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Foreword

We face a challenge ahead to tackle climate change, but
we have the tools at our disposal to help safeguard the
environment, and accelerate the pace of the global green
transition. With the support of international trade, green and
growth can go hand-in-hand.

Green trade presents a major opportunity for the UK, creating
high-value jobs in the low-carbon economy, driving sustainable
growth in all corners of the nation, and fuelling technological
innovations that can be exported to the world.

Free trade can be a lean, green, value-creating machine that is
good for developed and developing nations alike. Global Britain
must work with our friends and partners across the world to
break down barriers to trade in environmentally beneficial goods
and services —to ensure that free trade helps speed the uptake
of green technologies across the world.

Fair trade supports the right kind of globalisation based on
shared values. Too often, trade is affected by market failures
and unfair market distortions — such as industrial subsidies -
that incentivise poor practice and damage the environment.
Together, we need to reform the global trading system to ensure
that market forces are supporting the green transition not
holding it back.

Our trading partners can see how much the UK values the
environment through our world-leading efforts to decarbonise
our economy, our leadership on nature and biodiversity and our
efforts to build back greener from the coronavirus pandemic.
Climate change and nature loss are at the forefront of the
international agenda but mostly, until now, have only been
discussed on the fringes of the trade agenda - they must be
brought closer together. This is why | am proud to present the
second report by the Board of Trade, which outlines how green
trade can support environmental action.

This year marks a pivotal moment for trade and the
environment, for the UK in particular — with our Presidency of
the G7 and the COP26 conference in Glasgow. The UK will
neither sacrifice our values — freedom, democracy, human
rights and the environment — nor our economic opportunity.
We have a great story to tell as a green trading nation, with our
newly independent trading status and a global reputation for
protecting the environment and reducing emissions. We must
continue to champion green trade, because it is good for our
economy and it is good for the world.

The Rt Hon Elizabeth Truss MP
Secretary of State for International Trade
and President of the Board of Trade
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Executive Summary

This second report by the Board of Trade sets out the economic case for
green trade and the opportunity for Global Britain to accelerate the global
green transition by promoting free and fair green trade.!

There are 7 key points to draw from this Board of Trade paper:

1.

1

Climate change and nature loss require swift global action - including
through green trade.

Natural disasters have already caused $3 trillion of damage this century.
$44 trillion of economic value is highly or moderately dependent on nature
and exposed to nature loss. Global GDP could be 10% smaller by 2050 if
temperatures rise to 2.6°C above pre-industrial levels versus a
Paris-aligned world.

Action through trade can both help safeguard the environment and ensure the
global trading system is able to withstand the shocks and shifts it may face due to
environmental degradation.

. The UK is well-placed to bring together the trade and environmental

agendas as a global leader on decarbonisation and a champion for
free trade.

Since 1990, the UK has reduced its greenhouse gas emissions by 44%

— faster than any other G20 economy — and has committed to protecting 30% of
UK land by 2030 to support the recovery of nature. The UK is also a bastion of
free trade and has significant industrial strengths — plus a burgeoning green
finance sector —to help speed the global transition.

. Green trade presents major opportunities for the UK economy: driving

sustainable growth, building the UK’s green industrial base, and securing
more green jobs.

The UK can spearhead the global green transition by developing innovative green
technologies to export to the world and by doubling down on its success as a
global hub for green finance.

The economic opportunities are significant — $30 trillion of global investment
funds are already invested in sustainable assets — having doubled in just 4 years.
The UK’s low carbon economy could grow by 11% per year and the global export
market for low-carbon products could be worth up to £1.8 trillion by 2030. By
2050, there could be more than 1.2 million full time workers directly employed in
England alone.

Data sources for all figures provided in the Executive Summary are included in the main body

of the report.

$3tn

Global losses from
natural disasters
2000-2019

$44tn

Economic value that is
highly or moderately
dependent on nature

%
-10%
Global GDP in a +2.6°C
world versus a Paris-

aligned world

$30tn

Funds held in sustainable
investment assets
globally

£1.8tn

Size of global market for
low-carbon exports by
2030

11%

Projected growth of the
low-carbon UK economy
per year: 2015-30

+1.2m

Low carbon jobs across
the UK by 2050
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. The UK is already using its independent trade policy to encourage environmental
action overseas by promoting green trade that is both free and fair.

Free trade helps spread green technologies around the world and speed the global transition.
The UK has already used its new independent trade policy to reduce barriers to trade in
environmental goods and services, including through the UK Global Tariff, which removed
tariffs on over 100 green goods.

Market failures and distortions - such as industrial subsidies — can incentivise unsustainable
consumption, warp trade flows and damage the environment. The UK is already working to
address these unfair trade practices, including by championing the case for reform of fisheries
subsidies at the WTO. The UK Government has also announced a world-leading policy to end
government support for the fossil fuels energy sector overseas.

The Board of Trade wants the UK to build on this existing activity and foster trade policy
that protects the environment in three key areas:

. The UK should use its Global Britain platform to encourage international ambition on
green trade.

The UK should shape the 21st century international trading system by:

Using its convening power and role at the G7, G20 and MC12 to emphasise how trade can
impact on climate and the environment.

Being a leading voice in multilateral and plurilateral fora, including via its membership of the
Structured Discussions on Trade and Environmental Sustainability (TESSD) at the WTO, to
reframe the narrative on trade and the environment and build consensus for reform.

. Free trade: The UK should advocate for making green trade freer.

The UK should consider all options for advancing environmental goods and services
liberalisation by:

Using its membership of TESSD to re-launch discussions on the Environmental Goods
Agreement.

Helping shape green policies as part of the Government Procurement Agreement at the WTO,
so that government levers are used to increase the use of green products and services

Seeking ‘best in class’ free trade agreements (FTAs), based on liberal green trade principles,
that create a platform for collaboration and safeguard the UK’s right to regulate.

. Fair trade: The UK should advocate for making green trade fairer.

The UK should make astute use of its trade levers to tackle environmentally damaging
market distortions by:

Deploying its diplomatic and/or regulatory diplomacy tools as a priority to encourage
environmental action alongside considering proportionate use of trade policy.

Deploying its trade levers where evidence points to a clear need for action and in a manner
that is consistent with the UK’s international obligations

Developing trade policy solutions (if required) that draw in large numbers of countries,
ideally developed at the multilateral or plurilateral level.

Using bilateral trade levers — including FTAs — to safeguard the UK’s existing environmental
standards, promote sustainable trade and, where possible, to raise environmental standards

Pursuing unilateral action in limited circumstances, in a way that ensures trade remains fair.

Steering the global debate on carbon leakage, by applying the above policy
approach in practice. ‘ ‘ ‘
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The Board’s role

The Board of Trade is a Government body that has existed in various forms for almost
400 years — even before the days of Adam Smith and David Ricardo. Its purpose is to
raise awareness of the benefits of international trade, campaign globally for free and fair
trade and work with international counterparts to build a consensus for open markets
and fight protectionism. It works alongside, but is separate from, the Department for
International Trade.

The President of the Board of Trade is the Secretary of State for International Trade, the
Rt Hon Liz Truss MP. The Board is supported by Advisers to the Board of Trade, who
are drawn from academia, business, and government. They are independent and are
appointed on one-year non-remunerated terms.

The Board meets quarterly at locations across the UK’s regions. It produces reports on
key trade issues, the publication of which is timed to coincide with Board meetings. This
is the second quarterly report under the new Board of Trade.

Scope of this report

The Board’s reports are intended to bring new thinking to, and inform debate on, matters
of UK trade policy. HM Government will consider the recommendations of Board of
Trade reports but is under no obligation to pursue them and this report does not reflect
government policy. Board of Trade reports regularly include reflections from the Board’s
Advisers which may differ from existing HMG policy. Where these are included, they are
attributed to the Adviser directly.

Board members and Advisers

The President of the Board of Trade is the Secretary of State for the Department of
International Trade.

The 16 Advisers are:
+ Secretary of State for Scotland + Rt Hon Patricia Hewitt
+ Secretary of State for Wales + Minister for Trade Policy

+ Secretary of State for Northern Ireland * Minister for Exports

+ Minister for Investment + The Hon Tony Abbott

* Minister for International Trade + Lord Hannan of Kingsclere

+ Karen Betts + Michael Liebreich

* Anne Boden MBE + DrLinda Yueh

+ Emma Howard Boyd CBE + Rt Hon the Lord Mayor of the City of

London, William Russell
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Part 1:

The case for
free trade and fair
green trade

“Our ability to come together to stop or limit damage
to the world’s environment will be perhaps the greatest
test of how far we can act as a world community”

Rt Hon. Margaret Thatcher

Urgent action is needed

Climate change and nature loss are among the most
complex issues of our time - they will touch every
aspect of life and require all the tools at our disposal
to resolve them, including trade tools. Global average
temperatures are already 1.2°C above pre-industrial levels
and there is more than a 40% chance that the annual
average temperature in a single year will temporarily
exceed 1.5°C in at least one of the next five years.? Sea
levels are 21cm higher on average than in 1900 and almost
100 million hectares of forest have been lost this century —
an area more than 4 times the size of the UK.® The scale of
the challenge is immense and urgent system-wide change
is needed — using all available policy tools — to speed

the global green transition and deliver a nature-positive
future. Action through trade could help safeguard the
environment and ensure the global trading system is able
to withstand the rising number of shocks and structural
shifts it may face due to environmental degradation.

Without immediate action, global trade could face
bigger and more frequent environmental shocks. The
UK economy is reliant on trade — the total value of UK
exports and imports equalled 63.4% of GDP in 2019.4 But
rising temperatures, driven by increasing greenhouse gas
emissions, are a factor in causing more extreme weather
events that risk disrupting trade. Natural disasters caused
almost $3 trillion of economic losses worldwide between
2000 and 2019 — nearly double the losses incurred during
the previous 20 years (adjusted for inflation).® Individual
events are also becoming more costly — for example in
2016 a tropical cyclone wiped out more than a third of Fiji’'s
GDP in 36 hours.® These trends pose serious risks of more
frequent and severe shocks to maritime shipping (which
accounts for 80% of global trade volumes), international
supply chains, and trade infrastructure.” Climate risks

are not distributed evenly across the globe (Figure 1), but
due to the interconnected nature of the global economy,
shocks overseas are rapidly transmitted around the world.

2 See World Meteorological Organization (2021) ‘The state of the global
climate in 2020" and UK Meteorological Office (2021) press release

3 See Committee on Climate Change (2020) ‘Reducing UK emissions:
2020 progress report to parliament’ and UN FAO ‘State of the World’s
forests 2020".

4 ONS ‘UK Trade April 2021’

5 UNDRR (2020) ‘The Human Cost of Disasters 2000-2019’

6 World Resources Institute (2020) ‘Navigating converging shocks from a
pandemic and a cyclone’

7 UNCTAD (2020) ‘Review of Maritime Transport’
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For example, the 2011 floods in Thailand caused
significant global disruption due to the closure of more
than 7,000 industrial manufacturing plants that were
highly integrated into global value chains.®

8 WTO (2019)_‘Natural Disasters and Trade’

Figure 1: Map illustrating the risk of natural disasters across the world

Overall risk level

No data
Very low

Low

Medium
High
Very high

Figure 1 source: World Risk Report (2020); Ruhr University
Bochum, Institute for International Law of Peace and Armed
Conflict. Notes: The World Risk Index indicates the disaster risk
for 181 countries, based on exposure, susceptibility, coping
capacities and adaptive capacities to five kinds of natural hazard:
storms, floods, droughts, sea-level rise and earthquakes. The
scale represents level of disaster risk. This map should not

be taken as representative of the UK Government’s view of
boundaries or political status’
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Climate change will contribute to structural shifts
in the global economy and reshape trade patterns

that could put the global trading system under strain.

Under a scenario where global average temperatures
rise by 2.6°C above pre-industrial levels, the world
economy could be 10% smaller by 2050 than if the Paris
temperature target of keeping the increase to well below
2°C and as close as possible to 1.5°C is achieved. These
losses will not be evenly distributed - OECD economies

could be 5% smaller on average by 2050 while economies
in South East Asia could be up to 25% smaller.® This
unequal impact is also likely to be felt within sectors — with
agriculture, green sectors of the future, and existing high-
carbon industries particularly affected (Figure 2). Unequal
impacts could stoke tensions between countries, raising
the risk that trade is increasingly used as a policy lever to
gain strategic advantage.

Figure 2: Examples of how climate change could disrupt trade patterns across sectors

Food and agriculture

Climate change could cause major shifts in the demand for and supply of food. Consumer preferences could tilt
to more locally sourced food or to low-carbon diets, which could reduce demand for some food imports (such
as meat and dairy). However, climate change could also reduce crop yields — agricultural productivity could fall
by up to a third across large parts of Africa.”® Lower yields, combined with more volatile production could see
some countries become more reliant on food imports at a time when agricultural prices are rising and more
volatile. In the past, periods of high and volatile commodity prices have put the global trading system under
strain — in 2008 some countries introduced food export bans to safeguard domestic food security."

@ New sectors of industrial advantage

Demand for renewable energy and other green technologies will continue to rise, particularly as governments
introduce new policies to tackle climate change. These new industries will require a different mix of imported
inputs to existing industries, which could reshape global trade towards new advanced materials and minerals
(like cobalt and lithium), creating new areas of strategic competition. The green sectors of the future will also
drive further shifts in trade patterns within existing sectors — such as financial and professional services — as
innovative firms reorient their businesses to capitalise on the global green transition as it broadens out.

High-carbon industries

Between 2010 and 2019, fossil fuel commodities accounted for around a tenth of all global trade flows.™ Global
demand for fossil fuels will continue to be significant in the coming years, but their share of the global energy
system and trade is likely to decline. In 2020, renewable energy — particularly wind and solar power — accounted
for 90% of the entire global power sector’s expansion.’® The green transition poses a competitive challenge

for countries and businesses that are reliant on carbon-intensive exports. As demand for fossil fuels eases,
producers with the highest production costs will be the most exposed to transition risks.

9 Swiss Re (2021); ‘“The economics of climate change’
10 PwC: ‘Climate change and resource scarcity megatrends’

11 World Bank (2012) ‘Export restrictions and price insulations during commodity booms’

12 UNCTADSTAT

13 International Energy Agency (2021) ‘Renewable Energy Market Update 2021’



Nature loss could have major implications for trade by
amplifying the effects of climate change, worsening
resource scarcity, and heightening competition
between countries. As the G7 Nature Compact

makes clear, our world must not only become net zero,
but also nature positive — nature, and the biodiversity

that underpins it, ultimately sustains our economies,
livelihoods and wellbeing.'* The World Economic Forum
estimates that around half of global GDP (or $44 trillion

of economic value) is moderately or highly dependent

on nature and its services, and therefore exposed to

risks from nature loss.’® As nature loss accelerates, it
undermines the environment’s ability to self-regulate,
which increases trade volatility by amplifying the effects

of climate change. High levels of consumption deplete the
supply of critical natural resources on which some of the
world’s most traded industries (from agriculture to tourism)
rely. Land degradation has reduced the productivity of
23% of the global land area, and between $235 billion

and $577 billion in annual global crop production is now

at risk from pollinator loss.'® Nearly 70 per cent of tropical
deforestation is linked to commercial agriculture, which is
highly traded — particularly the production of palm oil, soy,
cattle products, and timber products.!” Trade therefore not
only needs to be cleaner (helping to lower emissions) but
also greener (helping to protect and restore nature and the
climate together).

Caption: Wind turbine blades storage yard
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How free trade can support
environmental action

Trade can play a vital role in reducing climate change
and nature loss, by bringing down the cost of green
goods, services and technologies and speeding

their uptake around the world. Innovation is the
fundamental driver of human progress and a key channel
through which we can protect the environment. All the
technologies needed to achieve the necessary deep cuts
in global emissions by 2030 already exist, the challenge is
to deploy these technologies at scale and bring down their
cost.”® Free trade helps speed technological development,
scale-up and dispersion by: enabling access to critical
resources that are necessary to innovate; increasing the
returns to innovation by allowing access to larger markets;
and exposing businesses to competition from overseas.!®
Through these mechanisms trade has helped bring down
the cost of green technologies and increase their uptake.
For example, the price of lithium-ion batteries has fallen by
97% since first becoming commercially available in 1991
—an advance that would not have been possible without
trade (as discussed in Box A).2°

Free trade further protects the environment by
increasing the efficiency of production through
specialisation. As economies open up to trade, they

are exposed to more competition from overseas, which
incentivises businesses to adopt more efficient production
techniques in order to remain competitive. Trade leads

to specialisation, which results in higher productive
efficiency and can lead to lower energy use and less
waste generated in the production process - resulting

in a smaller environmental footprint. One example of the
efficiency benefits of trade is the market for seasonal
agricultural produce. Trade enables agricultural producers
in the southern hemisphere to sell products to consumers
in the northern hemisphere during winter and vice versa.
This counter-seasonality of production means that
countries can reduce their reliance on energy-intensive
storage and artificial growing techniques in favour of
agricultural produce from overseas. More generally,
overseas production can have a lower environmental
footprint than domestically produced food — even once the
impact of higher transport emissions is accounted for — if
overseas production techniques are more efficient and
less emissions intensive (as discussed in Box B).

14 See G7 (2021) ‘Nature Compact and HMT (2021) ‘“The Economics of Biodiversity: The Dasgupta Review’
15 World Economic Forum (2020) ‘Nature Risk Rising: Why the crisis engulfing nature matters for business and the economy’
16 See IPBES (2019) ‘Global Assessment Report on Biodiversity and Ecosystem Services’. Note: figures are expressed in 2015 prices.

17 Deere Birkbeck, C. (2021) ‘Greening International Trade: Pathways Forward’

18 International Energy Agency (2021) "Net Zero by 2050, A Roadmap for the Global Energy Sector’

19 CEPR (2016) ‘Better faster stronger: Global innovation and trade liberalization’
20 Centre for Strategic and International Studies (2021) ‘Reshore, Reroute, Rebalance: A U.S.

Strategy for Clean Energy Supply Chains’
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Box A: How trade has helped speed the global uptake of
electric vehicles

International trade has helped incentivise the development of battery technologies by enabling
producers to sell their innovations overseas. Developing the technologies required to extend the range,
reduce the charging time, and reduce the cost of lithium-ion batteries has been a complex and expensive
endeavour. This is reflected in the concentrated structure of the battery sector. In 2019, 5 firms — Panasonic,
Samsung, LG Chem, CATL, and BYD - accounted for 88% of the global market for lithium-ion batteries used in
passenger electric vehicles. To make the economics of battery production commercially viable in the early years
of the electric vehicle market, these producers had to build vast ‘giga-factories’ (to benefit from economies of
scale) and then rely on international trade (selling batteries overseas) to make their investments pay off. Looking
ahead, as demand for electric vehicles rises and more giga-factories are built closer to centres of demand, trade
could spur further innovation through increased competition — incentivising companies and governments to
invest more in domestic R&D.

Electric vehicle manufacturers also rely on critical inputs from overseas markets to keep manufacturing
costs low. For example, 86% of the world’s lithium is mined in just three countries — China, Chile and Australia.
Without access to these markets or alternative sources of supply, the cost and availability of lithium-ion batteries
would be significantly higher. Since batteries account for a third of the sticker price of the average electric
vehicle, free trade of critical inputs is therefore necessary to keep prices low.

Low barriers to trade have helped electric vehicle manufacturers to utilise cross-border supply chains
to bring down production costs. Import tariffs on electric vehicle batteries are typically low (0 - 3.4% among
the G7), which has helped facilitate the growth of cross-border supply chains and contribute to the fall in battery
costs.?! When electric vehicles are price competitive with petrol cars, sales are expected to rise quickly. The
timing of this point of price parity will vary between markets, but for the US — which is relatively advanced —
BloombergNEF’s latest projections suggest the average US electric vehicle could reach price parity with an
equivalent petrol car by 2024. To achieve this milestone, trading conditions will need to remain favourable.
Under a scenario where severe trade restrictions were introduced and battery production shifted to the US,
BloombergNEF estimate US battery costs would rise by 20% (due to higher labour costs) and push out the point
of price-parity by a vital 2 years — slowing the uptake of electric vehicles and worsening the climate crisis (Figure
3). Maintaining free trade is therefore vital to underpin the uptake of electric vehicles around the world.

Figure 3: Sensitivity of electric vehicle battery projections to trade restrictions
Battery pack price (Real 2019 $kWh)

400
300
Trade restrictions could delay the point of price parity
between electric and petrol cars by ~2 years
200
100
0
2015 2020 2025 2030
¥ Price parity between electric vehicles and petrol cars B 20% increase in battery costs due to trade restrictions

M Baseline BloombergNEF forecast

Sources: BloombergNEF

Notes: The chart above and all facts from Box A not referenced in footnotes are sourced from three BloombergNEF publications: Long term
Electric Vehicle Outlook (2020); Batteries and Energy Storage (2020); and ‘US trade policy cost implications for clean energy’ (2021).

21 WTO Applied MFN tariffs on electric vehicle batteries (HS code: 850760) in 2021 were: Japan 0%; Canada 0%; UK 2%;
EU 2.7%; and US 3.4%.
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Box B. Why buying local is not always the most environmentally
sustainable choice

While buying locally produced food can be better for the environment than buying imports (as local
produce has lower transport emissions) this is not always the case.

First, transport emissions often only account for a small proportion of the total emissions required to
produce a good, so if a good is produced more efficiently overseas it can be better for the environment
to buy imports. Differences in productive efficiency between countries can be more significant in determining
the environmental impact of trade than transport emissions. For example, even for goods that are transported
vast distances — such as New Zealand lamb being shipped almost 12,000 miles to the UK or vice versa —
transport emissions only represent a small proportion (around 5%) of total lifecycle emissions.?? By contrast, the
variability in lifecycle emissions between farms (both within countries and between countries) is far greater and
can mean that buying local is not always the lowest emissions choice (Panel A, Figure 4). The low contribution
of transport emissions in trade reflects the efficiency of bulk shipping, which generates 25 to 250 times less
emissions than trucks.2®

Second, production techniques vary widely, meaning that products that look identical can have very
different environmental footprints. For example, the environmental footprint to produce a kilogram of beef
can vary widely due to the type of animal feed used, the carbon-intensity of the electricity used in production,
and local environmental conditions (i.e. whether grazing land already exists or is created through deforestation
and whether grazing depletes scarce water resources or reduces soil health). Measuring all these different
environmental impacts is complex — from a narrower CO2 emissions perspective the variation across countries
and within countries is large (Panel B, Figure 4).

Third, trade enables countries to import counter-seasonal produce rather than relying on energy-
intensive cold storage or artificial growing techniques. For example, British apples put in cold storage
for 10 months would create twice the level of greenhouse gas emissions compared with apples that were

transported by sea from South America to the UK.?* So again, buying local is not always in the best interest of
the environment.

Figure 4: Lifecycle assessment of the GHG intensity of lamb and beef producers

Panel A: Lamb Producers Panel B: Beef Producers
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Source: Climate Change Committee (2020) ‘Land Use: Policies for a Net Zero UK’ drawing on Poore, J. & Nemecek, T. (2018) ‘Reducing food’s
environmental impacts through producers and consumers’, Science, 360 (6392), 987-992

Notes: Bars show the mean life cycle emissions from producing 1kg of retail lamb and beef. Production methods are weighted by their share of
national production — ranges show variation in estimates between studies. Beef production refers to emissions from dedicated beef herds only,
not emissions from beef produced by dairy herd, which are often lower. Some of the studies included do not fully account for land use change so
may underestimate emissions intensities for countries that have experienced deforestation in the past 5-10 years. Transportation (via shipping) of
New Zealand lamb to the UK is included in one of the studies for New Zealand lamb in Panel A and is only a small contributor (~5%) to emissions.

22 Ledgard et al. (2011) ‘Carbon footprinting of New Zealand lamb from the perspective of an exporting nation’
23 Hoffman Centre for Sustainable Resource Economy (2019) ‘Delivering Sustainable Food and Land Use Systems:The Role of International Trade’
24 Hoffman Centre for Sustainable Resource Economy (2019) ‘Delivering Sustainable Food and Land Use Systems:The Role of International Trade’
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“Food miles are not the same thing as carbon footprint.
New Zealand lamb consumed in Glasgow can have a
much lower carbon footprint than British lamb. How?
Because most of the carbon emission happens on

the farm - in tractor fuel, heating, fertilisers and so

on. Farmers who pursue maximum efficiency and
economies of scale - as New Zealanders generally do

- find that their carbon emissions fall in the process.
Think of the size of a container ship, and think how tiny
is the share of its carbon accounted for by a single lamb
chop. If we want to cut our greenhouse gas output,
more international trade can actively help”

Lord Hannan of Kingsclere
UK Board of Trade Adviser

Free trade boosts economic growth, development
and social welfare, which can increase capacity

to manage the environment more effectively. While
there are a wide range of factors that affect a country’s
environmental ambitions, richer economies can at least
afford to direct more public resource towards protecting
the environment. Fast-growing developing countries may
also benefit from being able to leapfrog more carbon-
intensive stages of production and adopt energy efficient
techniques direct from the green technological frontier.
Since free trade tends to make countries richer and
develop more quickly (one World Bank study suggests
that countries that undertake substantial trade reforms
benefit from 1.5 percentage point higher per capita
income growth than in the years preceding liberalisation)
there is a tacit link between trade, economic prosperity
and capability to manage the environment.?®

Finally, free trade supports developing countries to
mitigate, adapt and build greater resilience to climate-
related shocks. In countries where production facilities
may be affected by weather-related disasters, trade
provides an alternative route to obtain vital supplies that
keep economies and societies functioning. This includes
diversifying supply chains, creating alternative sources
of demand, facilitating access to finance and helping to
source climate resilient infrastructure. Trade is therefore
not only a route to rising prosperity for developing
countries, but also a risk management tool — to diversify
the impact of localised shocks.

How unfair trade can worsen
climate change and nature loss

Trade can sometimes damage the environment

by amplifying the effects of market failures and
distortions. If global market prices fully accounted for
the environmental impact of production, then trade has
the potential to offer great benefits to the environment.
But market failures and negative externalities that persist
in the global economy incentivise over-consumption

of environmentally damaging goods and services and
can warp trade flows. There are various causes of these
distortions, including:

+  Tragedy of the Commons - British economist
William Forster Lloyd, writing in 1833, first recognised
the cause for overgrazing on ‘common’ land. He
noted that a farmer has an incentive to add livestock
to common land as they will benefit individually
while the costs (in terms of land degradation) will
be shared across the community. However, if all
farmers make this individually rational choice, the
common land will soon be depleted or destroyed.
This ‘tragedy of the commons’ applies more broadly
to the world’s shared environmental resources. The
world’s atmosphere, oceans, forests, and other forms
of natural capital are global public goods — everyone
benefits from their existence, but when one party
damages them through unsustainable consumption it
reduces the ability of everyone else to enjoy them and
creates negative externalities. These characteristics
incentivise unsustainable consumption of
environmental resources and is one reason why the
value of the global stock of natural capital per head
fell by almost 40% between 1992 and 2014.2¢

+  Tragedy of the Horizon — Mark Carney, former
Governor of the Bank of England, identified another
market failure associated with climate change — the
tragedy of the horizon.?” The impact of climate change
will mostly be felt beyond the traditional horizon of
current actors — imposing a cost on future generations
that the current generation has no direct incentive
to fix. This creates a paradox — even though earlier
action on climate change will mean a less costly
adjustment later, the incentive for current actors
is to delay.

- Imperfect information — The flow of traded goods
and services, both within and across borders,

25 Wacziarg, R. and Welch, K. H (2008) “Trade Liberalization and Growth: New Evidence’, The World Bank Economic Review, Volume 22(2)

26 HM Treasury (2021) “The Economics of Biodiversity: The Dasgupta Review’

27 Mark Carney (2015) ‘Breaking the Tragedy of the Horizon — climate change and financial stability’



breaks the geographic link between the local
environmental impact of production and the location
of consumption. This makes it more difficult for
consumers to gauge their environmental footprint
and can incentivise unsustainable consumption,
which can widen the ‘impact inequality’.?® This
problem is significant — more than 50% of the
biodiversity loss associated with consumption in
developed economies occurs outside their territorial
boundaries.?®

+  Market distorting subsidies — Not only do the
market failures outlined above mean that market
prices fail to fully account for the social cost of
production, in some cases industrial subsidies distort
market signals even further. For example, global
fisheries subsidies keep unprofitable fishing fleets
at sea and incentivise overfishing - an estimated
34% of global fish stock are now overfished, up
from 10% in 1974.3° Similarly, fossil fuel subsidies
have ranged from $287-566bn per year over the past
decade, incentivising over-use of fossil fuels and
higher emissions.®' In addition, industrial subsidies
on steel have contributed to an estimated 600 million
metric tonne global supply glut, which has reduced
profitability and made it more difficult for firms to
invest to decarbonise their operations.®?

Addressing harmful market distortions and
internalising environmental costs should be a priority
both to safeguard the trading system and support
environmental action, but countries are responding in
different ways and at different speeds. Each country’s
unique circumstances require a tailored approach to
reducing emissions — as reflected in the Nationally
Determined Contributions submitted to the UNFCCC

in line with obligations under the Paris Agreement.
Nevertheless, there is a high degree of variation between
the emission reduction pledges that major economies
have announced to date. For example, all G7 countries
have committed to a net zero target by 2050, China has
committed to the same target by 2060, while Russia and
India have made no net zero commitment to date.3® This
issue is complex (for example, India’s emissions per capita
are much lower than the UK’s), and relates directly to
ongoing UNFCCC negotiations, where principles including
‘common but differentiated responsibilities and respective
capabilities, in the light of different national circumstances’
guide implementation.®*

28 HM Treasury (2021) ‘The Economics of Biodiversity: The Dasgupta Review’
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Diverging environmental standards risk undermining
free and fair trade by creating uneven market
conditions between countries. Higher environmental
standards often impose compliance and adjustment costs
on businesses. If countries adopt different environmental
ambitions — both in terms of reducing their territorial
emissions and protecting the natural environment —

there is a risk that companies in jurisdictions with laxer
environmental standards gain a competitive advantage.
This is akin to an industrial subsidy because inadequate
environmental standards give businesses a cost
advantage, which can incentivise economic activity

to shift to jurisdictions with laxer standards (so called
‘pollution havens’). This can both distort trade flows and
undermine efforts to reduce emissions and reverse nature
loss. These arguments form the underlying rationale for
concerns around carbon leakage, which is discussed in
more detail in Section 3 and 4 of this report.

“Trade, climate change and nature loss are interrelated
and we have much to gain from realising the strengths
of these connections. Trade, when done right, can
support sustainable and green growth, good jobs

for workers, new opportunities for innovators and
businesses, and high labour and

environmental standards.

As we head towards COP26, there are golden
opportunities to work with partners in the race towards
the trillions in trade and investment needed to address
climate change and nature’s recovery at home

and abroad.”

Emma Howard Boyd CBE
Chair of the Environment Agency
UK Board of Trade Adviser

29 Wilting et al. (2017) ‘Quantifying Biodiversity Losses Due to Human Consumption: A Global-Scale Footprint Analysis’

30 UN FAO (2020) ‘The state of world fisheries and aquaculture 2020

31 International Energy Agency (2020) ‘Low fuel prices offer an historic opportunity to phase out fossil fuel subsidies’

32 Global Forum on Steel Excess Capacity - 2020 Ministerial Report

33 See G7 (2021) Communique, UN News (2020) and Climate Action Tracker country pledges for Russia (2020) and India (2020

34 World Bank (2016) CO2 emissions metric tons per capita
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Opportunity for UK leadership

The UK is well placed to bring together the trade

and environmental agendas as a global leader on
decarbonisation and a champion for free trade. Since
1990, the UK has reduced its greenhouse gas emissions
by 44% - faster than any other G20 economy (Figure

5) — and has committed to further rapid reductions by
2030 (to 68% below 1990 levels) and 2035 (to 78% below
1990 levels).®s The UK was also the first major economy

to legislate a net zero greenhouse gas emissions target
for 2050, and has committed to protecting 30% of UK
land by 2030 to support the recovery of nature, as well

as supporting the global ‘30 by 30’ targets for both land
and sea.*® The strengths of the UK’s domestic industries —
including its world leading green finance sector — make the
UK uniquely well positioned to help lead the global green
transition.®” And, as the Board of Trade’s March 2021
report made clear, the UK’s renewed and revitalised status
as an independent trading nation means the UK can
champion the case for free, fair and green trade, including
through our G7 presidency.3®

Figure 5: G20 greenhouse gas emissions
Greenhouse gas emissions (1990 = 100)
400
350
300
250

range
150

100
50

G7
range

UK

0 T T T T T
1990 1995 2000 2005 2010 2015

Source: Olivier J.G.J. and Peters J.A.H.W. (2020), Trends in global CO2
and total greenhouse gas emissions: 2019 report. Report no. 4068. PBL
Netherlands Environmental Assessment Agency.

There is an opportunity to modernise the global
trading system, bring the trade and environmental
agendas together and help the green recovery.

The global trading system is already under strain from
technological, geopolitical, and societal changes and

is in urgent need of modernisation. Without substantive
change, trade risks being viewed as part of the cause of
environmental degradation rather than part of the solution.
The world is now facing additional challenges in the wake
of the Covid-19 pandemic, with some countries prioritising
fossil-fuel led growth to boost economic recovery at the
expense of more sustainable measures. There is a vital
role for trade to play in greening the recovery to reverse
the impacts of nature loss and climate change.

The UK has a dual incentive to champion the case
for free and fair green trade - both to speed the
pace of the global green transition to safeguard

the environment, and to maximise the commercial
opportunities of the green transition to the UK. The
UK’s leadership of the G7 and COP26 this year presents
an opportune moment to push these issues to the
forefront of the domestic and international agenda. The
remainder of this report sets out:

*  How green trade can benefit the UK economy and
how the UK Government is using its trade levers to
build the UK’s green export capacity (Section 2).

+ How the UK is using its new independent trade policy
to help speed the global green transition (Section 3)
and recommendations of what more it could do to
accelerate action (Section 4).

“2021 has the potential to be the year of climate action.
We have the stars aligning. We have the G7 presidency
making this a priority... We have COP26. We have
science speaking loud and clear of the need of action,
and we also have a multilateral environment in which
countries are stepping up with their commitment to net
zero in 2050.”

Kristalina Georgieva
Managing Director, IMF

35 See BEIS (2021) ‘Final UK greenhouse gas emissions national statistics: 1990 to 2019’ and UK Government Press Release (2021) ‘UK enshrines new

target in law to slash emissions by 78% by 2035’

36 See UK Government Press Release (2019) ‘UK becomes first major economy to pass net zero emissions law’ and UK Government Press Release

(2020) ‘PM commits to protect 30% of UK land in boost for biodiversity’
37 City of London (2021) ‘Finance for a sustainable future’

38 Board of Trade (2021) ‘Global Britain, Local Jobs’ and G7 Press Release (June 2021) ‘Carbis Bay G7 Summit Communique’



Caption: Prime Minister Boris Johnson and Sir
David Attenborough at the launch of the COP26
UN Climate Summit. Picture by Andrew Parsons
/ No10 Downing Street
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Part 2:

The benefits of
green trade for
the UK

“We will turn the UK into the world’s number one
centre for green technology and finance, laying the
foundations for decades of economic growth by
delivering net zero emissions in a way that creates jobs
and allows us to carry on living our lives”

Prime Minister Boris Johnson

How trade can help drive the UK’s
green industrial revolution

Green trade presents major opportunities for the UK
economy: driving sustainable growth, building the
green industrial base, and securing more green jobs.
By adopting ambitious environmental regulations and
encouraging a rapid economic transition, the UK stands to
gain a competitive advantage in the future for its growing
green industries. The global market for low-carbon goods
and services is forecast to reach up to £1.8 trillion by
2030 or up to twelve times bigger than it was in 2015.%°
The Prime Minister’s ten-point plan for a green industrial
revolution is designed to capitalise on this opportunity

by mobilising £12 billion of government investment and
creating up to 250,000 green jobs by 2030.4° Figure 6
outlines the key mechanisms through which green trade
can contribute to this plan: securing critical imports

to build the capability of green businesses in the UK,
lowering the cost of green technology to compete in the
global net zero economy, accelerating the transition by
exporting green products overseas, and creating more
green jobs in all regions of the UK. This section unpacks
these channels and then outlines how the UK Government
is supporting them, including through the Office for
Investment and UK Export Finance.

39 London School of Economics (2017) ‘UK export opportunities in
the low carbon economy’. Low carbon goods and services include
technologies and services that directly help to reduce greenhouse gas
emissions. These include, but are not limited to, goods such as
renewable energy technology and energy efficiency equipment.

40 UK Gov (2020) ‘10 point plan for a green industrial revolution’



Figure 6: The main channels through which
green trade will benefit the UK economy
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The role of imports in greening the
UK economy

Imported materials provide critical inputs for the green
industries of the future, so it is vital to ensure that supply

lines are kept open. The production of critical minerals
such as lithium, cobalt and graphite could increase by

nearly 500% by 2050 to meet the demand for clean-energy
technology, and many of these inputs are sourced from a

small number of markets (see Figure 7).4!
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Figure 7: Global lithium supply at mine
(2020)
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Source: BloombergNEF Batteries and Energy Storage (2020)

In order for the UK’s green industrial revolution
to be built on a platform of resilient green trade,
production of critical green technologies needs
to spread across the world. Currently, supplies

of some critical inputs and technologies are highly
concentrated in a few markets. For example, China
accounted for over 90% of global production of solar
wafers in 2019 — a critical input in the manufacture

of solar PV panels.*? China also accounts for the

bulk of the world’s capacity to refine lithium (66%),
refine cobalt (72%) and manufacture battery cells for
electric vehicles (78%).42 Given this high-reliance on
one market, alternative sources of supply need to be
developed to ensure a wider range of carbon efficient
products are available and to increase the resilience
of global supply chains. The proposed UK-Australia
Clean Tech partnership is one example of how
governments can support resilience and help develop
green technologies through trade.**

Imports provide an alternative source of supply
to safeguard the resilience of the UK economy in
the event of major natural disasters. The free flow
of products from overseas helps to keep UK factories
moving and keep supermarket shelves stocked when
domestic production is disrupted by extreme weather.
For example, the 2018 UK heatwave reduced the
domestic crop of salad leaves to around 75% of the
usual yield for that time of year.

41 World Bank (2020) ‘Minerals for Climate Action: The Mineral Intensity of the Clean Energy Transition’

42 See BloombergNEF (2021) ‘Solar PV trade and manufacturing’

43 See BloombergNEF (2021) ‘Energy storage trade and Manufacturing’

44 Gov.UK (2021) ‘UK agrees historic trade deal with Australia’
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This led UK wholesalers to import lettuce from other
European countries to meet the increased demand for
salad crops in warmer weather.*> Access to overseas
imports is a vital source of risk management, to maintain
resilience against the increasing risk of climate-related
shocks in the future.

The UK’s reliance on climate-vulnerable imports
means itis in the UK’s interest to help speed the
global green transition to maintain UK consumer
choice in the future. In 2019, the UK imported 45%

of its food from overseas, with food and drink imports
valued at approximately £48.4 billion.*¢ Some foods,
such as bananas, are exclusively reliant on imports

due to the tropical climates required for large scale
production. However, if climate change continues at its
current pace, banana yields among some of the world’s
largest producers - including Brazil and India-could
decline significantly by 2050, threatening global banana
production and disrupting the security of supply.#
Similarly, as much as 50% of the global surface area
currently used for coffee farming may no longer be
suitable by 2050, and many cocoa-growing regions will
become too hot to grow the crop.*® It is therefore in the
interest of UK consumers to help speed the global green
transition and mitigate the effects of climate change and
nature loss.

The role of foreign investment in
supporting green growth

The UK’s openness to foreign capital and
attractiveness as a destination for inward investment
make it well placed to capitalise on rising investor
appetite for green projects. The UK’s highly competitive
labour market, strong legal and institutional structures,
and innovative firms all help draw in foreign capital. In
addition, the City of London plays an instrumental role in
channelling foreign capital by providing a world-leading
ecosystem for green investment. The London Stock
Exchange was the first major exchange to launch a
dedicated green bond segment in 2015 and is now home
to a diversified range of green and sustainability bonds.4°
In addition, the UK Government has announced its
intention to issue its inaugural sovereign green bond

(or ‘green gilt’) in September, as it starts to build out

a green yield curve, which will reinforce the UK’s
position as a global leader in sustainable finance. These
characteristics make the UK well placed to capitalise

on growing investor demand for green projects — as
epitomised by the surge in global Foreign Direct
Investment (FDI) into renewable energy projects in 2020,
which overtook the fossil fuel energy sector for the first
time on record (see Figure 8).

Figure 8: Global greenfield foreign direct
investment into the energy sector
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Source: fDi Renewable Energy Analysis (2021)

Foreign direct investment (FDI) will play a crucial
role in funding the development of the UK’s green
industrial base. To achieve its net zero commitments,
the UK will need to increase its investment in low carbon
technologies and associated infrastructure from around
£10 billion per year in 2020 to £50 billion per year by
2030.% In addition, existing high-carbon industries will
require significant investments to transition to more
sustainable business models. Channelling cross-border
investment into the UK’s growing green sectors will be

a vital source of finance to help catalyse the net zero
transition in all regions of the UK. For example, Meritor
- a US-based manufacturer of commercial vehicles - is
investing £32m in a new production facility in Wales to
develop lightweight electric vehicle powertrains for heavy
goods vehicles and is also building a new technology
centre in Scotland.® FDI already stimulates growth in
many sectors of the economy, creating over 55,000
jobs across the UK in 2020/21 and helping to stimulate
knowledge and skills transfer.%? FDI also enhances the
UK’s capacity to export, with foreign owned businesses
in the UK accounting for over 50% of goods exports
between 2016 and 2018.5°

45 Interviews with industry executives published in the Guardian: ‘UK imports salad from US, Spain and Poland as heatwave hits’
46 See: Defra (2020) ‘Food statistics in your pocket: Global and UK supply’; and HMRC Overseas Trade Statistics March 2021

(imports were £48.4bn in 2019 and 2020)

47 University of Exeter (2019) ‘Impact of climate change on global banana yields’

48 The Climate Institute (2016) ‘A brewing storm’
49 London Stock Exchange ‘Green and ESG Debt Financing Factsheet’
50 Climate Change Committee (2020) ‘Sixth Carbon Budget’

51 Advanced Propulsion Centre (2021) ‘£54 million investment as UK automotive industry accelerates towards net-zero emissions’

52 DIT Inward investment results 2020/2021
53 ONS (2020) UK trade in goods by business characteristics 2016-18



Caption: Agricultural drone using infrared imaging technology to reduce the
portion of global crop yields destroyed by pests and diseases.
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Inward investment will help fund the development

of new green technologies. Technology will be a key
driver of the green industrial revolution. Foreign investors
already fund 14% of all UK R&D activity (worth £5.1 billion
in 2018) and the majority of investment into the broader
UK technology sector (63% in 2020).5* This reflects the
UK’s high concentration of world-leading universities and
innovative firms — the UK is the fourth most innovative
economy in the world according to the Global Innovation
Index.%® Green technologies — such as the UK’s energy,
infrastructure, transport and agri-tech sectors —

have captured the interest of international investors.

For example, the £1.4 billion NeuConnect energy
interconnector project is being funded by a consortium
of international investors and will create the first direct
link between British and German electricity networks and
deliver over £3 billion of net consumer benefits and a 16
million tonne reduction in carbon dioxide emissions.® The
UK agri-tech sector is another example of a green sector
that is thriving thanks to inward investment. UK agri-tech
attracted £1.1 billion of investment in 2019 — higher than
any other European country — by offering improvements
to agricultural efficiency and investor returns while also
protecting the environment (Figure 9).5”

Figure 9: Agri-tech investment in Europe,
2019
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Source: agfunder.com, 2020 Europe Agri-Foodtech Funding Report

III.I-

The role of the UK’s green exports

The UK already has existing strengths as a green
exporter. The government’s clean growth strategy
estimates that the UK’s low-carbon economy could

grow by 11% per year between 2015 and 2030 - 4 times
faster than the rest of the economy — and deliver between
£60 billion and £170 billion of export sales of goods and
services by 2030.58 Some UK firms are already capitalising
on this growth potential. For example, the Mitsubishi
Electric factory in Livingston, Scotland, is manufacturing
heat pumps - a leading low-carbon heating alternative to
decarbonise housing — which are being installed across
the UK and exported to other European countries.*®
Similarly, Northern Ireland-based company, Wrightbus,

is to receive £11.2 million from the UK government to
develop hydrogen-fuel technology, and has won £8 million
worth of export deals to ship its low-emission buses to
Hong Kong and Japan, demonstrating the UK’s strength
in innovative green tech.®°

The global green transition means that commercial
export opportunities will continue to grow rapidly

in the coming decades. One sector of industrial
strength that is growing particularly quickly is clean-
energy technologies, which could become one of

the largest green economic opportunities for the UK.
Electric vehicles are already a sizeable export, with the
Nissan Leaf, produced in Sunderland, ranking as one

of Europe’s best-selling electric vehicles.®! Exports of
electric vehicles could support £11 billion of gross value
added per year by 2050, alongside other notable green
sectors including Carbon Capture Usage and Storage
(CCUS) and offshore wind (see Figure 10).62 Hydrogen
could also be a future sector of UK strength, given the
complementarity with the UK’s existing oil and gas
industry. The UK already has expertise in hydrogen -
including through electrolyser and fuel cell companies
such as ITM power.5® In addition, the UK’s natural CCUS
storage assets - including its offshore saline aquifers and
depleted oil and gas fields - provide significant potential
for CCUS-enabled hydrogen.® These capabilities should
support the UK’s efforts to develop 5GW of domestic low
carbon hydrogen production capacity by 2030 and may
enable the UK to export excess green energy produced

54 See: ONS (2020) ‘Gross domestic expenditure on UK R&D’; and Tech Nation (2021) ‘The Future UK Tech Built’

55 WIPO Global Innovation Index 2020 (published)
56 Press Release (2020) NeuConnect

57 See Bloomberg and UK Gov GREAT campaign: ‘UK takes leadership role in green innovation’

58 UK Gov (2018) ‘Clean Growth Strategy’

59 UK Gov (2020) ‘Heat pump manufacturing supply chain research project’

60 Press release (2021) ‘Wrightbus wins £8n deal to build 45 buses’

61 Nissan Press Release (2019) ‘Nissan Leaf is the top-selling EV in Europe’

62 UK Gov (2019) ‘Energy Innovation Needs Assessment’

63 ITM Power (2020) ‘Industrial scale renewable hydrogen advances to next phase’
64 BEIS (2020) ‘Carbon capture, usage and storage (CCUS) deployment at dispersed sites’



Caption: The world’s first completely carbon neutral hydro-
infrastructure project, produced by Solar Water Plc.

Caption: Engine ofiihe Nisse‘},n Leaf,
one of Europe’s best-selling '\feh'gcles

Caption: The construction industry’s first
ever digger powered by ahydrogen
combustion engine, developed by JEB
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from offshore wind.®® Hydrogen has a wide range of uses
and represents a diverse market opportunity — including
for heating and cooling, industrial decarbonisation, and
powering heavy vehicles. Innovative British company
JCB has already developed the construction industry’s
first ever hydrogen combustion powered backhoe.5¢

Figure 10: Estimates of UK export
opportunities in low-carbon energy in 2050
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As well as offering commercial returns for the UK,
green exports are a key route through which the
UK can help speed the global green transition. The
UK’s green exports are already helping to spread green
technology around the world. For example, British
company Solar Water Plc has developed the world’s first
carbon neutral hydro-infrastructure project, designed
to produce and supply clean water. This technology
has been selected to supply Saudi Arabia’s flagship
zero-carbon city and demonstrates the dual benefits of
developing the UK’s green export offer — to maximise
commercial returns to the UK and help speed the global
green transition.%”

65 UK Gov (2020) ‘“The Ten Point Plan for a Green Industrial Revolution’

The UK’s leading role in green
finance

Outward investment will play an essential role in
accelerating the global green transition, and the

UK is uniquely well-positioned to support this with
its world-leading financial sector.%® To reach net zero
emissions by 2050, annual clean energy investment
worldwide will need to more than triple by 2030 to around
$4 trillion.®® In addition, to protect 30% of the world’s
land and ocean by 2030, between £103 billion and $177.5
billion would need to be invested every year.” Significant
financial commitments will be required from global
investors to fund these — and many other — sustainable
growth initiatives, and the UK has an opportunity to lead
the way in helping to fund the global transition by serving
as a global hub for green finance.

Green finance is not just a nice-to-have, but an
essential component of managing the transition to

a sustainable global economy. If businesses fail to
transition their businesses and invest in green bonds and
other Environmental, Social and Corporate Governance
(ESQ) assets, they risk getting left behind, exposed to
stranded asset risk and unable to borrow. As of 2018,
more than $30 trillion of funds were held in sustainable
investments globally — double the level in 2014 (see Figure
11).”" Market forces will play a fundamental role in driving
the green transition, and ESG principles are increasingly
likely to dictate the rules of the game going forward. As

a world leader in ESG investing, the UK is supporting
businesses to capitalise on green growth and get ahead
of the curve.”

The UK is already a world leader in green finance,
providing a platform for global capital markets to
channel investment towards a sustainable, nature-
positive economy. Financial services are a critical
enabler in the global drive for net zero, and a significant
sector of industrial advantage for the UK.” The UK has the
world’s second largest trade surplus of financial services,
and in 2019 the UK’s net financial services exports

were higher than the value of Singapore, Hong Kong

and Germany combined.™ Green funds raised over one

66 JCB Press Release (2020) ‘JCB leads the way with first hydrogen fuelled excavator’

67 UK Government (2021) ‘Why the UK for Green Tech’

68 The City of London Corporation (2021) ‘The City of London: an ecosystem enabling international trade’

69 International Energy Agency (2021) ‘Net Zero by 2050’
70 Waldron et al. (2020) ‘Protecting 30% of the planet for nature’

71 Global Sustainable Investment Alliance (2018) ‘Global Sustainable Investment Review’

72 The City of London Corporation (2021) ‘London named a world leader in ESG by global institutional investors’
73 HSBC Centre of Sustainable Finance (2021) ‘Net Zero for Financial Services’

74 UNCTADSTAT ‘Exports and imports by service category and by trade-partner, annual’



third of all capital raised by in funds in London in 2019,
highlighting the strength of investor demand for green
assets and underlining the London Stock Exchange (LSE)
as a leading international centre for promoting and raising
green finance.” Various initiatives have helped cement
the UK’s position as a green finance hub. For example,
the LSE’s Green Economy Mark recognises equity issuers
with green revenues of 50% or more, and these issuers
now have a combined market capitalisation of £135 billion
as of 2020.76 London also remains the largest (re)insurance
market in the world with $110 billion of gross premium in
2018, and UK insurance companies play a critical role in
enabling global companies and communities to manage
climate related risk.”” The UK’s Professional and Business
Services sector - including accountancy, consultancy and
legal services — complement the UK’s financial sector and
play a vital enabling role in supporting global businesses
to pursue clean growth opportunities.

Figure 11: Global sustainable investing
assets
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The deal secured major wins for UK businesses that would have been
impossible as part of the EU, including:

The UK is home to several public financial institutions
that help finance the green transition in the UK. The
British Business Bank, Green Finance Institute and new
National Infrastructure Bank all support UK companies to
green their operations and embed sustainability practices
by channelling capital towards clean and resilient growth.
For example, the Green Finance Institute has set up the
Coalition for the Energy Efficiency of Buildings to help

75 London Stock Exchange Group (2020) Group Sustainability Report
76 London Stock Exchange Group (2020) Group Sustainability Report
77 The London Market Group (2020) ‘London Matters 2020’

78 Green Finance Institute (2020) ‘Financing zero carbon heat: turning up the dial on investment’
79 UK Gov Press Release (2020) ‘Chancellor sets out ambition for future of UK financial services’
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decarbonise the UK’s built environment. This is designed
to meet the estimated £65 billion of investment required
to improve the UK’s housing stock to a C rating on Energy
Performance Certificates by 2035.7 These organisations
not only play pivotal roles in funding the green transition
domestically, but also help to strengthen the UK’s
reputation for innovative green finance solutions and
encourage future investment from global partners.

The UK has a world-leading regulatory environment
for green finance, making it an attractive

international financial centre for green investors.

The UK has pioneered the development and adoption of
recommendations by the Task Force on Climate-related
Financial Disclosures (TCFD), becoming the first G20
country to commit to making TCFD-aligned disclosures
fully mandatory across the economy by 2025.”° The UK

is also supporting the new Task Force on Nature-related
Financial Disclosures (TNFD), to set standards that

will help financial institutions to manage their nature-
related financial risk. By leading the world in setting and
implementing green financial standards, the UK continues
to burnish its credentials as a global hub for green finance.

“When we think of industries that will make the biggest
sustainable difference, we normally think of the
automotive or energy sectors. Very rarely do we think
of financial and professional services, like banking and
accounting. But these are crucial sectors underpinning
the competitiveness and (increasingly) the sustainability
of the UK economy. Financial and professional services
will be crucial in powering our sustainable aspirations in
the free trade arena. We in the City of London therefore
eagerly anticipate working closely with partners in
Government and the private sector to help make these
aspirations reality.”

Rt Hon. William Russell
Lord Mayor of the City of London
and UK Board of Trade Adviser







The growing importance of
green jobs

There are already 200,000 full-time equivalent
employees directly working in the low-carbon and
renewable energy sector in the UK, and one study
estimates that by 2050, this could reach almost 1.2
million in England alone.?® The green transition is likely
to offer significant employment opportunities in the UK,
which will help offset declines in high-polluting industries.
This partly reflects the relative labour-intensity of green
versus high-pollution industries — every million dollars of
spending in renewables is estimated to create 5 more jobs
than the equivalent spending on fossil fuels.®’

Green jobs will be spread across a variety of sectors
and UK regions, helping to reduce inequality. The
majority of existing green jobs are in products that monitor
or improve energy efficiency (for example, smart meters)
but as the UK’s green industrial base expands, the need
for green jobs in other sectors (such as low carbon

heat and electricity) is expected to grow rapidly (Figure
12).22 These employment opportunities are likely to be
distributed across the UK, driving the growth of the green
economy in all corners of the nation and helping the UK
to level up. For example, 30% of the UK offshore wind
workforce is already located in Scotland.® Within England
— where long-term projections are available — each region
is expected to host more than 80,000 green jobs by 2050
with high concentrations in the north of England (Figure
13). Green innovation and R&D will play a particularly
important role in levelling-up the UK’s regions as recent
evidence shows disproportionately more clean innovation
takes place in Yorkshire, the East Midlands and West
Midlands than their typical share of national innovation.8

Green jobs can also improve local areas to support

a nationwide green recovery by bringing jobs to the
places that need them most. Research shows that
areas of Britain with the greatest labour market challenges
contain much of the land identified as having the most
potential for habitat restoration, such as planting trees
and protecting seagrass meadows.®® Green jobs are

also expected to play a major role in revitalising the UK’s
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industrial heartlands. The UK’s openness to trade and

the efforts of HMG'’s trade and investment policy are
already helping to contribute to this growth (as outlined

in Box C). For example, Teesside is rapidly becoming a

hub for offshore wind manufacturing. The region,which

will become a freeport and benefit from up to £20

million of government investment in Teesworks Offshore
Manufacturing Centre, is already attracting manufacturing
firms such as GE Renewable Energy. GE plans to open

an offshore wind blade manufacturing plant that could
create up to 750 direct renewable energy jobs and 1,500
indirect jobs to support the wider value chain. The blades
produced at this new plant will be supplied to the Dogger
Bank wind farm, located off the North East coast, which will
be the largest offshore windfarm in the world when it opens
in 2026, capable of powering up to 6 million homes.®

Figure 12: Share of low carbon jobs per
sector in England (2050)

Low emission
vehicles &
infrastructure
17%

Low carbon
services
14%

Low carbon heat
Energy
efficiency

Total low carbon jobs in 2050: 1.18 million

Source: Local Government Association; Local Green Jobs -
accelerating a sustainable economic recovery
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