[image: image1.png]OILCHANGE

INTERNATIONA-L February 18, 2010

Shifting Fossil Fuel Subsidies into International Climate Finance
Overview for Airlie Climate Finance Meeting

The recent announcements that G20 and Asia-Pacific Economic Cooperation (APEC) nations will
phase out support for fossil fuels is a huge opportunity for global energy and climate campaigns. The
G20/APEC process has opened both national as well as central targets for global campaigns focused
on climate finance and public support for fossil fuels.

Scale of Fossil Fuel Subsidies ‘

Savings from ending fossil fuel subsidies in the developed world can be used to provide climate
finance. The concept is simple: stop funding the problem, start funding the solution. The amounts of
money currently going to fossil fuels in Annex 1/ OECD alone could cover a substantial distance
towards what is needed for climate finance, and the elimination of these subsidies also leads directly to
greenhouse gas emission reductions. Exactly how large fossil fuel subsidies are is a matter of debate,
and this uncertainty highlights the need for transparency and an agreed reporting process.

Momentum & Developing Country Support ’

Internationally, the politics of ending fossil fuel subsidies are already intertwined with climate finance.
Developing countries are legitimately concerned about access to energy for their populations, and
subsidy removal can be seen as a threat to this — unless it is accompanied by increased climate
finance. For example, nine World Bank Directors representing 90 countries recently stated that the U.S.
guidance note on halting Bank support for coal “may have been acceptable if it had been accompanied
by a US commitment to provide such enabling finance and technology”. This explicit linkage is
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key agency for climate finance. It also Clearly suggests that improving energy access should be a
central part of our message, and that demonstrating how new renewables can improve energy access
will be a critical component of success. We need to dispel the myth that fossil fuels are pro-poor.

The G20 have commissioned a report that is currently being compiled by the World Bank, the IEA, the
OECD and OPEC. There are bureaucratic struggles happening now over the definition of fossil fuel
subsidies, and what will be included and excluded in the report which will be presented at the G20
meeting in Toronto in June. Both export credit agencies and multilateral development banks are
currently being considered as sources of fossil fuel subsidies that could be targeted for phase out.

The Obama Administration seems committed to driving this forward in G20, APEC, at the World Bank,
and domestically in Congress. Treasury and the National Security Council are leading.

Politics and policy of Subsidy Shift
Coupling ending fossil fuel subsidies with a commitment to shift savings to improving energy access
and climate finance is good politics, as well as good policy.

Domestically, the message is that international climate finance must come from somewhere and
therefore subsidy shift is a fiscally responsible solution in difficult economic times. It also puts
opponents of international climate finance into the position of defending the il and coal industries.
Finally, one can paint opponents of subsidy removal as anti-poor because of unwillingness to support
technologies that truly improve energy access globally

Internationally, it moves conversations around development aid to a focus on energy access for the
poor rather than corporate welfare. Developed countries can generate the trust and support from the
developing world that is necessary for securing a global clean energy transition — particularly by
committing to improving energy access globally while phasing out fossil fuel subsidies.

From a policy perspective, it is important to note that actually shifting producer subsidies (which are
often in the form of tax credits) and specifically redirecting them to international climate funds, poses
serious technical/accounting challenges. In practice, the climate finance would likely have to be
appropriated at first, although it could be packaged and sold as a clean energy dividend. Linking the
revenues to climate finance would help it to avoid the fate of the peace dividend.

Fossil fuel subsidies provided by export credit agencies (ECAs) and international financial institutions
(IFls) are strategic targets. In the case of ECAs, there is a surprising amount of potential support by
key players inside the process. Ending subsidies via IFIs and particularly the World Bank will be more
challenging, but pressure is critical in order to either reform or stop the World Bank’s role in climate
finance. In both cases, ending oil support should be easier to achieve than ending support for coal.

From a movement perspective, focusing on developed country subsidies allows the global community
of development, environment, anti-corporate globalization, and trade campaigners to build off of
successful narratives and engage their constituencies. The vast majority of fossil fuel subsidies in the
North are so-called “producer subsidies” — aka “corporate welfare for Big Oil and Coal”. Focusing on
handouts to these corporations leverages existing efforts to support communities threatened by these
industries and builds solidarity among groups in the North and South. The corporate welfare frame_e
provides a platform for engagement with other groups such as organized labor. Finally, working with
these allied constituencies, we can begin to apply pressure on Northern, and ultimately Southern,
governments at the scale that will be required to counter corporate interests. Further building our
power is a necessary pre-condition to victory on subsidy removal, climate finance, and energy and
climate campaigns in general.




