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International Institute for Sustainable 
Development (IISD) 

• Independent Policy Research Institute 

– Established 1990 

– Canadian response to Brundtland Commission, Rio ’92 

– Geneva Office of 15 serves WTO, Europe  

• Works across Sustainable Development 

– Trade & Investment, Reporting Services, Climate Change 

• Current focus on Trade & Climate Change Links 

– Currently looking at Guidelines for good BCA practice 

• Leading a study on Steel Sectoral Approaches 

– China, India, Japan country case studies 



Contents of this Presentation 

1. Post-Copenhagen Climate Change prospects 

– Implications for the steel sector 

2. Focus on Competitiveness & Leakage 

– What measures might countries and regions implement? 

– What would be the economic impact of these 

measures on non-regulated economies? 

– Background paper: DSTI/SU/SC(2010)8 



Overview of post-Copenhagen Architecture 

• Both “long-term” ad-hoc working groups continue 

– AWG-KP (Kyoto Protocol) designed to agree post-2012 

commitments for Annex I countries  

• But US is not a member 

– “Common but differentiated responsibility” 

remains undefined 

• Copenhagen Accord not universally accepted 

– A compromise negotiating text has now been adopted 

• Legally-binding new treaty not expected in Mexico 

• “BASIC” countries hold power of veto 

– But not power of imposition 



Steel-specific issues 

• No consensus on trade measures 

– Copenhagen negotiating text included options to ban 

Border Carbon Adjustment (BCA), allow it under certain 

circumstances or explicitly remove its discussion 

– WTO still prefer to wait for guidance from UNFCCC 

• CDM (Clean Development Mechanism) to be 

retained for least developed countries only? 

• NAMAs (nationally appropriate mitigation actions) 

appear (undefined) part of many future architectures 

– Part of a move to domestic policies and measures? 

 



Future Trends 

• US keen on smaller negotiating groupings 

– Could be more flexible to deal with specific issues 

– e.g. G-20 Pittsburgh Statement on fossil-fuel subsidy reform 

• (Theoretically) possible that key role of trade-exposed, 

energy-intensive industries could become a single issue 

• More likely that countries and regions will pursue 

domestic policies and measures 

– Even if these are sectoral approaches 

• Unilateral trade measures remain a possibility 

 



Competitiveness & Leakage (C&L) overview 

• Border Carbon Adjustment (BCA) would see a tax 

(or equivalent) on imports and/or a rebate on exports 

• Main (incumbent) alternative is to grant free 

allowances to industries considered to be exposed 

– Sectoral approaches under consideration unlikely to have 

significant impact in reducing cost differentials 

• Political and legal analysis can only take us so far 

• Paper asks one of the key economic questions: 

– Would responses to C&L issues have a strong impact 

on non-regulated economies? 

 

 



Tax which could be levied 

• No BCAs as yet 

– Unlikely in at least the short-term 

• Free allowances more the “incumbent” response 

– EU ETS plan to offer them (selectively) until at least 2027 

• Key starting point is what level of tax (or equivalent) 

could be levied 

– (over)simply: BTA = Carbon Price – Free Allowances 

– WTO does not allow importers to be subjected to costs that 

domestic producers are not 

– No account taken of CBDR in this formulation 

 

 



Measures being Considered 

• United States 

– Waxman-Markey bill would allow 100% output-based rebates 

of direct and indirect (electricity) costs 

– Kerry-Graham-Lieberman details still open 

• Likely to be a collar around the price in the market (e.g. <$28/tCO2) 

• Free allowances or dividend returned to population? 

• Industry not under cap-and-trade until at least 2016 

– Carbon price likely to start low 

• EU ETS 

– Free allowances continue to dominate 

• BTA likely to be low in at least the short-term 

 



Model results for this paper (1) 

• Simple partial equilibrium model of the world steel 

market developed for this study 

• Carbon prices/BTAs of $25/tCO2 and $50/tCO2  

– In NAFTA and EU – singly or in combination 

• Steel price (approx. $700/tonne 2007-30) 

– World average rises by $15/tonne if $50/tCO2 in 2 regions 

– Essentially unchanged in China and developing world 

• World system costs up 1% with highest BCAs 

– Highest cost increases in NAFTA, EU, China 

• China +2.5% cost increase to meet its demand 

 



Model results for this paper (2) 

• Carbon prices in EU and NAFTA raise producer 

surplus elsewhere (marginally) 

– China +$3-12 billion/year, others +$2-7 billion/year 

• $5-25/tonne steel produced 

– Gains largely taken away by BCAs 

• Altering world shipping costs by ±50% has a similar 

level of impact on the results 

• Tentative conclusion: Applying BCA will not have 

a significant impact in developing countries 

 

 

 



Other models and studies of BCAs 

• Partial equilibrium models have concentrated on EU 

– Leakage range very wide (0.5% to 70% for steel) 

– Full BTA application could even reverse leakage 

• Global equilibrium models give economy-wide picture 

– …and tend to cast doubt over the effectiveness of BCAs in 

reducing leakage 

– Divergent results – but do offer protection to the 

industry… 

– …but at the cost of other industries, other countries and 

welfare in general 

 

 



Implementation issues 

• BCAs can be legal under WTO 

• Free allowances appear to fulfill WTO subsidy criteria 

– Only challenged when more than one scheme operational? 

• Workable method for calculating embedded carbon 

likely to lower BTA which can be levied 

• Even if BCAs did impose a significant carbon cost in 

third countries, it is not clear that this would 

incentivize abatement alone 

– i.e. without complementary policies and measures  

 

 



Final thoughts 

• Unilateral application of free allowances and BCAs 

more likely than multilateral agreement 

– “fragmented world” post-Copenhagen 

• Can offer good practice guidelines to countries 

– Consult with partners, only protect sectors which really 

need it, do not over-compensate, etc. 

• BCAs do not appear to result in significant economic 

impacts in non-regulated economies 

– This conclusion worthy of further investigation 

 

 


