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3ABSTRACT

A
paradigm shift is 

occurring in climate 

policy. Instead of solely 

relying on sticks to 

penalise carbon emissions, national 

governments have turned to carrots 

to expand clean energy technologies. 

Efforts like the US’s Inflation Reduction 

Act and India’s production-linked 

incentives highlight the increasing 

comfort with using subsidies to 

simultaneously address the climate 

crisis and meet economic and 

geopolitical objectives. These incentives 

are expected to reduce the cost of 

nascent clean energy technologies 

to hasten the transition away from 

fossil fuels. However, without global 

cooperation and coordination, these 

subsidies risk a race to the bottom 

where (1) clean energy investment 

and technological capacity will 

accumulate in high-income countries 

able to provide the most subsidies, 

and (2) countries will respond by 

enacting further barriers like export 

bans or tariffs to inhibit the flow of 

clean energy finance and technology. 

These tensions threaten to jeopardise 

the energy transition, especially for 

developing countries with the greatest 

need for climate finance and technical 

assistance. Consequently, lower-cost 

clean energy may not only fail to reach 

developing countries but replicate 

existing global inequities in industrial 

and technological capacity. 

The G20 provides a more flexible 

platform to pilot solutions to this 

challenge. To address this challenge, 

the G20 should establish a trade, 

development, and climate working group 

and the ACCELERATE (Advancing Clean  

Energy, Collaboration, and Trade for 

Economic Recovery and Transformation) 

platform to share technical information 

and finance clean energy. Each 

effort will have unique roles for both 

developed and developing countries,  

as a step towards medium- and long-

term solutions.
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A
paradigm shift is 

occurring in climate 

policy. Previously, 

countries used the sticks 

approach to reduce emissions. These 

tools include legally-binding emissions 

targets, regulation, and penalties, and 

various prices on carbon to hasten 

climate action. Agreements such as the 

Kyoto Protocol reflect this “subtraction” 

approach. The top-down treaty made 

distinctions between developing and 

developed countries, setting emissions 

targets, and legally bound the latter 

group of signatory countries to those 

targets. However since Kyoto, which 

did not include the US and China, the 

world has failed to curb greenhouse 

gas emissions in appreciable amounts 

to reduce global temperature increases. 

Now countries are shifting to carrots 

to reduce their emissions, primarily in 

the form of subsidies for lower carbon 

technologies to displace fossil fuels. 

The Paris Agreement signified the 

beginning of this shift, with bottom-

up nationally determined contributions 

(NDCs) for climate action. Under the 

Paris Agreement’s bottom-up NDCs, 

countries chose domestically feasible 

climate strategies that increasingly 

incorporated this “addition” mindset. 

 Importantly, India, the US, and others 

WTO Environmental 
Goods Agreement

(Endnotes)

have leveraged this subsidy-based 

approach to achieve other economic 

goals, including creating jobs and 

building manufacturing. 

The US’s Inflation Reduction Act 

(IRA) is the latest, largest example 

of national governments’ increasing 

comfort with carrots like green 

subsidies and industrial policy. 

Green subsidies have gone from benign 

domestic policies aimed at encouraging 

the energy transition on the margins to 

tools that have significant international 

trade ramifications. For many countries, 

crafting durable, ambitious climate 

policy will likely require a mix of 

subsidies, tariffs, and regulations that 

current trade rules disallow. Countries, 

including close allies, view each other as 

competitors in the growing global market 

for emissions-reducing technologies. 

The IRA’s protectionist provisions 

have strained the US’s relationships 

with its closest partners and allies. 

The trade friction between the US and 

the European Union (EU), Japan, and 

South Korea about the IRA may only be 

the opening salvo in a decade marked 

by green trade tensions. 

Some countries are already following 

suit, turning to green industrial 
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policy to simultaneously address the 

climate crisis and meet economic 

and geopolitical objectives. For 

example, the EU and Canada have 

announced their own packages of 

clean energy subsidies and incentives. 

The current tension among developed 

countries may pale in comparison to 

how green industrial policies could 

exacerbate divides between the 

developed and developing world. To be 

sure, green subsidies are expected to 

reduce the cost of nascent clean energy 

technologies, but these benefits will 

be slow to reach developing countries 

especially compared to the accelerating 

climate crisis. Sourcing requirements 

and domestic manufacturing targets 

help make climate action politically 

durable but discourage international 

cooperation without follow-on policies. 

This concern is compounded given 

developing countries’ call for increased 

climate finance, including for loss and 

damage due to climate change, which 

gained momentum at COP27. 

The G20’s work on climate is becoming 

increasingly necessary as the 

international climate agenda becomes 

competitive rather than cooperative. 

Absent cooperation, wealthy 

countries able to provide the most 

green subsidies will accumulate clean 

energy investment and technological 

capacity. OECD countries outspend 

non-OECD countries in clean energy 

by factors of 5-20,000, with the US 

dominating, and India and China 

being notable exceptions among 

emerging economies (see Figure 1). 

Developing countries without the 

fiscal latitude to compete may enact 

trade barriers like tariffs on clean 

energy imports or export bans on raw 

materials to spur clean energy value 

chains. A worst-case scenario is 

reciprocal disputes at the World Trade 

Organization (WTO) and a trade war 

that will fragment global clean energy 

value chains and slow climate action. 

If the momentum toward protectionism 

continues, G20 countries could drift 

into fragmented markets that favour 

to domestic producers, making 

global decarbonisation more difficult. 

These tensions threaten to jeopardise 

the energy transition, especially for 

developing countries with the largest 

expected emissions increases and the 

greatest need for climate finance and 

technical assistance. They will also 

replicate existing global inequities in 

industrial and technological capacity. 
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Figure 1: Clean energy spending by national governments

Note: Rich countries dominate government spending on clean energy subsidies and support. Includes annual and multiyear support 
currently enacted. Area of boxes are proportional to spending. 

Source: International Energy Agency 
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T
he G20 occupies a unique 

role in the multilateral 

climate context. The  

forum’s members include 

19 of the world’s 20 largest 

greenhouse gas emitters. The 

G20 convenes both developed and 

developing economies, major oil and 

gas producers and consumers, and 

major financiers of clean global clean 

energy innovation and deployment. 

The Clean Energy Ministerial, which 

convenes the world’s largest and 

leading countries and stakeholders to 

accelerate the clean energy transition, 

also runs parallel to G20 convenings.

However, past G20 convenings have 

typically sidestepped the difficult  

task of forging consensus on climate 

action—especially compared to the 

G7, which has crafted agreements 

on phasing out fossil fuel 

subsidies and overseas fossil 

fuel finance, and proposed a club 

for industrial decarbonisation. 

Consensus among a larger, more 

diverse set of parties is more 

difficult, especially considering the 

differing views among developed 

and developing countries on phasing  

down emissions. 

The WTO governs international 

trade rules among both G20 and 

non-G20 members countries, but 

the institution has been slow in 

responding to the climate crisis. The 

lack of a comprehensive Environmental 

Goods Agreement has kept tariffs 

on clean energy and environmental 

technologies relatively high. 

Further, the WTO’s principle of 

non-discrimination, which requires 

countries to treat imported goods 

and services no less favourable than 

domestic equivalents, discourages 

spending on emerging technologies 

that might not commercialise without 

government subsidies. According 

to the International Energy Agency 

(IEA), roughly half of the technologies 

necessary to achieve net-zero emissions 

by 2050 are not yet in the market. 

Governments likely will not make such 

large and risky investments without the 

opportunity to favour homegrown firms 

and create domestic jobs. 
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Climate, Trade, and 
Development Working 
Group
Until sufficient momentum for WTO 

reform arrives, the G20 can play a 

strong, more agile role toward this end 

with a climate, trade, and development 

working group that directs concessional 

financing and technology assistance 

toward developing countries, which 

will drive emissions growth in the 

coming decades. 

Specifically, the G20 should seek to 

negotiate a comprehensive ‘rules of 

the road’ for climate-focused industrial 

policy. This will be necessary to avoid 

devolving into a vicious cycle of 

protectionist measures that raise the 

collective cost of decarbonisation 

and diffusion of clean technologies. It 

should fashion a standing G20 climate, 

trade, and development working 

group that consistently convenes 

from presidency to presidency with 

the goal of aligning trade, climate, 

and development policies among the 

world’s largest emitters at the table. 

This effort will build upon current 

international efforts to simultaneously 

address trade, development, and 

climate by developing an agenda that 

sits at the intersection of all three areas 

(see Figure 2).

Figure 2: International efforts simultaneously addressing 
climate, trade, and development

Source: Authors’ compilation
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Other bilateral and plurilateral 

forums, including the US-EU Trade 

and Technical Council, the EU-India 

Trade and Technology Council, and 

Indo-Pacific Economic Forum have 

attempted to tackle one or two of these 

overlapping issues but not all three in 

tandem, and often lack the institutional 

capacity, political standing, or the right 

configuration of countries to affect 

meaningful change.1

The G20 climate, trade, and development 

working group should develop a 

ministerial-level communiqué that 

commits members and outlines a ‘green 

box’ of allowable trade tools to promote 

domestic clean energy manufacturing, 

deployment, and innovation and a ‘red 

box’ of discouraged ‘trade remedies.’ 

The communiqué will further commit 

developed countries to pair their 

green industrial policies with increased 

support for climate finance and 

technology assistance to in developing 

countries (see Table 1).

Table 1: Proposed roles for developed and developing 
countries within the G20 Trade, Development, and Climate 
Agenda 

Trade Policy Developed Countries Developing Countries

Green 
Subsidies

The US and other developed countries 
agree to limit domestic sourcing 
provisions for green subsidies to 
emerging, innovative clean technologies 
that require public support to 
commercialise.

Developed countries pledge to increase 
concessional finance and technology 
assistance to developing countries in 
the same sectors that they domestically 
support with green subsidies. 

Developing countries pledge 
not to limit or place exceedingly 
costly tariffs on imports of 
clean energy technologies from 
developed countries. 

Developing countries agree to 
abide by a green peace clause, 
under which all countries refrain 
from pursuing cases at the WTO 
against one another. 

Carbon Border 
Tariffs

The EU and other countries that impose 
carbon border adjustment mechanisms 
(CBAM) agree to mobilise equivalent 
flows of concessional finance toward 
the most impacted countries and 
mitigate other effects of the tariff. 

Developing countries to work 
with the EU and other ‘CBAM 
countries’ to avoid ‘carbon 
leakage’ and work toward 
decarbonizing industrial exports. 

Supply Chain 
Coordination

Developed countries pledge to help 
developing countries move up the 
value chain in emerging clean energy 
technology supply chains given 
burgeoning global demand in coming 
decades.

Developing countries pledge to 
not impose export controls on 
critical raw materials, including 
critical minerals.
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This agenda, if agreeable to all 

parties, would head off much of the 

tension that has been emerging at 

the intersection of trade, climate, and 

development. Further, it would put G20 

countries on the path toward putting 

domestic investments in developed 

countries like the IRA to work in 

developing countries. Moreover, this 

would complement existing bilateral 

platforms for clean energy technical 

assistance and innovation cooperation 

like the US-India Strategic Clean 

Energy Partnership, which focuses on 

multiple sectors like energy storage, 

renewable energy, and hydrogen.2

Analytical Support from the 
International Energy Agency
To support this effort, the G20  

should partner with the IEA, which 

has expanded beyond its traditional 

energy security mandate to 

provide authoritative analysis on 

decarbonisation. Moving forward, 

technical know-how on how to 

scale innovative technologies while 

managing potential supply chain 

disruption will be essential to global 

decarbonisation. The IEA can expand 

upon its technology to produce in-

depth, segment-by-segment supply 

chain roadmaps for sectors such as 

steel and cement that detail areas of 

cooperation among G20 countries 

given stated policies and announced 

pledges. Further, with the IEA’s 

potential role hosting the secretariat of 

the G7 Climate Club, the G20 can work 

with the IEA to facilitate the creation 

and expansion of ‘climate clubs’ 

on various climate and trade topics 

beyond the ambition of the G20-wide 

working group communiqué.3 For 

example, a subset of G20 countries 

could opt to work through tensions 

over the EU carbon border adjustment 

mechanisms, which will require 

Europe to impose tariffs on the US, 

India, and China, among many other 

countries. The US, Japan, and the  

EU could also seek to include  

Indonesia in the emerging ‘critical 

mineral club’ that has begun to emerge 

amid concerns related to the IRA’s 

sourcing provisions.4 

ACCELERATE Platform
To catalyse additional investment to 

complement trade flows, the G20 

could launch an innovation-sharing, 

trade initiative, styled as ACCELERATE 

(Advancing Clean Energy, Collaboration, 

and Trade for Economic Recovery and 

Transformation), at an upcoming COP 

meeting. The ACCELERATE platform 

will be an initiative among G20 countries 

to collectively increase technology 
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assistance and overseas finance for 

the demonstration of net-zero-enabling 

technologies. The platform will be  

both a way to share information 

and direct and pool finance toward 

developing countries.

Under ACCELERATE, development 

finance agencies such as the US 

International Development Finance 

Corporation and the Japan Bank 

for International Cooperation can 

fund ultra-low emissions steel and 

cement projects in the developing 

world, including providing technical 

assistance, technology transfer, low-

cost finance, and guaranteed market 

access to exports. 

Doing so will meet the ultimate goal 

of bringing down emissions globally, 

particularly for high-emitting industries, 

and assist developing countries in 

continuing to industrialise while meeting 

climate goals. ACCELERATE can plan 

projects based on the roadmaps that 

the IEA provides. Further, ACCELERATE 

can also provide the platform for 

ministerial exchanges among trade, 

energy, and economy ministers, and 

other appropriate stakeholders, to 

advance cooperative agendas at the 

intersection of climate, innovation, and 

trade. This platform can build upon the 

First Movers Coalition and Industrial 

Deep Decarbonisation Initiative hosted 

by the United Nations (UN) Industrial 

Development Organization under the 

Clean Energy Ministerial to mobilise 

additional finance and align trade and 

development policies with existing 

public and private procurement efforts.5
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Conclusion: The 
need for medium- 
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T
he recommendations 

outlined for the G20 are a 

starting point to address 

the short-term challenges 

from the global green subsidy race. 

Therefore, the G20 must pair the 

strategies outlined with medium and 

long-term solutions that channel both 

sufficient clean energy finance and 

associated technology to developing 

countries. Underlying these solutions 

must be sufficient interactive 

bidirectional innovation collaboration 

between developed and developing 

countries, instead of a model of passive, 

unidirectional technology transfer from 

developed to developing.6 The former 

is associated with greater climate 

and clean technology innovation in 

developing countries.7 This innovation 

is likely to produce durable clean 

energy technological capability and 

associated markets. 

In the medium- and long-term, it 

is clear wealthier countries need 

coherent strategies with their green 

subsidies to facilitate clean energy 

technology deployment in developing 

countries.8 Depending on existing UN 

Framework Convention on Climate 

Change (UNFCCC) processes for 

technology transfer like the Climate 

Technology Centre and Network 

is unlikely to succeed, and neither 

will depending on the private sector 

alone.9 However, what to consider and 

how to structure these policies are 

less clear. As a future step, technology 

finance and deployment in developing 

countries can be a part of developed 

country NDCs much like they are for 

many developing country NDCs.10

For developing countries, policies that 

encourage foreign direct investment 

(FDI) are critical to enabling clean energy 

technology. Examples include regulatory 

certainty, protection of intellectual 

property rights, and reduction of trade 

tariffs.11 However, FDI policies alone are 

not enough to grow clean energy supply 

chains in developing countries. Other 

factors such as human, physical, and 

institutional capabilities also influence 

this growth.12 Consequently, local 

context matters, there is no one-size 

fits all, and green industrial policy in 

developing countries is difficult.13 What 

the G20 offers in this case is a nimble, 

plurilateral platform to pilot solutions. 

Because the group regularly convenes, 
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at both the leader and ministerial level,  

a relatively small group of both developed 

and developing countries that are 

responsible for most global economic 

activity and greenhouse gas emissions, 

it that can consider unique contexts for 

Attribution: Shayak Sengupta and Sagatom Saha, “Green transitions in the era of green subsidies: Ensuring 
no country is left behind,” T20 Policy Brief, May 2023.

each country while providing sufficient 

global scale. Efforts started in the 

G20 could then scale to the broader 

UNFCCC with more countries.
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