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The G20 commumniqué makes it clear
that climate action is now at the core of
international diplomacy, In the five
vears since the signing of the Paris
Agreement, countries accounting for
63% of the world's GDP now havea
mid-century net zerotarget inlaw, orin
policy document. Many more are
discussing a potential plan.

All eyes are on India not only because
it is alarge developing economy, but also
because it features among the top global
emitters after China, the US and the ELL
India signed the Paris Agreement, com-
mitted tonationally determined contri-
bution, and is well on its path to accomp-
lishing these. Yet, despite Gol's admis-
sion that climate action is an important
issue, it has cantiously staved away
from the net zero bandwagon.

Critics point out that the target can
deflect a coumiry towards carbon remo-
val rather than reduction. However, the
costs and span of removal can be pro-
hibitive, makingnet zero still a useful
concept. S0, what are the benefits of
signing uptosuch a target?

Thediscussions at G20 stressed that
carbon pricing isa means tocompel
countries to act. The ways in which this
price will be implemented is the carbon
border adjustment mechanism(CBAM),
which imposes a tariff on imported
eo0ds based on their carbon footprint.
EU's plan to implement CBAM is
fraught with the challenge that it can
adversely impact trade with countries
adoptingless similarstandards.

Even though countries such as India
contribute to only a per cent of the
imported emissions, they may be priced
ot of an Important export market.
There is a possibility of special treat-
ment beingextended tolow-and middle-

income countries through generalised
system of preforences (GSPs). This is
also inline with the common but differ-
entiated responsibilities.

However, carbon leakage —that is, the
shifting of companies to jurisdictions
with lower standards and 1ess onerous
compliances —could prevent the EU

from extending such preferential access.
The International Monetary Fund (IMF)
hasalsoadvocated for a carbon tax at 275

per tonne of COs, which is estimated to
translate into 6% tarift on goods. It is
imminent then that trade and public
finance will gain prominence.

India’s trade, a function of itspast, is
locked into value chains. For example,
theriseof organicchemical exports
was the result of the shift of production
away from the EU. Moreover, the pro-
blem with a carbon tax in India is not
only that it might be untenable, but that
fuel taxes and royalties are already
high. It is expected that the demand to
switch quickly out of fiossil fuels would,
in turn, shrink India’s fiscal space,
compelling it to find another tax base.
Private and international finance will,
therefore, remain critical for achieving
the transformation.

Rising extreme weather events in

India, as well as investors devising their

proprietary standards for just transi-
tions, are now compelling companies to

cement, steel and power conglomerates

have committed tosustainable practices

and announced diversification. Large

institutional investors, including mutu-

Navigate the maze

al funds and private equity, are also
allocating their portfolioto activities
aligned with environmental, social and
governance (ESG)-basad indicators
encoded in India's business respotsibi-
lity reporting (BRR) regulations.

As the transition trickles into corners
of India’s economic activity, plenty of
challenges await. First, the banking
System represents a Key source of
finance. With the shift of finding away
from coal plants, the value of assetsmay
disappear, while leaving many unemp-
loyed. The transition may amplify the
risk of badloans and systemicrisks.

Second, good quality reporting and
objective measurement of ESGele-
ments of investment is imperative. For
this, serious thinking is required on
what may remain in India’s portfolioof
priorities while greening the economy.
There is alsoa need for clear identifica-
tion of climate risk and embedding this
inmacroeconomic policy:

Third, as the sun sets on fossil fuel use,
new sources of tax and non-tax revenu-
es will need to be explored. The State's
role will remain critical in this transiti-
om, and the private sector must express
its willingness to allow the sovereign
enough wiggle room to raise additional
debt for this purpose.

Finally, developed countries raising
revenue from carbon taxesmust relay a
clear plan to redistribute gains. This
may be through financeand technology
transfer todeveloping countries. It is
essential that consumers and workers
in these countries arenot left bearing all
costs of atransition.

Net Zero target can serve as ameans to
desizgn an agenda tailored to India’s
neads. All such challenges should be ap-
propriately addressed tobetter articula-
te India’s international position. The
thinking, however, must not stop at this
target. After all, climate action seeks
redistribution. The pace and nature of
this transition must not come at the cost
of inter-and intra-nation equity

The writer isassistant professor, National
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