

  
    
            
        
      
      
        
          
        

        
          
            
          
        
        
          
            
              
                
              
            

            
              
                
                  Recently Searched
                

              

                
                  
                      
                      
                        
                      
                  

                
              
                No results found
              

            

          

          
            
              

                
              
            

            
              
                Tags
              

              
                
                  
                      
                  
                
              

              
                

              

              
                No results found
              

            

          

          
            
              
                
              
            

            
              
                Document
              

              
                
                  
                      
                  
                
              

              
                

              

              
                No results found
              

            

          

        

      

    

    
      
        
          
        
      
              

                        
  
  

                
            
            
        
        English
                        
          
            
            
              
                Home
                
                  
                
              
              
                Schools
                
                  
                
              
              
                Topics
                
                  
                
              
            

          

        


        
          Log in
        
        
        
        
        
          

  





  
    
      
      	
            
              
              
            
            Delete
          
	
            
              
              
            
          
	
            
              
                
              
              
            
          
	
          

        
	No results found


      
        
          
        
      
    

  







  
      
  
    
    	
                                    
              Home
            
            




	
                          
                
              
                        
              Other
            
            


      
                  state and    trends of the
      

      
        
          
            
              
                
              
            
            
            
              
                Share "state and    trends of the"

                
                  
                    
                  
                  
                    
                  
                  
                    
                  
                  
                    
                  
                

                
                  

                  
                    COPY
                  
                

              

            

          

          
            
              

                
              
            
          

        

      

    

    
      
        
          
            
              
            
                          
                N/A
              
                      


          
            
              
            
                          
                N/A
              
                      

        

        
                      
              
                
              
                               Protected
                          

                    
            
              
            
            
              Academic year: 
                2022
              
            

          

        

        
          
            
            
                
                    
                
                Info
                
                

            
            

            

                        
  

                
        Download
          
              

          
            
              
                
                Protected

              

              
                
                
                  Academic year: 2022
                

              

            

            
              
                
                  
                
                
                
                  
                    Share "state and    trends of the"

                    
                      
                        
                      
                      
                        
                      
                      
                        
                      
                      
                        
                      
                    

                    
                      

                      
                        
                      
                    

                    Copied!

                  

                

              

              
                
                  
                
              

            

            
              
                
                84
              

              
                
                0
              

              
                
                0
              

            

          

        

      

      
        
                              
            
            84
          

          
            
            0
          

          
            
            0
          

        

      

    

  



  
        
                    
  
    
    
      
        Loading....
        (view fulltext now)
      

      
        
      

      
      

    

  




  
      

                    Show more (   Page )
        
  


  
      

                    Download now ( 84 Page )
      



      
            
  
    Full text

    
      (1)Washington DC, June 2011



state and    trends of the



2011



(2)
(3)
 state and    trends of the



2011



Environment Department



This report was prepared by a World Bank team comprising of Nicholas Linacre, Alexandre Kossoy and Philippe Ambrosi,



with important contributions from Manelle Aït Sahlia, Veronique Bishop,

Benoît Bosquet, Christophe de Gouvello, Taisei Matsuki and Monali Ranade.



(4)
New Approach for the 2011 Report


With the goal of providing a comprehensive discus-
 sion of the issues that most affected the carbon mar-
 ket in 2010, the authors of last year’s report have re-
 structured State and Trends of the Carbon Market for 
 2011. The report still provides an overview of the size 
 and reach of the carbon markets, as well as the evolu-
 tion of the Kyoto flexibility mechanisms, and offers 
 potential supply/demand scenarios for coming years. 


However, it no longer includes a detailed breakdown 
 of carbon transactions, as in previous years. Instead, 
 the report provides a more in-depth analytical dis-
 cussion of the regulation and policy issues that will 
 guide future carbon market development.


The findings and opinions expressed in this report are the sole 
 responsibility of the authors and should not be cited without 
 permission. They do not necessarily reflect the views of the World 
 Bank Group, its Executive Directors, the countries they represent 
 or of any of the participants in the carbon funds or facilities man-
 aged by the World Bank. The World Bank does not guarantee 
 the accuracy of the data included in this work. This report is not 
 intended to form the basis of an investment decision. The bound-
 aries, colors, denominations, and other information shown in this 
 work do not imply any judgment on the part of The World Bank 
 concerning the legal status of any territory or the endorsement or 
 acceptance of such boundaries.
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Overview


How Long Can a MarkeT  
 Be in TranSiTion?


After five consecutive years of robust growth, the 
 total value of the global carbon market stalled at 


$142 billion (see Figure 1).1,2 Suffering from the 
 lack of post-2012 regulatory clarity, the value of the 
 primary Clean Development Mechanism (CDM) 
 market fell by double-digits for the third year in a 
 row, ending lower than it was in 2005, the first year 
 of the Kyoto Protocol. The Assigned Amount Unit 
 (AAU) market, which grew in 2009 with strong sov-
 ereign support, shrank as well in 2010. Finally, the 
 market that had grown most in 2009—allowances 
 under the U.S. Regional Greenhouse Gas Initiative 
 (RGGI)—saw that year’s gains erased in 2010. 


As these segments declined, the dominance of the 
 European Union Allowances (EUAs) market became 
 more pronounced than ever. EUAs accounted for 84 
 percent of global carbon market value in 2010. With 
 the value of the secondary CDM transactions taken 
 into account, the share of the carbon market primar-
 ily driven by the EU Emissions Trading Scheme (EU 
 ETS) rose to 97 percent, dwarfing the remaining 
 segments of the market (see Table 1).


Secondary CDM
 Other Offsets
 Primary CDM


Other Allowances
 EU ETS Allowances


Carbon Market Evolution ($ billion)


Figure 1. Carbon 
 Market at a 
 glance, Market 
 Values, 2004–10


Carbon Market Evolution, values ($ billion), 2004–10
 EU ETS 


Allowances


Other 
 Allowances


Primary CDM Secondary 
 CDM


Other Offsets Total


2005 7.9 0.1 2.6 0.2 0.3 11.0


2006 24.4 0.3 5.8 0.4 0.3 31.2


2007 49.1 0.3 7.4 5.5 0.8 63.0


2008 100.5 1.0 6.5 26.3 0.8 135.1


2009 118.5 4.3 2.7 17.5 0.7 143.7


2010 119.8 1.1 1.5 18.3 1.2 141.9


Sources: World Bank, Thomson Reuters Point Carbon, Bloomberg New Energy Finance and Ecosystem Marketplace
 Note: Numbers may not add up due to rounding.


Table 1. Carbon 
 Market at a glance, 
 Market Values, 
 2004–10
 Sources: World Bank, Thomson Reuters Point Carbon, Bloomberg 


New Energy Finance, and Ecosystem Marketplace


1.  For details on the methodology refer to the Methodology Section at the end of the report.  


2.  Still, carbon volumes traded contracted by over 10 percent during the same period as prices declined in some markets.



(12)The global carbon market stagnated even as the global 
 economy stabilized and began a tentative recovery in 
 2010. The carbon market growth halted at a particu-
 larly inopportune time: 2010 proved to be the hottest 
 on record,3 while emission levels continued their seem-
 ingly inexorable rise.4 In the end, however, the year may 
 be remembered most for the political opportunities 
 that arose, yet were ultimately failed to materialize. 


In the United States, there was not enough sup-
 port to pass federal cap-and-trade legislation. The 
 Japanese Basic Act on Global Warming, which 
 passed in the Diet’s lower house, was halted when 
 the government lost control of the upper house a 
 few months later. Australia’s Senate failed to pass the 
 Carbon Pollution Reduction Scheme and Australia’s 
 government subsequently chose to freeze its plans 
 for a domestic cap-and-trade scheme. Even the year’s 
 rare good news, namely the Republic of Korea’s 
 adoption of the Framework Act on Low Carbon 
 Green Growth, turned sour when the government, 
 facing internal opposition, decided in early 2011 
 to delay the implementation of its cap-and-trade 
 scheme until 2015. 


At the global regulatory level, in mid-2010 the CDM 
 Executive Board temporarily halted issuance of 
 Certified Emission Reductions (CERs) from hydro-
 fluorocarbon (HFC-23) projects over baseline con-
 cerns. As concerns revealed not to be substantiated, 
 issuance resumed at the end of the year. Nonetheless, 
 the European Commission soon thereafter proposed 
 qualitative restriction in the EU ETS of carbon off-
 sets related to CDM industrial gas projects. The pro-
 posal was adopted by the European Member States, 
 which in January 2011 confirmed the ban of CERs 
 from HFC and nitrous oxide (N2O) adipic acid 
 projects starting, in 2013. 


Some of the most notable events in 2010 and early 
 2011 were unfortunately related to framework loop-
 holes and criminal activities directed against the 
 EU ETS. In addition to the “carousel” value-added 
 tax (VAT) fraud that surfaced in 2009,5 the last 18 
 months witnessed the sale of recycled CERs, phish-
 ing attempts on Germany’s national registries and a 
 series of subsequent cyber-thefts that undermined 
 the European market,6 highlighting security short-
 comings and increasing the urgency of stakeholders’ 


pleas to strengthen infrastructure.


Nevertheless, there were a few reasons for guarded 
 optimism in 2010. Europe started to craft its road-
 map for moving toward a competitive low-carbon 
 economy in 2050. Also, while the Copenhagen cli-
 mate summit in 2009 failed to meet expectations, 
 progress was achieved during the Conference of the 
 Parties in Cancun last December. Such progress was 
 welcomed by the market and helped to restore some 
 confidence in UN negotiations on climate change. 


Still, as Parties continue their deliberations,7 much 
 remains to be done. Differences among major emit-
 ters regarding domestic priorities, approaches and 
 ambition will need to be resolved before a robust 
 and sustainable international agreement can emerge.


While the international regulatory environment re-
 mains uncertain, national and local initiatives have 
 noticeably picked up and may offer the potential to 
 collectively overcome the international regulatory gap. 


The most prominent of these initiatives is California’s 
 cap-and-trade scheme, which is expected to begin op-
 erating in 2012. Other low-carbon initiatives, includ-
 ing domestic emission reduction targets, clean energy 
 certificate programs, voluntary and pre-compliance do-
 mestic offset trading programs, and carbon exchanges, 
 have gained increasing traction in developing econo-
 mies such as Brazil, China, India, and Mexico. These 
 initiatives signal that, one way or another, solutions that 
 address the climate challenge will emerge. 


3.  2010 ranked as the warmest year on record, together with 2005 and 1998, World Meteorological Organization (WMO) (http://www.


wmo.int/pages/mediacentre/press_releases/pr_906_en.html). 2010 tied with 2005 as the warmest year of the global surface temperature 
 record, beginning in 1880, The U.S. National Oceanic and Atmospheric Administration (NOAA) (http://www.noaanews.noaa.gov/sto-
 ries2011/20110112_globalstats.html).


4.  2010 ended with CO2 emission concentrations of 389.68 ppm, NOAA, January 7, 2011.


5.  Some of the issues evidenced in 2009 were explained in detail in the State and Trends 2010 report: http://siteresources.worldbank.org/


INTCARBONFINANCE/Resources/State_and_Trends_of_the_Carbon_Market_2010_low_res.pdf Access date 15 April 2011.


6.  Over 3 million European Union [emission] allowances (EUAs) were reported stolen from at least 5 European national registries from No-
 vember 2010 until January 2011. As a consequence, the transfer of allowances has been temporarily suspended in the European registries 
 and the spot-trade of carbon assets was frozen for several days early 2011 (http://ec.europa.eu/clima/news/index_en.htm).


7.  Under the Ad Hoc Working Group on Further Commitments for Annex I Parties under the Kyoto Protocol and the Ad Hoc Working Group 
on Long-term Cooperative Action under the Convention.
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Introduction


This report covers many of the issues facing the 
 carbon market today. The Overview provides high-
 lights from the report and information on the size 
 of the carbon market. The body of the report covers 
 international developments (Section 1), domestic 
 policies (Section 2), risk and regulation of markets 
 (Section 3), carbon and climate finance (Section 4), 
 and market outlook (Section 5). 


The international developments section briefly dis-
 cusses the positive outcomes for carbon markets 
 and climate finance resulting from the Cancun 
 Conference. International developments have im-
 portant implications for market confidence and 
 hence vital private capital investment. The report 
 includes the results from a market sentiment sur-
 vey conducted by the World Bank’s Carbon Finance 
 Unit. The results show that, despite well-document-
 ed short-term uncertainty surrounding the carbon 
 market, respondents to are optimistic about the pos-
 sibility of a binding agreement in the longer term. 


This section of the report also establishes the broad 
 parameters used in the projection scenarios devel-
 oped in the market outlook.


The report provides a summary of some national 
 and regional mitigation measures being implement-
 ed, including important Nationally Appropriate 
 Mitigation Actions (NAMAs) from some major 
 emitters. The information in this section supports 
 the increasingly common perspective among market 


participants of the emergence of a fragmented but 
 workable carbon market that could further evolve 
 through linking and acceptance of similar levels of 
 ambition. 


An issue related to domestic and regional mitiga-
 tion policies is the considerable activity currently 
 surrounding carbon market risk and regulatory de-
 velopment. This section provides details on many is-
 sues faced by policy makers, regulators, and market 
 participants. Considerable change occurred during 
 2010 and is expected to continue over 2011. There 
 is convergence on regulatory approaches as more 
 European countries move toward robust and trans-
 parent regulation of the carbon market to ensure 
 market and public confidence. This includes a re-
 evaluation of such long-held principles as universal 
 participation. 


While Sections 1–3 summarize the geopolitical and 
regulatory environment affecting the carbon market, 
Section 4 on carbon and climate finance provides a 
more detailed analysis of the impacts of these factors 
on current Kyoto primary market prices, volumes, 
and market behavior. This part of the report also 
briefly discusses climate finance and new emerging 
asset classes such as REDD plus. Finally, in Section 
5, the report brings all this information together in 
the market outlook, which discusses the supply and 
demand balance going forward.
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1 International Developments—Cancun 



Conference and the Post-2012 Environment



THe DiSaPPoinTMenT resulting from the United Nations Climate Change  Conference in Copenhagen in 2009 was replaced by the renewed optimism of the  Cancun Conference in 2010, which restored some market confidence in the United  Nations Framework Convention on Climate Change (UNFCCC) process. At the Cancun  Conference, countries agreed to keep average global temperature warming below 2˚C in  comparison to preindustrial levels. They also agreed to review the adequacy of this com- mitment with the possibility of moving to a 1.5˚C target as new scientific evidence on  impacts becomes available.
8 

The Cancun Conference resulted in a number of oth-
 er positive outcomes for carbon markets and climate 
 finance:9 the decision to establish the Green Climate 
 Fund; the continuation of the Kyoto mechanisms, 
 including important improvements and reforms to 
 the Clean Development Mechanism (CDM); the 
 inclusion of reduced deforestation through REDD 
 and REDD plus (REDD+); and the formal recogni-
 tion of developing countries’ pledges of Nationally 
 Appropriate Mitigation Actions, which are aimed at 
 achieving a deviation in their GHG emissions com-
 pared to business-as-usual trends by 2020. 


The best case analysis from the 2010 United Nations 
 Environment Programme (UNEP) Emissions 
 Gap Report estimates that developed and devel-
 oping country pledges are 60 percent of what is 
 needed by 2020 to place the world onto a trajec-
 tory that will keep global temperature rises to less 


than 2˚C in comparison to preindustrial levels.10
 The International Energy Agency (IEA 2010) also 
 estimates that the 2˚C goal will only be achievable 
 with a dramatic scaling-up effort,11 particularly from 
 major emitters.


This section focuses on key elements of the Cancun 
 Agreements and current market sentiment. 



“ Developed and developing country  pledges are 60 percent of what is  needed by 2020 to place the world  onto a trajectory that will keep global  temperature rises to less than 2˚C ”


8.  http://unfccc.int/files/meetings/cop_16/application/pdf/cop16_kp.pdf Access date 28 Feb 2011.


9.  The United Nations Climate Change Conference took place in Cancun, Mexico, from 29 November to 10 December 2010. It encom-
 passed the sixteenth Conference of the Parties (COP) and the sixth Conference of the Parties serving as the Meeting of the Parties to the 
 Kyoto Protocol (CMP).


10.  UNEP 2010. Emissions Gap Report. “Are the Copenhagen Accord Pledges Sufficient to Limit Global Warming to 2˚C or 1.5˚C? A 
 Preliminary Assessment.” http://www.unep.org/publications/ebooks/emissionsgapreport/ Access date 9 March 2011.


11.  IEA 2010. World Energy Outlook. http://www.worldenergyoutlook.org/ Access date 29 March 2011.



(16)1.1 iMProVeMenTS To THe CLean 
 DeVeLoPMenT MeCHaniSM anD 
 ConTinuing SuPPorT For MarkeT 
 MeCHaniSMS


The major area of improvement and reform of the 
 CDM is arguably the introduction of standardized 
 baselines and monitoring methodologies. These deci-
 sions are aimed at maintaining environmental integ-
 rity, but reducing transaction costs, enhancing trans-
 parency and predictability, and facilitating access to 
 underrepresented project types and regions.12
 Such decisions that seek to improve the access of 
 under-represented regions in the CDM are particu-
 larly important in the face of the EU’s decision to 
 restrict CERs from CDM projects registered after 
 December 31, 2012 to those generated by projects 
 located in least developed countries (LDCs). A sig-
 nificant change is needed in order to be able to scale 
 up the virtual absence of LDC projects from the 
 CDM pipeline (for further details see Section 4.1).


Emissions trading and the project-based mechanisms 
 under the Kyoto Protocol will continue to be avail-
 able to Annex I Parties as means to meet their quan-
 tified emission limitation and reduction objectives,13
 but the future of the Kyoto Protocol itself remains 
 unresolved. Additionally the Cancun Conference 
 under the Ad Hoc Working Group on Long-term 
 Cooperative Action under the Convention (AWG-
 LCA) negotiation track agreed to consider the estab-
 lishment of one or more market-based mechanisms 
 to enhance the cost-effectiveness of mitigation ac-
 tions by Parties.14


These changes are not yet providing the regulatory 
 predictability the market is seeking. Clarity is still 
 urgently needed on the post-2012 international cli-
 mate change regime and on countries’ plans to use 
 market-based mechanisms to meet domestic GHG 
 objectives. As highlighted in Box 1, the European 
 Union is seeking to provide such clarity.



“ Emissions trading and the project-based mechanisms under the  Kyoto Protocol will continue to be available to Annex I Parties as  means to meet their quantified emission limitation and reduction  objectives, but the future of the Kyoto Protocol itself remains  unresolved. ”


12.  COP 16. Decision -/CMP.6. “ Further guidance relating to the clean development mechanism.” http://unfccc.int/files/meetings/cop_16/


conference_documents/application/pdf/20101204_cop16_cmp_guidance_cdm.pdf Access date 4 Feb 2011.


13.  Outcome of the work of the Ad Hoc Working Group on Further Commitments for Annex I Parties under the Kyoto Protocol at its 
 fifteenth session http://unfccc.int/files/meetings/cop_16/application/pdf/cop16_kp.pdf Access date 28 Feb 2011.


14.  http://unfccc.int/resource/docs/2010/cop16/eng/07a01.pdf#page=2 Access date 29 April 2011.
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BOx 1. The European Union’s Approach to International Credits


The strategic importance of a broad and deep 
 international carbon market


The EU is by far the biggest buyer of emission re-
 duction credits15 from third countries, providing for 
 continued financial flows and technology transfer to 
 developing countries, also after 2012 even in the ab-
 sence of the certainty that should come from a new 
 international agreement to effectively tackle climate 
 change. If designed properly and underpinned by ro-
 bust targets, the international carbon market can play 
 a major role in global abatement efforts, and create 
 increasing financial flows to support mitigation activi-
 ties in developing countries. 


Design limitations of the CDM


To make this happen, we need to improve our existing 
 tools and create new, advanced and scaled-up mar-
 ket mechanisms. Despite its successes, as a project-
 based system—and one that in practice covers so far 
 a limited number of project types—the CDM is simply 
 not designed to drive the structural transformation of 
 industry in developing countries that the transition to 
 a low-carbon economy requires. By definition, offset 
 mechanisms such as the CDM cannot reduce global 
 emissions in net terms—yet this is what is needed if 
 we are to keep global warming below 2°C.


Need for a move to sectoral crediting 
 mechanisms


That is why the EU and other Parties are advocat-
 ing the creation of new and more ambitious sec-
 toral mechanisms that make it possible to tap into 
 far greater emissions-saving potentials and provide 
 more revenue for financing reductions in developing 
 countries. Because only actions that go beyond a 
 previously defined threshold or target are credited, 
 this would ensure net benefits to the atmosphere. 


Sectoral mechanisms and the CDM could co-exist but 
 the CDM should increasingly focus on less developed 
 countries, where it should continue to target low cost 
 options for saving emissions. For the major emerging 
 economies in the developing world, the CDM should 
 gradually be replaced by new sectoral mechanisms. 


Provisions in the climate and energy package
 Several provisions of the EU’s domestic climate leg-
 islation provide the tools to incentivise a move away 
 from the CDM and towards sectoral mechanisms. 


The EU ETS and Effort Sharing Decision foresee that 
 after 2012, even without an international agreement, 
 these instruments can provide a market for CERs 
 from new projects in Least Developed Countries. In 
 addition, CERs from existing projects in other coun-
 tries can continue to be used. The EU’s standards 
 on HFC-23 and adipic N2O credits, which have been 
 discussed extensively and will apply from 2013, cre-
 ate more space for other CDM credits and can pro-
 mote a shift to credits from bilateral or multilateral 
 agreements. The EU is interested in engaging with 
 our partners to set up such pilots so that the experi-
 ence gained can inform the international negotiations. 


Participation in the initiatives such as the Partnership 
 for Market Readiness can facilitate the designing of 
 robust pilots and finding interested partners.


EU’s vision for the international carbon market
 Europe’s vision for the international carbon market 
 remains to link up the EU ETS with other compat-
 ible emission trading systems around the world and 
 to develop robust sectoral mechanisms. We see an 
 eventual network of links between cap and trade sys-
 tems as forming the backbone of an expanded and 
 strengthened international carbon market. In this per-
 spective, sectoral crediting is a necessary step be-
 yond the CDM’s project-based approach.


Kindly provided by Damien Meadows, Head of Unit, International 
 Carbon Market, Aviation and Maritime, DG Climate Action 
 European Commission.


15.  Project-based emission reductions are commonly referred to as credits, offset credits or offsets.



(18)1.2 CLiMaTe FinanCe anD THe 
 eSTaBLiSHMenT oF THe green 
 CLiMaTe FunD


The Cancun Agreements formalized the commit-
 ment made by developed countries in Copenhagen 
 to mobilize $100 billion a year by 2020 to address 
 the mitigation and adaptation needs of developing 
 countries. Importantly, the Cancun Conference de-
 cided to establish a “Green Climate Fund.” It is envi-
 sioned that the Fund will manage a portion of these 
 additional resources. 


The sources of funding are not yet clear. It is ex-
 pected, however, that a portion of the $100 billion 
 will come from private sources, which may be mo-
 bilized through carbon markets.16 Carbon finance 
 and other financial instruments will be important 
 for leveraging these funds to scale up the financing 
 of mitigation and adaptation activities. Policy mak-
 ers will need to ensure that market-based capacity is 
 maintained in both the public and private sectors to 
 ensure mobilization of the pledged climate finance.


The Fund will be governed by the Green Climate 
 Board, comprising 24 members as well as alternate 
 members, with an equal number of members from 
 developing and developed country Parties. The World 
 Bank will serve as the interim trustee of the Green 
 Climate Fund, subject to a review three years after 
 operationalization of the Fund. An independent sec-
 retariat will support the operations of the Fund.17
 The Green Climate Fund will be designed by a 
 Transitional Committee in accordance with the 
 terms of reference. The Transitional Committee 
 comprises 40 members, with 15 members from 


developed country Parties and 25 members from de-
 veloping country Parties, with members having the 
 necessary experience and skills, notably in the area of 
 finance and climate change.18


1.3 reCogniTion oF DeVeLoPing 
 CounTry ConTriBuTionS 


To MiTigaTion anD a BeTTer 
 rePreSenTaTion oF ForeSTry-
 reLaTeD aCTiViTieS


The Cancun Conference formally recognized devel-
 oping countries’ Nationally Appropriate Mitigation 
 Actions (NAMAs), which were pledged after the 
 Copenhagen Conference. In the context of sustain-
 able development, developing countries agreed to 
 undertake NAMAs aimed at reducing emissions rela-
 tive to business-as-usual emissions in 2020—contin-
 gent upon the provision of finance, technology, and 
 capacity building provided by developed countries.19
 A registry is to be established under the UNFCCC 
 to record NAMAs seeking international support and 
 to facilitate matching of finance, technology, and 
 capacity-building support to these actions.20


At the time of writing, 45 countries have regis-
 tered a wide range of mitigation actions with the 
 UNFCCC. These actions range from broad enunci-
 ated targets with varying form—absolute reductions 
 on business-as-usual (BAU) or intensity limits—


with varying base years21,22 to detailed programs of 
 activities with and without quantified GHG emis-
 sion reductions.23,24


The particularity of NAMAs, especially those seek-
 ing support from international sources, is a need for 


16.  Final Report of the UN High-Level Advisory Group on Climate Change Financing. 2010. http://www.un.org/wcm/content/site/climat-
 echange/pages/financeadvisorygroup/pid/13300 Access date 29 March 2009.


17.  http://unfccc.int/cancun_agreements/green_climate_fund/items/5869.php Access date 29 April 2011.


18.  http://unfccc.int/files/na/application/pdf/07a01-1.pdf Access date 29 April 2011.


19.  List of Nationally Appropriate Mitigation Actions of Developing Country Parties. http://unfccc.int/meetings/cop_15/copenhagen_ac-
 cord/items/5265.php Access date 8 April 2011. 


20.  COP 16. 2010. Outcome of the work of the Ad Hoc Working Group on Long-term Cooperative Action under the Convention. http://


unfccc.int/files/meetings/cop_16/application/pdf/cop16_lca.pdf Access date 28 Feb 2011.


21.  Mexico aims at reducing its GHG emissions up to 30 percent with respect to the business as usual scenario by 2020. http://unfccc.


int/files/meetings/cop_15/copenhagen_accord/application/pdf/mexicocphaccord_app2.pdf Access date 8 April 2011.


22.  India will endeavor to reduce the emissions intensity of its GDP by 20-25 percent by 2020 in comparison to the 2005 level. http://


unfccc.int/files/meetings/cop_15/copenhagen_accord/application/pdf/indiacphaccord_app2.pdf Access date 8 April 2011.


23.  Brazil has a range of quantified emissions reductions from different activities. http://unfccc.int/files/meetings/cop_15/copenhagen_ac-
 cord/application/pdf/brazilcphaccord_app2.pdf Access date 07 April 2011. 


24.  Ethiopia quantifies many reduction actions in terms of power generation potential http://unfccc.int/files/meetings/cop_15/copenha-
gen_accord/application/pdf/ethiopiacphaccord_app2.pdf Access date 08 April.
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monitoring, reporting, and verification (MRV) ca-
 pacity. Clear boundaries and tracking will be neces-
 sary to avoid overlapping and double counting sup-
 port for NAMAs.


The Cancun Conference recognized the much 
 broader contribution of forest-related activities in 
 efforts to limit climate change. Specific recogni-
 tion was given to the reduction of deforestation and 
 degradation through such initiatives as REDD and 
 REDD+. This means that forests will be included in 
 any future agreement with the possibility of generat-
 ing international credits from these activities.25
 Measurement of forest carbon will occur at the na-
 tional level, thus enabling programmatic approach-
 es. This measure is expected to encourage greater 
 geographic diversification (for further details see 
 Section 4.4).


1.4 BeyonD CanCun 


—MarkeT PerCePTionS


Developing countries are united in their support for 
 a second commitment period of the Kyoto Protocol, 
 as a critical element of the international community’s 
 fight against climate change. Among the developed 
 countries, the European Union continues to support 
 the multilateral framework through the UNFCCC26
 and the Kyoto Protocol, but some countries have 
 expressed opposition to the extension of the Kyoto 
 Protocol in which only some countries are obligated 
 to reduce emissions.27 The uncertain future of the 
 international negotiations affects market percep-
 tions. Participants partly deal with this uncertainty 
 through scenario analysis.


The New Zealand government, as part of the cur-
 rent review of the New Zealand Emissions Trading 
 Scheme (NZ ETS), has identified three broad sce-
 narios for the evolving near-term international 


framework. The scenarios include the following: (1) 
 a continuation of the current multilateral framework 
 with legally binding limits on emissions; (2) a non-
 binding multilateral accord; and (3) no multilateral 
 framework in the short-term.28


As scenario development is important for market 
 participants, the World Bank’s Carbon Finance Unit 
 surveyed them on five questions regarding the suc-
 cess of an international agreement post-2012:


1.  How confident are you that there will be a new le-
 gally binding multilateral framework, similar to the 
 current Kyoto Protocol, with legally binding com-
 mitments to reduce emissions, underpinned by 
 relatively strong multilateral rules and institutions?


2.  How confident are you that there will be a new 
 political multilateral accord, building on the 
 Copenhagen Accord and Cancun Agreements, un-
 der which countries make voluntary political com-
 mitments, supported by at least some multilateral 
 rules and institutions, but without legal force?


3.  How likely do you think it is that there will be 
 no multilateral framework or accord in the near 
 term? Countries continue to negotiate, but in 
 the interim, action is mainly driven at a national 
 level or through other international links.


4.  Do you think a comprehensive agreement under 
 the auspices of the UNFCCC is fundamental for 
 countries to address the climate change agenda?


5.  Are there other scenarios, apart from those listed 
 above, which should be considered?


Survey respondents were not optimistic that a bind-
 ing international agreement could be achieved in the 
 short term. However, they were optimistic about the 
 possibility of a binding agreement in the longer term 
 (see Figure 2). Respondents believed that a nonbinding 
 multilateral accord is more likely in the short term.29
 The majority of respondents also believed that there 
 will be a short-term hiatus in the international 


25.  COP 16. 2010. Outcome of the work of the Ad Hoc Working Group on Long-term Cooperative Action under the Convention. http://


unfccc.int/files/meetings/cop_16/application/pdf/cop16_lca.pdf Access date 4 Feb 2011.


26.  EC Communication. 2010. “International climate policy post-Copenhagen: Acting now to reinvigorate global action on climate change.” 


http://ec.europa.eu/clima/documentation/finance/docs/com_2010_86.pdf Access date 19 March 2011.


27.  For example, Japan. See Ministry of Foreign Affairs of Japan. “Japan’s Basic Position at COP16 as well as on the Kyoto Protocol.” http://


www.mofa.go.jp/announce/media/2010/12/1203.html Access date 19 March 2011.


28.  New Zealand Emissions Trading Scheme Review 2011. http://www.climatechange.govt.nz/emissions-trading-scheme/ets-review-2011/


issues-statement.pdf Access date 19 March 2011.


29.  The survey did not test respondents’ views on the relative likelihood of a binding agreement compared to the multilateral accord.



(20)framework, with countries continuing to negoti-
 ate, and that the absence of international frame-
 work should not impede countries from continuing 
 to act. Several respondents suggested that bilateral 
 mechanisms may provide an alternative model.


1.5 ConCLuSionS


The international situation remains complex and 
 the direction for the international negotiations may 
 both surprise and disappoint as the world continues 
 the arduous process of moving forward on an inter-
 national framework for combating climate change. 


As highlighted in the report by the High-Level 
 Advisory Group on Climate Change Financing 
 established by the UN Secretary-General, market-
 based instruments can play a vital role in helping 
 meet ambitious GHG objectives by incentivizing 
 the deployment of private capital, but countries 
 need to provide the market with regulatory confi-
 dence in the post-2012 environment.30


Figure 2. 


respondents 
 Views on 
 a Future 
 Multilateral 
 Framework


How confident are you that there will be a new 
 legally-binding multilateral framework, similar to the 
 current Kyoto Protocol, with legally-binding commit-
 ments to reduce emissions, underpinned by relatively 
 strong multilateral rules and institutions?


Optimistic [> 75%]


Slightly Optimistic [50% to 75%]


Slightly Pessimistic [30% to 50%]


Pessimistic [ < 30%]



“ Market-based instruments  can play a vital role in helping  meet ambitious GHG emission  reduction objectives by 



incentivizing the deployment of  private capital. ”


30.  Final Report of the UN High-Level Advisory Group on Climate Change Financing. 2010. http://www.un.org/wcm/content/site/climat-
echange/pages/financeadvisorygroup/pid/13300 Access date 29 March 2011.
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2 Domestic Policy Developments



—A Story of Fragmentation 



THiS SeCTion SuMMarizeS SoMe oF THe PoLiCy iniTiaTiVeS around the  world, with an in-depth examination of the EU ETS, which is the international driving  force of carbon markets. The information in this section supports the increasingly common  perspective among market participants of the emergence of a fragmented but workable  international carbon market that could further evolve through linking and acceptance of  similar levels of ambition. The list of countries is not exhaustive. It illustrates the diversity  of approaches and measures being either considered or implemented in several countries. 


To drive emission reductions, countries are adopt-
 ing a range of domestic policies that fall under one 
 of the following categories: cap-and-trade schemes, 
 baseline and credit mechanism, renewable energy 
 and energy efficiency certificates, carbon taxes, sub-
 sidies, and emission standards. In many cases, mul-
 tiple policy approaches are being used that may be 
 complementary and sometimes contradictory, and 
 which often have different costs and benefits accru-
 ing at different times and geographical scales. It is 
 important in the overall design of mitigation policies 
 that policy makers consider the interaction between 
 similar and different—market and non-market—


policy measures at different jurisdictional levels. 


For example, the current discussion in the EU on 
 the set-aside of EUAs results from the interaction 
 of energy efficiency measures and the EU ETS. The 
 introduction in the United Kingdom of a Carbon  
 Price Floor31 provides another example were some 
 market analysts argue that the price floor may of-
 fer limited benefits due to interactions with the EU 
 ETS.32 The interaction between individual voluntary 
 actions and Australia’s now shelved Carbon Pollution 
 Reduction Scheme (CPRS) also shows the need for 
 careful design.33 Finally, some academic work argues 
 that multiple policies such as cap-and-trade and re-
 newable energy policies will not necessarily create 
 additional environmental benefits.34


31.  As announced in the U.K. 2011 Budget from April 1, 2013, the United Kingdom will introduce a carbon price floor for the power 
 sector. The floor, which in reality constitutes a tax floor rather than a price floor, will start at around £16 per ton of carbon dioxide (tCO2) 
 and follow a linear path to target £30/tCO2 in 2020 (both in 2009 prices). The carbon price support rates in 2013–14 will be equivalent 
 to £4.94/tCO2. Indicative rates for 2014–15 and 2015–16 are £7.28/tCO2 and £9.86/tCO2 respectively. http://www.hm-treasury.gov.uk/


consult_carbon_price_support.htm Access date 4 April 2011. 


32.  Point Carbon. Carbon Market Daily March 25. “UK carbon floor could distort EUA price.”


33.  The shelved Australian CPRS provides an example of voluntary action interacting with a cap-and-trade scheme. http://www.climat-
 echange.gov.au/government/initiatives/cprs/cprs-progress/voluntary-action.aspx Access date 27 April 2011. The situation is more compli-
 cated when AAUs are considered, as the countries initial assigned amount must also be reduced to preserve the effects of the voluntary 
 action on global reductions.


34.  See Fischer C., and L. Preonas. 2010. “Combining Policies for Renewable Energy,” Resources for the Future. Fischer and Preonas ar-
gue that in the presence of a binding emissions cap, additional renewable policies do not affect emissions. Their effects on the ETS should 
be recognized. Policies that expand renewables make it easier to meet the cap, driving down allowance prices to the benefit of the relatively 
dirty sources and to the detriment of the relatively clean nonrenewable sources. http://www.rff.org/documents/RFF-DP-10-19.pdf Access 
date 2 April 2011.
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Australia—Preparing to Price Carbon


During 2010, the Australian government an-
 nounced plans for a carbon price mechanism with 
 a three-to-five-year annually increasing fixed-price 
 period that will transition into an emissions trading 
 scheme. The government will start pricing carbon on 
 July 1, 2012, subject to negotiating an agreement 
 with a majority in both houses of Parliament and 
 passing legislation this year.35


With support from the Greens and Independents, 
 the government should be able to pass the legisla-
 tion in both houses of Parliament as a result of the 
 incoming senate in July 2011. The legislation would 
 need to pass during the spring Parliamentary sittings 
 (August–November 2011) to avoid being delayed 
 until the autumn Parliamentary sittings (February–


March 2012).


Australia is also developing a domestic offsets scheme 
 known as the Carbon Farming Initiative (CFI),36
 which aims to provide new economic opportunities 
 to farmers, forest growers, and landholders and to 
 help the environment by reducing carbon pollution. 


Some offsets may be allowed during the fixed-price 
 period.37


At the national level, the Renewable Energy Target 
 (RET) scheme remains the main market-based 
 mechanism in use to achieve emission reductions. 


During 2010, the Australian Parliament passed 
 legislation to separate the RET into two parts, 
 with the new scheme commencing on January 1, 
 2011. The RET was separated into the Large-scale 
 Renewable Energy Target (LRET) and the Small-
 scale Renewable Energy Scheme (SRES).38


Splitting the RET scheme was in response to indus-
 try pressure to reform the scheme after a collapse 
 in prices of certificates resulting from a flood of 
 Renewable Energy Certificates (RECs) from small-
 scale projects. It is reported that the generation of 
 RECs was partly due to the interaction of state and 
 federal renewable energy incentives and the RET 
 scheme.39,40


The Australian government also closed several emis-
 sion reduction programs in 2010, including the 
 Home Insulation Program, which was terminated 
 because of safety concerns,41 and the Green Loans 
 program.42


At the state level, various initiatives are in place, 
 including the New South Wales Greenhouse Gas 
 Reduction Scheme (GGAS), which commenced 
 on January 1, 2003. It is one of the first manda-
 tory greenhouse gas emissions trading schemes in 
 the world. GGAS aims to reduce greenhouse gas 
 emissions associated with the production and use 
 of electricity. It achieves this by using project-based 
 activities to offset the production of greenhouse gas 
 emissions (see Table 2 for further details on state cli-
 mate change policies in Australia).


Canada—Provinces Forging Ahead


At the federal level, Canada is taking a sectoral ap-
 proach to GHG emissions, largely focusing on ob-
 taining reductions from the transport sector. Canada 
 has aligned its international commitment with that 
 made by the United States and plans to reduce to-
 tal greenhouse gas emissions by 17 percent from 
 2005 levels by 2020. The target is inscribed in the 
 Copenhagen Accord. 


35.  http://www.pm.gov.au/press-office/climate-change-framework-announced Access date 24 Feb 2011.


36.  http://www.climatechange.gov.au/government/initiatives/carbon-farming-initative.aspx Access date 21 February 2011.


37.  http://www.garnautreview.org.au/update-2011/update-papers/up6-carbon-pricing-and-reducing-australias-emissions.pdf Access date 
 22 March 2011.


38.  http://www.climatechange.gov.au/government/initiatives/renewable-target.aspx Access date 07 April 2011.


39.  “Price Hit Put Wind Power Projects in Limbo.” Herald Sun. http://www.heraldsun.com.au/ipad/price-hit-puts-wind-projects-in-limbo/


story-fn6bfmgc-1225976910971 Access date 29 April 2011.


40.  “Renewable Energy Target Needs a Rethink.” The Australian. http://www.theaustralian.com.au/business/industry-sectors/renewable-
 energy-target-needs-a-rethink/story-e6frg976-1225785558866 Access date 29 April 2011.


41.  http://www.climatechange.gov.au/government/programs-and-rebates/hisp.aspx Access date 03 February 2011.


42.  http://www.climatechange.gov.au/government/programs-and-rebates/green-loans.aspx Access date 03 February 2011.
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On September 1, 2010, Canada released final 
 Renewable Fuel Regulations that requires an aver-
 age renewable fuel content of 5 percent in gasoline, 
 which will come into effect starting December 15, 
 2010. On June 23, 2010, the government of Canada 
 announced that it is committed to introducing 


tough new regulations on coal-fired electricity gen-
 eration that will have a significant impact on reduc-
 ing emissions from the electricity sector.51


Various initiatives are in place at the Canadian prov-
 ince level. For further details see Table 3.


Table 2. Current 
 State Climate 
 Change Policies 
 in australia


Policy Jurisdiction Comment


Solar Feed-in Tariffs Victoria, South Australia, Queensland, 
 Australian Capital Territory, New South 
 Wales, Northern Territory, Western Australia


State-based incentives for small-scale solar.


Greenhouse Gas 
 Reduction Scheme 
 GGAS43


New South Wales One of the first mandatory greenhouse gas emis-
 sions trading schemes in the world. 


Greenhouse Gas 
 Reduction Scheme 
 GGAS44


Australian Capital Territory The ACT Government introduced a Greenhouse 
 Gas Reduction Scheme that commenced 
 on January 1, 2005. It mirrors the NSW 
 Greenhouse Gas Reduction Scheme (GGAS).


State Energy 
 Efficiency Schemes.


Victoria, South Australia, New South Wales Multiple schemes with similar objectives.


Policy Jurisdiction Details


Greenhouse Gas Reduction (Cap 
 and Trade) Act 200845


British 
 Columbia


British Columbia is the first province in Canada to introduce 
 an act allowing a cap-and-trade scheme. The proposed 
 scheme enables British Columbia to link to the emissions trad-
 ing schemes being developed with other jurisdictions.


Greenhouse Gas Reduction (Cap 
 and Trade) Act 200846


Ontario The amendment enables Ontario to have a cap-and-trade 
 emissions trading scheme, and to link to the emissions trading 
 schemes being developed with other jurisdictions.


Cap-and-Trade Consultation (March 
 2011)47


Manitoba Manitoba plans to move forward with legislation enabling the 
 creation of a cap-and-trade scheme to reduce greenhouse 
 gas emissions, subject to public consultations.


Act to amend the Environment 
 Quality Act and other legislative provi-
 sions in relation to climate change48


Quebec The amendment enables Quebec to have a cap-and-trade 
 emissions trading scheme, and to link to the emissions trading 
 schemes being developed with other jurisdictions.


Climate Change and Emissions 
 Management Act49 


Alberta Covers facilities with GHG emissions greater than 100,000 
 tons. Requires emissions intensity reductions of 12 percent. 


Management and Reduction of 
 Greenhouse Gases Act50


Saskatchewan Covers facilities with GHG emissions greater than 50,000 
 tons. Requires emission reductions from a baseline by 2 
 percent per year from 2010 to 2019.


Table 3. Current 
 Province Climate 
 Change Policies 
 in Canada


43.  http://www.greenhousegas.nsw.gov.au/ Access date 03 February 2011.


44.  http://www.greenhousegas.nsw.gov.au/act_scheme.asp Access date 07 April 2011.


45.  http://www.leg.bc.ca/38th4th/3rd_read/gov18-3.htm Access date 16 March 2011.


46.  http://www.e-laws.gov.on.ca/html/regs/english/elaws_regs_090452_e.htm Access date 17 March 2011.


47.  http://www.gov.mb.ca/conservation/climate/capandtradeconsultation.html Access date 17 March 2011.


48.  http://www2.publicationsduquebec.gouv.qc.ca/dynamicSearch/telecharge.php?type=5&file=2009C33A.PDF Access date 17 March 2011.


49.  http://www.qp.alberta.ca/570.cfm?frm_isbn=9780779740956&search_by=link Access date 17 March 2011.


50.  http://www.environment.gov.sk.ca/Default.aspx?DN=9192fbe8-23fe-4077-ac7d-30b7b269bdbf Access date 17 March 2011.


51.  http://www.climatechange.gc.ca/default.asp?lang=En&n=4FE85A4C-1 Access date 17 March 2011.
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