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Global Subsidies Initiative (GSI)

e Started in 2005 — Secretariat (of 5) based in Geneva

* Purpose: to investigate and promote reform of
subsidies that have negative economic, social or
environmental impacts

* Two streams of work:
1. overarching and multilateral issues (e.g. WTO reform)

2. studies in specific sectors (e.g. subsidies for fossil-fuels)

* Phase 1 (2006-08): Emphasis on Bio-tuels
Phase 2 (2009-11): Emphasis on Fossil fuels
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The International Institute for Sustainable
Development's Global Subsidies Initiative (GS1) is
a project designed to put the spotlight on subsidies
and the corrosive effects they can have on
environmental quality, economic development and
governance.
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The two most often-quoted figures

1. Fossil fuel subsidies are $300 billion/year
— IEA World Energy Outlook (20006), (2008)

2. Removing fossil fuel subsidies would see
global emission reductions of 5% CO,

— IEA World Energy Outlook (1999)

How are these estimates derived? Are they
representativer Do they cover all subsidies? Do
we need accurate estimates?
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IEA WEO 2008 Figure
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Basis of IEA WEO Estimates

* Scope limited
— 19 large developing countries (DCs)

* Estimate 1s $310bn, extrapolated to $400bn for all DCs
e 2006 IEA WEO estimates $220bn, $300bn

— “Price-gap” only
* Market transfer (part of CSE [Consumer Support Estimate])
* Thus excludes Producer Subsidies (cf PSE)

* Single study — uses own methodology

— There 1s no agreed standard or protocol
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Measuring the “Price-Gap”
* Simple concept
“free-marfket price” — price to customer
* Price to customer relatively easy to establish
— OECD “Energy Prices & Taxes” (developed world)
— Various sources for rest of world (local currency)
* “Free-market price” requires assumptions
— World price of energy at appropriate point (& time)

— Costs of transmission, distribution, storage, etc.

* Already done for regulated markets and pricing studies
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Widening the Scope
e Definitions exists: WITO SCM

— “A financial contribution by a government ... [in which]
a benefit is thereby conferred.”

* Choice on how wide to set the scope

— GSI recommends against including external costs

* Result of inaction; can be huge; imprecise; site-
specific; where to set boundaries?

— Debate has started on status of freely allocated
GHG allowances
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Types of Government Subsidies

Access Cross-Subsidy Direct Spending
Government Import/Export Information
Ownership restriction
Lending Price Controls Purchase
Requirements
R&D Regulation Risk
Tax (+/-)

Source: Koplow, D. (1998). Quantifying Impediments to Fossil Fuel Trade: An
Overview of Major Producing and Consuming Nations. Prepared for the OECD
Trade Directorate.
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Other Estimates of World Energy Subsidies

* Driven by fossil fuel prices

 FHarlier studies include large FSU component
World Bank & OECD 1990 up to $300 bn/year
Larsen & Shah 1992 $230 bn/year
Burniaux et al 1992 $235 bn/year
de Moor 2001 $240 bn/year
Riedy 1992 $151-230 bn/year
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GSI’s Heroic Estimate, $bn (Ronald P. Steenblik)

Type of subsidy OECD _

Market price support 10 50
Direct production subsidies 20 40
(including tax incentives)
PROD- Subsidies to energy- 40 30
UCER  producing capital
Subsidies for inputs 10 20
Government-supported R&D 30 20
Market transfers 10 400
CONS- (e.g., regulated low prices)
UMER  gypsidies to energy- 40 30

consuming capital
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US Exhibit 2: Distribution of Federal Fiscal Subsidies to Energy, 20006
Preliminary Estimates

Example
$Billions Per Year % Share
(Avg. of High/Low Ests)
Qil and Gas 39 52 4%
Coal 8 10.5%
Fossil, mixed 2 3.3%
Total Fossil 49 66.2%
Nuclear 9 12.4%
Ethanol §] 7 6%
Other Renewables §] 7.5%
Conservation 2 2 1%
Mixed Resources/Other 3 4 2%
Total, all resources 4 100.0%
Source: www.earthtrack.net
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Subsidies and GHG Reductions

* Article 2.1(a)
of the Kyoto
Protocol

— general
obligation to
take measures
to phase out
market
imperfections,

like subsidies

& GSl

Study (CGE
except IEA, 1999)

Decreases in CO,
Emissions (Global)

Burnaiux et al.,
1992

6% below base case Iin
2000

18% below base case In
2050

Larsen and Shah,
1992

5% below base case in
2020

OECD, 2000 6.2% below base case in
2010
IEA, 1999 4.6% decrease

Saunders and
Schneider, 2000

1.1% decrease by 2010
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Do we need accurate estimates?
* Subsidies to production and consumption act
against the aim of reducing GHG emissions

— Security of Supply benefits from domestic production
support remain unquantified

* Possible to reform domestic price-gap subsidies
without accurate estimates

* Others: reform held back by fragmentation ot
data, lack of transparency, lack of understanding

— Bio-fuel debate has illustrated the issues
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International Monitoring — pre-requisite of

international action

Sector Initial quantitative International Monitoring and
work response reporting
Agriculture | OECD inventories, | GATT negotiations | Monitoring (OECD)
produced mid- started in 1986, AoA | and reporting (to
1980s agreed in 1994 WTOQO) continuing
Fisheries OECD inventories WTO negotiations Monitoring (OECD)
produced late- started in 2002, continuing; reporting
1990s agreement in 2008? | to WTO in future?
Coal IEA inventories Australia-EU Monitoring by the IEA
produced late- agreement; mainly | until 2002.
1980s national reforms
Consumer World Bank drew G-7 drew attention | Ad hoc updates by
subsidies attention to large to the problem; the World Bank (late
for energy subsidies early World Bank and 1990s) and IEA (1999,

4

1990s

Global

IMF increased
pressure

2006 & 2008) and IMF.
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Reporting Possibilities
UNFCCC

2. Increase WTO Notifications (non-agricultural
subsidies)

3. Encourage more attention to energy subsidies 1n

WTO Trade Policy Reviews

4. Encourage more attention to energy subsidies 1n
IEA country reviews

Separate initiative, through an NGO?
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A Way Forward (GSI Fossil Fuel Programme)

1. ldentification of Subsidy Types
—  Map Subsidy Types to Supply Chains; Data Availability

2. Quantification of Subsidies (Financial Terms)
—  Consumer and Producer; Country Case Studies [Data]

3. Impacts (Environmental, Social, Economic)
—  Modelling (Simple, Detailed)

4. Reform
—  (Case Studies; Political Economy; Roadmap for Reform
5. Outreach

— Raise Awareness; Publicise Research
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Conclusions

* Subsidy reform 1s the goal

— Primary reason: redirection of resources
* What we know is limited in scope

— Scale (9): price-gap

— GHGs: CO, reduction estimates, global models
* Is state of knowledge a barrier to reform?

— Consumer subsidies: often not

— Producer subsidies: yes

* Priorities and roles going forward?
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