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Trade and the environment
Inquiry– REA response

REA response to House of Commons International Trade Select Committee “Trade and the environment” Inquiry


The Association for Renewable Energy & Clean Technology (REA) is pleased to submit this response to the above consultation.  The REA represents renewable electricity, heat and transport, as well as Electric Vehicle charging infrastructure, Energy Storage and Circular Economy companies. Members encompass a wide variety of organisations, including generators, project developers, fuel and power suppliers, investors, equipment producers and service providers.  Members range in size from major multinationals to sole traders.  There are around 550 corporate members of the REA, making it the largest renewable energy and clean technology trade association in the UK. REA offers an international consultation service to actively promote low-carbon trade from the UK to the world.


1. How well is the Government’s free trade agenda and its environmental policies aligned? And is the Government ambitious enough in its approach? 

The government recognises the importance of aligning the international trade agenda with environmental policies. There is however a fundamental challenge to adding climate-conscious requirements without adding cost to trade activities, and both short-term adjustments and long-term benefits need to be considered. 

The insufficient coordination between trade agreements and domestic environmental policy is deeply rooted in the fundamental difference between enabling a free market for trade and applying environmental constraints to regulate the market. By definition, the alignment between trade agenda and environmental policies needs constant adjustment and careful balance. 

Various multilateral free trade agreements, including the CPTPP and CETA, have been criticised for their lack of ambition and their non-binding “best endeavours” approach to climate commitments. The UK independent trade policy offers an opportunity to push harder on environmental matters but in reality, the UK seems to be missing the opportunity. The UK has not yet formed bilateral agreements with the countries with the highest GHG emissions, such as the US, China and India. Also, the bilateral FTA with Australia failed to add binding agreements to address climate change, the UK-Australia Clean Technology Partnership mostly focuses on the flow of investments without assigning any real responsibilities stipulated in the Paris Agreement. Critics such as the Green Alliance think the UK failed “to leverage climate ambition as quid pro quo” while forming bilateral agreements, and there are press-reported allegations that departmental policy may prioritise economic growth over environmental protections. 

To sum up, the government wants to be ambitious on climate commitments but they still have to prioritise maximising the economic benefits from the trade negotiations. 

So while the announcements for environmental policies are ambitious, the UK’s domestic low-carbon industry needs more support to generate more economic value and to fulfil UK’s global role the government is trying to create. 


2. To what extent have the Department for International Trade and UK Export Finance changed their working practices to bring together the Government’s environment and trade policies? 

Whilst DIT and UKEF have started their transition to supporting net-zero international trade, domestic policy has failed to build significant UK capacity for many of the renewable energy and clean technologies for which there will be export markets. The type of technologies that have been supported is limited, for example, UKEF has been focusing on offshore wind and waste technologies because government policy created sizeable UK markets and companies could scale up and export. We very much welcome their ambition to broaden their technology focus but without building domestic market conditions that will give investors confidence, we are likely to see more imports rather than exports. 

Offshore wind is an export success story and net-zero hydrogen could be, but other renewable energy technologies such as bioenergy, marine, geothermal and advanced energy from waste are often forgotten. These wider technologies can be or already are, leading renewable energy sources in many developing countries. So whilst these technologies may have a lower profile, they can be located in many of the developing countries that need transitional support the most and are predicted to have higher growth rates in the next few decades. 

Whilst focus appears to be on ready-to-export projects, there is little to no support for the sectors supply chain. After half a century of de-industrialisation, the UK’s supply chain needs a complete upgrade to meet the exporting ambition. Producing more components for cleantech technologies here in the UK will significantly help drive up the content of existing UK exports for other technologies, which given the right policies, we would also be able to export.

Finally, support is available for the bigger projects and larger companies, but it is almost impossible for any projects under £6M to get support from traditional, private sector banks. We understand Government is aware of this gap but has not yet addressed it.


3. What might be the impacts of measures introduced by the UK’s trading partners designed to reduce reliance on carbon-intensive fossil fuels – for example, carbon border adjustment mechanisms – on UK trade? And what could a UK carbon border adjustment mechanism mean for its imports and exports? 

The general impact of a carbon border/price adjustment will be positive to both the UK’s international reputation and to meet Net Zero, but could potentially add cost to normal economic activities and receive pushback from ongoing/future negotiations. 

The carbon border adjustment will likely boost the trade of green products, but UK importers may still benefit more than exports. To ensure this situation does not materialise the UK will need to increase its domestic green goods production immediately and before the carbon border is implemented. 

Another challenge is to set the standard for carbon borders, identify which source is clean and agree on the standards between countries, eg. would nuclear and gas be treated as green? It is also difficult to manage and supervise the carbon border but it will set an example for the international community. If the carbon border can be designed to not exclusively focus on climate goals but also support UK domestic cleantech supply chains, it could lead to job creation and manufacturing growth. 


4. [bookmark: _Hlk95142422]What are the benefits and costs of the UK’s approach to environmental and climate change commitments in free trade negotiations to date? And to what extent might the inclusion of Investor-State Dispute Settlement clauses in free trade agreements affect the UK’s climate change policies? 

Promoting the green agenda could improve the UK’s reputation globally but the UK needs to prepare to back it up with a robust domestic supply chain and supportive policies. There are attempts made to include emission cutting measures in the FTAs but most of the wording is recommendation instead of requirements. The net-zero effort is also always intertwined with the freedom and the fairness of the market, which each country has their own definition of and are difficult to agree on. The UK needs to scale up its own efforts in addressing emissions in its own market with stable policies that give a clear pathway for a wide variety of clean technologies to flourish.  The economic and environmental benefits will follow both domestically and also overseas. 

Investor-State Dispute Settlement clauses (ISDS) are more focused on the companies’ right to sue a country when its profit is adversely affected. ISDS could harm the UK’s climate change policies at the early stage. We are in a transition period while the profitability of some green goods is still catching up with the profitability of traditional goods, so it might be easier for companies to dispute progressive environmental regulations because of losing profit when it’s enabled by ISDS. However, adding ISDS may make the FTA more appealing to the private sector, therefore, getting more support. ISDS could be a useful tool to help leverage more climate-conscious items in the FTAs if used right. 


5. By what measures should the environmental impacts of the new free trade agreements be assessed?  

The standard measures should be not to adopt agreements with countries that are outside of international agreements limiting environmental damage. For example, trade in forestry products should not be included in any agreements with countries not signed up to forestry protection treaties.  We could make even more of an impact by not signing any FTAs with countries that are not signatories to the Paris Agreement, or have Net Zero targets in place (these now cover 90% of global GDP, so it will not be too limiting).  Measuring GHG emissions changes arising after the agreements are in place should be considered – to see the net impact on progress to Net-Zero. 

The UK should measure the environmental qualities of goods and services newly imported and ensure no net reduction in standards for metrics such as average carbon footprint, animal welfare, toxic materials, and so on. More specifically, examining carbon footprint per unit traded, for certain key or case study products could give a ‘snapshot’ of changes and indicate of progress is being made overall. To gather data and deliver results on evaluating such impacts will also create more jobs and open up opportunities for academic development. 

Making green goods flow more freely internationally will also impact the UK’s domestic supply chain, encouraging the uptake of such green goods will likely have a positive impact on the UK’s domestic carbon reduction. It is important to identify what portion of the reduction could be credited to the trade agreement. Once the carbon reduction value has been identified both domestically and internationally, multiplying it with the real-time carbon price will provide a more traditional estimation of cost reduction/money saved. 

Additionally, too much focus on cross border trade is not necessarily conducive to sustainable development more generally – ie more transporting of goods creates more emissions. For example, the “superstar exporter” defined by DIT is a company that exports 10 products to over 10 countries, which does not consider the environmental impact at all. Most evaluations of international trade are still based on outdated standards focused on profit only with no specifications about their environmental impacts. To align profitability and sustainability is another key standard for the trade departments to develop. 


6. How effective is the Government’s engagement with international forums to ensure that there is a broad consensus among its trading partners on how to align trade with environmental issues?   

Very successful in the traditional sense, as the UK government have traditionally been effective and generally well-received in the international arena and this has made the initial engagements easier. However, the international community has always been fast evolving and the old approach is becoming less effective. 

The first issue is to coordinate between countries for green industry standards. The UK built its international influence during the industrial revolution when the UK was (one of) the main developers and manufacturers of new technologies. But that has changed and new green technologies are coming from multiple countries now. It is, therefore, more difficult to lead such a group and ask the international community to accept the UK’s standards like before. There are more negotiations to be done to achieve the final agreement, and it is up to the government to make that fundamental adjustment if the UK wants to continue to be viewed as one of the leading countries. 

To stay in touch with the latest developments and standards in the low-carbon sector, the trade departments need to work with the low-carbon sector experts. Not just a few large corporations like they have been doing, but build mutually beneficial relationships with the SMEs and trade associations too. Large companies have the resources to conduct research and pay for the cost of communication which makes them the easiest information source for the UK’s manufacturing ability, so they can take more advantage of the FTAs and become the government go-to organisation for industry information. However, this is preventing the trade departments to see the full picture of the sector and posing bigger challenges to represent/promote the UK’s low-carbon sectors as a whole on the international platform.  

Most of the SMEs and many not-for-profit trade associations have faced difficult circumstances in the last two years, and have very limited resources to engage with the government for future projects that may not bring benefits in the short term. But they are the roots of the sector and the baseline drivers of innovation. If the government wants to understand and help improve the foundation of the low-carbon industry, they need to support the SMEs and civil society in the sector with bankable, long-term policies. 


7. What can the UK learn from other countries’ experiences of aligning trade and environmental policies? How have other countries innovated in this area? 

There are very few examples in the international community to align their trade agenda to environmental policies, if any, they are likely to use the environmental policy to achieve alternative motives most likely for geopolitical advantages or set trade barriers to protect their domestic industries. If the UK wants to be the first country to use the trade agenda to promote genuine environmental improvement, it will be entering uncharted territory and be a true pioneer in ethical global trade. 

To promote trade, a country needs to make sure they are in a leading position internationally in the sector they are promoting. Most world-leading countries build their domestic industry first so the pressure on trade promotion is lower from the start. The UK needs to create a sizable domestic market for green goods to increase its attractiveness and promote renewable energy diversity to increase its security before they can show the international community its leading position instead of making announcements only. This is not a task the trade departments can take on themselves, wide support is needed from all departments to strengthen the UK’s low-carbon sector before it can become more competitive internationally. 


8. What opportunities are there for the Government to innovate to create more opportunities for “green” goods and services to export, to decarbonise and green supply chains? 

Starting with understanding the global low-carbon supply chain, and making the UK public aware of the logistics behind renewable energy and clean technology, understanding decarbonisation is not something only multi-national cooperation can do, but also available for the general public and start-ups. 

Greater use of Supply Chain Plans (used in the renewable power CfDs and upcoming hydrogen production policies) could help grow UK supply chains, by adding such plans to the procurement of more goods and services and new support schemes. These require a scoring mechanism to grade projects on UK supply, skills improved and jobs created. 

Support the low-carbon industry domestically to allow them to grow in a supportive home market first and then be able to export. Understand the importance of energy diversity even though not all clean energy sources are equally profitable. Ensure the investors have realistic expectations on return and a longer time frame to enable the healthy growth of the sector from an early stage. There could be a role for the UK Investment Bank and public support to lead the development of stable, ESG-conscious investment schemes worldwide.  

Tradewise, the UK needs to have its own set of values and priorities fitting our own aims, therefore drawing from important partners such as the US or EU but always staying UK focussed and led. Engaging productively with all countries on equal terms will largely improve the UK’s reputation, acceptance and profitability in the international market. The international standards on low-carbon products will need to be agreed upon by all countries if we want to reverse the effect of climate change globally. Whoever can stay fair and inclusive will have their exports desired all over the world. 


9. To what extent is the UK’s trade policy keeping up with demands from consumers on issues such as sustainability, deforestation, eco-labelling and greener supply chains? 

BEIS research suggests that the majority of people in the UK support action on climate issues and would be happy to take measures to address climate change, but the details of such measures are still largely up to debate. The trade departments need to improve their engagement with the consumer and conduct their own research to identify the best approach, from both the consumers perspective and the macro-economical angle. 

Some consumers have a predetermined conception that local goods have a lower carbon footprint, although the perceptions are not always true and there is evidence showing imported goods can sometimes be more eco-friendly (Green Trade, a board of trade report 2021). The first step for the government is to educate the public and introduce labelling – this could show information on carbon footprints and wider sustainability, for example on the packaging, and may show how sending some goods internationally could have a lower carbon footprint. It is also up to the government to prevent greenwashing from the source, the trade deals should promote inclusive and transparent international cooperation to deliver reputable eco-labelling.

The general consumer wants to see efforts being made without any or minimum price increase on their purchasing, but they don’t necessarily understand the life cycle of the goods or their supply chain. Even though the consumer may expect to pay more for greener products, it is still up to the trade departments to identify the limits of such expectations and make sure the price increase is within peoples limitations. 


Here are three additional suggestions that do not fit with the questions. 

· Trade agreements should also investigate the changing logistics in shipping/transportation considering the new climate norm – this could see the old weather patterns shifting. The change of ocean currents and wind conditions will physically disturb the transportation of goods and increase the cost. 

· The government (not just the trade department) needs to identify critical goods in a supply chain. Those goods are normally less visible in the supply chain due to their small volume, they occupy a small but important step and the final product cannot be done without. They are the ideal goods to produce if anyone wants to become indispensable in a supply chain, so could be targeted for onshoring of production and greening more generally.

· Both trade agenda and the environmental policies need to be developed together, instead of prioritising one over another. Using the UK battery supply chain as an example: considering the key materials required to make the battery, the UK will have a plentiful resource and relatively mature production ability to produce graphite, so the trade agenda should consider how to support the graphite industry for not only domestic use but also international exports. Lithium production on the other hand still needs help to increase production and build the supply chain domestically, the environmental policies are still developing on mining and all other downstream activities. Arguably at this stage, the trade policy should consider setting up an international standard to match with the environmental policies adopted in domestic production. This would ensure that lower standard lithium does not enter the UK market freely and out-competing what is made in the UK. There are many elements the UK cannot produce enough to satisfy the industry demand, such as cobalt. For those goods, the trade agenda need to secure the resource internationally and make sure they are not coming to the constraining resource to develop the UK’s battery supply chain. 
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