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OZET

Avrupa Birligi, insan faaliyetlerinden kaynaklanan iklim degisikligi ve ¢evresel bozulma
ile miicadele etmek icin yeni biiyiime stratejisi olan Avrupa Yesil Mutabakatini (AYM)
acgikladi. AB, sz konusu hedeflerini gerceklestirmek icin Sinirda Karbon Diizenlemesi
Mekanizmasi (SKDM) dahil olmak iizere cesitli politikalar hayata gecirmektedir. AB,
fikirlerini ticaret ortaklarina yaymak i¢in ticaret politikasint ekonomik bir kaldirag
olarak kullanmaktadir. Vogel tarafindan tamimlanan “Kaliforniya Etkisi” ile uyumlu
olarak, AB'nin ticaretle ilgili kati ¢evresel onlemlerinin, ticaret ortaklarimin pazara
erisimini ve rekabet giiciinii etkilemesi ve boylece onlari AB'nin karbondan arindirma
uygulamalarina uymaya tesvik etmesi muhtemeldir. AB'nin Tiirkiye'nin en onde gelen
ticaret ortagr oldugu g6z oniine alindiginda, bu cevresel onlemlerin, Tiirkiye nin
ihracatini etkilemesi, bu nedenle Tiirkiye yi zararlarini azaltmak i¢in politika belgelerini,
diizenlemelerini ve kurumsal yapilarim giincellemeye ve AYM'yve uyum i¢in degisiklikleri

benimsemeye tesvik etmesi muhtemeldir.

Anahtar Kelimeler: Avrupa Yesil Mutabakati, Kaliforniya Etkisi, Simirda Karbon

Diizenlemesi Mekanizmasi



1. ABSTRACT

To combat climate change and environmental degradation caused by human activities,
the European Union has announced its new growth strategy, European Green Deal
(EGD). The EU has been initiating several policies to realise its objectives, including
Carbon Border Adjustment Mechanism (CBAM). The EU uses its trade policy as
economic leverage to spread its ideas through its trade partners. In line with the
“California Effect” described by Vogel, environmentally stringent trade-related
measures of the EU are likely to affect the market access and competitiveness of its
trading partners, thus incentivising them to comply with the decarbonisation practices
of the EU. Considering the EU is the leading trade partner of Turkey, Turkish export
is likely to be affected by these environmental measures, thus encouraging the country
to update its policy documents, regulations, and institutional structures to mitigate the

harms and adapt the changes to EGD.

Key Words: European Green Deal, California Effect, Carbon Border Adjustment

Mechanism



I11.  INTRODUCTION

Impacts of the Climate Change

Since the 1800s, human activities—primarily the combustion of fossil fuels like coal,
petroleum, and gas—have been the main source of climate change (IPCC, 2019),
indicating long-term changes in temperature and weather patterns (United Nations, 2022).
As described in Figure 1, these human-related emissions continued to grow, and in 2019,

CO2 emissions peaked at a record high of 36.7 billion metric tons (Statista, 2021)

Figure 1: Yearly CO2 emissions in the world between 1940 to 2020 (in billion m. tons)
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Source: (Statista, 2021)

Because of the increase in greenhouse gas (GHG) emissions levels in the atmosphere, as
depicted in Figure 2, global temperatures have already reached 1.2 degrees Celsius above
the pre-industrial levels (1850-1900) (Climate Change Committee, 2022).



Figure 2: Worldwide average surface temperature increase

1.10
0.90
0.70
0.50
0.30

0.10

Warming (°C relative fo 1850 - 1900)

-0.10

-0.30
1850 1900 1250 2000

HadCRUTS Berkeley
NOAA GISS
ERAS Human Induced Warming
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As a result, as described in Figure 3, the annual incidences of disasters, including floods,
storms, landslides, wildfires, extreme temperatures, and droughts caused by climate
change and weather, have increased dramatically (IFRC, 2020). These climate-related
disasters cause human misery and significant economic and ecological harm every year.
To illustrate, between 1970 and 2019, weather, climate, and water risks caused half of all
catastrophes, 45% of all recorded fatalities, and 74% of all reported economic harms
(Brenton & Chemutai, 2021, p. 1). Moreover, direct losses from such catastrophes are
estimated at nearly US$ 1.3 trillion over the previous ten years (Suntheim &
Vandenbussche, 2020). Even worse, if the temperatures reach 3.2 degrees by the mid-
21st century, anticipated GDP losses will be 18.1% (Swiss Re Institute, 2021, p. 2).

Unfortunately, scientists are very confident that the rise in global temperatures will last
for many decades (NASA, 2022). Thus, the catastrophic long-term scenario indicated by
scientific evidence of the climate crisis calls for aggressive and urgent action (Muench,
etal., 2022, p. 2). Otherwise, the capacity of the whole world to minimise as well as adapt
to climate change will decline, eventually creating a "too little, too late™ situation and, in
the long-term, making the entire planet almost uninhabitable (World Economic Forum,
2022, p. 31). Therefore, limiting anthropogenic greenhouse gas (GHG) emissions is more

important than ever as the climate catastrophe's adverse effects worsen.



Figure 3: Yearly Climate Change and Weather-Related Catastrophes (1960-2019)
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The Paris Climate Agreement (PCA)

To combat climate change on a global scale, on 21 December 2015, countries signed The
Paris Climate Agreement (PCA), a legally binding global climate change pact adopted by
196 nations and entered into force on 4 November 2016 (UNFCCC, 2022). The PCA was
a turning point in combating climate change for two main reasons. Firstly, it
institutionalised climate reduction and adaptation measures on a global scale (Muench, et
al., 2022, p. 3). The main aims of the PCA are to limit global warming to below 2, ideally
to 1.5 Celsius compared to pre-industrial conditions, and to reach global net zero
emissions (Maizland, 2021). Secondly, The Paris Climate Agreement helped draw
attention to the need to "decarbonise” the world's economy. In line with the "common but
differentiated responsibilities and respective capacities (CBDR-RC) " of PCA, various
nations are making different efforts and using other tools to contribute to this global
activity (UNFCCC, 2015). To illustrate, thanks to the PCA, as of June 2022, 136 countries
which account for 83 % of world emissions, 91% of GDP (PPP) and 80% of the world
population have set net-zero targets (Net Zero Tracker, 2022).



Origins of Green Deal Ideas

Plenty of new green ideas have flourished to combat climate change and mitigate
environmental degradation, affecting an ever-increasing number of people worldwide
(Selwyn, 2021, p. 779). The origins of Green New Deal proposals date back to the 2008
financial crisis when the green economy gained popularity. At that time, the “Greens”
defined the global crisis as a triple crisis with social, ecological, and economic dimensions
and proposed a Green New Deal (GND) to overcome it (Sahin, 2017). Furthermore, in
2009, the Green Economy Initiative of the United Nations Environmental Programme
(UNEP) published a report called Global Green New Deal (UNEP, 2009). To boost
recovery from the crisis and stimulate the global economy, the report proposed several
environmental measures related to economic recovery, poverty eradication, reducing

ecosystem degradation and mitigation of carbon emissions (Adamowicz, 2022).

Green ldeas in the EU

The EU has been adapting leading decarbonising policies to combat climate change since
the 1990s. For instance, the EU established the first Emission Trading System (ETS) in
2005 with the participation of multiple economies to lower GHG emissions (Siddi, 2020).
It was the first significant carbon market in the world and continues to be the most
prominent (European Commission, 2022a). Moreover, in 2009 the EU adopted the first
coordinated package, “20-20-20,” which set the stage for the Union to oversee the energy
transition (Gerbeti, 2021). However, only after the 2010s did the green objectives that
direct the regulations of the EU in fundamental areas like industrialisation, agriculture,
trade, investments, competition, digitalisation, and transportation begin to emerge
(Kaygusuz, 2020, p. 33).

However, the idea of a Green Deal in the European Union has been shaped particularly
after the Paris Climate Agreement (Adamowicz, 2022). The PCA of December 2015
was a diplomatic victory for the EU and inspired the EU to raise its targets for energy
efficiency, renewables, and carbon reduction (Siddi, 2020). To comply with the PGA, in
November 2016, the European Commission (EC) unveiled the "Clean Energy for all
Europeans” that was designed to keep the European Union competitive while the clean

energy transition transforms the world's energy markets (Capros, et al., 2018). Moreover,
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on 17 January 2018, the EU adopted new, legally enforceable goals known as “A Clean
Planet for all”, which states that the EU must attain net-zero GHG emissions by 2050
while boosting competitiveness, inclusion, fairness, and prosperity for everyone (Keppo,

Mazza, Natalini, Pudjianto, & Velasco-Fernandez, 2022).

European Green Deal

In December 2019, European Commission (EC) rolled out the European Green Deal
(EGD) (Belardo, 2021). EGD institutionalised the Paris Climate Agreement targets at the
EU level and initiated a green transition for reducing environmental degradation,
upgrading the economy, and reducing dependency on energy and raw materials. (Muench,
et al., 2022, p. 3). The main goal of the EGD is to make Europe climate-neutral by 2050
by achieving net-zero GHG emissions (Selwyn, 2021, p. 787). It also aims to decouple
economic development from resource usage and to convert the EU into a just and wealthy
community with a competitive, modern, and efficient economy (Bongardt & Torres,
2020, p. 172). Moreover, with the EGD, the EU hopes to demonstrate how to be
sustainable and competitive to the rest of the world (Fuchs & Rounsevell, 2020, p. 671).

EGD proposed several ambitious policy spheres, from clean energy to sustainable
industry, from building and renovation to food sustainability, from eliminating pollution
to sustainable transportation and sustainable finance, as well as preserving biodiversity
(Bongardt & Torres, 2020, p. 178). Figure 4 below describes actions taken by the EU
under EGD.

The reason why the EU take such bold measures is that early adoption of European
standards would provide the EU with the advantage of being the "first mover," which
would help the EU to build dominant players in emerging and expanding economic
sectors and segments (Muench, et al., 2022). In this perspective, on July 14, 2021, the EC
presented its “Fit-for-55” package for the EU’s new climate and energy legislative
framework to reduce GHGs by 55% by 2030 (Glaser, Kleimann, Panzeri, &
Vangenechten, 2022). The package also includes a proposal for a regulation creating a
“Carbon Border Adjustment Mechanism” (European Council, 2022). On 22 June 2022,
this proposal was approved by (European Parliment, 2022) with minor amendments
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together with a carbon legislation package, which also includes several changes regarding
the Emissions Trading System (EU ETS) and the Social Climate Fund (EY, 2022).

Figure 4. EU Green Deal Actions

Transforming the

EU's Seonomy, fora A zero pollution ambition
ambition for 2030 and 2050 sustainable future for a toxic-free environment
/ \

Supplying clean, affordable Preserving and restoring
and secure energy ecosystems and biodiversity
1

From ‘Farm to Fork’: a fair,
healthy and environmentally
friendly food system

Mobilising research
and fostering innovation

W

Increasing the EU’s Climate

Mobilising industry
for a clean and circular economy

/
Building and renovating inan Accelerating the shift to
energy and resource efficient way sustainable and smart mobility

Leave no one behind

Financing the transition e
9 (Just Transition)

TheEU asa A European
global leader I Climate Pact

Source: (switch2green, 2022)

However, putting a price on carbon may pose a “carbon leakage” risk to the EU (Evans,
Mehlingc, Ritza, & Sammone, 2021). In other words, as the EU increases its
decarbonisation targets, the cost of compliance for domestic firms in the EU continues to
grow, incentivising them to flee their production to other economies with lax
environmental standards. Until now, the EU has allocated free allowance to specific
sectors to prevent this leakage (Titievskaia, Simoes, & Dobreva, 2022). With the CBAM
proposal, the EU seeks to avoid this problem and create a level playing field for its

producers.

However, these indirect interventions in international trade like passing new laws and
standards, implementing market signals and carbon pricing mechanisms can have
significant cross-border repercussions since they have an impact on imports and exports
of goods even though they are primarily intended as local measures (Mehling, Van Asselt,
Das, Droege, & Verkuijl, 2019).
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On the other hand, CBAM's effects are unevenly dispersed across the world. Countries
with higher EU exports may be exposed to the negative consequences of CBAM (Eicke,
Weko, Apergi, & Marian, 2021, p. 1). Turkey is the EU27's second top supplier of CBAM
goods, followed by Russia and the fourth most reliant trade partner of EU27 after the UK,
Serbia, and Mozambique (Dumitru, Kolbl, & Wijffelaars, 2021). (See Figure 5)
Therefore, CBAM helped Turkey to alleviate debates about climate change and low

carbon transition due to its adverse effects on trade with the EU.

Figure 5: Mostly impacted countries and sectors
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The lure of the EU single market influences its trading partners. Thanks to its giant
economy, the EU may spread its idea through its trade policy. In this respect, Turkey's
strategic desire to align itself with the European Green Deal is currently gaining new
momentum (Toygiir, Tekin, Lecha, & Danforth, 2021). Therefore, Turkey has
implemented various policy amendments and enacted institutional changes to support the
green transition and adopt EGD and its trade-related measures like CBAM. In this
respect, the first chapter of this dissertation attempts to answer the question, "How does
trade-related CBAM of the European Green Deal affect Turkey’s Trade Integration with
the EU?” The second part of the study addresses the question, "How do CBAM and EGD,
in general, contribute to the green transition in Turkey regarding policy documents and

institutional changes?”
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IV. LITERATURE REVIEW

EU as a Trade Norm Influencer

The GDP of the European Union (EU) was USD$ 15.29 trillion in 2020 (World Bank,
2022a), which makes the EU an “economic superpower”. Thanks to this significant
market, advanced transportation infrastructure, 440 million wealthy consumers,
transparent laws and standards, and secure legal frameworks for investments, the EU has
been a lucrative market for its trading partners (European Commission, 2022c). The EU
does about 15% of global trade in goods. Together with China and the United States, the
EU is one of the most important international players in world trade (European
Commission, 2022d). The EU is a valuable export market for numerous developing
countries. To illustrate, except for fuels, the EU buys more from developing nations than
imports from the United States, Canada, Japan, and China. Moreover, the EU is their top
commercial partner for 80 countries (Committee for European Construction Equipment,
2022). Likewise, The EU is the greatest investor in the world and a significant beneficiary

of other people's foreign direct investment (FDI) (European Parliment, 2021).

Thanks to this economic power, The EU acts as a powerful regional actor influencing
national and international policymaking (Damro, Hardie, & MacKenzie, 2008). Based on
the Single European Market, “Market Power Europe” is an essential source of EU trade
norm influence (Dent, 2018, p. 22). Thus, the regulatory arrangements of the EU may
have considerable consequences worldwide (Tosun J. , 2012). Trade partnerships with
the EU remarkably influence third nations' environmental and sustainability policies.
Through bilateral alliances and other efforts, the EU is increasingly addressing these
worldwide issues (Blot, Oger, & Harrison, 2022, p. 2). For instance, The EU has long
been using its transformative power by employing sector-specific policies such as EU
Timber Regulation (EUTR) (Forest Legality Initiative, 2022), EU Conflict Minerals
Regulation (Deloitte, 2018) and the EU Circular Economy Package (Arbinolo, 2022).
Moreover, the EU has been exporting its environmental ideas to its neighbours. For
example, the EU expanded its ETS to Iceland, Liechtenstein, and Norway (Environment

Protection Agency, 2022).
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Common Trade Policy of the European Union

The EU's trade policy plays a key coherence role in the scope of the EGD and its detailed
proposals like the EU Climate Law and the Fit-for-55 package (Blot, Oger, & Harrison,
2022). Article 207 of the Treaty on the Functioning of the European Union (TFEU)
outlines the EU's trade policy, a crucial competence of the EU (EUR-lex, n.d.). In other
words, the EU is solely responsible for trade with countries outside the EU rather than the
national governments of member nations. Through its trade and investment policies, the
EU manages its relationships with non-EU nations (Committee for European

Construction Equipment, 2022).

In line with the EGD objectives, on 18 February 2021, EU Commission rolled out its new
Trade Policy Review (TPR), which reflects the “open strategic autonomy” vision of the
EU (European Commission, 2021a). The TPR, which replaces the 2015 "Trade for All
(European Commission, 2015), incorporates terms like "assertiveness” and "resilience"
into the lexicon of trade in addition to the well-known ideas of "fairness” and

"sustainability.”" This reflects the global shifts that have occurred since then.

Using "Open Strategic Autonomy", the EU seeks to adapt trade policy to contemporary
issues and speed up the green and digital transitions (European Parliment, 2021). With
the Trade Policy Review, the EU Commission declared that it could not act alone to
combat climate change; therefore, when negotiating trade and investment agreements

with G20 partners, it will demand commitments on climate neutrality.

Moreover, the European Commission also showed its commitment to leveraging its
extensive network of trade agreements to improve partnerships with stakeholders in the
circular economy, sustainable agricultural systems, biodiversity, and environmental
damage. In addition, the Commission announced that it would make Paris Agreements a

part of its future trade deals (European Commission, 2021b).
Furthermore, the Commission described the Carbon Border Adjustment Mechanism as

an environmental mechanism to prevent carbon leakages and use Trade Policy to avoid

trade frictions and ensure World Trade Organisation and Free Trade Agreement
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compatibility (European Commission, 2021b). Additionally, the EU's trade policy will
support climate-friendly public procurement while facilitating investment in ""green goods
and services." (Bostanoglu N. M., 2022)

Likewise, by stressing the importance of global partnerships and the power of trade
agreements, In July 2022, The EU published the “Power of Trade Partnerships”
Communication which aims to allocate environment and climate protection burdens
worldwide (European Commission, 2022b). According to Communication, the EU is
determined to enforce Paris Climate Agreement via the “Trade and Sustainable
Development” (TSD) clauses on its trade treaties. On the other hand, according to a 2017
European Court of Justice judgement, the EC may suspend a portion of a trade agreement

if the opposing party breaks the sustainability chapter (Vivid Economics, 2018).

The (European Commission, 2019) underlined that only if its immediate neighbours take
practical actions can the ecological transition for the EU be completely effective.
Therefore, the EU plans to mobilise its neighbours and partners to follow its sustainable
path by leveraging its influence, expertise, and financial resources (European
Commission, 2019).

To promote its values and policies, The EU expands its regulatory procedures to the rest
of the globe using tools of international commerce (European Parliment, 2021). As a
result, EU Trade Policy significantly impacts achieving the climate targets of both the EU
and third countries (Bostanoglu & Sezgin, 2022, p. 3).

Effects of CBAM on Turkey

There is emerging literature regarding Carbon Border Adjustment Mechanism (CBAM)
and its impacts on Turkey. According to (Gross, 2021, p. 12), Russia, China, Turkey, the
UK, and Ukraine will face the harshest burdens under the CBAM based on current export
and import activities. Besides, (Tung, Akbostanci, & Tiirlit-Asik, 2022) points out that
unless Turkey decreases its emission intensity dramatically, it will encounter substantial
losses in terms of its EU trade. Moreover, in their quantitative study (Acar, Asici, &

Yeldan, 2022) analysed the static implications of CBA on the Turkish economy and
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concluded that CBAM might bring a 1.1 to 1.8 billion euros tax burden to the nation’s
exporters. Another study reflects that CBAM will cost the economy of Turkey as much
as 0.07% of its GDP, but if Turkish firms do not produce long-term policies against

climate change, they will struggle to access finance (Ecer, Guner, & Cetin, 2021).

Although the EU CBAM has a minor influence on Turkey's overall commerce, this
negative impact will grow over time as other nations are likely to establish similar carbon
mechanisms and as product and scope coverage of CBAM will increase (Besley, et al.,
2022, p. 19). If the largest carbon emitters in the world apply CBAM harmoniously, this
will incentivise other countries to lower their emission levels because other countries will

lose their competitiveness in international trade if they don’t decarbonise themselves

(Jakob, 2021).

Looking from a positive perspective, (Asici, 2021) argues that EGD is a late
transformation opportunity for Turkey rather than a threat. Similarly, the (World Bank ,
2022e) concluded that the CBAM offers Turkey the chance to gain an advantage in
markets where rival companies are more carbon-intensive, particularly if Turkey
increases its efforts to improve industrial energy savings and efficiency of the logistics
chain. Besides, engaging Turkey in conversation about the EGD benefits Turkey's
business sector and civil society, which are the leading proponents of Turkey's EU
orientation (Aydintasbas & Dennison, 2021). Therefore as (Kusgu, 2022) argues, if
Turkey wants to keep its relations with the EU sustainable and robust, it is inevitable for
Turkey to decarbonise its economy.

On the other hand, the consumer markets of Turkish exporters in emission-intensive and
trade-exposed industries (EITE) affect their preparedness levels. For instance, analysing
steel & iron, aluminium, and cement sectors (Kenanoglu & Ozokcu, 2022) found a
correlation between firms’ shares in EU markets and their willingness to adopt EGD-

related measures.
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Trade and Environment

The literature on the impacts of international trade on environmental regulatory policies
can be divided into two sides. From the perspective of those who worry about the effects
of competition on globalisation, growing international trade and competitiveness
negatively impact domestic regulations, especially in developing countries. The cost of
manufacturing in environmentally advanced nations is generally more significant than in
industries producing the same items in jurisdictions with either lax or non-enforced
environmental regulations, depending on how strict these policy instruments are (Brauch,
Arnold, Klonsky, & Everard, 2021). Therefore, it is argued that emerging nations use the
strategy of lowering their environmental laws and creating “pollution havens” to compete
with the superior infrastructures of rich countries (Singhania & Saini, 2021). Furthermore,
this competitive pressure among developing countries may encourage “a race to the
bottom” regarding environmental norms (Goodman, 1993). In other words, developing
nation-states may feel themselves under pressure to restructure their domestic market
regulations to prevent regulatory costs from limiting the competitiveness of domestic
sectors because of the growing integration of global markets, the removal of domestic
protectionist measures, and the international mobility of commodities, labourers, and
investment (Holzinger & Sommerer, 2011, p. 317). Moreover, some argue that due to the
high competitiveness pressure in international trade and lack of responsive institutions,
rapidly industrialising nations may lower their standards and face with “stuck at the
bottom” problem (Porter, 1999). Lastly, some scholars also claim that because of
concerns about investor-state conflict, governments may not act quickly to regulate in the
public interest (like environmental protection and public health), referred to as

“regulatory chil/” (Tienhaara, 2017).

However, proponents of global trade believe that increasing transnational trade
connections, competitiveness and international agreements boost the global adoption of
ecologically advantageous regulations, leading to increased environmental efficiency.
According to (Perkins & Neumayer, 2008), rapid increases in domestic CO2 and SO2
efficiency are related to imports from nations with lower pollution levels and
telecommunications connections. For (Busch, Jorgens, & Tews, 2005), economic

competition may lead to a "race to the top" instead of a "race to the bottom," in which
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nations attempt to imitate novel and ambitious regulatory strategies early in their global
dissemination to gain "first-mover advantages" and avoid falling behind other countries.
Furthermore, as (Lazer, 2005) argues, access to larger markets also incentivises better
regulations in domestic markets. In addition, by drawing attention to the “California
Effect”, in his influential article “Trading up and governing across transnational
governance and environmental protection” (Vogel, 1997) argues that to access their
markets, countries rapidly adopt the norms of their wealthier, more environmentally
conscious trade partners and, many national environmental practices have been
strengthened as a result of this dynamics of international trade. To support that idea,
(Perkins & Neumayer, 2012) found that developing countries' automotive and car
component industries are likely to adopt stricter emission standards if they have advanced
export markets with more stringent emission standards. Likewise, (Prakash & Potoski,
2006) demonstrated that firms adopt better environmental measures like 1ISO 140001 if
their major export markets adopt them.

In addition to the dynamics of the competitive process, negotiated agreements on
international cooperation may also contribute to increasing environmental standards
(Genschel & Plumper, 1997, p. 627). For (Brauch, Arnold, Klonsky, & Everard, 2021),
international accords may spur significant economic benefits and effectively persuade
reluctant nations to participate if market signals are strong enough, driving the world's

transition to a green economy.

Moreover, other factors contribute to the positive impacts of foreign trade on
environmental regulations. For instance, if a country with lax regulation receives
significant direct investments from higher-regulating countries, this may also contribute
to the “Trading Up” (Perkins & Neumayer, 2012).  Furthermore, public concerns,
activities of NGOs and acts of corporations also play an essential role in explaining both
increases in domestic regulatory stringency and global “trading up” dynamics (Bernauer
& Caduff, 2004). Furthermore, by pointing out the role of behavioural sub dynamics,
(Stadelmann-Steffen, Eder, Harring, Spilker, & Katsanidou, 2021) argues that individual
preferences based on political or environmental reasons also affect firms and markets to

adapt to more stringent and greener jurisdictions. For instance, as (Benos, Burkert, Hiittl-
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Maack, & Petropoulou, 2022) argue, recent buying preferences are highly influenced by
ecological awareness in European countries. Likewise, signed in October 2017, The Buy
Clean California Act was the first-ever legislative effort to restrict carbon emissions
throughout the supply chain, which enforces that only certain types of products that
comply with California's rigorous emission regulations are permitted for public
procurement (Carlisle, et al., 2022). Geographical affinity is also another contributor to
the “trading up”. Analysing the chemical industry (Holtmaat, Adolph, & Prakash, 2020)
demonstrates that domestic firms adopt better self-regulation if firms in neighbouring

countries adopt similar jurisdictions.

All in all, developments in international trade might fundamentally alter the course of the

world's attempts to prevent climate change (Brauch, Arnold, Klonsky, & Everard, 2021).
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V. THEORETICAL FRAMEWORK

The California Effect

“The California Effect” is the term used to describe how wealthy and prominent
economies encourage a "race to the top" in terms of regulatory standards among their
trading partners (Vogel, 1997). The GDP of California in 2021 was $3.35T, or 14.6 %
of the whole U.S. economy, and if it were a nation, it would rank fifth in the world in
terms of productivity, surpassing that of the UK and India (Hughes, 2021). Due to
California's relatively large market, the state has significant economic clout, which has
increased both national and international businesses' willingness and capacity to produce
goods that adhere to California's unique regulatory norms (Vogel, 2018). Thanks to this
market access leverage, by setting stricter environmental adjustments, larger economies
may increase domestic producers' competitiveness, satisfy environmentalists’ demands,
and influence their trading partners to produce more environment-friendly goods.
Moreover, large economies like the EU may negotiate to improve the environment in their

international agreements. (Vogel, 1997)

As Vogel argues, when a nation depends heavily on exports to a sizable "greener” market,
a "race to the top" frequently occurs (Vogel, 2018). For him, domestic firms support
greener regulations in the developed markets for three reasons: First, thanks to better
environmental standards in their domestic markets, they fulfil the requirements of their
profitable export markets and continue to sell their products. Secondly, if their domestic
markets adopt the same regulations by selling the same products to domestic and export
markets, these firms may enjoy “economies of scale”. Lastly, these export-oriented firms
also gain an advantage over firms mainly producing for the domestic market (Vogel,
2018).

As (Vogel, 1997) argues, the “California Effect” has been very significant for the EU due
to its large market, economic integration, and strong institutions. To reach the EGD
objectives, establish a “level playing field” for its industries, and to incentivise its trading

partners to contribute to its climate efforts, the EU has been setting new environmental
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adjustments like CBAM, which has considerable effects on the market access and
competitiveness of exporters of other countries like Turkey.

The EU is the top export market for Turkey due to their deep economic integration thanks
to Customs Union Agreement. Due to the CBAM and other trade-related measures of the
EU, Turkey has been setting new policy documents, rules, and institutional adjustments
to maintain competitiveness and market access to comply with the EGD. Moreover,
export-oriented producers in Turkey that will be affected by CBAM are in favour of better
regulations in Turkey. Considering the advanced economic ties of Turkey with the EU,
Turkey may show a similar pattern of the “California Effect” to improve the
environmental quality of its products to comply with the regulations taken by the EU in
the scope of the EGD. Therefore, in this dissertation, California Effect will be used to

analyse Turkey-EU trade relations in terms of the European Green Deal.
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V. METHODOLOGY

Research Aims

There are three main aims of this dissertation. The first is to contribute to Turkey’s green
transition through the lens of David Vogel’s “Trading Up” idea by employing the
“California Effect”. Since the economies of the EU and Turkey are closely tied together
in a Customs Union and two other FTAs, it is critical to determine how the EU's actions
on climate change will affect Turkey's economy. The second aim is to contribute to the
literature on the governance of this process in Turkey. The third one is to contribute to

the green transition of Turkey’s international trade through policy recommendations.

“* Research Question
o How does the trade-related CBAM of the European Green Deal affect
Turkey’s Trade Integration with the EU?
+* Sub Questions

= Which measures does European Green Deal Envisage?

. How does EU-TR Trade Relations Structure?

= How do CBAM measures affect Turkey-EU trade?

= How is Trade Policy Governed in Turkey?

= Which policies are employed in Turkey to mitigate the adverse
effects of CBAM and foster its positive outcomes?

= Which policies can contribute to Turkey’s green transition?

Data Collection Methods

The CBAM of the European Green Deal will be analysed by using secondary data derived
from emerging literature from academia, open-source reports from the World Bank and
other international institutions such as UNDP, official documents of both the EU and
Turkey and studies conducted by civil society organisations such as TUSIAD and IKV,

as well works of numerous think tanks.
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Limitations

There are four main limitations in the scope of this dissertation. Firstly, it is mainly
focused on secondary data. A more detailed analysis could be conducted by using primary
data. Interviews with state officials and exporters would enhance the quality of the
research. Secondly, even though the possible effects of the Carbon Border Adjustment
Mechanism have been thoroughly studied, the EU has not legislated it yet. Likewise, there
is no empirical evidence of CBAM or CBAM-like measure in the world except for the
California Electricity market. Therefore, both the scope and practical outcomes of CBAM
will be different than anticipated. Thirdly, literature on the effects of CBAM on Turkey’s
trade relations with the EU is still emerging. This creates a limitation for the depth of the
analysis. Lastly, access to some official draft documents in Turkey is limited, hindering
further study of possible policies regarding the research topic. All in all, all these

limitations make it harder to draw precise conclusions regarding the research area.
Ethics

This research has been conducted in line with the Ethical Review Process of the

University of Sussex.
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CHAPTER 1: CBAM AND THE TURKISH ECONOMY

1.1.  Carbon Pricing

Putting a price on carbon is a market-based method to mitigate GHG emissions, reflecting
the idea that the “polluter pays” the price (CPLC, 2022). Carbon pricing may also cover
the external costs associated with manufacturing and using products with a high carbon
footprint, defined as scopes. (Brenton & Chemutai, 2021) states that “Scope 1” emissions
are produced directly by owned or managed sources, such as burning fuel in onsite gas
boilers. “Scope 2” emissions resulting from the operation of equipment that uses the
power purchased and are indirectly tied to the purchase of energy, heat, steam, or cooling.
On the other hand, all additional indirect emissions, such as those from inputs acquired
from outside suppliers, employee commutes, business trips, trash management,
distribution, and energy required to consume the product (such as electricity used to heat
water for preparing vegetables), are considered as “Scope 3” emissions (Brenton &
Chemutai, 2021).

Figure 6: Carbon Pricing Instruments (CPIs) Across the World as of August 2022
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There are several benefits of carbon pricing. Carbon pricing may flexibly and affordably
cut emissions in the economy (Vivid Economics, 2018). In addition to “keeping 1.5

alive”, carbon pricing can also increase energy and industry effectiveness, reduce
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dependency on energy imports, promote clean air, protect and regenerate landscapes, and
help governments with a significant source of revenue (World Bank, 2022d). As of
August 2022, sixty-eight carbon pricing instruments (CPIs), like carbon tax and emissions
trading systems (ETSs), are already in use in the world, and three more are slated for
introduction (World Bank, 2022d) (see Figure 6).

1.2. Carbon Leakage

However, carbon pricing might harm the nation’s global competitiveness of emission-
intensive and trade-exposed industries (EITE) because to avoid carbon costs, investment
and production may flee to other countries that have less stringent regulations, which is
known as “carbon leakage” (Evans, Mehlingc, Ritza, & Sammone, 2021). Putting a price
on carbon without a border carbon adjustment mechanism may trigger carbon leakage
between 5% and 25% (Branger & Quirion, 2014).

1.3.  Carbon Border Adjustment Mechanism (CBAM)

The idea of dealing with carbon leakage has long been discussed worldwide. For instance,
in the 1980s and 1990s, the United States employed the border regulation mechanism for
the first time to offset the taxes on domestic products on imports of specific chemicals
and to charge the entrance of ozone-depleting compounds (TUSIAD, 2020). According
to (Branger & Quirion, 2014) a CBAM can help reduce carbon leakage by 6%. However,
although California has been using a limited Carbon Border Adjustment Mechanism
(CBAM) since 2013, no country currently uses a CBAM (House of Commons
Environmental Audit Committee, 2022, p. 9). Moreover, as in California's electricity
sector, this mechanism may cause “resource shuffling”, a type of leakage that gives the
impression of lower emissions without lowering net emissions to the air (Pauer, 2018).
Yet, in addition to the EU, CBAM is likely to be adopted by other countries, including
the UK, Canada, and the US (Brauch, Arnold, Klonsky, & Everard, 2021).

14. EUCBAM

One of the most significant megatrends that will influence economic and social growth
in the upcoming decades is the decarbonisation of the European economy (Jarostawska-
Soboér, 2021). Since 2005, to combat climate change, the EU has been pricing GHG
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emissions through its pioneering Emissions Trading System (ETS), which is the world's
most potent carbon pricing mechanism. (Department for Business, Energy & Industrial
Strategy, 2020). The new CBAM will be applied to products under the current ETS
system, which accounts for 94 % of all EU emissions (Kusgu, 2022, p. 82). The proposed
CBAM will cover the carbon emissions of these products at prices equal to the recent
carbon price within the EU ETS. Therefore, importers must purchase special certificates
after 2026 (Jarostawska-Sobor, 2021). On the other hand, countries integrated into the
ETS of the EU (i.e., Iceland, Liechtenstein, and Norway) will be exempt from CBAM
(Environment Protection Agency, 2022). Therefore, combining with the EU ETS will

benefit countries in the near future to maintain their competitiveness.

CBAM plans to tax imports to the EU according to the carbon density of those products
(Tung, Akbostanci, & Tiiriit-Asik, 2022). According to the new CBAM proposal, if non-
EU companies that export goods from specific industries (i.e. iron & steel, cement,
fertilisers, aluminium, and electricity) are not bound to any carbon pricing system (like
carbon tax or cap and trade system) in their domestic markets, they will be subject to
carbon levy at EU borders (Deloitte, 2022).

By correcting intra-EU competitive distortions (carbon leakage), Carbon Border
Adjustment Mechanism (CBAM) wants to ensure the EU's treaty-based polluter-pays
principle (Bongardt & Torres, 2020, p. 178). With the CBAM, the EU hopes to persuade
other countries to mitigate their emissions and take climate action (Gross, 2021, p. 15).
To illustrate, the EU envisage that the proposed CBAM design will cut worldwide
emissions in the relevant sectors by 0.4% and EU emissions by nearly 1% until 2030

(European Commission, 2021c).

According to the impact assessment conducted by EC, there are four objectives of CBAM,
which are: to address the risk of carbon leakage; contribute to the EU's decarbonisation
goals; incentivise industries in other economies that sells products to the EU to adopt low
carbon technologies; and make sure that the price of imports more accurately reflects their

carbon density (European Commission, 2021c).
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The effect of CBAM on each nation will ultimately depend on a variety of variables, such
as the degree of consumer cost pass-through, emission intensity and its potential for
reducing them in comparison to competitors, potential export diversions, and the capacity

of exporting countries to accurately measure and report emissions (Besley, et al., 2022,
p. 5).

Reflections regarding the EU’s CBAM vary. On the one hand, a Climate Club system
that imposes minimal economic sanctions on non-participants may cause the formation
of a sizable, durable coalition and significant levels of mitigation (Nordhaus, 2015).0On
the other hand, many developing nations are worried that the EU's CBAM pursues
protectionist goals. Therefore, it may generate trade irritations threatening international
climate change mitigation efforts (Gléser, Kleimann, Panzeri, & Vangenechten, 2022)
Moreover, due to the current practical and legal implementation limits, the feasibility of
CBAM can be significantly decreased (Bohringer, Fischer, Rosendahl, & Rutherford,
2022).

1.5.  Economic Integration of Turkey and the EU

The Turkey-EU trade ties are based on an Association Agreement signed in 1963 and a
Customs Union agreement signed on 31 December 1995 (European Commission, 2022¢).
Thanks to the enhanced competition dynamics and market access benefits generated by
CU, the composition of Turkish exports changed in line with the changing production
structure and scales (Directorate for EU Affairs, 2019). Aside from traditional industries
like clothing, textiles and agriculture, high-value-added sectors like automotive,
machinery, and electronics expanded their share of overall exports while also improving
their competitiveness in the EU (Ministry of Trade, 2022). In this regard, between 1995
and 2021, the percentage of cloth goods fell from 42.1 % to 19.2 %; the share of
agricultural products exported to the EU fell from 15.4 % to 7 %; however, the percentage
of machines and equipment commaodities rose from 2.7 % to 10.0 %; the proportion of
automotive rose from 2.5 % to 17.4 %, and the share of iron and steel products rose from
3.2 %10 10.0 % (Ministry of Trade, 2022).
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Turkey is also becoming increasingly involved in European supply chains (Aydintasbas
& Dennison, 2021). The EU defines Turkey as a critical trading partner (Toygiir, Tekin,
Lecha, & Danforth, 2021). To illustrate, Turkey was the sixth most significant exporter
of EU commodities (3.6 %) and the sixth largest importer of EU goods (3.7 %) in
2021 (Eurostat 2022). On the other hand, the EU is Turkey's top trade partner, accounting
for 31.5 % of total imports and 41.3 % of total exports in Turkey (Ministry of Trade,
2022).

Moreover, the EU is the most significant FDI source for the Turkish economy. As
described in Figure 7, although the Foreign Direct Investments (FDI) of the EU in Turkey
fell from 72.5% in the 2005-2009 era to 65.5% in the 2010-2014 period, it still consists
of 58.4% of the total FDI in Turkey between 2015-2020 timeframe (Presidency of the
Republic of Turkey Investment Office, 2021, p. 23).

Figure 7: Geographical Distribution of FDI Resources in Turkey

Geographical Distribution of FDI Resources (Billion USD, 2005-2020, %)
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1.6.  General Effects of the EGD on Turkey’s Trade Integration with the EU

Implementing legislative measures declared by the EC under the EGD might result in
significant cost increases for Turkish exporters of energy-intensive goods, including
cement, steel, and aluminium (Bennett, 2021). The EGD will impact the Turkish economy
in two ways: the anticipated implementation of the circular economy rules and the Carbon
Border Adjustment Mechanism (Acar, Asici, & Yeldan, 2022). Although the EGD could
transform international trade via establishing a circular sustainable product form under
the Circular Economy Action Plan (Emil & Bayiilker, 2021), due to the limitations, the
scope of this dissertation excludes the potential impacts of the Circular Economy on

Turkey’s economy.

CBAM, on the other hand, plans to tax imports to the EU according to the carbon density
of the imported goods (Tung, Akbostanci, & Tiirlit-Asik, 2022). However, in general,
Turkish industries emit more GHG in the production process than the EU27 industries
(World Bank, 2022b). (See Figure 8). Hence, the CBAM will negatively affect the
competitiveness of Turkey because these industries will encounter additional To
illustrate, Turkey is by far the largest CBAM-covered cement exporter to the EU,
accounting for 29.6% of cement, and a significant iron and steel exporter (8.6%),
aluminium (5.6%) and electricity (1.5%) (Kardish, Méder, Hellmich, & Hall, 2021).

Figure 8: Emission Intensity for Turkey and selected economies.
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Although the effects of CBAM on carbon-intensive sectors will be significant, the overall
effect of the mechanism on Turkey’s economy will be relatively limited (World Bank,
2022b, p. 95). According to a study, the CBAM's potential negative implications on the
Turkish economy would be only between 2.7 and 3.6 % GDP loss by 2030 compared to
the business-as-usual base path (Acar, Asici, & Yeldan, 2022). However, other countries,
including the UK, Canada, and the US, will likely adopt similar mechanisms (Brauch,
Arnold, Klonsky, & Everard, 2021). If larger nations create a “Climate Club”, future
effects of CBAM will be more significant to Turkey.

1.7.  Sectoral Impacts of CBAM on Turkey

The CBAM has sped up sectoral debates in Turkey on the green transformation process
and research on carbon pricing, which may have a detrimental effect on Turkey's ability
to compete, given that it exports roughly half of its goods to EU nations (Kenanoglu &
Ozokcu, 2022). In this part, the sectoral impacts of CBAM on Turkey’s three selected

carbon-intensive sectors, namely steel & iron, aluminium and cement, will be analysed.

Turkish Steel Sector

Apart from Customs Union Agreement mentioned above, the European Coal and Steel
Community (ECSC) and Turkey signed an additional free trade agreement (FTA) on coal,
iron, and steel goods in 1996 (Yalcin & Felbernayr, 2021). This ECSC agreement
mutually reduced customs charges on the steel trade (EUR-Lex, n.d.). The deal allows
EU members to trade Turkey’s iron and steel products duty-free. Additionally, according
to the terms of the ECSC agreement, the government is prohibited from aiding the steel
industry (EUR-Lex, n.d.).

Steel industry is one of the most advanced industries in Turkey. According to the Turkish
Steel Exporters’ Association (CIB, 2022), the fourth most significant sector of the
Turkish economy is the steel industry, with 7.4 million tonnes, or 31% of all Turkish steel
exports. Besides, the European Union will remain Turkey's top steel export market in
2021. (See Figure 9)
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Figure 9: Turkey’s Iron & Steel Export to the EU27 (2005-2020)

45 - - 40
40 - 35
35 - 30
30 -

- 25
25 -

- 20
20 A
4E F 15
10 A - 10
5 ]
0

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

— Share of export in production (left axis)
~ Share of EU exports in total exports (right axis)

Source: (CIB, 2022)

Due to the FTA with the EU, Turkey's steel output has grown dramatically from 15
million tonnes in 2001 to 40.4 million tonnes in 2021. Turkey is the seventh-biggest
producer worldwide and the largest producer in Europe (CIB, 2022). Thirty-seven % of
Turkish Iron and steel exports consumed by the EU, which on average accounts for $5
billion annually since 2018, are under threat of CBAM because the energy intensity of
this sector higher than the Republic of Korea and the EU. Yet, it is lower than Russia and
China (World Bank, 2022b, p. 95). The potential income losses in exports to the EU
(depending on the carbon price of 30 or 50 euros per tonne) are 1.7 % to 2.8 % in the iron
and steel industry; (TUSIAD, 2020).

Yet, Turkey is considered a carbon-efficient steel manufacturer compared to its rivals
since its production methods mainly focus on electric arc furnaces and integrated plants
(75%) more than any other type of steelmaking (SEFIA, 2022). Currently, Turkey has 3
BOF facilities, 11 induction furnace plants, and 26 electric arc furnace mill units (EAF)
(CIB, 2022). Therefore, the steel sector of Turkey is in a favourable position relative to
other nations in terms of carbon intensity. Turkey emits almost half of the emissions from
China and Ukraine, the EU's other two main trading partners, when comparing the carbon

intensities of steel manufacturing (Aylor, et al., 2020). (See Figure 10)

A carbon price affects the sourcing choices and trading connections of EU participants.
Importers of steel from the EU may strengthen their ties with low-carbon manufacturers
in countries like Turkey and India (Aylor, et al., 2020, p. 8). Therefore, Turkey may build

better partnerships with EU buyers and take steel share from its rivals.

32



Figure 10: Import Share and Carbon Emissions of Steel Producers
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Aluminium Sector

Together with the Iron & Steel Sector, the aluminium sector is one of the most significant
sectors in Turkey. Due to its share in export and contribution to the labour market,
Turkey’s aluminium sector must retain its competitiveness. To illustrate, the industry
hosts 1500 active firms which employ more than 30.000 labour (ASO, 2017, p. 11).
Besides, with a share of 35%, the aluminium industry currently holds the top spot in the
export of ferrous and non-ferrous metals, the industry has increased by 10% over the past
ten years (Istanbul Ferrous and Non-Ferrous Metals Exporters' Association, 2022). For
instance, in 2021, the aluminium exports of Turkey jumped to 5.1 billion dollars
(Cirakoglu, 2022), and EU countries received 51% of this export (Kenanoglu & Ozokcu,
2022). (See Figure 11).

Figure 11: Turkey’s Aluminium Export to the EU27 (2005-2020)
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Although aluminium production in Turkey is also highly exposed to CBAM, compared
to its other significant exporters like the EU and China, Turkey's non-ferrous metals
(including aluminium) production performs somewhat better in terms of emissions
intensity (World Bank, 2022b, p. 95). Due to their extensive electricity usage, businesses
manufacturing aluminium have been shown to consume fewer hydrocarbons than other
industries (Kenanoglu & Ozokcu, 2022). For instance, in comparison to other major
exporters like China (93 tCO2e/Million USD), Turkey's output of non-ferrous metals
(including aluminium) performs somewhat better in terms of emissions intensity at 85
tCO2e/Million USD (Besley, et al., 2022, p. 5).

Cement Sector

Turkey is the world's sixth largest cement producer (European Commission, 2017). (See
Figure 12). Moreover, after Vietnam, it is the second-largest cement exporter in the
world, with 1.2 billion dollars in exports in 2020 (Ministry of Industry and Technology,
2022). On the other hand, Turkey exports 21% of its cement production and realises 20
% of total exports to the USA, but only 10 % to the EU. (Kenanoglu & Ozokcu, 2022).

Just like other EITEs, the CBAM will also negatively affect cement export to the EU.
According to the estimation of (TUSIAD, 2020) the cement industry will be the most
negatively impacted, with a cost of 170 million Euros if a fee of 30 Euros per tonne must
be paid for CO2 emissions from exports to the EU market. Besides, the potential income
losses in exports to the EU (depending on the carbon price of 30 or 50 euros per tonne)
are 13.2 % to 22 % in the cement industry; (TUSIAD, 2020). Likewise, Cement exports
to the EU would be around 5.8% lower under the current CBAM proposal of the EU than

under the baseline scenario, which assumes there is no CBAM (Besley, et al., 2022).

There are some drawbacks of the Turkish Cement Sector regarding energy usage. Firstly,
according to a sectoral report of the Turkish Cement Manufacturers’ Association, about
80% of the cement cost is based on foreign currency fuel and electricity costs
(TURKCIMENTO, 2022). Therefore, it is affected by soaring energy prices. Secondly,
Turkey has a wide variety of cement factories, and around 35% of the 54 have a licence

to use waste as an alternative fuel source. However, this only accounts for a thermal
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substitution ratio of about 5% compared to 44% (in some facilities, even 100%) of the
EU members (TURKCIMENTO, n.d.).

Figure 12: Main Cement Producers in the World
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Turkish cement's low volume of exports to the EU market retards the need for preparation.
It is believed that the lack of demand for emission reductions from their present clients
will hinder cement businesses' transition (Kenanoglu & Ozokcu, 2022).  Still, the
negative impact will incentivise Turkish firms to increase their investment in
environmental and innovative solutions (Ministry of Industry and Technology, 2022).
For instance, thanks to the EGD and CBAM, carbon capture, energy efficiency,
alternative and renewable energy sources, digitalisation and decarbonisation efforts are
gaining prominence in the Turkish Cement industry (TURKCIMENTO, 2022).



CHAPTER 2: GOVERNANCE OF GREEN TRANSITION IN TURKEY

While the competitive advantage in today’s economy is gained with cost, logistics and
agility, it will be achieved via sensitivity to climate change, carbon footprint and green
production capacity due to the EGD (Kusgu, 2022, p. 80). Therefore, as mentioned in the
previous chapter, the competitiveness of Turkish emission-intensive and trade-exposed
industries (EITE) in the EU market is projected to be affected by the possible implications
of the trade policy measures of the EU, like the Carbon Border Adjustment Mechanism
(CBAM).

Since the second half of the 1990s, Turkey's institutions, particularly the quality of
regulations, have benefited from the country's integration into the global economy, which
has increased particularly because of the Customs Union (TUSIAD, 2021, p. 22).
Likewise, the market pressure caused by the CBAM proposal has boosted the support for
a green transition in Turkey and resulted in considerable changes in both high-level policy
documents and the institutional structures to mitigate the negative impacts and grasp the
benefits of EGD.

2.1.  Main Policy Documents

The development toward net-zero emissions and environmental preservation is strongly
influenced by political goals, policies, laws, norms, and regulations (Muench, et al., 2022,
p. 15). In this respect, even if Turkey has only partially addressed combatting climate
change, it has been reflected in the strategies and action plans created in various
disciplines (TUSIAD, 2020). Moreover, Turkey has been working on comprehensive
regulations aligned with the EGD (Ediboglu, 2022).

To begin with, on 22 April 2016, Turkey signed the Paris Climate Agreement with the
delegations of 175 nations (Ministry of Environment, Urbanisation and Climate Change,
2021). After countries from all over the world signed the historic global climate accord,
they officially declared the post-2020 climate activities they intended to take under the
novel international pact, known as Intended Nationally Determined Contributions
(INDCs) (World Resource Institute, 2022). Accordingly, on 30 September 2015, Turkey
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submitted its INDCs to the Paris Climate Agreement, which foreseen that greenhouse gas
emissions will be reduced by an increase of up to 21% in 2030, according to the reference
scenario (BAU) (Ministry of Environment, Urbanization and Climate Change, 2018b).
On the other hand, the PCA had not been ratified for an extended period of time, which
was highly criticised by both the EU (European Commission, 2020), the business sector
(TUSIAD, 2020), and the NGOs (TEMA, 2018) in Turkey. Only six years later, the Grand
National Assembly of Turkey ratified the Paris Climate Agreement with the “Law
Concerning Approval of the Paris Transaction” on 7 October 2021 (Official Gazette,
2021Db). The possible impact of a planned EU CBAM helped push Turkey to ratify the
PCA (Weise, 2021).

After the EU announced its “Fit for 55” green transition package that includes CBAM,
Turkey announced its Green Deal Action Plan (GPAP) on 16 July 2021, revealing the
steps to be taken to harmonise with the European Green Deal. The GDAP include 32
targets and 81 policy measures under nine main activity areas covering CBAM, a green
and circular economy, green finance, clean, affordable, and secure energy supply,
sustainable agriculture, sustainable smart transportation, combating climate change,
diplomacy and the EGD information and awareness campaigns (Ministry of Trade, 2021).
The GDAP gives the impression that the fight against climate change is driven solely by
economic and commercial interests because the Ministry of Trade announced it, and the
Ministry of Environment, Urbanization and Climate Change is not included in it
(Bostanoglu N. M., 2022, p. 53). To support this economy-oriented Green Deal Action
Plan, The Turkish Scientific and Technological Research Council (TUBTAK) has
produced guidelines on critical research and development (R&D) and innovation areas
for green growth. It gives them a higher priority in their assistance programmes
(TUBITAK, 2022).

Furthermore, as stated in the 2023 Industry and Technology Strategy of Turkey (Republic
of Turkey Ministry of Industry and Technology, 2019), in line with the green production
approach, Turkey plans to support the new investments based on cleaner production and
technology-intensive modernisation of infrastructure in organised industrial zones and

enterprises to mitigate the adverse effects of the industrial output.
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According to Turkey’s new Foreign Direct Investment (FDI) strategy (Presidency of the
Republic of Turkey Investment Office, 2021, p. 48), the regulatory framework governing
production and international commerce will be rebuilt through legislative action by the
Sustainable Development Goals (SDG) and the European Green Deal; mechanisms for
encouraging sectoral transformation will be set up to ensure adherence to the European
Green Deal, and studies will be conducted to improve the business environment's and
regulatory framework's conformity with the SDGs of the UN and the EGD of EU.
Considering that nearly half of Turkey’s FDI comes from the EU (see Figure 8), the

direction of Turkey’s new FDI strategy reflects the transformative influence of the EU.

Medium-Term Programme (MTP) is a strategy document that is part of the multiannual
budgeting process and sets macro policies and objectives for Turkey (Ministry of
Treasure and Finance, 2018). As stated in the latest MTP 2022-2024 (Presidency of
Strategy and Budget, 2021), the implementation of new policies by nations, particularly
in the EU, Turkey’s top export market, brings the necessity for a green transformation of
the Turkish economy. Therefore, to integrate with global value chains and lure more
foreign investment, Turkey has announced seven objectives which include increasing
export competitiveness in international trade via boosting investments which aim to
decrease GHG emissions and increase productivity; developing and spreading necessary
green production technologies via supporting R&D; creating sustainable industry and
economic zones; developing the regulatory framework of the financial sector;
encouraging green bond and Sukuk instruments to finance environmentally sensitive
investments; supporting energy and resource-efficient investments to mitigate adverse
effects of climate change; expanding of zero waste practices, and reducing the import of
waste, excluding those in critical parts of manufacturing (Presidency of Strategy and
Budget, 2021). Moreover, under the “Green Transformation” chapter of MTP, it is stated
that “By promoting investments that aim to raise productivity and reduce the growth of
greenhouse gas emissions, export competitiveness will be improved by international trade

regulations on climate change.” (Presidency of Strategy and Budget, 2021).

Likewise, in the New Economy Program (NEP) (2021-2023) of Turkey, which the
Ministry of Treasury and Finance has announced, it is stated that “by coordinating the
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public, private sector, NGOs and universities, within the scope of the Turkey-EU
Customs Union, necessary steps and preparations will be carried out in dialogue with the
EU to adapt Turkeys export to the European Green Deal” (Ministry of Treasury and
Finance, 2021). Both the new MTP and the NEP reflect that adaptation to EGD has gained
prominence in the budget priorities of Turkey.

Lastly, in addition to updating existing policy documents, Turkey is also working on other
comprehensive regulations such as drafts of climate law and emissions trading regulation
(Ediboglu, 2022) to adapt to the green transition, which arises from the need to comply
with the EGD of EU.

2.2.  Institutional changes

The green transition is driven mainly by policymakers and governing bodies (Muench, et
al., 2022, p. 15). Therefore, there is a leading role of government and public institutions
in Turkey. The creation of these institutions in Turkey was influenced by the Customs
Union and EU accession processes and by interactions with global organisations,
including the WTO, IMF, World Bank, OECD, Council of Europe, and NATO (TUSIAD,
2021, p. 22). With the potential implications of EGD policies, institutions in Turkey are
once again influenced by the EU. Accordingly, many public authorities are restructured,
and several coordination and regulation mechanisms have been established in Turkey to

mitigate the adverse effects and enjoy the benefits of the green regulations of the EU.

To begin with, on 4 February 2020, under the coordination of the Ministry of Trade,
Turkey established a Green Deal Working Group, which consists of the Presidency of
Strategy and Budget, and other ministries (Ministry of Trade, 2021). The Working group's
main objectives are to hold technical level meetings and provide sectoral-based

consultations with private sector actors.

Moreover, Turkey has begun a thorough dialogue with many stakeholders about the
actions to be made regarding green transformation and carbon pricing. In line with its
2053 net zero emission and green development goals, Turkey also established an “/klim

Surasi1” (Climate Council) to create a road map to contribute to the development of
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climate legislation, fundamental policies, and priority actions in the context of reducing
greenhouse gas emissions and adapting to climate change (Climate Council, 2022a). The
Climate Council held its first meeting on 25 February 2022 and announced 217
recommendations, such as energy efficiency, transportation, GHG emissions reduction,
agriculture, waste, buildings, and climate change (Climate Council, 2022b). These policy
recommendations will have a considerable effect on the future climate policies of Turkey
(Sahin, The Climate Council: Groundbreaking Work or Missed Opportunity, 2022).

In addition, according to (Presidency of the Republic of Turkey Investment Office, 2021),
the Sustainable Development Goals (SDGs) of the UN and related global trade and
investment regulations will have a particular impact on the investment choices of
investors from the EU. Moreover, it is argued that countries unable to match their supplier
base and economic environment with the SDGs are in danger of falling behind
(Presidency of the Republic of Turkey Investment Office, 2021). Therefore on
19.07.2022, under the Presidency of Strategy and Budget, National Sustainable
Development Coordination Board Was Established by Presidential Circular No 2022/12
to monitor and coordinate the implementation of the Sustainable Development Goals
(SDGs) at the national level (Presidency of Strategy and Budget, 2022).

Furthermore, with Presidential Decree No. 85 published in the Official Gazette on 29
October 2021, the Ministry of Environment and Urbanization was changed to the
Ministry of Environment, Urbanization and Climate Change (Official Gazette, 2021c). It
emphasises the increasing prominence of climate change in the Turkish bureaucracy.

Lastly, to protect from the adverse effects of CBAM, the Turkish public and business
sectors are collaborating closely with the European Bank for Reconstruction and
Development to create a domestic carbon market (Kardish, Méader, Hellmich, & Hall,
2021). Exporting companies may avoid issues if Turkey develops a plan consistent with
the EU's system, implements a trustworthy carbon certification system, and convinces the
EU to recognise the system's reliability by negotiating a bilateral agreement (Ediboglu,
2022). In this regard, Turkey is building a national ETS to retain its competitiveness in
the EU (Ozokcu, 2022, p. 4).
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2.3. NGO and Business Sector

Non-governmental organisations and the business communities in Turkey support the
EGD and are closely interested in it. Leading non-governmental organisations in Turkey
such as The Union of Chambers and Commodity Exchanges of Turkey (TOBB),
Economic Development Foundation (IKV), the Foreign Economic Relations Board of
Turkey (DEIK), Turkish Industry and Business Association (TUSIAD), has prepared
several reports, conducted several projects and awareness campaigns regarding the effects

of EGD on Turkey’s economy.

More giant corporations are already working on the possible implications of the CBAM
issue by conducting their research and development and even making efforts to create
their energy from renewable sources (Ediboglu, 2022). For instance, a study conducted
by 94% of respondents have climate change reporting engagements, 42% have low
carbon transition plans, and 42% use internal carbon prices. More specifically, export-
oriented firms placed a greater emphasis on environmental issues than domestic-oriented
firms, perhaps because they must adhere to sustainability standards required by export
destinations, particularly the EU (World Bank , 2022¢, p. 27).

On the other hand, some sectors are reluctant to take firmer regulations. For instance, The
Cement Industry demands establishing rules that reflect the realities of Turkey, which are
not further than the requirements of the EU legislation, and which consider the costs
(TURKCIMENTO, Emissions, n.d.). As mentioned before, the EU has a minimal export
share in the Turkish cement sector, which may explain their reluctance.

However, small-scale players are unable to implement these green transition measures
due to the high adaptation costs (Ediboglu, 2022). Moreover, lack of financial resources,
low awareness, and lack of skilled labour pose a threat for SMEs. For instance, 40% of
SMEs in Turkey did not invest in increasing resource efficiency, and 29% allocated less
than 5% of their revenue to this area (Karamollaoglu, 2021). In Turkey, 36 % of total
export is done by 90.000 SMEs (KOSGEB, 2022). Therefore, their participation in the

green transition should be encouraged by incentives.
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VII. CONCLUSION

Climate change and its devastating effects push nations to take more stringent measures
to tackle human-related GHG emissions. In this respect, the EU has announced its new
growth strategy European Green Deal as a roadmap to achieve the “Net Zero” target by
2050. The EU has announced Carbon Border Adjustment Mechanisms to incentivise its
trading partners, which considerably impact carbon-intensive industries.

Thanks to Customs Union, Turkey has a profound and compressive trade integration with
the EU. Therefore, CBAM and other trade-related EU significantly affect the Turkish
economy. The new CBAM proposal will affect Turkey's competitive advantage and
market access, increasing the demand for green transformation in Turkey. As Vogel
argued, stringent environmental trade rules of the EU incentivised Turkey to update its
policy documents, and regulations, transform its institutional structures and increase the

support for green transition among NGOs and the business sector.

This green transformation may benefit the country in several ways. Firstly, the actions
Turkey will take to bolster the fight against climate change with tangible measures, both
in the public and private sectors, will support the competitive environment shaped by the
dynamics of the green economy in international trade. Moreover, it will help Turkey to
maintain its market share on a global level (TUSIAD, 2020). In addition, it is anticipated
that Turkey’s stance on climate change will impact its ability to bargain with the EU in
discussions regarding subjects like the upcoming Custom Union Modernization
negotiations (Ministry of Environment and Urbanization, 2018a). (Also see (World Bank,
2022b)

On the other hand, to grasp the benefits of this green transition and mitigate the
implications of CBAM, it may be beneficial for Turkey to implement several policy
recommendations. To begin with, due to the soaring carbon prices, it may
be less expensive for a country to adaptto possible outcomes of the EGD
than to be regulated by it (Tosun O. , 2022). Therefore, lowering the carbon intensity of
Turkey's power system may also be seen as a policy move to protect the country's export-
oriented sectors (IASS/IPC/UfU/IET, 2022).
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Despite the hydroelectric, solar, wind, and geothermal energy sources making up 54% of
the nation's power generating capacity in 2021, the country still lags in energy
transformation beyond electricity (Elgendy & Tastan, 2022). Furthermore, Turkey should
update its National Climate Change Action Plan and National Climate Change Strategy
(IEA, 2021). Lastly, accelerating the present preparations for establishing an emission
trading system in Turkey (ideally connected to EU ETS) will reduce economic losses
(Acar, Asici, & Yeldan, 2021).

In conclusion, the lure of the EU single market and the competitive pressure in
international trade push Turkey to establish better regulations and institutions. The

opportunities arise from EGD may be enjoyed if solid policies are initiated.

THE END
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