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1. Introduction

Unilateralism dominates all spheres of public policy today, be it security,
trade, or environmental protection. However, the history of international relations
demonstrates the necessity of concerted action when it comes to common concerns
of humankind, such as climate change." Incoherence between climate policies and
measures is a major challenge stemming from unilateral climate action, as the
absence of common approaches to climate change mitigation leads to significant
differences in carbon prices across countries, creating the risk of carbon leakage?
and unnecessary barriers to trade.® Convergence of climate policy measures (and
eventually carbon prices) is thus essential to effectively address climate change.

This is particularly true in the realm of product-related regulations and
standards. Carbon footprint regulations and standards, including certification
and labeling schemes, are becoming increasingly significant, particularly in the
context of implementing carbon-related restrictions on trade.” The proliferation of
carbon accounting methodologies under various national regulations and private
certification schemes has exacerbated deficiencies in the regulatory governance
framework, undermining their effectiveness as climate policy tools and adversely
affecting trade.®

Convergence of carbon-related regulations across countries can be achieved
through regulatory cooperation, defined as “an organisational arrangement, formal
or informal, between countries to promote some form of cooperation in the design,
monitoring, enforcement, or ex post management of regulation.”® Previous studies
show that existing international trade and climate fora can provide avenues for
regulatory cooperation on measures related to climate policy’. Amid growing
geopolitical divisions, however, achieving consensus on climate policy alignment
appears unlikely in multilateral settings. This article examines the potential of
minilateral climate governance arrangements to foster regulatory cooperation
in the implementation of related measures related to climate policy, using the
recently established Climate Club as a case study.® It tests the hypothesis that
minilateral cooperative arrangements offer better prospect to achieve consensus
on regulatory alignment,® especially when supported by trade measures.'® In this
context, the implementation of a carbon border adjustment mechanism (CBAM)
by the European Union (EU), which wields global regulatory power,'" could drive
regulatory cooperation among members of the Climate Club.

The literature presents various models of climate clubs that differ in their
rationale and design.'? Scholarly contributions have also examined whether climate
clubs are compatible with the nondiscrimination principles of the international trade
regime'® and the common but differentiated responsibilities (CBDR) principle of the
international climate change regime.'” However, there is a lack of contributions
that explore the potential for regulatory cooperation within climate clubs. This
article seeks to fill that gap, drawing on the literature on trade-related international
regulatory cooperation,'® the theory of the Brussels effect,'® and the role of middle
powers (such as South Korea) in acting as bridge-builders between opposing
camps.'”’

Unlike a typical club in the economic theory of clubs, the Climate Club extends
an invitation to all countries committed to ambitious climate action, encouraging
them to help shape its evolving concept and structure. How this will function
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in practice remains unclear, as preventing free-riding in the provision of public
goods, such as a safe climate, typically requires a degree of exclusivity. Exclusivity,
however, conflicts with the bottom-up approach of the climate change regime
and the most-favored-nation (MFN) principle of the international trade regime—
tensions the Climate Club seeks to avoid. In this context, the article addresses the
following questions: Can an open climate club with low entry barriers and minimal
member commitments still be effective for regulatory cooperation? How might such
cooperation within the Climate Club evolve, and what challenges could it face?
What could countries such as South Korea gain from participating in the club, and
how might they contribute to its success?

The article is structured as follows. Section 2 establishes the conceptual
foundation for examining trade-driven regulatory cooperation in climate clubs from
the perspective of a middle power. Section 3 presents a case study on regulatory
cooperation within the Climate Club, outlining its rationale and distinctive features
as an open and inclusive initiative. It highlights opportunities for collaboration
on decarbonization measures, particularly in the area of emissions accounting
methodologies. This section also examines South Korea’s interest in joining the
Climate Club and its potential role—as a middle power with ambitious climate
policies and substantial financial resources—in advancing the club’s objectives.
Section 5 analyzes the key challenges of regulatory cooperation within the Climate
Club and suggests possible solutions, and Section 6 summarizes the main findings.

2. Regulatory Cooperation Under Minilateral Arrangements as a New
Frontier in Climate Governance

2.1 Trade-Driven Regulatory Cooperation on Climate Policy Implementation
Measures

This article argues that regulatory cooperation is emerging as a new frontier
in studies of climate governance, becoming a useful tool for aligning approaches
to the implementation of carbon-related measures. Regulatory cooperation
fosters regulatory alignment across jurisdictions through a process that includes
reviewing and influencing international best practices, sharing knowledge, adopting
or updating international standards and conformity assessment procedures, and
pursuing compatible regulatory approaches worldwide.'® Regulatory cooperation
on measures related to climate policy can be beneficial not only by reducing
compliance costs for companies—especially through mutual recognition and
harmonization—but also by enabling the continuous improvement of regulations
through monitoring, evaluation, and learning.'® Regulatory cooperation also helps
promote good regulatory practices, such as transparency, nondiscrimination,
reliance on international standards, public consultation processes, and the provision
of financial and technical assistance to developing countries.?®

Existing research highlights the role of trade measures in promoting regulatory
cooperation and, ultimately, alignment across jurisdictions.? In particular, the EU’s
use of unilateral trade measures—enabled by its global regulatory power—can result
in two complementary types of regulatory alignment.?? The first is autonomous
alignment (also called de facto alignment), which is market-driven, while the second
is induced through regulatory cooperation. In other words, although market forces

and the EU’s large market play a central role in driving the alignment of regulations
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and standards, market-driven alignment must still be steered through regulatory
cooperation.

Regulatory cooperation on trade-related measures to implement climate policy can
be pursued through various international climate and economic fora. One potential
platform is the Forum on the Impact of the Implementation of Response Measures
under the United Nations Framework Convention on Climate Change (UNFCCC),
which is intended to monitor the implementation of domestic mitigation measures
and their adverse impacts.”® However, the forum has consistently avoided discussing
these issues, largely due to opposition from developed countries concerned that
scrutinizing measures such as border carbon adjustments (BCAs) could overpoliticize
the forum.?* The World Trade Organization (WTO) presents an alternative forum.
WTO rules, including transparency requirements, along with committee practices
such as discussions of specific trade concerns, provide an important foundation for
regulatory cooperation on measures related to climate policy and carbon standards
tied to their implementation.?® Nonetheless, the WTO’s efforts are hampered by
deep divisions between developed and developing countries, as well as persistent
institutional challenges, which continue to hinder the integration of climate policy
concerns into its agenda.?®

2.2 The Rise of Minilateral Cooperative Climate Policy Arrangements

In response to the complexities of multilateral negotiations, climate-ambitious
countries have begun promoting cooperation on climate policy implementation
measures through bilateral initiatives or minilateral cooperative arrangements,
which offer greater flexibility and can lead to more pragmatic decision-making
compared to multilateral forums. These minilateral arrangements include climate-
related provisions in regional trade agreements,?” stand-alone trade and sustainability
agreements,”® and, more recently, climate clubs.?® As such, they can serve as a useful
complement to multilateral climate governance.

A climate club can be broadly defined as any minilateral forum established by a
group of countries outside the UNFCCC framework to cooperate on climate policy
issues.®° By negotiating agreements in smaller settings, climate clubs arguably enable
higher ambition, more effective implementation, and quicker decision-making. As
such, they can function as a useful supplement to multilateral climate governance.®'

The literature outlines several models of climate clubs that differ significantly
in their rationale, structure, and degree of exclusivity.*> Some are based on the
classical economic theory of clubs, which focuses on the provision of “club goods”
as neither public nor private.®® In the case of pure public goods, consumption
is nonrivalrous and nonexclusive. When no one is excluded from consumption,
free-riding becomes a problem, as participants can enjoy the benefits without
bearing the costs. Consequently, no one has an incentive to provide such goods,
necessitating government intervention to supply them. To address this issue, clubs
introduce a degree of excludability, which helps reduce free-riding and promotes
collective action. Typical clubs, therefore, offer benefits to members while imposing
disadvantages—such as economic sanctions—on nonmembers.

The most prominent example of an exclusive climate club is the one proposed
by economist William Nordhaus, which requires members to commit to a binding
carbon price and imposes penalties on noncompliant members and nonparticipants

through external carbon tariffs.>* This type of climate club aligns with the economic
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theory of clubs, aiming to address the problem of free-riding. However, other
models do not conform to the classical framework. Some minilateral climate
policy arrangements are primarily intended to facilitate knowledge-sharing and
foster dialogue among countries. These function more as discussion forums than
initiatives aimed at fostering action.®® Nevertheless, as the next section will show,
such discussion clubs can play a valuable role in promoting regulatory cooperation

on measures to implement climate policy.

2.3 The Role of Middle Powers in Bridging Divides in Cooperative

Arrangements

Although regulatory cooperation may be easier to cultivate in minilateral settings
than on multilateral platforms, growing geopolitical divisions make achieving
consensus a formidable challenge, even among smaller groups of countries. In this
context, cooperative frameworks such as climate clubs can harness the strategic
influence of middle powers, whose authority often exceeds their material capabilities
(economic or military), positioning them as effective mediators and coalition-
builders.®® From a constructivist perspective, middle powers are characterized
as “nations that strive for a stable and rule-based international order, engage in
soft power diplomacy, and embody an identity of moral authority, responsible

37 Unlike major powers, whose

international citizenship, and norm innovation.
climate policy positions frequently conflict with their economic or geopolitical
priorities, middle powers generally support consensus-based approaches rooted in
normative collaboration and a commitment to multilateralism.*®

The involvement of middle powers (e.g., Germany, Switzerland, Norway, New
Zealand, South Korea, etc.) has been crucial in supporting the UNFCCC process.*®
Middle powers were central to the High Ambition Coalition, which played a key
role in raising the ambition of the Paris Agreement.*® Moreover, middle-powers—
known for their leadership in norm innovation and specialized diplomacy—have
driven progressive climate policies, financing mechanisms, and capacity-building
initiatives.*' In doing so, they help bridge the divide between developed and
developing countries, thereby enhancing the legitimacy and inclusiveness of the
global climate framework.*?

As such, middle powers can play an active role in cooperative climate policy
arrangements. They can contribute to shaping common approaches to implementing
climate policy by providing climate finance, capacity-building, and green technology
support to less developed nations. The following section will explore regulatory
cooperation within the Climate Club and examine South Korea’s facilitative role

in this process.
3. Opportunities for Regulatory Cooperation Under the Climate Club

During its 2022 presidency of the Group of Seven (G7), Germany launched an
initiative to establish a Climate Club aimed at strengthening international climate
action.*® The Climate Club was officially established on December 1, 2023, on
the sidelines of the 28th Conference of the Parties (COP28) to the UNFCCC. The
Organisation for Economic Co-operation and Development (OECD), together
with the International Energy Agency (IEA), was appointed to serve as the club’s
interim secretariat and to “liaise with relevant international organisations, fora and
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initiatives to ensure synergies and avoid duplication of efforts.”**

3.1 Benefits and Drawbacks of an Open and Inclusive Climate Club

Despite its name, the Climate Club is not a typical club in the sense of economic
theory of clubs designed to provide nonrival but excludable goods as a way to
address the problem of free-riding in the provision of public goods.*® The Climate
Club established by the G7 is intended to be open, cooperative, and inclusive, with
no sanctions envisioned for nonmembers.*® Although initially announced as an
initiative for G7 members (the United States (US), Germany, France, the United
Kingdom (UK), Japan, Canada, and Italy), it invites all states pursuing ambitious
climate policies to join and take part in further shaping its concept and structure. The
entry requirements are relatively modest: a country must commit to 1) implementing
the Paris Agreement with the goal of limiting global temperature rise to 1.5°C, 2)
achieving net-zero emissions by mid-century, 3) pursuing sectoral decarbonization,
and 4) advancing and promoting the club’s objectives in other fora.*” In addition,
the club actively engages international organizations and private stakeholders—
including academics, researchers, civil society, and industry—to provide input for
its work.

Nearly forty non-G7 countries have already joined, including not only developed
nations but also many developing and least developed countries.*® While reaffirming
their commitment to the Paris Agreement, many of these members still fall short
of emissions reduction pledges and broader climate action expectations. It remains
unclear whether the club’s inclusivity will succeed in raising global climate ambition.
The relatively low climate ambition of some new members suggests that broader
participation may come at the cost of weaker commitments.*® Yet this inclusiveness
can also be viewed as a strength, given that climate change requires a global solution,
meaning that participation must therefore also extend beyond the G7 to include
countries from the G20, which represents the world’s largest greenhouse gas (GHG)
emitters.? Regretfully, neither China—the world’s largest GHG emitter—nor India,
the third largest, has joined the club to date.

3.2 The Scope for Regulatory Cooperation Under the Climate Club

So far, the Climate Club has primarily positioned itself as an international forum
for discussing issues related implementing carbon-related measures, particularly
through the exchange of best practices in climate policy and emissions calculation
methodologies. Its work is organized around three pillars.®" The first, focused
on advancing ambitious and transparent climate mitigation policies, allows for
discussions on how to address carbon leakage and apply comparable methodologies
for measuring, estimating, and collecting emissions data. The second, focused on the
green transformation of industries, supports efforts to align sectoral methodologies,
standards, and decarbonization strategies, while expanding markets for green
industrial products. The third, dedicated to cooperation and financing mechanisms,
holds potential to mobilize private capital and promote technology transfer,
capacity-building, and voluntary financial support for developing countries.

Unlike the EU’s Carbon Border Adjustment Mechanism (CBAM), which
aims to impose a carbon price on imports to level the playing field among producers
facing different carbon costs, 2 the Climate Club was not designed for this purpose.
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Instead, it seeks to encourage policy dialogue—and potentially raise ambition—
through cooperation, while offering tangible benefits to its members. These benefits
extend beyond political gains, such as international recognition and enhanced
reputational standing. Participation in joint initiatives on green technologies and in
the development of common monitoring, reporting, and verification (MRV) systems
for sectoral emissions can also serve as strong incentives. Importantly, the club’s
flexible participation model allows for selective engagement in specific activities,
increasing its attractiveness.”® This means that convergence on certain aspects of
climate policy implementation can begin with a small group of committed members
and gradually expand as other members choose to join these efforts.

That said, the Climate Club may well become yet another ineffective
discussion forum, falling short of delivering the meaningful climate action it aims
to promote. However, even if it fails to raise climate ambition, the club can still be
useful. By complementing cooperation in other international fora, it can provide
a platform for inducing alignment on emissions calculation methodologies and
disseminating knowledge about green technologies and emissions reduction strategies.
In this regard, the club’s second pillar—focused on industrial decarbonization—
is particularly promising. Common approaches to sector-based carbon footprint
calculations are essential for implementing trade-related carbon restrictions, such
as the EU CBAM and potential BCAs proposed by other club members. Calculating
emissions embedded in imported products and crediting already-paid carbon
prices against BCA charges requires robust arrangements for measuring, reporting,
verifying, and certifying emissions. Yet this process is complicated by the absence
of unified accounting methodologies and internationally recognized product-level
emissions certification schemes. The diversity of emissions calculation methods and
the lack of emissions data from foreign production facilities significantly raise the
administrative burden of implementing BCAs. This, in turn, increases compliance
costs for exporters and heightens the risk of trade tensions and disputes arising from
BCA enforcement.®

This is where the Climate Club can be particularly effective, useful a platform
for cooperation supported by databases and methodologies developed by relevant
international organizations and industries. The Climate Club could, for example,
receive support from the OECD Inclusive Forum on Carbon Mitigation Approaches
(IFCMA), which develops new methodological approaches for calculating the
carbon intensity of goods and sectors; the Committee on Technical Barriers to
Trade (TBT) of the World Trade Organization (WTO), which regularly facilitates
exchanges on best practices for technical regulations and standards; and the
WTO’s Committee on Trade and Environment, which hosts plurilateral informal
discussions on trade measures related to climate policy. The Climate Club could
also draw on the Industrial Deep Decarbonisation Initiative (IDDI) of the United
Nations Industrial Development Organization (UNIDO), which aims to standardize
carbon accounting, set green public procurement targets, and incentivize investment
in the development of low-carbon products, among other aims.>® By focusing on
more technical work, such as emissions calculation methods, the Climate Club may
be more likely to succeed, as this could help avoid the kinds of disagreements that

typically arise in more policy-oriented discussions.
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3.3 Mutual Benefits of South Korea’s Engagement

After announcing its decision to join the Climate Club in May 2023, South Korea
participated as a full member in the club’s official launch in Dubai on December
1, 2024. Its decision to join was motivated by a desire “to play a bigger role in
tackling the climate crisis” and by the alignment between the club’s agenda and
its national climate strategy.®® Notably, South Korea has committed to achieving
carbon neutrality by 2050.57

All three pillars of the club’s work are of strategic interest to South Korea. In
particular, the country stands to benefit from cooperation on sectoral decarbonization
and the exchange of best practices for implementing climate mitigation measures,
such as green public procurement and emissions trading. South Korea has adopted
green public procurement policies, including the Low Carbon Product Certification
Program for public institutions, which aim to minimize the environmental impact
across product lifecycles.’® Public procurement thus represents a key area for
collaboration, where South Korea, together with other Climate Club members,
could engage in joint commitments to advance green purchasing practices.

In addition to green public procurement, South Korea has been operating
an emissions trading scheme (K-ETS), which regulates emissions in six sectors
(waste, domestic aviation, road transport, buildings, industry, and power) in line
with the national target of reducing emissions by 35 percent below 2018 levels
by 2030.%° However, South Korean manufacturers, particularly in the relatively
carbon-intensive steel sector, face additional compliance costs under the EU
CBAM, as a significant portion of Korea’s steel production is exported to the EU.
In 2024, South Korea exported 3.8 million metric tons of steel to the EU, valued at
USD 3.5 billion.®® Given that 70 percent of its steel is produced using coal-based
blast furnaces and basic oxygen furnaces, the sector becomes a primary target for
EU CBAM charges on imports.

At the same time, it can be argued that South Korea is one of the strongest
potential supporters of the EU CBAM, given the compatibility of its economy
with the mechanism when assessed by export structure, national carbon policy,
innovation capacity, trade agreements with the EU, and overall carbon intensity.°
This compatibility positions South Korea to benefit from cooperation with the EU
on the implementation of the CBAM and to use the club’s forum to negotiate with
the EU and other members considering BCAs on issues such as the terms of BCA
imposition, methods of emissions accounting in products, and rules for exemptions
or fee discounts. South Korea’s interest in cooperating on BCAs is further reinforced
by the fact that the EU CBAM provides for a discount corresponding to carbon
prices already paid in the country of origin.®? Since Korean producers of CBAM-
covered products (e.g., steel) are required to surrender emissions allowances under
the K-ETS, they are eligible for CBAM discounts equivalent to the cost of those
allowances paid in South Korea.

Beyond industrial decarbonization, South Korea’s climate policy places
strong emphasis on renewable energy investments, electric vehicles expansion, the
circular economy, and sustainable finance.®® In the area of sustainable finance,
South Korea has announced an end to all public financing for new overseas coal-
fired power plants. As such, the country is also likely to play a significant role in
advancing the agenda under the club’s third pillar on cooperation and partnerships.
Even before joining the club, South Korea supported green growth projects in
developing countries, including through its Official Development Aid (ODA) in the
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form of grants and loans.®* In particular, it has pledged to assist energy transitions
in coal-dependent developing countries.®® Sustainability has become a core focus
of South Korea’s ODA portfolio, with systemic screening of environmental and
social risks. Notably, South Korea hosts the headquarters of the Green Climate
Fund (GCF) and holds a seat on its board. Under its 2021 Green Deal New Grants
Strategy, it increased its contribution to the GCF to USD 300 million.%®

Moreover, South Korea has entered into bilateral and plurilateral agreements
on climate policy cooperation with some developed and high-income developing
countries. These include a trilateral agreement with the US and Japan, a bilateral
agreement with Canada, and renewable energy partnerships with Saudi Arabia
and Qatar, among others. These collaborations focus on areas such as renewable
energy, electric vehicles, green hydrogen, clean methanol, and green buildings.®”
Such partnerships could be further strengthened within the framework of the
Climate Club, positioning South Korea as one of the leading members in driving the
global diffusion of green technologies. As a middle power with strong climate policy
commitments and substantial financial resources dedicated to the green transition,

South Korea is thus well placed to play a key role in advancing the objectives of the

Climate Club.
4. Challenges of Regulatory Cooperation Within the Climate Club

While the Climate Club adds a potentially valuable dimension to the institutional
landscape of climate cooperation, its success will depend on its ability to address a
number of challenges.

4.1 Political Pushback Against Climate Policy

International cooperation within the Climate Club faces unfavorable external
conditions that could undermine its success. Its effectiveness largely depends on
the leadership of its most influential members, particularly the G7 presidencies.
However, this leadership has been weakened by recent domestic election cycles—
especially in the US and some EU member states—and by shifting policy priorities
in response to growing threats to global security and peace. Countries on the other
side of the current geopolitical divide may choose not to join the club or to reject
the outcomes of its cooperative efforts.®® A G7-led club could also be perceived as
being in opposition to similar climate initiatives spearheaded by China and other
BRICS states.®®

4.2 Lack of Institutional Power and Commitments

The club’s main internal weaknesses lie in its lack of institutional power and
the superficial, nonbinding nature of its members’ commitments, both of which
are factors that could undermine its objectives. As an enabling framework,”® the
club can help generate political consensus around sectoral emissions accounting
methodologies, but the actual development of such agreements would likely need to
be delegated to an international organization, most likely the OECD and its IFCMA.
As a result, the club could end up being little more than “a flexible arrangement
that supports the search for responses and solutions through the most effective
fora,” with a role in climate cooperation comparable to that of the G20 in shaping
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the global economic and financial architecture.”’ The absence of legally binding
commitments to cooperation is another internal deficiency that could limit the club’s
effectiveness in fostering cooperation.”?

4.3 Coexistence with BCAs

The Climate Club must also find a way to coexist with the EU CBAM and the
prospective BCAs of its members. The club clearly does not eliminate the need
for BCAs, as long as the risk of carbon leakage persists. This risk will remain
until member countries align on a uniform carbon price—an outcome that appears
unlikely in the near future. Moreover, given the wide disparity in carbon pricing,
the club cannot implement a common CBAM as a unified external carbon charge on
nonmembers. This raises the question of whether the club could at least coordinate
the unilateral application of BCAs by its members.

Although the club does not commit to joint measures, it does promote
cooperation—or what it refers to as a “strategic dialogue”—on carbon leakage
safeguards.”® Notably, the German initiative to establish the Climate Club was
launched during the drafting of the EU CBAM legislation. This timing suggests
that Germany’s invitation to collaborate through the Climate Club may have been
aimed at initiating dialogue with other countries and, in doing so, easing potential
backlash against the trade-restrictive implications of the EU CBAM. In fact, the EU
explicitly called for cooperation on BCAs within a climate club, which it defined
as a “forum of countries with carbon pricing instruments or other comparable
instruments.””* The vision was that such a club would “pave the way for a global
carbon pricing framework facilitating the comparison and, where appropriate,
coordination of relevant measures with an impact on emission reduction ... , support
the comparability of relevant climate measures by ensuring the quality of climate
monitoring, reporting and verification among its members and providing means for
engagement and transparency between the Union and its trade partners.””® While
initial expectations for the club have since been substantially lowered, it is still
reasonable to assume that the EU will use the Climate Club as a platform to address
CBAM-related issues, such as carbon footprint calculation, and to negotiate CBAM
discounts as a mechanism for crediting carbon prices paid in exporting countries.”®

Cooperation and coordination, however, are not the same; they serve
different functions. Cooperation on BCAs, for example, involves reaching mutual
understanding on emissions calculation methods used by BCA-imposing countries
and assessing the comparability of national emissions reduction measures in the
context of BCA discounts. Coordination, by contrast, would require agreement on
common rules for applying BCAs, which is unlikely to gain the political support of
all members.”” This distinction implies that while cooperation on BCAs is feasible,
coordination is unrealistic. Therefore, the Climate Club and the EU CBAM will
have to coexist, each serving its own purpose. The Climate Club will act as a forum
for cooperation on the technical aspects of BCAs and broader climate action, with
a strong emphasis on the zero-carbon transformation of industries. Meanwhile,
the EU CBAM and other unilateral BCAs will continue to serve as instruments to
mitigate carbon leakage risks given uneven national carbon restrictions.
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4.4 Tensions with the International Climate Change Regime

The Climate Club also faces the challenge of maintaining coherence with
international climate treaties. Given the Paris Agreement’s objective to strengthen
the global response to climate change, it is difficult to interpret the agreement as
imposing a clear prohibition on cooperative initiatives such as the Climate Club.
In fact, countries that signed the Paris Agreement acknowledged that some parties
may “choose to pursue voluntary cooperation in the implementation of their
nationally determined contributions (NDCs) to allow for higher ambition in their
mitigation and adaptation actions and to promote sustainable development and
environmental integrity.””® In addition to market-based voluntary cooperation, the
agreement also encourages collaboration through nonmarket approaches—such
as finance, technology transfer, and capacity-building—to help achieve climate
goals and contribute to sustainable development and poverty eradication.”® Thus,
as long as the Climate Club remains open and inclusive—meaning it could, in
principle, accommodate all countries that are parties to the Paris Agreement—and
does not impose sanctions like BCAs or carbon tariffs on nonmembers, the risk of
contravening the international climate change regime remains minimal.

However, the requirement to pursue sectoral decarbonization—a condition
for membership in the Climate Club—raises questions about its compatibility
with the Paris Agreement framework. The Paris Agreement obliges participating
countries to combat climate change and calls on developed countries to take the
lead (for instance, by providing financial and technical support to developing
countries). But it does not prescribe specific targets or actions, leaving the choice
of concrete measures to individual countries. This flexibility is reflected in the
system of self-defined Nationally Determined Contributions (NDCs), which each
country is required to submit and periodically update as it sees fit. In principle, each
successive NDC is expected to demonstrate increased ambition®*—through steeper
emissions cuts, more expansive adaptation measures, and, in the case of developed
countries, greater financial support for climate action in developing countries.
However, parties are allowed to act on the basis of equity, taking into account their

" which permits lower levels of ambition

national circumstances and capabilities,®
for developing countries. There are no penalties for low ambition or for failing to
meet NDC targets, and no party is permitted to unilaterally judge the adequacy of
another’s climate actions.®?

The bottom-up approach of the Paris Agreement reflects countries’ different
levels of economic development and historical responsibilities for GHG emissions,
in accordance with the principle of common but differentiated responsibilities
(CBDR). This principle is a cornerstone of the international climate change regime.
The UNFCCC refers to CBDR in several parts of its text (e.g., Article 3.1). The Paris
Agreement reaffirms this principle, recognizing not only common but differentiated
responsibilities and respective capabilities, but also equity and varying national
circumstances.®* According to the CBDR principle as applied in the climate change
regime, developed countries—being historically responsible for the concentration
of emissions in the atmosphere that led to climate change—are expected to take the
lead in reducing emissions and to provide financial support to enable other countries
to do the same.®* This includes the commitment of developed countries to provide
financial resources to developing countries®® with the goal of mobilizing at least
USD 300 billion by 2035 to meet their mitigation and adaptation needs.®®

The Climate Club’s commitment to sectoral decarbonization may be viewed
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as contradicting the bottom-up approach of the Paris Agreement and the CBDR
principle, insofar as it obliges its members—including developing countries—to
undertake specific measures.?” Sectoral decarbonization and other club activities
could also lead to the exclusion of some Paris Agreement parties (those outside the
club) from beneficial outcomes, such as participation in the development of global
carbon accounting methodologies. This may raise concerns regarding alignment with
the Paris Agreement. By engaging only some countries in cooperative arrangements,
the Climate Club risks coming into tension with the flexibility embedded in the Paris
framework, which allows for universal membership and for each party to determine
its own pace of climate action.

4.5 A Way Forward

Compensation could help ease these tensions. Developed countries could offer
compensation to developing countries (members and nonmembers alike) in the
form of financial support for capacity-building and technology transfer, enabling
them to eventually join the group of countries implementing emissions reduction
policies. Such support would be fully consistent with the provisions of the UNFCCC
and the Paris Agreement, which require developed countries to support developing
ones with financing and technology.®® Since a safe climate is a global public good
and climate change a common concern of humankind, addressing climate change
requires collective global action. If poorer developing countries lack the financial
means to shift from a carbon-intensive to a low-carbon economy, developed
countries may need to help facilitate this transition through financial assistance.

Financial support, technology transfer, and technical assistance are
indispensable for meaningful climate cooperation within the framework of the
Climate Club. This implies that economically advanced countries such as the EU
and South Korea should take the lead in realizing the cooperation and partnerships
envisioned under the club’s third pillar. Various funding sources can be mobilized,
and ODA is only one of them. Increasing private finance is also important. Additional
resources could also be generated through unilateral BCAs, provided that revenues
are earmarked for supporting industrial decarbonization in less developed countries.
For example, funding could target specific decarbonization efforts, similar to the
financial pledges made by France, Germany, the UK, the US, and the EU (alongside
several multilateral development banks) to support coal phase-out in South Africa
and other countries under the Just Energy Transition Partnership.®®

Earmarking BCA revenues for the decarbonization needs of developing
countries would also enhance the compatibility of such measures with WTO rules.
Directing these revenues to climate change funds—such as the Green Climate
Fund or the Adaptation Fund—or using them to support the deployment of clean
technologies and renewable energy investments in developing countries would serve
as evidence that BCAs are not designed for protectionist purposes, but rather to
prevent carbon leakage and support global emissions reduction efforts to mitigate
the effects of climate change.®®
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5. Conclusion

The newly established Climate Club presents an opportunity to advance
regulatory cooperation on decarbonization, particularly by promoting common
approaches to the design of MRV systems and the development of sector-based
emissions accounting standards relevant to trade-related carbon restrictions. As long
as the club’s primary focus remains on technical work—especially carbon-related
methodologies—it is likely to encounter minimal opposition. However, should it
expand into more politically sensitive areas, such as setting emissions reduction
targets or designing BCAs, the willingness of countries to participate may decline,
and the club could find itself at odds to the framework of the Paris Agreement.

While the Climate Club has the potential to make a meaningful contribution
to global climate efforts through regulatory alignment, its current impact is limited
by political resistance to climate action, a lack of institutional authority, and the
absence of binding commitments. A further key challenge is how the club will coexist
with the EU CBAM and similar unilateral measures that may be introduced by other
countries in the future. In a world of uneven carbon pricing, BCAs may need to
be applied unilaterally to address the risk of carbon leakage. Under this scenario,
the Climate Club could serve as a technical cooperation platform that supports the
development of shared standards and methodologies, thereby indirectly facilitating
the implementation of BCAs and other carbon-related trade measures.

By remaining focused on technical issues, the club may avoid the political
tensions that often accompany policy-oriented negotiations. However, its current
approach—linking membership to sectoral decarbonization commitments and the
development of international standards and methodologies, while many countries
remain outside the club—may come into tension with the legal foundations of
the international climate change regime. To address this challenge, compensatory
measures for less advanced developing countries will be necessary. These could
include financial support, capacity-building, and technology transfer, helping to
ensure broader participation and encouraging regulatory cooperation under the
Climate Club framework.

South Korea stands to benefit from its membership in the Climate Club,
particularly by using the platform to engage with the EU on CBAM implementation.
It could seek recognition of specific emissions calculation methodologies and
advocate for CBAM fee discounts that reflect the cost of emissions allowances
already paid under Korea’s ETS. As a country operating an ETS, South Korea would
gain from the development of common MRV approaches and participation in
comparative assessments of pricing and non-pricing emissions reduction measures.

At the same time, the Climate Club can benefit from South Korea’s active
engagement. With strong climate policy commitments and significant financial
resources dedicated to the green transition, South Korea is well positioned to
contribute to the club’s third pillar on partnerships and climate finance by supporting
green growth and energy transition projects in developing countries. As a middle
power, South Korea can also leverage its economic and diplomatic influence to serve
as a consensus-builder between developed and developing members, fostering trust
and promoting effective regulatory cooperation.
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