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Countries implementing cap-and-trade systems for greenhouse gases may be able to use border taxes to protect
domestic industries, after the World Trade Organisation gave a cautious nod to such measures.

In a report to be published on Friday, written jointly with the United Nations Environment Programme, the WTO said
it was possible to implement border measures for environmental reasons under its rules.

“Rules permit, under certain conditions, the use of border tax adjustments on imported and exported products,” said
the WTO. “The objective of a border tax adjustment is to level the playing field between taxed domestic industries
and untaxed foreign competition by ensuring that internal taxes on products are trade neutral.”

The issue is crucial to talks on carbon policy.

Some US businesses and politicians argue that to put a price on carbon could put domestic companies at a
disadvantage compared with cheaper imports from places with no – or more lax – rules. One possible way of
preventing this would be to impose tariffs on imports from states without robust carbon regimes.

Melissa Carey, of the Environmental Defense Fund campaign group in the US, said: “There is certainly a
constituency here that says the cap-and-trade bill can and should contain means to give us some recourse if major
developing nations do not take on emissions targets.”

Mark Kenber, policy director at the Climate Group, said the WTO might encourage
special pleading from industries.

“This could set an unfortunate precedent, as it reinforces the idea that there are
significant costs from carbon legislation,” he said. “The evidence suggests that the
adverse effect on business from climate change policy is minimal, and many
companies benefit by becoming more efficient.”

The WTO said any such measures were untested and must not constitute “a means of arbitrary or unjustifiable
discrimination or a disguised restriction on international trade”.
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