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KEY POINTS

Efforts by Germany and the European
Union to advance climate mitigation in-
ternationally are under pressure. Domes-
tic political priorities have shifted, inter-
national tensions and conflicts have in-
creased, conventional approaches to in-
ternational climate cooperation have
reached a roadblock. At the same time,
renewable energy is more cost-efficient
than ever, and Germany’s and the EU’s
dependence on fossil fuel imports has
underscored the economic and security
benefits of decarbonisation. This paper
starts out be reviewing the economic
case that pursuing ambitious climate
mitigation globally is in the material in-
terest of Germany and the EU.

A strategic portfolio of policies is needed
respond to the challenges to effective cli-
mate cooperation. We discuss selected
elements of such a portfolio: There is a
need for instruments and policies to sup-
port other countries financially to boost
their mitigation efforts to enable interna-
tional flexibility in attaining EU climate
goals, shield domestic mitigation efforts
against external pressure, and secure
the resources required for domestic miti-
gation. The paper highlights as examples
the Just Energy Transition Partnerships,
the EU’s Carbon Border Adjustment
Mechanism, and the novel proposal for
Jurisdictional Reward Funds.

Since the current outlook for advancing
global mitigation under the multilateral

UNFCCC umbrella is limited, it is also
critical to strategically consider the ap-
propriate formats for climate diplomacy.
While the annual COPs retain an impor-
tant function as the metaphorical big
tent for global cooperation, bi- and pluri-
lateral forms of cooperation have gained
more traction in recent years. They, how-
ever, also do not necessarily deliver the
promises of policy that on paper is effec-
tive, as recent examples with the Climate
Club or the Just Energy Transition Part-
nerships have shown. More effective co-
ordination within Germany and the EU
remains a prerequisite.

P Efforts to advance climate mitiga-
tion internationally are under severe
pressure. Domestic political priori-
ties have shifted, international ten-
sions have increased, and conven-
tional approaches to climate coop-
eration have reached a roadblock.
Germany and European Union are
faced with the challenge of advanc-
ing global climate action in an in-
creasingly uncooperative world.

P> At the same time, renewable energy
is more cost-efficient than ever, and
Germany's and the EU’s depen-
dence on fossil fuel imports has un-
derscored the economic and secu-
rity benefits of decarbonisation. Am-
bitious international climate policy
is in the material interest of Ger-
many and the EU — even and espe-



cially under the new political and
economic circumstances.

There is a range of established as
well as novel policy options for
strategically acting on this interest.
They include supporting other coun-
tries’ decarbonisation financially, al-
tering incentive structures while
shielding domestic mitigation ef-
forts against undue external pres-
sure, and managing mitigation
technology supply chain risks.

There are also a range of potential
fora and processes for implement-
ing those policies. The annual COPs
are in need of reform but retain an
important function for upholding
multilateral cooperation. Plurilateral
initiatives and bilateral partnerships
can advance mitigation within
tighter groups of like-minded part-
ners but require clear objectives and
prioritisation. Internal coordination
within the German government and
the EU Commission is critical for ef-
fective international outreach.



SUMMARY

Efforts by Germany and the European
Union to advance climate mitigation in-
ternationally are under pressure. Domes-
tic political priorities have shifted, inter-
national tensions and conflicts have in-
creased, conventional approaches to in-
ternational climate cooperation have
reached a roadblock. At the same time,
renewable energy is more cost-efficient
than ever, and Germany’s and the EU’s
dependence on fossil fuel imports has
underscored the economic and security
benefits of decarbonisation. This paper
starts out be reviewing the economic
case that pursuing ambitious climate
mitigation globally is in the material in-
terest of Germany and the EU.

A strategic portfolio of policies is needed
respond to the challenges to effective cli-
mate cooperation. We discuss selected
elements of such a portfolio: There is a
need for instruments and policies to sup-
port other countries financially to boost
their mitigation efforts to enable interna-
tional flexibility in attaining EU climate
goals, shield domestic mitigation efforts
against external pressure, and secure
the resources required for domestic miti-
gation. The paper highlights as examples
the Just Energy Transition Partnerships,
the EU’s Carbon Border Adjustment
Mechanism, and the novel proposal for
Jurisdictional Reward Funds, which are
multilateral, rules-based and perfor-
mance-based payments for governments

that can scale up international climate
finance.

Since the current outlook for advancing
global mitigation under the multilateral
UNFCCC umbrella is limited, it is also
critical to strategically consider the ap-
propriate formats for climate diplomacy.
While the annual COPs retain an impor-
tant function as the metaphorical big
tent for global cooperation, bi- and pluri-
lateral forms of cooperation have gained
more traction in recent years. They, how-
ever, also do not necessarily deliver the
promises of policy that on paper is effec-
tive, as recent examples with the Climate
Club or the Just Energy Transition Part-
nerships have shown. More effective co-
ordination within Germany and the EU
remains a prerequisite.



1.

In late 2021, there appeared to be a win-
dow of opportunity for advancing inter-
national climate cooperation. The United
States had rejoined the Paris Agreement.
The European Union had passed the Eu-
ropean Climate Law, spurring on the im-
plementation of its Green Deal. Germany
had put climate action high on its
agenda. China had announced its first
net-zero carbon target just the year
prior.

Some five years later, international cli-
mate politics unfold in a fundamentally
shifted context. Climate cooperation is
deeply implicated in security and eco-
nomic concerns. Trust between the
Global North and the Global South has
eroded in the wake of conflicts in Ukraine
and the Middle East and cuts to foreign
aid budgets. Trade tensions and the
strategic use of supply chains have
driven a resurgence of protectionist mea-
sures and deepened geoeconomic rivalry.
The closure of the street of Hormuz has
again exposed the vulnerability of the
global economy and the European Union
to fossil fuel supply shocks. Global frag-
mentation on the one hand is set against
rapid deployment of renewable energy
and the rise of clean technology value
chains on the other. The United States’
retreat from, and adversarial posture to-
wards, international climate cooperation
under the second Trump administration
aggravates these challenges. Meanwhile,
China’s emergence as a leading exporter
of clean technologies could mean that its
long-term interests in climate and en-

INTRODUCTION

ergy politics align more closely with
those of Europe than within the transat-
lantic partnership. Internally, the Euro-
pean Union faces difficulties in aligning
its member states’ positions on security
(e.g., regarding Ukraine) and climate pol-
icy issues.

This shifted international context re-
quires a revised assessment of the
strategic outlook on international cli-
mate cooperation for Germany and the
European Union.

The need for a strategic realignment is
compounded by the state of affairs in
international climate cooperation writ
large. The operationalisation of the Paris
Agreement is now essentially complete.
The COP 29 climate summit in Baku
(2024) saw the finalisation of work re-
garding the trading of carbon credits un-
der Art. 6.2 and 6.4 of the Paris agree-
ment, completing the Paris rulebook.
The third round of nationally determined
contributions (NDCs), which were due in
2025, marks the first time that these
commitments are built on the full Paris
framework. The significant gap between
the global aggregated NDCs and global
mitigation pathways consistent with the
1.5°C/2 °C target reflects the limits of
the ratchet-up mechanism's ability to
nudge parties to adequately increase
their national ambition. Both the UN
Secretary-General and, implicitly, also
the most recent UN climate summit
Belém (COP 30) concede that exceeding
the 1.5 °C goal is essentially inevitable



(see also Geden (2016)). The EU has
been forced into a more defensive pos-
ture at recent climate summits and has
not managed to assemble coalitions for
more ambitious outcomes (K6nneke and
Adolphsen, 2026).

Domestically, the German government
has moved towards prioritising security
and competitiveness, echoing develop-
ments throughout Europe. At the same
time, limited fiscal space has put grow-
ing pressure on both domestic climate
policy and international commitments,
with cuts to the foreign aid budget likely
to translate into reductions in Germany’s
international climate finance, although
Germany has become the largest individ-
ual contributor following the US funding
cuts.

The European Union recently agreed an
ambitious 90 percent net emissions re-
ductions target by 2040 (relative to
1990). This target envisages that five
percent reduction can be achieved using
high-quality international emissions
credits. This increases the importance an
institutional structure that enables pro-
duction and acquisition of credits via
high-integrity international flexibility
mechanisms for the EU. However, at the
level of individual policy instruments, the
delayed introduction of the ETS 2, vehi-
cle carbon-intensity standards, and the

Carbon Border Adjustment Mechanism
(CBAM) highlight the increasing contes-
tation of climate policy ambition within
the EU, given concerns about competi-
tiveness. These internal debates over cli-
mate policy fundamentals, paired with
the delayed decision on the 2040 target,
which also delayed the EU’s NDC sub-
mission, hamper its ability for proactive
diplomatic outreach and risk damaging
its reputation as a global climate policy
champion in the eyes of external part-
ners.

Against this backdrop, this paper tackles
three key questions: (1) Why should Ger-
many and the EU continue pursuing an
ambitious international climate policy,
even under new and more challenging
conditions? (2) How can the EU and Ger-
many enhance climate ambition inter-
nationally under new and more chal-
lenging conditions? (3) How can they
protect the stringency of their domestic
climate policies in light of current
global trends and challenges?

To answer these questions, we proceed
in three steps. First, given the increased
focus in political debates on national
self-interest in challenging international
security and economic contexts, we re-
view the case for a self-interest ratio-
nale for Germany and the EU to pursue
ambitious international climate policy

(section 2). We then tackle questions 2
and 3 at the analytically distinct levels of
policy and process. Regarding policy, we
discuss selected elements of a strategic
portfolio of policies aligning with Ger-
many’s and the EU’s interests (section
3). Regarding process, we consider the
importance of and options for organis-
ing diplomatic efforts to deploy and im-
plement international climate policy
(section 4).



2. GERMAN AND EU INTERNATIONAL

CLIMATE POLICY FROM A SELF-INTE-
REST PERSPECTIVE

In view of increasing global tensions,
economic stagnation, and shifting do-
mestic priorities, there are growing calls
for Germany’s and the EU’s international
climate policy to be more closely aligned
with its self-interest. These calls offer the
opportunity to take a step back and re-
flect. What are the key reasons for Ger-
many and the EU to pursue an ambitious
climate policy in the first place — both in-
ternationally and domestically? And
which international challenges need to
be considered in designing its (domestic
and international) policy portfolio?

We identify key reasons why it would be
beneficial purely from a perspective of
self-interest for Germany and the EU to
commit diplomatic and financial re-
sources to pursuing ambitious interna-
tional climate action: the gradual reduc-
tion of domestic climate damages (mea-
sured by the national social cost of car-
bon, section 2.1) as well as additional
benefits in other policy areas (section
2.2). While we consider material self-in-
terest as the politically (cross-partisan)
most stable basis for international cli-
mate action, we also acknowledge the
well-established normative case for cli-
mate action (section 2.3). While none of
these arguments are conceptually new
per se, co-benefits related to trade and
geopolitical aspects of global emission
reductions have hardly received suffi-
cient political attention and have only re-
cently been quantified for Germany and
the EU in academic research. In the cur-
rent global context, it is worth emphasis-
ing that climate change is not a soft is-

sue but has important economic and for-
eign-policy dimensions. We focus our
analysis on climate mitigation, recognis-
ing that a holistic approach will also
have to take into account mitigation,
adaptation, as well as loss and damage.

2.1 Economic benefits: National social
cost of carbon

From an economic perspective, the sim-
ple reason to pursue international cli-
mate policy out of material self-interest
is that, regardless of where in the world
greenhouse-gas (GHG) emissions are
abated, every ton gradually reduces fu-
ture climate damage in Germany and
the European Union.

Economists use the concept of the re-
gional or national social cost of carbon
(nSCC) to operationalise this idea. It is
important to note that while the nSCC is
an economic concept lending itself to
clear — albeit disputed (e.g., Aldy et al.,,
2021; Barrage and Nordhaus, 2024;
Burgess and Curtin, 2026; Kaufman et
al., 2020; Stern et al,, 2022, see also be-
low) — analytical expression and quan-
tification, it essentially explicates a basic
intuition: The economically rational will-
ingness to pay for climate change miti-
gation due to material self-interest. The
nSCC allows calculating the (varying) re-
gional or national valuation of GHG
emissions reductions by different individ-
uals and groups and enables making
transparent the different assumptions
about the many uncertain parameters in
climate policymaking that often under-



pin disagreement over adequate levels of
climate policy ambition. Thus, nSCC esti-
mates vary not only across studies (see
below) but also — usually implicitly —
across population groups and individu-
als, including policymakers. The key
point is that these preferences — the val-
uation of emission reductions — matter
for domestic and international climate
policymaking as they determine which
level of international (and national) cli-
mate change mitigation ambition is per-
ceived to be in the national interest. In
the following, we refer to the concept of
nSCC to revisit the economic rationale
for ambitious international climate ac-
tion. We will take leakage effects from
policies into account in our analysis in
Section 2.2. Note also that we do not ex-
plore the application of nSCC for cost-
benefit analysis of domestic climate poli-
cies.

The overarching point is that indepen-
dent of the precise magnitude of nSCC
assessments, Germany and the EU have
a tangible economic interest in providing
financial support for greenhouse gas
emission reductions anywhere in the
world so long as they are cheaper than
the resulting domestic benefits. Hence,
the self-interested, non-cooperative per-
spective implies a gradual climate policy
of global emission reductions that is be-
tween the two extremes of doing no cli-
mate policy at all and implementing
globally optimal climate policy under full
cooperation. Other regions will face a
symmetric incentive, but since the pure
self-interest perspective ignores benefits
of emission reductions for others, the ag-
gregate global effort from every country
individually optimizing their policy ambi-
tion in line with their nSCC would still fall
short of what is usually specified as a
global welfare optimum.

The unilateral incentive for supporting
mitigation at the level of the nSCCis in-
dependent of the global free-rider prob-
lem in mitigation. When cooperation
mechanisms can partly or fully reduce
free riding incentives via adequate insti-
tutional design, the unilateral incentives
for supporting mitigation can increase
and converge — under full cooperation —
to the global SCC. Hence, the EUR 34/
tCO, (EU-SCC) assumed here constitutes

Box 1: Assessing the Social Costs of Carbon

Early estimates by Anthoff and Tol (2010) for Western Europe as a region
using the so-called FUND Integrated Assessment Model (IAM) and Nordhaus
(2011) for the EU as a regional bloc using the RICE model employed conser-
vative climate models compared to newer standards in [AMs. Updating the
damage function of the DICE model, Hansel (2020) find notably higher SCC
than in the baseline specification by Nordhaus (2018).

Recently, econometric models using climate-GDP regressions have been
used to infer climate damages and social cost of carbon. Thaller et al. (2026)
find negative nSCC for Germany. By building on a regression of GDP on local
climate change variables, their analysis is likely to underestimate the nSCC.
Comprehensive nSCC estimates should reflect the knock-on costs of climate
change impacts in other regions with consequences for Germany and the
EU. Trade effects significantly increase the exposure of open economies
(Hambel et al., 2021), while migration and conflict imply that adverse clima-
te change impacts on other world regions can directly affect domestic inte-
rests (see below). Bilal and Kanzig (2025) partially resolve this by simulating
the effect of global temperature change and extreme weather events, yiel-
ding one to two orders of magnitude larger nSCC values at the expense of
largely departing from the methodological approach in the established lite-
rature. Notably, anyeconometric climate-GDP approach is subject to severe
methodological limitations (e.g., very limited number of observations, see Le-
moine et al. (forthcoming) and Burgess and Curtin (2026)) that questions its
suitability for SCC calculations.

By building on bottom-up sectoral damage functions, which do not rely on
the GDP-temperature regression, the American Environmental Protection
Agency (EPA) (2023) provides the most comprehensive SCC estimate,
though they similarly abstract from trade-mediated and macroeconomic
growth channels. Since the EPA only computes global SCC, the nSCC can be
roughly approximated following the GDP-proportionality assumption in
Nordhaus (2015). With the EU accounting for around 15 % of global GDP,
this implies EUR 34 of the global SCC of EUR 226 accrue to the EU. This ap-
proach is consistent with previous work (Edenhofer et al.,, 2025) and will
thus be employed in section 2.2. There, we also adjust these nSCC values for
carbon leakage which needs to be taken into account when considering the
actual expected emissions reduction effects from international policies.

a lower bound of national SCC that is
based on European self-interest.

2.2 Additional benefits

In addition to preventing climate change
damages, reducing GHG emissions glob-
ally yields synergies with further mate-
rial self-interest objectives of Germany
and the EU. We highlight four additional
benefits of global emission reductions:
(1) positive terms-of-trade effects in oil
and gas trade, (2) reduced income for
adversarial oil- and gas-exporting coun-
tries, (3) enhanced human security and
associated effects, and (4) broader syner-
gies in foreign policymaking. As these

benefits are for the most part (1-3) inde-
pendent of where the emission reduc-
tions are realised, they provide addi-
tional incentives for the EU and Germany
to engage in fostering emission reduc-
tions (and particularly gas and oil de-
mand reductions) in other countries.

Terms-of-trade effect on oil and gas
markets: Germany and the EU are net
importers of oil and gas. A reduction in
global demand for these energy sources
by pricing them — regardless of where in
the world — lowers their global market
prices. The EU as a major importer of oil
and gas benefits from this effect via im-
proved terms of trade, i.e.,, buying fossil



fuels at lower prices.

Edenhofer et al. (2025) estimate terms-
of-trade benefits per globally abated ton
of CO, for different fuels. The effect de-
pends on the EU’s share of global fuel
consumption as well as global elastici-
ties of fuel supply and demand. Taking
global supply and demand adjustments
into account, the effect amounts to EUR
20-40/tCO, with EUR 35/tCO, as central
estimate for oil and is almost twice as
large for natural gas with a central esti-
mate of EUR 63/tCO,2 This reflects two
factors: the highly inelastic supply and
demand for natural gas, and the higher
price of natural gas per ton of CO, rela-
tive to oil. Notably, these terms-of-trade
effects occur regardless of whether fossil
demand is reduced domestically by the
EU or abroad since they materialise via
lower world market prices. The terms-of-
trade effects for thermal and coking
coal, by contrast, are substantially
smaller because of a lower import share
of the EU, higher elasticities and lower
fuel prices. This suggests a focus on poli-
cies reducing both domestic and interna-
tional demand for oil and gas, which we
discuss in section 3.

Reduced revenue for adverse oil- and
gas-exporters: A second effect of re-
duced global gas and oil market prices is
a reduction of government revenues of
oil- and gas-exporting countries. Some of
these countries, like Russia, may have
adverse interests to those of Germany
and the EU. As fossil fuel export revenues
help financing Russia’s war in Ukraine
with substantial costs for the EU, global
demand (and, hence, price) reductions
translate into a positive security dividend
that constitutes an additional material
and security interest on the part of the
EU in global emissions reductions.

Beaufils et al. (2025) estimate this posi-
tive externality, taking into account
global fossil fuel price elasticities with re-
spect to global demand reductions, the

Table 1: Overview of regional SCC estimates in the literature (Note: all values have
been converted to 2025-euros using year-average exchange rates and the Eurozone/

German CPl index where applicable)

Robustness of assessment

regional SCC
(in 2025
prices)
Western  EUR0.35 - P
Europe EUR 5/tCO, FUND model, r=1%
U EUR 6 — ELC:)Tzcz)dze;’ projecti-
EUR 12/tCO, r=(1,1.5%)
Based on impacts of
EU EUR 237/tCO,  global temperature
change
Germany EUR -1.40/t- Median estimate
Co,l
Interpolated between
Global EUR 226/tCO, 2020 and 2030 pro-
jections, r=2%
EU Inferred from global
<hare EUR 34/tCO, SCC by EU’s global

GDP share

share of fossil fuel rents appropriated by
the countries where they are extracted,
and the effect on the state budget and
the corresponding global security costs.
With regard to security concerns vis-a-vis
Russia, they estimate that on average
each euro spent on oil imports by the EU
generates 32 cents in indirect geopoliti-
cal costs for the EU by increasing global
oil prices and expanding the Russian
state budget and thus fiscal leeway for
military expenses. This effect does not
depend on where the EU buys its oil,
since it works through the global oil
market. Expressing these costs relative
to the carbon content of the respective
fuels means that the geopolitical exter-
nality alone justifies an EU import tax on
oil (regardless of the source) of about
EUR 70 per ton of CO, and EUR 80 per
ton of CO, on gas (Beaufils et al., 2025,
adjusted to 2025 prices). Given the un-
certainties about the parameters that
are needed to estimate this figure, it is

Anthoff/Tol Based on multiple lines of availa-
(2010) ble evidence
Nordhaus Based on multiple lines of availa-
(20112) ble evidence
Bilal/Kanzig megIe econ.olmletrlc .stlud){, rely-
ing on specific identification as-
(2025) )
sumption
Thaller et al. Single elclonlomet-rllc sFudy, relying
on specific identification assump-
(2026) .
tion
Rigorous multi-study assess-
EPA (2023) ment based on very comprehen-
sive evidence
Based on Rigorous multi-study assess-
EPA (2023) ment based on very comprehen-
global SCC sive evidence

conceivable that the actual magnitude of
the geopolitical externality of oil con-
sumption in the EU could be more than
ten times larger than the central esti-
mate. As in the case of terms-of-trade ef-
fects, the geopolitical dividend accrues
from both domestic and global demand
reduction via their effect on world mar-
ket prices. Hence, even as most fossil
fuel imports from Russia have been
banned, the EU can still reap gains from
domestic or global demand reductions.

Importantly, this co-benefit is, just like
the terms-of-trade effect, deeply linked
to carbon-leakage effects that can result
from fossil fuel demand reductions. As
carbon leakage partly offsets a domesti-
cally avoided ton of CO, by an increase in
CO, in other countries, it also reduces
the benefits in terms of avoided climate
damages from a domestic emission re-
duction. The nSCC of one ton reduced
emissions in a specific country — after

2 The number for natural gas has been taken from the interactive spreadsheet referenced in Edenhofer et al. (2025) instead

of the paper directly.

3 Leakage rates are calculated using empirical assessments of approximated by dividing the price elasticities of global fuel
demand and supply by the sum of the demand and supply elasticities (Beaufils et al. 2025, Edenhofer et al. 2025). The more
elastic the global demand, the more readily the rest of the world compensates for demand reductions in specific regions and
the higher the carbon leakage rate. The less elastic the supply, the less fossil-fuel producers reduce extraction in response to
abatement by one country, resulting in higher leakage and falling fossil fuel prices such that global commodity markets still
clear. Taken together, elastic demand and inelastic supply imply that terms-of-trade effects are high but effective nSCC ef-

fects are diminished by carbon leakage (Edenhofer et al. 2025).



leakage — is therefore substantially lower
than indicated in section 2.13 Table 2
gives an overview of the net domestic
gains for the EU from globally abating a
ton of CO, by summing over leakage-ad-
justed nSCC and co-benefits from terms-
of-trade and geopolitical effects. Taken-
together, EU benefits from global de-
mand reductions for fossil fuels range
from EUR 32 (coal) to EUR 160 (gas) per
ton of CO,,

Beyond considerations of international
emissions reductions and climate policy,
if CO, is abated within the EU, additional
co-benefits arise. A well-researched co-
benefit of domestic fossil fuel abatement
is the reduction of air pollution and asso-
ciated health benefits. This co-benefit is
highly localized and depends on the fuel
and process from which emissions result.
For domestic reductions of oil and coal
consumption, the GDP-weighted EU-av-
erage air pollution benefits are in the
range of EUR 60—100/tCOz, with natural
gas as a lower outlier at EUR 9/tCO2
(Black et al., 2025).% Another co-benefit
of reducing domestic fossil fuel con-
sumption is reduced exposure to oil and
gas price shocks. Based on relief spend-
ing during the 2022-energy price crisis,
the cost of implicitly insuring citizens
and domestic firms against price spikes
is estimated to be EUR 11/tCO, for oil
and 19 EUR/tCO2 for natural gas (Beau-
fils et al. 2026b). Adding these co-bene-
fits, abating a ton of CO, domestically is
worth up to EUR 225 to the EU in the
case of oil, virtually exclusively driven by
co-benefits and on par with the EPA-esti-
mate of global SCC. By contrast, abating
a ton of CO, outside the EU is only worth
up to EUR 112 (again in the case of oil)
for the EU since local co-benefits at the
point of abatement due not accrue to in
the EU.

Human security and associated effects:
Climate change impacts human security
and wellbeing on several levels, threat-

ing livelihoods, aggravating conflicts and
causing increased involuntary migration

Table 2: Net benefits from reduced fossil fuel consumption for the EU in €/tCO,

Natural gas

Coking coal Thermal Coal

Direct regional EU climate benefits of global abatement (GDP-weighted share of SCC) [€/tCO,]

nSCC (naive) 34
Leakage rate ‘ 78%
Effective nSCC ‘ 7

34 34 34
74% 37% 26%
9 21 25

EU co-benefits from global emissions reduction [€/tCOZ] (taking leakage into account)

Terms-of-trade effects 35
Geopolitical externali- 70
ty

Total benefits from 112

global abatement

Local air pollution 102
Energy-crisis relief 11
Total benefits inclu-

ding domestic abate- 225
ment

63 0 3
88 10 4
160 31 32

EU co-benefits from domestic emissions reduction [€/tCO,]

9 64 87
19 n/a n/a
188 95 119

Carbon leakage-adjusted nSCC based on GDP-proportional EPA estimates (see section 2.1). Co-benefits from global emissi-
ons reductions arise for the EU regardless of where CO, is abated; co-benefits from domestic emissions reductions only occur
if abatement takes place within the EU. Sources: Terms-of-trade, Edenhofer et al. (2025); geopolitical externality, Beaufils et
al. (2025); local air pollution (Black et al,, 2025), Energy-crisis relief (Beaufils et al,, 2026a), numbers adjusted to 2025-euros.

(von Uexkull and Buhaug, 2021).This
makes it a moral imperative, enshrined
into the principles of the UN climate con-
vention (UN, 1992), for those who have
responsibility and the resources to ad-
dress these issues (see below). However,
humanitarian crises, migratory pres-
sures, and disruption to supply chains
resulting from extreme weather events
or other climate impacts (McLeman,
2018; Sedova et al., 2021) also have di-
rect political consequences for Germany
and the EU. It is, therefore, in the self-in-
terest to consider the human-security di-
mension of climate change impact in for-
eign countries (Fahimi et al., 2025;

Kahlen and Paiva, 2025; Kotchen and
Martinez-Diaz, 2017).¢ Climate damages
abroad also justify supporting adapta-
tion efforts in the affected countries for
the same reason. Moreover, while not
the focus of this paper, strengthening
the demand for renewable-energy tech-
nologies can provide economic opportu-
nities for exporters of such technologies,
including Germany (ibid.).

Synergies with other foreign policy pri-
orities: Supporting climate mitigation in-
ternationally can benefit broader foreign
policy goals and priorities for Germany

and the EU (Fahimi et al.,, 2025; Flach et

4 Black et al. (2025) focus on mortality effects of air pollution, disregarding morbidity or other damages. Thus, their estima-
tes should be treated as a conservative lower bound. For comparison, Hasse et al. (2026) calculate air-pollution costs for the
residential use of natural gas in Germany of EUR 30/tC0, based on air-pollution cost factors in the Methodological Conventi-
on of the Germany Environment Agency.

6 Such effects are usually not included in nSCC assessments.



al.,, 2022; Kahlen and Paiva, 2025). For
one thing, multilateralism remains a
goal in itself for the German government
(CDU et al,, 2025). Continuing Germany’s
efforts to advance multilateral climate
cooperation (see section 4.1) is a require-
ment to credibly maintaining this goal.
With regard to bilateral relations, there
are potential benefits in the form of
cross-cutting deals or cooperation. Ger-
many and the EU can support countries
in their transition to carbon neutrality
with the tacit expectation of their sup-
port in other international policy areas
such as security and trade in return. This
rationale supports policies for support-
ing strategic partner countries in a range
of ways, ideally — from a German and EU
self-interest climate policy perspective —
maximising mitigation (and, where these
avoid adverse international spillovers,
adaptation) outcomes.
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2.3 The normative dimension

The material and political benefits of
pursuing ambitious climate policy inter-
nationally are entirely notwithstanding
the fundamental normative arguments
for Germany and EU to act on climate
change. The triple inequality of climate
change - that those who suffer most
tend to have contributed least to the
problem and tend to be less well
equipped to deal with the consequences
—is not only at the core of climate
change as a moral issue but reflected in
the very principles of the UN climate
convention (Barrett, 2013; Meyer and
Roser, 2010; UN, 1992). The moral obli-
gation derived from this include reducing
climate damages in other and especially
poorer countries via mitigation and
adaptation — both because of concern for
these countries’ citizens welfare and con-
siderations of historical responsibility for

climate change, as well as richer coun-
tries’ capacity to support poorer coun-

tries in their transition away from fossil
fuels.

These considerations extend the mate-
rial self-interest reasons discussed
above. The support from voters, interest
groups, and political parties for ambi-
tious climate policy based on normative
reasons, however, and therefore the per-
suasiveness of moral appeals, varies
over time and across jurisdictions. The
self-interest calculus outlined above, by
contrast, can provides a more stable,
widely supported national and European
minimal baseline for climate policy strin-
gency (even though, as discussed above,
perceptions and assessments about the
precise nSCC vary). In any case, national
self-interest considerations can be ex-
panded where the related normative ra-
tionales prevail in elected governments.



Advancing mitigation internationally

Incentivising

Purchasing mitigation mitigation
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3. A STRATEGIC POLICY PORTFOLIO

FOR ENHANCING INTERNATIONAL
ACTION AND PRESERVING
DOMESTIC AMBITION

We have argued above that pursuing
ambitious climate policy is in the eco-
nomic self-interest of Germany and the
EU. What, then, are the elements of a
portfolio of policies that corresponds to
the self-interest of the EU and Germany?
We identify two general types of policy
approaches for fostering international
mitigation, and two for preserving do-
mestic climate ambition. While these are
not new by themselves, we believe they
help cluster and shape policy strategies
catering to different types of objectives.
We then focus on several key elements of
a strategic portfolio for Germany’s and
the EU's international climate policy and
discuss their respective strengths and
opportunities for further development.

Figure 1: Key elements of a toolbox for an international climate policy strategy in the changing
global context.

Preserving domestic ambition

Carbon Diversi-

Dom-

pricing/ ~ Free estic fiying
CBAM policy allo- T import
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Advancing mitigation internationally:
First, owing to the fact that it is irrele-
vant where in the world greenhouse gas
emissions are reduced from a climate
perspective (and for the non-climate oil
and gas market effects discussed above),
Germany and the EU can financially sup-
port other countries in reducing emis-
sions so long as the marginal costs of re-
duction are lower than the German or
European nSCC (3.1: Purchasing mitiga-
tion). Prominent examples for forums
that facilitate this are arrangements un-
der Article 6 of the Paris Agreement and
the Just Energy Transition Partnerships
(JETPs). Second, Germany and the EU
can create incentives for other countries
to adopt more stringent climate policies,
without providing direct financial sup-




port (3.2 Incentivising mitigation). The
EU’s CBAM, for example, creates an in-
centive for other countries to introduce
carbon pricing instruments among other
things (Beaufils et al., 2026b; Wolfram et
al., 2025). A system of conditional carbon
pricing announcements or international
mitigation fund design might enable set-
ting up a strategic climate club (Nord-
haus, 2015).

Preserving domestic ambition: Germany
and the EU can safequard emission re-
ductions at home against concerns over
economic competitiveness by measures
aimed at levelling the playing field (3.3).
The most important policies are free al-
location in the EU ETS and more recently
the EU’s Carbon Border Adjustment
Mechanism. Supply chain risks for clean
energy technologies and critical raw ma-
terials can be managed (3.4) by building
on careful analysis of market failures
suggesting need for government inter-
vention, and deployment of related mea-
sures. This includes strategic stockpiling
and creating a comprehensive knowl-
edge-base for firms to assess their expo-
sure to supply interruptions so that they
can devise effective diversification strate-
gies.

These four approaches overlap and are
not mutually exclusive. For example, the
EU’s CBAM both creates incentives and
aims at levelling the playing field. Estab-
lishing incentives for mitigation in other
countries may be combined with financ-
ing parts of that effort. Managing clean
tech supply chain risks is orthogonal to
the three other categories as it is useful
for Germany and the EU independent of
the mitigation efforts of others.

3.1 Purchasing mitigation

The first option for Germany and the EU
to advance global mitigation is to sup-
port others financially in their emission
reduction efforts. This can be called pur-
chasing mitigation, which means that
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decarbonisation measures are imple-
mented in other countries, where they
are more cost-efficient. Broadly speak-
ing, this includes all forms of interna-
tional mitigation finance.

The most straightforward policy in this
category relates to multilateral rules for
Article 6 international flexibilities under
the Paris Agreement. Countries may sup-
port emissions reductions in other re-
gions, and acknowledgement for related
emissions reductions may be transferred
via the Article 6 framework. A major re-
maining concern regarding Article 6
rules are additionality provisions, i.e. how
to ensure emission reductions at a
project level are additional relative to a
counterfactual scenario. A growing body
of empirical research shows that project-
based offset mechanisms largely lack
additionality (Calel et al., 2025; Probst et
al,, 2024; West et al., 2020). Even if bet-
ter approaches to calculate baselines
were developed in the future, project-
based approaches risk to suffer from
government crowding out, implying that
receiving countries’ governments relax
their mitigation ambitions when external
funding finances otherwise non-
profitable projects (Edenhofer et al.,
2025).

Another pathway for purchasing emis-
sion reductions are the Just Energy
Transition Partnerships (JETPs). They
are a promising recent example of pluri-
lateral cooperation (Fauzianto et al.,
2025) which have fostered capacity
building and strategic planning for en-
ergy transitions in target countries in re-
cent years. While the four established
JETPs (with South Africa, Indonesia,
Senegal, and Vietnam) differ vastly in
terms of political context and degree of
implementation, they have encountered
a number of critical challenges: Frag-
mentation of finance sources makes for
unclear policy goals, high donor coordi-
nation requirements, and institutionally
heavy governance architecture; align-
ment of donor and target country goals

(e.g. focus on coal phase-out vs. broader
transition and green development plat-
form; (scale and type of mobilised fi-
nance tends to be misaligned with tran-
sition needs and target country de-
mands (e.g. features loans rather than
grants); and political economy con-
straints (e.g. vested coal interests) in the
selected countries remain a challenge
(Blos and Hirsch, 2024; Earsom, 2024;
Jain and Bustami, 2025).

Enhancing the effectiveness of JETPs re-
quires addressing these challenges. Scal-
ing up the volume of funding requires
donors to acknowledge the nSCC-related
benefits from mitigation (see section 2).
To the extent that there are concerns
over the additionality of measures
funded via JETPs (as with Article 6 pur-
chases), a mutually acknowledged
methodology for establishing it will be
required — to which our discussion of
JRFs speaks below. Addressing political
economy barriers requires expanding the
scope of planning and consultation and
potential compensation, strategically
targeting the ability of relevant veto
players to inhibit transformations.

Overall, one important avenue for re-
forming JETPs is to develop them into
country mitigation platforms, that is,
building country-level institutional archi-
tectures that enable knowledge ex-
change via planning, coordinating, and
implementing transitions from fossil fuel
in country-specific development and ex-
plicitly address political economy chal-
lenges within and across countries.” Such
permanent platforms — piloted also bi-
laterally by Germany in its P+ partner-
ships — might allow greater coherence
and more ownership (Selvaraju et al.,
2025).8 Importantly, they might form
one key building block of an interna-
tional institutional architecture enabling
effective exchange of finance and emis-
sions reductions when combined with Ar-
ticle 6 structures for acknowledging and
transferring emissions reductions efforts.
Importantly, they might be combined

7 We discuss the diplomatic challenges of setting up effective governance arrangements in section 4.

8 Another more comprehensive format is the P+ — Climate and Development Partnership —approach established by the Ger-
man Government as bilateral partnerships between Germany and selected developing and emerging countries. The aim of
P+ is to jointly pursue climate mitigation and adaptation targets as well as overall sustainable development. Doing so, the
focus is directed not only to help implement the 1.5 °C target set out in the Paris Agreement but at the same time integrate
the SDGs (Sustainable Development Goals). The P+ partnerships are also considering policy-based financing approaches by
linking financial support to political reforms (e.g. energy, climate and economic reforms). However, as a relatively new ap-
proach the P+ arrangements still need to show how impactful they in fact are.



with a novel idea for establishing more
credible additionality criteria — Jurisdic-
tional Reward Funds — combining the
strengths of the different approaches.

Jurisdictional Reward Funds (JRF) have
recently been proposed as a way of en-
suring the additionality of internationally
purchased mitigation (Edenhofer et al.,
2025). Conventional international cli-
mate finance largely focuses on project-
based approaches (Clean Development
Mechanism, Green Climate Fund, Global
Environment Facility, Adaptation Fund,
JETPs, etc.), which have intrinsic difficul-
ties to ensure proper accounting for ad-
ditionality due to strategic incentives to
alter baselines, general equilibrium ef-
fects such as reshuffling of energy pro-
duction, and government crowding out,
lowering their overall effectiveness
(Banerjee et al,, 2026; Edenhofer et al.,
2026). JRF switch the focus from financ-
ing small-scale projects to rewarding
governments for large-scale reduction.
They are a results-based payments (or
policy-based financing) mechanism,
which would reward recipient govern-
ments (not private investors) for having
reduced emissions and incentivise ex-
ploiting least-cost mitigation options
first. They are a results-based payments
(or policy-based financing) mechanism,
which would reward recipient govern-
ments (not private investors) for having
reduced emissions and incentivise ex-
ploiting least-cost mitigation options
first: As every ton of carbon reduced is
rewarded at the same rate, countries
with abatement options below that rate
would, in principle, be incentivised to re-
duce emissions until marginal abate-
ment costs equal the reward rate. If
more funds become available, the re-
ward rate can be increased to also incen-
tivise more expensive abatement op-
tions. JRFs could be combined with Arti-
cle-6 structures (for acknowledging the
financing of mitigation) and with country
platforms (for planning country transi-
tions).

JRFs require defining baselines to deter-
mine the extent of the emission reduc-
tions. Using historic data (e.g., historic
deforestation rates or oil demand) can,
in the short run, approximate the true
counterfactual development but lacks
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Figure 2: lllustration of the functioning of Jurisdictional Reward Funds using universal baselines
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time-consistency: over time, incentives to
adjust baselines to the ‘new historical
norm’ grow and anticipation of such ad-
justments create perverse incentives to
inflate emissions. As an alternative, uni-
versal baselines have been proposed
that are uniform for all countries, except
for a scaling factor that accounts for a
country’s size in an incentive preserving
way (see Kalkuhl and Stern (2025a) for
more details). The universal baseline can
then be optimised to achieve a maxi-
mum of emission reduction for a given
budget: if the available purchase budget
is small, the baseline should be very am-
bitious, implying that only few countries
experience financial incentives. If the
budget is large, the baseline should be
set more generously to expand the num-
ber of countries who experience financial
incentives; as a side-effect, windfall gains
increase as more countries will find
themselves already below the baseline.
The optimal baseline approach balances
both effects. As a result, Jurisdictional
Reward Funds always create beneficial
rents to receiving countries as well -
which is the side-effect of a rules-based
and time consistent incentive architec-
ture.

Figure 2 illustrates the mechanism for a
fund that rewards countries for reducing
oil demand. The fund would announce
the reward function, define variables and
measurement and perform audits to ver-
ify outcomes. For deforestation-related
funds, remote-sensed satellite data
could be used; for fossil fuel taxes,
methodologies for measuring total effec-
tive carbon rates, as developed by World

Bank, IMF or OECD can be used (e.g. Ag-
nolucci et al. (2024)).

One existing example resembling this
approach JRF are bilateral jurisdictional
rewards funds such as Norway's initia-
tives to reward the governments of
Guinea and Ghana every year when de-
forestation rates were below the base-
line rate (Regjeringen, 2023, 2009). The
reward amount was proportional to the
amount of forest saved, implying a fixed
reward per hectare saved (or, alterna-
tively, per ton of CO, avoided from defor-
estation, see Roopsind et al., 2019). The
Tropical Forest Forever Facility (TFFF)
add proposal launched at COP 30 aims
to broaden this approach from bilateral
to multilateral level (TFFF 2026). Coun-
tries can contribute to the fund which re-
wards all countries hosting tropical
forests for reducing their deforestation
rates. Banerjee et al. (Harstad, 2012)
show how the TFFF mechanism can be
improved to more than double its effec-
tiveness. Others have developed targeted
reward funds for reducing the supply for
fossil fuels or for increasing taxes on
fossil fuels (Edenhofer et al., 2025;
Kalkuhl and Stern, 2025a). Importantly,
target countries will stand to benefit
from such deals — and since they are vol-
untary, will only enter if that is the case.
Additional safeguards provisions could
be added to address concerns over out-
comes for the poor, e.g. requiring that re-
ward should be paid out (partly) as cash-
transfers.

There are a number of potential issues
that would need to be carefully consid-
ered if JRF would be implemented on a




larger scale, pertaining to the political
process (see section 4). Crucially, the re-
cipients of international climate finance
might perceive JRF as subverting the
moral obligation for developed countries
to provide support as enshrined in the
UNFCCC principles (see above), poten-
tially negating the positive externalities
that ambitious international climate pol-
icy. In addition, there are potentially po-
litical and legal questions around Ger-
many or the EU sending financial re-
sources to another country that is not
earmarked to be used for a specified
purpose. Nonetheless, jurisdictional re-
ward funds could become an effective
tool to convert financial contributions
into measurable emission outcomes, but
they require substantial amounts of fi-
nancial flows. These could be raised
through the following mechanisms:

«  Contributions from non-state
donors, philanthropy, voluntary off-
set markets/green consumers. This
potential is likely rather low,
amounting to a few billion US-dol-
lars per year.

«  Contributions from governments
that aim to reduce global emissions
by (cheaper) emission reductions in
third countries. For example, the EU
aims to meet their 2040 emission
target by allowing for international
offsets. This could lead to a demand
of offsets about 236 MtCO,, and fi-
nancial flows over EUR 5 bn for an
optimized portfolio of JRFs focusing
on fossil fuel reduction and forest
conservation (Edenhofer et al.
2026).

«  Contributions from financing or tax
coalitions that are designed to re-
duce free-riding incentives between
countries. For example, Edenhofer
et al. 2025 propose and analyse a
fossil fuel importers coalition be-
tween EU and China that imposes a
modest levy on fossil fuel imports
and earmarks the revenues for re-
ward funds on global fuel demand
reduction. Under conservative as-
sumptions, both countries would in-
vest out of self-interest USD 66 bn
annually for global demand reduc-
tions for fossil fuels, implying ~1000
MtCO, reductions globally per year.
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Even larger coalitions and funding
volumes can be achieved when in-
ternational aviation or maritime
shipping are taxed under specific
tax coalition mechanisms (Kalkuhl
and Stern, 2025b).

JRF can be linked to different financing
mechanisms in a very flexible way. The
option to set up a range of reward funds
(e.g. for forest conservation, oil demand
reduction, oil supply reduction, carbon
dioxide removal) is an important feature
because different countries can then ear-
mark funds that are closest aligned with
their national interest or preference, and
thus willingness-to-pay. This flexibility
helps maximise the potential for interna-
tional purchase of mitigation in mutually
beneficial arrangements.

3.2 Incentivising mitigation

Another approach to enhancing global
climate action is to create incentives for
other countries to ramp up their mitiga-
tion efforts, without paying directly for
their efforts. One prominent proposal for
this type of institutional setup is the cli-
mate club idea popularised by Nordhaus
(2015): A group of countries would put a
price on carbon emission and impose
modest dues for imports from countries
that do not comply with a moderate in-
ternational carbon target price. Rather
than purchasing mitigation, the threat of
trade sanctions is intended to induce
countries to increase their climate policy
stringency in a coordinated fashion and
to overcome the free-rider incentives in
climate mitigation.

While the main objective of the EU CBAM
is to level the playing field and protect
trade-exposed carbon intensive EU in-
dustries’ competitiveness (see next sub-
section), and while it is therefore much
more targeted than Nordhaus’ broader
trade tariffs, it similarly and inevitably
creates incentives to adopt (at least nar-
rowly targeted) carbon prices within a
targeted country (Wolfram et al., 2025).
By doing so, the targeted countries can
retain the carbon pricing revenues for
themselves rather than transferring
them to the EU. The effectiveness of this
mechanism to incentivize additional car-
bon pricing systems (i.e. which would not

have been adopted in any case) remains
to be seen, but in principle CBAM might
incentivise additional mitigation in other
countries. A recent modelling study sug-
gests that the EU CBAM may induce an
additional 73% emission reduction (com-
pared to a domestic EU carbon price
alone), largely by other countries also
adopting carbon pricing and CBAM to-
wards their trade partners (Beaufils et
al,, 2026b). Expanding the EU CBAM to
more products can increase this effect
even more.

In general, many policies and institutions
for incentivising mitigation and address-
ing international free-riding incentives
are conceivable. Kornek and Edenhofer
(2020) suggest an international fund
system with payment rules designed to
deter free-riding, thereby blending ap-
proaches to incentivize and to purchase
mitigation internationally. Edenhofer et
al. (2025) suggest internationally coordi-
nated oil and gas import taxes to reduce
import dependencies and carbon emis-
sions among a subset of major importers
(e.g. EU and China). The key idea is that
the EU commits to match China’s contri-
butions to Jurisdictional Reward Funds
on reducing fossil fuel demand: For every
dollar China donates to such funds, the
EU would give another dollar. As both
countries cover roughly one third of the
global GDP, they internalize a substan-
tial share of the avoided climate dam-
ages; as China and the EU are both large
importers of fossil fuels, they also face
strong terms-of-trade benefits from re-
duced global fossil fuel demand. Ac-
counting for these incentives, a stable
self-enforcing coalition between both
countries would spend $66 bn on JRF for
fossil fuel demand reduction, reducing
global emissions by 1 GtCO,.

However, so far, no re-negotiation proof
institutional design that would appear
promising and mature for practical im-
plementation that could achieve the
Paris Agreement’s ambitious global miti-
gation targets has been identified in the
literature. This doesn’t mean that such
approaches do not exist or even if imper-
fect, can improve global mitigation out-
comes; but it also indicates that further
work in this direction is required.



3.3 Levelling the playing field

The third element for a strategic portfo-
lio relates to preserving domestic cli-
mate policy ambition. Carbon leakage
would undermine the effectiveness of EU
climate policy, might impose high costs
on EU industry, and reduce support for
EU climate policy. So far, free allocation
of emission permits has been the main
tool for leakage protection. It is currently
scheduled (albeit contested) to be
phased out by 2035 and gradually re-
placed by CBAM, which requires im-
porters in covered energy-intensive sec-
tors, such as iron and steel, aluminium,
cement, fertilisers etc. to pay a carbon
price equivalent to the one in the EU
ETS. The transitional phase of CBAM, in
which importers only need to report
their emissions, started in late 2023.
From 2026 onward, they will also incur
costs (which will rise from 10% of the EU
ETS carbon price to 100% in 2035; the
first CBAM carbon price established by
the Commission is EUR 75.36 (European
Commission, no year).

There is concern that downstream indus-
tries that use materials covered by CBAM
but are themselves not covered might
relocate elsewhere. Even though for the
large majority of industries carbon costs
are relatively small, it is necessary to
identify downstream producers that
might be at risk of carbon leakage and
consider expanding the CBAM to those
industries as well or provide targeted fi-
nancial compensation, such as innova-
tion support or rebates for electricity
prices. A similar concern is that while
CBAM may level the playing field on the
EU market, it does not support exporters
in energy-intensive sectors, such as iron
and steel, to compete on the global mar-
ket. There are two avenues to deal with
exporters in sectors covered by the
CBAM. First, it is conceivable to provide
compensation tied to exports, e.g. by re-
bates or some form of continued free al-
location. This approach would be effec-
tive and well-targeted but might conflict
with WTO law. Second, one might provide
support for export-intensive CBAM sec-
tors regardless of whether the products
are exported or not. This approach is less
well-targeted to address such export-re-
lated carbon leakage. However, it is likely
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to conform to WTO law and is politically

less contentious. It would also entail pos-

itive spillovers for the decarbonization of
energy-intensive industries in the EU.

3.4 Managing mitigation technology
supply chain risks

Transitioning to clean energy sources
comes with the co-benefit of reducing
dependence on fossil fuel imports and
vulnerability towards supply side shocks.
However, a clean energy transition could
create novel import dependencies e.g. in
clean energy technologies (such as solar
panels and batteries) and critical raw
materials (such as Cobalt or Nickel).
These dependencies are generally less
acute than fossil fuel dependencies be-
cause they are linked to the one-off ac-
quisition of technologies and materials
rather than the continuous import of fu-
els required to operate existing energy
infrastructure. China already dominates

international supply chains for solar pan-

els, batteries, and electrolysers for hy-
drogen and is also rapidly increasing its
share in the market for electric vehicles,
and there are concerns over strategic
use of this market power to attain politi-
cal objectives. Reducing import depen-

dence is therefore increasingly recog-
nized as an important policy objective in
the European Union. The notion of
strategic autonomy has become a defin-
ing paradigm of EU international eco-
nomic policy that prioritises de-risking of
supply chains.

To address these concerns, some empha-
sise the importance of boosting domestic
production in sectors of strategic impor-
tance (reshoring), while others have ar-
gued in favour of fostering trade rela-
tions with countries with strong eco-
nomic ties and good diplomatic relations
(friendshoring) (see Cerdeiro, 2024 for
an overview). In a similar vein, there is
debate as to the extent to which decou-
pling from certain trade partners is pos-
sible and desirable, or whether de-risk-
ing by diversification of import portfolios
constitutes a more beneficial policy op-
tion (Farrell and Newman, 2019).

Several market failures might result in
too little domestic production or too lit-
tle diversification, as shown in Table 3.
Policymakers can resort to a wide variety
of measures to address these market
failures either directly or indirectly. Too
little domestic production of clean en-

Table 3: Summary of market failures that may result in too little domestic production

and too little diversification, respectively, and policies to address them.

Domain

Too little dome- ration externalities

stic production

. Transaction costs

Source of market failure

. Localized technology spillovers

. Economies of scale and agglome-

. Missing insurance markets

Policies to address market failures

. Support for research, development
and deployment

. Trade restrictions

. State ownership

lack of commitment

. ) . Coordination failures
0o little diyersi-
cation and resi-
ence )
. Information costs

. Myopia

. Moral hazard and policy makers’

. Stockpiling

. Developing substitutes and esta-
blishing a circular economy

. Tradable or tiered import rate quo-
ta

. Facilitating information provision

. Pre-empting coercion and partner-
ships with key suppliers




ergy technologies and critical raw mate-
rials can be addressed by subsidies and
—at least to some extent — partial public
ownership of these industries. Trade bar-
riers can also boost domestic demand
but might raise costs. Insufficient diversi-
fication and resilience can be alleviated
by stockpiling, developing substitutes
and establishing a circular economy to
reduce the need for primary materials
that need to be imported (of copper or
zinc, for example). Providing information
to firms allows them to assess their ex-
posure to supply chain risks and devise
effective diversification strategies. Fi-
nally, credible commitment to counter
coercion from other countries, for in-
stance by means of trade sanctions, and
partnerships with key suppliers reduce
the risk of countries deliberately restrict-
ing the supply of clean energy goods.

Most of the identified market failures un-
derlying import dependence cannot be
addressed directly, and the choice of pol-
icy instruments is often not straightfor-
ward. It is hence crucial to not only focus
on the effectiveness of a policy to spur
domestic production or diversification.
Instead, policy makers also need to con-
sider trade-offs with other policy objec-
tives. For example, trade restrictions cre-
ate artificial barriers that can prevent
production from being located where it is
most cost-effective. Policymakers need to
gain a better understanding of whether
reducing import dependence mandates
incurring the associated costs and com-
paring the costs of different policies that
can reduce import dependence is crucial
(policy costs have direct implications for
the clean energy transition, as inefficient
approaches can delay the uptake of
clean energy technologies). Direct trade-
offs might also arise between the objec-
tives of achieving more domestic produc-
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tion and of diversifying supply chains, so
that policy makers will need to find a
way to strike a balance between these
objectives.

Policies to address import dependence
will in most cases be part of a broader
policy mix that combines different policy
instruments in a way that also accounts
for how they impact on different market
failures. Given that there is only impre-
cise knowledge on the exact magnitude
of different market failures and the risk
that policies to address them may have
adverse side-effects, it will be decisive to
focus on a narrow set of import depen-
dencies and on policies that address the
most important market failures (Pisani-
Ferry et al., 2024). Hence, policymakers
first need to determine the market fail-
ures that result in import dependence.
On this basis, they need to analyse a
range of policies to address these mar-
ket failures, taking into account the as-
sociated costs and the potential of unin-
tended side-effects.

It is often not straightforward to identify
the relevant market failures and quanti-

fying their magnitude is challenging. For

this reason, policymakers need to care-

fully balance the potential benefits of the

policies with the risk of unintended ad-

verse side-effects. It also seems advisable

to use a precautionary approach that
takes into account potential impacts of

ill-designed policy failures. Some policies,

such as providing information or stock-
piling strategic reserves, will likely have
a substantially lower potential for ad-
verse side effects than others, such as
trade restrictions. To inform these poli-
cies, investments into analytical capaci-
ties generating the required applied
analysis will be required.

Policy formulation will also need to ac-
count for the broader geopolitical con-
text. For instance, an important policy
objective may be to shift economic activ-
ity away from geopolitical rivals by either
incentivizing increased domestic produc-
tion or production in third countries. To
strategically deprive geopolitical rivals of
certain economic opportunities, policy
makers might aim to block their com-
petitors’ access to technologies that
open up a broad range of development
prospects (such as microelectronics) or
that are of critical military importance
(such as nuclear technology).
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4. A STRATEGIC APPROACH TO

CONDUCTING CLIMATE DIPLOMACY

The tensions that challenge Germany'’s
and the EU’s engagement in interna-
tional climate cooperation (see section 1)
require not only a revised strategic out-
look and prioritisation of what to do but
(see section 3), importantly, also a clear
sense of how to achieve more effective
cooperation. Even the most sophisticated
policies and instruments can end up in-
effective if they are not implemented in
the right context. This issue is far from a
merely academic one. There have been
several notable examples of this in the
recent past. Despite comparatively
favourable conditions for international
climate cooperation, attempts to ad-
vance promising instruments for pur-
chasing mitigation and creating incen-
tives (as described in section 3) have
struggled, owing to a lack of a strategic
vision during the processes of institu-
tional creation and operationalisation.
For example, the JETPs were hampered
by the lack of alignment of expectations
and objectives both among contributing
countries and between contributing and
recipient countries (Blos and Hirsch,
2024; Cele and Prinsloo, 2022). Similarly,
external pushback against the EU’s
CBAM (Feist et al., 2024) and the fre-
quent changes in objectives and means
during the early phase of the Climate
Club (Drége and Feist, 2022; Feist, 2026)
unnecessarily squandered considerable
political capital.

As these examples highlight, Germany
and the EU should carefully consider
what role the various settings for inter-

national climate cooperation that are
available can play — particularly in the
current shifting global context. How can
urgent, more effective international cli-
mate cooperation be achieved in an oth-
erwise increasingly non-cooperative
world? In the following, we identify key
priorities and options for multilateral co-
operation under the UNFCCC (section
41), plurilateral cooperation in new and
existing alliances (section 4.2), and bilat-
eral cooperation with specific partner
countries (section 4.3). In addition, we
also address the need to re-evaluate how
to organise internal coordination pro-
cesses and structures to find the right fit
between the internal organisation and
external priorities for both German (sec-
tion 4.4) and EU climate diplomacy (sec-
tion 4.5).

4.1 Multilateral cooperation

The multilateral process under the
United Nations Framework Convention
on Climate Change (UNFCCC) has long
been at the centre of Germany's ap-
proach to international climate coopera-
tion. Additional fora with a sectoral focus
have recently gained in prominence as
attention shifts from target-setting to
implementation — such as the negotia-
tions for a plastic treaty at UNEP or for a
net-zero framework at the International
Maritime Organisation (IMO).

Multilateralism serves several important
functions in connection with Germany's
and the EU's interests. It provides a



baseline of international cooperation
that may, to some extent, help shield
against the entropic effects of increasing
conflict and fragmentation. The annual
meetings of the UNFCCC's decision-mak-
ing body, the Conference of the Parties,
(commonly referred to as COPs) continue
to shape the cycle of international cli-
mate politics and garner media atten-
tion. The multilateral process provides
target setting, which also enables bi-
and plurilateral cooperation. It functions
as a proverbial big tent, i.e. a forum that
allows for the representation of all coun-
tries, including small and vulnerable
countries — many of whom often align
with the EU.

Nevertheless, the future of multilateral
climate cooperation under the UNFCCC
is at a crossroads. In light of the shifting
domestic priorities and global tensions
(see section 1), the additional potential
for advancing mitigation under the UN-
FCCC further is uncertain. A number of
observers and academics have therefore
urged reforms (CIEL, 2026; Depledge,
2024a; Hermwille et al., 2017; Lydén and
Schafer, 2026; Miiller et al., 2024, Ober-
gassel et al., 2022; Petri and Karlas,
2026; Rajamani et al., 2023, see also be-
low). Proposals range from doubling
down on the UNFCCC in more or less its
current form (Kalcher et al., 2026) to
splitting the annual climate summits
into their functional components (Miller
et al, 2024).

Three considerations stand out in this
debate. First, contrary to the increasingly
complex political and economic makeup
of international relations, UNFCCC nego-
tiations are still to a large extent shaped
by the somewhat anachronistic divide
between developed countries on one
hand and developing countries on the
other, particularly regarding certain is-
sues such as climate finance. An original
feature of the UNFCCC, the divide be-
tween countries that are listed in its An-
nex | and those that are not (UN, 1992)
remains institutionally enshrined, for ex-
ample with regard to the composition of
decision-making bodies (such as the
board of the Green Climate Fund), and it
continues to shape the dynamics of the
negotiations. Second, the consensus re-
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quirement in decision-making, though
ensuring that every party’s position mat-
ters, invites obstruction (Depledge,
2006; Falzon et al., 2023) and produces
results reflecting the lowest common de-
nominator. Third, there are broader
questions around how the UNFCCC
process — designed to deliberate agree-
ment texts — can meaningfully contrib-
ute to implementation of climate policy,
now that the Paris Agreement has been
operationalised.

Structural reforms addressing the first
two issues flagged above are unlikely.
While there are potential legal avenues
to implement a voting system (CIEL,
2026), a UNFCCC reform that includes
significant changes to decision-making
procedures is politically difficult — most
of all because it would in itself require a
consensus decision to change the con-
sensus requirement that the UNFCCC
defaults to, owing to its failure to adopt
anything else (Depledge, 2024b; Koliev
et al,, 2026). There have been delibera-
tions held under the UNFCCC on proce-
dures like voting arrangements in the
absence of consensus since 2013 (UN-
FCCC, 2014), but they keep being de-
ferred due the lack of consensus on
changing the consensus requirement.

Nonetheless, there is room for incremen-
tal reform to the process should be pur-
sued, especially to improve the COPs
ability to support implementation, with
two main avenues sticking out: Improv-
ing the formal negotiations and reform-
ing the Action Agenda. One prominent
strand of thinking criticises the confla-
tion of the two and COPs as mega-events
It proposes by separating — physically
and temporally — the host of blue and
green zone events that have grown over
time from the negotiations. Side events,
the action agenda, and pavilions could
be separated into presidency climate
weeks, for example. This would allow
small delegations in particular to focus
their resources on the negotiations, as
well as allow a wider array of countries
to play host (Miiller et al., 2024; Sarmad
et al,, 2025). While such proposals ad-
dress a real problem, they ultimately do
not tackle the implementation problem.

Improve negotiations: To address this, the
effectiveness of the multilateral negotia-
tions may be improved by streamlining
their overall agenda, which has become
ever more complex, recently comprising
as many as 115 substantive items nego-
tiated at COP 30. Agreeing to group
some items, removing others and intro-
ducing only biannual considerations for
some could reduce workload. Research
indicates that such steps are supported
by parties in principle, although the
specifics could still be heavily contested
(Nasiritousi et al., 2025). Careful and de-
liberate mapping, confidence building,
and planning would be essential for re-
form (Ruchti-Crowley et al., 2026). Addi-
tionally, the existing potential within the
formal negotiation process to influence
and support implementation could be
enhanced. Under the now fully opera-
tional Enhanced Transparency Frame-
work (ETF), vast amounts of information
are produced but left largely unused. In-
stead of reducing transparency to a box-
ticking exercise, reports could be struc-
tured along implementation challenges
and employed for peer-to-peer learning.
On the latter, increasing facilitative dia-
logue formats that do not focus on nego-
tiating text but specific implementation
challenges present another possibility
(Ruchti-Crowley et al., 2026).

Structure the Climate Action Agenda: A key
opportunity to strengthen implementa-
tion lies in entrepreneurial COP presiden-
cies by structuring and steering the Cli-
mate Action Agenda. First initiated in
2015, the Action Agenda consists of vol-
untary initiatives and declarations
around the negotiations that has grown
considerably in recent years. Critics focus
on the non-binding nature of such initia-
tives, the lack of follow-ups, and uncoor-
dinated surges in activity by incoming
presidencies. Some argue they detract
from the quality of negotiations; how-
ever, the negotiations face more struc-
tural challenges (see above). The Brazil-
ian Presidency has taken a first step to-
wards greater transparency and struc-
ture of the Action Agenda during COP30
(Kénneke and Adolphsen, 2026). It clus-
tered existing initiatives around six
themes derived from the first Global
Stocktake. This can incentivise conversa-
tions between initiatives, avoid some du-



plication, and link them to the negotia-
tion process in the mid-term. Further
progress will depend on consistent ef-
forts by incoming presidencies with both
the political ambition and the diplomatic
capacity to align the Action Agenda
around implementation. Presidencies m
always be incentivised to prioritise short
term political visibility over long-term ef-
fectiveness. Early diplomatic outreach in
each cycle, including from Germany and
the EU, should make clear that a Presi-
dency’s flagship initiative will only re-
ceive support if it also invests resources
in the more mundane process initiated
by Brazil. Handover processes between
presidencies will also be important in
this regard.

4.2 Plurilateral cooperation

Beyond multilateral cooperation under
the UNFCCC with its 198 parties, coun-
tries may also seek to advance climate
mitigation within tighter groups of like-
minded partners. While such plurilateral
climate initiatives have seen a resur-
gence in recent years (Falkner et al.,
2022; Feist, 2023; Hall, 2024; Unger,
2026), they are not a new idea or phe-
nomenon. There have long been at-
tempts at and academic debate about
this type of cooperation, with a clear
spike after negotiations had all but col-
lapsed at the COP 15 climate summit in
Copenhagen in 2009 and alternative ap-
proaches were sought (Eckersley, 2012;
Falkner, 2016; Victor, 2015; Weischer et
al,, 2012). The idea is that a small num-
ber of aligned countries would be able to
more easily agree on more stringent
goals and policy, which could potentially
even spill over to others through eco-
nomic incentives or normative pressure
that plurilateral initiatives create. In
practice, however, the track record of
plurilateral cooperation has exposed
common problems. Several promising
initiatives have not fulfilled the hopes
that were put in them, including recent
examples such as the aforementioned
JETPs and the Climate Club. Plurilateral
cooperation should remain a corner-
stone of German and European climate
diplomacy, but the process of approach-
ing such initiatives should to take
lessons from these examples into ac-
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count — even more so now that resources
are scarcer. In the following, we highlight
two critical aspects using these pertinent
examples that should be taken into con-
sideration when pursing plurilateral ap-
proaches.

The ideal substantive breadth and depth
of cooperation of any particular initiative,
the number and makeup of its members,
and other parameters depend on the
specific policy issues to be tackled as
well as contextual factors. Nonetheless,
two key general aspects can be identi-
fied. First, it is important for plurilateral
initiatives to clarify their focus in terms
of goals, policies and in addressing diver-
gent interests as soon as possible. The
Just Energy Transition Partnerships —
particularly those with South Africa and
Indonesia, for which more extensive liter-
ature exists — are a case in point. As
mentioned in section 3.1, non-alignment
among donors and with partner govern-
ments and domestic veto players ham-
pered the JETP’s mitigation potential, al-
though impact on individual partner-
ships differed (Bauer and Feist, 2022;
Blos and Hirsch, 2024; Cele and Prinsloo,
2022; Squazzin et al., 2022; Simpson et
al., 2023; von Lipke et al., 2023). Failure
of key actors to agree on basic questions
ex ante, such as financial instruments
(grants or loans) and the additionality of
funds (funding sources), lead to frictions
between contributors and recipients.
Similarly, the climate club was pushed
onto the G7's agenda without a work-
able vision for its policy focus, leading to
a hasty adoption of vague initial terms of
reference among an ever-growing group
of countries, i.e. potential veto players
(Droge and Feist, 2022; Feist, 2026).
Here, too, a lack of clarity in the initial
stages took up considerable political re-
sources during the phase of institutional
creation. Developing objectives and the
concrete policy focus of a plurilateral ini-
tiative jointly with the selected partners
countries should be given priority over
the temptation to reap the reputational
benefits of announcing a new plurilateral
climate initiative.

Second, and related to this, there is a
need to prioritise. With countries wishing
to signal ambition, new initiatives are an-
nounced at virtually every COP (see sec-

tion 4.1). More is not necessarily better,
however. Plurilateral fora take up limited
political, administrative, and at times fi-
nancial resources (Feist, 2023; Piria and
Martini, 2023; Sach and Hirsch, 2024).
Germany already contributes to a myriad
of plurilateral formats and bilateral ini-
tiatives. Rather than dispersing re-
sources, it may be worth focussing re-
sources on a few select pilot initiatives
that have potential for later scaling up.
While the previous government did un-
dertake an internal evaluation of existing
partnership models, a review of German
engagement and selected focus on initia-
tives that promise the most mitigation
potential is a good point of departure for
any recommendation (see Piria and Mar-
tini, 2023). For example, preparing a po-
tential plurilateral jurisdictional reward
fund (see section 3.1) might harness ex-
isting structures of country platforms
and can involve developing and applying
diagnostic frameworks for country-spe-
cific political economy analysis to assess
the potential for successful country im-
plementation and international coopera-
tion among partners (e.g. do interests of
key actors within and across countries
align; are there important veto players;
and if so, is there a plausible plan to
overcome their opposition).

4.3 Bilateral cooperation

Bilateral partnerships with individual
countries provide an important comple-
menting function to Germany’s and the
EU’s multilateral and plurilateral en-
gagements. The targeted climate policy
training of embassy staff across 56 Ger-
man embassies (Klimaschwerpunk-
tvertretungen) has been and still is en-
hancing climate policy capacity of the
German diplomatic in a useful way. Yet,
much like with plurilateral initiatives, fi-
nite resources make it necessary to pri-
oritise bilateral partnerships in terms of
high-level political and staff attention.

A full treatment of strategic approaches
to specific country-groups that takes into
account the different reasons for inter-
national climate policy (see section 2) is
out-of-scope for this paper. For illustra-
tive purposes, we focus on the three ma-
jor emitters — China, the US, and India.
An alternative criterion for prioritisation



could be significant emitters that are
particularly promising cooperation part-
ners. Key countries in this category
would include, for example, middle pow-
ers and/or sizable emitters such as In-
donesia, Kenya, Mexico, and Nigeria, as
well as continued outreach to least-de-
veloped countries and small-island de-
veloping states that would ensure
favourable conditions for cooperation in
other diplomatic fora and policy fields.

United States of America: Climate coopera-
tion has been challenging under Presi-
dent Trump, but the US remains an im-
portant partner for global mitigation ef-
forts. In a sense, the withdrawal of the
current United States administration
from international climate cooperation
might be seen as preferable to the alter-
native — the US playing actively disrupt-
ing from within. Contrasting the COP 30
summit in Belém, where the US did not
participate, and recent G7 or IMO meet-
ings supports this diagnosis (Mathiesen
et al,, 2025). Energy diplomacy relations,
for example with the Department of En-
ergy, can continue to sustain a discus-
sion on how to promote energy indepen-
dence in the future — despite the reluc-
tance of the current government to pro-
mote renewable energies. To ensure en-
try points for future cooperation, includ-
ing with conservative segments of the
US, it is advisable to preserve and ex-
pand collaboration with sub-national
partners (especially state governments
but also cities) and non-governmental
partners on topics of mutual interest to
foster learning (e.g., grid expansion,
workforce development) and retain rela-
tions more broadly. The example of the
Joint Declaration of Intent by the Ger-
man Government and the state of South
Carolina, signed November 2025 (Young,
2025), is one example indicating that
diplomatic ties can be strengthened
even in times of increasing transatlantic
tensions. The Declaration also includes a
focus on energy and grid stability coop-
eration. A broader network to partner
with is the US Climate Alliance, an al-
liance composed of 24 predominantly
Democratic governors. The alliance aims
to bring about progress on key elements
of climate mitigation but also workforce
development at the state level and it re-
mains to be seen if they are able to suc-
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cessfully continue activities as they did
during 2025. However, approaches to co-
operate at the subnational level illus-
trate the important role technical dia-
logue on issues such as grid stability can
certainly be continued even with tradi-
tionally conservative individual states in-
dependent of a party affiliation.

China: China is the largest GHG emitter.
It shares with Germany and the EU a
material interest in reducing fossil fuel
import dependency (particularly regard-
ing oil and gas). An autocratic country
and economic and strategic competitor,

China currently dominates clean technol-

ogy markets. Any approach towards
China will need to carefully balance
cheap clean tech imports (e.g. PV, EVs)
with competitiveness and supply chain
risk concerns and implementing appro-
priate measures (see section 3.4) — seek-
ing cooperation on global oil and gas de-
mand (and world market price) reduc-
tion and related increasing carbon pric-
ing in low- and middle-income countries.

India: India is a key strategic partner,
given its manufacturing scale and the
EU’s demand for diversified green supply
chains. The EU-India Free Trade Agree-
ment of January 2026 explicitly includes
sustainability and climate cooperation
commitments, alongside trade liberalisa-
tion. Climate issues are now treated as
part of a broader green economy pillar in
the partnership with clean energy, emis-
sions reduction, green supply chains as
topics of cooperation. The EU-India Clean
Energy and Climate Partnership (CECP)
is the central platform for jointly promot-
ing elements such as energy efficiency,
renewables, grid integration, as well as
climate finance. The Indo-German En-
ergy Forum (IGEF) offers another chan-
nel putting a strong focus on industrial
decarbonisation and private investment
mobilisation. In addition, it could serve
as a platform to further explore coopera-
tion potential to support the develop-
ment of the national emission trading
scheme, recent efforts by the India gov-
ernment efforts to engage in Art. 6
projects for a dedicated number of sec-
tors, and to find ways to resolve dis-
agreements on the EU’s CBAM (Feist et
al., 2024; @verland and Sabyrbekov,
2022; Sharma and Gupta, 2022).

4.4 Coordination of Germany's climate
diplomacy

The effectiveness of Germany’s interna-
tional outreach on climate cooperation
hinges on the internal organisation of cli-
mate diplomacy within the federal gov-
ernment. The previous German govern-
ment (2021-2025) undertook a signifi-
cant restructuring in this regard, adopt-
ing a whole-of-government with respon-
sibilities spread across of several min-
istries (with the foreign office in the lead)
and institutionalised dedicated forums
for coordination (Adolphsen et al., 2024).
The current government (since 2025)
has rolled back many of these changes
and largely reverted to the old structure,
in which the responsibility for climate
diplomacy is centralised at the federal
ministry for the environment. Both ap-
proaches have advantages and draw-
backs (see Adolphsen et al.,, 2024 for a
detailed discussion). While the involve-
ment of more ministries can be con-
ducive of a mainstreaming approach to-
wards climate diplomacy, it can creates
bottlenecks and excess burden for key
leadership positions; in addition, inter-
ministerial differences regarding priori-
ties and instruments as well as rivalries
over competencies and clout may impair
policy coherence (ibid.). As the example
of climate club has shown (see section
4.2), disagreements between ministries
can hamper the effective coordination of
diplomatic efforts, investing administra-
tive and political resources without deliv-
ering significant mitigation results (Feist,
2026).

In addition to internal coordination, Ger-
many and the EU would do well to adjust
their mindset more broadly to the shift-
ing global context — i.e. with regard to its
outward demeanour toward other coun-
tries. Observers and practitioners have
lamented coyness about its own inter-
ests as well as its lack of assertiveness in
international climate negotiations. As
one German delegate put it to the au-
thors in the context of the preparation of
this paper: “No one believes us when we
say we won't agree to whatever the com-
promise is in the end.” In the context of
increased international tension and con-
testation, being more open about that
fact that Germany, as an industrialised



country, has non-altruistic interests in in-

ternational climate politics as well, sig-
nalling that it will not always settle for
second-best options, may grant Ger-
many and the EU more leverage in en-
gaging with partner countries that can
ultimately be used to further global cli-
mate action in Germany’s and the EU’s
interest.

4.5 Coordination of EU climate
diplomacy

Similar challenges exist at EU-level.
Some aspects of EU climate diplomacy,
such as preparing for the multilateral
UN negotiations led by the EU Commis-
sion in coordination with member states,
are structured quite well. For example,
there are established modes of coordina-
tion of national government and EU
Commission delegations prior to COPs
and SBSTAs to align objectives and
strategies. This includes work by the Di-
rectorate-General for Climate Action (DG
CLIMA), whose Commissioner (currently
Woepke Hoekstra) formally heads the EU
delegation at the COPs, and the Green
Diplomacy Network (GDN) under the
auspices of the European External Action
Service (EEAS). The EEAS also features
the role of a Special Envoy for Climate
and Environment (currently Anthony
Agotha). Yet, even with these well-estab-
lished processes, the EU faces chal-
lenges reacting quickly to unexpected
developments. In addition, political con-
straints of well-known internal divisions
on internal climate policy decisions
among EU member states hamper effec-
tive coordination in UNFCCC negotia-
tions, like the cases of Italy and Poland
showed during COP 30 in Belém (Delreux
and Earsom, 2024; Kénneke and Adolph-
sen, 2026).
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Coordination within the EU appears less
effective with regard to plurilateral and
bilateral efforts. At the bilateral level, for
example, member states and Commis-
sion bodies (e.g., DG CLIMA, Commission
President’s Cabinet, Directorate-General
for Taxation and Customs Union (DG
TAXUD), EEAS) appear to rarely coordi-
nate and align their climate policy
stances even on key countries such as
China. Commission bodies often lack a
coordinated approach to individual part-
nerships in particular between DG
CLIMA, the Directorate-General for Inter-
national Partnerships (DG INTPA), and
the EEAS. Novel partnership models that
take learnings from the JETPs into ac-
count, like the Clean Trade and Invest-
ment Partnership (CTIP) with South
Africa, continue to be limited from the
resulting fragmented governance struc-
tures.

Given the additional clout that a united
European Union voice would have and
the weight attributed to pluri- and bilat-
eral climate diplomacy as outlined
above, this raises the question as to how
different EU and member state actors
might improve their coordination struc-
tures for more effective climate diplo-
macy. Devising a workable and effective
blueprint for such structures is beyond
the scope of this paper. One approach
for developing such structures would be
to start reviewing the internal gover-
nance of EU climate diplomacy on exist-
ing cases. CBAM offers a particularly im-
portant case in point given the high
practical relevance: it is plausible that in-
ternational contestation of CBAM might
increase significantly (e.g. in view of the
conflictual episode of inclusion of inter-
national aviation in the EU ETS in 2012).
Achieving effective alignment of Member

States and EU institutions on its objec-
tive, design, international communica-
tion and bargaining position might prove
essential for its survival as an effective
mechanism. A dedicated CBAM diplo-
macy governance structure could
streamline EU activities on international
technical (e.g., DG TAXUD) and political
dialogue with broader international cli-
mate policy activities (e.g.,, DG CLIMA and
EEAS,; Feist et al., 2024). Options for set-
ting up such a structure range from co-
ordinating decentralised activities to ap-
pointing a unit responsible for coordinat-
ing and leading diplomatic efforts on the
respective file, enabling the EU to re-
spond quickly to unexpected diplomatic
challenges. Similar structures are con-
ceivable for JETP coordination and other
potential significant plurilateral activities
of the EU and its Member States. Over
time, this might allow building a more
effective governance structure for EU cli-
mate diplomacy beyond the UNFCCC
process.



22

5. CONCLUSION

Efforts by Germany and the European
Union to advance climate mitigation
globally are under severe pressure on
several levels. Domestic political priori-
ties have shifted, international tensions
have increased, and conventional ap-
proaches to international climate coop-
eration have reached a roadblock. At the
same time, renewable energy is more
cost-efficient than ever, and Germany's
and the EU’s dependence on fossil fuel
imports has further underscored the
economic and security benefits of decar-
bonisation. Pursuing ambitious climate
mitigation globally is in the material in-
terest of Germany and the EU — even
and especially in this new political and
economic context.

But how can Germany and the EU
achieve better international climate co-
operation in an increasingly non-cooper-
ative world? There is a range of estab-
lished as well as novel policy options for
strategically acting on this interest. They
can be categorised into (1) supporting
other countries financially to do more to
decarbonise (purchasing mitigation), (2)
altering their incentive structures (incen-

tivising mitigation) while (3) shielding do-

mestic mitigation efforts against undue
external pressure (levelling the playing
field), and (&) securing the resources re-
quired for domestic mitigation (manag-
ing mitigation technology supply chain
risks). This paper showcased the Just En-
ergy Transition Partnerships, the EU’s
Carbon Border Adjustment Mechanism,
and the novel approach of Jurisdictional

Reward Funds to illustrate these options
for a strategic portfolio for advancing in-
ternational climate action.

Regardless of which policies are being
pursued, however, they need to be
agreed and effectively coordinated with
partner countries in order to be imple-
mented successfully. Even the most so-
phisticated policies can end up ineffec-
tive if they are not implemented in the
right context. It is critical to adopt a
strategic approach regarding appropri-
ate fora and processes. While the current
outlook for advancing global mitigation
under the multilateral UNFCCC umbrella
is limited, the annual COPs retain an im-
portant function as a metaphorical big
tent for global cooperation. Two feasible
paths to reform the multilateral process
are to streamline the overburdened
agenda and for the COP presidencies to
utilise the Climate Action Agenda in a
more structured manner. In light of the
challenges in the multilateral context, bi-
and plurilateral forms of cooperation
have gained traction in recent years.
Plurilateral initiatives seek to advance on
climate mitigation within tighter groups
of like-minded partners, but, as recent
examples with the Climate Club or the
Just Energy Transition Partnerships have
shown, there is a need to establish clear
objectives early on and prioritise among
the myriad of cooperative initiatives and
bilateral partnerships. Internal coordina-
tion within the German government and
the EU remain critical for effective inter-
national outreach.
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Ariadne’s thread through the energy transition: The Kopernikus project Ariadne
leads the way in a joint learning process with representatives from politics,
business and society, exploring options for shaping the energy transition

and providing scientific guidance to policy makers along the pathway towards a
climate-neutral Germany.

Follow Ariadne’s thread:

m @ariadneprojekt.bsky.social

m Kopernikus-Projekt Ariadne

@ ariadneprojekt.de

More about the Kopernikus projects from the BMFTR at kopernikus-projekte.de/en/

Who is Ariadne? In Greek mythology, Ariadne’s thread enabled the legendary hero Theseus to safely navigate
the labyrinth of the Minotaur. This is the guiding principle of the Ariadne energy transition project, in which a
consortium of 26 partners is providing guidance and orientation for shaping the energy transition through ex-
cellent research as a joint learning process between science, politics, business and society.

We are Ariadne:

adelphi | Brandenburg University of Technology Cottbus-Senftenberg (BTU) | German Institute for Economic
Research (DIW) | German Aerospace Center (DLR) | Ecologic Institute | Research Institute for Sustainability
Helmholtz Centre Potsdam (RIFS) | Fraunhofer Cluster of Excellence Integrated Energy Systems (CINES) | Hertie
School | ifo Institute — Leibniz Institute for Economic Research at the University of Munich | German Economic
Institute | Julius-Maximilians-Universitit Wiirzburg | Oko-Institut | Potsdam Institute for Climate Impact
Research (PIK) | Leibniz Institute for Economic Research | Stiftung Umweltenergierecht | German Institute for
International and Security Affairs | Technische Universitat Berlin | Technical University of Darmstadt | Technical
University of Munich | University of Technology Nuremberg | University of Duisburg-Essen | University of
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