o» KONRAD
ant €PICO 'A ADENAUER *
Klimalnnovation m STIFTUNG

oD Perspectives on designing a climate club: T

.. Alliance-building to strengthen international climate ..
. cooperation .
.. Discussion Paper | November 2022 l.




Perspectives on designing a climate club

Perspectives on designing a climate club: alliance-building to strengthen
international climate cooperation

Authors:

Parul Kumar (EPICO Klimalnnovation)

Heiner Von Liipke (German Institute for Economic Research)

Marian Feist (German Institute for International and Security Affairs)
Heather Exner-Pirot (Macdonald-Laurier Institute)

Hubertus Bardt (German Economic Institute)

Cite As:

EPICO Klimalnnovation and Macdonald-Laurier Institute (2022). “Perspectives On Designing A
Climate Club: Alliance-Building To Strengthen International Climate Cooperation”, Berlin.

) ot KONRAD
a2 €PICO .E 'A ADENAUER
am STIFTUNG

Klimalnnovation e e

The authors of this document have worked independently and are solely responsible for the views
presented here. The opinions are not necessarily those of EPICO Klimalnnovation, its Directors or
Supporters, or those of the Macdonald-Laurier Institute.

Copyright © 2022 EPICO Klimalnnovation and and Macdonald-Laurier Institute. This work is licensed
under a Creative Commons Attribution 4.0 International License.

Discussion Paper | ii




TABLE OF CONTENTS ...ttt sisssaeesesisssss s snsaasssssssesssssssasssssssssssesanassssssssensnns 1l

EXECUTIVE SUMMARY .. .ciitttuuuniiiiiiimmmmnmssssoniiiimmmssssssssiisiimemsssssssssssmmerssssssssssssssssssssssssssssssssassssssss 1
INTRODUCGTION....ccuuiiiiiiiininninesisiisiiiersssssssssssmmmerssssssssssssssmssssssssssssssseessssssssssssssnsssssssssssssssessnsssssss 2
8 BACKGROUND AND EVOLUTION OF THE CONCEPT OF CLIMATE CLUBS .......cccoooeiitmimmnnnansinnnnne 3
The climate club in club theory lIterature ..o e 3
The climate club in the German political diSCOUrSe .......ccovvviiiiiiiiiiiieeece e 3
The G7 Statement on the climate Club ......c.coo i e e 4
Il. THE CHALLENGES AND LIMITATIONS OF CARBON PRICING AS THE BASIS FOR A
CLIMATE CLUB....cutiiiiiitiiiiiieiieiiteieaiitesiencieserasssssstessssssessssssssssssssssssosssssssssssasssssssnssssssnsssnsssns 6
Carbon pricing iN the G7 CONEXt..uuiiii i e e e e e e e e rrr e e e e e e e e e nneraees 6
Border Carbon AdJUSTMENTS ....ccceie it e e e e e e e e e e e e e e eaabeeeeeeeeeeennnnreeaeeaaeas 7
Challenges of a carbon-pricing based climate club ..., 7
The climate club in the 0NgoINg €NErgy CriSis ....ccuiiiiiiiiieeieee e e e 8
1. SECTORAL FOCUS FOR A CLIMATE CLUB......ciitttitiiiniiniteiieniienciaesasisseississsiesssssssnsssssssnssanens 9
Selection criteria for climate club SECTOrS .....ooviiiiiie e 10
Focus areas of a sector-focused climate Club...........ooiviiiiiiiiiiiic e 10

IV. COOPERATION WITH DEVELOPING COUNTRIES TO REINFORCE PARIS AGREEMENT

COMMITIVMIENTS ..ciiiiiiiiiieiieiiineiieiiieiiensieniiassiosciesersssssssssssssssesssssssnsssssssnssonssasssasssssesssssnsssnss 12
V. GOVERNANCE STRUCTURE ....cccevvttereremeeerereneeerereeseerensesmeseessereseessssesssssssssssssesssssssssssssssssssnns 14
Relevance of the climate club alongside the Paris Agreement ........ccccoceeeeviiieeeiceeeeccivee e 14
Complementarity with the Paris AGreement......cccccuvieiiiiie i 14
Developing the facilitative role of international institutions ..........cccoccveeeieiiie i, 15
VI. RECOMMENDATIONS FOR DESIGNING A CLIMATE CLUB..........cccceterereereereeeeeneneeeeeseneesesseneeees 16
CONCLUSION.......ccceiiiiiiieiririeeterereeerereeerereeseenesseeeeseeseererseseeseeseereeseseeseeseesereessesersesseesesseseesesaesaensens 17
REFERENCES.......ceeieeriereresssesssssesssssssesssssesssssssesssssssssssssasssssssasssssasasssssssssssnsssssssnssnssnsasssssnsanssnne 19



Perspectives on designing a climate club

Executive Summary

The concept of a climate club has found references in academic literature on club theory,
predominantly highlighting the benefits of exclusivity and measures conferring trade benefits. In
recent months, the topic has re-entered the political mainstream with a broader conceptualisation.
Most notably, a Statement of the G7 countries under the presidency of Germany in June 2022
expressed the intention of establishing an international climate club that is open and cooperative,
with aspirations ranging from coordinating ambitious and transparent climate mitigation policies,
accelerating industrial decarbonisation, and boosting partnerships to promote the just energy
transition.

A climate club in this iteration is still in a nascent stage, with several aspects requiring further
concretisation. This paper offers insights on designing the climate club outlined in the G7 Statement,
particularly with a focus on sectoral collaboration, cooperation with developing countries, and
establishing synergies with the goals of the Paris Agreement.

RECOMMENDATIONS FOR DESIGNING A CLIMATE CLUB

e Efficient and strategic utilisation of time and political capacity to move away from a top-
down approach focused on carbon pricing to a flexible plurilateral approach is supported by
existing experiences in international climate cooperation and support the need for a climate
club.

e Recognising the polycentric nature of international climate cooperation, while also
strengthening alliance-building in matters of policy, finance, technology, and trade should
form the contours of a climate club.

e Aclimate club with sectoral foci offers pathways for accelerated emission reduction in
emission-intensive industries with trade exposure.

e The climate clubs can be a valuable forum for international knowledge-sharing and
transparent communication about a comprehensive mix of climate policy measures across
countries.

e The climate club could improve the effectiveness of climate finance deliberations in at least
two aspects. First, it could provide the institutional framework for enhanced cooperation
across industrialised and developing countries, thereby fostering trust between the two
groups of countries. Second, by focussing on sectoral topics such as industry, energy or
transport, a club could foster cooperation on sector specific policies, technologies and
finance instruments and flows specific to sectoral needs.

e The climate club can aid and supplement the Paris Agreement and the UNFCCC by addressing
several action points contemplated therein, and accelerating the pace of action.

e The club activities should reinforce commitment to the principle of common but
differentiated responsibilities and use the practical experience and learnings from existing
initiatives such as JETPs, while offering a framework for improving their functioning.

e The climate club should build synergy with existing institutional structures within the
UNFCCC, and develop the institutional structures, which have been difficult to establish in
the UNFCCC, but are necessary for increasingly deeper climate cooperation and accelerated
emission reduction.
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When the Group of 7 (G7), a group of the world’s most developed industrial nations (the United States
of America, Japan, Germany, United Kingdom, France, Italy, and Canada) met in Elmau on 28 June
2022, one of the big deliverables under the German presidency was the ‘G7 Statement on Climate
Club’. Its commitments were aspirational rather than prescriptive, promising to advance ambitious
climate change mitigation policies, industrial decarbonisation, and partnerships and cooperation
including through financial, technical capacity support and technology transfer development.

Just months earlier, in November 2021, the Coalition Agreement of the newly formed German federal
government had expressed support for an international climate club open to all countries with a
uniform minimum price for carbon dioxide, and a common carbon border adjustment. The German
coalition’s stated goal was to strive “for a global emissions trading system that will lead to a uniform
CO; price in the medium term” (German Federal Government, 2021b; author translation). The
Coalition Agreement built on a paper on climate clubs jointly published by a number of German
ministries in August 2021, laying down the “building blocks of a cooperative and open climate club”
(German Federal Ministry of Finance, 2021).

There is widespread consensus on the need to act on climate change. But there is difficulty to get the
political buy-in on many concrete measures, and this will likely be made harder amidst the global
energy crisis. The G7 Statement represents a departure from a classical Nordhaus-style carbon pricing-
based club, which despite its theoretical benefits of a uniform carbon price, is politically difficult to
implement. This paper examines the climate club model within the context of the G7 Statement and
delves into the elements of designing such a club. The paper has been published within the framework
of a German-Canadian cooperation and brings together perspectives from authors in Germany and
Canada on a topic that both countries have formally expressed a commitment to, by way of the G7
Statement.

Part | of the paper discusses the evolution of the concept of a climate club, tracing its origins in club
theory, and analysing the more recent developments in the German political narrative, as well as at
the level of the G7. Part Il examines the challenges posed by a climate club centred around carbon
pricing, particularly in light of the divergence on the topic within the G7, as well as the challenges posed
by the ongoing energy crisis. In Part Ill, the authors consider a climate club with sectoral focus areas,
including the criteria for selecting the sectors, and the functions of such a club. Cooperation with
developing countries as a prominent feature of the club is discussed in Part IV. Part V focuses on the
relevance and value of a climate club alongside the Paris Agreement, offering initial suggestions on
building the institutional architecture of the climate club.



The concept of a climate club finds its origin in academic literature in club theory. The theory of clubs
is argued to be “a theory of optimal exclusion, as well as one of inclusion,” proposed originally as an
ownership-consumption arrangement for public goods (Buchanan, 1965). The further development of
club theory in the context of environmental policy is credited largely to William Nordhaus, who viewed
climate change as a public good susceptible to free-riding by nations and argued that the free-riding
can best be countered by an international climate club founded on a treaty where members agree on
an international target carbon price and trade sanctions (Nordhaus, 2015).

Nordhaus defined a club as “a voluntary group deriving mutual benefits from sharing the costs of
producing an activity that has public-good characteristics”, such that the payment of dues and abiding
by rules associated with the club membership are sufficiently incentivized by proportionate gains
(Nordhaus, 2015). At the heart of a Nordhaus-style climate club is “a coalition of countries organized
to encourage high levels of participation and abatement”, which counters free-riding in international
climate agreements through “obligations in terms of strong abatement and penalties for either
nonparticipation or failure to meet the club obligations” (Nordhaus, 2021).

The idea of a climate club formally entered the German climate political discourse in the form of a
paper released by a number of German ministries (the Federal Ministry of Finance, the Federal Foreign
Office, the then Federal Ministry for Economic Affairs and Energy, the Federal Ministry of Environment,
and the Federal Ministry of Economic Cooperation and Development) in August 2021 (German Federal
Ministry of Finance et al., 2021). The document was released shortly after Germany revised its climate
goals to achieve climate neutrality by 2045 (German Federal Government, 2021a). The paper
emphasized the importance of international cooperation for achieving the goal of industrial
decarbonization, and in this context also the creation of international lead markets for climate-friendly
technologies, fostering trust in international climate policy cooperation, and measures to protect
against carbon leakage (German Federal Ministry of Finance et al., 2021).

The paper outlined an international climate club founded on three chief characteristics — ambitious,
bold, and cooperative — with each of these signifying specific aims. First, the term “ambitious” was a
reference to ambitious target-setting which would form pre-requisites for the club membership
(German Federal Ministry of Finance et al., 2021). The two chief criteria defined here were a
commitment to the 1.5-degree target and climate neutrality by 2050. Joint efforts on energy-intensive
industry, hydrogen, and carbon-neutral production of products in the chemical industries were
illustrated as examples of ambition in the field of industrial transformation (German Federal Ministry
of Finance et al., 2021).

Second, the term “bold” was a reference to “coordinated and ambitious climate policy measures”, in
particular in relation to a minimum carbon price and carbon leakage measures (German Federal
Ministry of Finance et al., 2021). Endeavours such as establishing a uniform minimum carbon price
across countries, especially through a homogenized procedure for calculating prices, potentially
leading to a joint carbon border adjustment mechanism, were emphasised in the proposal. The explicit
goals were to protect club members from competitive disadvantages in international trade and to
avoid carbon leakage. Cooperation on industrial transformation, in particular with a view to
establishing an international lead market for climate-friendly materials and products was highlighted
as one of the key tasks of the members of the club (German Federal Ministry of Finance et al., 2021).



Third, a “cooperative” approach was highlighted as being central to the club, with specific reference
to the principle of common but differentiated responsibilities under the United Nations Framework
Convention on Climate Change (UNFCCC) to foster support for developing countries, as well as utilizing
the specialized expertise of international organisations such as the World Trade Organisation (WTO),
the Organisation for Economic Co-operation and Development (OECD), the International Monetary
Fund (IMF) and the World Bank as supporting for a (German Federal Ministry of Finance et al., 2021).
The specific areas for cooperation identified here included the reduction of emissions from
international air and sea traffic, cooperation under Article 6 of the Paris Agreement, international
climate financing, cooperation on technology, and capacity building, as well as WTO-compliant trade
policy to support climate action (German Federal Ministry of Finance et al., 2021).

A few months after the publication of the joint ministerial paper on the climate club, the term came
up again in the Coalition Agreement of the newly formed German government in November 2021. The
coalition parties expressed their support for an international climate club open to all countries with a
uniform minimum price for carbon dioxide, and a common carbon border adjustment, noting that the
government was “striving for a global emissions trading system that will lead to a uniform CO; price in
the medium term” (German Federal Government, 2021b; author translation). The Coalition Agreement
further expressed the intention to utilise the framework provided by the European Union (EU),
international bodies, and the G7 presidency for fostering such an initiative. The focus areas identified
for a climate club were the goal of climate neutrality, the expansion of renewable energy and their
infrastructure, and the production of hydrogen (German Federal Government, 2021b).

During a bilateral visit by Canadian Prime Minister Justin Trudeau to Germany in March 2022, the topic
of a climate club featured in the discussions between the countries, alongside topics such as
collaboration on carbon pricing, energy, and critical minerals (Office of the Prime Minister of Canada,
2022). Germany and Canada’s joint commitment to climate clubs is thereafter formally reflected in the
G7 statement.

At the summit in Elmau in Germany in June 2022 under the German G7 presidency, the G7 member
states reflected their commitment to a climate club in a statement, noting: “[w]e aim to establish a
Climate Club to support the effective implementation of the Paris Agreement by accelerating climate
action and increasing ambition, with a particular focus on the industry sector, thereby addressing risks
of carbon leakage for emission intensive goods, while complying with international rules” (G7, 2022a).
The three foundational pillars for a climate club identified in the G7 Statement were: (1) the
advancement of ambitious transparent climate mitigation policies, (2) industrial transformation with
a view to jointly accelerating decarbonization, and (3) boosting international ambition through
partnerships and cooperation, including support for developing countries (G7, 2022a).

Although the G7 statement appears in part modelled on the German ministerial paper on climate clubs
from 2021, two crucial points of divergence are noteworthy. First, the G7 statement notes that
ambitious emission mitigation policies could take the form of explicit carbon pricing as well as other
carbon mitigation approaches. The creation and coordination of policies, strengthening of emission
measurement and reporting mechanisms as well as addressing carbon leakage at the international
level through the sharing of best practices were highlighted as priorities for this international initiative
(G7, 2022a).

Second, the statement emphasized that “[t]he Climate Club, as an intergovernmental forum of high
ambition, will be inclusive in nature and open to countries that are committed to the full
implementation of the Paris Agreement and the decisions thereunder, in particular the Glasgow



Climate Pact, and to accelerate their action to this end” (G7, 2022a). This reflects a departure from
Germany’s earlier position from August 2021 that commitment to a net neutrality target of 2050 would
be a mandatory pre-requisite for membership to the climate club. This is of particular relevance in light
of China and India’s net neutrality targets of 2060 and 2070, which were announced at COP26 in
November 2021 (BBC News, 2021). The adoption of a more inclusive approach in respect of the club
membership appears to be a strategic choice, with a view to winning over China and India for
cooperation on industrial decarbonisation.

On the whole, the G7 statement emphasizes that the climate club will be an inclusive alliance focused
in particular on industrial decarbonisation, not restricted to a specific policy instrument, and geared
towards initiatives such as knowledge-sharing on policies, financial and technical support. To this end,
the G7 invites potential partners (in particular, G20 members and other developing economies) for
consultation and seeks support from international organisations (such as the OECD, the IMF, the World
Bank, the IEA, and the WTO) (G7, 2022a).

The statement of the G7 countries represents a shift away from the classic Nordhaus-style club focused
on exclusivity through membership privileges as well as the framing of the ministerial statement of
2021, where the goals of avoiding carbon leakage to protect club members from being competitively
disadvantaged were underlined as important goals of the climate club. Further, the reference to a
global uniform or minimum carbon price is also conspicuous by its absence in the G7 statement — this
a topic that had found a prominent place in Germany’s developing narrative on climate clubs up till
this point. The G7 concept of an inclusive alliance to accelerate industrial decarbonisation is focused
on higher ambition, while at the same time endorsing a more policy-agnostic formulation.

In light of this evolution of the mission of such a club, it may be important to revisit its very
nomenclature, since club theory advocates the concept of a club based on its exclusive privileges.
Particularly with a view to winning over the support of a wider base of countries, the international
coalition-building would be better served by a term such as an “alliance” or a “coalition”. Indeed, the
use of terms such as “alliance” and “coalition” may prove to be politically more appropriate in
distancing themselves from a more exclusive conceptualization (Martini and Gorlach, 2022). For the
purpose of this paper, the term “club” has been used in consistency with the G7 statement.



Within countries that have implemented a carbon pricing system, the adoption of uniform carbon
prices in trade partners and competitors would be welcome to avoid adverse impact on industrial
competitiveness. But as detailed below, the harmonization of carbon prices even within the G7
countries is at this point not a realistic prospect.

An assessment done in Canada (Fraser Institute, 2019) determined that the most trade-exposed
industries from the carbon tax in that country, at CAD 50/tonne, were petroleum and coal-product
manufacturing, with agriculture and chemical manufacturing (pesticide, fertilizer, and others), primary
metals, cement, concrete, and non-metallic mineral products also disadvantaged.

Canada is in a different situation from the United Kingdom and the EU in that it is highly dependent on
exports to the United States, which doesn’t have a federal carbon tax, and which is a relatively easy
location for Canadian companies to relocate their investment and operations to. The concerns of
competitiveness extend not just to the fossil fuel industry, dependence on which would need to be
reduced over time to meet Canada’s climate targets, but also the agriculture industry. But agricultural
producers in Canada see the carbon tax as a competitive disadvantage vis a vis American producers
next door, in what is already a low-margin, inelastic sector. In that sense, those who are often
opponents to the Canadian carbon tax may benefit most from a climate club model that levels the
playing field for carbon-intensive industries as they compete with peer jurisdictions.

But within the G7, that is unlikely in the medium-term, given the diversity in carbon pricing regimes
across G7 members. The European Union Emissions Trading System (EU ETS) is a cap-and-trade system,
where a cap is set on the total amount of certain greenhouse gases that can be emitted, and
subsequently reduced over time so that total emissions fall (European Commission, n.d.). This carbon
pricing system covers emission-intensive industries in EU countries (European Commission, n.d.),
including G7 members Germany, France, and Italy, with a proposal for a second emissions trading
system for buildings and transport (European Commission, 2021a) currently being deliberated upon.
The United Kingdom implemented a system nearly identical to the EU-ETS in 2021, the UK ETS, after it
withdrew from the European Union (UK Government, 2022). In Canada, a carbon pollution pricing
system, with minimum pricing set by the federal government and set to increase incrementally to
CAD170 (US 125)/tonne of CO, by 2030, was implemented in 2018 (Government of Canada, 2021).

Japan does have a carbon tax, but it is amongst the lowest in the world (JPY2,89/tonne of-CO, or less
than USD 2 with today’s exchange rates) (Gokhale, 2021). Following the COVID and energy crises, the
government has indicated no immediate intention to adjust it (Nagasaki, 2021).

In contrast to the EU-ETS, the United States of America (USA) does not have a federal emissions trading
system. In the United States, twelve states, home to over a quarter of the American population and
accounting for a third of U.S. GDP, have carbon-pricing programs (Center for Climate and Energy
Solutions, n.d.). However, there is no federal carbon pricing system (ibid). While the Biden
Administration has indicated openness to a carbon tax, and the idea has support from many
Democrats, it has not been able to move forward (Inside Climate News, 2022). Instead, it would appear
as though the Inflation Reduction Act, the most significant climate legislation in US history, which was
signed into law in August 2022, puts the United States on a different path. It uses tax credits, incentives,
and other provisions to increase investments in renewable energy and enhance energy efficiency and
is now the guiding approach for US federal climate policy (The White House, 2022). Although the



Inflation Reduction Act of 2022 covers energy and climate related investments in the order of
approximately $370 billion through a variety of measures (Linklaters, 2022), carbon pricing is not one
of them. Since a federal carbon tax is not foreseeable in the United States, and there is considerable
variation in the nature and scope of carbon pricing within the G7 members, a climate club promoted
by the G7 with a minimum carbon price at its core appears highly unlikely.

Border Carbon Adjustments (BCAs) refer to environmental trade policies, such as trade-related charges
or rebates that exist to address carbon leakage and protect the climate ambition and domestic industry
of the country enacting the BCA (Campbell et al., 2021). An emerging set of trade policy tools (such as
fees on imported goods or rebates on exported goods), BCAs are typically aimed at protecting
industrial competitiveness by mitigating the migration of carbon-intensive economic activity from
jurisdictions with relatively stringent climate policies to those where the climate policies are less
stringent (Center for Climate and Energy Solutions, n.d). Due to their very nature, they pose concerns
with respect to their impact on free trade, especially with developing countries, and their compatibility
with the WTO and the UNFCCC.

A carbon border adjustment mechanism (CBAM) has been proposed in the EU as part of the EU
Commission’s Fit for 55 Package (European Commission, 2021b), and is currently being discussed
between the European Commission, European Parliament, and European Council in the framework of
the Trilogues (Carbon Market Watch, 2022). But border carbon adjustments (BCAs) are also being
seriously considered by other G7 members, such as the United Kingdom (House of Commons, 2022),
Canada (Government of Canada, 2022), and even the United States (Congressional Research Service,
2022).

One fundamental problem in decades of global climate negotiations is that the willingness of a country
to give substantial commitment is limited unless a fair distribution of the potential burden is agreed
on. The economics textbook solution for a global externality would be to attach a price tag to emissions
Theoretically, a Nordhaus-style club with a uniform global carbon price combined with regulations for
border carbon adjustments on imports can strive to create a universal price signal. However,
establishing consensus on carbon price issues will require considerable time frame and tremendous
political will, apart from unfavourable tariff conditions against non-members bearing the risks of
creating trade conflicts and falling foul of principles of the WTO. Further, such a club would not
adequately reflect the distributional and equity aspects of present-day and historical emissions, and
the different capabilities and responsibilities of the member state emitters and would therefore be
incompatible with the principle of common but differentiated responsibilities in the Paris Agreement.
In view of the different development trajectories of countries across the world and the choice of a
diverse set of other climate policy instruments, a global uniform carbon price or any formal global
agreement on it is unrealistic for the foreseeable future.

Further, the assumption that countries are motivated by economic arguments to shift domestic policy-
making towards ambitious climate targets is increasingly challenged by scholars investigating
transnational dynamics within the scope of the Paris Agreement. Contrary to the principal assumption
that policy actors are driven by motives to minimize free-riding and make own climate action
contingent on reciprocity of action by others, very little empirical evidence was found to back up these
claims (Beiser-McGrath and Bernauer, 2022). Rather, it is argued that internal political processes and
motives combined with the needs to resolve related distributional conflicts as arising through domestic



climate policy making, are driving climate policy implementation (Aklin and Mildenberger, 2020).
While it is argued that carbon pricing is efficient on domestic, sectoral, and regional levels (see
Nachtigall, 2019), a model of international cooperation which rests on assumptions of agreements on
carbon pricing has so far not materialised.

Moreover, the challenge of agreeing on an elusive common international carbon price has potentially
led to the unintended consequence of inaction through extended periods of negotiations, as the
attempts to negotiate a successor agreement to the Kyoto protocol have shown. UNFCCC COP 15 in
Copenhagen in 2009 illustrated the shortcomings of a top-down approach to negotiating a global
agreement in which mitigation targets are allocated in a centralized manner and carbon trading
schemes are global instruments (Falkner et al., 2010; Dubash and Rajamani, 2010; United Nations
University, 2015). It took the international process another six years to adopt the Paris Agreement in
2015, which works in a decentralized way by countries choosing targets and policy mixes according to
own preferences.

This experience also offers learnings for the creation of a climate club, which could benefit from being
built around policy mixes, which are selected and designed by member states to a club based on their
specific circumstances and requirements, instead of being based on a process of a top-down
harmonization of carbon pricing instruments. As discussed above, there is diversity in climate change
mitigation measures even within the G7 member states, which have collectively issued the G7
Statement on Climate Club. Therefore, even if carbon pricing schemes could play a role in the individual
climate change mitigation policies of the climate club member states, it would be unrealistic to expect
the introduction and coordination of carbon pricing schemes at the centralized level of a club in the
near future. Rather, a club could play a role as facilitator for national policy-making for climate and
development, and assist with the introduction of otherwise individual, and domestically adapted policy
mixes. If there are more political interests by club members in the future in coordinating and agreeing
on common carbon pricing, then the facilitator role could evolve into stricter forms of coordination,
essentially representing a middle path between top-down and bottom-up governance as outlined by
Dubash and Rajamani (2010).

Our argumentation is not that economic gains and financial assistance are not important incentives for
countries, especially in countries of the global south, where owing to limited finances, such incentives
can prove crucial for the implementation of climate policies (Roberts et al., 2021). However, a club
model with an economic rationale — in that it addresses the problem of free-riding using incentives
and enforcement through legally binding rules and sanctions — is viewed as an unrealistic option due
to its political infeasibility (Falkner et al., 2022). Especially with a view to fostering cooperation with
emerging economies and developing countries, partnership approaches that are less rigid on the
choice of political instruments, and preferably with a sectoral approach, may be more effective in the
context of a softer version of a climate club.

Politically, advancing the climate club concept requires getting buy-in not just from states, but from
their political constituencies, including heavy industry. This brings added geopolitical significance as
the Russian-Ukraine war is adding to pressure to ‘friend shore’ supply chains, ensuring that sufficient
levels of raw and manufactured goods are coming from allied regimes, since a climate club could
naturally reinforce friendly supply chains.

There is also a need for political consideration to what climate club and pricing measures look like in
the context of energy scarcity. As a response to high oil and natural gas prices in the past eight months,
the G7 countries have initiated action that in part dilutes climate ambition, electing variously for



policies that subsidize and eliminate taxes on fossil fuels (Bruegel, 2022), releasing strategic reserves
to keep prices artificially low (Department of Energy, 2022), and even implementing price caps
(European Council, 2022a).

In the backdrop of the high costs of energy, with small businesses and households are reducing their
consumption to the point that some are shutting down or facing bankruptcy, carbon pricing in the EU-
ETS has come under attack by Poland (Reuters, 2022). Germany has frozen its domestic carbon price
as part of its relief package (Kurmayer, 2022). In the backdrop of discontent in established carbon
pricing systems, a climate club where the membership is based on establishing carbon pricing in
countries that don’t already have it (and indeed even in some that already do) could raise questions
and prove to be infeasible.

An alternative to a Nordhaus-style climate club or a comprehensive trade club (Kolev and Bardt, 2021)
is the concept of sectoral climate clubs. Through cooperation on goals, standards, and policies that are
specific to and compatible realities of particular industries, sectoral climate clubs offer a more tailored
and focused approach. The costs of implementing sectoral specific clubs are cheaper than universal
systems by establishing a global standard rather than trying to merge different territorial systems
across a range of products (Banks and Fitzgerald, 2020).

Existing collective pledges by countries at the international level within a sector can offer insights for
building a climate club with sectoral foci. The Montreal Protocol on Substances that Deplete the Ozone
Layer (1987), a multilateral agreement aimed at phasing down the consumption and production of
ozone-depleting substances (ODS) in a stepwise manner (UNEP, n.d.) can be viewed as a positive
example of a climate-focused sectoral coalition. The Montreal Protocol was initially signed by 24
countries (UBA, 2017), but currently stands as the only United Nations (UN) treaty that has been
ratified by all the countries in the world (UNEP, n.d.). As of date, the Montreal Protocol has been
successful in phasing out 98% of ODS compared to 1990 levels, and it is estimated that in the absence
of the Montreal Protocol, ozone depletion would have increased tenfold by 2050 compared to current
levels (UNEP, n.d.).

This example shows that price signals are not necessarily the only option for an alliance focused on
collectively addressing a critical environmental problem. Although the provisions to restrict trade with
non-signatory countries (Article 4) contributed to the success of the Montreal Protocol, this was
arguably due to the restrictions being considered fair and legitimate, and their support by a large
number of countries (Barrett, 2010). Further, the trade restrictions formed but one aspect of a well-
designed international treaty (Barrett, 2010). Notable elements of the Montreal Protocol include the
recognition of the special status of developing country parties (Article 5, Montreal Protocol, 1987) as
well as the corresponding commitment to the Multilateral Fund for covering incremental costs (Article
10, Montreal Protocol, 1) and technology transfers (Article 10A). The Montreal Protocol has often been
compared and contrasted with the Kyoto Protocol to the UNFCCC focused on greenhouse gas
reduction (see Sunstein, 2008; Barrett, 2010). The aforementioned examples from the Montreal
Protocol have been cited as important non-carbon taxation features that enabled the success of this
initiative (Gopalakrishnan, 2021), and could offer improvements to the concept of a club focused on
carbon pricing. Another important contribution of the Montreal Protocol was the provision of a stable
framework that enabled industry to plan long-term research and innovation (Rae, 2012). The Montreal
Protocol can, therefore, offer valuable insights for international cooperation with a sectoral focus.



While in principle, there is no limit in terms of selecting a sector as a candidate for a climate club,
certain criteria for selection could enable prioritization. One important criterion is the international
exposure of trade and value chains such as in the steel producing sector where about a quarter of all
products are traded internationally (World Steel Association, 2020). A second important criterion is
the international greenhouse gas (GHG) emission profile of the sector in question — again, steel as an
example, produces between 7-10 % of global emissions, making this sector a prime candidate for
international cooperation (Hermwille et al., 2022). The decarbonisation of energy-intensive industries
such as iron and steel, basic chemicals, cement, aluminium, glass, ceramics, and pulp and paper
contribute to over 20% of the total GHGs and exhibit the characteristics of being highly concentrated
and trade exposed (Oberthiir et al., 2019).

A third criterion could be the added value, which a climate club could bring to already existing
international initiatives to decarbonize a certain sector. Provided political will to agree on a club
approach, this could vary from a coordination function of various existing initiatives such as knowledge
and capacity-building initiatives or linking up with high level political fora such as the Clean Energy
Ministerial (CEM).

Considering these criteria, the aforementioned energy-intensive industry sectors with a high degree
of international trade, and related motivations for governments to cooperate internationally emerge
as possible candidates for a sectoral selection (see also Obergassel et al., 2019). Another sector, which
may be highly relevant for a climate club, albeit not considered widely till date, is the agriculture sector,
given its importance for trade, economy, and food security (see Adams et al., 2021). A further
candidate could be the shipping industry, that has seen a number of proposals, most notably from
Japan, the second largest ship owning company in the world, in May 2022. Japan’s proposal envisages
a global carbon tax for the shipping industry of USD 56 per tonne of CO; starting in 2025, and increasing
every five years, to go up to USD 637 per tonne by 2040. (Bloomberg Tax, 2022).

A climate club focused on accelerating industrial decarbonisation internationally could play an
important role in coordinating standards and policy frameworks relevant for reducing emissions in
emission-intensive sectors. In the absence of a price signal within a sectoral club, standards for
emission reduction, and policies relating to innovation and investment could be an attractive starting
point. However, these instruments should be geared towards similar goals across the members of the
club and must be more ambitious than the existing emission reduction paths. A common international
vision towards decarbonisation — particularly through global roadmaps that build upon and are
concretized in national, regional, and sectoral roadmaps — with a well-defined timeline and
differentiated mitigation pathways would be valuable for decision-makers in industrial sectors
(Oberthdr et al., 2021). At the same time, a flexible and inclusive alliance based not on the adoption
of carbon pricing measures but on setting standards for achieving ambitious decarbonisation goals
would signal a departure from the exclusivity and protectionism associated with the Nordhaus-style
club (Vangenechten and Lehne, 2021). Creating conditions to enable scalable markets for low-carbon
materials and products could be a focus area of sector-specific climate clubs (Shawkat et al., 2022).

A climate club can play an important role for sector-specific knowledge-sharing internationally. It can
coordinate and strive for synergies with existing initiatives which pursue objectives of knowledge-
sharing and creation, either bilateral or multilateral. An example of the latter is the Industry Transition
Dialogue to exchange progress of industry decarbonisation roadmaps and private — public sector
coalitions, organized by the Leadership group on industry transition (Leadership Group for Industry



Transition, 2022). Furthermore, it could provide targeted services for member countries to provide
knowledge on the full range of the topics relevant to a sector, e.g., policy, technology, finance, etc.

The G7 Statement highlights the role of the climate club as a venue for member states to “share best
practices” while striving towards ambitious and transparent climate mitigation policies, which could
include explicit carbon pricing and international carbon leakage measures, but also other carbon
mitigation approaches (G7, 2022a). With countries increasingly moving towards ambitious climate
targets, but not necessarily through price-based approaches, diversity in policy measures combined
with higher ambition and credible commitment could form important criteria for club membership
(Stern and Lankes, 2022). In this context, the climate club can provide an avenue for transparent
knowledge-sharing on climate policies in other countries, and build greater trust between countries,
which could also benefit the UNFCCC process.

For example, one of the criticisms of the proposed Carbon Border Adjustment Mechanism (CBAM) in
the EU has been that the affected trade partners have not had sufficient access to knowledge about
the CBAM (Hubner, 2021). Greater communication and transparency on policies could, therefore, be
a valuable goal and outcome of the climate club, particularly on trade-exposed industry sectors. In the
specific context of carbon leakage measures, the club could play the role of a forum for discussions on
principles and best practices (Stern and Lankes, 2022).

One of the mechanisms that the club could use for consultations and knowledge-sharing on policy
frameworks is that of mutual policy peer review processes, which are for instance used among OECD
member countries (Lehtonen, 2020). These can be very valuable for policy learning, and possibly also
lead to policy diffusion and convergence. Policy diffusion is understood as the phenomenon whereby
the decision for states to adopt new policies is affected not only by internal factors, but also external
factors (Giraldi et al., 2020). For a climate club, to foster policy diffusion may be beneficial, as policy
choices by different countries are internationally interdependent and the adoption of a certain policy
type may be the result of a utility expectation of the government adopting it (Braun and Gilardi, 2006).
Kammerer and Namhata (2018) have found that the adoption of climate mitigation policies by
governments depends, among other factors, on the benefits of international networks, which include
political and cooperative interactions across countries. This means that the diffusion of climate policies
is very much a matter of social influences in the form of interactions between policy actors, which can
result in learning and emulation of policy choices across countries, a process (ibid), which a climate
club could utilise and promote, potentially resulting in a higher climate policy adoption rate and speed
within a climate club. To achieve that, a club could build upon knowledge-sharing activities and
possibly conduct policy peer review processes, with OECD models in the energy sector being one such
example (see, for example, Lehtonen, 2020). Such processes could lead to policy learning through an
agreed procedure such as independent policy assessments and agreed steps for follow-up action
(Pagani, 2002). An argument for such peer reviews may be that a given sector such as energy is not
only of concern to an individual country but is important for the remaining countries and international
community in terms of climate protection as well.



The Paris Agreement of 2015 is based on a commitment by its signatory states to the principles of the
Convention, including “equity and the principle of common but differentiated responsibilities and
respective capabilities, in the light of different national circumstances” (Article 2(2)). Each country’s
Nationally Determined Contribution (NDC) is a reflection of higher ambition towards climate change
mitigation efforts, consistent with the principle of common but differentiated responsibilities (Article
4(3)). The Paris Agreement recognises that developing countries will take longer to reach peak
emissions (Article 4(1)) and commits to the support of developing country parties for implementation
of their NDCs in order to allow for higher ambition in their actions (Article 4(5)). This includes the
provision of financial resources by developed countries to developing countries (Articles 2(1)(c) and
9). Developed countries committed to a goal of mobilizing USD 100 billion a year by 2020 to address
the needs of developing countries within the UNFCCC (UNFCCC, 2010; UNFCCC, 2011).

Partnerships with developing nations are an appropriate format for cooperation within a climate club.
This is because they might provide an opportunity for deeper cooperation, confer equal decision-
making power between countries, and provide an institutional framework to allow for the transfer of
financing, technology, and capacity development measures (Weischer et al., 2021; Liipke, Neuhoff and
Marchewitz, 2022). Such partnerships within the club, and in furtherance of the Paris Agreement goals,
will also serve to reinforce the commitment to the principle of common but differentiated
responsibilities, which was explicitly recognised by the German ministerial paper on climate clubs
(German Federal Ministry of Finance et al., 2021) and implicitly acknowledged in the G7 statement
through its commitment to the “full implementation of the Paris Agreement and the decisions
thereunder” (G7, 2022a).

Indeed, one of the core pillars of the proposed G7 climate club — from the very first ministerial paper
in Germany, which arguably forms its basis, to the communique from the G7 summit itself — has been
outreach and cooperation with developing countries. Developing countries have contributed
significantly less to global warming while at the same time being more vulnerable to its effects and
having fewer resource to adapt. A climate club could serve as an additional forum for support with
aspects such as financial resources, institutional capacity, and collaboration on technology. However,
to include developing countries into a plurilateral cooperative forum like a climate club established by
industrialised countries raises a number of questions about the goals and nature of the climate club.

To begin with, a club is usually defined by the benefits it provides exclusively to its members (Droge
and Feist, 2022). In order to get access to these benefits, certain barriers to entry must be overcome
by meeting the membership criteria. This, however, raises important questions about conditionality,
an issue that has dogged international climate negotiations for years. From the perspective of
vulnerable countries, financial support is urgent and cannot hinge on the establishment of a climate
club, the details of its implementation, or indeed membership. Particularly against the backdrop of
unfulfilled past commitments (OECD, 2022; Oxfam, 2022) and unmet needs (UNEP, 2021) in
international climate finance, such a prospect of conditionality poses the danger of severely alienating
potential partner countries.

As it currently stands, the proposed G7 climate club seems to serve more as a platform to boost
ambition and coordination for cooperation among members. While still emphasising inclusivity and
openness to new members, its outreach component primarily promotes collective engagement in
plurilateral cooperation with regard to aspects such as climate finance and capacity support. This



means that the club seeks to use its collective leverage to enhance cooperation with third-party
countries, without requiring those partner countries to apply for membership as a pre-condition for
cooperation.

An example of what this might look like is the Just Energy Transition Partnership (JETP) with South
Africa that was announced at COP 26 in Glasgow. France, Germany, the United Kingdom, the United
States, and the EU pledged to support South Africa in phasing out coal in its energy production in a
manner that affords social protection to those affected by the necessary structural changes in the
economy. While plagued by some initial difficulties (Bauer and Feist, 2022), the partnership with South
Africa is an obvious role model in this regard as it is the first time this kind of results-oriented approach
to climate diplomacy has been undertaken on this scale. The current challenges relate to finding
common ground in the negotiations between the funders and the South African government on the
focus areas and modalities of funding. These include aspects such as the speed and scale of fossil fuel
phase-out, the degrees of privatization of the energy sector, as well as the shares of concessional
finance, grants, and loans (von Liipke, 2022). In addition to South Africa, India, Indonesia, and Senegal
were invited as guest countries to the G7 summit and are engaged in similar talks about just transition
partnerships (G7, 2022b); Vietnam is another candidate (Clean Energy Wire, 2022).

Indeed, the JETPs have been recognised as a complement to the climate club, owing to the “potential
to leverage support and assistance to developing countries for decarbonising energy and industrial
sectors, transparency, including through financial, technical capacity support and technology transfer
development and deployment depending on their level of climate ambition” (G7, 2022a). As the
example of the JETP with South Africa shows, financial support must be appropriate to allow for a
nation-wide energy sector transition, with political implications for the course of such transitions (von
Lipke, 2022). A climate club could aim to assist such partnerships by providing an institutional
framework for more effective negotiation and decision-making, including in the process of setting up
new partnerships. Such an institutional structure would reflect the transnational character of JETPs,
which may develop if contributors and recipients become engaged in constructive deliberations about
objectives and ambition levels of energy transitions, subsequent to high-level international declaration
of partnerships. The roles of contributors need to be defined, and questions about the legitimacy of
foreign contributors opining on domestic energy policy in the recipient country should be carefully
considered, including a potential conflict resolving mechanism (ibid). International climate institutions
and initiatives are often hampered by the fact that they have been launched without the details having
been finalised (Feist, 2017). An established institutional framework for new partnerships provided by
a climate club could help mitigate this issue.

In concretising the activities of the club for partnerships with developing countries, much can be
learned from the implementation experience with Official Development Assistance (ODA) programs in
terms of their challenges and successes. For instance, capacity development, policy advisory services
and diffusion, and financial assistance have resulted in tangible benefits for development and climate
objectives (SNAPFI Consortium, 2020).

The commitments to climate finance under the UNFCCC are already in place, and the discharge of
these obligations cannot and should not be made conditional on membership to a climate club.
However, the flow of international climate finance is hampered by insufficient contributions,
potentially inflated contributions, and insufficient contributions for adaptation as compared to the
needs, leading to dissatisfaction among developing countries due to the non-fulfilment of the climate
finance pledges in the UNFCCC (Timperley, 2021; UNEP, 2021). The importance of the transparent
reporting of collective progress on climate finance as well as improved action by the multilateral
development banks (MDBs) were recently recognised as priority areas in the Progress Report on the
Climate Finance Delivery Plan released by Canada and Germany (German Federal Foreign Office, 2022).
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A climate club can provide the institutional framework to enable improved flows of climate finance,
including though the MDBs.

The Paris Agreement focuses on overarching goals such as the commitment to a temperature goal,
greenhouse gas reduction, and climate finance. However, its framework does not directly address
many of the more specific elements of these goals. A climate club could complement the Paris
Agreement with an implementation-oriented approach on topics that require further collaboration at
the international level.

While not a new idea, plurilateral forms of climate cooperation —such as the climate club proposed by
the G7 or the Just Energy Transition Partnership with South Africa — have regained much attention
lately (Falkner et al., 2022). The appeal of smaller cooperative formats like climate clubs from a
governance perspective is that they provide a politically relatively inexpensive option to move things
forward in smaller groups of like-minded countries, making cooperation easier and more effective than
in the multilateral UN process (Falkner et al., 2022). In addition, with major economies as part of the
club, policy coordination and harmonisation among members can lead to positive spill-over effects
beyond club members and potentially incentivise others to join (Lavanex et al., 2009).

There are, however, important pitfalls that must be taken into consideration. For one thing, reaching
agreement is still not always easy (Falkner et al., 2022), particularly on issues pertaining to areas such
as trade or finance. As the deliberations leading up to and at the 2022 G7 summit appear to indicate,
the required degree of policy change, for instance for establishing comparable carbon pricing systems,
is by no means easy to negotiate even in smaller arrangements. While Germany’s initial draft proposal
for the G7 club contained unspecific but ambitious calls for common or coordinated carbon pricing
(German Federal Ministry of Finance et al., 2021), it may be inferred that this was not agreeable to all
G7 parties, in light of the G7 summit’s communique mentioning this aspect only in passing (Drége and
Feist, 2022; G7, 2022). Compromises are necessary, but in turn, they risk watering down the initially
envisioned ambition and stringency of a club, ultimately potentially defeating the very purpose of
opting for a plurilateral format in the first place.

While launching plurilateral initiatives like a climate club gives countries a tempting opportunity to
herald them as a diplomatic success, additional new initiatives do not necessarily make climate
governance more effective. Not least, the post-agreement phase of climate negotiations is often no
less demanding diplomatically (Feist, 2017). The details of implementation are often contentious and
still to be resolved, as the example of the JETP with South Africa has shown (Sguazzin et al., 2022).
Lastly, while usually largely based explicitly on the goals of the Paris Agreement, the connection
between any plurilateral arrangement and the multilateral UN process should be made clear. With
these considerations in mind, the following emerge as essential governance features for a climate club.

A climate club should arguably result in benefits, which are complementary to those of the Paris
Agreement, and an institutional architecture should be built, which should allow for the delivery of
such outcomes. Here we are proposing a range of principles, instead of suggesting already defined
types of governance, such as a certain type of secretariat or steering board or other entities.



This is because institutional arrangements and ensuing governance arrangements might follow a
process of agreement between prospective members on which functions and precise objectives, they
would like to assign to a climate club — institutions should thereby reflect agreements on rules-in-use.
Three considerations as follows might guide the design of a governance structure.

First, if the objective of a club is to coordinate and harmonize ambitious climate policies, including
carbon pricing schemes, then the institutional structure should reflect principles such as power
equality, national sovereignty over policy processes and needs for dialogues and exchanges. The value
of the climate club as a forum for exchanges on policy frameworks, in the form of knowledge-sharing
and peer review process has been described in detail in Section Ill above.

Second, if the objective is in-depth cooperation with and support for developing countries and
emerging economies, then an institutional framework may need to be built, which allows for mutual
goal setting, legitimizing policy interactions between international and domestic actors, and
potentially steering and conflict resolving mechanisms. Much can be learned from the ODA
mechanisms and instruments, when designing such institutional structures, in particular with regard
to implementation experiences with conditionality of finance cooperation by international donor
organizations and MDBs.

Third, the institutional structure and governance arrangements should be open and cooperative
regarding the many international initiatives such as the Glasgow breakthrough alliances, just energy
transition partnerships, or industry-led initiatives such as the Mission Possible Partnership or the
Leadership Group for Industry Transformation. Further, careful consideration should be given to the
governance functions of the UNFCCC and the Paris Agreement, among others, ambition-raising
principles of climate action as reflected in Article 4 of the Paris Agreement and processes such as the
global stocktake in Article 14 of the Paris Agreement.

Although the idea of a climate club has come most recently from the G7, it must be borne in mind that
the role of the G7 is by its nature restricted to that of an inter-governmental forum for deliberation,
with inherent limitations with regard to institutional structure and governance norms. A G7 club could
therefore merely serve as an incubator for enhanced cooperation that, to have binding legal effect,
would necessarily need to be institutionally anchored within the existing architecture of international
institutions (Droge and Feist, 2022). The function of a climate club could be facilitative in nature - for
creating synergies, avoiding duplications, and enabling soft coordination among the various existing
initiatives.



Perspectives on designing a climate club

VI.

Recommendations for designing a climate club

Efficient and strategic utilisation of time and political capacity to move away from a top-down
approach focused on carbon pricing to a flexible plurilateral approach is supported by existing
experiences in international climate cooperation and support the need for a climate club.
Recognising the polycentric nature of international climate cooperation, while also
strengthening alliance-building in matters of policy, finance, technology, and trade should
form the contours of a climate club.

A climate club with sectoral foci offers pathways for accelerated emission reduction in
emission-intensive industries with trade exposure.

The climate clubs can be a valuable forum for international knowledge-sharing and
transparent communication about a comprehensive mix of climate policy measures across
countries.

The climate club could improve the effectiveness of climate finance deliberations in at least
two aspects. First, it could provide the institutional framework for enhanced cooperation
across industrialised and developing countries, thereby fostering trust between the two
groups of countries. Second, by focussing on sectoral topics such as industry, energy or
transport, a club could foster cooperation on sector specific policies, technologies and finance
instruments and flows specific to sectoral needs.

The climate club can aid and supplement the Paris Agreement and the UNFCCC by addressing
several action points contemplated therein and accelerating the pace of action.

The club activities should reinforce commitment to the principle of common but differentiated
responsibilities and use the practical experience and learnings from existing initiatives such as
JETPs, while offering a framework for improving their functioning.

The climate club should build synergy with existing institutional structures within the UNFCCC,
and develop the institutional structures, which have been difficult to establish in the UNFCCC,
but are necessary for increasingly deeper climate cooperation and accelerated emission
reduction.
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Although climate clubs find a place in academic literature in the context of club theory, protection
against free-riding, and trade benefits, the concept has evolved to that of an inclusive and ambition-
based alliance in recent times. Although the idea of a climate club has come into relative prominence
through the G7 Statement of 2022, the various elements of a climate club are still being deliberated
upon. This paper offers inputs on designing a purposeful and equitable climate club aimed at emission
reduction and the furtherance of the Paris Agreement goals.

Garnering political support on a climate club based on carbon pricing has proven to be difficult not
only within the G7 that seeks to advance the very concept but may also be unrealistic due to the
developments in the ongoing energy crisis. At the same time, the present energy crisis highlights the
importance of building strategic alliances to shift away from fossil fuels, which underscore the need
for international cooperation through coalitions such as a climate club.

There are valuable lessons to be learnt from past forms of international cooperation. The bottom-up
approach of the Paris Agreement replacing the top-down approach of the Kyoto Protocol highlights
the importance of international cooperation on climate based on a mix of policy instruments. The
Montreal Protocol on Substances that Deplete the Ozone Layer (1987) is instructive as an example of
large-scale international cooperation between countries that was successful in reducing emissions in
a sector, without reliance on a price signal, and with adequate consideration to the different
obligations and considerations of developed and developing countries.

This paper finds that that a climate club with sectoral foci, concentrated on carbon-intensive industrial
sectors, rather than across entire economies, offers a more practical path to decarbonisation. In
concrete terms, the climate club can offer opportunities for setting higher ambitions for sector-based
decarbonization, knowledge-sharing, transparent communication, and policy diffusion. In this context,
the paper highlights the value of openness to a mix of climate change mitigation and decarbonisation
policies.

The paper also examines the relevance and importance of a climate club alongside the Paris Agreement
and the UNFCCC, including with respect to the discharge of obligations such as climate finance and the
adherence to the principle of common but differentiated responsibilities. Governance structures that
formalize those intentions, are discussed, and guiding principles proposed. Much lauded political
declarations to finance just energy transitions in the global south such as the case of the JETP South
Africa might require further institutional development to foster cooperation between contributing and
recipient governments. A climate club could have the objective of fostering such institutionalisation of
cooperative modalities with the expectation to thereby improve the effectiveness of international
climate finance deliberations.

Beyond such measures, this paper represents a collaboration between German and Canadian partners
to better socialize the concept of climate clubs beyond Europe. Climate policy comes at an intersection
of energy, trade, and industrial policy, and as this paper points out, in practice is driven not just
economic concerns such as free-riding, but also by internal domestic politics. Ensuring that proposed
climate policy measures are understood and accepted across a much broader swathe of the public,
and that policies are informed by the real concerns facing industrial stakeholders, including the regions
they operate in and the workers they represent, is an integral step towards better and faster action.



Perspectives on designing a climate club

Some further areas for research and discussion on a climate club that emerge from this paper include
the development of a methodology for piloting sectors for the climate club, identifying the gaps in
climate finance that can effectively be addressed through a club setup without to make club
membership attractive for developing countries, and developing processes for goal setting and the
establishment of timelines within the club.
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