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1. Introduction
Economies are moving at different speeds to reduce greenhouse gas emissions but some are scarcely moving at all. 

Any domestic emission reduction scheme that has the effect of diminishing LNG exports risks increasing, not decreasing, global emissions. Domestic schemes increase the likelihood of lowering LNG exports, of distorting international LNG trade and of raising competitiveness concerns for investors.

By expanding LNG trade within the Asia-Pacific region, APEC economies could contribute directly and immediately to the global climate change solution. APEC could speed up global emission reductions. 

In a global economy, there is an increasing tendency of industry to move towards low-cost producing regions. It is therefore desirable for comparable, if not uniform, emissions pricing to be applied to all LNG producers. 
 By crediting emissions reduced by LNG displacing coal in power generation in importing countries against emissions caused by LNG production in exporting countries, net global emissions would be reduced.

This may be facilitated via an international sectoral approach. This would underpin the environmental effectiveness and speed of LNG utilisation, as well as providing energy security benefits to importing countries by reducing the risk of future supply disruptions, by diversifying suppliers and by increasing the versatility of supply by ships instead of pipelines. International sectoral agreements may be bilateral or multilateral, and are explained more fully in this discussion paper.

2. Sectoral Commitments of All Parties under the UNFCCC

The United Nations Framework Convention on Climate Change (UNFCCC) specifies that all Parties must cooperate in technology transfer in energy and all other relevant sectors.

The major focus of the international climate negotiations to date has been to seek the commitment of developed country parties to economy-wide emission reduction targets ("country caps"). From the time that the UNFCCC entered into force in 1994, sectoral approaches to the reduction of greenhouse gas emissions have also been on the agenda but their unfulfilled potential is now better appreciated.

The merits of a sectoral approach to greenhouse gas reductions were recognised in the Garnaut Review
 and have been canvassed at UNFCCC meetings, and in a number of studies. 
 Developing countries without country caps can also participate. 
 
3. The Bali Action Plan

At the UNFCCC Conference of Parties held in Bali in December 2007 (COP13), the Conference launched the Bali Action Plan, a comprehensive negotiation road map aimed at reaching a secure climate future. 

The Bali Action Plan requires sectoral approaches to be addressed by the Ad Hoc Working Group on Long-term Cooperative Action (AWG-LCA).
 The UNFCCC workshop held by the AWG-LCA in Accra, Ghana in August 2008 acknowledged that sectoral approaches were complementary to action at national level
 but "[sectoral] approaches and actions could be used as offset mechanisms …" 

Recently, the European Commission raised the idea of the replacement of the Kyoto Clean Development Mechanism by a crediting mechanism covering whole sectors.

4. Need for Coordination with Trade Policies

The international climate negotiations in Copenhagen will hopefully bring an optimal outcome but, irrespective of what develops in Copenhagen, there will be an urgent, practical need to go beyond the complex politics of climate change and to coordinate climate and trade policies to prevent future trade disruptions over climate issues. Sectoral agreements can facilitate this.

5. How Would A Sectoral Agreement Relate to Economy-Wide Commitments? 

How a sectoral agreement for LNG would complement economy-wide emissions commitments under the Kyoto Protocol
 is illustrated below:




6. The Benefits of A Sectoral Agreement for LNG

The main benefit of a sectoral agreement is environmental effectiveness. Many energy-hungry economies, such as China, India, Japan and the US, lack adequate indigenous resources of natural gas whilst other economies, including Australia, have substantial resources that are surplus to their own requirements.

Another main benefit is speed. 
 For the LNG industry, the purpose of a sectoral agreement is to accelerate the reduction of emissions in importing economies by displacing high-emissions fuels, such as coal and diesel, with natural gas. 

A level global playing field must be maintained for this purpose, undistorted by domestic emissions penalties. Uniform treatment at the global level will alleviate competitive concerns and will be cost-effective.

A summary of the benefits of a possible sectoral agreement for LNG is provided the table below. 

	SUMMARY OF BENEFITS OF A SECTORAL AGREEMENT FOR THE LNG INDUSTRY

	BENEFIT
	EXPLANATION

	Environmental effectiveness
	Any mechanism that facilitates the displacement of coal by natural gas as a fuel in global electricity generation will be beneficial for global emissions reduction.

	Speed
	An LNG sectoral agreement can proceed independently of the Copenhagen negotiations and would speed up global emission reduction efforts. 

	Practicality of negotiations
	It is not necessary to have unanimity amongst all countries at the beginning. A start can be made by only two countries (one exporter and one importer), with others joining at their own pace.

Only a small number of countries need be involved in the negotiations to achieve global coverage of the LNG industry.

	Opportunity for developing countries
	A sectoral agreement will also provide the opportunity for developing countries to participate in global emissions reduction efforts.

	Energy security 
	Participation by the importing countries will reduce their future supply risks and enhance their energy security.

By its greater versatility, and avoiding the need to go through transit countries, LNG transportation by ships provides a much more secure transportation system for natural gas than pipelines.

A sectoral agreement will also reduce investment risk in both exporting and importing countries, further enhancing the energy security of the importing countries. 

The more LNG projects that are developed, the more secure the LNG transportation system will become.

	Avoidance of trade distortion
	Trade distortion in the LNG industry is likely to both increase global emissions and cause 'carbon leakage'. 

	Complementarity with economy-wide commitments


	There are two basic mechanisms for the control of carbon pricing: economy-wide and sectoral. The sectoral mechanism is more realistic for LNG and can be complementary with future economy-wide commitments. 

Uniform emissions pricing for LNG will not distort the optimal economic location of LNG production. If production moves from one country to another because doing so is cheaper after carbon is uniformly priced, this is economically and environmentally efficient.

	Coordination with trade policies
	If the Copenhagen climate negotiations result in an agreed outcome, there will still be a need to coordinate climate and trade policies to prevent future trade difficulties over climate issues. Sectoral agreements can facilitate this. 

	LNG technology already exists
	Unlike other energy technologies under development, such as Carbon Capture and Storage (CCS), LNG technology already exists and is immediately available. There are many competing LNG technology suppliers and many LNG plant construction companies.

	Best practice benchmarking
	For LNG developers, financial imperatives drive efficiency. Emissions from the liquefaction process are directly proportional to energy use. All producers have a powerful incentive to minimise their costs by maximising energy efficiency.

The energy efficiency of an LNG processing facility is effectively determined at the date the project is designed. Apart from minor enhancements, its emissions performance is pre-determined for its 20 to 30 year operating life.

Sectoral agreements can nonetheless provide for "best practice" benchmarking and can underpin industry-wide efforts to make further technical breakthroughs. 

	Non-binding
	A sectoral agreement for LNG can be non-binding in the early stages to allow countries to experience how it would work.
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� "To avoid the need for potentially distorting domestic and trade solutions in response to the carbon leakage problem, comparable emissions pricing needs to apply to most or all of the main producers in trade-exposed, emissions-intensive industries", Ross Garnaut, "The Garnaut Climate Change Review", Cambridge University Press, Melbourne, 2008 p 231.


� "All Parties, taking into account their common but differentiated responsibilities and their specific national and regional development priorities, objectives and circumstances, shall:… (c) promote and cooperate in the development, application and diffusion, including transfer, of technologies, practices and processes that control, reduce or prevent anthropogenic emissions of greenhouse gases not controlled by the Montreal Protocol in all relevant sectors, including the energy, transport, industry, agriculture, forestry and waste management sectors …", Article 4, paragraph 1(c) of the Convention.


� "Effective economy-wide emissions pricing commitments for all relevant countries would be the best solution, but not all relevant countries will take on such commitments for some time. The next most straightforward mechanism to achieve a comparable carbon price is sectoral agreements that cause each government to subject the main producers in each industry producing emissions-intensive tradable goods to a carbon tax, until the country has an effective national emissions limit", Garnaut Review, footnote 1 above (emphasis provided).


� See, for example, Richard Baron et al, "Sectoral Approaches to Greenhouse Gas Mitigation: Exploring Issues for Heavy Industry", IEA Information Paper, International Energy Agency, Paris, France, November 2007; Richard Baron et al, "Options for Integrating Sectoral Approaches into the UNFCCC," OECD/IEA, Paris, France, November 2008.


� "It is easier for developing countries to participate in the sector-by-sector approach for the following reasons:


●	It is easier for developing countries to take measures because technologies and methods to be introduced are clearly identified.


●	The direction of sector-by-sector approach is the same as that of the domestic policies (settings of sector-by-sector energy saving targets and others) that are already actively promoted by China, India and other countries on their own.


●	The sector-by-sector approach allows each country to set its realistic targets in consideration of the circumstances in each country, and can be compatible with economic growth.", Government of Japan, Annual Energy Report, 2007





� The purpose of the Working Group was: "to enable the full, effective and sustained implementation of the Convention through long-term cooperative action now, up to and beyond 2012 … by addressing, inter alia … cooperative sectoral approaches and sector-specific actions, in order to enhance implementation of Article 4, paragraph 1 (c) of the Convention … ", Document reference FCCC/CP/2007/6/Add 1.


� "… cooperative sectoral approaches and sector-specific actions would involve cooperation and action at the sector level, as opposed to action that is defined for the national level. It was generally agreed that these approaches and actions should not replace emission reduction targets of developed countries nor form the basis of proposals for sectoral mitigation commitments or international technology benchmarks", Document reference FCCC/AWGLCA/2008/CRP.4


� European Commission, "Towards a Comprehensive Climate Change Agreement in Copenhagen", Document COM (2009) 39, 28 January 2009.


� "Sectoral climate-trade agreements may offer opportunities to coordinate climate and trade policies, or perhaps even to integrate them institutionally. … Such product-based and industry-based structuring could bode well from attempts to develop sectoral climate agreements as part of the post-2012 multilateral climate regime. If interest in globally-applicable, industry-specific sectoral climate agreements continues to spread, it is inevitable that those discussions will involve international trade and investment issues; for international competitive concerns have become integral to the international dialogue about the future of the international climate regime", Thomas Brewer, "The Trade and Climate Change Joint Agenda", CEPS Working Document No 295, Centre for European Policy Studies, Brussels, June 2008.


� Under the Kyoto Protocol, the Annex B Parties with quantified emission reduction commitments that have ratified the Protocol are: Australia, Austria, Belgium, Bulgaria, Canada, Croatia, Czech Republic, Denmark, Estonia, European Community, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Italy, Japan, Latvia, Liechtenstein, Lithuania, Luxembourg, Monaco, Netherlands, New Zealand, Norway, Poland, Portugal, Romania, Russian Federation, Slovakia, Slovenia, Spain, Sweden, Switzerland, Ukraine and the UK.


� "Effective sectoral agreements could and should be struck quickly, as they are relatively straightforward and are important to help facilitate strong mitigation policies in many countries including Australia. A 2013 start date for sectoral agreements should be the goal, directly following the Kyoto Protocol's first commitment period. If coordination among candidate countries begins immediately, there is a good chance to have some agreements in place by then.", Garnaut Review, footnote 1 above, p 232.





