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15 Designing a Bretton Woods institution to
address global climate change
Joseph E. Aldy

INTRODUCTION

Mitigating climate change risks will require some form of
sions, adapt to a changing climate, and

three policy approaches — prevention, adaptation and remediation —

viduals, firms and nation-states. Thus a ‘successful’ i

and firms’ incentives.

Successful collaboration requires more than a simple, initial agreement. The dynam-
ics of learning about climate change and learning about the effectiveness of various risk

mitigation measures will necessitate a number of rounds of collaboration among nations.
Given the strong incentives for free-riding, what are the characteristics of an interna-
tional climate policy architecture that could enable repeated collaboration in climate
change risk reduction efforts?

A climate policy framework that represents an effective effort in combating climate
change, is perceived as fair by all participating nations, and is considered legitimate and
thus encourages broad participation is more likely to be successful than a regime that
lacks these characteristics. An effective, fair, legitimate policy architecture promotes
trust and establishes credibility of the agreement. As one nation takes actions to miti-
gate climate change risks, it can trust that other nations are also taking actions that will
effectively reduce the risks of climate change. As one nation takes actions, it can assess
the actions of its peers and determine if their actions are comparable and fair. A frame-
work is legitimated by a positive cycle of nations taking fair, effective actions that elicits
broader and more complete participation.

The failure to deliver an effective, fair, legitimate climate change policy through the
Kyoto framework is evident in the inability of the international community to negotiate
a successor to the Kyoto Protocol’s first commitment period and the evolution toward
a pledge and review system established under the 2009 Copenhagen Accord. Indeed, the
excessive focus on normative goals instead of institutional design in international climate
negotiations has undermined the legitimacy of the current multilateral regime, and this
absence of legitimacy then facilitates questioning about fairness and effectiveness of
commitments. It is not that there are disagreements over what constitutes an effective or

fair approach (there are); it’s that the current regime does not provide the institutional

means o even assess outcomes before subjecting these outcomes to a normative assess-
ment of effectiveness and fairness.
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global effort to limit emjs.
geo-engineer the global climate system. These

involve, to varying
degrees, little incentive to account for the external impacts of decision-making by indi-
International climate policy architec-
ture, at a minimum, will need to promote collaboration among nation-states that results
in sovereign policies and actions to reduce climate change risks by modifying individuals’
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] information structure of the climate chang-e policy collaboration p.robljem neces-
i The! design of institutions to enhance public knowledge about nations commlt—
sitates thel' fessgalnd outcomes. The international community has addressed this klnd. of
ments, PO 1(zewide array of other contexts from which lessons can be drawn aqd gpphed
: qblem lrtlional climate policy. Based on these experiences and the characterlst}cs of a
tocl:::srf?ﬁ international climate policy architecture, this chapter proposes the design of a
= i institution’ (BWCI). N
!Brettzna‘l)lvi(;;ftiiiiilomr?;;:)r:fld have t}(lree priZnary functions to enhance the legltlmacy of
: Slltli(l:ateral climate policy efforts. First, this BWCI §hould implerpent a serious system
o i 1 and global policy surveillance. This surveillance would include an evalue.mon
o I'la(til on;ldent experts of the various policy commitments nations make in mternatlopal
3 by mt'e{)ions to assess whether nations delivered on their commitments and .to examine
e o acts of these actions on various climate change risk reduction margins, such as
] gl;iggilgn abatement and adaptation. It would also includp an aggrege?e.asietssmerr;tb(;f
the net effect of nations’ efforts to judge whether these actions were suf’ 1Icllen (; co bt
climate change. As in other multilateral contexts, such a surveillance sc eglc s (;ua be
consultative in nature, to allow give z;nd take among experts and among nations engag
i i ional climate policy effort. S
" &;illr:etse(r)rrlr?; r(r)lay perceivert)he piimary role of the Brfatton Wood§ institutions, :he} i}l\l/gr
and the World Bank, as one of financing, policy suryelllance isan m?por'Fa.nt 1p{a)r o i
missions. In the international climate context, policy surveillance is critica . ecat;ssout
the need to promote trust and build credibxl‘lty of an agreement among éalltlons about
each of their respective commitments. In t.mS sense? the env1s¥oned I?Wd : may ete!
reflect the system of international trade pohcy‘sur.velllanoe, which evodvej t r(EII;; iurrem
attempt to design an international trafie o.rgal(l\léz}lfg))n at Bretton Woods into

i r the World Trade Organization . . . '
regSl:::ZIlllg,d fhe institution should promote best policy. prgctlces. This woufl;i re?ﬂect 11tﬁ
surveillance role, from which an assessment and p}lbllcatlon .o.f the most e ectlllve po
cies could inform nations’ deliberations over the kinds of policies and actloni dt ey mzrll);
consider for domestic implementation. In particular, such assessments shouh aciggve
for the implications of legal, economic and cu(lltura! contexts Sﬂ;z;tﬁc;r}lslmpact the re

i various policy instruments and actions acros . .

eff'?;:ilyg,n telslz ci)rflstziltutionpshoxilld provide a means to channel some ﬁnangmg for 1n\1/(§st-
ments in climate change risk mitigation activities in developing countries. By making
funds conditional on agreeing to policy surveillance, suf:h an gpproach wc_)ulq cre;ﬁahtet arf
incentive for transparent evaluations of policies and actions. Sl.nce. the majority o 1}111 tehr
national finance associated with addressing climate change will likely run throug. te
private sector, this financing mechanism would serve as a complement to these gn(\i/z?) e
sector efforts. Leveraging finance to enhance transparency could also be exte? e n};
the setting of eligibility rules for existing developed country export and deve (;})rir‘llzte
finance programs. For example, the US E?c-lm Bank and the US C)lygrsctlgs rrance
Investment Corporation could agree to provide loan guarantfzes and p?l itica 1n(sjt;r nee
for use only in developing countries that have agreeq to pollcy surveillance unh s
new institution. Moreover, access to market-bas<?d .clxmate pohcy schemes, S(lilC taz ©
Clean Development Mechanism (CDM) and emission trading, could be predicated o
countries agreeing to participate in policy surveillance.
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The next section of this chapter draws on game theory,
legal scholarship to argue why promoting policy transparen
enhance the legitimacy of and foster more effective internat
agreements. The third section details the shortcomings i
climate policy framework for reporting,
macy. The fourth section surveys various international systems of policy sur
on economic, trade, energy and environmental issues, and presents lessons to
climate policy surveillance regime. The fifth section presents the detailed prop
‘Bretton Woods climate institution’ and discusses how such an institution couy]

ment bottom-up and top-down approaches to international climate policy arc
The sixth section concludes.

¢y through surveillance

n the current inter
review and verification that undermine

SURVEILLANCE AND AGREEMENTS
Public Information and Repeated Games

More than 50 years ago, Professor Schellin
negotiations. Signaling the seriousness of co
ing an agreement among multiple parties.
as international negotiations, given the s
tools for coercing a state to take actions b
Schelling suggests that transparency of a
enhance the credibility of commitments:

A potent means of commitment, and sometim
Ieputation . . . But to commit in this fashion publi
final outcome would have to be known; and if sec

is inherently not observable, the device is unavailable. (Schelling, 1956, p. 288)

Schelling stresses that agreements ma

y need to be structured on what is observable, even
i objective of the negotiation, in order to ensure
agreement. In addition, Schelling’s take on the
inform the structure of climate negotiations

if that is only correlated with the intended
that one can observe compliance with the
role of trust in repeated negotiations can

given the dynamic nature of the climate change policy problem:

What makes many agreements enforceable is onl
agreement that will be eliminated if mutual trus

value outweighs the momentary gain from cheating in the present instance. (Ibid., pp.301-2)

Indeed, these insights have since been for
folk theorems in game theory,
can yield socially efficient, st
ciently patient (Fudenberg a
coalition games,

malized in a variety of papers on the so-called
which show that repeated games with public information
able agreements if parties to these agreements are suffi-
nd Maskin, 1986). In the context of international climate
Barrett’s (1994) dismal one-period finding that the country-specific
benefits and costs of climate mitigation will likely undermine the stability of any climate

coalition in excess of three parties is softened in a repeated-game environment and, with
sufficient patience, larger coalitions are possible.

international relations gy

ional climate change policy 1
Nationg]
its legitj.
Veillance 4
inform g |
osal for 5
d comple.
hitectureg

g wrote about the economic attributes of
mmitment is often a precondition for secyr-
This can be challenging in some contexts, such
ignificant deference to sovereigns and limited
eyond what it intends to undertake voluntarily,
party’s ex ante pledge and ex post outcome can

es the only means, is the pledge of one’s
city is required. Both the initial offer and the
recy surrounds either point, or if the outcome

y the recognition of future opportunities for
t is not created and maintained, and whose
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key to these findings is that actions by all parties are easily :imd perfecttly o’bsﬁzzctlé
.« The key limate policy regime, this is certainly not the case: most nations e
thg e 1rr?house gas emissions are neither reported, nor observed, nor I‘(?VI.CW;
o licﬁiya‘r;gdirrefhe UN Framework Convention on Climate Change (more on this in the
rma .
ext sectlon).k ssumptions, agreements among parties could be sustained even w;‘;fh
Under weable?g ?nformation’ (e.g. Green and Porter, 1984; Fudepberg et al., 19 ,)
g ffea o LllbliC’ private information (e.g. Malaith and Morris, 2002). E‘t’jn “;
:: dse iggf;St;%servation of signals of action (whether.{;ommonly Sl;ir;‘;,s 1£§é§eusi;:12i)ls
- the > . i i is still necessary,
individually .achulre(tii:g erllc: gzigzsl:étli);::t;? is more difficult tp mgiqtain a s'tablfi
. convey less 21 Olgmr?ett (2003) notes in his discussion of monitoring in .mternatloneti
4 &gfe_eﬁlllerillgn tai agieements ‘transparency is of fundamental importance in a repeate
' enviro ’

game’ (p.284).
] The Use of Public Information in International Agreements

. . .. n
?‘ The information structure of repeated ne?ilo‘uatlé)lr;s9 ‘13 2 ncl:;ﬁ;cs?lezlirlrll:ni; (Ii;tretramml:ré O%
t ili i iti ohane :
'the Stabl'hty o gigc?fatiiiﬁiﬁilg;:n:& Ifizilitate collaboration among natIOI,’lS. In par:
ll.lfOI‘matlon'pro thatg;more extensive arrangements for monito.rmg others’ behavior
!:lClllar,. h?:i Flotesllaboration games and can promote the reciprocity necessary to sec1;re
B ecmont in coch ames (Keohane, 1994, p.20). Wettestad (2007) also notes the re a;
a'green’lent twee iblic information about nations’ performance 1'1ndeAr an agreemen1
e betw?te I;)llljilds‘ ‘good monitoring and verification of practices in 1nterqat10nad
'am:'ttl}lltei;rrlgir; import:cmt in building trust between and among coopeiatﬁng rﬁae;;lzii ;;131
s iren thening wider societal conﬁdence"(.p.975). The legitimacy o L ei A
Lng:eemegnt may rest on the caliber, credibility and independence of the imp
inStitut‘lor'lsf(BOdi?SE);bzc?l?: z)xlnation’s actions can empower its leaders and .st.akeholgers
llon ordma essure that nation to deliver on its commitments. Pol.ltlcal lea ers
tohf)ai)lu(s)lrl1 2)11 tllljerir nations to take on more ambitious climag ghgngg rflslr( I;Z(tiizingz
holic institution collecting and publicizing info
POI_ICICS Fouldeenreg\ficfirr?;n alrell Illnl(?:;gr‘ljctile(ﬁ assessmeit ofa coqqtry’s effort ar_ld a ?-or.n-
ﬁ:lerlirssrclt:/)iltlksl‘ ch Sffort of its peers, regular surveillance can legitimize domestic policies
P
(F;?r? Crool\sz’lrfg (i)rigc.)rmation on commitments and outcomes supports ?nforma] air;?tif;)tinlﬂ
mechlz)misms of peer review and peer pressure (Paggnl, 200b2)}.1i1r\113t(1:>;1; 1{:ﬁlsasyu imitate &n
informal bilateral dialogue with those nations laggmg far be e amm how
e ol hoie oad ffectin lp;ogresliiyef lerzrlr(liztris(?rllpr:al;da:lascg (;rrrll;)ble comparisons among
follow their lead effectively). Such into 1ab
;(;tions that facilitate peer pressure in thf: next rour}d of ngg;tlat:r(:ix:lztion o lower the
International institutions of information gollectlop and disse O o ewaniza.
costs of an international agreement. Somet mternatxpnal non-goemS o
tions have developed the technical capacity to assist gO\l'ernr;lts e onpnoty buiding
(Hempel, 1996). Technical and financial assistance for key eleme




356  Handbook on energy and climate change

7 357
Designing a Bretton Woods institution to address global climate change

could enable improved monitoring, reporting and evaluation in dev.
(Keohane, 1994). International institutions can formally undertake
lowers the transaction costs of an agreement (Haas et al., 1993),

Some nations may send mixed or misleading signals about their outcomes throy

various public reporting mechanisms. A variety of means has
this problem that could inform t

. . jes’ (United

rent g . : dicts independent es .
ol : hasis added). This contra de; tries
3 auorllsl,\I19n9i§$E I countries’ greenhouse gas emissions exceeded Annex I coun
3 on- .
anl}ui} s by more than 12 percent in 1995 (WRI, 2012). ‘s’ ‘largest share of histori-
emission 2010 Cancun Agreements, this developed countrles. arg ‘buted only to 54
= I’n th}eg | emissions reference returned. Yet Annex I countries c((;n[txrrl1 nl;x I and Non-
ool gl(i c?f global greenhouse gas emissions over 19002005, alr(l1 cach parity by 2020

roen 1 contributions to cumulative emissions since 1900 shoq 1’d o runs contrary
; Annex 001 2007). When the expressly stated rationale for pohcy_ cesl(gi o Tl
1 (Hol};l;tief;? c;\’/idencé the legitimacy of the international agreelmeI;tnl(S;;nlazk of int-erest in
to sct interest in scientific evidence to motivate policy
3 lack of interest 1n scientific . . blem.
' l?e‘llle:iltsirallg aa;nd analyzing scientific evidence about the climate change pro
co (&

eloping Countrieg :
monitoring that 1

evolved to Mitigate
he design of a surveillance institution. Some nop.

> 1999) as well as through the use of correlated data sources,
on fossil fuel consumption, economic activity and so on.
The information compiled on parties’ actions and outcomes does not need to meet

the standard of a legal compliance mechanism. Indeed, few nations would subject them.

k- . 3 Analysis
selves to such a legal mechanism: . The Lack of Adequate Information Collection and Analy

i 1 treaty, nations com-
v itori i ly inadequate. Under the /|
3 monitoring regime is grossly inas : ons com-
i T Ui: t((:)(ilclje UN reports on their vulnerability to climate ;:hangi,r i]():(s)lilc;/se © address
b Cimat issi nd so on. Annex I coun '
- cli ¢, greenhouse gas emissions a e o
: Chmafticohr?;gcorimunications in the 18 years tl}e UNFCCC hz;s ]\3,:631 }1)r‘1n e;tted oy e
i ﬁVC_ nrit of developing countries — including China and Indlg - abmit pmitted only one
ma]}? gort (through 1 March 2012). While developed countries 5111 o,
ey 1 ting annual gre
i t from reporting
s, developing countries are exempt : val gre
:?(I:;Sr tto the UI§FCCC despite the dramatic glrlowth in 2u:;g1ilsrsllsorrleport bmitted fo
ina’ use ga
le, China’s most recent greenho . bmitted to
hF({EI\?X;IrI:lrI)nework Convention on Climate Change is for the 1994 ca V!
the

THE NEED FOR BETTER SURVEILLANCE TO INFORM
GLOBAL CLIMATE CHANGE POLICY

The current international climate change policy architecture suffers from a dearth of
information on countries’ contributions to climate change and the effectiveness of their

E 1995 and 2010, China is estimated to
efforts to combat the problem. Under the UN Framework Convention on Climate BB (UNFCCC, 2012, as of 1 March 29123;)1113862)V¥€§;b0n dioxide from fossil fuel combus-
Change and the Kyoto Protocol, the responsibility for mitigating emissions and report- BB have emitted about 75 b}lhon E}eglcxcee ds the cumulative emissions of any developed
ing on emissions has fallen almost exclusively on developed countries. Indeed, the policy i tion and cement profiuctlon, W hl ¢ et ry, except for the USA (calculated by the author
rationale in UNFCCC agreements for developed countries to take the first mitigation f country over the entire twentieth century,

. t .y 1 )

; issi -keepin
ilure of what is pri- = does not reflect some burdensome or technin"lly challengmtide IZ:rS)f;S;:tc;lrgd ozgneg-
ountries reinforlz:es ;k obstacle. Under the Montre&llAPrO.t ocol Chlgat;:l ?)Sver: I:}?; 19902010 period (UNEP,
, the UNFCCC provides an insufficient ¢ depleting substances consumption inventory da
efforts and a single, deeply flawed metric 2012)'. he differentiation in the reporting and review regime undbelr- }:2:?31
| Uggléééﬂelgs/e{o;ed countries submit annual emission gepolrtsi purszi;l:rtizsess;islssions
: . : evelopin i
The Disconnect Between the Rhetorical Basis for Policy and Statistical Evidence B suidelines anddsubjecgat;)t z)fqt)ﬁgr rizlrz:;lelt?t ﬁgﬁ:ﬁ;ﬁ,commugicagtions, and aret nel\:[i}:;;
reports are made as a ies nor undergo expert re ew
oring regime has created an information vacuum in 3 suIt)Jject to the same data standards éls detvféogegil(:;ur?;orting of developed countries
pposed to experience and evidence, has informed the | 4 (Breidenich and Bqdansky, 2009) i vetrlll effectiveness of emission mitigation actions in
design of policy. For example, at the first Conference of the Parties (COP-1) of the emissions is insufﬁglent to characterlgg ”[?he UNFCCC has not published guidehAnes for
Framework Convention in 1995, the global community agreed to the Berlin Mandate : these countries (Ellis and Larsc?n,,20 .)~ al communications, and these expert rev1.ews_d0
(United Nations, 1995). This decision established a negotiating mandate for emission the review of developed countries na.monct of emission mitigation measures (Breidenich
targets for developed (Annex I) countries, while explicitly noting that Non-Annex I not provide the means to verify the impa
countries would not face any new commitments. The mandate notes that this negotiat- and Bodansky, 2009).
ing process ‘shall be guided’ in part by ‘the fact that the largest share of historical and

e TR

The absence of a credible monit
which north-south rhetoric, as o
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The Absence of Credible Metrics to Assess Comparability of Effort

In order for a set of countries to perceive their contribution to mitigating climate change
as fair, they need a means for acquiring information on each other’s actions and emis-
sions and a basis for comparing the effort. The absence of credible, legitimate means for
comparing effort plays out both in the determination of the set of countries that should
take on emission commitments and in the ex post evaluation of countries’ performance
in delivering on those commitments.

Many have argued that the focus of UNFCCC mitigation goals on industrialized
countries reflects their greater wealth and higher emissions (current, historic and per
capita). Yet about 50 Non-Annex I countries have higher per capita incomes than the
poorest Annex I country. In addition, about 40 Non-Annex I countries rank higher op
the Human Development Index than the lowest-ranked Annex I country (Aldy and
Stavins, 2010a). Forty-four Non-Annex I countries had higher per capita carbon dioxide
emissions than the lowest-ranked Annex I country (US EIA, 2012b).

Comparing the effort to mitigate emissions remains a daunting question. The most
‘successful’ countries, in terms of achieving emissions below 1990 levels, are the econo-
mies in transition. The shutting down of much of the old Soviet industrial infrastructure
and the transformation from planned to market economies have resulted in dramatic
emission reductions. Russia’s 2000 greenhouse gas emissions were 32 percent below 1990
levels. In 2007, the year before the start of the Kyoto commitment period, the old EU-15
had aggregate emissions 5 percent below 1990 levels, while the expanded EU-27 had
emissions 11 percent below 1990 levels, illustrating how far below 1990 levels Central
and Eastern European countries’ emissions had fallen. The world cannot learn from this
‘success’ in designing future climate policy; these countries did not achieve the emission
reductions through innovation emission abatement policies, but rather through painful
economic restructuring. Thus, comparing current emissions with those of 1990 provides
a very noisy signal of a nation’s effort.

Is the USA a climate laggard because it has not ratified the Kyoto Protocol? By 2009,
US greenhouse gas emissions were 7 percent below 1997 levels. Since the 1997 Kyoto
Conference, the growth rate of US greenhouse gas emissions ranks 17th out of the 36
Annex I nations with commitments under Kyoto, and this growth rate is lower than for
ten EU member states (Figure 15. 1). This is not simply a function of the recent economic
recession. In 2010, US fossil fuel carbon dioxide emissions were 11 percent lower (nearly
700 million metric tons of carbon dioxide lower), but GDP was about 9 percent higher
than was forecast by the US Energy Information Administration in 1997 in the lead-up
to the Kyoto negotiations (US EIA, 1997, 2012a; Figure 15.2).

Adequacy of Effort

The surveillance program under the UNFCCC does not report a global aggregate green-
house gas emissions measure. Indeed, there are neither reporting nor monitoring mecha-
nisms that would enable the UNFCCC to publish a global emission estimate. For an
international treaty focused on stabilizing atmospheric greenhouse gas concentrations, it
is striking that it does not track the flow of global greenhouse gas emissions.
Independent estimates of carbon dioxide emissions from fossil fuel combustion provide
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Figure 15.1 Annex I greenhouse gas emissions, 1997-2009
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Figure 15.2  US carbon dioxide emissions, actual 1990-2010 and forecast 1997-2010
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it]t;iz z\gdenzz that the UNFCCC has delivered adequate effort. Global emissions in 201
mereal 1outG 1 l;))ercen.t greater than they were in 1992 (Boden and Blasing, 2012; Bode ;
. )- Global emissions grew about 2.8 percent annually in the decad’e afte’r the 1191967t

y g >

Some Recent Signs of Progress

The i . .
The ;}Islit:rvrza::tlﬁl:;l ‘c)\(/)mﬁiuima/ has taken some recent steps to address this reporting and
: - world leaders agreed to design measur i
analy : ' ement, reporting and verificg-
countryiztsernrﬁt:;r;cti. a syfsftem Qf ulllternatlonal consultations and analysis fgor developliclfg
lon etlorts in the 2009 Copenhagen Acco initi
i 1 ts in rd. The initial steps t
mplementing the leaders’ vision at the 2010 Cancun and 2011 Durban clirr)nat(::vi:lccis
$

LESSONS ON SURVEILLANCE FR
INTERNATIONAL POLICY REGINgEI\éI OTHER

Policy surveillance serves as a ke
regimes. International organizatio
design, implementation and outco
subsidies and trade in endanger
lessons to inform the design of
following subsections provide b
veillance regimes in a variety of
surveillance.

y element of a broad array of international polic
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countries and improves the quality of the IMF review product by effectively subjecting
the reviewers to external assessment (Fischer, 1999).

The IMF also supports standards for data dissemination and codes for good policy
practice that can facilitate annual surveillance and also benefit member countries in
their design and implementation of economic policy. Such standards provide transpar-
ent, timely and measurable metrics for evaluating policy performance and identifying
potential economic vulnerabilities. The IMF emphasizes the value in implementing
such standards and codes to communicate clearly to the markets and other countries
on a country’s economic situation. Conditioning financing from the IMF (or even more
broadly from other international financial institutions) on the adoption and adherence
of standards and codes of practice could improve the quality of the surveillance regime

(Fischer, 1999).
OECD Economic Surveys

The OECD facilitates peer reviews of member states’ economic policies every one to
two years (OECD, 2003; Schafer, 2006). As a part of this effort, a team of experts from
the OECD Secretariat compiles a draft report of the relevant policies for the country
under review. The expert team typically visits the country under review, draws data
from a variety of public and private sources, and employs the latest research to evaluate
the country’s economic policy program. A delegation from the country under review
responds to the draft report in a meeting of all OECD member states. At this meeting,
two so-called lead examiners are drawn from the membership of the OECD to initiate
the discussion of the draft report’s findings, the response by the country under review,
and the report’s recommendations for policy reforms. After these two peer reviewers
have questioned the country under review, the entire membership has the opportunity
to discuss various elements of economic policy with that country’s delegation. The final
report reflects this discussion and must secure agreement among all OECD members
before it is completed. The policy reviews are then made available to the public.

A distinctive element of the OECD review mechanism is the focus on peer review.
The OECD employs peer review in a number of policy contexts beyond this example of
economic policy review, and it has identified several structural elements common to its
peer review processes, including an agreed set of principles, standards and criteria for
evaluating performance, and an assessment of a country’s performance in implementing
policy recommendations. Providing a forum for member states to engage one another
through peer review can facilitate learning about effective policy practice and promote
understanding about countries’ individual policy design and implementation. As a
review among peers, it clearly serves as a facilitative process, not a tribunal or compli-
ance mechanism, and thus could enable more candid dialogue among participants.

WTO Trade Policy Review Mechanism

WTO members are subject to a regular review of their trade policies (Mavroidis, 1992).
The four countries with the largest share of world trade undergo policy review every two
years, while the next 16 participate in reviews every four years, and all other countries
take part in reviews every six years. Thus differentiation in the frequency of review
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ks a strong compliance mechanism, which is true of most international agreements
(Hampson, 1995). .

E * The Secretariat also serves to enhance the capacity, especially in developing countries,
. to monitor and report their ODS consumption data. By elaborating procedures for
b tracking and reporting ODS data, providing data-reporting templates, and explaining
‘ s to improve domestic monitoring, the Secretariat facilitated developing-country
these efforts lowered the costs and eliminated potential barriers to
E (imely reporting, the Montreal Protocol surveillance process also increased the costs for
failing to submit adequate ODS data reports by linking access to financing for projects
to reduce ODS consumption to satisfying the reporting requirements (Wettestad, 2007).

| way .
: reporting' While

G-20 Fossil Fuel Subsidies Agreement Implementation and Review

In contrast to the previous policy surveillance programs that focus on a reporting and
review infrastructure built on treaty organizations’ own cadre of experts, several inter-
national agreements rely on external, third-party experts to review countries’ actions.
First, consider the 2009 Pittsburgh G-20 commitment to eliminate fossil fuel subsidies
(IEA et al., 2010). The leaders of the 20 largest developed and developing nations agreed
to ‘phase out and rationalize over the medium term inefficient fossil fuel subsidies while
providing targeted support to the poorest’ (G-20 Leaders, 2009). The G-20 leaders also
called on all nations to eliminate their fossil fuel subsidies, and later that fall at the 2009
Singapore APEC meeting, leaders also echoed the call to phase out such subsidies.

Leaders have agreed to many things in various ‘G-#’ declarations and communiqués
over the years, but the ‘G-#’ processes do not provide any system for compliance and
enforcement. Instead, leaders can increase the cost of failing to deliver on their commit-
ments by making such failure more transparent. In the context of the fossil fuel subsi-
dies agreement, leaders established processes of implementation and third-party expert
review to promote such transparency. As a part of the G-20 agreement, leaders tasked
energy and finance ministers to identify their nation’s fossil fuel subsidies, develop a
plan for eliminating these subsidies, and report back to leaders by the following year’s
summit. The G-20 published a summary report of each member’s identified fossil fuel
subsidies and the plan for eliminating them at the 2010 G-20 meeting in Toronto. Since
then, leaders have continued to task energy and finance ministers to continue their
efforts and report back regularly.

To complement this self-reporting, the G-20 leaders also tasked four international
organizations — the International Energy Agency (IEA), the Organization for Economic
Co-operation and Development (OECD), the Organization of Petroleum Exporting
Countries (OPEC), and the World Bank — to undertake their own, joint assessment of
fossil fuel subsidies. This includes an examination of individual countries’ subsidies as
well as the aggregate economic, energy and environmental impacts of the sum of these
nations’ subsidies. These international organizations published their joint report to G-20
leaders at the 2010 Toronto meeting and have continued to provide analysis and reviews
of countries’ implementation strategies pursuant to tasking by the G-20.

This third-party reporting provides an independent reference for countries’ identifi-
cation of subsidies and an independent review of their progress in rationalizing fossil
fuel pricing. This process enhances transparency on implementation, and can empower
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domestic stakeholders as well as peer nations within the G-
invoke moral suasion to push a country to deliver on its com
also highlight the successful efforts to reduce such subsidie
strategies that other countries could emulate as the

menting their commitments. Relying on external experts at established and recognized
international organizations also mitigates concerns about politicization of the evaluatiop
and verification mechanism and allows for a rapid ramping up of the review process
that would not be possible if a new bureaucracy had to be constructed from scratch. A
potential limitation of relying on existing international organizations, however, may be
the legitimacy of those with incomplete memberships. For example, some developing

countries may question analysis and reviews by the International Energy Agency, whose
membership comprises developed nations.

20 to apply pressure and
mitment. This process cap
s and to illustrate possible
y attempt to move forward in imple.

Monitoring Trade in Endangered Species

The implementation of the monitoring system under the Convention on International
Trade in Endangered Species (CITES) represents a second example of independ-
ent review and verification of an international agreement (Wettestad, 2007). Under
CITES, nations submit regular reports on trade in covered species (annually) and
on relevant policies impacting trade in endangered species (biennially). In the 1970s,
CITES effectively turned to international non-governmental organizations — the World
Conservation Union (IUCN) and the World Wildlife Fund (now the Worldwide Fund
for Nature) - to provide independent reviews of these annual national reports. This
independent verification system has evolved into what is now referred to as the Trade
Records Analysis of Flora and Fauna in Commerce (TRAFFIC) monitoring network.
In this case, the international policy community agreed to defer to existing expertise

outside of an international bureaucracy to assess and verify compliance with interna-
tional agreements.

Synthesis on International Policy Surveillance Experience

Extensive international policy surveillance occurs in a number of economic, energy and

environmental policy contexts. Table 15.] summarizes the key elements of a sample of

these surveillance systems, and compares them with the status quo system of surveillance
under the UN Framework Convention on Climate Change.

The table reveals a few stark differences between the climate policy surveillance and
these other regimes. First, the IMF, OECD, WTO and G-20 regimes rely on both expert
review and peer review, whereas the UNFCCC regime is only an expert review. Second,
the expert reviews of economic, trade and subsidy policies are undertaken by career
staff of their respective institutions, while the UNFCCC review typically draws in an
ad hoc nature from government-sponsored experts (from academia, business and gov-
ernment sectors) to conduct a review. Third, the UNFCCC review applies only to the
industrialized countries, while the various economic policy surveillance systems apply
to all member states of that institution. F ourth, the provision of standards and report-
ing templates can improve the transparency of the reporting and review, and enhance
surveillance effectiveness. While this is common among the economic policy surveillance

Table 15.1 International systems of policy surveillance

Greenhouse gas  Climate policy
emissions

Fossil fuel subsidies

Trade policy

Economic policy

Economic
policy
IMF

Policy

UNFCCC

UNFCCC

G-20
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OECD
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Implementation
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Body for

IEA, OECD, OPEC,
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report

Trade Review
Policy Board

Economic and
Development
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Implementation
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No

Review Committee
All OECD
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Yes
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No
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Al WTO
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Yes

Countries reviewed
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Peer review

365

Yes Yes

No
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Yes No

Standards for

reporting
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N/A

N/A

N/A

Yes

N/A
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1-2 years 2-6 years Annual
Yes Typically No
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Country visit
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Yes Yes

Published review
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and the UNFCCC process for industrialized nations, it does

not apply to the occas;
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PROPOSAL FOR A BRETTON WOODS CLIMATE INSTITUTION

A Bretton Woods climate institution would provid
policies — on emission mitigation, adaptation and,
climate-policy-related outcomes. It would draw
climate policies from this surveillance and publish
International climate finance would be conditione
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proposal, this section closes with a discussion of
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on. After elaborating the details of the
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nal climate policy architectures.

Surveillance Mechanism
The objective of the surveillance mechanism would be

ous, credible assessments of individual and
climate change.

to provide transparent, rigor-
global performance in the effort to combat

The surveillance mechanism would require active engagement by the country under
review, an expert review team, and representatives of other countries participating in the
peer review. The BWCI would establish standards for monitoring and reporting data on
greenhouse gas emissions and climate policy performance. These could be de novo stand-
ards or the adoption of existing, rigorous standards (e.g. IPCC standards on emission
inventories). The BWCI would provide guidance to facilitate monitoring and reporting
of the relevant data. In addition, the country under review would submit a report sum-
marizing its climate policy performance that would serve as a key input to the work of
the expert review team.

The expert review team would make an in-country visit to meet with government offi-
cials and relevant stakeholders, and to collect data. In addition, the expert review team
would consult other sources of data to inform its assessment. The BWCI would develop
and publish metrics for performance evaluation to frame the country reviews. This team
would then draft a report for consideration by the peers of the nation under review.

An executive board that reflects the contributions to the BWCI and geographic
diversity would meet regularly to discuss the draft reports by the expert review teams.
One developed-country and one developing-country representative would be randomly
chosen from the executive board to serve as ‘peer examiners’ in the discussion of the
country’s review. A delegation from that country would participate in this discussion
and respond to questions raised by the examiners, and then in an open forum with the .
entire executive board. Based on this discussion, the expert review team would finalize \
the report, which must be approved by a consensus of the executive board (except for :

the country under review if it happens to be a board member at that time), and make it
publicly available.

Global reviews would occur annuall
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y. These would draw from annual reporting of
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can maximize the mitigation potential for a given amount of resources. Specifically,
the clean technology fund could address criticisms of the CDM that it has created
windfall profits for some firms (Wara, 2007), by financing projects at a level sufficient
to provide a reasonable, but not extraordinary, profit for the developing-country
firm. A reverse auction could serve as the vehicle for allocating the fund’s resources
(Keeler and Thompson, 2010). Under such a mechanism, the fund would solicit bids
from firms in developing countries. The bids would represent the amount the firm
would require in a subsidy in order to invest in and use a new, climate-friendly tech-
nology. The fund could start with the lowest-cost bids and work up the bid profile
until it has exhausted all the resources dedicated for the specific technology auction.
The challenge in effectively implementing a reverse auction lies in identifying tech-
pologies and projects that are low-cost but would not have happened in the absence
of the fund.

Given fiscal constraints in many OECD countries, the clean technology fund could
be financed through an auction of supplemental emission credits to firms regulated
by cap-and-trade programs in the developed world (or some other revenue raiser, €.g.
those identified by the Advisory Group on Finance, 2010). These credits would not be
backed by a ton-for-ton abatement through specific projects. Instead, the expectation is
that the broad portfolio of investment from the clean technology fund will deliver emis-
sion abatement in developing countries that will more than offset the higher emissions
allowed in OECD cap-and-trade programs through the auctioned credits. Prudent man-
agement of donors’ resources could attract developed-country engagement and secure
their participation in surveillance.

Second, financing for adaptation could elicit extensive participation by the least

developed countries in the surveillance regime. The de facto international ‘insurance’
for major natural disasters — such as 1998 Hurricane Mitch in Central America and
2008 Cyclone Nargis in Myanmar — is ad hoc in terms of the speed, scale and source of
support. An alternative approach could be an explicit insurance fund for least developed
countries financed through catastrophic risk bonds. The bonds supporting this fund
would be issued by developed countries, but payouts of the bonds would require three
kinds of actions by developing countries in addition to a qualifying natural disaster.
First, to mitigate the incentive for moral hazard, these least developed countries must
make some investments to reduce their exposure to the relevant climate-related natural
disasters (hurricanes, droughts, floods etc.). Second, participating countries must also
implement some ‘no regrets’ emission mitigation policies identified through the best
policy practices assessment of the BWCI. The policies could be fairly modest, and their
direct effect on the global climate could be negligible, but they would establish the norm
for abatement action by the very poorest countries. This norm then creates the floor for
the minimum acceptable abatement effort by wealthier developing countries, so it could
encourage more ambitious actions by those with greater resources. Third, the participat-
ing countries would agree to undergo surveillance of these risk reduction and emission
mitigation efforts.

The least developed countries participating in this insurance fund could make claims
for a standard class of disasters; there would be no requirement to attribute an event
to climate change. The insurance fund would need to enlist broad, geographic partici-
pation in order to diversify risk. Given the lack of actuarial tables for climate change,
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could reach an agreement as a group on such an approach to create a strong incentive for
developing countries to participate in the review process of the BWCIL.

In addition, some domestic climate policies may include some kind of border measure,
such as a border carbon tax, on the emission intensity of imported goods from countries
without comparable domestic climate change programs. For example, the 2009 American
Clean Energy and Security Act (H.R. 2454) in the US House of Representatives included
such a border measure and required an assessment of the adequacy of other countries’
domestic climate programs to determine the applicability of the border measure. A
given country could require nations exporting goods to that country to undergo periodic
evaluation by the BWCI as a condition for a waiver of the border tax. The BWCI could
agree to undertake such a review of trade partners if the country soliciting review under-
goes a comparable assessment. This creates an explicit opportunity for comparison of
domestic programs consistent with the WTO’s non-discriminatory application standard
for evaluating a border measure. Thus countries have the incentive to solicit reviews
for legitimate (as opposed to political grandstanding) purposes, since an adverse com-
parison by the BWCI for the soliciting country would likely weaken dramatically that
country’s position before a WTO tribunal.

CONCLUSION

Designing and implementing a new Bretton Woods climate institution would signal a
new seriousness by the international community in its effort to combat climate change.
Such an institution, on par with existing institutions to address international financial,
trade and development challenges, could serve as an important foundation for the next
steps to address climate change.

Countries are likely to participate in an international effort to address climate change
that they believe requires them to make a fair contribution to a global effort that is up
to the challenge. This will necessitate efforts to assess the comparability of effort among
countries and the adequacy of the aggregate effort. To build trust, peers must undertake
comparable policies. Such an evaluation requires meaningful metrics of policy imple-
mentation and outcomes. The envisioned policy surveillance under the BWCI would
provide both an ex ante analysis of proposed policy commitments, to promote credibility
at international negotiations when countries propose their next steps, and an ex post
assessment of whether a country complied with its policy commitments.

Assessments of effort can also provide a rigorous basis for identifying best policy
practice and to report on the results of various policy experimentation. This can acceler-
ate the learning process, especially for developing and emerging economies, as they gain
knowledge from the leaders’ initial efforts to abate emissions, promote adaptation and
conduct research on geoengineering.

Finally, this institution should be designed and implemented in a way that creates
incentives for countries to undergo surveillance willingly. Independent evaluation by
experts can provide the legitimacy necessary to elicit support by participating nations.
Conditioning international climate finance on participation in policy surveillance could
induce broader participation. Providing an open access option for individual countries
to request reviews as a component of their domestic policy-making — such as in donor
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resource allocation and border tax waiver decisions — could induce even the more rel

tant. naFlon.s to submit to BWCI surveillance. Further consideration of the de(:ire e
the' Institution could promote even stronger incentives for countries to cooper tgn o
actively support a more rigorous and extensive system of surveillance perate and
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