce «il} bear fruit,
Note: Ludwig would be deeply monilicd i
any Parties were 1o form the impression fus
viewpaint was colonialist In any shape. form or
rmanner whatsoevar, If ho uives offence. he
would like to assure disbnzuished delegaies
that it is intended cupyplewciy indiacriminately .

Tha Climate Actlon Netwark a2uid lie 1o thank the :
Environment Minisiries of Germany and the
Nelharands. who have provided funding lor Eco. |
With resources contributed by. APC Netvorks :
and Eurofax, .

~_FREE OF TH
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Memorandum
To: Please See Attached List
From: USDEL/Geneva, Mark G. HW
Subject: Negotiations under the Framework Convention on Climate Change

Periodic|Update No. 9 for March 5716, 1997

This message utnsmits unofflclal reflections on activities and developments during the climate
negotiations which are bring held In Bann between February 24 and March 7, 1997, While the contenrs
are unclassified, this report is intended for use by officials of the U.S Gavernment, only. This report
covers activities from the: aftemoon of March 5th through the morning session on Thursday, March 6.
Also included are more cistailed reports on meetings held on March §, including summaries of the March 5
discussions on QELROS and on the “non-groups” on Article 4.1 and on institurions and mechanisms,
These summaries were p:spared by Jine Leggett-Emil, Clare Breidenich, and Debby Stowell respectively.
Also included 15 z selective sampling of the latest “ECO's" pearls of wisdom (drawn from the enviro rag
financed largely by the [ninish/German Environment Ministrics - hence it perpetual anti-U.S. slant,) The
final paragraphs can be u:ed as a DAR item 2 desired and eppropriate. This will be our penultimate
rcport,,

Climate Talks. Update N;,.9 (March
Barrgling Towards an Ea:|y End

. 3 ~

w!mwwmm

The key process . ssue facing the AGBM -- what kind of text will emerge by the April 15 deadline
== has been resolved.  According to Chairman Estrada, the “simplified” compilation rext will serve as the
formal negotiating text fc1 the July/Avigust meetings. China atiempted to question this decision, but the
Chairman ignored the issiis and restated this view on March 6. Al Substantive proposals will be included,
despite the Chair’s continuing misgivings about the validiry of some conceprs in rerms of the Berlin
Mandate. In this regard, -;ur paragraphs on jeint implementation, Annex B, and evolution remain in the
final document. So do th: differentiation concepts and OPEC’s compensation proposal. Additional
Proposals will apparently )¢ accepted for inclusion in the document if they are received by the end of the
month, (This point still n:eds 1o be clarified, but this was the intent of the Chair Jast night) The AGBM i3
now expected to end its i.2atings by miid-day tomorrow, Friday, March 7. The Subsidiary Bady on
Implementation will conane on the afternoon of March 6 1o flnalize its report.
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Prior to the AG M meeting on March 6, we raised with Estrada our concem about the need not 1o
limit us to the numbars currently put forward n the compilation text. Estrada took our paint and, at the
beginning of the meeting, indicated that the values of %" ‘y," or'r" (reflecting a final EU formulation for
its remaining five percent) remain open and subjest to additional interpretation or amplification throughout
the negotiating process. Estrada had initially queried us as to why this polnt was necessary. We
expressed our concern th:it tha Saudis‘, Kuwaitls, Nigerians or others keen to disrupt the process ((and
guided by guiley Americin (nun-US(PJ legal advice)) might use the absence of such a clarification as a
pretext to challenge the ir cluslon of ciny additional nurnbers. The Chair insisted that he would rule such
an atternpt as being out ¢i'order, However, he relegrad and agreed to make his point in as subtle a way as
possible so as to keep thy: issue fram hecoming a floor fight. He also told us that he would be bandling the
evolution question slmilily. Thus, we did not have to rely en our strategy of having multiple parties
inwoduce or refine propc:als of their own. (The countries in question are New Zealand, Russia, and

Canada.) The Russlans ; id, however, move their paragraph on evolutien into this place in the 1ax1 (it had
been in the parton 4.1.)

ELJ Still Sputtering abou ; thej 5

As seported in Update No. 8, the EU was not enamoured by our effort to use the range of
commitments allegedly ayreed upon i their recene communique for the purposes of this text. Ata
bilateral with with the EC: and EU Presidency on March 3, we again pointed out that we do not accept an
EU bubble concept for th » post-2000 period. With much self-righteous indignation (but without the
caustic emotion evidenced by DG-X]'s Jorgen Henningsen earlier in the day, the EU flatly insisted that
they are entitled to bubbls. Full stop. We understand they are asking their resident lawyer (poor Patrick
Szell has been given the :1sk) of drafling a defense/justification of the bubble concept.

At two social events later in the evening, EU representatives also pushed their bubble coneepr,
Henningson sputtered ab: ut how the .S, delegation “Is out of contro!” on this issue, but picked a wrong
target for his ire when h raised the issue with L/OES’s Sue Biniaz. Ata small dinner hosted hy the
British, we felt compelle.! to tell thosw present (including Chairman Estrada aud the chief Dutch and
German delegates who wure waxing ¢loquently abous the beauty of the EU process and the grand progress
achieved by their announr:ed 15 perceat commitment) that the U.S. does not recognize the bubble.
Estrada, who had questionied the EU"y numbers, nonethelsss, asked if the U.S. intends to block agreement
ar Kyoto because of the tribble issue. We responded mercly that this is one of many issues which must be
decided by Kyoto. The ::anadian present (Tony Clarke) and our Japanese colleague (Takeo Shibata)
provided little assistance in this regard, but the mood remained cordial with the molllifying influence of our
British host (Peter Unwili),
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At the hour lon;; March § meeting with the EU (present were reps from the Netherlands,
Germany, the UK, Swetlen (the venerable Bo Kjellen) and a notestsken from the EC (the EC's Jorgen
Henningsen did not shovi, undoubielly out of picgue over his carlicr runein with us.), we discussed the
following topics: (a) pr:cess issues {we all agreed that all substantive jtems should be retaiued); (b)
evolution (the EU claim:. that their protocel framewark's mention of a raview in 2002 constitytes a
satisfactory evolutlon cor cepr); (c) atinexes and 4.1 obligations (the EU strongly favors the holding of an
Intcrsessional devoted to these issues, including technological maners; (d) the levei (the EU believes that
Its distribution of emisslas targets aimong its members is an internal matter, although it was conceded that
transparancy is important; and (¢) pclicies and measures (Bert Metz stressed that the EU supports
flexibllity and reiterated zoncern that there {5 not enaugh time to work out emissions trading by December.

The Japanese Still Need (1 Boarding Pass

We also met on ‘Viarch 5, fo: nearly 90 minutes, with most of the Japanese delegation (In¢luding
Ambasador Tanabe, MI1' (s Ishiumi, the MFA's Furaya, and the Environment Agency's Humeanaka., It
was clear from this discu:sion that ths Japanese are as far apart from us as ever on key aspecrs of our
proposal. Under Ishiumi’s apparent guidance, Japan remains opposed to emissions trading. Ambassador
Tanabe made it sound as hough he dld us = big favor by not expressing his misgivings publicly. (Hc
probably did.) The Japencse also appear increasingly wed to an as yet ill-defined differentiation concept,
and they remain very uacomfortable with our “evolulion™ article.  They pressed us as lo why we cannat
support their menu appraich on policies and measures, We asked key USDEL members on March 6 1o
target various of our Japiese colleagues especially on questions they raised about emissions trading.
However, we will need t: take advantage of other bilateral discussions with Amb, Tanabe (dwing his
forthcoming Washingtor visit, perhaps?) and his superiars if we are to rrn the Japanese around on any of
these important matters.

NGOs Not Sure Whar1o :viake of it £11

Our impression is that NGO: - both business and the enviroamental representatives — are unsure
about what this meeting -as bean all about, While we are pleased by the opportunity it has given us to
amplify on our proposal :nd to come up with a text which includes our points, the NGOs remain critical of
us because we have not irtroduced ary numbers. At the same time, they are also quistly disappointed, one
senses, that the EU's pra-osal has not had a greater visible impact. Business types expressed concern 1o
one of our Congression:. staffers thar the U.S. might be in cahoots with Australia and would push a range
of numbers, including pli s 30 percent as part of a possible range.  We told the staffer that we were por in
discussion with the Aust-1lians about this, aithough Ausmalia did in fact try to amend its submission with a
range reflective of the El. numbers. [r any case, we are slated to meet with the NGOs and business
representatives after this iiftemoon’s SBI session. At the request of one key U.S. NGO, at least a portion
of their session will be g :7en over to a group of “international” NGOs who will, if past pracitice is any
guide, lament the U.S. pisition,

014/010
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The_follawing paragraph: can be ugeilas a DAR item as desired or appropriate:
i J 1. (March /6  Process Jssues Now Clarified as AGBM Appears to be
Bareling Towards an Ea’y End

The key process ‘ssue facing the AGBM -- whar kind of text will emerge by the April 15 deadline
« has been resolved. Anzording to Chalrman Estrada, the “simplified” compilation text will serve as the
formal negotiating text fcr the July/Angust meetings. China attempted to question this decision, but the
Chairmian ignored the iss1¢ and restatzd this view on March 6. All substantive proposals will be included,
despite the Chair’s contir'iing misgivings about the validity of some concepts in terms of the Berlin
Mandate. In this regard, cur paragraphs on joint implementation, Aunex B, and evolution remain in the
final document. So do thi differendarion concepts and OPEC's compensation proposal. Additional
proposals will apparently s accepted:for inclusion in the docwment if they are received by the end of the
month. (This point stll rieds to be clarified, but this was the intent of the Chair last night.) The AGEBM is
now expected to end Its rieatings by inld-day tomorrow, Friday. The Subsidiary Body on Implementation
will convene on the afieimaen of Maxch 6 to finalize its report,

As reported in Update No. 8, the EU was not enamoured by our effort to use the range of
corgmlanents allegedly ayreed upon in their recent communique for the purposes of this text, Ata
bilateral with with the EC; and EU Prelsidency on March 5, we again pointed out that we do pot acecpt an
EU bubble concept for th: post-2000 period.  With much selfrighteous indignation (but without the
caustic emotion evidencad by DG-XI's Jorgen Heuningsen earlier in the day, the EU flady insisted that
they arc entitled to bubble, Full stop. We understand they are asking their resident lawyer (Patrick Szell
has apparently been give: 3 the task) of drafting a defense/justification of the bubble concept.

At the hour long; March 5 mueting with the EU (present were reps from the Netherlands,
Germany, the UK, Swe: en (the venzrable Bo Kjellen) and a nate-taken from the EC, we discussed the
following topics: (2) pr:cess issucs |we all agrecd that all substantlve ftems should be retnined); (b)
evolution (the EU claim:. that their protoco] framework's imention of a review in 2002 constitutes a
satlsfactory evolution corcept); (c) annexes and 4.1 abligations (the EU strongly favors the halding of an
intersessional devoted tc these issues, lacluding technological maters; (d) the level (the EU believes that
its disribution of emissi-ins rargets among its members Is an internal marter, although it was conceded that
transparancy is importart; and (e) peilicles and measures (Bert Mertz stresscd that the EU supports
flexibility and reiteratec. cancern that there is not enough time ta work out emissions trading by Deceinber.

We also met or. March 5, for nearly 90 minutes, with most of the Japanese delegation (including
Ambasador Tanabe, MI'(I's Ishiuml, the MFA's Furaya, and the Environment Ageney's Hamanaka, [t
was clear from this discriision that the Japanese are as far apart from us as ever on key aspects of our
proposal. For example, Japan remains opposed to emissions wading. Tn addition, the Japanese also
appear increasingly wed to an as yet ill-defined differentiation concept, and they are very uncomfortable
with our “evolurion” artizls. They pressed us as to why we cannot suppart their menu approach on
policies and measures

Our impressiot is that NGC's — both business and the environmental represcntatjves - are unsure
about what this mecting has been all about.  While we are pleased by the opportunity it has given us to
amplify on our proposa and to come up with 2 text which includes our points, the NGOs remain critical ol
us because we have not inroduced any numbers. At the same rime, they are glso quietly disappointed, one
senses, that the EU’s pr:posal has not had a greater visible impact.. We are slated to meet with the NGOs
and business representatives after this afternoon’s S8BT session. At the request of one key U.S. NGO, at
least a portion of their s¢ssion will ba glven over 1o a group of “intemnational” NGOs who will, if past
pracitice i any guide, Liment the U. 3, position. (Hanbley)
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SUMMARY OF AGEM § DISCUSHION OF QELROS (3/5/97)

The AGBM session disew: sing Quantiiied Emission Limitation and Reduction Obligations (QELROS)
managed to streamline m'ich of the text in the framework compilation document, and to clarify a aumber
of Parties’ positians on specific topics. It alsa included expected opposition by developing countries to
flexibility mechanisms zr ] voluntary commitments by non-Annex ] Parties. The question of the sessiou
(and week) was ‘when w:11 the blanks on targets and timetables be filled in?' The EU hat proposed 15%
below 1990 Jevels in 201 (CO2+CH#+N20) a3 a negotiating pesition (not a unilateral commitment), with
an agreed reallocation of that within die EU ranging from -30% (Luxembourg) to +40% (Portugal), When
the EU refused 1o submit 1hese specific allocations to EU Memberz as proposed negotiating text, the US
offered the EU’s range of' allocations as its own proposal for a negotiating range for QELROS. Norway
proposed a8 “common tarcet” of -10% to -15% in 2010 for all GHG, to be allocated differentially among
Parties. A number of Parties indicated|their wish to see an smission reduction obligation for 2005 (although
no specific target for that /ear is now -ontained in the EU proposal). Russia stated that it believed a Target
far 2005 would be unrealistic. AOS1S|retains its target of -20% in 2005 for CO2. Zaire emphasized its
proposal for siricter targets for Partias. that have not met the aims for the year 2000 in FCCC Article 4.2
than for Partics that do. tAany redundancics on coverage of gases by QELROS were removed, with the
remaining text propasing *he full vange from a fully comprehensive approach (using GWPs) to explicit
targers for each gas, ineluding CO2,

41007/011

A number of Parties exprussed support for additional flexibility for EXTs, partieularly by allowing them to
use a base year other thar, 1990, On ther aspects of differentiation, only the US, with Russia and the EU
have opposed it in the Ky'sto timeframe, while Australia and others are almost monotone in their insistence
on {t. The EU also stated (hat in the “longer term” they would suppert a "more sophisticated” method for
allocating emission reduc: lons among Parties. Chow, as chair of the session on Tuesday afternoon, notzd a
seeming consensus in fanur of differention as more fair and equitable, but that an effort (n that regard may
be complicated and difficult prior to Fiyoto. He also noted that prescntation of quantitative examples of the
outcomes of proposed milicator-based allocations might be necessary to move discussion forward,

The Netherlands, on beh:!f of the EU, noted interest in the US proposal for budger periods, but stared its
unwillingness to discuss :1at option uatil the USG becomes more gpecific abour its intended level and
timing of budgets. They rurther state:] char emissjon budgets shonld not postpone when emission
reductiens become legally binding and compliance with them can be monitored. China suggested that
“emission budgets" (alor;: with many other aspects of the US proposal) are not mentioned in the Berlin
Mandare and arc therefolr: outslde its scope. Canada, Australia and New Zealand indicated their support
for multl-year or earnula: ve targets. Canada also suggested that it would provide text for multi-year
averaging of the base ye:u - as well. Busides the US, interest in trading was apparent from Australia, New
Zealand, Russia, Norway' and others. The EU stated its doubt, due especially 10 questions regarding
monitoring and verificatiim, that trading (or JI) could be negotiated by Kyoto. The G-77 and China ¢learly
opposed trading and J1, ¢/though a schism i becoming more apparent on this topic. Pery broke ranks and
spoke in favor of retainini 3 the J optibn. The opposition of many Parties to borrowing was clearly stated.

All Parties agraed that the: QELROS should be legally binding, and EU indicated its intention that the
Policies and Measurcs aliligations alto be legally binding. Franes and Switzerland alse underscored that
QELROS should be legally binding for each Annex 1 Party. The EU reiterated their position fevoring an
explicit long-term conce: tration targ:t of 550 ppm, 10 limir temperature increase to 2°C above pre-
industrial levels.

Leggen-3/6/97
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Non-Group on) Advancing the Implementation of Article 4.1 Commitments

The non-group on advancir ;3 the implzmentation of 4.1 commitments met for the secand time on
Wednesday afternoon unde: the chainnanship of Evans King of Trinidad and Tobago. The Chair
opened the session by prov.ling a cornpilation text, which was essentially identical to the 4.1 section in
the compilation docurnent prepared by the Secretariat, King proposed that the group use the text a: a
basts for grouping similar concepts and features under sections corresponding to the elements of
Article 4.1 (a - j). The Unit:d States noted that while it supported the approach, that it was concernied
about the possibility of adding pexrmanent headings to the text. After some discussion, it was agreed
that any headings were to b used for discussion perhaps only, and would not be featured in a revised
compilation.

The group spent the next tv/o hours debating the desirability of moving text around. While the G-77
had originally supported th! idea, the Phillipines, supported by China, Iren and Nigeria, soon argued
that any changes to the G-7'7 propose text would be completely unacceptable. The United States
atternpted to move discussitns forwand by identifying the correlation of each element in the US
proposal with specific provisions of Auticle 4.1. The G-77 stated that, while it was perfectly acceprable
for the US to move its own text around, any revisions would not and could not be made to the G-/7
text. To the consternation ::f the Chair, the only approved change was elimination of a paragraph of
text proposed by the Russiin delegation. The compilation text will return intact to the AGBM.
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Non-Group on Institutional and Mechanisms

The non-mandate for (his non-group was to look at Chapter 1, preamble and definitions,
and Chapters 6 & 7. 'The session began with the Tanzania for the G-77 and China calling
for Parties to use curr:at mechanisms instead of creating new ones. This was preceded hy
an overly long discussion of whare the non-group should start, Chapter 1 or Chapter 6.
China also intervened to say that it was premature to look at any of this, that “substancc
determines form" the::zfore this could wait. And as China has stated many times during
the course of this weelc, not to miention whenever the non-group looked at a new section.
cverything must com:ly with the Convention and the Berlin Mandate.

Despite the less than promising beginning, the non-group trudged through most of the
sections it was asked 1o look at.’ However, tite ran out before the non-group was able 1o
look at Chapter 7. This chapter as well as Chapter 1-B. Definitions, Chapter 6-B.
Secretariat will be harndled by the Secretariat for a technical streamlining. The Chair
made it clear that notring would be taken away, that where possible, the Secretariat
would group similar :-ems together.

Before the meeting ¢ 2sed, Norway intervened to introduce entry-into-force language
which was submitted to the Cheir. It basically calls for entry-into-force to occur 90 days
after 15(?) countres - accounting for 75% of Annex [ emissions) have ratified the protocol
or other legal instrumisnt.
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Eco has been published by Non-Clyvernmental Znvironmenial Groups al major internasional conferences since the Stackholm Environment
Conference In 1972, This ixsug is psydu¢ed co-operatively by CAN groups attending the Climare Negotiations in Bonn, February-*.zreh 1997,

US Proposal: Uncertainty Reigns

There is controversy about many of the ventral
elements of the US propasal in these rugotia.
lions: cmissions rading, multiycar b, dgsts,
“horrawing” of emlssions from furure hudger
perlods, and joint implementation for eredit
with developing countries. NGOs ani other
governmams ase welghlng these elemeris with
varying dearees of skepticism,

But there are aspects of the US proposa)
around which there is no uncertainty: it 1as no
reduction targets. and it has no umclin:s, The
absence of these central features casts dsubt on
the whale frameawork tha US s trying :» mar-
ket at this session,

As the US itsell admitted In its December
“pon-paper.” emissions wrading and join imple-
mentation for credit will require detaile elabo-
ration af 1 host of monjtoring and verilication

safaguards. Given this, and the swong opposi.
tion of cthe G77 and China, it's difficull 1o sec
how thesc clements can be negotiated by
Kyoto. JT for eredit with developing counuics
is aspeclally problematic since both the donor
angl host countrics would have a clear incentive
10 Inflate the project baselines, and hence the
cradits eamned.

With sufficient ime and effort, these prob-
lems might wecll be overcomne, Bul the question
reraains, 10 what end? If this much-touted
“flexibility” allows the US and other industrial
countries 10 cammit (o early, substaniia) emiss
sians reducdons, then these mechanisms could
be well worth pursuing. But if. as many fear,
they are designed te allow the US o avoid do-
mestic action lo cut its excessive GHG emis-
sions. they should be rejacied outright.

i e g P

Yesterday Ihe chaltman took a stricler ling

The key to solving the global wartning prot
lemn long-term s the condnued developmeni an
accelersted deploymentof clean energy and tram:
poruation technologies. This will anly happen
the US and other industrialize.§ eountrics adoj
policies and measures — many uf them poligeall
sensilive — (0 OVErcome cxisurg market bamie
wo these Lechnologies. Strong OELRQs, sanir
no later than 2005, arc csseotial to dnve the:
chungas in domestic palicics and measures.

Which brings us back tc the missing el
ments of the US proposal. Wilhout the targe
and (imetables that aiher partics, such ag il
EU. are al last staning 10 provide. it is imposs
ble 16 judpe whether the US is acting in g0t
faith to facilitale the subsiantal early emisnio
reductions requirad, or merely promnating a pr
scripoon for delay and inection at home.

If the US wanus is proposals to be giw
serious consideration, it mus! {ill in thase dedai’
and soon, It shauld alse drop the indefinite “be
rowing™ pravisions that have been the fogus
widespread criticism from govemments
NGOs alike. Even assuming crmissions budge
and a trading regime. there arc other complinn
mechanisms = such as autemalic discouniing
noncompliers’ credivs and a halt on additier
credit sales — that are ar least ag effeetive u
avoid the 12int of “pemussiblc noncompliane
associated with indefiniie borrgwing,

Conference Reparts
Stop Idiing Japan!
Norway Reveals hselt
Whose Cormpensaticn
Help Wanted

Ludwig

NGO Statement Ins:
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CLIMATE NEGOTIA]
- Stop Idling Japan!

by Kyoko Kawasaka, CASA

The EU seized the initistive by proposing 8 | 3%
cmissions cui by 2010. Ashost for COP3 wel.:ep
looking10]apan for somesignol leadershipinthe
negoliations, butall we have seen sq farisatorist
presentation on the historic city of Kyoto. "The
Japanese delegation has gained most amentio- for
its criticism of EU proposals, but we would iike
sonue sign that they are doing something posilive
(o tike the negotiations work.

We have just eight manths lo Kyotc. To
gain some credibiliry in such a shon lime Jypan
needs 1o get a prowocol that will send cre:ible
signals to change to sustainable cnergy indus-
try. Here are three suggestions. ..

First, slgnificant averall teductons in GIlGs,
at least as progressive as the BU, Second, nro-
duee 2 legally binding reduction target for 2005.
Third. take notices of other countries’ prop: sals.

Fortunately the Japanesedelegates anno anced
openly to @ meeting with NGOs that the Tapan
will stand by its suppon for the Gencva detlara-
(jon and will negotiate 3 legally binding u1get.

~ However, the concrete 1arget Is stll i non-
number, Because Japan is trapped be:ween
MTTL. which wants business as usual, end lis
role as hast of COP-3. it seems to be unidle to
give the leadership we nesd. This is why fapan
needs 1o Bring its indugiial policy in ling with
the FCCC. Unformunately. the great engine of
Japanase technology and innovation can jnues
10 idle when it shovld be accelerating.

2202 647 0191
848 2283382838

Whose Compensaticn?

Some QPEC govemnments have raised thv issuc
of campensation for revenuss losi 25 a rssult of
Annex 1 commilments 1o reduce em :sions.
These countrias should perhaps be cau jous in
raising the subject, From whom. atter all,
would developing countries sesk eompenisation
{or the devastation of climate change inipacis?
[Eca cennot help but wander how oil esorling
navons would respond 10 such comp-:asation
demands for losses suffered as a result ol insufs
ficiant action 1o slow climate change. It almost
makes one think of each barel of oil v <ported
in 12ems of increased future hability,

Help Wanted |

Any comactions to the industry lobby group po-
siviong, as presented in that “Green Report” on
puppets. will be welcamad, Please £ bmit in
wriling and errata will b published an riday.

W especially look forwnrd 10 e sions (0
e satimiticd by the Global Climaie oalition
who feel they wene misrepresented.

—
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NGO NEWSLETTER

Norway Reveals Itself

by Tesia Robertson, Greenpeace

Yosterday Norway became the third Annex 1
Pary afiecr Swilzerland and the BU 1o put a
target on the table. Like the EU, Norway s
peopoiing a 10-15% reduction in grecnhouse
gases from 1990 levels by 2010 for Anncx I
Parties as a geoup, and iws warget is for a basket
of garos, However, the target includes removal
of emisslons by sinks = the so-called net ap-
proach — which i nof supported by the EUasa
groug. The warget is 10 be achieved through “eq-
yjtable burden sharing™ within Annex 1 Parties.
The EU. of course. agreed a burden sharing
allocution among the member states on Mon-
day, ulthough with the cxception of France it
does not support differentiation across the
whole of Annex | for Kyoto.

g why is Norway's proposal diffcrent {rom
the JU's? Al Tucsdsy's differentiation work-
shop. Jorgen Henningsen from the European
Commission tied 10 answer this quesion by
gxpliining the unique situation of the Commu-
nity and its member statcs, a situation which
Janzihan Pershing of the USA seemed 10 recog-
nise during his presentation on the US proposal.

"This answer did not sezm adequate Lo coun-
trie¢ such as Japan and Australia, Their concem

Ludwig is delighted to see how keen China is on
tecycling, In fact, his old friend Mr Zhong is 50
raken with the idea that he fait obliged 10 offer a
praclical demonstradon Lo delegatcs yesicrday,
by offering us a repeat of his famous siory about
the sign in the park he used to visit as a boy ("no
dogs or Chinese™). Perhaps before we leave he
maly also choose 1 dernonsirate some gconoMy
measures, particulasly ones that could save tme.

The names of indusuy groups ars gemting
dinuineily far-fetched. Yesterday Ludwig spotied
atadpe lsbelled “Intemational Petroleum Indus-
tri Environmental Conservation Organisation”,
A: (he mament he is 1om belween 1wo éxplana.
vivns; is this & group which wishes to conserve the
ervironment of the patraleum industry, or is this
a joke by the Secretaria staff who produce the

scems 10 be more the maral guestion — why i$ it
all nght for the EV to differentate a 1arget
amangst isell when it opposcs differentiation
for the whole of Annex 1? :

The differcnce between the EU “bubble”
and the proposals made by Norway and Aus
tralia is obvions. Within the EL. a number of
countries arc prepared 10 sccept significant culs
in their own emissions in ardar in allow others’
cmissions to increase. This is vor trug of Nor.
way. Australia, which support dilfereatation so
that their own emissions can rise by significant
amounts. Ouiside the EU, which Annex I coun-
uics are prepared (o reduce their emissions so
that Australia et al ¢an increase?

On Tuesday. Germany's Comelia Quennet
challenged those countries proposing complex
schemes for differentiation to 121} s what lar-
gets they afe preparcd w take on for their gwn
nadonal emissions. So far. none of them has
waken up this challenge. And yct this informa-
tion I essential for us to test Norway's ant
Ausuralia’s assartions thay differentiation woule
bring about greater reductions = and (hus i
greater environmental benefit — than the kind o
low flal rate wrgel which counuies would Ix
prepared 10 accept for Kyole.

badges?
NGO Update

Manfrad Treber, Klaus Milke, Chrisioph Bals -
Clermanwalch; Ayako Qhkubo = Peuples Fo-
rem 2001; Kilapani Ramakrighna «Woods
Hole Research Center

PARTY »
Amios-Comenius
Gymnasivm

NGO Party!

Tonight at 9pm in the Amos-Comenius Gy
nasium (a school nat & gym). 10 minules
Stadthalle (sse map). Turn right down
walkway opposile new church tower By !
{wa minutes walk from “Hans Buckler Alle
school entrance in Zandcrstrasse,

The Climate Aclion Netwark weuld like 10 thank |
Envirenment Ministries of Germany and 1
Nethedands, who have providz: funding for Eco.
With tesources coniripuies by: APC Nelwo
and EuroFax.

EE OF CHARGE
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5 March 1997

To: flease See Attached List
From: (JSDEL/Gzneva, Matk G. HamblM
Subject: (Vegotiations under the Framework Convention on Climate Change

Periodic Update No. 8 for ‘March 4/5, 1997

This message transmits unofficial reflactions on activities and developments during the climate
negatiations which are belg held in Benn between February 24 and March 7, 1997, While the contents
are unclassified, this report is intended for uge by officials of the U.S. Government, only. This report

Also included are more deriiled TEPOIts on meetings held on Mareh 4, including ane on the differentiation
roundtable and a second o the Article 4.1 “non-group” discussions. prepared by EPA’s Clare Bricdenich
and DOE’s Linda Silvermiii.respectively. Also included is the report of the “Earth Negotiarions Bylletin™
covering activities for Tueiday, March 4. The final paragraphs can be used as a DAR item 23 desired and
appropriate,,

“h!nn.g[ I!I i!’

Despite activities of ane “non-group” (on Article 4.1) and the continued effort by the Chair w
“simplify" the text for the ;sction on Quantified Emissions Limjration and Reduction Objectives
(QELROS), lintle by way ¢ substance -vas accomplished during the afternoon meetings handling Issues
related to Articie 4.1 and ¢ifferentation or at the moming Plenary dealing with QELROS. The attached
reports on the 4.1 and diffi:-entlation discussions sum up developments admirably for these twa topics.
Suffice it to say thar the “ron-chair” of the Article 4,1 group has called his body into session on the
afternoon of March 5, W are niot really sure why this meeting {3 necessary, although it may be to obtain
some consensus about the revised tex; repared after the March 4 discussions.

As for ditferentiation roundtable, this went on for almost three hours but was largely an exposition
by Parties of various diffe mriation proposals.  As noted in the attached report, there was no common
view advanced and there i; {jale likelitood that one will be produced in time for inclusion in the negotating
text.

The Wednesday imoming session opened with short remarks by four NGO (including our own
Kelly Sims speaking for ti environmentalists and including Bob Cunningham, speaking on behalf of the
aFL-CIO and affiliates in “wsstralia). - Following these presentations (Which were, unfortunately, poorly
antended by delcgates), Clafrman Estruda opened the discussion on QELROS and called on Parties 1o help
him “simplify” the text. Tye EU intraduced its latest figures for cyts of 15 percent by 2010 reserving on a
level for 2005. They app:ared to cover us with the range of years noting 2005 to 2010 as the short term
and referring to 2020 as tl;» longer terin, We created a considerable stir by suggesting that the EU Anaex
specifying individual EU member targets be included in order to provide a range for the negotiations, The
EU rejected dhis out-of-hand and became quite belligerent when we offerad 1o include this asa U, S,
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proposal.  The Chair ruled us out of orcier. We expect to hear more from our EU colleagues at bilateral
later this aftemnoon,

On orther developr; ents during the QELROS diseussion, both China and Tanzania speaking for the
G-77 called for the deletion from the text of our section on joint implementation. Surprisingly, Peru statec
that this should be included as AlJ mus: be reviewed at one point in the future. The temperament of the
Chair was quite sour throu;hout the moming's discussions.  While he let China’s Prof. Zhong lecture us as
is his wont for about 10 minutes, he very abruptly stilled the Marshall Islands rep who tried to inject his
own warped commentary ir.to the procuedings. He also interrupted Dr. Pershing when it appeared as
though we and the EU wezc about to sling mud at one another. (Not that we had any inteation of doing so.
mind you.)

In any case, we 2 still unsure: as to the type of text which will emerge on Friday. Our goal for
the moment is to prevent c.:letians by the Chair or by any of the non-groups. We believe we hava
succeeded thus far, but setrng is belicving, so neither ourselves or anyone else knows for surc, More on
this important topic tomorow.

At a social event liosted by Gzeman Environment Minister Merkle on the evening of March 4, the
Minister asked us for our *:action to the new EU numbets. We told her that we were pleased that they had
come up with 2 definitive 1igure and expressed the hope that they would be able to implement it. Merkle
said the figure was being sdvanced to “breath life into the negotiations.” She asked us when we would
produce our own figures. We respondad that these are curantly being developed. As the Minister surely
appreciates, it takes time :11d effort to zome up with numbers which are realistic and doable. Ongce the
U.S. does have its numbe *:, the EU can take comfort In knowing that they are backed up extensive analysis
and modelling, Minister 'verkle did not wince.

We also told Merkle that we want to see a product emerge as the negotiating text which includes
all of the key substantive ¢lements submined by Parties, including those contained in the U.S. submission.
This includes our Article ' 6 on evolution. Cornelia Quenerte-Thislen (accompanying the Minister)
responded that she did nev think there is any intention of removing sections of propasals at the present
time. We reiterated our pint (translated into German for the Minlster's benefit) that any such deletions
would be viewed as very 1Jamaging by the U.S, and could not be accepted. (Also standing by during this
conversation was Dan Rer fsnyder as wall as Chairaman Estrada's right hand man from the Argentinjan
Missioin in Geneva,)

Two other pain':. addressed with Merkle included rules of procedure and evolution. Comelia
stated that the EU could : ot aceept an evolution article in the proposed protocol (or other legal instrument,
we added). Asked about their willingness to retain the concept in a Kyoto Mandate, she inivially avoided
responding, but after a brief consultation with Merkle indicated thar this was something being considered
by the EU but that no sp:cifics had been worked out. (This is somewhat different than what we were tald
earlier by the EU rep in ,/pdate 7.)
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The following paragraphs cin be used as a DAR item as desired or appropriate:

Despite activities ¢ f one “non-group™ (on Article 4.1) and the continued offort by the Chair to
“simplify™ the text for the ;:ction on Quantified Emissions Limitation and Reduction Objectives
(QELROS), little by way c1' substance ‘as accomplished during the afternoon meetings handling issues
related 1o Article 4.1 and ¢ifferentiation or at the morning plenary dealing with QELROS.

The Wednesday 1r.oming session opened with shert remarks by four NGOs (including our own
Kelly Sims speaking for tl: “greens” and including Bob Cunningham speaking on behatf of the aFL-CIO
and affiliates in Australia), Followinj these presentations (which were, unfortunalely, poorly aftended by
delegates), Chairman Estrida opened the discussion on QELROS and called on Parties to help him
“simplify” the text. The E.J introduced its latest figures for cuts of 15 percapt by 2010, reserving op a
leve! for 2005. They appeared to covar us with the range of years noting 2005 1o 2010 and the short term
and referring to 2020 as th= longer temn. We created a considerable stir by suggesting that the EU Annex
specifying individual EU member tar;zets be included In order to provide a range for the negotiations,

On other develonments during the QELROS discussion, both China and Tanzania speaking for the
G-77 called for the deleti :n from the text of our section on joint implementation. Surprisingly, Peru stated
that this should be includ:d, as AlJ must be reviewed at one point in the future. The temperament of the
Chair was quite sour throughout the moming’s discussions.

Ata social event hosted by (ierman Environment Minister Merkle on the evening of March 4, the
Minister asked us for owt reaction to the new EU numbers. We told her that we ware pleased that they had
come up with a definitivi: figure and uxpressed the hops that they would be able to implement it. Merkle
said the figure was being advanced te “breath life into the negotiations.” We also 1018 Merkle that we wan:
10 sc¢ 3 praduct emerge 1s the negotiating text which includes all of the key substantive ¢lements submitted
by Parties, including those contained iin the U.S. submission. This includes our Article 16 on evolution..
We reiterated our point (1ranslated into German for the Minister’s benefit) that any such deletions would be
viewed as very damagin;. by the U.S. and could not be accepted, (Also standing by during this
conversation was Dan Reifsnyder as well as Chairaman Estrada’s Hght hand man from the Argentinian
Missioin in Geneva.) (Hambley)
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Differentiation Workshop

Chow Kok Kee of Malaysia chaired the afiernoon workshop on differentiation. Although this
workshop was the one aftemoon event open to NGOs, it was not well-attended. The workshop
consisted of presentations b;' the FCCC Parties which have submitted proposals for differentiation of
targets in the new agreement. The scssion was opened by Norway, which presented an overview of
countries different starting p sints, with tespect to population and gdp growth, resource endowments,
fuel mix, enerpy/carbon inte:asity and institutional structure. Presentations were also made by Japa,
Poland and France (as a parl) and Australia.

Norway supports a formula_: approach 1o differentiation based on indicators of Partjes’ emission
mtensity per unit of GDP, t:tal leve] of ghg emissions and GDP per capita. Poland proposes that G P
per capita, total emissions and emissions Per capita be used as indicators, but has not specified a
formula. France supports differentiation by categories of Parties, based on Icvels of ghg emissions per
capita, Japan indicated that it would slpport either a formulaic approach, based on emissions per capita
or an approach whereby Pa-ties are aliowed to selfeselect targets from a differentiated list. Australia has
avoided a formulaic approach and argues instead that countries negotiate differentiated targets based on
principles designed to equalize the welfare lost per PErson across countries.

Many of the differentiation panclists cited the recent burden-sharing agreement reached by the EU as
validation of both the neces;sity, and fiasibility of differentiation. Several countries also argued that
differentiation would yield the environmentally optimal outcome, since differentiation would let all
countries take on a higher turget than they would otherwise. Severa] delegations, notably the US, E1J,
Slovenia and Russia, offere:1 strong arguments against differentiation. The US noted the inherent
contradiction of many of t}.2 differentiation proposals, the tendency of such proposals to favor the
country proposing it and th: trading would achjeve many of the same objectives as differentiation.
Many EU members, and th: EC comunission argued that the EU burden-sharing agreement was strictly
an outcome of political will and a ‘joint commitrment’.

The Chairman noted the di fficulty in achieving a common view on di fTerentiation, but observed that
reaching a corunon view i: essential to the new agreement. The Cheir will produce a summary fexl,
but do the range of extrem: views on the issues, is not likely to produce a working negotiation text.
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Article 4,1 Nongrour. meeting 3/4

The mandate of the 4.1 “nongroup” was not to negotiate, but only to streamline the
section of the compil:tion document on “continuing to advance the implementation of
existing commitment: in article 4.1." At the end of the day, the text was pared by about
two pages, mostly du: to removal of text by the UK, France, Japan and Uzbekistan,
whose sections were idready covered by the EU text. .

/
The G-77/China too}: the typical position of stressing that Article 4.1 applies to a]l -
Parties, and that corminitments cover 4.1 (a-j) and not justa and b (implying that
developed countries :re ignoring their ¢«j commitments). China was persistent in
stressing that the Berlin Mandate must be strictly adhered to. There was some
interesting, albeit subtle, dynamics between positions taken by AOSIS, Saudi Arabia and
China over inclusion of the word “mitigation,” which wltimately was retained in the text.
The EU drew repeat:d criticism from the G-77 and China because it added text calling for
in-depth reviews for non-Annex I Parties along the line of current Annex | reviews; the
G-77 and China emphatically ¢pposes any mention of in-depth reviews. The EU
criticized the US text because certain sections (calling for developing countries o take
“no regrets” measur::s, to do annual inventories, and to have their national
communications revizwed) went beyond what was required of Annex I countries in the
FCCC currently. There was broad agreement that a separate “transfer of technology™ title
under this section is not necessary. Inreference 1o a Paragraph put forward by Venezueia
and other OPEC countries calling for transfer of (renewable) technologies under
preferential and con:essionary terms, Korea admitted that now that it is a developed
country, it would ngt want to transfer its technology under such terms.
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Wednesdav, 5 March 1947

HIGHLIGHTS FROM. THE SIXTH
‘SESSION OF THE AD HOC GROUP
ON THE BERLIN IANDATE
TUESDAY, 4 MARCH 1997

Delegates to the sixih sessian of the Ad Hoe Group on the
Berlin Mandare (AGBM-8) beaan consideration of alements
refated to strengthening commitments ir. Aricle 4.2 (a) and (b)
2nd focused specifically on policies ami measures (P&M:s).
AGBM also convened 3 “non-graup meting” on elements
related to advancing the implementatior. of existing
commilments in Article 4.1

POLICIES AND MEASURES

AGBM Chair Rail Estrada-Oyuela { Argentina) opencd the
sccond ineeting of AGBM-6 by stating that this mesting is not
intended for negotiating but far refinin:. and consolidating
similar proposals contgincd in the Frariework Compilation of
Proposals (FCCC/AGBM/ 199772 and *.dd.]) 1o set oyt clear
altemnatives for negoriation at AGBM-J,

_Annex | Expen Group Chair lan Pikard {UK) reported on
studies, carried out in cooperation witt, OBCD and 1EA, an
carbon and energy 1axation, P&Ms 1o INCOUrage innGvation in
transport and technology and internath:-nal greenhouse gas
emissions wrading, FCCC/AGBM/199MISC 2 contains an
executive summary of these sudies.

The Chair called onn AGBM to con: der the sub-nissions on
general commitments and Buiding obj sctives for P&Ms.
SAMOA called for a coordination me:hanism to assist Annex |
Parties in implementing their commiur ents, as proposcd in the
AQSIS protocol. The mechanism would provide alvice on a full
range of measures including taxes ane subsidies and would
repont regularly to the “Meeting of the. Parties.” The mechanism
would be rulti-disciplinary and open to participat.on by all
Parties, govemment representatives. 1GOs and scientists with
relevant expentise, SAMOQA also noted the need 1o avoid
duplication of tasks. but expressed cotcern that existing
subsidiary bodies may not be appropr: stely equipped ta address
technical issues,

'SAUDI ARABIA and CHINA sail the commaents from
Parties contained in document FCCC.AGBM/1997/2/Add. |
should be included in the Framework wompilation, CHINA also -
expressed confusion regarding referenzes to Annexes X, A and &
In the proposals and urged Partics (o “strain Irom developing
new categories. JAPAN supsested thi Annex | Partics adopt

P&Ms according (o natianal circumsiances, in the areas of
clficient yse of energy, low-carbon energy, technological
development and cooperation, and enhancement of sinks, The
"Mezting of the Parties" shall decide on indicators for P&Ms,

The EU, supported by SWITZERLAND, favored levally
binding P&MS and highlighted his proposed Annexes A
(common P&Ms). B (coordinated P&M:s thar receive lilizh
pniority) and C (priority P&Ms for inclusion in nationa!
programmes). The preposal contains P&Ms on: renewalle
cnergies; energy efficiency standards; labelling ard other
product-relared measures: lransporT scotor; economic
instruments: energy policies: industry sector emissions:
agriculture sector, forestry: and fluorocarbons.

Several delegations commented on the EU proposal and some
noted alternative approaches and priorities. POLAND and the
RUSSIAN FEDERATION supported 2 menu approach, which
takes account of various economic structures and ariempis {o
mainfain & high and stable rate of economic growth. The
G-77/CHINA, supponed by SAUD] ARABIA, stressed that
P&Ms should not have adverse impacts an developing Louniry
Parties. He also expressed concern about hew annexes that would
impose new commimients on non-Annex | Parties. The RU
reitcrated that his propesal provides Qlexibility throush Annex B,
which lists P&Ms to be applied according to nationa
tircumstances,

The US and SAUDI ARABIA did not suppon inclysion of
specific P&Ms, The US also noted thar sound information is not
available for contralling greenhouse gases not listed in the
proposed Annex C and suggested ¢laborating on P&:Ms under
the section on reporting. SAUDI ARABIA also wamed that
P&Ms undertaken by Annex I countries eould negatively affecr
trade with developing countrics. IRAN stressed the need fora
section on general commitments and guiding measures in the
protocol.

The EU clarified that energy efficicney, standards and
labeling, as well as P&Ms related 1o fluorocarbons, should ba the
highest priority. He also notcd thar paragraphs proposed by a
umber of Parties including Norway, Iceland, New Zealand and
Switzerland could be integrated into the EU proposal. He said
some developed countries, panicularly the US, have not ineluded
binding measures in their proposals and emphasized the EU'g
conviction that P&Ms should be included to fully encompass the
Berlin Mandatc and Geneva Declaration,

CHINA caiterated 1hat the Berlin Mandate requires an
claboration of P&Ms whose objeciives should be clear at this
stage. He said the EU proposal is wo complicated and supported
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a proposal by the Chair 1o use threc “gioups” rather than annexes
on objectives, common but coordinatel P&Ms and national
P&Ms. The US also cautioned against iacluding 100 many details
and cited a number of cxamples illustraing the diff culties of
proposed P&MS related to specific pro: uets.

The EU did not suppon the $roupitiy:s proposed 5y the Chair
-and noted they were dlfficult o distinguish, He said objectives
should not be separated from mechanit s and measures, and
proposed listing all of them in Annex ,*. He also said that
relcvant details related (o specifie products must be considered
because they arc traded in the internaticnal market and an
inlemational agreement is needed to & sure resulls,

The BU also reported that the EU ¢ nuncil had rzached a
common position on QELROS. The Bl proposed that Panties 1o
the Berlin Mandate will reduce emiesi-n levels for CO2, CH4
and N20 by 15% by 2010 with a referencs year of 1990. The EU
also preposed an interm Larget for 2005

The Chair alsa requested delegates 1o consider  praposal
regarding countries with economies jn transition that requests a
specific annex because of their particular circumsuinces. The EU
did nat support a S€paratc annex and roted that the concerns of
these countries could be addressed els:where, such asin an
introductory sectian. The Chair, suppo 1ed by IRAN, said these
concems are better addressed when ccnsidering QELROs,

ROUNDTABLE ON DIFFERENTISTION

Chair Chiow Kok Kee (Malaysia) v/clcomed the: speakers on
differentiation and called far a non-ecnfrontational process that
promaotes undersianding rather than pulitical positions, Mr,
Harald Dovland (Norway) said that differentiation provides for 3
more equitable and ambitioys goal a1 the lowest common
denominator agreement allowed by a tlai-rate approach, He
highlighted single and multiple criter:. approachey 1o
differentiation and emphasized thar 4 ¥erentiation formulas are
not Necessanly meant to determine bir ding rargets, but ro
provide taols for guiding negatiation:. He cited the EU's
proposed goals as an ambitious exam:|e for differantiation and
cautioned thar flexible instruments, sirzh as joint implememation,
are no( a replacement for differentiaton,

The US did not support the sugger-ion thar progress can be
Achieved through differentiation and said that undar g flat rate
countries could accomplish more. He jJuestioned the “trade off"
between differentiation and a flar rate. and asked i<a system of
diffcrentiation is necessary. The Cha'r then introduced other
panelists, who spake in their individy al capeciry.

Mr. Akihiko Fuiuya (Japan) said ‘hat differentiation ig
indispensable for achieving faimass ind noted thut the Berlin
Mandate calls for taking into accoun. the di fferent staning points
of countries, He discussed a “formul 1-based approach," under
which QELROSs ean be divided acco“ling to specific indicators.
He also noted the “selecrive #pproac1,” under which countries
could use GDP as an indicator, and tre *n eyotiation approach.™
under which each country would negotiate its QELROS with
other countries,

Mr. Maciej Sadowski (Poland) said that the preferred
approach involves differentiation by -zountries and noted that
agurepation inlo groups could be off setive. He underscored the
politleal ditticulties in agreeing on a ;ommon se1 of criteria and
proposed concentrating on the faruer to be achieved by each
Pany.

Amb. Louet (France) noved that o (Yerentiation is not a resulr
ol theoretical conziderations, but of « naveidable prastical
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necessity, He noted that the EU has adepted a commun pos.itl
and explained that a grecnhouse g3s emissian reducrion of 30%
for Luxembourg and 25% for Germany, could be offsct by
Portugal’s and Greece's respective greenhouse gas emission
increase of 30% and 40%, which account for differencas ip,
starting points. He noted that even countries favoring the flat-rate
concept recognize the need for flexibility, He cautionca that a
tradable permir system would give Premium io the bigypest
producer of greenhouse gases.

The EU underlined the differences in countries’ ability and
costs associated with meeting commitments. As s fegicnal group,
ivis taking on joint commitments and will €Ngage in internal
burdenshating. A number of EU countries are willing 1 commit

_themselves to reduce emissions. SWITZERLAND siressed that

there is no good unique indicator that can take into accoung
national elrcumstances and said thar the logical starting point of
the discussion is agreement on the quantity to differentiare

The US suggeasted focusing on targets, outcomes an
QELROS 50 that overall reductions can take placc whils Partieg
who find targets burdensome can trade emissions with others,
GERMANY urged couniries 1o enrich progress by making
concrete proposals regarding numbers for significant oveeall
reductions and the contributions that countries intend 10 make
toeward these goals, :

Amb. Howard Bamsey (Australia) stressed thar diff erentiation
is necessary for reflecting different national circumstances. He
noted thete are a large number of proposals, but 2 small number
of indicaters. He outlined common &foups among proposed
indicators: those based on ¢conomic strucruras and resonrce
bases; those based on emission reduction tasks including,
population growth, economic growth and per capitz rezcurces;
and others based on trade impacrs,

GERMANY stated that differentiation within the EU was net
based on indicators, because indicators do not reflect political
seality. She noted that Qermany. Denmark and Ausiria accepted
tire largest sh#es of the reduction burden becausc they are
convinced that combating climate change is impoitant. The US
noted that the EU collectively argued in 1990 thag they would
reduce emissions drastically, He said this reduction would have
been passible with 3 lat-rate.

GERMANY, referring to the EU experience, suggested
making a joint commitment for a future protocol. setming
common trgels for Annex I Parties and deciding how o share
them, AUSTRALIA askad how differentiation wa¢ achicved
within the'EU and neted this could ser an ‘example for Anunex
countries on the road 10 Kyoto. ICELAND stressed the need to
reach conclusions on differentiarion before Kyolo,

IN THE CORRIDORS

Several participanis provided faverable reviews of tlie
non-group’s efforts to fulfill its non-mandate of streamlining the
Framework Compilation, One participant reported that the
non-group narrowed the options and will submir a revised text (o
AGBM. Anether commented that some delegates appearced
unclear on the concept of streamiining and used the nyeeti ng as
An opportunity ta regurgitate tengthy. all 180 Familiar positiens,

THINGS TO LOOK FOR TODAY

AGBM: Picnary will convene at 10:00 am in the Plenary 1
Hall o consider QELROS,
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Memorandym

To; Please 3ee Attached List
] _
Erom; USDELEIGencva, Mark G. Ham(
Sybiect: Negotiations under the Framework Convention on Climiate Change

Periodic Update No. 7 for March 3/4, 1997

This message timnsmits unolicial reflections on activities aud developments during the climate
negatiations which are toing held in Bonn between February 24 and March 7, 1997. While the contents
are unclassified, this rep:rt is inteaded for usc by officials of the U.S. Government, only. This report
covers activities from th: afternoon df March 3rd through the morniny session on Tuesday, March 4,
Also included are more (2tajled repotts on maetings held earlier this week prepared by USDA’s Whitrgan
and State’s Wickwire; tv+0 pages frorh the latest edition of “ECQ”, the rag published by environmental
NGOs , which includes 1: GO reaction to the EU “numbers” and » criticism of U,S, propasals, as well as the |
repart of the “Earth Neg.tiations Bulletin” covering all plenary acriviries for Monday, March 3. The final
paragraphs can be used z: a DAR itein a3 destred and appropriate.,

Climatg Talks. Update Ny 7 (March /4%, “Simplifying” Gets Complicated as AGEM Plenary Plaps 1o

AGBM Beging to “Simp 5f}i'£dm::m_uenmmu_pf_thnmm
i

With Chairman Iistrada of the Ad Hoc Wurking Group on the Berlin Mandate (AGBM) insisting
that the task before the body Is to “siy? plify” the compilation document, rather than 10 negotiate jts
elements, the plenary oprited on March 4 with 4 discussion of the policics and measures (PAMs) portion
of the document. Few ¢cicessions ware mude by those Parties which subm imted items for inclusion in 1his
section, but the Chair indizated that h» had cnough impur to produce a revised document, ar least for a part
of this section. The U.S. 1nade the point that its view that nothing need to be specified in the PAMs had not
been included, and we suj:gested that ]rhis oversight be corrected in the revised version.

The EU’s length: list of PAI'IB was critleized for its specificity by China and by ourselves,
although the EU emphasi;ed, in repest interventions, the importance which its attaches to PAMs. The
Iranians and the Saudis b;th chimed i with eritical comaients, and both emphasized that they did not want
to sce any part of their pr:posuls removed. The Saudis look this view one step further by Insisting (hat
countries be given the op :urtunity to yetain aspects of proposals which may be ultimately withdrawn by the
Party initially proposing 1liem.

What was more noteworthy than what was said in this plenary meeting was what was excluded or
postponed by the Chair.  China and T'anzania (speaking for the G-77) both called on the Chair, for the
sake of “clarity”, to temc v¢ the EU’s Annex X and the U.S. Anuex B trom the proposed negotiating texr,
because these are not witly o the Berlin Mandats (sic). Reflecting remarks he had made to us prior to this
meceting (pls see below), 1 surada notec) thar Annexes will be discussed later and mentoned (somewhat
ingecurately) that for now (hey did not involve G-77 countries and should not be a cauce for eoncarn,



03-04/97
daroas97

13:50 D202 738 7338 OES/STH dondso1s

18:02 TT49 22833928238 AMEMB BUNN ECON _
More Action ip the Sid:: Meetings

The more {atesusting actior for the moment is taking place outside of the main halls in the various
consultations which the “hair is holding with Partles, Ata late evening dinner on March 3, Estrada
essentially said that he wants to try 1o find a W3y t0 sort out the problem of Annexes “outside of the
protocol process if necessary.”  He voiced his opposition to joint implementatiion with credit for non-
Anuex [ Parties (althoujsh he sounded supportive of J] within Annex I); sounded sympatheri¢ about
emissions trading and esnissions budgets and did not mention Afticle 16 on ‘cvolution,” (We know that
he opposes its inclusion n the negotating text being prepared for June 1.)

Prlor to the Maich 4 plenary, we met with Estrada along with Mexico, Korea, and the EU to
discuss the EU and US 1espective graduation annexes, Ilere, Estrada expressed concern about the
pressurc he is feeling fron the G-77 and Chlna to remove these frolu the negotiating mandate. Estradc
said that he wants to “er capsulare” e oncept and remove it as a point uf open contention during this
session. He agked the Pirties present to get together to try to find a way of defining a graduation paragraph
in a manner which might make it more palatable, Korea was quits Iorthcoming in indicating that it prefers
our Annex B to the EU’; fuzzier forraulation. Mexica also indicared & similar sympathy, although it is
clear that they would pre:%r to cut a deal with the EU rather than with their North American neighbor.

We agreed to dicuss our Annex B concept further on a bilateral basis with concernad countries,
Iowever, we pointed out on three octasions during this conversation (as bluntly as we could) thar any
suggestjoin thar our Annix B should be remaved from the lext was not acceptable. We are prepared to
flesh out our concept mce afier we Have additional discugsions, but we might not be able to meer the April
15 deadline. Estrada s:|d he would iry to hold back the foodgates on this matter, but ha said he would
need our assistance. W.: pramised him some wrinag puints he could use to counter the argument hemg

advanced that Annex B i3 not within/the scope of the Berlin Mandate.

EU Supporting a “Kygto Mandate”?

One surprising «isclosure intluded an EU remark thar, while they will oppose the inelusion of our
Article 16 on “evolution® in the propused logal instrument, they will in fact support a Kyoto Mandatc
which covers the next ste)s expected in the climate change talks, This statement was made to us privately,
and following inquiries, 1 was indicaled that the EU might even be willing to make conclusion of a
Protocol or other legal in:numen; cortingent on the approval of an appropriate Mandzate on follow-on
steps,

EU’s Numbess Arrive — ure with a1 Intesested Whimper than a Regisiaped Biang

As reported in Uddate No. 6, the EU ministers decided on a fixed target of 13 percent for the year
2010, Only ten percent ¢1"this was diferentiated at the present time.  If Parties agree to a 15 percent
reducrion, additional allo: wtions will l'e made, The reaction around the room has been quiet. The EU
decided not to make u statsment an this at the moming plenary, delerring a statement until later. The
NGOs routinely applaude: the announcement as hopefully putting, more breath inta the negatiations, thev
however crilicized the lacic of &ny mentioa about 2005,and indicated that this emission musl be taken carc
of by Kyoto,

Iis clear from d:1cussions with various EU Teps that Whis decision was taken on a pursly political
basis. Tt does not appear [ be backed up by any degree of analysis, Agreement on a level and certain
already harmogized PAM: was the thrust of the decision. It was also suggested thar the EU expects the
U.S. to back them away from the 15 petcent targel. The EL is contident that it can make the 10 percent
target which they have al:ady distributed amoag the member couatries.
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us. “Qgg and Pony™ Sliaw a Succcks

To a pucked audience, Mesbr, Pershing, Forrister, and Doniger responded w0 questions posed
about our propopsed pratocol framework at a lunch-time gatherlng on March 4. Among the concerns
raited were ones dealin;: with qur atlnexcy, Articls 16, JI, and amissions trading. Perhaps the bluntest
question came from the liead of the fapanesa delegation, Ambassador Tanabe, who asked if the U.S.
Congress will approve enything agrded t at Kyota (perhaps Tanabe has been talking to members of t)ie
staffdel in attendance at “his conference.) ,

Together with 1 round tatile discussion of March 3rd, our proposal has now had a fu]] public
aiting. Dr. Pershing ex:eeded even our boldest cxpectations with his fluent presentation of our proposal,
and his adept handling «-* questioas ut the March 3rd round-table. Even delcgates who do not agrue with
us ((including Malaysia :ind Tran (whiose delegate commented: “You've got quite a team!™)) stated that our
proposal is the most concrete ane présented 1o date. (A contrary view is contained in the accompanying
ECO submission.) :

Aflemoon Activities: 1se First “Nea-Group” Meets: NGOs_and Labor Goneerns

The Chair anncimced that thie “non-group” on Article 4.1 — advancing the implementation of
commitments - will sttt on the afeinoon of March 4, There will also be the roundtable on
differentiation which wat discussed i Update No. 5. 'We were asked by the Australians to sit on the
panel as “critical observiits” but decii ed, offering mstead to pepper the panel with appropriately
provacanive questions. ]

We will be mecting with entironmental and business NGOs after this aflcrnoon sessions, as well.
One issue which will Un:loubtedly arise is their exclusion from the “non-group” weclings (decided by tlie
chair with a bang of his javel yesterday). NGOs complain that this sets an ugfortunate precedent. The
Chair argucs that these a*» not formal negotiating sessions and invelve only submissivns mad eby Parties.
Henee, in his view, only arties shouid be included.

We are ancmpting to Intercede with the Secretarat to allow an AFL/CIO represcntative address
the plenary tomorrow wiian other NGIOs will be speaking, Ifthe Secretariul bulks (and we see no reason
why it should), we will nut press the point. In any case, one hopes thal the staternent, if made, is more
accurate than the recent (1°eb 20) AFL-CTO Gxecutive Council press release which wrongly states that the
Berlin Mandate “specific: Iy excludes developing nations frop emission reduction requirements.” This
will be music to the ears ¢f China and the Philippines, and will not help make organized labors® case any
more effective. '
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The following paragraphs can be us=d as u DAR items as desired or appropriate:

Slimate Talks, Update lo. 7 (Marc]; 3/4): ~Simplifying” Gets Complicatad ¢ AGBM Plenary Plans 1o
Braak Off into “Non-Gi+ugs” '

With Chairman Estrada of ihe Ad Hog Worklng Group on the Berlin Mandate (AGEM) insisting
that the task befare the i:udy is to “simplify” the compilation documnent, rather than negotiate its clcments,
the plenary opened on }urch 4 with a discussion of the policies and measures (PAMs) portion of the
document. Few conces: ons were mpde by those Parties which submifted items for inclusion in this
section, but the Chair intlicated that he had enough imput to produce a revised document, at least for 2 part
of this section, What w15 morc noteworthy than what was said in this plenary meeting was what was
excluded or postponed by the Chair., China and Tanzania (speaking for the G-77) both called on the
Chair, for the sake of “clarity”, t rqmove the EU’s Annex X and the U.S. Annex B from the proposed
negotiating 1ext, becaus:: these ure ngt within the Berlin Mandate. Reflecting remarks he had made to us
prior to this meeting (pli se¢ below),'I:strada noted that annexes will be discussed later .

As this poin su;zgests, the siore interesting action for the moment {s taking place outside of the
main halls in the variou: consnitatiesis which the Chair is holding with Parties. At 2 late evening dinuer
on March 3, Estrada ess:ntially sald !;hat he wants to try to find a way to sart out the problem of annexey
“outside of the protocol process it nepessary.”™ Prior to the March 4 plenary, we met with Estrada along
with Mexico, Korea, ancl the EU o dLscu.ss our (the EU’s and ours) respective graduation annexes. Here,
Esuada expressed concern about the pressure he is feeling from the G-77 and China to remove these from
the negoriating mandate. FEstrade sa"}d that he wants to Yencapsulate™ the conecpt and remove it as a puint
of open contention duriny; this session. He asked the Parties present to et together ro try to find 2 way ol
defining @ graduation paragraph in a manner which might make it more palatable, We agreed to discuss
our Annex B cancept furiher on a bilateral basis with cancerned countrics, [lowever, we pointed out that
any suggestioin that our /\nnex B shcllnld be removed from the texr was not acceptable.

)

Oae swprising Jisclosure intluded an EU remark that, while they will oppose the inclusion of our
Articlc 16 on “evolution ** they will il fact supporta Kyoto Mandate which covers the next stcps expected
i the climate change tals. This staiement was made to us privatcly, and following inquiries, il was
indicated that the EU mijzht even be willing to make conelusion of a protocol or other legul instrument
enntingent on the approval of an appropriate Mandate on followson steps.

As reported in Update No. 6] the EU ministers decided on a fixed target of 15 percent for the year
2010. Only ten percent . this was diLﬁerem.imcd ar the present time. If all Parlics agree to a 15 percent
reduction, additional allocations will be made. The reaction around the roum has been quict. The EU
decided not to make 2 stz) ement an tis at the morning plenary, deferring u sietement until later, The
NGOs rovtinely applaud:+d the announcement as hopefully puttiug more bresth into the negotiations.
However, they criticized the lack of ahy mentlon about 2005,and indicated that this omission must be taken
care of by Kyoto. '

The Chair annonaced that th: "non-group” on Article 4.1 -- advancing the implementation of
commitments — will start on the aftcnioon of March 4. There will ulse b the roundtable on
differeptiation which war discussed il Update No. 5. We were asked by the Ausualians to sit on the
panel as “critical observers” but declined, offaring instead Lo pepper the panel with appropriately
provocalive questions.

We will be meeting with environmental and business NGOs after the afternoon sessions, as well.
One issue which will undoubtedly arise is their exclusion from the “non-group” meetings (decided by the
chair with a bang of his gevel yesterday). NGOs complain thut this sets an unfortunare precedent. The
Chair argues that thase at¢ not formal lnegotiating sessions und involve only submissions made by Parties.
Hengce, in his view, only i’artics shoull be ineluded. (Hambley)



March 3, 1997
AGBM, Session 6, 1st meeting
Carol Whitman

Chairman Estrada open:d the sixth session of the AGBM, held 3-7 March 1997 ar the Stadihalle
in Bad Godesburg, Bont, Germeny, He noted that singe the fast mecting Parties had added a
significant number of praposals axld he was concemed with the lack of agreement betwean
developed country Parties on subslantive isenos. He undarssorsd the imperative for developed
countries to take the lea: in reducing emissions, noting the difference between developed
countries' wasteful consumption and developing countrics' poverty. He bemoaned the lack of
percent reduction numb:rs in subn'ritted proposals. Michael Cutajar, Executive Secretary,
mentioned that this was 1he last meeting before the 1 June 1997 deadlinc for circulation ofa
protocol text 6 months prior to its zonsideration by COP-3 in Kyoto. Proposals are still arriving,
Tanzania stated the G77/China exyected strict adherence to the UNFCCC, Decision 1/CP.1, and
the Berlin Mandate on guidelines, scope, policies and measures (P&Ms), quantified emission

limits and reduction obj:ctives (QELRO:s), Article 4.1, ete. The provisional agenda was adopied.

Routine administrative business was conducted. The Chair proposed forming two non-groups to
exchange ideas and siraplity proposals: (a) one on introductory elements, institutions and
processes, and final elements to be chaired by Mr. Takao Shibata of Japan; and (b) a second on
continning to advance t implementation of Article 4.1 1o be chaired by Mr. Evans King of
Trinidad and Tobago. The Plenary, under the AGBM Chair's leadership, would deal with P& Ms
and QELROs. Several ¢aveloping country Parties expressed concern with their delegalions
being too small 10 atten¢ all the meetings. Severa! Parties expressed concern with how the
process would select sor:c proposals for inclusion, and exclude others. The proposed
organization was adopte:. The Chairman ruled that participation in non-groups would be limited
1o Parties (closed sessions). The session was adjourned to begin the Roundtable on New
Proposals.

—ag T / @0ng/015
/ 13:51 @202 736 73386 - DES/STH
Yo earer 18:05 T49 2283392838 AMEMB BUNN ECON

@ooe

5



738 7 douTs015
/04497  13:51 202 738 7338 OES /STH @
0?030/4049/'97 18:06 =49 ZZSJJBZSJ§ AMENB BONN ECON 997

Report oo the Informal Foundrable on Parties® Proposals
AGBM-6
March 3, 1997

On Monday morning, tt: forinul mezting of the AGBM adjourned to allow time for informal presentations
on Partics’ proposals in:|luded in the compilarion document. Other Parties were also permiticd to ask
questions. Poland spok on behalf of several other Central European countries, emphasizing legally
binding policies and we:sures, and ¢iitferentiarion based on GDP per capita and a Party*s share of global
emissions while dismissiag Formulaslwhich should not serve as substitutes for palitical decisions. On
behelf of the EU, the Netherlands miide a brief preseniation on their propasal which clarificd previous
points but provided 5o £o:w information (Annex X = QOECD + CWEILTs; Joint Lmplementation, for now,
means jointly implemcn: ng policies and mensures (PAMs), and PAMs in their Annexes A&B should
apply to Parties iu Anney X and to any Parties which voluntarily sign on to them). Tanzania followed with
the developing country 1t antra: the AGBM process should strietly adhere to the Berlin Mandate, uo ucw
comminueats for develaping countrits, etc., but added thar G-77/China members arc not calling for
specific PAMs for Annei [ Parties. France and Iceland also made predictable prescntations on their
differeatintion schemes: liowever Frapce added that non-Annex I countries shonld “progtessively
implemen(™ policies in 9. 2ir economit development, Questions fram Malaysia, Venezuela, Mauritius and
Switzerland touched upcn differentialion criteria in the Icalandic proposal and whether one could develop a
variable to take into aeec int historic Tesponsibility for emissions, The U.S. also pased quéstions on
eraduation modalities fo- Annex X inithe EU proposal and how 1o congjder the impact of Annex I response
measures on nen-Annex ! Parties. In'its comment, China expressed a concem that Parties “misundersiood”
the Berlin Mandate in their attempts 1> pick and choose among its elements. Iran's presentation on the
need for compensation fo- the potential losses by oil-praducing states resulting from Annex I response
measures ended the mom ng session, but not before the U.S. asked whether Iran had data for determininz
the level of compensation (answer was basically no).

In the afternoon, Australiii began with| its version of differentiation which prompted queslions from
Malaysia on emissions trading and from China reiterating the necessity of staying within (e Berlin
Mandate. Saudi Arabia 2nd Kuwait picked up where Iran loft off on the whole compensation issue, The
U.S. and others came bacl: with queriss on whether developed countries, which are dependeat on fossil fuel
exports, would also be el ;ible for compensation; whether solar power producers would be liable for
damagos for cutting into ‘he fossl! fucl marker; and whether countries that may have 10 pay higher prices
for oil would also receive fands. Ttaly called into question whether the compensulion fund, itself, would be
Icgal since the GEF is the only funding mechanism for the Convention. After cunsiderable discussion, the
Canadian representarive « sined thar change in Encray sources was inevitable and who's to say that a shift
from lossil fuel sources wouldp'y happen anyway. Tn a presenmtion alony, our lines of thinking, New
“ealand stressed flexibilis in terms of timing (cunulative budgets), locution (emissions tading), and
coverage (all GHGs and ¢inks). Dr. Jonathau Pershing then made & detailed presentation on our proposal.
Questions came on tradin;, (Malaysin), eritcria for Annex B (T bailand), the level and diszibution of
commitments (EU), and t:e legitimization of pollution and Wie ypurions ereation of 2 market through
wading (Iran). Uzbekista, on behalf of several like-minded states, closed out the day with a call for
studying the ways and me:ms to reducy the economic consequences of response measures and for
differentiation, GIP per cupita should/be the main eriterion,
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At the invitation of the Chair, WMC! gave a short presentation on the WHO/WMO/UNEP report
on Climate Change and Human Health. The Secreturiat then introduced its report oD progress in
the development and tran:fer of technologies and workplans. Venezucla and Japan discusscd the
Climate Technology Initi: five and workshop, emphasizing needs for eapacity building, training.

' cooperation with host country governments, technology transfer, and technology information
coenters. Tanzania, on behalf of the G77/China, noted in its remarks that in Article 4.7 of the
Convention, effective im;lementation of comumitments by developing countries was dependent
on technology twansfer by Annex I Parties. ALl must be considered supplemental, not
conditional. AOSIS Parties and Inclia placed particular emphasis on adaptation technologies.
Malaysia, Nigeria, Marshall [slands, China, Saudi Arabia, Thailand, India, and Mauritius
specifically supported or.:-stop technology shopping ccaters and regional technology centers,
and the need to expand the University of Amsterdam survey on technology nceds to all
developing country Partivs. Developing country Pardes requested preferential and concessional
terms of gansfer. The USA and Japan emphasized the role of the private sector, while China
took exception to this, irdicaling that the private sector was responsible for much pollution in
developing countries. M.any G77 Parties brought up the issue of Intergovernmental Techmology
Assessment Panels ITAYs) and the Chair suggested considering the establishment of two
ITADs: one on technoloyry and ancther on methodologies. Australia said that it was important 10
look at how the governmental/institutional/policy environment within the host country can
cncourage investment. J'inally, the GEF gave a short report on its Science and Technology
Advisory Panel's activit.2s in technology transfer.

The Chajrman indicated that the contact group on AlJ was making good progress and invited
Parties to remark. Tanz:nia, for the G77/China, noted that credil for AlJ should not be
considered until the end of the pilot phase (end of 1999). Zimbabwe commented that Al is
currently very limited iu its geographic distribution and sectors. The Netherlands, for the EU,
supported the G77 pesit on of no credit for AIJ, The USA deferred comments until the report of
the AIJ Contact Group vas submilted.

There was an informal session (no wanslation) in the evening to discuss SBSTA's conclusions.
Areas of contention included: (1) national communications for non-Annex I Parties; (2) the
development and traustixr of technology; and (3) cooperation with relevant internatiopal
organizations. The Philippines and Malaysia didn't like & draft recommendation for non-Annex {
Parties to voluntarily submil grecuhouse gas inventories. The Philippines insisted on language
from Axticle 4.3 that the agreed full costs of the inventory be provided by the operating enuty of
the financial mechanisin. The USA insisted that this language would limit funding by other
sources provided for wrder Article 12.5. Malaysia supported a conclusion that the Secretariat
should sel up one-stop i;pecialized information centers and regional information centers for
technology transfer. The USA felt this was premature since there had been no review of existing
facilities. A compromise was reached to request the Secretariat to report on exising networks
and regional centers, modalities and financial implications regarding the possible establishment
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SBSTA, Fifth Session, 3ri meeting
Carol Whitman

of one-stop information cunters and regional technical centers. Kuwait submitted alternative
language for conclusions :n cooperztion with relevant international organizations, reflecting
their continuing concerns uver the Technical Paper on The Implications of Emissions Limitatiors
and Reduction Proposals (TP4). A compromise was reached.
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SBSTA, Fifth Session, R:port of the Session
Carol Whitman

In its fifth session, SBSTA took up a series of {ssues ranging from its cooperation with other
intemnational organizatious, to methodologies, to the development and transfer of technologies
and the uniform reporting format fer the pilot phase of AIl. At the conclusion of the session,
SBSTA had not agreed on the election of its officers. But the Chair reported progress and hoped
discussions would conclude the following week during AGBM 6.

The SBSTA received reports on the Climate Agenda's research and observational systems,
prompting less develope:. country Parties to Tequest a greater role. Tensions in the relatonship
between SBSTA and the IPCC were apparent. Developing country Parties complained of
inadequate scientific representation in IPCC activities and an inability to control IPCC's agenda.
IPCC released two more technical papers: Simple Climate Models and Global Stabilization of
Armospheric Greenhous: Gas Concentrations. The IPCC's technical paper The Implicatiors of
Emissions Limitations a»d Reduction Proposals, which will consider emissions profiles
proposed by countries t be includéd in protocols, generated much consternation within the
Kuwaiti delegation. Kuiwait felt thiat the paper should be turned into a special report and consider
the socioeconomic implizations of emission limitations by Annex I Parties in addition 10 ihe
physical implications of temperature and sea level rise.

The issue of national conmunications from Anpex I Parties was poncontroversial. Many Parties
are anxious 1o see reports on techrology transfer activities in the second national
communications, due April 13, 1997. The UK has already submitted its report. The atternpt of
some Parties to get SBETA to invite non-Annex I Parties to voluntarily submit greenhouse gas |
emission inventories was rebuffed by the G77/China after several contentious debates. The G77
were suspicious of Anpex [ motives and demanded that the agreed full costs of preparation be
provided by the operating entity of the UNFCCC financial mechanism. Reference to this was
deleted from the final conclusions.

The SBSTA adopted th: recomméendation of the methodologies contact group to request the
Secretariat to develop «:oping papers on cight methodological tasks, in consultation with the
IPCC. No decisions wize reached ona division of labor between the IPCC and bodies of the
Counvention, although 1he SBSTA. noted the view of the JWG that the IPCC should take the lead
for methods related to (FHG inventories, climate change impacts, and sociosconomic 0 st-benefit
analyses. SBSTA requzsted progiosals to reduce the cost of publication, translation, and
dissemination of reports by April 15, 1997.

Since the Seeretariat v-as unable to finish its report on mechanisms for consultations with non-
governmental orgapizations, discussion was delayed until SBSTA 6. The EU was particularly
dismayed. The SBST« invited $Bl to consider this issue also.

The development and 1ransfer of technologies received more attention at SBSTA 5 than any
other issue. There wete many meetings on the Climate Technology Initiative and a long list of
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conclusions, such as; (1) request the secretariat to expand the technology needs survey to include
all developing country Puties; (2) zvaluate and assess technology information centers and
networks, and consider the value-ailded of one-stop specialized technology information centers
and regional techmical ce:aters; and ‘(3) consider the establishment of intergovernmental
technology assessment p:nels on methodologies and technologies at SBSTA's next session.

The SBSTA adopted a uniform reporting formar for activities implemented jointly (AlJ) under
the pilot phase. The G7i/China, with support from the EU, maintained there should be no credit
for ATJ during the pilot jhase. The USA urged Parties 1o have SBSTA evaluate the issue of
credit during the pilot phase.

Conclusions were adopt:d and SB3TA completed its work on time.
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Ezo has been published by N+ -Governmen:al Enviranmental Groups at major internariona| conferences since the Stackholm Envirmmen;

Conference in 1972, This éssue 11 produced fo-operatively by CAN groups ariending the Climate Negotigtions in Bonn, F bruary-March 1997,

European Union Moves ~ Finally!

The best news of the day came Menday late
aftemoon from Brussels. There, EU Envirop-
mental Ministers finally agreed on a joint pro-
posal W put forward 1o the climate ne; otiations
in Bonn. The core of this proposal is : binding
emissions reductions commitment fi' 3 15%
Cut in greenhouse gases by 2010, Mis; ng from
e propasal. however, is the most sssendal
2005 wrget year, with the AQSIS Frotocgl’s
20% reduction in CO, emissions remiining the
only specific proposal for that year,

To quote from the Council Condlusions:
“Ihe Council regrets the lack of firm ommit.
ments so far from other Annex X (4o they
mean "I"3] Panies. It agrees that the Zlommu-
nity should propose that Annex X Partiss. indi-
vidually or jointly. in accordance with 1he Bar.
lin Mandate, shall reduce crmission l:vels for
CQO». CH,. and N,;0 together (weighied toual,
using GWP <Global Warming Potentiat> with
2 }00 year ime-horizon) by 15% by 2010 (ref-
erence ygar 1990y . This EU-decisicrr is the
first essential one on climate change mi igation
since ils promise In 1951, prior to the si mature
of the Convention in Rio. o stabilise Co,
emjssions bascd on 1990 levajs by 1he ysar
2000.

Thus, afier so many failures of the EU 1o
mainain. or even actively show, lezadership
within Annex [ countries, ths recent (eision
will hapefully breathe some fresh alr it the
currently deadlocked negotiations of thi;: weeak,

Despitc NGQ acknowladgment of it pasi-
tive characier, the EU proposal has terious
shorieomings which need 10 be improved on
the road 1o Kyoto:
* the crilical target year of 2005 is s1i, miss-

ing, though the EU promises o del ser on
that one @t is next Council medtir 2, We
hear thut the EUs biggest island nati:n and

its Chunnel parmer, (UK and France) pra-
vented the 2005 agresment which the Duich
presidency had ubled. We hope that these
natlons will improve their performance
ASAP, as the 2005 goal is essandal 1o get-
ting which is needed 1o ensure the carly ac.
tion necessary (o prevent 3 dangerously high
fate of climatc change. Due (o these delay
tactics, the EU will be unable 1o formally
table 2 2005 target, 3s the next BU Environ-
ment Council is after June g1, This is the
deadiine for a protocol proposal 10 be for-
mally abled for Kyoto.

« basker approach; The originally praposed
target of the Dutch presidency contained a
baskel-approach of greenhouse gases. A
Basket approach js unacceplable from the
scientific point of view, However the Duteh
proposal contained cxplicitly 3 cut of €O,

continued on back page. col 3

The Access Questio

NGOs are very disappointed by the Chairm
decision 1o exclude us from important nego
ing sessions. Simply throu gh the establishn
of 2 new category — "DON-SIoups™ — a yer
day's meeting, the ruics of wansparency

public participation no longer apply, We
concemed that impoaar decisians relating
the operation of the instru:memt baing neg
ated no longer have cur inpur.

The lengstanding rule has been that obse
ers may awtend all subsidiary body meed:
As the AGBM is a sebsidiuy body, the
applics to the present negotiations. We do
think this rule should be circumvented.

Qne of the major diplomatic achievement
recen’ years has bee; the democratzation
international environmental covemance. Pyl
participaion and transparcncy have beco
hallmarksofintermational ¢n vizonmental rapim
NGOs contribute to the success of these regin
alevery level by developing the science, inform.
the public, marshalling politics] support, prodd:
recaleirant negoxiators. and croviding front I:
roops w implement and menitor these regim

The principles of ransgarency and full p
licipation apply for all sceseditad NGOs, T
process is nol served by e xcludi ngany group w
alegitimale intercstin the owicome, We appes)
members of every delegation who suppon NC
paruicipation [o feconsicer yaslerday's decisic

Editotial

South Counters U$
France = Zeo Poinis

PAMS

To integrate or Differeruaie
Ludwig

Conference Repans

T . Inse
Closed informal non-group in session yesterday | NGO List Inse
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The proposal by the Council of the Eu-
ropean Union that industrialized ¢oun-
ties should reduce their GHG emis-
sions by 15% by 2010 from 1990 levels
is at once welcome, overdue and
flawed. ‘

Failing to set a year 2005 tar;et at
this stage fundamenially weaken: the
EU's position. AOSIS, whom th: EU
has been keen to support in the pust is
entitled to feel betrayed by the omission
of this year and the 20% CO, redvution.
The EU Ministers have promiscd in
their Council Decision that there
“should" be a target for 2005 ~ an:. they
should adopt one at their June Council.

Whatever the faults, however, of the
EU Council Decision, it is far 2hzad of
the US and Japanese non position::

The dismal, cynical and repetitive
carping of members of the US cetlega-
ton about the European Union a0d its
credibility is at best a rhetorical

_smokescreen o cover the ernbara:sment

of its own lack of action. The L3 pro-
jections for 2010 are for an incruase of
15-20% above 1950 levels and it has
nothing like the analysis of the m:asures
required to reduce its emissions by 15%
which the EU has actually condue:ted.

The favourite US Jine is that tht: Euro-
peans talk big and act little. One Fus only
10 reflect. however on the Montreal Pro-
1ocol meeling in 1990 that agreed 10 phase
out CECs by 2000, The US initizlly op-
posed this and one of the key arg;iments
used was just that, In the end the :urope-
ans were right, the USA (and itshould be
noted, one former head of Delzgation
Robert Reinstein) were dead wroag.

The US should just face the fact that
action is needed. the EU is tab:ng this
seriously and bring forward its awn
emission reduction larget at the earliest
Qpporwunity. .
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Peter Otinda, CNA; Bamba Ibrahima,
COMNGACT and Ranon Sales Jr., CANSEA
The US auempt to hoodwink other Pasties into
accepting their draft protocol just may fail, as
it has been greeted with resistance by members
of the G77 and China, They perccive the US's
failure to attach specific numbers to its

proposal g5 a demanswation of Ametiea’s lack

of .:ommitment to push the negotialons
forward, The US introduction ef a new
caiegory, Annex B — eounuics with no legally-
binding obligations that would voluntacily
adopt an emissions budget = is sezn by &
nuniber of developing countsics as 2 way of
smuggling in new commiuments, conurary o
the Berlin Mandate and the Convenuan text,
and 15 a possible attempt to intraduce division
amang the G77. Onc developing country
¢haracierised the US proposal for muld-year
gresnhouse gas budgets. emisslons rading,
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South Counters US Proposals

banking and borrewing as a way of
legitimizing envirommenal pollution. as wall
as a lack of acceptance of responsibility for the
historical build-up of GHGs.

The message of the G77 i <lear = thay arc
nat ready [0 accepl any new conmilments. and
the nepatation process roust nat deviate from
the Berlin Mandate and the Convenlon text.

It remains to be scen how this proposal.
descibed by many couniries as oo compli-
cated to be adopted in lime {or Kyoto, will be
simplified. There are cicarly many queston:
which nezd o be directec 1o Jie US delegare!
in today"s briefing on their praposal. These ré
Jate to the practical implemeniation of the pro
posal; the ability of the Parties to monitar U
process; the fesources for mouitoring: and ex
actly how developing countrics that do volun
tarily choose to endorse the proposal and adog
emission budgets will Berefit.

7.ero Points for French Officials

By Antoine Bonduelle, RAC France

The fact that the EU figures released yesterday
showed zera commitments from France is 2 na-
donal disgrace, but by no means surprising.
France's Industry Minisiry representative spenl
much of ycsterday moming in animaled discus-
siong with well known fossil fuel lobbyist Don
Pearlman. This is likewise unsurprising. After
all, the French Industry Ministry is home ta the
infamous M. Lewurtrois of the Energy Depart-
trvent (DGEMP). This high level civil dis-serv-
ant was recenty quoted as saying that his de-
parument might have 10 give way on the 15%
target, but that he personally would make sure
that it it not implemented. For those in the
present negotiations who faveur renewables as
a climate friendly solution, Leteunois will slso

be familiar 2s the man wha publicly said (at i}
Metz hearings during the Natiohal cnargy ar
environment debate) that the queston is n
“whether ‘we should encourag= renewable ene
gies”. bul “should the stala allow them
grow™ (with an implied "n0™) .

While considering misdeeds by French ¢
ficials, we should not {orget the current Hou
ing Minister, the right honourable M. Periss
When questioned on commitments [or e
building codes. as explicitly included
France's proposal for Berlin (COP 1), the ny
distinguished gentleman replicd thar as a jun
minister in the Chirac goveramenl, he did )
feel obliged to fulfil commitments made un
Balladur, the pravious Prime Minister. Kesp
the good work!
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HIGHLIGHTS FRCM THE SIXTH
SESSION OF THE AD HOC GROUP
ON THE BERLIN MANDATE
MONDAY, 3 MaRCH 1997

The sixth session of the Ad Hac (:roup on the Berlin Mandate
(AGBM-6) of the UN Framework Czavention on Climate
Change opened on Monday, 3 March 1997 in Bonn, Gemmany.
Following opening statements, deleg;ites adjournad the formal
session and convened an informal rcund table on new proposals
from Parties. Panties elaborated on thzir proposals and responded
(0 questions. Delegates also agreed tu convene “IOR-groups™ (o
exchange vicws and merge differem aroposals.

OPENING SESSION

AGBM Chair Ratl Estrada-Oyucia (Argenting) noted the
considerable number of new propos:ls and called for long-term
sustained efforts from industrialized sounmies. Fe said changes
would be neither easy nor inexpensive, but addes that the costs
resulting from inaction far outweigh the costs of preventative
measures. He welcomed Dan Reifsr 1der (US) au rapporteur.

FCCC Executive Secretary Michi &l Zammit-Cutajar noted
that AGBM-6 marks the last session prior to the six-month
deadlinc for circulating 2 draft prot :ol. The negotating text
must “contain the secds™ of the fina! outcome and there should
be no surprises after 1 June 1997.

The WORLD COUNCIL OF CHURCHES appealed 10
delegates 1o act now and noted that delayed action will involve
cven higher demands. He said clim:ic change is an issue of
global justice and called on AGBM o promote lifestyle changes
in developed countries, '

The secretariat introduced the ' ‘amework Compilation of
Proposals” (FCCC/AGBM/1997/2 ind Add. 1), “{mplementation
of the Berlin Mandate; proposal frcin Partics™ (FCCC/AGBM/
1997/Maisc.1) and “Comments from. Parties” (FC.CC/AGBM/
1997/Misc.2). Regarding the organ: zation of wark, the Chalr
urged AGBM to produce, elaboralt on and stresmline a
negotiating text to be ready by 1 Jute. He propased establishing
1w “non-groups™ on¢ non-group tu focus on institutions and
processes, final elements, definitions and the przamble, and one
nan-group 1o work on continuing to advance commitments in
Article 4.1. He said the main purpc:ie of the nou-groups is to
exchange views, rather than to neg:tiate, and to merge different
propasals into one text in order to *cilitate adoption of a
negoliating text,
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CHINA, IRAN and MORQCCO, on behalf of the African
Group, requested clarification on the division of asks berween
non-groups and asked whether the non-groups would address
P&Ms and QELROs. The G-77/CHINA, suppurted by the EU,
MALAYSIA and the AFRICAN GROUP urged for a limited
number of additional groups, givan the constraints facing small
delegations. CHINA also cautioncd AGBM not 1o “waste time”
on issues related to instinutions and definitions. The Chair said
P&Ms and QELROs would be addressed in Plenary zad noted
the value of institudons and legal systems.

The EU urged countries to provide input in legal Ianguage and
streamline the Framework Compilation 1ext by focusing on
achievable options. The EU also suggested that the Chair
develop a protocol or another legal instrument by 1 Tune, if
AGBM does not complete this work by the end of the week.
[RAN aid the EU proposal was premature and SAUDI

ARABIA urged that AGBM complete a negotiating text and not

leave work for the Chair. The Chair noted that non-groups will
be open only to Parties and will not involve negotiation.

ROUND TABLE ON NEW PROPOSALS FROM PARTIES

AGBM Vice-Chair Suphavit Piamphongsant (Thailand)
opened the round table and noted that 18 new proposals have
been submittad. The proposal by POLAND, BULGARIA,
ESTONIA. LATVIA and SLOVENIA, stated that QELROs
should be legally binding. Proposed criteria for QELROs
include: GDP per capita; each Party’s contribution to global
emissions; emissions per capita and/or emissions intensity of
GDP. He also preferred the “menu approach™ for establishing
measures to be adapted by Parties.

The EU proposal includes a general commitment for Parics
listed {n “Annex X.” which would consist of OECD members
and countries with economies in transition, [t groups P&Ms into
Annex A (mandatory), Annex B (high prioriry) and Annex C
(priority). The proposal allows for jint implementation and
voluntary application by nan-Anncx X Parties.

The G-77/CHINA urged AGBM 1o adhere (o the Convention
and the Berlin Mandate and refrain from developing new
commitments for non-Annex [ Parties. The G-77/CHINA
proposal calls for: ensuring that P&Ms have no adverse
socio-economic impacts on developing countries; establishing a
concrete compensation mechanism for damage in developing
countries arising from implementation of regponse measures; and
senting QELROS within specified time frames, such as 2005,
2010 and 2020,
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FRANCE propesed differentiating ihe commitracats of Annex
| Parties according ta present emission levels of greenhouse
gases per inhabitant and per GDP. He yoposed coordinating
P&Ms at an international level and ccusidering joint measures
berween Annex 1 and non-Annex | Partics.

ICELAND proposed differentiatio s and the fal lowing
parameters for identifying differences in national circumstances:
GHG emission intenslty and level, shirc of renewnble energy
sources and GDP per capita, He supp:rted the fonnula Norway
presented at AGBM-5, amended to account for the: sharc of
renewable energy. MALAYS(A comniented that parameters are
changing regularly. MAURITIUS incuired about 4 supervisory
mechanism for this formula. VENEZ.JELA, supported by
COSTA RICA, suggested “historical 1esponsibility” as an
additional criterion for differentiation, SWITZERLAND added
»past cfforis™ by countries to reduce jjreenhouse gas ¢missions as
another ¢riterion.

[RAN'5 proposal opposes CO2 taxas, energy Lixes and new
commitments for non-Annex [ eounties. His sugyestions for
reducing GHG emissions include: a freus on all GGHGs,
market-determined energy prices, rervoval of subsidies on coal
_ and polluting energy sources. develosment of renewable energy
sources, enhancement of sinks and attzntion to prxiuction and
consumption sector activities and inéustrial processes. RAN
also proposes 4 compensaton mechar ism for adverse impacts of
response measures. Responding to Z IMBABWE, IRAN nated
that its proposed compensation mecksnism is designed ta
compensate countries that incur losst:; due to polices and
measures stipulated by the AGBM legzal instrument and does not
provide funds far countries that incu- damages resulting directly
from climate change. The US sugge:tcd that the proposal
requires AGBM to project the consejuences of nan-action and
asked what methodology would be ured to make such a
projecion. IRAN replied that furthe details would be supplicd at
a later date,

AUSTRALLA proposed; 2 collec ive reduction objective far
“Annex A™ Parties, which are those . sted in Anrex I of the
ECCC: midgation activities that resu tin equal parcentage
changes in per capita economic weliire among * Annex A”
Parties; differentiated commitments; use of indicators in the
negotiation process; and further consideration of market-based
approaches such as emissions trading: and joint implementanion.
The proposal also supports 8 regula review process that Parties
may activate in regard to their own ;>mmitments. Respanding ©
MALAYS1A. AUSTRALIA said farmula approiches are oo
simplistic to account for wide variations among souniries’
circumstances and emphasized that :ifferentiaticn is not a means
10 delay action, but to achieve fairnt: 2. AOSIS asked why
supporters of differentiation had not pooled thewr proposals and
requested information an how diffe::ntiation weuld work in
practice. CHINA. sxpressed concerr that emissicns trading would
replace povernment commicnents v/ith activitie: of firms and
individuals.

KUWAIT. NIGERIA and SAUTIL ARABITA supported the
propesal by the G-77/China. They wepressed concern about
economlic 2nd social consequences :  develope, country Parties’
policies and measures and requeste! adequate compensation for
developing countries. They recallec Armicle 4 3(h), which refers
1o countries whose economies are Fighly dependent on income
generared from fossil fuels, and 4,10, which states that Parnics
shall take Into consideration the spe-:ific needs ind concems of
fossil fuel producing countries and zdverse effe=ts resulting from
the implementarion of commitment:, They noted that developed
counuy Parties should takc the lear! in combating climate
change.

The US asked; whether developed countries that export fossi
fuel or suffer from increased oil prices are eligible for
compensation; whether developers of solar power are liable for
injury: and whether devcloped countries that take action 1o
prevent damage in developing countrics are also liable under this
proposal. SAUD{ ARABIA reiterated that developed country
Partios should bear more of the burden and accommadate such
effects through measures like differentiation. [TALY painted out
that the Convention does not include a compensaton :
mechanism. SAUDL ARABIA, supported by IRAN, noted
Article 4.8, stating that funding action be considered in regard to
the spacific needs of developing countries, KUWAIT noted his
disappointment that the developed countries' proposals do not
mention any provision for developing countries’ compansation.

CANADA noted that economic change in energy scurces has
sccurred over the past century and will continue regardicss of a
protocal. SAUDI ARABIA emphasized that it is the right of
every Party to try (o minimize the adverse impacts of an
international binding agreement according to provisions given in
the Convention,

NEW ZEALAND emphasized the importance of floxibility
with respect to time {multi-year average emission limitations);
place (emission wading): and coverage (all GHGs and sinks).

The US proposal contains: emissions budgets (banking and
borrowing emissions), annual reports on measuremnent, reporting
and compliance by "Annex A" and "Annex B" countrics, Annex
B would contain countries that have voluntarily entered befare
protocol adoption; non-compliance measures (¢.£. denial of
opportunity 1o engage in emission trading or loss of voting
rights): continuing to advance implementation of Amicle4.l,
pamiculary "no regrets” measures, emission trading between
Partics with budgets. and joint implementation between all
Paries. Several countries noted the complexity of the US
proposal. Ln response to the EU, the US highlighted the ability of
couhmies 1o determine their own budgets and the penalty for
emission borrowin;. THAILAND suggested that AGBM not
spend time disaussing emissions trading.

UZBEKISTAN praposed differentiation for Annex 1 Parties,
according to the level of economic developmeat and GDP per
captm. He urged for flexibility regarding cbligations of countries
with economies in transition, and developed-Ccountry support for
non-Annex [ country activities,

IN THE CORRIDORS

Several AGBM participants commented on developments
towards a common position regarding QELROs within one
regional economic integration organization. Despite its internal
debate on burden sharing, agrecment was reached on a common
targer. Some delcgates suggested that this common position
could advance the entire AGBM process by sparking a
mransatlantic debate. In contrast, others characterized the
proposed target as “unrealistic” and doubted it would be taken
sertously, One developing country delegate said the propossl
could sharpen AGBM’s focus on strengthening developed
country commitments, while others noted thar the target’s
timelrame greatly lesscns its impact.

THINGS TO LOOK FOR TODAY

AGBM: Plenary will convene at 10:00 am in the Plenary I
Hall and begin consideration of the preparation of protocol or
angther legal instrument. Following Plenary. AGBM will divide
into two "non-groups.”
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USDEL/Geneva, Mark G. Hambley’a/'

ect: Negatiations under the Framework Convention on Climate Change
Periodic Update No. 6 for March 2/3, 1997

Memorandum
To;
Erom

This message rinsmits unosTicial retlections on activitics and developments during the climate
negotiations which are b:ing held in Bonn between February 24 and March 7, 1997, While the contents
are unclassificd, this report is intended for use by oflicials of the 1J.S. Government, only. This report
covers activities {rom the evening of March 2nd through the morning plenary and roundeabje on the
morning of March 3rd, We are also including the latest editlon of “ECO™, the rag published by
environmental NGQs ait:ading this meeting which provides one with the flavor of the proceedings, albeit

from a bighly blased and unforgiving source! The final paragraphs can be used as a DAR itcm as desired
and appropriate..

Climate Talks, Update Ny
Watchword as this Sessis

ABGM Chair Adopts Cz.

Despite the cert.iin forcboding air which underlies this AGBM meeting, Chairman Ambassador
Raoul Estrada opened th:: plenary on Monday moming, March 3rd, with a calm and patently unthreatenin g
demeanor, As anticipate-f in carlier updates, he organized two what he called “non-groups;” the first to
handle principles, definitiins, and issies related to the preamble and a second group to deal with the
advancing of conunitmer s under Article 4.1 of the convention. Trinidad/Tobago’s Evans King will chair
the latter group, while Ja:an's Shibat: will chair the former. Estrads himself will chair the plenary which
will address policies and ineasures and QELROS. In respanse to requests from the G-77/China, Malaysia,
and others, only two of th s three groups will meet at any given time.

Estrada clarifiec that the 1ask: of these groups is to “simplify” the portions of the comprehensive
compilation which has by prepared - not to “negotiate™ it, He stressed repeatedly that he wants Parties
to find areas of similarlry and — shawing flexibility and good grace -- agree to shorten or compress those
areas where it is possible 1o do so.

Both Malaysia and China tricd to get Estrada 1o clarify the “mandate” of thess non-groups and,
more specifically, to authurize them v remove items which are geen to be outside the Berlin Mandate.
Estrada declined 1 cise to this undoubitedly attractive bait: Instend, be said that, as “non-groups,” they can
have no mandate, He rei::rated that their task is to simplify, not negotiate text,

The EU, China «1d Malaysi. all voiced support for having the Chair compile a text if the AGBM
fails to complete its work by March 7. Iran, Kuwait, and Saudi Arabis all indicated that this action would
not be acceptable. They :ndicated thixt “all points” must be inclhuded in the text prepared by the six month
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deadline. Concluding &is portion of the debate, Chairman Estrada indicated that he wants to receive
proposals from Parties on 10w to compress the text, By June, a text comtalning “all of the seeds" of the
agreement will be needed. It will not be possible to Intreduce new ideas after that date, although he left
open the possibility that a13ditional amplification of existing proposals would be possible. Hc also said
that he is not necessarily ~ed to the cuncept of the wao non-groups which he had established. Qthers
might be created to replac: or supplement these as required. In this cantexr, China expressed concern that
the group would *“waste it time” with these issues when the key ones are QELROs and policies and
measures.

The roundtable <1 the naw proposals was begun after the adoption of the agenda and
establishment of the non- jroups. Amiong those speaking were Poland, the G-77/China, France, Ieeland,
and Iran. The Thai chai- of the praceedings held all questions until Iceland which was then inundated
With unsympathetic inquj ‘ies on its differentdation proposal. We then intervened with questions for the EU
(on its Annex X), for Poliad (how its proposal meshed with Ieeland's), for the G-7%/

China (whar exactly are th2y doing o advance 4.1 commitments?) and for Iran (regarding how a
compensation mechanism would be implemented). None of the answers were particularly illuminating,
although the EU stated thit it would te praviding names of countrics it belicves are prospective
candidates for Annex X (inplying that these might be more than just Mexico and Korea).

Rumors About the EUI N jmbers

Rumors about thi results of the EU ministeria) in Brussels are flowing around the room. We have
seen one news report whi:h states that the EU has agreed to a cut of 15 percent by the year 2010, with
only 10 percent being difii:rentiated arnong the EU members at present.  The remaining five percent will
be distributed in the futur:. The EU delegates are meéting this aftemoon, so we should be able to
confum this news report li.ter in the duy.

The Prass has Armjved

Sarah Silver arried and talked with us for 45 minutes on the night of March 2. We are

cooperating as appropriat:, and she appears conteat with our efforts.  Another repartey from INSIDE EPA
(Tony Kreindler) has alsc made his prasence known.

Comment:

Thus far, the AGI3M has proveeded quietly. At a dinner on March 2nd, Chairman Bstrada
indicated somewhat more forcefully than he had last Friday that he may have 10 use his prerogative as chair
to remove from the text virlous items whish he sees as outside the Berlin Mandate. Included in this
category, he sees our con: :pts of Annzx B and our Article 16 on evolution. He also has in mind the EU’s
Annex X and OPEC’s calupensation niechanlsm.  Estrada gave no hins publicly that he is actively
pursuing thls idea. At boili the COP Eureay meeting on Saturday, March 1 and at the March 3 AGBM
Burcau meeting he emphicilzed the theme he later publiclzed at the AGBM plenary: namely, that the
name of the game is to s inplify, not negotiate.”  Whether in the end he will decide thart “simplification™
roeans that he can lop off large and sriall chunks of various praposals, with the caveat that they can be
addressed as sidesnegotia: ons in time for final resolution in Kyoto, remains to be seen. End Commeng,
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nmenial Graups al major intermarional confarchees since the Stockhobn Envirenment

Compilation Comprehension

By Tessa Robertson, Greenpeace;
Kelly Sims, Ozone Aetlon and
Merylyn McKenzio Hedger, WWF
One of the most imponant Lasks for Par: es al
AGBM 6 must be (o slim down the 111 pages
of the Framework Compilation and fts : iden-
dum into a sensible negotiating text. VWhile
amalgamating similar ideas may prove rela-
tively uncontroversial. countties will undaube-
cdly resist losing any past of their own p “)pos-
als. even thosc which patently have little
chance of being agrecd in Kyeto.

The Kyoio Protocol must include ¢main
tlements if we are (o move [owards the ac- jeve-
ment of the Convention's objective. In ad Jitjon,

thers are clearly a rafl of self-serving proposals
which must be deleted from the Compilation.
We thought it would be helpful to delegates
not only 1 produce a checklist af what we
tink must be In the Prolocol, but alse what
musi eome aut. Since our goal is o make tha
Compilation less weighty, we have done your
wory for you, and counted the number of para-
graphs we think you don't need.
Whit should be in the Kyoto Protocol:

- Legally binding emission reduction
cbligations for all grecnhouse gases (CO;,
methane, N0, HFCs. PFCs and SF)

- Emiasion controls set an a gas-by-gas basis

¢ A 20% cut in CO. emissions

» 1990 baseline

* 2003 as the first year for emizsion reduction

targets

A flac rate targer _

If emlssion budgets are used th=n paricds

should be no longer than 4ve ,2ar5

* Reviews of emission recuciicn commit-
ments at Jeast cvery five vears

* Policics and measures icantifiad by the
AGBM as requiring agreement and inlema-
donal co-ordination in order for Pantias o
meel the emission reduction tarrer

* An effective compliance and monitoring
regime

continued on back page, col. |
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proposals into the compilalion document
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ha Sacrelarlal nas developed innavalive 1echnologias in Synthesising tha various Partias’
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2000 Economists

Exclusion Zone

There have been rumours tha shes week could
invalve closed sessions. with 20238 danjad tg
NGOs, and distinguished reprasentatives
should perhaps know that ihis nas led 10 @
number of contingency plans. Instead of an.
tending negotiations, NGOs wewld end up have
ing to spend 8-12 hours & dav bricfing the
press. informing their membhars worldwide as
o what negotiators here are up o, and bumam:
holing delegates wherever they cun find them
outside: in restrooms. comiders and hatgl lob-
bles.
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The Sorry State of Play

['s hard to imagine how these negouauons
could get morc sidetracked from their c.on-
tral purpose of agresing on a substay, jal
reduction in indusidalized country er-js-
sions, as a first step towards achieving he
treary’s ulimare abjective,

The world's largest emittar has com: 1o
Bonn with a full complement of position: on
conuoversial issucs ranging from emissicns
trading and joint implementation req.ir-
ing negbuiation by 2005 of binding develcp-
ing country commitments. This has had 1he
predictable effect of polarizing the deb:te,
Conspicuously missing is any construe jve
contribution to progress op QELROs,

+ The 13 members of a promineat regicnal
economic coordination group, meanwkile,
arebogged downininternal squabblingwtich
has prevented them from providing much-
needed leadershipin thesenegotiarions, T ey
are dangerously closc to substantiating 1he
charge from the other side of the Atlantic a1
they arc all talk and no actjon, _

Other industrialized countmies oceu oy
their Ume by puring forward either s:If
serving differentiation schemes or hoge-
lessly vague constructs of p’s and q's. £.ad
developing countries sesm 19 be nising to
the US Dait, focussing their energics on re-
sisting efforts <o renegotiate the Berin
Mandate, rather than effecruauing it.

Lastyear, 2,500 scientisis provided whar
funisters acknowledged to be 2 compellig
pasis for action 1o reduce emissions. L st
month, some 2.300 economists siated | is
possible to reduce emissions without hain-
ing living standards. This week. several h in-
dred delegates seem 1o be suffas ngacollic-
tive failure of will, no doubt ajded and akase
ted by what the authors of the economi:: s
Salement lermed “the mislcading claims :ut
forward by special interast groups,”

The clements of an dcceplable agr:c.
ment are in the Chairman’s framewsrk
compiladon, albeit surrounded by mouns
of diversionary or downright harmful t .
This AGBM session must start soning e
wheat from the chaff,
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SBSTA came (o many conclusions at its final
session, The NGO Consuliagive Mechanism wag
essentially postponed until the next segsion, The
only iddition was Venczuala's “decp™ regret
about the delay in the Secretariar's report. After
the long hours Thursday night, there was relss
tvely linle controversy aboy cooperation with
relevanl intemational orgamizations. Kuwait
se2med 1o be overruled bacause SBSTA far-
mally “thanked the Chairman of the IPCC for
his informauve report and noted the new tach-
Nical papers. With tegards to the Technical Paper
on the environmental implications of prelecal
proporals. SBSTA requasted the IPCC 10 ke
into eccount the saven counuy submissions on
this topic and "reflect these contributions, whare
appropriate. in the development” of the repar,
“National Communications from paties in-
cludec: in Anpex I to the Convention™ was
adopled despite an intensc discussion about a
“full stop.” “Nen-Annex [ Panjes” was much
mare cifficult The delegate from the Philippines
felt that paragraph 3 was not in the spirit of the
Conventon, The G77 stated that the GEF should
fund the preparation of netional inventones byt
the US and EU disagrecd so this paragraph was
ultimarely deleted due to the impasse, ‘‘Mcth-
edological issues” was adoptad with no discus.
sion but most of these Issues were deferred until
Parties made submissions (by 15April 19971 on
the content, priorities and liming of methodo-
logical activitics, “Development and ransfer of
technologies™ spurred quite a debate abour Inter-
Bovemmeantal Technical Advisory Pancls
(TTAPs). The G77 urged SBSTA 1o ser up [TAPs
withoyt delay while the EU “Urged SBSTA not
todo so," Ha Ha The final result was insplred by
Tanzaria with EU and U$ comnpromises, Basi-
cally. SBSTA will take up the {ssue at the nexi
sessior. We were particularly pleased with Iran,
for once. because it really insisied thar wansfer
should be absojutaly “clean” technologies, not
Just “clzaner.” His logic was lost on us, bul it /s
beger grammar, On AL, the yniform reporting
format was adopted with minor chanpes. The
US weaighed in with a rather political statemen)
on AL Apparently, since we've now got a uni-
form ruporting formar ang “gver 40 successful
projects” we may not nesd 1o wait until 1999 o
assess :he pilol phase, Nat surprisingly, the US
intervention ended by putting “crediting” on SB-
STA's agenda for next time. It selactively inter
preted venain pans of the recent US ceonomists’
siaiement on market-based mechanisms 1o s p-
port the: US enthusizsm for 1T,
$BI! Friday

The SE] went painfully through the drafi con-
clusions submitted by the chaimman, Text on

doos/007

@ 007/009

communications from Annex [ and non-Anpgx
I Panties was agrecd €3siiy. wiih the SBI ep.
couraging Annex 1 Pames 10 jubimnit their see.
ond national communicayons on time, and re-
questing the scordaniag (o Keep it infamed of
PIOEress on non-Annex I Parly communicg.
tions.

Very painful for your iong «uffering Reo
ieporar was he interminable dissussion on the
conciusions on the programme budget, Firse the
Netherlands proposed addiional eXt EXpress.
ing concern over the inerease in the budget.
then China added a paragrzph on the need for
the budger to be in line with the Convention
and COP decisions. The USA then dug in its
hetls, saying the exisng text was perfectly ad.
square, and that if the others insisied, they (oo
would sugpest new text, And so it went on,
undl they al] agreed 10 withdraw, snd we waep
back pretty much where we Started, That's jp.
lemational negodation far you.

The contact group report on the UNGA
special session on agenda 21 wer thraggh un-
challenged. but the conuact group on finaneial
and technical ¢ooperation had not yet provided
lext. A special mecting of the SBI -l be held
this week to agree conclusions on this issua.

Finally, there was anothcr cidless debate
On the secuon on amrangements far COP 3.
China and other developing counuies werg
cancemned thal they weren't ambushed by an-
other surprise like the COP 2 ministerial decla.
raden. and supported language which weuld
require substantive propasals 1o be submilted (o
paries well in advange. This was vpposed by
the USA and the EU. and the deadlock wag
only recanciled by comprom)s= tex; drafied by
the Execulive Secletary for the Chajr.

f{AG]3 Friday)
{On Frday [AG13][ the Groupj sputtered 10 2
close with some raflex bracketing of Annex I
1 [its)[their) Repori[-](-] the
(substantive){main] {par][portion] of the docu-
ment[[... 10000000000

More significanly. China suggesid that
the main body of the report might be gliered to
reflect the fact that there was raihe: mora con-
sensus in the Group than was jrdicasd by the
text. The Netherlands (EU) agreed and the now
familiar Euro-Chinese drafiing £roup sel 1o
work again. this time unsuccesstully - probably
owing to e fval antractions of a sunny after-
noon and the imminent NGO paty.

As a coda, Chile Suggested (hat the Group
el the rest of the Convenian progess that
AG13 may not Finish its work unii) COP4,
whenever that is. Afier some discussion il wag
tacidy agreed that Eco shouid undsrinke this

Lask,
M"SSUEL?-MARCHJRD lrm‘—h-_
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Swedish Nuclear Decision Welcomed

The Swedish government's decision 1 shut
deum the country's large nuclear powe- plant,
Sating in 1998, has bean welcomed b many
people in Europe intercsted in enviror inantal
protaction. Last year the Swedish Prima vfinis.
2r dzclared that Sweden would become 1 world
leader in creating an ccologically sustijnable
socicly; the decision on nuclear power Is 1een as
the firs imponant step in creatng a systsinable
energy system, This is alse the reason thn those
intecested in climaw protection are congrarulat-
ing the Swadish sovemnment evan thoug s thare
ure fears thay nuclear power woyld have 1o be
replaced by imported electrdcity from coal-fired
Damish plants ar by natural gas. Howe' tr, the
govemment has declared that energy sav g and
invreased development of renewabla Ene vy wil]
replace the elecireity from e first nucle ir reac-
101, Increased CO, amissions fram the «insport
sectar will be replaced by a rapid introduy::ion of
aliernaave fuels,

Envirenmenal organizations in & veden
havs long urgued thar nuclear power cnald be
“phased e and CO; emissions reducee ot the
s Ume AL presenl nuclear power plants

supply half of Sweden's elecuricity. most of the
rest being hydroeleciric. Even with nuclear
power out of (he picture. CO; emissions could
be reduced by a whird through increased effi-
cieacy, greaier use of biafuels, and taxation 3d-
jus:ments,

Swedish per capita electricity ¢onsumption
is three umes higher than in the EU a1 large.
Lidustry. including the power-iniensive sector,
figures relatively low in this 1ol A great deal
of uldctricity is on the ather hand used for space
hesling and in wasieful ventilation and lighting
svsiems. The polential for increased ef liciency
is enormous.

Sweden {s adout cyual in wea to France
and Spain combined, and is masily covared in
ferest. Even allowing for nature proeetion and
the needs of the tmber and pulp industrics.
considerable quantitics of biomass could be
burnt for heal and powaer.

Biofuels and combined heat and power will
be paramount in a sysignable Snergy System
for Sweden. Combined-vyele unis, wiih gaxifi-
cation of weod amd the bluck liquor from
pulpnaking. are o be buih,

“_lt

Taxes will need further adjustment. A1 eyr.
rent tax raies, biofuels arc already compedtive
in many areas. Following thz 1591 introduction
of 8 general CO. emissions wax (equivalent 1
about 4 US cents per kg). they have alresds
replaced ¢oal to a very considzrable extent in
district heating, However, the ta¢ shows man:
discrepancies: for example fossi: fucls for el
uicity generation we exemn cven for com.
bined heat and power. which sives QppeaLnL.
ties for jugaling the accouris
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What they said...
by Annic Petsank, EDF
More than 2,300 leading ceonomists. Including
3 Nobel laureatcs, have announced in a stau-
ment shat “global ¢limate ehangs earries with i
significant environmenaal, economic. social,
and geopolitical risks,” and that “prevenus::
steps are justifiea.”

Burther; “sound economic analysis shov's
that, there are policy opdons thai would slocs
climau change without harming American 4/-
ing! s:andmu and these measures may in fact
impmve US producdvity in the long em,”

“The statement also says that masket-bas:3
pohqws are the most efficient approach, and
that, an jnernational emissions wading agree.-
ment is required. They point to two marbst
mechariisms, carbon taxes and e auction of
emisslons permits, that can implement climn &
policies efficiendy st the domestic level.

, This staement has betn widely reported n
the. Us and UK press - an unusual experierse
for most practidoners of that atherwise disrial
sciénee. It has been compiled because, in their
wortds, “As the climate debats unfolds. t is iin-
perauve thaz public pelicy be guided by sound
economics rather than misieading claims ;ut
forward by specia) interest groups.” Take Une,
Gecl

i «.And What they Didn' Say
by Clive Bates, ITEC Eurape
In Friday's SBSTA meeting, the US trled to 3dd
some ' academic weight (0 {5 arguments ‘or
Joint Implementazion. claiming :“As more it an
2,000 economists recently noted in a foral
statement (copies of which are at the bacl: of
the room), JT efforts will substanUally rccuce
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the ¢osts of any effort 10 address the prablem™,
This had NGOs scurrying to the back of the
oom 6 se= what thc cconomisis had really
said.

Well. nothing about IT actually. The econo.

mists had actually said: *...for the world o

achieve its glimate abjectves at minimum cost,
a co-operadve approach among natons {s ra-
qulred - such as ap intermational cmissions
vading sgreement”. One crucial difference be-
twean such emissions wading and Annex I w0
non-Anpex 1 JT advocated by the US is that all
participants must have some kind of quantified
lirnit to their emissions.

Without & limjt there is na baseline against
which equissions rights can be boupht and sold.
In conuast, where JT would allow crediting
where the hast has no emissions Umitadons, it
is difflcult o see how this can make 2 viable
market mechanism. The normal negotiating
tension berween buyer and scller would be abs
sent ani? the host has litde incentive 1o drive a
hard bargein over the carbon credited 10 the
investor.

Both partics 10 the J] have an incentive to
exaggerate the emissions savings and 1o credit
af] the savings to the investor, no mater how
uivial its contribution. The net glabal result?

More CO, could be releases,

Wilh JI between partiss which both have
accepl:d emissions limitations, the sitvation is
differc:yt, The host would have 3 clear incentive
to ensure that it actalned genulne emissions re-
ductions and would only offer carbon credits in
proportion to the value added by the donar/
investor. In this case, JT could became a viable
marke: mechanism.

AMEMB BONN ECON

~ Campilarion Comprehension, from . ]
What should »or be in the Kyoln Protoccl:
« The net approach (18 paragray hs)
«» The multigas, or bagket approach

(25 paragriths)
+ Relajve emissions targats .g. per capit
targels (1Q paragrphs)

* A dewalled emissions uading regime
(11 paragricshs)
Dilferanuiation of emission commitmant;
(33 paragri3hs)
. A late start e.g, 2010 as the first year fo-
emission large: reductions (12 paragriphs)
Emission budget periods longer than fi-
years (1) paragrapht with unspecifict time
periods)
= Ioint implemenation with Partias whict. do
nat have binding emission reduction ta* jets
(14 parag:iphs)

_tccur Np3 || voLumE xcv

+ “Borrawing" of emissions from future
buciger periods (3 paragraphs)
= The carrying aver of unused emissions to
the next budget period (“banking™)
(8 paragraphs)
+ Compensation mechanisms faor oll exponting
countries (12 paragraphs)
= New commitments for non-Annex | Parties
misquerading under benign phrases like
“evolutdon” and “no-regrews” (6 pacagraphs)
Towl: 163 paragraphs
163 paragraphs s more than half of the Compi-
ladon deleted. A good star.

Psassll NGO Parly. Wadnesday evening.
Aftor the Mayor of Bonn's recepiion. We
know we can't compéte but come aleng
afl the same. Walch this space for detalis,

FREE OF CHARGE

21009008

Wlth Regret. ..

Eeo received the following inervention on Fr-
day: “The Netherlands (not on behall of the
European Community and its Member Stalcs)
wishes to file 3 complaint on the absence of
illustration in this week's Ece. It fecls that in-
sufficient account has been taken of illiterate
members of the delegation and requesis part of
its monay back.”

Killing two birds with onc sicne. so 10
speak, Eca’s own interventon in reply la gur
most distinguished colleagues fiom the Nether-
lands takes the form of a picrure :=xplaining
why we are unable to remum any cash,

Rumours have resched Ludwig conceming the
wonderful loyalty of the represeniative at the
negatiadons of a ceftain large intemational aute-
mobile company, nated for the consistency of its
products and advertising message throughout the
world, Apparently, likewise, this gentleman I in
the habit of approaching the ladizs here with his
own universal message. which he obviously be-
leves will arract hem to his. er. product. Ludwig
understands that. as with the company. the level
of markel penetration is lower than desired,

By the way, Ludwlg was impressed by the
tact shown by the Australlan diplomats staffing
the embassy’s Boomerang Bar. scene of Friday
night's party. All of them prolcssed 10 know
nothing at all about the climaie conventian,
even though they are attending the AGBM,
Good on you, sports!

THANKS

The Climate Action Network would like 13 thank the
Envirsnment Minisitles of Germany and the
Netherlands, who have provided lunding far Eco,

With resoutces eontribuiad by: APC Netwarks
and BuroFax.

E
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Nam# Telaephone FAX
State Eileen Claussen 647-1584 Fax:;647-0217
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Te; Please Ses Attached List
From: USDEL/Cieaeva, Mark G. Hamble){/
Subject: Negotiativns under the Framework Convention on Climate Change

Periodic Update No. 5 for February 28 thru March 2, 1997

This message trat smits unofficial reflections on activitics and developments during the climate
negotiations which are bel1g held in Bonn between February 24 and March 7, 1997, While the contents
are unclassifisd, this vepo :: s intendec. for use by officials af the U.S. Governnent, only. This report
cavers activiries frons the nftemoon session on Friday, March 28 through Sunday, March 2. The next
update covering Monday, March 3, will be delayed because of the need 10 participate in multiple events
concerned with the negot itions. The final paragraphs can be used as a DAR item as desired and
appropriate..

Climate Talks, Update N, 5 (Feb 28-Mar 2); Bot Preg dIhe AGRNM Chair Stuggling
with Best Wav 10 Obrain Jtsults by Diecember Meeting in Kyoto
SBI and AG-13 Wrap Uy, Their Work, (Well Almast)

in afternoon sestions on Eriday, Feb 28, two of the three subsidiary bedies (the Subsidiary Body
on Implementation (SBI- and the working group on a possible consultative mechanism (AG-13) wrapped
up most of their work. (The SBI still has one item left undecided). The Subsidiary Body on Scientific
and Technological Advi:: (SBSTA) finished its work that moming, as reported in Update 4..

The AG-13, as raported earlicr, completed discussions on a very preliminary (aud tatally
brackered) text which w1 be the [ocus for the next meeting of the group in July. The text (based on a
China-EU composite) tal s about the establishment, objeclive, mandate, narure, functions, size, and
expertise for a possible nuwitilateral copsultative process.

The SBI completed discussion on the budget (detalls - especially concerning proposed
increases — are [o be provided to the Parties “well before™ the July meeting); the calendar (two blocks of
two wecek sessions prop-:sed for bott: 1998 and 1999); and arrangements for intergovernmental meetings,
A decision on the timin; for COP-4 will be lct until July. As reported in Updatc No. 4, the timing and
venue for this decision may well be driven by offers of eountries to hast the meeting.

Chinese and Others in_t:¢ G-77_Yoize “Discontent”™ with the"Geneva Declararion”

Over 90 minul¢s of the afiernoon session was consumed by a tugsaf-war between ourselves (with
an assist from the EU) :ind China over o phrase which China wanted included in the section of the report
dealing with arrangements for COP-3. Dr. Zhong, at his feisty best, complained that the Geneva
Declaration had come i a “big surprise” to his delcgation ((a complaint echoed by other G-77 members in
the room, including M aysia, Tanzania (speaking for the G-77), the Cenmral African Republic (unusually
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vocal at this meeting) and Niger)). Thus, China wanted tn he forewarned - by six months initially - if
any “new or substantive :roposal,” such as a ministerial declaration is planned at Kyoto.

AGBM Chuirm:in, Amb. Estrada, slulng in as Argentina’s representative, reminded delegates thar
the COP is free to do as it pleases. The SBI could “recommend” but it cnuld not direct.  Finally, a text
submitted by the Executive Secretary was accepted noting that the SR “recommends” that “,,....any new,
substantive propasal, ingliding propesals affecting the purpose and organization of the ministerial
segment, shauld be comir.unicated to all Parties well in advance of the Confarence in acecordanse with
normal UN practice.”

3Bl Contget Groups: “()ne Dowq: Cine to Go™

Of the two SBI contact groups handling outstanding issues, only the one dealing with the
statement to the UN Spe:lal Session 'vas able 10 conelude its business by evening's end. The SBI will
have to convene for a brivf meeting sometime over the next week to finalizc its report. Hopefully, by that
time the usvally effectivi: Chair of the: group, Mahmoud Al-Ghaouth of Mauritania, will have rejoined the
body. He disappcared on Thursday aftemoon into the dark depths of a Bonn ICU hospital facility.

Despite rumors about so:n¢ strange, trapical bug which had laid him low (to visit, one had to don plastic
gloves and face face matl:s as Al-Ghuouth was sllegedly in “quarantine™), it appears that he was only
ailing from food poisoniyg which was uncharitbly atributed to Air France by one German official. In any
case, he is now out of he! pital and is expected to be once more in attendance ag March 3rd.

ln any case, the ext an the input from the FCCC to the UN General Asssembly's Special Session
nexl June is quite acceprable to us.  We were able to remove potentially roubling paragraphs calling on
the UNGA 1o focus on priorities “including the issues of how developing countries can acquire the levels
of energy needed for thei- development” and on the need for “incrcased research by Governments and the
private seclor into energ , and material efficiency and more environmentally sound energy production and
consumption strategies.. " We also climinated suggestions that & number of initiatives of the
Commissiun on Sustainzble Development “are relevant for promoting UN system wide support for the
protection ol the global climate,” This may be true, bur we do not belicve that it is appropriate for this
Convention to be drawir ;3 these conclusions at this particular time.

Contretemps Over the GEF Contjgues Unabated

The second cortact group, dealing with the Convention's relationship with the GEF, worked
throughout Friday and it:o the late evening. At issue js when the COP will reach a decision regarding the
definitive starus of the CIEF as the ofcruting catity of the Convention™s financia] mechanism (it is now the
:interim” operating entity).  Despile u clear decision at COP-2 last July asking the SB] to to condu et a
revlew process at this m:etlng, inclu'dng on (he delinitive status of the GEF and to report the outcome to
COP-3, the G-77/China talked. Citng the decision at the December 1996 COP under the Convention on
Biolvgleal Diversiry, the G-77/Chinz. affirmed that it would be necessary to draw up guidelines for the
veview process, and urge:1 that these guidclines be sent to COP:3 for aduption as the basis for this and
subscquent reviews, wh'le werk progressed on the revicw.  Citing an arlier COP-1 decision, the
(3-77/China opined that the revicw itself heed not be completed until March /April 1999 (four years after
COp-1),

Faced with G->"7/China obstinence (and with na way to compell a decision at COP-3 over their
nbjectiains) QOECD courries led by the U.S. proposed: (1) to adopt SBI guidelines for this review (without
referring them to COP-: and without suggesting thart they will be enshrincd for all time) at this session; (2)
request countries 1o subnit views on thelr experience with the financial mechanism by May 15; (3) request
the Secretariyl to praepaie a sythesis repon based on these submissions; and (4) take the issue up again at
the SBI's July meeting.
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The G-77/China reluctantly igreed at 9PM on Friday night. The Secretariat will finalize the
clements of theh SBI's coaclusions and eiroulate them on March 3rd, whereupon the SBI will meet in a
brief session, as mention: 1, to complere jts report. (Nore: In taking its position, the G-77/China seemed
perfectly willing o abanlan any effort to use this review to incfluence te next GEF replenishment, the first
maeting toward which dctiors will meet in Paris on March 12.)

COP Prrsidenr Sees Neg(| for “Ministerial Intetvention” in the Negqtiating Progess

The FPresident o1'the Conference of the Partles (COP), Zimbabwe's Environment Minister
Chimutengwende, arrived in Bonn on Thursday and held discussion with various Farties on Friday
afiernaon, Feb 28. Duriny, our meetlrg, three mitlers/concerns were raised.

First, on the rule: of procedure, it was agreed that the OPEC countries (led by Saudi Arabiz)
posed the greatest obstuc.s: to reaching agreement. Bilatera) cantacts with the Saudis, Nigeria, Kuwajt and
Iran would be impartant. 1t was suggested that this problem might be raised in the coptext of German
Minister Merkle's forthce ming meeting in Dresden in late March in order to galvanize action on the part of
Appropriate countries ta i:ise this issue with various OPEC members,

A second paint rajsed by th: COP President concerned our proposal. He suggested (echoing a
comman theme around he::c) that several elements were “beyond the Berlin Mandate™ and could we not,
forthe purposes of these negotiations, agree [0 remove some of the more contentious ones?  We told the
President, with diplomat«: bluntness, that we do not believe our proposal contravenes the Berlin
Mandate. We heligve thit it offers us the best chance for reaching a conclusion in Kyato which meets the
ultimate objectives of the '>onvention. Any afiempt, at thiz point, 1o remove any portion of the text as
included in the Chairman'; synthesis document would be unacceptable to the United Stares.

The third point r1ised by the Minister was how he and other Ministers might be helpful in the
negotistions, He said thay he will be ut Dresden and at the April 8-11 CSD high leve]. He suggesied (and
we did nor disagree) that ‘lese meetinzs might offer ministers from key countries an opportunity to discuss
outstanding {ssucs and, hoafully, ta glve some direction to delegations attending the talks in July and
October.

AGBEM Estrada alo [.00: ing at Proguss lesuay

The Chairman o:"the Ad Hac Working Group on the Berlin Mandatc (AGBM), argentinian
Ambassador Raou! Estracii, also voiced his (alleged) nervousness at the product which the AGBM must
produce by April 15 in orier to meet the six month UN deudline, At a small dinner on Feh 28, he forecast
three problems with the LS. submissibn: the annexes, our Article 16 an “cvolution”, and joint
implementation. He salil that he fears the diatribe, which he fully expects from the G-77/China on these
points, will distragt the bely from its real work, which he described as coming up with a shorter text which
can be used both to satisf- the six manth rule and to serve as the basis for ncgotiation. He indicated that he
may have to use his prero; ative as the'Chair to delete items which are “inconsistent” with the Berlin
Mandate. He sald he weuts to help the U.S. but has difficulty -- even as the Argentinian head of
delegation — with aspeets of our propasal.  We told Cstrada that the removal of any aspect of our proposal
at this mecting Is not warinted and it not acceptable to us,

The Chyimman's ‘Food fo: Thought'

Alter much disc. ssion, Esrada intimated that he would not cut off any piece of our proposal
now. However, he opincil that it might be useful to consider taking those aspects thar (in his view) fall
outside the Berlin Mandsi«: « such as aur amicla on “evolution” and considering them in 3 pacalle]
negotialion which would :¢ decided a: COP-3, as well, [le added that a successful outcome on the
protoco] process could be nyde contir ECNI on 2 postive outcome to the discussions on this parallel process,

003
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as well. Estrada did not pursue tiis point, making it clear that he was proposing it mere as “food for
thought”™ ar rhis junclure.

Eacly Break-down into Contact Groups Poss

Estrada clearly 'vants to see ane document emerge from this meeting. He said that he is
consldering organizing th'ee large contact groups to auempt to come ta some conclusions regarding which
text should be retained aid which delated.  One of these (under the proposed chuirmunship of Jupun's
Takeo Shibata) would bi: asked to look into the question of the preamble, definitlons, and principles
(Note: we cautioned the (; hair not to tngage on the preamble at the present time given the controversy this
was sure to raise. End N:te.) A secend group (under Trinidad/Tobago's Evan-King) would addcess
Article 4.1 issues, while the third (prcbably under his chair) would address policies and measures (PAMS)
and Quantified Emission; Limisation and Reduction Objectives (QERLOS or “rargess and timetables.™).

Not Enamoured with Ow: Process Suggastion -- At Leacr Nor Yer

Estrada was not1aken by our suggestion that, for purposes of meeting the six month rule, the
tramework compilation could be Used as the document submitted to the UN by April 15. This text might
have jts paragraphs on denitions anc principles madified as agreed to at this meeting,  However, none of
the substantive {deas or n'commendations would be deleted.  The Chair and the Scercluriat might also be
asked to prepare a docurint which woeuld reoganize the cantent of the synthesis in 3 more user-friendly
manner. ((Comment: V'salso ran rkis Idea past a key Secretarfat member and & leading EU negotiator.
Neither was enthusiastic, ither, but one suspects thar both indlviduals may reconsider in the absence of
other palatable alternatis ss [ater next week. A key will be Germany, with whom Lstrada has forged his
closer working relationst ip. The Germans (and the Dutch) would be happy at this point it Estrada uses his
prerogrative to eliminate those aspects of the wext which they do not like (including joint implementation
and Arjcle 16 from our )1'oposal and the compensation proposals suggested by the Kuwaitis and other
OPEC countries,) The Clisir may havz a harder time eliminating the differentiation issue. End Comment. )

\line Differsntiazion

On March 1, Esiada chaired a mecting with those countries which had indicated either sympathy
Tor, or are actively advaceting, various differentiation concepts. These included Australia, Norway,
France, lceland, Switzerlind, and Japan. [In addition, he invited the EU (Bert Metz) and the U.S. Also
invited but not attending were Tanzaria (representing the G-77), China, India (and, we understand) Brazil
Estrada said that he hope: (hat the proponents af differentiatlon had used the intersessional period since
December to come up with one or twa concrete proposals. He stated that he only wanted to held a round
1able discussion on diffetentiation if taere are one or two concrets proposals. He sald that having five or
six countries express difl:rent views would not work and would not advance the process.

Tt was clear frory the discussioln which ensued that, although there had been considerable bilateral
discussion , na concerteid differcntiation option has becn prepared, When it appeared that Estrada might
be demurring on whethe: to hold a roundtable on this topic, we added our two cents that, while we have
strong misgivings about “he utility of the differentiation concepr, this point of view, nonetheless, deserves
& public hearing. As owr G-77 colleagues had nor aceepred this invitation, we also suggested that this
discussion should be held when translation is available, Subsequently, Estrada agreed to hold & round
table on differentiztion o: the aftcrnoon of March 4. At his suggestion, France and Switerland and Norway
and lceland are huddling o try to identify common ground, which they may bring to the round table.
(MNote: The French/Swis: proposals, with thelr cmphasis on par.eapita emissions are particularly odious).
Australia Indicated that i: will usc lts preseniation to emphasize common fearures and will nat atempt to
replay its differentiation roposal per sc.
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Comment: The dynamics of this menting were interesting. Everyone seemed o be wailing for an
oppartunity to direct the . fire arthe (LS. The Australlans, for example, expressed the hope that other
controversial ideas (read these of the (1.S.) alsa be subjectsd to es careful scrutiny as differentiation is
being given. However, we gave then no appartunity to shift the dlscussion away from differentiation, and
in the end, skated free. ,\.t one point, when the Swiss mentioned that they had exported some of their
emission-producing indutrics abroad (which is why Switzerland is confident of its ability to comply with
2 legally binding reductitn of 10 per:zent of CO2 by 2010 which is befare its parliament, Iceland responded
that one reason it was heving difficulty meering its emissions targets was because Iceland is now the host
to several of these Swiss industries. The Ieelander tald us privately, after the meeting, that he could easily
have singled our the U.S., as well, but was irritated by the Swiss attitude, so he picked on them, instead.
Citing one example, he izientioned the repositioning of a U.S. aluminum smelter in Iceland, a move which
is welcomed by the Ieeliiid trade and economic ministries. Nevertheless, this one factory alone, while it

will rely on renewable ¢:ergy, nevertheless is expected to raisc Iceland’s emissions by 5 to 7 percent. End
Comment.
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28 February 1997 J .
Memorandum )
To: Please Sce Attached List <
From: USDEL/Geneva, Mark G. Hamble/
Subject: Negotiations under the Framework Convention on Climate Change

Periodic Update No. 4 for February 27/28, 1997

This message truasmits unofficial reflections on actjvities and developments during the climate
negotiations which are brng held in Jonn between February 24 and March 7, 1997, Whilc the contents
are unclassified, this repc 1is intended for use by officials of the the U.S. Government, only. This report
cavers acrivities from thi: afternoon session on Thursday. Feb 27, through the moming sessions on Friday,
Fcb 28. We are also including reports on SBI, AG-13, and workshop meetings prepared by variouis
USDEL members (Silvei'nan, Schwengels, Breidenvitch, & Wickwire). We are also including the latest
edition of “ECO", the N(;O rag published, on a highly intermittant and flippant basis, with funding from
the German and Danish :nvironment Ministries. The final paragruphs can be used as a DAR itemn as
desired and appropriate..

MMELLMMMMMMMAMMML

as Three Subsidary Rodjes Wind yp their Discussigns

The three subsidiary bodies of the Climate Convention, which are meeting in Bonn this week are
in the process of winding: up their revorts with surprisingly gaed results on even some of the more
contentioius issues. Th: AG-13 will meet in final session on the afternoon of Feb 28. It is expected 1o
conclude with a completzly bracketed text which will be considered again in July. The text includes some
sighificant additions prcresed by China and the EUJ. The former’s additions appear aimed at ensuring that
the proposed process w ‘1 never raview implementation at any time, while it also appears to want any
multilateral consultative: process to bie able 1 intercede on the behalf of countries having funding
problems with the GEF  As indicated, chis text is fully bracketed and will now be consideregd 2gain iq July
(and in October, and age.in in 1998 one suspects)..

SBI Stjl Snuggling wir with Many Issugs, Athough Some Kev Decisions Takeq

The SBI dealt 1n0st of the ay on Feb 27 (and for a good portion of the night) with three ssues:
budget, retatlons with t:¢ GEF, and calendar.  On the first of these, the most interesting aspect was a
comment made by China which wanted all funds reated 10 emissions trading and the review of non-Annex
[ communications remaved from the budget. We, of course, opposed this proposal. nthe fine! language
being propossd for adeption, the Sscretariat was requested (o prepare a budget “taking full account of the
views expressed by delcgations at $BI-5.” Acceptance (which still awaits EU assent) follows a prowacted
effort by China and the: EU to add ¢pecific language about the nced for full justifications of the increases
proposed (by the EU) 111d an expression (by China) which would have ticd the budget proposals to
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Convention provislons ancl 1o appropriate decisions of the COP, We inststed on the original formulation
without amendments, W12 the morning meeting ended. China had agreed to this buta dispute beiween
Italy and the Netherlande 1tpeaking for the EUJ) caused fjnal action to be postponed,

Cooperaijon with the GEE.Remaing Sticky: Calendar Not a Problem for Now

On relations wit's the GEF, the issue of the petiod of revicw of the arrangement was stili withour
resolution by mid-day on friday, despite a late night session, an early moming (8AM which is like dawn
in these negotiations), ane 3 side meeting during the regular SBI plenary. We are confident that
something can be worked sut, however.

The calendar Issuz was partially resolved in another evening contact group, with delegates
deciding not 10 accept a proposa) (strangly advocated by Chairman Estrada) to hold the Ministerial
segment at the start of C(12-3, In the end, those favoring the Ministeriz| at the end of the meeting made
thelr point, It was deciderd that COP=3 will be scheduled for Dec 1-10, with the Ministerial slated for Dec
8-10, Statements by Mir- sters will be permitted, but some innovative mechanism (such as a revamped
roundtable) may be used "o make more efficient use of the time available, We scored some points with the
NGQs by suggesting thar 1ime be mads available for NGO representatives 1o speak during the COP

plenary.

The question of the timing for COP-4 was left open. China (supported by the G-77) continue 10
insist that faiurth COP m. st be scheduled for 1998, with the US., EU, and most JUSCANZ members
calling for early 1999. /.ction on this is likely 10 be deferred until the July meeting of SBI, after
consideration of potentia. offers too hast the conference, with a suggested date and venue, (Comment: In
this regard, only half in j:st, we might want to offer to host the confarence in Hawaii in F ebruary/March
1999 -- both to signal ou- commitment to the process and (o ensure that annexes are on the agenda for
COP-3 in December 199;. End Comment) There is no mention of when Annex | and [I will be
reviewed, despite a rather sharp exchange of views on this topic at the evening session of the SBI on Feb
27 (with China wanting 1his to be discussed at COP4 in 199§ and the U.S. proposing that the topic should
be introduced in 1997). Dur position was happily strengthened by the necessity o review the request of
the Czach and Slovak R¢publics to include their names in Annex l. The SBI approved this rcquest and
agreed (o take up the issuz “when It comes to review te lists in Annex | and Annex T to the Conventions.
This should logically tal:¢ place at the aext COP - in Kyoto in 1997,

Vi ed in SBST: on Al)

The Subsidiary 3ody on Te:hnical and Seientific Advice (SBSTA) concluded its work in a most
satisfactory manner on I':b 28.  This result was ig spite of difficulties encountered by the two contact
groups on AlJ and meth:dological issues and a camplaint from Kuwait about the IPCC’s proposed
handling of a technical 1¢port on emissions trends. The lancr concem was finessed in language adopred by
the SBSTA plenary.

We also got whiat we wanted in terms of a reporting framework and AlJ methodology issues.
Some delegates appeare:! stunned (both Brazi! and Venezuala, for example) by our agresment that no
credit should be given curing the Al pilot phase. Qur statement on how we believe thal the pilot phase
does not necessarily have to cantinue to the year 2000 and our strong support for 1] with credit was
warmly welcomed by ELil Representative, John Novak. It did not provoke the anticipared outburst from
the G-77/China, perhapi because Caina’s Dr. Zhong was in SBI and the equally strident critic (Phillipino
delegate, Bernaditas Muclier) were not in the room at the time.



— —VE/Z8/9T U 18:0T  ®49 2283392838 T —

+02/28/97 13:30 o202 738 7338 OES/STH douds 013

——

@1005/007

5

AMEMB BONN EcCON

Comment

At the time of thit writing (9AM EST), it appears that both the SBI and the SBSTA will complee
their reports with results t1oadly satisfactory to the United States, There is a current brouhaha over the
Secretarlat’s proposed report to UNGASS from the convention (over paragraphs relating to energy), and
there are numerous additional opportunities for mischievenous on the part of China (and, more
panticularly, Bernaditas from the Phillipincs who has been uniformly unhelpful -+ no, obstructive --

throughout these proceedings and whe is the main reason for the lengthy dust-up over the GEF
mechanism),

[n any case, the way in which the credit issue in ALJ has been finessed in SBSTA is vruly a
feather in the cap of those: USDEL members who stayed the course through ta the positive outcome.
Similarly, the way in wt-ch the TAPs discussion was postponed (by asking for a report on the status of
the roster of experts whict. is in the process of being finalized) is also a Postive oulcome.

This said, as indizated in Update No. 3, the G-77/China are feeling their oats. They can be
expected to further artack AIJ and raise the credit issue again next week at the meetings of the Ad Hoc
Group on the Berlin Manilate (AGBM). The TAPs issue is bound to surface ar the July mceting of the
SBSTA0. We also expect further harangues on the issue of finance and technology transfer, with grewing

emphasis of the connecti :n between finances and the ability of non-Annex [ Parties to advance their
commitments.,

Accordingly. ne::t week pronises to be somswhat rougher. We will hold a “dog and pony” shaw
on aut protocol proposal sn Monday, March 3, and we will be represented on a panel ta discuss all of the
outstanding propoesals th.t afternoon. We fully expect efforts by the G-77/China to remove discussion of
Jl and aspects of our 4,1 proposals as inconsistent with the Berlin Mandare to be accelerated, but we
believe that these efforts :an be contrined - especially with the presence of esteemed reinforcements from

Washington.. End Comjpent.
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The following paragraphs an be used as a DAR item as desired and appropriate:

Climage Talks. Undate No. 4: Surpris, ingly Upbear Resuits from SBSTA and Holding our Own in the SBI.
uﬁmmwﬂmmmm : I

The three subsiditry bodies of the Climare Convention, which are meeting in Bonn this week arc
in the process of winding . p their reports with surprisingly good results on even some of the more
contentioius issues. The «.G-13 will meet in final session on the aftemoon of Feb 28, It is expected 1o
conclude with a omplete ' bracketed rext which will be considered again in July

The SBI dealt most of the day on Feb 27 (and for a good portion of the night) with three issues:
budger, relations with the (GEF, and calendar. On the first of these, the most intercsting aspect was a
comment made by China which wanted al] funds refated to emissions trading and the review of non-Annes:
1 ecommunications remove from the budget. We, of course, opposed this proposal. In the final language
being proposed for adoption. the Secrctariat was requested to prepare a budget “aking full 2ccount of the
views expressed by delegarions at SBI-5." On relations with the GEF, the issue of the period of review of
the arrangement was still without resolution by mid-day on Friday, despitc a late night session, an carly
morning (8AM which is like dawn in these hegotiations), and a side meeting during the regular SBI
Plenary. We are confide 1t that something can be worked out, hawever,

The calendar iss.e was panizlly resolved in another evening contact group, with delegates
deciding not to accept a p1aposal (strc ngly advocated by Chairman Estrada) to hold the Ministeria]
segment at the start of COP-3, In the #nd, those favoring the Ministerial at the end of the meeting made
their point. It was decid:d that COP-3 will be scheduied for Dec 1-10, with the Ministerial slated for Dec
8-10. The question of the: timing for COP-4 was left open. There is no mention of when Annex [ and [1
will be reviewed, despite 1 rather sharp exchange of views on this topic at the evening session of the SBI

on Feb 27 (with China wnting this tc be discussed at COP-4 in 1998 and the U S. proposing that the topic
should be introduced in 1997).

The Subsidiary iody on Techaical and Scientifie Advice (SBSTA) concluded its work in a most
satisfactory manner on F:b 28,  This result was in spite of difficulties encountered by the two conact
groups on AlJ and methc Jological istues and a complaint from Kuwait about the [PCC's proposed
handiing of a technical re-ort on emissions trends.  The lamter concern was finessad In language adopted by

the SBSTA plenary. We 1lso got whit we wanted in terms of a reporting framewark and AlJ methodology
issues,

It appears that toth the SBI and the SBSTA will complete their repors with results broadly
satisfactory to the Unitec| States, Thare js 2 current brouhaha aver the Secretariat's proposed report 1o
UNGASS from the conv:ntion (over paragraphs relating 1o energy). and there are numcrous additional
opportunities for mischivvenous on the part of China (and, more particularly, the Philippines). In any
¢3se, the way in which thz credit issue in AlJ has been finessed, and the question of techanical assistance
panels postponed, in SB:TA are posiive outcomes. This said, as indicated in Update No. 3, the G-
77/China are feeling the » oats.  Thev can be expected to further attack All and raise the credit issue again
next week at the meetiny;; of the Ad Hog Group on the Berlin Mandate (AGBM). The TAPs jssue is
bound to surface at the July meeting of the SBSTAQ. We also expect further harangues on the issue of

finance and technology .-ansfer, witl growing emphasis of the conneetion between finances and the ability
of non-Annex | Parties w0 advance thelr commitments
(Hambley)



- 02/28/97 13:30 T202 738 7338 OES/STH . . .UEOI_.‘}-_
—-—r - @ 10:yy 49 2283392838 AMEMB BONN ECON -

i21007/007

-

Note on Climate Tech:ology Initiative (CTI) meetings

The new Chair of CTL. Seiji Oshima of MITI, Japan schedule a series of informal
meetings and two formal meetings of the Ad Hoc Group on CTI. All of these meetings
were very difficult and somewhat confused as the Chair triad to push forward a series of
his own ideas for “reinvigorating and restructuring” CTI. These include reducing the
number of task forces, widening the R&D part of the program, aggressive outreach to
international standard: and paterit organizations, and the creation of a high level advisory
grouped of “Wise Me::" (sorry no women) meaning, we believe CEOs of multinational
corporations or presidents of universities. All of this was discussed and reactions were
cautious to negative to most proposals from all delegations outside of Japan.

At the same time ther; was a lot of discussion of the need to move forward quickly, to
have products by COF 3, to involve stakeholders more effectively, and to seek more
direct linkage to the F1IZCC procsss. The Chair and the IEA secretartat proposed using the
upcoming IEA and OECD Ministerials in May as a means of stimulating more concrete
support from governr-ents for specific CTI activities at the task force level. In the
margins of the meetir 3, we discussed with Jan Corfee-Morlot the desirability of getting
OECD Environment ;10re actively involved in the technology work and discussed the
possibllity that this i ght be a raajor focus of the Climate Forum meetings planned for
June. We also had sc:me useful discussions at the task force level, with some other
countries on work in the networking task force and with the new Canadian Chair of task
force 4--Enhancing Markets for Emerging Technologies.

Decisions were --

L)Revised action plans for each task force including specific mention of links 1o the
FCCC process and stukeholder invo|vement are due March 20. Also al] delegates are
invited to comment ¢.3 ideas for linkage to the FCCC by that date. The Chair also asked
Task Forces to consi:er whether there were ways to respond 10 the Chinese submission
on technology needs in the context of their activities. He seemed to have in mind
organizing workshops in China. on specific technologies listed.

2) Delegates are ask:d to comment by April 30 on 1) the Chair’s proposals on
reinvigorating and restructuringg, 2) the Chair’s proposal on technology awards, 3) the
Chair’s proposed revised “clear statement” of CT1 goals, 4) the Japanese Advisory Group
proposal, 5) proposals for enhancing stakeholder involvement put forward by the Chair
an the secretariat as well as any other ideas delegations wish to propose.

3) The proposal for :. meeting of the CT] group at the end of April was dropped. The
next meeting will be: at SBSTA in July. Progress in the interim will be handled through
written procedures z:2d at the Task Force level.

4) IEA will prepare and circulate a draft of a background docurment for the IEA
Ministerfal.
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SB1 Workshop 2/26 (mo iing)

The purpose of the work;hop was to #xplore certain issues that arose from n-depth reviews of Annex |
national communicatiors. The SBI dasigned the workshop to cxchange information og experiences with

Energy Subsidies. The {JK began the session by deseribing its experience with removing coal subsidics,
focusing on ejectricity siaply. The speaker concluded by artribyting the following both to removal of coal
subsidies and the {ntroduction of campetition in cleetricity markets: reduced CO2 (reduction of 20% while
demand increased 10%) ind other &missions; increased competition in electricity gencration and supply;
dash to natural pas (whetas coal comprised 70% of clecrricity generation in 1990 with no gas use, coal
comprised only 44% of 1lie market and £a521% in 1996); and many new entrants into the electricity
generation industry. Gernany went next, and described the many subsidies existing at all levels of
Eovernment. Only after being questioned from the floor did the German speaker admit 1o coal subsidies
(200 DM/ton), and thar tt e German (foverument was considering what to do with this expensive subsidy.
Professor Sadowski of Prland then described the circumnstances in the EITs, pointing primaily to the high
relalively energy intensic:r of GDP ard the difficulty in fuily addressing the energy subsidy issue because
of the inevitable effects .1 coal mining and jobs. Still, he deseribed a range of action by EITs ta increase
price liberalization and tnergy efficicncy. All agreed that rémoving energy subsidies involves incurring
substantfal political and social difficultics.

Environmental Legisiation. A reprasentative from Bulgaria describad the process going on In most EITs
1o increase environment.) legislation. Because the wansition period affects all aspects of society, she
described this peripd ag :roviding a 1ange of positive Opportunitics 1o improve environmental protection
while the entire institytional, economiic and secial structure is going through massive chanpe. The

property rights and priviiization; and the integration into intemational capital markets. She also pointeq
our that improvement in “lie environment had as much to do with the transition 10 a market-oriented system
as ta the existence of e laws, which often were hot fully implemented yer, An EU indusoy
Frepresentatjve provided tae industry perspective, as well as the EU perspective on environmenta|
legislation, He deseribe:1 industry as needing time to adapt; flexibility (to stimulate innovatian): a lave]
playing field: rewards foo- innovation; and low uncertainty.

Veoluntary Programs. Elick Bradley led off by describing the rationale behing US voluntary programs,
emphasizing the positiv-: benefits of #arly action and industry participation over traditional command and
control approaches to er sironmental protection. He also provided examples of voluntary programs that
were achieving real GH i reductions and substantial industry participation. The Netherlands then
Presented its experience 1sing voluntary agreements (called long-term agreements that acrually mandate
that industry agree to ve ‘untary agresments) for lndustrial energy efficiency -= it has a target of 35 %
improvement in energy efficiency brtween 1995 and 2020 and of 10% of consumption from renewables by
2020. A European environmental NGO spake next and ¢riticized the abillty of voluntary programs 1o
achieve true environme:ral protecticn,
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Report on the Meetings f the SBI
February 27, 1997

In the runcated mornin; session, the SB took up two legal issyes and touched upon the oprions fora
review process for derettnining the Ionger term status of the Glabal Environment Facility (GEF) as the
Convention’s financial mechanism. A representative of the Sceretariat provided reports on the
implementation of the headquarters agreement and on the action by the Convention depositary. With
regard to the first mattes, the agreement will legally enter inte force when the German Pariiament snacts
appropriate legislation, ikely to happen this July. Until then, the Secretariat will operate under the
auspices af an ordinanc.: which provisionally applies an agreement approved with another UN agency
based in Bonn. On the t::cond issue, the representative made it clear, based on legal advice from New
York, thar the Parties hat! two options for dealing with listing the Czech Republic and Slovakia separately
in Annex I — amend the -onvention (very cumbersame) or include it in the review of the Convention
anneXes as provided for in Article 4.2(f), which cannot take place (ater than Decemnber 31, 1998, We used
this opening as another u:casion to push for consideration of Article 4.2(f) at COP-3, instead of at a COP-
4 meeting scheduled far 1998,

With regard to the GEF usue, we received clarification from the Chair that a rclevant decision at COP-2
would supersede one taken at COP-|, thereby calling for a report on the outcome of a review process on
the future status of the GIF (whether it would remain the interim funding mechanism or become
permanent) at COP-3, as ypposed to 4 four-year time period stipulated in the COP-1 decision. Later,
however, during an infotinal session which allowed Parties 10 ask questions of a GEF representative, the
Philippines, which missec! the discussion, argued that the Parties had until 1999 to make 2 decision.
Trinidad and Tobago als: chimed in, emphasizing that the Parties simply had 1o report on the autcome of
the review process and would not actially have to make a decision on the GEF’s future at COP-3. We
intervened to remind all jsresent of what the Chair had said earlier,

In the afternoon, the SBI iuddressed administrative and financial matters, China's intervention was most
interesting in that the del:gate dismissed the need for the Secretariat to allocate funds in the 1998-1999
biennium for work an enr ssions trading, for the review of non-Annex [ Communications, and for a post-
Kyolo negotiating phase, ‘oreshadow.ng, perhaps, the debate at next week’s AGBM. We made a detajled
intervention which highlighted crucial elements of the proposed budget, including: the nead to resolve the
great number of continger cies in the budget: the need to include conference servicing cosis since it is
unlikely that the UN Gen:ral Assembly will continue to cover them; the need to provide funds for a post-
Kyoto ad hoc intergoverrinental negotiating process; and the need 10 reexamine the significant increascs
proposed in the Secretarii:'s staffing and financial resource requests.
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Update on the Fourth Sestion of AG13
As of February 27, 1997

After two days of discuss: ons in the Ad Hoc Group on Artiele 13 (AG13), there is still a wide range of
vlews on both the need for and potential function of a multilateral consultative process MCP) for the
FCCC. While most delegations seem to agree that the process should be “facilitative, non-
confrontational and non-judicial”, there is substantial disagreement over the application and initiation
of the procedure. The Eur: pean Union supports a procedure which would provide assistance to
individual Parties on ques:ions of implementation and which could be riggered by the Party in
questions, other Parties or >y the Secretariat. The Chinese and most developing countries -- with the
exception of Chile = favor a process which shall only be triggered voluntarily by a Party seeking
assistance with its own implementation. The United States, to date, has not taken a substantivc position
in the discussions, but onl seeks to ensure that the full range of options remains on the table.

In light of the broad divers::nce of views, the Chairman, Patrick Szell of the UK, has sought to move to
discussions forward on areus of consensus, while avoiding discussion of the more contentious jtems. In
consultation with the Sccre:ariat, Szell has produced a draft Chair's text which lays out the options for
the objective, function, siz: and scope of cxpertise for the MCP process. The text will be bracketed in
its entirety, with many additional brackets surrounding specific details. Szell intends to annex the text
to the Report of the AG13 ession. Although the text resembles a draft decision, the wide range of
options remains open. Szell himself has indicated that it is premature to narrow AG13 discussions, and
that he does not intend, nor foresee campletion of AG13 negotiations prior to COP4.
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legoriations in Bonn, Februany.sizreh 1997

Technology: T1:'ansferred_ or Deferred?

By Aty Rahman, CAN-South Asia ard

Clive Bates, lIEC-Ey roge

If there is onc issye Upoh which the ¢, veloping
countries have been thoroughly eonsi: tent. it is
technology vansfer This is A central srovision
of the FOCC and is cleariy linked tc new and
addiional funding. Article 4.5 requires that An.
nzx I Paryes “promate, faciliate an; finupce,
&S appropriate, the trangfar of. or aceiss 1o, en.
vironmenially sound technologies ::1d know
how..." while Afticle 4.3 suates il e devel-
‘oped countries “shall provide such fif.wmefal re.
sourtes, including for (he uansfer o” technol-
0gy. o meel the agread fun incremestal eosis
of implementing measures, ..

Yesterday, one of the feu inlarest. \g things
that happened in Bann W& the dise_ssion o
1echnology trapsfer. Th= representative of the
G77 and China once again reiierated 1t ¢ impor.
twace of iechnolagy ransfer a5 3 pronty and
prerequisite 19 gnable develaping co. nifes 10
make their contibuiion, Although infymaton
and databases are cansidared halpful. ths praf-
erehusl tenms and remeval of barrery were of
the uimps! importancg (o thg G77.

The United Sutes on the ouher hind high.
lighted the central role of (he privaie secior in
technology wansfer, 1t ;150 Brguzd Uil it was
necassary lo undzngke 3 ‘needs asiizsmens
before embarking on Froframmes. and hat
new inifatives should avpug eephicaurn of gx-
1ing capaciyes. Fallowing thys IntErezntion, a
number of icading deseloping country de)-
LEAeS indicaied in the ferndars thar dhig re.
mark sgemed (o be an MM 16 shirk from (he
Annes [T panics eeniryl reeponshitinn of pro.
SRIBE new and ackditieny Tunding for reehnal.
CEy transfer. The pavate seogy may c¢an im.

INTan plty e Bt i ey P et upun (o

Rvest in climate protection lechnologics,
While the mzin objactive of (e prvate sector
5 profil-making. it is the Putics which must
achieve the objectjve of the convenjon.

It should be highlighted thar many devclop.
:ng countrics are already Playing a key role in
lechnology developmen; and ransfer. “Nonh
10 South™ is not the only mode of technology
iransfer. There can be (and i5) South 1o North
and South to South technology tansfer. 4
numbzr of developing countrias e injtiating
vnergy cfficiency. renewable encrgy, GHG
r:missiOn-redu:ing ind sin}:-cnhzncing lech.
nologics = see box, '

Exampies of climate technoiogy projects
alreagy initizred in develeping coyniries

* US$40m solar thermal in Rajasthan, (ndia

» 20,000 solat homes in Ingonesis

* 7 enargy efticient steam boilars in China

* Biomass energy in Brazil

* Rural salar energy in Zimpabwe

* Massive refores(ation n Bangladesh

- Rural solar energy in Bangladesh

= India is now the world's secong largest
wind ensrgy producer

The climate debate s currenuy chacasige-
iscd by the Nonh a¢ demancdine GHG reducing
action from the Souih. whyle the South ttead-
fastly: peinis out the Noah is por Meeting i
CxIsting commimments or durg encuzh 1o meer
the obyecive of he e emion Vo i mpy
1l missed in tie Jeivnes i thas the Sourh is
wlreagh ungeriobine oy fmparet weps.
There s an urgen nogd 1 highlighe these
avhievementy o wnd ihys help ¢reae 3

PG, ! "

" Rumours abound that

Fully Competent
to Party

ANnzx | carban guzyle:
outside the European Commzznity will seep :
complicate the negouiations on new QELRC
by challenging the member Siales” fght 16 in
Plement commitments jointly. The indispuab;
right of a Regional Economiz Integration ¢
Zanisation (REIQ) generaliy > puricipaie as
Party 10 the Convention i# sxpressly epshring
in Articles 20 and 32, The Cenvention's dray
Ers expressly provided for the European Con
Munity's participatien by referring througho,
the texr of Articie 4 (g devejoped counwry Py
ucs and “'other Partjes" and [sts the Comm:
nity in both Annexes.

The Berlin Mandatc anlicipalgs the eqr
tinving role of the Community n yndenakss
the sirengthened commiimznis upder a ne-
protacel or ether legal insiumer by refemr
10 “developed coumtnv/athor Passies. ™ Mos -
the pratoco! proposals in 1= Framework
pilation documen: would dllew the BC 1o mar
@in the siats it enjoys undar e Convenig
A nitable exception is the L5 Fropasal. whi,
i an attempl ta burst the £C' ourden shanr
bubble, would incluge, in us UARREN AT gy
States lisied in Annex | of the Conventiaa,

Afier fony years of cvuiving jowangs |,
ever-¢loser unjon, the Gommunily has de.»
oped elaborsie legisiaung, sdmurisirang
judicial instittions witn Ialensie coinpela,
over acuvities of its Member sie dirgerls o,
evani ia the implementatin of (he Conveny. -

Conimteed on ! fege oo
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S8 Wednesday Morning
“We need more umeg 10 consider the dogments
= heard that one befars! Fallowing a req s 1o
SBiby COP 2 toifutiate a review proces: for the
financial mechanism 3t s fifih sessicn, SBI
began the process with the ingoductio of a
document conwining information prep.i'ed by
GEF, The Secrctaniar also ingdduced s decument
o information on relcvant action by Ui; GEF
Couril (an dewails of the financial suppar. avail-
abig t& non-Annax | parties for the preparztion of
theirhational communication), While m :st wel.
comed The inidagon of the review prece i, most
felt that they could not undenake any ierious
consideration untl they wers bener inft, med w
'the document had simply arrived 1o late 2 1d more
Gime Was nesded 10 appreciate recent cavelop-
_@E‘gﬁ'&?{s@usiam were suspended 10 al nw del-
effalcs to consider all the relevam docum »nis and
thich Téviéw the issue informally.
i, SBI Workshop Wednesday Momi- g
The $BI moming workshop stared widh a short
ingoducton of its chair, Mr. Katsunor S, z2uk of
-thé Japanese Envitonment Agency, It covgnued
on'the therne of energy subsidies. with Fresena.
tions from the UK. which fosused on th: switch
frof enal (o gas achieved through priv.iization
and libaralization of the ehergy supplv secior,
They claimed the switch achjeved shiraificant
GHG reductions, 20% from 1990 §ll 1296, but
also increased energy demand by 10% hrough
falling prices. Germaay presented ius :ompre-
hefisive program mendoning promotion of effi-
tiency and renewables {nigatives, Joan pagrams,
tax exemptions for rensuwables, RED. i:onsult-
ing activiges on energy efficiency and ren »wables
ele. I esuldn't reply very coherantly an, the siil
exdsting coal subsidies, however, Next vvas savi.
ronmen! legislation, where Dr, Sireonova
made 3 presentation on Easism Eurnve. She
emphasized the usage of the polluter pavs prine
ciple. a reliable administrauve framsveark and
the necessity of financizl mechanisms 1 suppart
environmental initiatives. Ken Grezo-, repre-
sented the industey visw. He prediciat 'y asked
[_EdﬂoriaUProduﬂsun: Alisier Siaghant, Elder: a
Eartholomew
Word Wide Web Edilion Rucharg Slen
Eletttonic Qistidulion: Letam Arrs for Eco gy
Norh Americsn Qistrisuion: Weas Cowling i FES!
Assisiance iem' Kelly Simg: Alig Aarmsa Deka
Villagrase: Clive Sztas; Tessa Robersan; _ahn
Lanchbery; Nainitis Eoe Bill Mare; Suih
Khatasiehy, Matks Etrmean: Yesuxe Mzt zumpup;
Jan Selby.
Published by: The Chimate Acnon Ne:
Eco can be corizaige z: s Hoiel Amaas., 1901,
Bonne: 5252 2230 3373 By 820 G 1Psherd)
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for chvienmentsl egislzoon to be Mexble. sigh
entugh tme 1o adajw, Provding u level plaving
fie'd. rewards for initians 2, law on unecnainty
and mentioned some industres® abhorrence of
the energy tax, We were especially amused by
“rewards for initiatives” ~ would a candy bar
da? Finally, voluntary agreemenis (VAS) were
diszussed with presentations from the US. the
Netherlands and Climate Newwork Europe, The
U made 2 valiant but somewhat uneanvincing
cffort 1o persuade the audience of the excelience

of volunury agrezments, iromie in view of (ha -

% climate record which consists mainly of vol.
unlary agreements and failing abysmally (15%
€ntlgy use increase by 2000 projected)). Amus-
ing was their assenion that “no-regrels does not
me.ah no pain™, Perhaps the US should kezp that
in mind next wark when they ask the developing
countries 10 2dopt no-regrets measures! The Neth-
erlands described their own VA scheme, in which
(vralike the US) VA< are anchored in and binding
under civil law, with strang, long-term \upels,
25 wel) as clear reponting and monitoring obliga-
uens through independent bodies, Tha NGO prese
entation hiphlighted the deubts of NGOs, for
cxample VAs must net replace legislation and
indusity cavot be allowed 10 ser Largets for
environmenta) protectisn. A further problem is
free fiders. Also, suiet criletia need 16 be sef for
Vs, such as: they need 1o implament legisla-
uen, they need strang and long-term arpets ser
by parliament or scientific bodics, musi include
all suakeholders in the debate, be transparent in
monjlodng for the public and contain buili-in
heavy penalties for non-compliance.

SBI Workshop Wednesday Afternoon
Aside from Bowswana's frank inervention, the
alternoon workshop on technology transfer was
3 bit of a disappointment, as measured by the
resounding silence during the question and an-
bwer period. It would have bean nice ta have a
“rale-of-technoiagy transfer” assessment. but
insiead participants heard predictable presenta.
tigns from numerous countrics, Botswana identi-
fied alarming potential infestation Side-sffects
willy technelogy rransfor when intraducing clee-
Uieity in rural areas. His poimt wag wall taken
though. because it 15 clear that cducation and
participation are required at the rural level in
order 10 make technelagy transfer work. France
made 3 long inlgrvzntion abowt international de.
velopment agsistance. Canada emphasized (he

" privale secion Hunzany pointed oyt that the ex pe.

reRee Of CCONOmIEsE in (ransitian 1t quite unigue.
SBI Thursday Meraing

The morning discusesion Began with legal mar-

tees: firsily approval of the headzuaners sgree-

ment ithe Bonn locuien of the UNFCCC recre-

tirnn, follpw,) o brgne st foss e Caech and

B > B
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Slovak Republics (o e reeogtneed ns AP
Anney [ paies iaihe Comenoon w ch will e
decided at the next COP e segond agend:
iem. on the UN Gengral Assenbly Special Ses
sion. wag deferred 19 a contact group. and ad-
minisirative and financial matiirs 10 the afier
noon. The rest of ihe moming wag spent discuys-
ing the GEF review process, Diclegaies chose a
three siep appreach, a formy Se883on, which
Wen became infarmal, ang finally forming 2
contact group. The GEF represcntatjve mada 3
bid for t 10 be the entity eniusind 1o Operate &5
the financial mechanism. saying thal it is now
well-sujied 1o the task. Wearing their informa)
hais, delegates had a Questan end answer ses.
sion about virually all aspects of GEF opera-
tions. They movad onto a preliminary exchange
of views conceming the creria ror a review of
the GEF. The conlentious issuc wag the lime-
frame of this exercise. Tws COP dacisions ap-
parently gave this session (SB] 5)the mandatc 19
do the job. but the entera ac i35t have (o ba
¢laborated by SBI 7 in Oclober. 5a thai they can
be presenied 10 COP 3. According to Degision
1/CP.1 the review has (o be completed four
yeurs afier the date of COP 1, i, 1999, Braz))
and the Philippines reguesied ut GEF Smal)
Grants Projects (often earrizd oul by NGOs) be
subjected 10 their approval, 1o =izke surc these
Projects confirmed with their national plans. The
Philippines also mentioned the 11224 19 have e
full cost of non-Annex [ Commurugatons cove
ered by the GEF. and Trinidad and Tobaga em-
phasised the nesd 16 have clear objactives far the
review process. The detailed discussion of (he
criteria was then deferrad to e contact group,
SBI Thursday A frernoon
An Thursday afiemoon the SEJ continued ic
move through its agenda, and a number of draf
conclusions have been or will ba submited fo:
discussion 10day. These include nOn-Annex |
communicalions. documeniaiivn. the pro-
gramme budget, arangements for COP 2 anc
the liming of mectings in 1995 and 1999,
There was a leagthy discussion on the pro
sramme budgel prepared by (he Secretanat, wit!
many couniries expressing concan at the sub
stantial increase in bah siafl and funds requirce
the uncertainiies and the large numiner of contin
gencies. Tanzania, on behalf of the G77 an.
China, cailed for the deletion ton the bagis th.
INcy second fuess issues whish have ngt bes
agreed) of paragraphs 56 (on non-smex 1 com:
munications, which implics the possrble seai
upofareview process similar 1o tha for anpes
communiCauang) and 57 (whizr tugEesis th,
Al 1Y a sucecssor of cven 4y MCP myg -
agtéediand thy whale of weoion G gon [hs-
te post Koo procets, whigh conld e

e
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work on eMmidsione rading or dhfierg: Gaie).

AT an nfornal discussion on Fhursday
cvening. delegatss discussed ihe AT peMents
for COP 3. Those sclf-confessed di Totaurs of
the climate negotiations, Dan ‘Brottosaurus
Reifsnyder and Comelia ‘Prerodaciy” Quennat,
made srong pleas for the mindsicra 2pment g
come at (he end of the COP, rather Jian in the
middle as proposed by the Sccrelarna This was
eherally supported, despite the Exat: stive Sec.
relary reminding us that dinosaurs were extjnet
because they didn't evolve, Ms Que 1net’s pro-
posal that COP 3 take place from |- . Decem.
ber was also supporied, There was igreement
that a new way had 10 be found cf allowing
ministers W make stements without spending
hours ang houss talking w a nearly el pey room.
The example of the ministerial rothdiable in
Geneva was fall (o ba a 890d anc. Anbassador
Hambly of the US A, the NGOs* chameion, urgad
that NGOs be allowed 1o make staterients 1o the
plenary (was he thinking of ys?).

Finally, the informal session di: cugsed the
uming of mestings in 1998 and 1999, Most
countries (among the handful femairing in the
ficxible meciing room) supportes th: Secretari-
at'sopdon 1, but the debale on the uming of COP
4 continued, Ching quoted fram the 1 onventioh
texttosupponits view thai COP d mu- 1ake place
in 1998 (i.e, annually), It alse wante: COP < in
1998 50 thal the twg revieus requirtd not later
than 37 December 1998 (on the adecusey of the
Somumitments in Anicle 4.2 (s) g 18) and the
amendment of Arnezes ] and I coulh take place.
The USA and the Netherlands for gf.: EU hou~
ever, argued that the reviews eould Like place in
1987 and sull compiy with the Coni:ntion. and
should be put on the agenda for COP 3.

AGl3

On Wednesday the climae change: in AG13,
Not only did the sun thine wherpver China
spoke. a5 the Chair ohserved, bui 2 Chairman's
text emerged during lunch, Admiutely it was 2
completely informal west and comy: ehensively
bracketed, apant from the number | A the be-
ginning and the final full s10p — but it was real
text for the first time,

Sympathising with the Chair'g frenthatical
fetish the Pasties hastily added mor; brackets -
some of them appropriate. The obj t:tive of the
proposed MCP was, for sxample, “:worked so
25 10 provide advice for Panict faiter than the
navel original formlayen which s, ngesied that
Whe Main 4im of the process would p: B repor 1o
the CoP. possibly via the SBI

In face there was ney ag muek subitantive
disagreement amongst ihe Puries 1k, £ un ae
live pant i the dehatg tanly e BY g Chuna,y
as he plathora of praohons Suphortad Towge

Sapidly ugreed thar the MEP will be Aduisory
A not supervisary. [1g paturg wyl] e - juds.-
cial, non-confrontaonal, aciliatjve, Conper.
live, ransparent and timely ~in spilcof 3 lengthy
debate on whether it might not be timely,

There are. however, some paiential pitfalls.
Sheuld the process be wiggercd only ar the re.
quest of the Party concemned of could Sthers do
587 That is. should it be gver sg slightly a non-
compliance process triggered by others or be
solely advisory? Should the multilaleral con-
sullative commitics be establishag as 2 sanding
commince or convened only on an ad hoc basis,
and if the lafter, what is meant by ad hoc?

After negouating for tirae hours on Thurs-
day afiemoon, the Group eventually eame up
with a composite bracketed ext based on s Neth-
erlands (BU) proposal and incorparating Chi-
na's suggestion that the MCP provide advice
along the lines of Article 12, pana 7 - financlal
and technical aid (o develaping counury Partics,

Altheend of the mesting the Chair remarked
“lwould not like us 10 leave Bonn with the feeling
that we have donc well”, Why nor Patrick?

SBSTA Thursday Moming

Main topic of discussion was lechnology wans-
fer, with premry much nothing new coming 10
light. Tanzania, on behalf of G77 ang China, and
others, pushed for more lechnology ceniras. in.
formation networks, and mors government in-
volvement, and siressed the distinction between
technology transfer and AL the US and Canaga.
by conwast emphasised the respensibility of the
private sector and the reed 1o make bater use of
alrcady-existing information centres and nal-
works. Malaysia pointed our that it was nat fea-
Sibie lo write 10 uncoordinated information cen.
ues. if there are as many as the USA asseris,
Kiribau. supporiad by the Marshall Islands, da.
clared thar there was 165 much emphasis on
mitigauon, and that there is a ¢lear need n smalj
island states for adspiation technology transfer,
China. noting that the “private sectar hag (he
objeciive of prafit-making” vrged indusirialined
foremmenis wa shoulder the responsidility for
implementing the policies and meacures neges-
fary 1o ensurc technology transfer. The repre-
senialive from the GEF made 5 brier repon on
the GEF's acuvities and offered 1o cagrdingte
elosaly with SBSTA over the next twa davs,

After a slow start, and with 20 minutes re-
mairing, SBSTA quickly heard siatements on
Al. Tanzania suessed thar AlJ (or future 1)

" prajects: should never be a candilion ar supple-

mem for teehnology transfer, He said that no
¢redits should be allocaizd for ALl now orin the
future The G77 stued thy Al should be e
viewed in 1999, as agreed e aned i there i
tea much hicnding 20 confisien herw IRGICY RS

M=y, »

I and oificial Jdevelornien A3SiSIANGE, Vi
bwe endorsed ihe Taac . sttenseat, The
decided 10 make egrmernie afer ihe con
Sroup reported,

No decisions were acopied on prevu
agenda items thanks 1o e RU's consent
building style. It shouls be ngled that Kuw
was quile willing 1o mag threugh luneh,

SBSTA Thursclay A frernaon
This informal SBSTA session lasung from 3
Ul aimost 9:30, & dirough deaft concjusic
for each agenda item. 2nd s dominated
dispuies frst betwean M zlaysia, the Philippin
and e US. and laicr beivwsen Kuwaig 1
Manzhall [slands and the increasingly tireg ch:

NGO consultation mesharjsms were thar
fully uncontentious, national communicalic
much legs sa, with scorcs of amendments
ing around, mainly regardine communicatic
from non Annex I Panies. Th: most surprisi
momem was when, in 2 rare moment of pi
nership, Kuwaii admjtied azreeing with
Marshall Islands,

Discussion then tumed 1o lechnology try
fer, where thare was a replay of he moMmin
dispute berwesn tha G77, pushing the nesd
more informayon eenters, ane vie US, emphas
ing the primacy of identifving needs and awa
ness rasing, The US delezatz claimed. in a p
ment of rampant excess, tha, the propased ¢
$10p information cenlers would jead us “rapi
in\o the abyss™: rather maic prsyasive was
later commani that there could hardlybe aSBS
report on existing eshicrs when there were
centers in exisience! Preposals for 8 Secrela
technical paper an technoiogics and know-h
were diiched, but were reslaces v a US-inspi
and Kuwail-amended proposal for a "scop
paper’ addressing the role of §>vamment and
privaie secior in pramoting clean technolegh

The last big confliet of tae night cenie
on conclusions regarding e FCC's forhes
ing tcchnicsl paper on the Implications
Emiysions Limitation and Recuciion Propo:
With everyone cxhausied, 372 the EU larg
silent. it was Iaf 10 the Marsh.!l Islands (o
up a lone resisunce 10 Don Poarlman's |
Pofed amendments (a5 daiisored by Kuw
In the end the Char brokercd some som
mise languape: SBSTA wii] “requalt the [F
10 13ke into accoun and refesr [ihexe comy
tions) in the development of this teehnicql
rer” (SBSTA, inils lust scasicn failed 1o i,
on what advice should bz oifired 1o the I
with regard 1o the Puper. ¢ sevan Papac
rminzd differing suggestions:

Qf course, this was un infioral Johye
Actugl degisions are 1w e nade thig mon
sud many of the ARFUMCnL s e ks
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THE BIG PARTY

Live Music: from Fisch & Chips
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Ligwig {s impressad by the stringen securicy
' pitdautions being taken by The Frienc: of Fos.
" Sil Puels, hurking in their offensive positions in
the comer of the fayer, Yesterday, for txample,
‘e saw Don Peariman (excuse the upelling)
demonstrate his ranoued caution with g picce
of paper obviouwsly 5o confidental 12t obvi-
ously no-one rnust be allowed 1o knou it exists.

let alone read it First he tore n into ever-
smaller pieces, down 1o postage-stamp size,
Next, he plecad some of them in one pocket,
te rest in another. Finally. after a detent inter-
val, he “casually" cruised the room, dumping
pieces inio different wasta bing,

Ludwig was 5o inyigusd by this behaviour
L3t he was seized with 3 burning dasire o
Kaow what dreadful secrets might thus be be-
ing concealed from the public eye. s0 he ¢n-
giged in his own cruise 1o retdieve gll (he
p-ec2s. and painsakingly put them 3]] 1agether,
Ee can now reveal « exclusively 10 E<o readers
= that Don’s brealdas) vesicrday cost DM6.30,

~ Trangfarred or Deferted. t-om pl
healthy negoliating space for 9 suicessful
AGBM-6 and COP.3.

The crivcal issuz jn technology usmsfer is
utilisation of tha exisung C2pabilities, ilevalop.
mant of ngw eapacity (hardware, soft- are. hy-
Man resources and institulions), adaptation of
echnolegies 1o Jocs) Circumsiantes, ard mecy.
ing the development needs of the pepulation,
Several regional and natonal lechnolsgy and

*information cences have evalved in de weloging
counuriss in response 1o the challengr of cli-
maie change, ang simullancously a n.:mber of
technologies have alse emerged in beih deves
oping and industralised countrics. Th “ugh the
cfons of many Parties. Nenh and Scuth, (he
capabilitiag are teraing. the demand sy esiab.
lished. and manv good wehnologies sre avail.
ble. Itis now mainis & guasiion of funis addi.
tonal funds is whut e developing : ounlries

damand and that is what the indyairisliscd
tounuries should provigs

~ Fully Comperent, from p, |
Perhaps one of the clearest indications of the
Member Suates' esmmitment to tierwing thair
futures is (heir negotistions on burden sharing
beneath 3 European umbralia Member statee
thatl are Suceessfully rzducing their emissions
ere willing 10 ereate space for other members,
father than peddling credits on the internatinnal
market,

Howgver. under anicle 22 of the Canven-
4on. and paralle] proposuls for a pratocel, the
EC and iis Member States are required, to decide
upan their raspective respongibilitios and the EC
must declare the extent of g campzaience. The
US and Australia are in np position 10 dgmand
cquivalent bubbles unti they build equally 1o,
tust institutions with similarly gencroys pan.
ners, Buta protocol’s argngihenad sommitmenis
vill require a considerably clearar declarstion of
vhat rale the community will play in reaelung o !
rewtarger than ahe 1angle of werds 1har aceens. ;
[anicd its Convenion ralilicanon ;
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Excerpis (and limited (20 CTNMEMAn) feon

IPCC's luest Technjcal Paper on Stabiliszativer
of Atmosphenic Greenhouse (acas:

* Acting 100 slowly - “agr ¢ g undenaking
low cost measures — My increase the coas
in the Jong run by fequifing more rapid 3¢-
uoh later on,

Stabilization lzvels and emission pathways

that imply more immadizie reduciions mav

simulate development of n-w, lower carbon
lechnologies: “induced™ wehnology devel.
opment.,. early cmissions conjtrainls in-.
duce the private scctor 10 urdertake appro.
pritte research and developrient, in¢luding
the swiching of research eng daveiopment
invesgnent away from sxplorasen and de-

. velopment of carbonsiniensive resources
and lechnologics,

* To stabilize concentrations below 130
Ppmv. emissions would have o be brought
back down 10 1990 leveis very soon.

= The economic losses from doubling of
equivalent COy for developing countrics
would be 2-9% of natignal GDP annually.

* The cost of sabilization largals can be re.
duced by focusing on new 17gstments and
replacements at the end of e ceanomic life
of plants and equipmert (which §s happen.
ing now by the way).

* A global averapge of one-th.nl, varylng by
region from ons-seventh 1o iworhirds, of
the existing foresiad area of Lie world wili
undergo major changes In breag vegelation
types in a doubled CO; climare.

- Some coastal ecosysiems are paticulasly a3
nisk, including saliwater marsics, manprove
ecosysiems, ceastal weulands, sand,
beaches, coral reefs, corzl awalls and nvat
delias. Changes in these ecosvotems would
have major negaiive effeets on 1oursm.
feeshwaier  supplias. fisteries ane
biodiversity,

In a doubled CO,

surges and flooding
cyltures,

Climate change is likely o havi: wide rany

ing and mostly adverse impacts on humar

health, with significant loss of 1o,

THANKS |
The Climatg Aciion Nemwerk weuid lixs 1 thank e
Enviconmeni Minisirias of Geimary ang ¢
Neibertands, vho have provided lunce ang laginss
for Eco.

With tesgurses coniributed oy AP Mawers
and EuioFas,

e ronment, sloem.
could hresen ennre
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United States Department of State

Under Secretary of State
Jor Global Affairs

Washington, D.C. 20520-7250

March 4, 1997
MEMORANDUM
TO: Climate Deputies Group
FROM: G- Timothy E. Wirth' 75 W . &
SUBJECT: Scheduled Luncheon Speakers

Following is a list of speakers for our Climate Change luncheon group:
Thursday, March 13: Prof. Paul Krugman, MIT

Prof. Krugman was one of the five signatories of the economics letter
(attached). He will discuss economic impacts and benefits. :

Thursday, March 27: Prof. Paul Epstein, Harvard Medical School

From his perspective on Medicine and Public Health,: Prof. Epstein has
done extensive work on the health impacts of Climate Change. He is one of the
world’s leading public health authorities, paying special attention to infectious
diseases.

Tuesday, April 1: E. Linn Draper, President & CEO, American Electric Power

American Electric Power is one of the largest invester-owned utilities in the
USA, with major investment in coal fired power plants. Mr. Draper is deeply
engaged in the issues of utility deregulation and strategies for climate change.
Wednesday, April 16: Robert Shapiro, President, Monsanto

Robert Shapiro has led Monsanto through a major transformation, and the
company is now world leader in bio-engineering related agribusiness. The impact
of Climate Change for agriculture makes this transition even more compelling.
Wednesday, April 30: Kenneth Lay, President, Enron

Ken Lay has transformed Enron into a broad energy company and views
Climate Change as a great opportunity for business and for the USA.
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Thursday, May 8: New Director of the National Renewable Energy Laboratory

The new Director (who will be officially designated on March 1) will discuss
renewables, their expected role in dealing with climate change, cost and
technology projections to 2050. NREL is the government-sponsored laboratory
dedicated to renewables. '

Friday, May 30: Paul O'Neill, Chairman & CEO, ALCOA

A member of the Business Council on Sustainable Development and
President of the largest aluminum company in America, Mr. O'Neill has been a
leader in the transition of a major industry and in positioning that industry in the
world economy. '

We have a number of other invitations outstanding and I would welcome
any ideas you may have for speakers. Lunch will be held on the 8th floor of the
State Department, a buffet style. The cost is approximately $15.00. We will sen
out a reminder three weeks before each lunch, and ask for an RSVP. In prior
discussions, we agreed on a no substitution policy unless a truly compelling casc
could be made.

If you have questions, please call Randy Wood or Debbie Jones on
(202) 647-6205.

g/admin:clispeak
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PAUL KRUGMAN: BIOGRAPHICAL SKETCH

Paul Krugman is Professor of Economics at MIT. Ha reccived his B.A. from Yale University
in 1974, and his Ph.D. from MIT in 1977. From 1977 to 1979 he taught at Yale; then
moved to MIT, where he remained on the faculty (rom 1979 to 1994, he then moved to
Stanford from 1994 until 1996. In 1982-3, on leave from MIT, he scrved as chicf
international economist of the Council of Economic Advisers.

Krugman is the author or editor of 16 books and more than 100 papers in professional
journals and edited volumes. His professional reputation rests largely on work in intemational
trade and finance; he is one of the founders of the “new trade theory,” a major rethinking of
the theory of international trade. In recognition of that work, in 1991 the American Economic
Association awarded him its John Bates Clark medal, a prize given every two years to “that
economist under forty who is adjudged to have made a significant contribution to economic
knowledge”. Krugman's current academic research is focussed on the application of ideas
from complexity theory and the concept of self-organizing systems to economics, especially to
the spatial organization of production.

At the same time, Krugman has written extensively for a broader public audience. Some of
his recent articles on economic issues, originally published in Foreign Affairs, Harvard
Business Review, Scientific American, and othér journals, are reprinted in his latest book, Pop
Internationalism.
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January 3rd, 1997

Dear Colleague,

As you may know, representatives of-the world’s nations will convene in Kvoto in December, 1947
1o negotiate an international agreement addressing the threat of global climate change due to
grccnhousc gas emissions. This presents a significant opportunity for the United States to exercisc a
leadership role in ensuring our long-term well-being. Conversely, a failure on the part of the U.3.
government to put forward a well-reasoned position would be a major environmental, economic,
and diplomatic setback. )

As the climate debarte unfolds, it is imperative that public policy be guided by sound economui:s
rather than misleading claims put forward by special interest groups. For this reason, we invite
you to join us in endorsing the attached 'non-partisan corisensus statement on the economics of

climate change.

Once this statement has been signed by a large number of economists, it will be widely
disseminated to leaders in the public and private sectors, and to the general media. This cffort is

being coordinated by Redefining Progress, a non-partisan, non-profit public policy organization.
Attached please find an endorsement form for your consideration. This letter and endorsement
form are being sent to the membership of the American Economic Association. Please teel frec ro

circulate it to your colleagues in case they are not on the AEA mailing list.

We thank you for your prompt attention to this critical issue.

Sincerely,

/ Al b W @‘LV\/ Ch"/ //// =0 7 %

Kenneth/f. Arrow Dale W. Jorgenson Paul R. Krugman

e Y Rt . SAmne

Williafn D. Nordhaus Robert M. Solow

Endorsed by over 2,000 Economists, including six Nobel Laureates.
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CHANGE?

We the undersigned agree that:

I. The review conducted by a distinguished intcrnational panel of scientists
under the auspices of the Intergovernmental Panel on Climate Change has
determined that “the balance of evidence suggests a discernible human influence on
global climate.” As cconomists, we believe that global climate change carries with it
significant environmental, economic, social, and geopolitical risks, and that

preventive steps arce justified.

II.  Economic studies have found that there are many potential pol.icicsi to reduce
greenhouse-gas emissions for which the total benefits outweigh the total costs. For
the United States in particular, sound economic analysis shows thar there are policy
options that would slow climate change without harming American living standards,
and these measures may in fact improve U.S. productivity in the longer run.

III.  The most cthicient approach to slowing climate change is through market-
based policics. In order for the world to achieve its climatic objectives at minimum
cost, a cooperative approach among nations is required—such as an international
cmissions trading agreement. The United States and other nations can most
cfficicntly implement their climate policies through market mechanisms, such as
carbon taxes or the auction of emissions permits. The revenues generated trom such

policies can effectively be used to reduce the deficit or to lower existing taxes.

= = =| ENDORSEMENT FORM ]
Namt SIGNATURE
TITLE/AFFILIATION Darte

Do you HOLD A PHD 1Ny EconoMICS D YEs [:] No IF NO, DEGREE

ADDRESS .
City STATE ZIip
PHONE Fax E-malL

WOULD YOU LIKE TO RECEIVE MORE INFORMATION ON REDEFINING PROGRESs [ ] YEs  [] No

=P PLEASE COMPLETE AND SEND TO REDEFINING PROGRESS

By Fax: By MaiL:
Fax: (415) 781-1198 ONE KEARNY STREET ® 4TH FLOOR
PHONE: (415).781-1191 SaN Fraxcisco, CA 94108
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NOBEL LAUREATE SIGNATORSE

Kenneth J. Arrow
Stanford University

Gerard Debreu
University of California at Berkeley

John C. Harsanyi
University of California at Berkeley

Lawrence R. Klein
University of Pennsylvania

Wassily Leontief
New York University

Franco Modigliani
Massachusetts Institute of Technology (Emeritus)

Robert M. Solow
Massachusetts Institute of Technology

James Tobin
Yale University
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Debunking Doomsday
With GCC’s Economic Models, It's Garbage In, Garbage Qut

Washington. DC -- Only this month. eight Nobel Frize-winners and 2.300 other economists
endorsed a statement that reads. “sound economic analysis shows that there are ﬁclicy options
that would slow climate change without harming American living standards, and these measures
may in facrimprove 1. S productiviry in the longer run.”

Yet today. the Global Climate Coalition (GCC) plans to proclaim. once again. that erforts to
mitizate climate change will bring doom and gloom to the U.S. economy and to the economy of
developing nations. The GCC. a lobby tunded by the coal and oil industries. will point to the
economic analysis of industry consulianis Charles Rivers Associates for proof of this self-
serviny conclusiol. '

The economic projections promoted by the GCC are seriously flawed. according to Dr. Florentin
Krause. a lead author ot the economic modeling review recently undertaken by the authontative
UN Inrergovermnmental Panel on Climare Change (TPCC). and rthe Direcror of the Infemational
Project [or Sustdinable Energy Pdtlis (IPSEP).

In a soon to be released report. Dr. Krause concludes that studies relied upon by the GCC
(including prior studies by Charles Rivers Associates):

* report costs for climate changze mitgzaton that fall outside the range of credible
esumates because they fail to use analytically sound. state-ot-the-art modeling
procedires:

= grossly overstate cusls because tey fail o consider [ive wajor policy options for
increasing economc welfare while reducing emissions (so-called double dividends
or no regrets.options).

Nr. Krause also documents the “spin™ nused by the (3CC 10 paint an alarmist pictire from
suppused economiic impacts tidl dre slight enough 0 be well within e wargin of enor of
long-range economic forecasts. The GCC rarely mentions that its predicted worst-year cost
for climate change mitzation (typically between 2 4 percent of GDP) occur in the context of a
doubling ot projected GDP over approximately the same time trame. Thus. climate change
mifiganon wonld nor. as the GCC has claimed. “force Americans info second class lifasr}'les."

Press wishing to discuss these and other findings in the upcoming
IPSEP report can contact Dr. Krause at (510) 525-7530.
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ECONOMISTS’ STATEMENT ON CLIMATE CHANGE

Among the over 2,300 economists who have endorsed the Economists’ Statement o
Climate Change are the following, they include scholars at top universities and
economists from top corporations.

Michael C. Barth
William J. Baumol
Steven Neil Braun
W.A. Brock
Martin Bronfenbrenner
John P. Brown

R. Thomas Burge .
Dallas Buntraw
Trudy Ann Cameron
lian Cao

Carl F. Chnst
Gerard Debreu
Stephen J. DeCanio
Robent Dorfman
Franklin M. Fisher
Peter J. Francis
Victor R. Fuchs
Claudia Goldin
Edward Gramlich
lerry R. Green
Frances Hammond
John C. Harsanyi
Oliver Hart

James J. Heckman
Albert Q. Hirschman
Jack Hirshleifer
Robert Hunt
Leonid Hurwicz
Chnistopher Jencks
Gale D. Johnson
Carl Kaysea
Robent Kirchner
Lawrence R. Klein

J. Kmenta

ICF Kaiser

New York University

Council of Ecanomic Advisers
University of Wiscaonsin, Madison
Duke Universicy

KPMG Econmic Consulting Services
Proctor & Gambie Pharmaceuticals
Resources (or the Future

University of Los Angelos California
AT&T

Johns Hopkins University

University of Califomia at Berkeley
University of Cahifornia at Santa Barbara
Harvard University

Massachuserts Institute of Technology
CNA Corporation

Stanford University

Harvard University

University of Michigan

Harvard University

General Motors Corporation
University of California at Berkeley
Harvard University

University of Chicago

Institute for Advanced Study
University of Los Angelos California
World Bank

University of Minnesota

Harvard University

University of Chicago

Massachusetts [nstitute of Technology
PEPCO

University of Pennsyivania

University of Michigan

Laurence I. Kotlikoff
Anne Q. Kreuger
Mordecai Kurz
Steven G. Lanning
Lester Lave

David Lui -

Paul W. MacAvoy
Gerald M. Meiser
John R. Meyer
Christopher J. Monroe
Richard R. Nelson.
Richard B. Norgaard
Charles Plon
Richard E. Quandt
Roy Radner

Gordon Rausser
Kenneth Rogoff
David Romer
Michael Rathschild
Daniel Rubinfeld
Vemon W. Ruttan
Jeffrey Sachs
Thomas Sargent
F.M. Scherer

T. Pauj Schultz
M.M. Shahjahan
Steven Shavell

A. Michael Spence
Robert Siavins

Bruce Stram

James Tobin

Gordon Tullock

Hal R. Varian

W. Kip Viscusi
Oliver E. Wiiliamson

Boston University

Stanford University

Stanford University

Bell Labs-Lucent Technologies
Camegie Mellon University
Southem Califomia Edison

Yale School of Management
Sl:uleord University

Harvard University

AT&T

Columbia University

University of California at Berkeley
California Institute of Techaclogy
The Andrew W Mellon Foundation
New York University

University of Califoruia at Berkeley
Princeton University

University of California at 3erkeley
Princeton University

University of California at Berkeley
University of Minnesnta

Harvard University

University of Chicago

Harvard Universiry

Yale University

PEPCO

Harvard University

Stanford University

Harvard University, Kennedy School
Enron Corporation

Yale University

University of Arizona

University of California at Rerkeley
Harvard Law School

University of California at Berkeley
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INTERAGENCY GROUP ON CLIMATE CHANGE

Jim Baker
Rosing Bierbaum
Eileen Claussen
Charles Curtis
Everett Ehrlich
J éffrey Frankel
John Garamendi
Jack Gibbons

T. J. Glauthier

Joshua Gotbaum

Commerce/NOAA

White House

State

Energy

Commerce

CEA

Interior

White House

OMB

Treasury

(O) 482-3436
(F) 408-9674
POC: Pat

(O) 456-6202
(F) 456-6025 72
POC: Sandy

(0) 647-1554
) 647-0217
POC: Lillie

(O) 586-5500
(F) 586-7573
POC: Kim

(O) 482-3727
F) 482-0432
POC: Vickie

(0) 395-5046
(F) 395-6947
POC: Francine

(O) 208-6291
(I 208-1873
POC: Gwen

(0) 456-7116
(F) 456-6021
POC: Susie

(O) 395-4561
(F) 395-4639
POC: Alecia

(0) 622-2200
(F) 622-2633
POC: Rosemary

__[@oo2
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Fred Hansen

Elgie Holstein

Jeff Lang

Katie McGinty

Jerry Melillo

Alicia Munnell

Richard Rominger

David Sandalow

Lois Schiffer

James Steinberg

EPA

NEC

USTR

CEQ

White House

CEA

USDA

CEQ

Justice

White House

(0) 260-4724
(F) 401-3764

POC: Linda H.

(O) 456-2800
(F) 456-2223
POC: Gay

(O) 395-5114
(F) 395-4549
POC: Dena

(0) 456-5147
@) 456-2710
POC: Robert

(0) 456-6202
(F) 466-6025
POC: Sandy

(O) 395-5036
@) 395-6958
POC: Lisa

(O) 720-6158
@) 720-5437
POC: Joanne

(0) 456-6224
(F) 456-2710
POC: Wendy

(O) 514-2701
() 514-0557
POC: Norma

(0O) 456-9480
@ 456-9490
POC: Kathy

[doo3
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Lawrence Summenrs

Dan Tarullo

Timothy E. Wirth

John (Randy) Wood

G/Admin:TAClimte

Treasury

NEC

State

State

(O) 622-1080
(F) 622-0081
POC: Judy

(0) 456-5353
(F) 456-1605
POC: Kristin

(O) 647-6240
(F) 647-0753
POC: Debbie

(0) 647-9796
() 647-0753
POC: Debbhie
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EXECUTTIVE OFFICE OF THE P E
04-Mar-1997 03:25pm

TO: Alicia H. Munnell

FROM: Lisa D. Branch

Council of Economic Advisers

SUBJECT: Tim Wirth’s Climate Change Luncheon, Thurs,

3/13, 12-1:30pm

FYI, Tim Wirth’s ofc called to invite you to another one of his
luncheons. The guest of honor will be Paul Krugman (MIT). The
- 1:30 @ State Dept, Henry Clay Dining Rm. However, this lunch
Fed lunch €@ 1pm. Background info on Krugman forthcoming.

poc: Debbie, 647-6205

climate change
lunch is from 12
conflicts w/the



EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL OF ECONOMIC ADVISERS

March 6, 1997

TO: Sally Katzen

Would it be helpful for nme to send a copy of
this memo directly to Mary Nichols at EPA?
Please call me with Your answer, x55036.

Thanks.
\4{\/

Alicia Munnell

MEMBER




EXECUTIVE OFFICE OF THE PRESIDENT
COUNCIL OF ECONOMIC ADVISERS
WASHINGTON, D.C. 20500

MEMBER

March 6, 1997

MEMORANDUM FOR SALLY KATZEN, OMB
FROM: ALICIA MUNNEL@L\}\Q

SUBJECT: Ozone NAAQs Information and Analysis from EPA

I would appreciate your including the following items on your list of requests from EPA in
your forthcoming discussions with Erskine Bowles and Carol Browner.

1. EPA should revisit the question of which 8-hour standard is equivalent to the
current standard and continue consideration of a broad range of standards,
including .09 ppm, 3rd high and .08 ppm, 8th high.

The Clean Air Scientific Advisory Committee (CASAC) agreed that an 8-hour averaging
time is preferable to a 1-hour averaging time for the ozone standard. But they also concluded that
the science provided no “bright line” distinguishing any of the proposed standards (including the
current standard as well as some that are less stringent) as more or less protective of public health.
Therefore, an 8-hour standard that is as protective of public health as the current standard should
remain under consideration. :

I understand that determining the equivalent standard is an analytical challenge; a standard
that is more stringent in one city may be less stringent in another, for example. Based on risk
assessments in 9 urban areas, EPA staff has identified .08 ppm, 5th highest and .09 ppm, 2nd or
3rd highest as equivalent to the current standard. However, the analysis does not address risks to
public health in areas outside those 9 cities. Over 20 million more people live in areas that attain
the current standard, but would not attain a standard of .08 ppm, 5th high, and a similar number
live in areas that would not attain .09 ppm, 2nd high; many other people live in downwind
attainment areas where ozone concentrations would also fall.

An equivalence determination should include health risks in all areas. If time or modeling
constraints make such an analysis impractical, population living in non-attainment areas may
provide a reasonable proxy. Based on population living in non-attainment areas, EPA staff has
identified .08 ppm, 8th high, and .09 ppm, 3rd high as approximately equivalent to the current
standard.

In the revised RIA, EPA plans to consider only three alternative 8-hour standards: .07
ppm, 3rd high; the proposed standard; and .08 ppm, 5th high, combined with a separate secondary
standard. EPA staff concluded that the analysis for .08 ppm, 5th high can act as a “surrogate” for
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.09 ppm, 3rd high. The projected non-attainment areas under the two standards are considerably
different, however, suggesting that .08 ppm, 5th high is an inappropriate surrogate for .09 ppm,
3rd high. This option is well within the range endorsed by CASAC and should continue to be
considered in EPA’s analysis.

The recent supplement to the risk assessment included .09 ppm, 3rd high, but not .08 ppm,
8th high. A risk assessment for this standard should also be considered in the standard-setting
process. (.08 ppm, 8th high is considerably more stringent than .09, 5 exceedances so is in the
range endorsed by CASAC))

2. An integrated analysis of the proposed PM and ozone standards should evaluate the
effects of the proposed ozone NAAQS assuming attainment of the PM standard as
the baseline for both the risk assessment and the RIA.

For its revised RIA, EPA staff has proposed an integrated analysis of the PM, ozone, and
regional haze NAAQS. EPA proposes to analyze the standards in the following order: regional
NOx caps, the ozone standard, regional SOx caps, then the PM standard. This sequencing does
not fully reflect the information already presented by CASAC and EPA in the draft RIAs. Based
on information already presented by CASAC and in EPA’s draft RIAs for ozone and PM, the
ozone standard is clearly the “marginal” decision. As such, it is imperative that the integrated
analysis first estimate the effects of full attainment of the proposed PM standard and then estimate
the incremental effects of the proposed ozone standard. Due to modeling limitations, EPA is
investigating “surrogate” approaches to evaluating the incremental effects of the proposed ozone
standard, given attainment of the PM standard. Because the PM-then-ozone sequencing would be
much more informative than that currently planned by EPA and given the time constraints, EPA’s
integrated analysis should focus exclusively on the PM-then-ozone sequencing.

Until a more complete analysis of the incremental impact of the ozone standard using
attainment of the PM standard as a baseline is available, EPA should provide the estimated
emissions reductions and baselines by region and county which are an intermediate step used in
the analysis presented in the PM draft RIA. (EPA should be able to provide this quickly, as it
requires no new analysis.)

3. An assessment of the feasibility of attainment in all areas and more information on
the residual non-attainment problem for the proposed ozone standard is needed.

Many areas are not projected to meet the proposed (and in some cases the current)
standard with identified control strategies. More information about when and how these areas
will come into attainment is needed, including the following:

. The sources of residual tonnage in these areas,

. The control strategies that were available but not applied (in the RIA),
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More information about the ability of technological progress to not only decrease
the expected costs of using currently identified technologies, but also the ability of
new technologies to impact the residual non-attainment problem, in light of the
secular upward trend in emissions due to increased economic activity and vehicle
miles traveled (VMTs). EPA should estimate what implied rate of technological
progress (introduction of new control strategies) would be necessary for full
attainment in all or most areas and compare this to historical experience.
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March 3, 1997

- MEMORANDUM FOR DISTRIBUTION

FROM. ELGIE HOLSTEIN
DAVID SANDALOW
SUBJECT: Climats Change

There will be & meeting Tuesdzy, March 11 from 9:30-11:00am in OEOB Room 472.

One of the items on our agenda will be clearance of a background paper on domeslic
emissions trading programs. Please review the attached draft, prepared by EPA, and provide
any comments to David Gardiner (260-4332) 2o _later than COB Thureday, March 6, EPA

will distribute a revised draft prior to our meeting.
Complete agenda for our meeting to follow.

Everyone of the attached list has been cleared into the building. For qucstions concerning
clearance, please contact Wendy Philleo (456-6224).
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Overview of Domestlc Greenhouse Gas Emissions Tradmg Programs

lntrodUction

This paper describes h%omesuc emissions trading program ceutd-vemsedto <y 4y
cemplyw!%-mremmmmrgcrdm to meet an mtcmauonal agreement on 4N Ao ISIND Tog
greenhouse gases. Emissions trading is-a-te meetin antity
exssSioRs— 1t involves allocating or aucuomng cmxssmns allowances and allowuag the
trading of allowances i mukew&&mﬁem&mhmmmh
targeted levels. Sineefmission t:admg invetves-the creattdi of pew, markctable assets
that can bave substantial value, addfesa-mg distributional issues will be an important
component of program design. Allocation rules or auction revenues can be used to
address these distributional issues.

Emission trading systems offer both static and dyn.axmc efﬁcnency advantages
over morg traditional forms of regulation. The. i aiBs-eXists
because fmitters face diffcrent abatement costs, Emissions trading allows those with
high abatement costs to purchase allowances from those whose costs are lower. Total .
costs witad therefore be lower than through tradilional regulations, which require all nes TTRN
polluters to comply with a specific standard. However-it-should-be-neted-thatsuch a wo ‘xg\w\&
pregram involves people and firms adjusting to higher energy prices. W ceClety S

Asaconsh
Under traditional regulation, firms have little incentive to Investigate ways of

abating pollutigh by more than the minimum required to comply with regulatory
requirements. ‘Fioms under-invest in pollution control R&D,since-they can capture <
ncither-the-futlmarket benelits Homsuch- -spending (since-others-bensfit-fromleaming-of on

thei Wﬂﬂ%ﬂ—mﬂmwmms/rm
offers dynamic efﬁcxency gains because lmicentive to continuously improve

pollution abatement technologies in order to create “surplus” allowances for sale. -

additien;-tradable-permits-oan-provide-incentivesfor reduced total energy-use.

These same efficiency benefits could be achieved through a system of emission 5}&) o
taxes. However, n emissions trading daﬁ'oﬁ-&em-ﬁeﬂwmﬁ'—
importentways. Firsth{jnder a tax system, the quantity of total emissions is the result of
individual polluters’ degisions in response to the incentive provided by the tax. In
ptinciple, if the entire co stmcturc is known, any quantity target attained by a tradable
permit system could also be #ttained by an appropriately calculated tax. In so far as

\\"\b\l ot

forecasting in practice is difficult, however,-the resulting level of emissions can be greater

Ot less-than tieeve-targeted when the tax rate is sef./By setting overall quantity targcts,

Bl'anSiOIIS tl'ading proyams cottded with.apm Y s MecomuD 3 ICEBTre dures—offe “
greater certainty that natioual emission targets will be achieved—Setond, émission taX—,

\
VISt

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 1
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whether to collect revenues by auctioning permits or allocating them based on historical
emissions or some cornbination of the two. This flexibility can affect the public
acceptance of the mitigation program,
US Experience with Emissions Trading
The US has had more experience with emissions trading than any other country in
the world. Specific programs include:
L o . weed e
o Sulfur Dioxide (SO2) Allowance Trading: The Clean Air Act Amendments of 1990
imposed-anoverall 50% emission reduction r 02 emissions ffom c WPLU\L
electric utility boilers. Thepoﬁon—e&g—%?ﬁamcmdngﬁﬁﬁng‘wom'by \Q '~ ooe) &
~alleenting emission allowance¥ts‘E18en ¢ titities based on a formula reflecting AV qd\?@
U historical emissions. In addition, a small pertion of allowanccs are auctioned cvery { o2 QQ
¥ & ~)  year to facilitate price discovery and new entrants. Allowances are specifically -

excluded from being define operty rights, may be traded to any party anywhere
within the continenta) U.S., and may be “batiked” for use in futurc years. Participants
necd to conduct regular monitoring of emissions and make an annual accounting of
their emissions. Penalties are imposed if emisgions exceed the number of allowances
held by a source. —

A no
Theze ismow fal functioning market in SO, allowances involving both bilateral
exchanges between companies, and brokered exchanges through third parties. This
market, along with other factors', has helped to dramatically reduce the cost of the
abatement program. Initially, forecasters claimed that emissions allowances would
sell in the range of $100 to $1000 per ton.? Current spot prices are in the range of $80
to $90. In addition, 1995 emissions were actually 40% below the legally required
levels for that year. '

Water Effluent Trading: The US generally has regulated surface water quality
through a system of discharge limits for large sources of water pollution. In addition,
states have standards for ambient water quality which arc often not attained even after
large dischargers apply “best technology.” The reason is that small (“nonpoint™)
sources (such as runoff from farms) contribute significantly to water pollution. A
number of state and local governments are employing trading systems for watersheds
that either permit trading among large dischargers, or allow large dischargers to fulfill
their requircments by controlling nonpoint sources. These include the Fox River in
Wisconsin, the Dillon Reservoir in Colorado, and the Tar-Pamlico River in North
Carolina, The latter two programs are designed to manage future economic growth.

! These include the fact that the bill that was actually adpted was not as oncrous a3 many in industry had
Teared, the low price and widespread availability of low sulfur coal, the awarding of “"bonus allowances,"
the postponement of capital investments, and lower than expected transpoitation costs.

? Hahn, Robert W., and Carol May, *The Behavior of the Allowance Market: Theéory and Evidence,” The
Electricity Journal, March, 1994.

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 2
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Thus, the quantity of effluent allowances allocated exceeds current discharge levels.
Once growth consumes this excess, trading is expected to reduce compliance costs.

o Inter-refinery Lead Trading: EPA operated a lead trading program from 1983 to
1987 as it phascd out lcad from gasoline, Lead trading allowed refiners and importers
to trade lead reduction credits in order to meet limits for the lead content of gasoline.
The quantity of allowances to which a firm was entitled was determined by the
amount of leaded fuel produced by the firm and the contemporaneous EPA standard.
Those who bettered the standard could sell their credits to others. Some 10 billion
grams of lead were traded during the course of the program at prices ranging from
0.75 to'S cents per gram. Allowing the trading of lead credits reduced the costs of the
program by approximately 20 percent. _

e Criteria Air Pollutant Trading: EPA first began incorporating aspects of emissions
trading in its air program in 1974, when it allowed a modified source to use “credits”
-earned by another source within the same plant to avoid additional regulatory

have achieved savings een $525 million 2nd $12 billion:

o Market Mechanisms for Chlorafluorocarbon (CFC) Phaseout: Under the 1987
Montreal Protocol to limit stratospheric. ozone depletion, the U.S. required the phase
out of the production of CFCs by 1996. As part of its program, the U.S. ad'gated a

tradeable permit regime covering CFC manufacturers and importcmillh_gg. ere
allocateq allowengesbased on each firm's 1986 market share. As the market for
. CFCs declined, the system allowed firms to allocate production betuibardifferent ¢

produetion facilities according to the least-cost pattern of supply. It also gave CFC
users the flexibility to switch between different CFC compounds, within the overall
limit on allowances. This program helped reduce the costs of the phaseout. In 1988,
EPA estimated that the cost to halve CFC use would be $3.55 perkilogram. By 1993,
it became clear that all uses could be eliminated by 1996 at a cost of $2.45 per
kilogram.

Emission Trading of Greenhouse Gases
ission trading and bank] Ve been used to matet
7 Emissions trading,cSupled with sufficj
similarly be used to'fneet an established farget for -

An emissions trading progfam, like any program designed to limit greenhouse
pases, must contain certain elements. First, an agreed upon emissions.budget must be
established. A central authority must be given the domestic responsibility for verifying

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 3
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compliance and must be provided sufficient information to do so. Finally,
nencompliance with allowance limitations or reporting requirernents must generate real
consequences, such as penalties or subtraction of allowanees.

A program would have to establish permit lifetimes, monitoring and enforcement
provisions, as well as rules for permit banking, borrowing, and trading. Consideration
should also be given to transaction costs, which should be kept as low as possible.
However, particularly difficult issucs involve determining what types of activities require
a permit and how permits should be allocated.

What types of Activities Should Require a Permit

Sources of greenhouse gases include not only those emitting carbon dioxide, but
other gases such as methane, nitrous oxides, hydrofluorocarbons (HFCs),
perfluorocarbons (PFCs), and sulfur hexafluoride (SF6). Gases differ both in their
atmospheric lifetimes and in their ability to trap heat in the atmosphere. In addition,
carbon is not only emitted through the cornbustion of fDSSll fuels, but is also absorbed by
“sinks” such as trees and soils.

‘ ] _ \eidugs
The decision for determining whe%he%qﬂ'ﬂvdﬂoﬁﬁ permit should

consider the following:

« Coverage: 'While it may not be necessary to ensure that every ton of greenhouse gas
is accounted for within an emission trading regime, the scope of coverage of the
trading program should be sufficient to ensure compliance with targets set in
accordance with an international agreement.

» Administrative and compliance feasibility: The number of sources involved in the
trading program should be small enough to be administratively feasible and large
enough to ensure market competition. In addition, monitoring and verification of
permit compliance must be possible for those included in the program,

 Potential to Diffuse Low Greenhouse Gas Technologies: Alternative points of
intervention should be evaluated for their ability to provide incentives for research,
development, adoption and diffusion of low greenhouse gas technologies.

» Market Impacts: Any program that limits emissions will affect the bottom line of
firms. The permit program will have economic impacts that vary depending on
program design. For example, exempting certain sizes or categories of sources from

~ permit requirements because of administrative or equity concems (e.g., small boilers
or home heating oil) has competitive implications within the energy market..

Carbon Sources
3 Carbon dioxide cunently accounts for about 85% of U.S. greenhouse gas
£y emissions. tern “‘emyssion trading”™ pmplies the crea n of a market emission
allowances for pcmuts) ong amitter??c;n grccnhouse ases through & J¥nitation opfémse

PRE-DECISIONAL DRAFT DO NOT CITE OR QUOTE 4



@ooT

03/03/97 MON 17:21 FAX 2_\_)24‘5_6347_ R CEQ ura uren @uod

ardl

1951009 of carbon dioxide, direct emittcrs number in the
hundreds of millions since they include sources such as automobiles and residential gas

However, since-virtually all ef the-carbon-contained-in-fossil-fuel extracted frome

.the ground (with the possible-exception-of-certain feedstocks) i eventually released-to.the-
atmasphere, a trading program need not focus uniquely on direct emitters, but can be
implementcd through other points in the encrgy market. These include fuel imports, fue]
extraction, processing, refining, distribution, and ‘secondary conversion (e.g., coal to
electricity). In addition, these points could vary by sector. For example, an emission
trading program could focus on the point of final combustion for coal, but on refining for
oil, or distribution for natural gas. Given the wide variety of options available for
including energy sources in a trading program, a few alternative programs are described
below for illustration:

A Program Targeting Primary Fuel Producers \hed oot b

T‘hcre-aro»aaeus-hulsmﬁ primary fuel producing s:ctog- extraction,
processing, refining, and distribution — where a perrait program could be implemented.
One option would be to require permits at the paZxof first sale (a permit is surrendered
with the first inter- or intra- company transaction). Such a system would include '
transactions between a coal company and an electric utility, between a natural gas
producer and its marketing arm, between a natural gas producer and a broker, or between
an oil extraction company and its refinery operations. Fuel importers would also require
permits to import fuel. This would capture the carbon from fuel consumed in the refining
process. The number of market actors under this program design would be under 5000
and virtually all carbon in the energy sector would be included in the program.

A Program of Emission Trading at the Sectoral Level

An emissions trading progtam could also be applied at the point of combustion,
allowing trading among affected sources. This system would be most comparable to the
current SO, emission allowance trading system.

Targeting the six largest industrial CO, emitting sectors (electric utilities, cement,
primary metals, pulp and paper, petroleumn refining and chemicals) in a sectoral trading
program could cncompass as many as 20,000 market participants and 90 percent of
industrial CO, emissions. Mobile source emissions could be indirectly included in the
system by allocating transportation equipment manufacturers permits for emissions

associated with their automobile fleets or by including refiners in the program.

Residential and commercial em.lssxons could be similarly addressed by focusing upstream
in the cnergy system.
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Other Greenhouse Gases and Sinks

The remaining 15% of greenhouse gas emissions (on a carbon-equivalent basis)
are accounted for by other gases. Most important among these is methane, which by
itself accounts for 11% of national emissions. Since gases differ in their lifetirnes and in
their potential to trap heat in the atmosphere, an “‘cxchange rate” or trading ratio must be
established to.convert all gases into common units for inclusion in a trading program.
Such ratios have been developed by climatc rescarchers and could be applied here. These
should be consistent with the rules established in the international protocol.

Several, although not all, of the many sources of non-carbon greenhouse gases
could likely be included in a trading system. For example, methane emitting coal mines,
landfills, livestock manure management facilities and potemzally natural gas distribution
systems may meet the criteria described above for inclusion in a grc.enhouse gas trading
program. These sources account for 7% of national greenhouse gas emissions. Similarly,
emissions of some sources of other gases could potentially be included (e.g., magnesium
production).

Forests in the United States currently remove an amount of carbon equal to 8% of
national emissions from the atmosphere. However, transiating the potential of sirks into
monitorable, verifiable, and cost effective cnnssxon reductions is hampered by the lack of
a comprchensive national accounting system' fot ‘sinks. Thus, while it may be possible to
observe and monitor the planting of trees and preservation of foxests in a given area, it is
difficult to know how such actions affect national emissions. Preservation of onc stand of
forests may simply lead to destruction of another in a different location. Overcoming the
difficulties associated with monitoring and verification is therefore especially important
for the inclusion of sinks to be included in a trading program.

Allocating Permits

In an emission trading system, some mechanism must be provided for allocating
permits to sources. This could be done on the basis of baseline/historical emissions
{(where permits are given to those currently emitting) or through an auction (where
revenues acerue to the government). These two mechanisms might also be combined:
some portion of permits could be allocated on the basis of historical emissions while the
rest are auctioned. In any case, the value of these assets could be large depending on the
permit price, which is determined by the emissions target and the costs of substitutes.
Given that an auction could produce substantial revenues, some decision would have to
be made with respect to what to do with the proceeds

A reserve of allowances or a portion of auction revenues could be set aside to
encourage more rapid development and diffusion of low greenhouse gas emitting

“technologies. For example, manufacturers of energy consuming equipment could

campete for the set aside based on the degree to which they produce equipment more
efficient than the average in use or than required by current mandatory efficiency
standards. Such a program could yield reductions in energy demand and help buffer the
consumer from the impact of higher energy costs.
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Allocation Based On Baseline/Historical Emissions

~ Under this approach, sources are given a number of permits based on bascline fuel
production or emissions and an allocation formula. Various allocation formulae can be
devised, weighted to greater or lesser degrees in favor of sources with high historical
emissions, Emissions allowances arc endowed to facility operators for no cost and would
be transferable. Those receiving permits thus obtain assets of potentially large value ﬁ'om
the government at no cost. U)( «Q}S)

Such an allocation mechanism could create entry barriers. In a capital intensive ?

sector like primary fuel production, where entry barriers are already substantial, new
ntrants-would be further disadvantaged 1 ad 1o purchase its. This problem

could be mitigated by withholding & number of permits for purchase by new entrants or

,(0‘ - by aucnomng a portion on the open market. Such an auction would also facilitate price

dxscovcxy in a new market. Although new firms will still be disadvantaged (as they will
V' pay for all of their permits), they would be able to enter the market. The pool of permits
would need to be withheld from existing sources to engure compliance with targeted
national cmission levels.

It may be desirable to design an allocatict“Eaat would allow credit for early
emissions reductions (those achicved prior to the start of the program, but after the
baseline period) — in particular for those that reduced greenhouse gas emissions as part
of government sponsored voluntary programs. If credits for past actions are given, the
total eredits allowed would need to be deducted from the overall permit allocation in
order not to excecd hational greenhouse gas emissions target.

Permit allocation formulae could also take into account the market impacts of the
mitigation program. For example, “set asides” could be made available to those
industries or consumers who experience a grossly disproportional share of the costs of
control. Alternatively, a set aside could be auctioned, with the revenues used to redress
gross inequities in the distribution of control costs.

Auction

Alternatively, ant auction could be used to allocate permits. In this case, permit
holders would pay the market clearing price for every unit of greenhouse gas rcleascd.
Auctions ensure that permits are available for trade, and would serve to inform potential
traders about current price levels. All participants have equal access to permits, placing
new entrants on the same footing as existing emitters. Given that an auction could
produce substantial revenues, some decision would have to be made with respect to what
to do with the proceeds. These include programs to redress inequities in the distribution
of contro] costs (as discussed above), R&D for less carbon intensive energy sources and
end us¢s, reductions in taxes, and/or deficit reduction.
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Conclusion

Past experience with emission trading programs indicates that they can help
significantly reduce the costs of meeting environmental objectives. This is due in part to

the incentives they provide for developing and diffusing new environmental technologies.

Thus, final compliance costs for the programs that have incorporated emissions trading
have, in general, been dramatically lower than ex ante expectations. With careful
attention to design, a system of emissions trading could be instituted for greenhouse gas
emissions. Such a program would provide similar incentives to research, develop, and
diffuse low greenhouse gas technologies and result in achieving targeted emission levels
at'the lowest possible cost.
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