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The Kyoto Protocol from 1997 will be remembered 

as the first attempt to regulate global carbon emis

sions. It will also be remembered as a protocol where 

the ambition was not matched by action, and where 

key countries in the end opted out. 

Different types of carbon markets were established 

under the Kyoto Protocol. For one, countries could 

trade so called AAU:s between them. A country that 

overachieved could sell its share to countries that 

could not reach their targets, based on the idea that 

the total emission reduction would remain the same. 

Countries with binding emission reduction targets 

could also use projectbased crediting mechanisms 

such as the Clean Development Mechanism (CDM) to 

reach their reduction targets by financing emissions 

reductions in other countries. In addition to this, the 

EU decided to establish its own carbon market to help 

achieve its Kyoto commitment. 

Many years later, there are two tales of carbon 

Foreword

The two tales of  
carbon trading
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markets to be told. One concerns the UNbased 

mechanisms. Although successful in helping raise 

private capital into climate investments in developing 

countries, the future for CDM is looking rather gloomy 

at the moment. The lack of demand has made the CDM

credits almost worthless, and the CDM market is cur

rently to a large extent reliant on a voluntary market.

Lax commitments from some Eastern European parties 

to the Kyoto Protocol, which led to so called »hot air«, 

has meant that trading between countries never really 

took of. The negotiations to bring about a new market 

mechanism within the UNFCCC framework has been 

moving slowly, if at all. 

The other story to be told is the one about carbon 

markets popping up all over the globe. With the Euro

pean Trading Scheme EU ETS as a model, carbon 

markets are now present along the coasts of the US, 

in China, New Zealand, Korea, and Kazakhstan. Many 

other countries and regions are planning their mar

kets. This development has happened independent of 

the UN negotiations, and linking these markets helps 

to keep the dream of a global price on carbon alive.  

Despite its current independence from the UN 

system, it is likely that the way to a global carbon price 

would benefit from the UN assuming a coordinating 

role. 

As this study by Johan Nylander shows, the pro
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spects of functional carbon markets in a Paris Agree

ment suffers from the great variety and types of coun

try contributions. Combined with the current lack of 

demand that stems from insufficient mitigation ambi

tion, the future of UNdriven global carbon trading 

seems somewhat bleak. He concludes, however, that 

the mechanisms under negotiation, such as the New 

Market Mechanism and the Framework for Various 

Approaches, may provide the UN with the opportunity 

to assume such a coordinating role.

The evolvement of carbon markets that combines 

the capping of emissions with putting a price on car

bon should be encouraged. The Paris Agreement will 

not provide all the answers on how to achieve a global 

price on carbon. But as long as the agreement allows 

for credits from different schemes to be traded, it will 

send an important message; the international com

munity recognizes the developments happening on 

the ground, around the globe. Hopefully this can help 

facilitate further efforts to put a price on carbon. 

 

Daniel Engström Stenson
Program manager, Climate and Environmental Policies, Fores,
Chair of Fores Reference group for International Climate Policy
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Executive summary

The COP21 climate meeting in Paris in the end of 

2015 will provide world governments another oppor

tunity to create a framework for global climate gover

nance. In their quest for an agreement, negotiators 

will discuss mitigation, adaptation, finance, how to 

monitor and report emissions, and other important 

issues. One additional key aspect of a global climate 

framework, sure to take centre stage in Paris, is the 

role of market mechanisms. The Kyoto Protocol has 

been essential in providing the basis for domestic 

and international emissions trading, and as a result, 

the number of carbon markets is increasing around 

the globe. In the lead up to COP21, we aim to provide 

readers with additional context on what Paris means 

for the future of international carbon trading. Further

more, we highlight a few of the challenges that will 

likely arise from the more flexible approach to be used 

during the Paris negotiations.

It is widely acknowledged that the outcome of the 
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COP21 in Paris will vary significantly from that of the 

Kyoto Protocol, especially given the varying contribu

tions from parties in terms of baseyear, end year, and 

scope. This complicates the comparison of countries 

contributions, but also means new challenges will arise 

for any attempts to create functional, international 

emission trading under the UN umbrella. 

Under the Kyoto Protocol, countries with bin

ding commitments have been able to trade Assigned 

Amount Units (AAUs) between them in a capand

trade system. The Clean Development Mechanism 

(CDM) was introduced, enabling developing countries’ 

emission reductions to be counted towards the deve

loped countries’ legally binding Kyoto targets. Using 

the Joint Implementation (JI) mechanism, countries 

with binding commitments could finance projects in 

other countries with binding commitments. Under 

the Kyoto Protocol, the trading of carbon units bet

ween countries with economywide, multiyear targets 

under a common cap is quite straightforward. In cont

rast, the post2020 world is likely to be more complex 

when it comes to trading carbon units. 

Amidst this increasing complexity, there are two 

sides of the carbon trading coin to consider. On the 

one hand, emissions trading outside the UN system, 

on the domestic level, is now being implemented at 

an unprecedented scale: From California to China, 
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via Kazakhstan and Korea. Yet, on the other hand, the 

CDM struggles with low market prices due to limited 

demand and the much debated and criticized issue 

of overseas offsetting. This study concludes that the 

future of the CDM involves a wider set of applications 

for the CDM, which would include providing the tools 

for resultsbased finance so that a CDM credit may 

serve as a receipt for emissions reductions. 

This leads us to the question of whether the UN will 

have a role to play in the future of the international car

bon trading landscape. In particular, this study focuses 

on how different types of pledges affect possibilities 

for the trading of carbon units and use of crediting 

mechanisms. 

The attempt to replace the projectbased mechanisms 

of the Kyoto Protocol with a more scaledup mechanisms 

– like the UNFCCCbased New Marketbased Mecha

nism (NMM) – has been ongoing since before 2009 in 

Copenhagen, but has yet to yield concrete results. 

One key question ahead of COP21 pertains to 

whether the Assigned Amount Units of the Kyoto 

Protocol will be replicated in a Paris Agreement. If so, 

countries with economywide, multiyear absolute tar

gets could well continue to trade units among themsel

ves. Through the Framework for Various Approaches 

(FVA), it may also be possible to trade with carbon 

credits or units from domestic schemes and use these 
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units for compliance alongside nationally determined 

contributions. These issues, however, are still under 

discussion with no clear indication of their final shape.

Another key issue to be addressed in Paris relates 

to the role international carbon trading and crediting 

mechanisms may play for countries with targets other 

than Kyotolike, multiyear budget targets. Singleyear 

targets, intensity targets, and other type of targets 

demand creative thinking about how to use market 

mechanisms. 

Different types of mechanisms are better suited for 

various types of national contributions. As such, specific 

mechanisms should be tailored to each particular situa

tion. Nonetheless, five general conclusions can be drawn.

I. In order to preserve environmental integrity, 

trade between countries with economywide 

targets should generally be subject to adop

ting multiyear targets.

II. In cases where countries are in the process 

of establishing a multiyear target, provi

sions may be arranged so that said countries 

can trade prior to full eligibility.

III. Contributions that do not provide for the 

establishment of a budget are less suitable for 

emissions trading, but work well with credi

ting approaches. Making use of intensity tar
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gets, dynamic baselines, and reference levels 

implies that budgets need to be adjusted ex 

post. This should be feasible, and with addi

tional provisions, would allow for the imple

mentation of trading schemes in parts of the 

economy that show oppor tunities for linking. 

IV. Sectoral crediting is suitable for economy

wide or sectoral targets, and crediting 

thresholds can be set in a way that ensures 

the achievement of the Nationally Deter

mined Contributions (NDC).

V. A revised CDM can continue to work in 

sectors with or without targets as long as 

reductions are not double counted. 

Concluding remarks
For advocates of marketbased mechanisms, the cur

rent situation may seem gloomy. First, while many 

countries prepare mitigation efforts, these actions 

are likely insufficient to create enough demand for 

credits from the CDM. Some CDM projects will have 

to cease operating. Furthermore, due to insufficient 

commitments from developed countries, little incen

tive will exist from the international carbon market to 

initiate new emission reduction projects in developing 

countries. Several countries are preparing voluntary 
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domestic schemes, but efforts to create demand cur

rently lag behind the creation of additional supply.

Second, using emission reductions in one country 

for compliance in another country will become more 

complicated than it was under the Kyoto Protocol. 

Why? This complexity will likely arise due to the diver

sity of mechanisms on offer, and an even greater variety 

regarding national contributions (NDCs). Additionally 

the mechanisms should contribute to a net mitigation 

effect; in other words, they should go beyond offset

ting. With a mix of ongoing CDM projects, new Joint 

Crediting Mechanism projects, and perhaps even a 

planned sectoral crediting mechanism or domestic ETS 

in host countries, it is of utmost importance to ensure 

that emission reductions are not double counted. This 

responsibility falls on the host countries, but a mecha

nism such as the Framework for Various Approaches 

could be very helpful. Furthermore, the infrastructure 

of mechanisms may be used for the monitoring of cli

mate finance. In particular, emissions reductions may 

be verified as a result of financing that will be counted 

towards climate finance targets rather than any NDC, 

which requires even more host country attention. 

Despite these potential negatives, there are also 

positive signs related to marketbased mechanisms. 

First, preparations for various types of carbon pricing 

instruments have evolved at an unprecedented global 
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scale. Second, upon further elaboration of the role of 

the FVA and the specific rules for NMM, both hosting 

and purchasing countries can secure marketbased 

solutions appropriate for a particular situation. In such 

a case, the UN could come to play a coordinating role in 

global carbon markets.

The ambition to open domestic markets for interna

tional trade through linking may, at this moment, seem 

somewhat farfetched. Yet, the time for linking may 

come. The future of such a development is dependent 

upon political decisions, of which deciding upon ambi

tious emission reductions targets is key. Without such 

targets in place it is rather difficult to advocate for the 

setup of an advanced system for international trans

fers of emission reductions under a Paris agreement. 

Still, it is not such a farfetched idea that countries, 

following the first submissions of their contributions 

will examine the situation and initiate bilateral and 

multilateral collaborations to extend emission reduc

tions further. For this process, having a facilitating 

structure and tools that suit different purposes in place 

– including marketbased mechanisms – could prove to 

be very useful. The necessary sharpening of emission 

reductions targets will increasingly require a more effi

cient approach to mitigating global warming. Carbon 

markets may be one of them. 
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Chapter 1

Introduction

From flexibility to  
carbon pricing
It is by now widely acknowledged that the outcome 

of the CoP21 in Paris will be a very different type of 

regime compared to the Kyoto Protocol. This will be 

reflected in the number and types of commitments or 

contributions, as well as in a clearer focus on adapta

tion, finance and loss and damage. But it will also be 

reflected in the use of market mechanisms.

The Kyoto Protocol meant the introduction and 

international acceptance of emissions trading. 

Countries with binding commitments were able to 

trade Assigned Amount Units (AAUs) between them 

in a capandtrade system. The Clean Development 

Mechanism (CDM) was introduced, enabling emis

sions reductions in developing countries to be coun

ted towards the developed countries’ legally binding 
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Kyoto targets. Using the Joint Implementation (JI), 

countries with binding commitments could finance 

projects in other countries with binding commit

ments. Both international emissions trading and the 

projectbased mechanisms have been subject to criti

cism: the former not only because of the trade itself, 

but also because of the alleged existence of ‘hot air’, 

i.e. allowances available for sale in Eastern European 

countries, as economic decline in the period after the 

Kyoto Protocol base year 1990 provided an oppor

tunity to access allowances with unclear mitigation 

impact for low cost. The CDM has been subject to 

criticism along several lines, one being that its design 

as an offset mechanism allegedly does not lead to net 

mitigation effects, while the environmental integrity 

of the projects in the JI has been questioned.1 

In parallel to the UNinitiated mechanisms, emis

sions trading is now being implemented domesti

cally at a scale not seen before. The CDM, on its side, 

is struggling with low market prices due a limited 

demand. This leads to the question of whether the UN 

will have a role to play in the future landscape of inter

national carbon trading. 

At the moment, there is, at best, limited global 

support for a topdown regime based on emissions 

1. Kollmuss, A., L. Schneider and V. Zhezherin (2015) Has Joint Implementation Reduced 
GHG Emissions? http://www.seiinternational.org/mediamanager/documents/Publica
tions/Climate/SEIPB2015JIenvironmentalintegrity.pdf  
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trading, such as that which the Kyoto Protocol repre

sents, and it is now apparent that the model of the 

Protocol, providing flexibility for a few countries with 

legally binding quantitative targets, does not reflect 

the political reality and the dominating political will of 

today.

Whereas the buzz word earlier was flexibility, mar

ketbased mechanisms are now part of the concept of 

carbon pricing, promoted by a recent initiative of the 

World Bank and embraced by large sectors of the busi

ness community2. Carbon pricing may be understood 

in two ways. The first is that owners of installations 

that emit greenhouse gases are affected by a price sig

nal, i.e. it will cost something to emit greenhouse gases. 

The other is that activities that reduce emissions could 

benefit from the sale of verified emission reductions. 

The former approach could be exemplified by looking 

at e.g. the electricity sector in a region: Carbon pricing 

can have (i) a short term substitution effect by making 

electricity generated by carbon intensive plants more 

expensive and less competitive than low carbon tech

nologies; (ii) a longterm structural effect by making 

investments in carbon intensive plants less attrac

tive, and (iii) by making the price of electricity more 

expensive for the final customer, inducing a reduction 

2. http://www.worldbank.org/en/programs/pricingcarbon 
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in consumption and in emissions3. For competitive 

reasons, carbon pricing that provides the same or 

similar conditions for all industries globally would be 

optimal, e.g. through a global ETS or carbon tax, but 

this is not very likely to become a reality in the short 

term: A development towards this would probably not 

be achievable through a topdown international agre

ement, but has to evolve from the bottom up.

However, as emissions markets mature and grow, 

involving more and more sectors and more and more 

countries, there may eventually be a global price for 

carbon. A global price would imply that a company 

that reduces emissions and creates verified emissions 

reductions can do so with a high likelihood of get

ting a reasonable price at any of the carbon exchange 

markets in the world, or from any buyer, be it another 

company or another country. 

The outlook for a global price is not very positive 

considering the current demand situation. However, 

this should probably be understood in light of the dis

cussions leading up to the Paris Agreement. Looking 

at the Intended Nationally Determined Contributions 

that have so far been submitted to the UNFCCC, it is 

difficult to predict any supply and demand for the use 

3. Structure and Regulatory Framework of the Power Sector: What Impact on the Effective
ness of Carbon Pricing? Presentation by Dominique FINON CNRSParis (CIRED) & Chaire 
CEEM (Paris Dauphine University) with Christophe de GOUVELLO, Energy Practice of the 
World Bank PMR Technical Meeting on Interactions of Energy and Carbon Pricing Policies 
Santiago, Chile, November 5, 2014
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of internationally generated emissions reductions 

for the achievement of countries’ mitigation targets.4 

However, the post2020 regime is still in its starting 

block, and substantial changes may occur over the 

course of time. 

Vital questions are whether the Paris Agreement 

will create a price signal for a large number of actors 

looking for a reward for reduced emissions and 

whether the Paris Agreement will create incentives 

for the use of mechanisms. A clear and informative 

answer to these questions is not possible to give at this 

moment. However, it is possible to describe the cur

rent development with regard to market mechanisms, 

how they are developed for domestic purposes, as well 

as for international use, and to elaborate on how the 

Paris Agreement could facilitate the use of mecha

nisms for those who so wish.

Objective and structure
The main objective of this report is to help the reader 

better understand what role the Paris climate meeting 

will have for the development of international emis

sions trading.

In the first part of the report, taking the KP and 

its mechanisms as a starting point, it is shown how 

4. http://www4.unfccc.int/submissions/indc/Submission%20Pages/submissions.aspx
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the demand for new marketbased mechanisms has 

evolved and how the role of the existing mechanisms 

has changed. In the second part, the potential role of 

mechanisms in the post2020 period is analysed, and 

the issues that may arise in relation to the Nationally 

Determined Contribution (NDC) are brought for

ward: 

• Implementation of mechanisms inside or 

outside the scope of an NDC and under dif

ferent types of NDCs.

• Operationalisation of net mitigation, i.e. 

how to assure and incentivise that the 

mechanisms contribute to mitigation bey

ond offsetting. 

The focus of this report will be on carbon credit

ing approaches, and the main objective is to discuss 

how mechanisms, whether old or new, will function 

together with the structure of the new agreement, and 

particularly, in relation to the Nationally Determined 

Contributions (NDC).

The report will further provide an elaboration of the 

role that the UNFCCC may play in the development of 

market mechanisms, primarily within the Framework 

for Various Approaches. 
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Chapter 2

From Kyoto to Paris

CDM, JI AND ETS under  
the Kyoto protocol
The Kyoto Protocol (KP) of 1997 is a protocol to the 

United Nations Framework Convention on Climate 

Change, in which developed Parties have internatio

nally binding emissions reduction targets. Recognising 

that developed countries are principally responsible 

for the current high levels of GHG emissions in the 

atmosphere as a result of more than 150 years of indu

strial activity, the Protocol places a heavier burden on 

developed nations under the principle of Common But 

Differentiated Responsibilities (CBDR).

The Kyoto Protocol contains two main types of mar

ketbased mechanisms: trading and crediting. Under a 

capandtrade approach (trading), a central authority 

(usually a governmental body) sets a limit or cap on the 

amount of emissions that can be emitted in terms of 
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tons of CO2 equivalent. The KP entails a carbon budget 

(quantitative multiyear emissions reduction or stabili

sation target) for a number of developed countries and 

support for developing countries in various forms. The 

budgets (Assigned Amounts) for each developed coun

try, which are operationalised through the issuance 

of Assigned Amount Units, provide for trade between 

countries. This trade can, in practice, also be delegated 

to private sector entities, such as under the European 

Union Emissions Trading Scheme (EU ETS). 

The baselineandcredit approach (crediting) fol

lows from the Kyoto »firewall«1 division between 

developed countries and developing countries. The 

crediting mechanism under the Kyoto Protocol has 

been project and programmebased, where individual 

projects or programmes including several activities, 

are credited against a crediting baseline. A project 

may be implemented in one or several installations, 

households or entities and may include one or several 

mitigation activities. Each installation, household or 

entity can decide whether or not to participate in the 

mechanism. Under the Kyoto Protocol, projectbased 

crediting mechanisms were implemented through the 

CDM and the JI.2

1. Bodansky; Daniel (2011) W[h]ither the Kyoto Protocol? Durban and Beyond, Harvard 
Project on Climate Agreements
2. Schneider Lambert, Juerg Fuessler, Martin Herren and Michael Lazarus (2014) Crediting 
Emission Reductions in New Market Based Mechanisms, INFRAS, Zurich
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Carbon credits (Certified Emission Reductions, 

CERs) from the CDM would add to the Kyoto budget 

because the regulatory framework contains an ela

borate assessment of additionality  proving that the 

emissions reductions would not have been the result 

of projects that would have been implemented anyway 

i.e. that they are additional. Carbon credits (Emission 

Reduction Units, ERU) from the JI are issued from the 

carbon budgets of countries with targets, and there is 

no addition of units to the overall Kyoto budget. The 

JI is therefore subject to a different regulatory frame

work than the CDM, although, in practice, much of the 

operative work (such as developing methodologies) 

has come to be shared with the CDM. 

The emergence of  
new mechanisms
For several years, climate negotiations were held under 

two different ‘future’ tracks: a Kyoto track3 and a Con

vention track4, where the latter aimed towards reaching 

a »postKyoto« deal in Copenhagen in 2009. In dis

cussions on a postKyoto deal, discussions on how to 

move from a projectbased approach – as implemented 

3. Ad Hoc Working Group on Further Commitments for Annex I Parties under the Kyoto 
Protocol (AWGKP)
4. The Ad Hoc Working Group on Longterm Cooperative Action under the Convention 
(AWGLCA)
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through the CDM and the JI – to approaches or mecha

nisms that cover whole sectors or subsectors emerged. 

The rationale for this discussion was that projectbased 

approaches allegedly did not deliver reductions to the 

extent needed, i.e. that the mechanisms should be sca

led up, and that the current approaches functioned as 

offset mechanisms, i.e. reducing the cost for reductions, 

but not leading to atmospheric benefits beyond the 

Kyoto bubble. This led to discussions circling around 

a number of alternative mechanisms, in particular, the 

inclusion of a crediting approach to Nationally App

ropriate Mitigation Actions (NAMAs) and the New 

MarketBased Mechanism (NMM).

NAMA Crediting
Parallel to discussions on the need for new mecha

nisms was the introduction of Nationally Appro-

priate Mitigation Actions (NAMAs), prescribing 

developing countries to undertake mitigation actions. 

These actions should be nationally appropriate, i.e. 

reflecting countries’ national circumstances and being 

developed in the context of sustainable development. 

Thus, a NAMA should be something that is country 

specific, not determined or approved by international 

supervision, although possibly presented in an inter

national NAMA registry. The governance of NAMAs 

would thus be subject to national sovereignty, and alt
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hough it could contain innovative polices and measu

res for mitigation following upon international discu

ssions, its governance, means for implementation and 

enforcement would be similar to any other domestic 

policy or programme.

NAMAs are to be understood as being voluntary 

actions, but possibly supported by financing, techno

logy, and capacity building from developed countries. 

Broadly, there emerged a common view that NAMAs 

could be:

• Unilateral, i.e. implemented without the 

support of developed countries and follo

wing Monitoring, Reporting and Verifica

tion requirements as determined by the 

country itself.

• Supported, i.e. receiving finance, techno

logy or capacity building during planning or 

implementation stages, following interna

tional MRV requirements.

• Credited, i.e. actions that resulted in 

quantifiable emission reductions, funded 

through the international carbon market.

With NAMAs, developing countries took one step 

towards contributing more formally to the objective 

of the Convention (this aspect of NAMAs will also be 
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covered in the section on NDCs), but the requirements 

for developed countries were also raised, because sup

port to developing countries was previously delivered 

mainly through voluntary contributions to funds, 

and any technology transferred was not measurable, 

reportable or verifiable.56 

As shown in figure 1, the NAMA concept could be 

defined visavis a nolose target, the latter concept 

5. Presentation by Chandra Shekhar Sinha »NAMAs after Durban –What lies ahead?«
2012. The World Bank Institute’s Climate Change Practice
6. Sterk, Wolfgang (2010) Nationally Appropriate Mitigation Actions: Definitions, Issues 
and Options, JIKO Policy Paper 2/2010, p. 3

Figure 1. NAMAs: Unilateral, Supported and Credited

2005 2010 2015 2020

5

Supported NAMAs: to achieve 
no-regrets/least cost or 
Co-benefit trajectory from the 
Business-as-Usual.

Credited NAMAs: to achieve 
Ambitious emission trajectory 
from the no-regrets/least cost or 
Co-benefit trajectory.

Business-as-usual

GHG emissions

No-regrets/least cost

Co-benefits e.g.
energy security

Ambitious, with climate 
mitigation goal
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meaning that not achieving the target would not 

impose any sanctions on the host country. Support 

could be used to strengthen the cobenefits of a policy 

or programme, and crediting would be allowed below 

a threshold representing an ambitious reduction 

compared to businessasusual. The idea of crediting 

NAMAs, together with the perceived weakness of 

the CDM in terms of lengthy procedures and limi

ted success in some key sectors such as transport 

and demandside energy efficiency7, contributed to 

demand for an upscaled mechanism that could com

plement and/or replace the CDM.

New market-based  
mechanism (NMM)
During the build up to Copenhagen, the discussions 

on sectoral mechanisms were put forward in light of 

the need for more powerful instruments to decrease 

emissions in developing countries, as well as to pave 

the way towards higher ambitions to decrease or stabi

lise emissions in developed countries. The incentives 

for developing countries would be that they would 

contribute to international efforts to combat global 

warming (political incentive), as well as receive a flow 

7. Sterk, Wolfgang, Hans Bolscher, Jeroen Van Der Laan, Jelmer Hoogzaad and Jos Sijm 
(2015) Developing a Sectoral New Market Mechanism: Insights from Theoretical Analysis 
and Country Showcases, Climate Policy, vol. 15, No. 4, p. 418
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of carbon finance through sales of allowances or cre

dits (financial incentives).

Segments could be represented by sectors or sub

sectors, e.g., branches of industry, technologies or 

geographic regions in the host country. One principal 

understanding of a sectoral mechanism is that once 

the segment is defined, all entities within the segment 

participate in the mechanism. The crediting baseline 

is established for the entire segment of the economy 

and emissions reductions are credited based on the 

difference between the sectoral crediting baseline and 

the actual emissions of all entities within the segment 

of the economy. The scale of emissions reductions 

from such a mechanism could potentially be larger 

than from projectbased mechanisms.8 An often raised 

concern is that if crediting is allowed only if the whole 

sector performs well, what then is the incentive for 

one entity to take action without possibly knowing the 

performance results for the whole sector. In terms of 

incentives, this is a key feature that, unless managed 

through specific measures, separates the sectoral 

mechanism from the CDM.

Discussions proved to be cumbersome and seemed 

to move forward only if all of the other issues nego

tiated (in particular, financing) moved forward at the 

8. Schneider Lambert, Juerg Fuessler, Martin Herren and Michael Lazarus (2014) Crediting 
Emission Reductions in New Market Based Mechanisms, INFRAS, Zurich
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same time. This resulted in too much text to discuss in 

Copenhagen, and no outline of new mechanisms made 

it into the Copenhagen Accord text. 

In Durban (2011), however, the New Marketbased 

Mechanism (NMM) was then established: They »defi

ned a new marketbased mechanism, operating under 

the guidance and authority of the Conference of the 

Parties, to enhance the costeffectiveness of, and to 

promote, mitigation actions, bearing in mind different 

circumstances of developed and developing countries, 

which is guided by decision 1/CP.16, paragraph 80, and 

which, subject to conditions to be elaborated, may 

assist developed countries to meet part of their mitiga

tion targets or commitments under the Convention.«9   

The elements of the NMM, as decided in Cancun, 

were that they should:

a) Ensure voluntary participation of the Par

ties, supported by the promotion of fair and 

equitable access for all Parties;

b) Complement other means of support for 

nationally appropriate mitigation actions 

by developing country Parties;

c) Stimulate mitigation across broad seg

ments of the economy;

9. FCCC/CP/2011/9/Add.1, para 83



Johan Nylander

18

d) Safeguard environmental integrity;

e) Ensure a net decrease and/or avoidance of 

global greenhouse gas emissions;

f ) Assist developed country Parties to meet 

part of their mitigation targets, while ensur

ing that the use of such a mechanism or 

mechanisms is supplemental to domestic 

mitigation efforts;

g) Ensure good governance and robust market 

functioning and regulation;

The main difference between CDM and NMM may 

then have to do with the role of the host country and the 

scale of the mechanism. However, this difference could 

be quite substantial for the operation of the mecha

nisms. Where the CDM, to a large extent, has been 

private sectordriven, the developing country govern

ments are likely to be in the driver’s seat for the NMM. 

Under the CDM, the private sector has an important 

role as a facilitator of emission reductions, because 

there have been incentives to identify and implement 

emission reduction projects, sometimes referred to as 

the ‘market search function’ of the CDM. With an up

scaled governmentmanaged crediting mechanism, a 

key issue will be how the implementing host country 

can create incentives for the private sector to partici

pate and generate emission reductions. 
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Design Options and Negotiation 
Status for a New Market Mechanism
The New Marketbased Mechanism is in its early deve

lopment, and there has yet to be an agreement on the 

regulatory details. Whereas several aspects will be for 

the host government to decide upon, some aspects are 

likely to be governed by international rules under the 

UNFCCC. Recent discussions on the NMM contain 

a convergence to an understanding of the NMM as a 

centralised UNFCCC mechanism, with a body esta

blished under the guidance of the Conference of the 

Parties, operationalised following high standards for 

MRV, issuance and tracking, and accounting. However, 

there is still not any common understanding of what 

would constitute a »broad segment« of the economy 

and how to establish a net reduction effect .10

There are also elements that will have to be decided 

by the implementing country, for instance, different 

approaches to the distribution of carbon credits, such 

as whether credits (or income from the sale of cre

dits) should be allocated to individual emitters or to a 

government body.11 Additional design elements relate 

to how to set the baseline, e.g. by using performance 

benchmarks, indicators or emission projections12, and 

10. see UNFCCC synthesis and workshop reports.
11. Prag, Andrew and Gregory Briner (2012) Crossing the Threshold: Ambitious Baseline for 
the UNFCCC New MarketBased Mechanism, OECD, p. 20
12. Prag, Andrew and Gregory Briner (2012) Crossing the Threshold: Ambitious Baseline for 
the UNFCCC New MarketBased Mechanism, OECD, p. 25
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not least to set baselines that are conservative and 

trustworthy. 

The negotiations have not been plagued by sub

stantial differences with regard to the design of the 

NMM; however, Bolivia has pushed for nonmarket

based approaches, as opposed to marketbased 

approaches, and has required such approaches to 

be given the same attention in negotiations. From 

a developing country perspective, which includes 

their experience of the lack of demand for CERs, the 

development of new mechanisms, without any signs 

of increased demand, has been questioned. The argu

mentation has mainly followed along the line that 

the »NMM could be an interesting mechanism, but 

we see no reason to discuss this now«. Although this 

argumentation continued up to 2014, another argu

ment has gained importance, that »discussions on 

new mechanisms should not prejudge the outcomes 

of the discussions in the ADP«, which is where we 

stand today, and the mechanisms have also entered 

the ADP discussions. 

New roles for old mechanisms
Along with discussions on new types of marketbased 

mechanisms, processes to develop the existing Kyoto 

mechanisms are still taking place. Such processes, such 
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as the CDM policy dialogue13, have resulted in initiatives 

to improve the CDM, e.g. through the development 

of tools for reporting on sustainable development 

impacts. Another line of development is the increasing 

recognition of the CDM as a tool for monitoring, veri

fication and reporting of emission reductions, regard

less of the type of funding source. This means that the 

infrastructure that the CDM provides is not limited 

to resulting in carbon credits for compliance by Kyoto 

Parties, but is also open to the provision of evidence of 

emission reductions from, for instance, a clean techno

logy fund or a donorfunded programme.

Results-Based Financing
The resultsbased financing (RBF) approach first 

appeared in the health sector, but its application to 

other sectors, such as the energy sector, has captured 

more and more interest. The basic principle of RBF 

approaches is that payments not are made e.g. fol

lowing a time schedule, but instead are contingent 

on the delivery of preagreed results, with the achie

vement of the results being subject to independent 

verification14. A main difference between RBF and 

conventional approaches to financial support is that 

risks in the form of delays and failures are shoved over 

13. http://www.cdmpolicydialogue.org/
14. ESMAP (2013) ResultsBased Financing in the Energy Sector. An Analytical Guide
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to the funded, rather than being borne by the funder.

In a conventional set up, failing to deliver the expected 

results may result in the funder’s resources already 

being spent and being difficult to recover, whereas 

under the RBF approach, the resources will not be 

spent in the case of failure, and the funded will not 

receive the anticipated support. As indicated above, 

the issuance of a carbon credit is evidence of a result, 

and as such, it could be used to trigger a payment. In 

this sense, the regulatory framework of the CDM, in 

particular, its thorough ex post verification setup, 

could be very useful for the MRV of activities that are 

funded by climate finance, e.g. through a supported 

NAMA or through the Green Climate Fund. 

Instead of being used as a tool for offsetting by deve

loped countries with binding commitments, the CDM 

is more and more being recognised as a standard that 

can be used for mitigation: It provides institutions and 

a regulatory framework for the resultsbased finan

cing of mitigation, i.e. it is used to channel financing 

for mitigation, where verified emission reductions or 

issued CERs are the receipt.

Voluntary Markets and  
the Cancellation of CERs
The lack of demand for credits and the discussions on 

how to reform mechanisms, both within the frame of 
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the KP discussions and the Conventiontrack discus

sions, is contributing to the changing role of the CDM 

into a facilitative standard, rather than a specific offset 

instrument under the KP. This also means that the 

CDM, in order to attract new types of buyers, has to 

develop in a way that better suits the voluntary mar

ket, i.e. the market that is not covered by the UNFCCC 

regulations and supervision. 

The voluntary market offers standards that com

pete with the CDM, but also that are complementary 

to the CDM, and in some cases, build on the CDM 

(in particular, the use of the CDM’s methodologies). 

The buyers on the voluntary market differ from com

pliance buyers in a vital sense, because the buyer is 

not only interested in the emission reduction, but is 

also interested in being able to tell a story that typi

cally involves several positive results. Accordingly, 

steps have been taken to improve the sustainability 

aspects so that the CDM would be more attractive to 

new types of buyers and to fulfill, or to a larger extent, 

demonstrate the fulfilment of, objectives other than 

emission reductions alone. 

A new CDM, available for several types of buyers, 

which includes a push for taking a larger share of the 

voluntary market, will meet several challenges. The 

UNFCCC home will continue to function as a quality 

stamp for the emission reductions, but the UNFCCC 
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ownership also implies challenges for the deve

lopment of a CDM for a wider set of purposes. The 

UNFCCC home and the supranational supervision 

that is conducted by the countries through the COP 

make it difficult to agree upon specific standards or 

objectives for sustainable development assessments 

of CDM projects. This has so far been, and is likely to 

continue to be, the prerogative of the host country. 

In order to stimulate demand for CDMcredits, the 

CDM executive board has tried to initiate a movement 

towards the voluntary cancellation of CERs through a 

webbased platform. The platform, to be operated by 

the UNFCCC, is meant to make it easier for consumers 

and small businesses to purchase and cancel CERs, 

allowing them to buy directly from project owners 

that have credits to offer, rather than from brokers.

National and international 
carbon market initiatives:  
A brief outlook
The development of carbon markets over the last 

decade is twofold. On the one hand, the then opti

mistic views on linking trading schemes and creating 

common OECDmarkets has vanished in the view 

of countries such as Canada and Australia turning 

away from international collaboration on emission 
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trading, and Japan focusing on bilateral collaboration 

on its own terms. At the same time, the development 

of domestic carbon market initiatives has never been 

greater. China is believed to be launching a national 

ETS in 2016 that will be larger than the EU’s, and many 

countries are preparing for domestic trading schemes 

that are also designed to be prepared for international 

linking. The World Bank annual summary of carbon 

pricing around the globe states that the number of 

existing carbon markets in 2015 added up to 17 dif

ferent trading schemes, covering about 12% of global 

emissions.15 In addition, carbon pricing, in the form 

of carbon taxes, is used or planned in more than 20 

countries.

All existing and proposed emissions trading sys

tems around the world have provisions for the use 

of offsets. However, these could be national or inter

national, and only in a few cases, provide for a CDM: 

California, Québec, Alberta, Regional Greenhouse 

Gas Initiative (RGGI), China, South Korea, Switzer

land, and Kazakhstan all allow for the use of offsets 

in their respective systems, either now or in the post

2020 period, and the EU ETS is open for CERs from 

CDM projects in the Least Developed Countries up 

to 2020. Examples of the use of CDMs outside emis

15. World Bank (2015) Carbon Pricing Watch 2015 http://wwwwds.worldbank.org/external/
default/WDSContentServer/WDSP/IB/2015/08/26/090224b08309a09a/4_0/Rendered/PDF/
Carbon0pricing0e0released0late02015.pdf
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sions trading schemes are the South African carbon 

tax scheme, and possibly also the Mexican carbon tax, 

which will allow parts of the tax payments to be cove

red by surrendering CERs. 

At this point, however, which is at the beginning of 

a period in which developing countries are preparing 

their INDCs, there is not much indication that these 

initiatives will involve international transfers of miti

gation outcomes (whether in the form of carbon cre

dits or allowances). It would be premature to state that 

a global carbon market is emerging; however, there 

is little doubt that the choice of markets to enhance 

climate change mitigation domestically is preferred 

by many countries, despite the very large potential for 

gains from international trade and the importance of 

cost effectiveness, which have been demonstrated 

again and again, and constitute fundamental princip

les for international climate mitigation cooperation.

An opening of domestic marketbased initiatives to 

international markets may develop as countries get a 

better picture of what the Paris deal will look like and 

of what countries have to offer in terms of contribu

tions. There is likely a potential volume of reductions 

beyond the scope of the INDCs which countries can 

collaborate on how to realise, including through the 

use of mechanisms. 

The rules guiding such an opening of domestic ini
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tiatives to international trade and the transfer of emis

sion reductions credits/allowances are not yet set. As 

indicated in previous sections, the framework within 

which the transfer of reductions would take place 

could be significantly different from the Kyoto Proto

col, not least due to the variety of initiatives and con

tributions that countries are currently offering. Thus, 

the next step, which is a key part of this report, will be 

to take a look at how different types of mechanisms 

will fit with different types of Nationally Determined 

Contributions (NDCs) and what role the UNFCCC 

may play in the matching of mechanisms and NDCs. 
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Chapter 3

Paris: Contributions  
from everyone
A main objective for the countries that are nego

tiating a new agreement is to accomplish a regime 

with broader participation compared to the Kyoto 

Protocol: a regime applicable to all parties. Several 

studies1 refer to the anticipated Paris Agreement as a 

hybrid structure, i.e. a regime that entails elements of 

both topdown governance and a bottomup approach.  

A key feature of a bottomup approach is the aggrega

tion of contributions from countries, instead of the 

creation of a global carbon budget from which a bur

den sharing regime would be developed. Whereas the 

Kyoto Protocol contained quantitative targets for the 

1. Bodansky, Daniel M., Seth A. Hoedl, Gilbert E. Metcalf, and Robert N. Stavins (2014) Fa
cilitating Linkage of Heterogeneous Regional, National, and SubNational Climate Policies 
through a Future International Agreement, Cambridge, Mass.: Harvard Project on Climate 
Agreements, November 2014.
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developed countries and no specified targets for deve

loping countries, the Bali Action Plan sparked a process 

towards, if not targets, at least intended actions by 

developing countries. With the concept of Nationally 

Appropriate Mitigation Actions (NAMAs), developing 

countries were encouraged to formulate mitigation ini

tiatives that would be appropriate for their situation.2 

Table 1 shows how the types of targets have chan

ged since the adoption of the Climate Convention 

in the early 90s. The more flexible approach to types 

of targets, pledges and NAMAs that was introduced 

in Copenhagen and Cancun is accompanied by dif

ficulties in comparison, in particular, if underlying 

assumptions and methodologies are missing. Table 2 

lists the different types of targets and the countries 

that provided a pledge applying each type of target fol

lowing Cancun (and thus, it may change in view of the 

presentations of INDCs during 2015). From the table, 

one immediate conclusion is that after Cancun, a 

myriad of different types of pledges had already emer

ged. This development is likely to persist or even acce

2. GIZ and UNEP/DTU (2014) How Are INDCs and NAMAs Linked?

Timeline 1992–1997 1997–2010 2010-2020 post 2020

Annex 1 Limit GHG Economy Wide Reduction 
Targets

INDCs

non-Annex 1 Take Measure to Mitigate 
Emissions

NAMAs INDCs

Table 1. Evolution of Targets2
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Absolute reductions relative to 
historic base year emissions, 
continuous multi-year targets:

Australia, Belarus, Croatia, EU27,Iceland, 
Kazakhstan, Monaco, Norway, Switzerland, 
Ukraine

Absolute reductions relative to 
historic base year emissions, 
single year targets for 2020:

Canada, Japan, New Zealand, Russia, USA, 
Antigua and Barbuda, Marshall Islands, 
Moldova, Montenegro

Absolute reductions relative to 
BAU emissions in target year, 
single year targets:

Indonesia, Israel, Mexico, Papua New 
Guinea, Singapore, South Africa, South 
Korea, Chile

Absolute reduction to a spe-
cified emissions level in target 
year, single year targets:

Costa Rica, Maldives, PNG

Intensity-based reductions 
relative to historic base year 
emissions, single year targets:

China, India

GHG-quantified nationally 
appropriate mitigation actions 
(NAMAs):

Burkina Faso, Central African Republic, 
Colombia, Cook Islands, Ethiopia, Gabon, 
Morocco, Peru

Non-quantified policy-, 
sectoral-, and project- level 
nationally appropriate mitiga-
tion actions (NAMAs):

Afghanistan, Algeria, Argentina, Armenia, 
Benin, Bhutan, Botswana, Cambodia, 
Cameroon, Chad, Congo, Côte d’Ivoire, 
Dominica, Egypt, Eritrea, Gambia, 
Georgia, Ghana, Guinea, Jordan, Macedonia, 
Madagascar, Malawi, Mauritania, Mauritius, 
Mongolia, San Marino, Sierra Leone, 
Swaziland, Tajikistan, Togo, Tunisia

No pledges: Bangladesh, Bolivia, Cuba, Ecuador, Iraq, Iran, 
Kenya, Kuwait, Lao, Libya, Malaysia, Mali, 
Myanmar, Nigeria, North Korea, Oman, Paki-
stan, Philippines, Qatar, Saudi Arabia, Serbia 
and Montenegro, Sudan, Syria, Thailand, 
Trinidad and Tobago, Turkey, Turkmenistan, 
Uganda, United Arab Emirates, Tanzania, 
Uzbekistan, Venezuela, Vietnam, Zambia

Table 2. Country Pledges Following Cancun3

lerate with a Paris Agreement based on NDCs. Only in 

some cases, there will be targets that resemble those 

applied to developed countries in the Kyoto Protocol. 

In the following, we will analyse what implications this 

may have for international emissions trading and the 

transfer of emission reductions between countries.3

3. Fuessler, Juerg, Martin Herren, Anja Kollmuss, Michael Lazarus and Lambert Schneider 
(2014) Crediting Emissions Reductions in New Market Based Mechanisms – Part II: Additio
nality Assessment and Baseline Setting under Pledges, INFRAS, Zürich, pp. 910
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International Transfer of Emission  
Reductions under INDC vs Kyoto Protocol
The topdown structure of the Kyoto Protocol was 

eminent, and for those Parties that took on legally bin

ding quantitative commitments or stabilisation tar

gets, using emission reduction outcomes (units) from 

one country for compliance in another was strictly 

supervised through the issuance and tracking of 

Assigned Amount Units. In this system, eligibility (for 

trade) was a prerequisite for the international trade 

of AAUs, Emission Reduction Units (ERUs) from the 

JI, and Certified Emission Reductions (CERs) from 

the CDM. For countries to be eligible for trade, they 

needed to be ex ante approved by bodies under the 

Kyoto Protocol.

It would be possible to use a similar approach for 

countries with NDCs that resemble the Kyoto targets, 

i.e. containing a reduction target over a time period 

Eligibility for Trade under the Kyoto Protocol

1 The country is a Party to the Kyoto Protocol.

2 The country has calculated its budget (Assigned Amount) in accordance 
with the Kyoto Protocol rules.

3 The country has a national system for the estimation of anthropogenic 
emissions. 

4 The country has a national registry in place.

5 The country has submitted (to the UNFCCC) the most recent inventory.

6 The country submits supplementary information on its budget (Assig-
ned Amount) related to removals by sinks.

Table 3. Eligibility for Trade under the Kyoto Protocol
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compared to a base year. A main point here is that 

accounting for the trade of units (allowances from 

their budget) would be fairly easy for countries having 

these types of targets, because it would be similar to 

the emissions trading system set up under the Kyoto 

Protocol. Environmental integrity is, in this case, 

guaranteed through an AAU backing up every ton of 

CO2 traded. For the transaction of units under Kyoto, 

whether carbon credits (CER, ERU) or allowances 

(AAU) were checked by an international transac

tion log (ITL). At the end of the commitment period,  

a country should have as many units as they had  

reported emissions. 

In a climate regime in which only a few countries 

will have Kyotolike budgets, a new, or at least com

plementary, approach is needed if carbon trading is to 

occur in a way that preserves environmental integrity. 

The rigorous system of the Kyoto Protocol is likely to 

be replaced by international rules or agreements for 

the formal recognition of units between two or several 

countries or trading systems, and there may not be a 

system of assigned amount units (AAU), as under the 

Kyoto Protocol.4

4. This report is limited to the role of market mechanisms within the frame of the UNFCCC. 
For studies that include markets developed outside the UNFCCC, see e.g. Marcu, Andre 
(2014) The Role of Market Mechanisms in a Post2020 Climate Change Agreement, CEPS 
http://www.ceps.eu/publications/rolemarketmechanismspost2020climatechange
agreement
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The framework for  
various approaches
In a world where there is a spectrum of contributions, 

where some countries are eligible for international 

emissions trading, where many countries are not acti

vely trading, but still possibly interested in transfer

ring mitigation outcomes, whether or not they are in 

the form of issued units or carbon credits, how then 

would international trade be set up and supervised? 

Opinions diverge on this matter, but there is some 

agreement that the arena for this matter is the Fram

ework for Various Approaches (FVA).

On the two extremes, one view is that the FVA 

should be something like a CDM Executive Board for 

all types of mechanisms and transfers, and the other 

view is that it should be an information platform 

where countries can present what they have done. 

The FVA is likely to have a role in determining what 

units, credits and mitigation outcomes can be used to 

meet ambitions under the UNFCCC and is likely to 

introduce common rules to ensure:

• Environmental integrity through stan

dards, guidelines and tools for achieving 

net real, permanent, additional and verified 

decreases in and/or avoidance of emissions
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• Establish a standardised AAUlike currency: 

1 AAU = 1 ton CO2 = 1 EUA. The COP decides 

on what requirements have to be fulfilled to 

create and use them. This provides a fixed 

environmental value for emission reduc

tions that can be used for international 

compliance and can be traded.

• Avoidance of double counting, including 

through arrangements for tracking and 

registration and for accounting of interna

tional transfers of units, credits and mitiga

tion outcomes

The main purpose of the FVA would be to assure 

that approaches that include international transfers of 

units follow UNFCCC standards. 

In a situation in which two Parties with budgets 

trade, this is not a major concern. However, for cre

diting approaches and e.g. in a situation in which an 

ETS is overachieving and surplus units are offered on 

the international market, most Parties have expressed 

interest in having requirements that assure real, per

manent, additional and verified mitigation outcomes.

a) »Real« means that mitigation outcomes 

are actual and authentic, meaning that a 

credible reference level is set, emissions are 
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not displaced beyond the boundaries of an 

approach (a concept known as »leakage«) 

and inaccuracies arising from fraud or error 

are addressed;

b) »Permanent« means that a mitigation out

come is irreversible, or if reversible, that mea

sures exist to compensate for a reversal if one 

occurs. Reductions in emissions by sources 

are inherently irreversible and are therefore 

permanent. However, removals of emissions 

by sinks are reversible – in that they seques

ter greenhouse gases and are at risk of being 

released in the future – and thus require mea

sures to address possible reversals;

c) »Additional« means that a mitigation 

outcome attributed to an approach must 

be greater than what would have occur

red in the absence of the approach. This 

assessment requires the consideration of a 

hypothetical counterfactual scenario that, 

by definition, is not known at the time that 

a determination of additionality is made. 

Therefore, in practice, most determinations 

of additionality do not consider individual 

mitigation outcomes, but rather, activities 

that may generate mitigation outcomes. 
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d) »Verified« means that mitigation outcomes 

are confirmed by an independent com

petent assessment. The intention behind 

verification is to ensure that mitigation 

outcomes meet certain criteria, and there 

is a general convergence among approaches 

that this is best accomplished through an 

assessment by an accredited expert, as 

opposed to selfassessment or assessment 

only by a regulatory agency. 

The organisational structure of the FVA would 

depend on how and to what extent it would be respon

sible for securing real, permanent, additional and 

verified emission reductions. The FVA could consist of 

a highlevel body under the COP that establishes the 

FVA and provides general guidance on a periodic basis. 

There could also be a supervisory body that, in a simi

lar vein as the CDM Executive Board, is responsible for 

the management of the FVA, supported by technical 

panels. 

Many countries foresee the role of the FVA as deve

loping standards and providing an infrastructure for 

upholding standards, e.g. through the accreditation 

of verifiers. It is also possible that the FVA will have a 

role in the accounting system, either through making 

the FVA responsible for establishing the accounting 
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system, as far as it concerns international transfers of 

units and carbon credits, or through making the FVA 

responsible for reviewing countries’ capacities and 

systems for ensuring that reductions are real, perma

nent, additional and verified. The FVA would probably 

also need to regulate the processes for issuance in 

order to avoid double counting, i.e. reductions being 

counted twice, sold twice, or claimed for several pur

poses. 

Finally, the new aspect of the mechanisms that the 

FVA could be involved in regulating or supervising is 

that international transfers of units or credits should 

have a net mitigation effect. The following section out

lines different situations that could be the responsibi

lity of supervisory bodies under the FVA.

Mechanisms and  
national contributions
Crediting approaches can take place either inside or 

outside the scope of a Nationally Determined Contri

bution (NDC). In general terms, this situation is simi

lar to the CDM visàvis the JI. Crediting approaches 

that are implemented within the frame of a NDC are 

likely to be subject to the national inventory and to 

have crediting baselines established in parallel to 

the formulation of the NDC. This situation is similar 
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to the JI under a Kyotolike target. The CDM, on the 

other hand, requires no sector or national target, and 

the emissions affected are not (necessarily) part of the 

national inventory.

These situations are illustrated in figure 2, above, 

where the grey area represents the country’s total 

emissions, the blue area represents the crediting acti

vity, and the white area is the scope of the NDC. 

Whether the crediting activity takes place inside or 

outside the scope of the NDC may have implications 

for its design, and it has consequences for the applica

tion of the concept of net mitigation. 

Net Mitigation and Own Contribution
One element that is likely to differ from the Kyoto Pro

tocol is the requirement of net mitigation, which imp

lies moving beyond pure offsetting. Net mitigation 

has been discussed under two main themes. The first 

is ‘net atmospheric benefit’, which would mean that 

Figure 2. Crediting Inside or Outside the Scope of the NDC

NDCNDC

Crediting
Crediting
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a part of the reductions will not be used for offsetting 

and also will not be presented as a mitigation effort by 

the host country. The second is ‘own contribution’, 

which would mean that a part of the reductions will 

not be used for offsetting, but the reductions will be 

counted towards the NDC of the host country. 

There are various ways to achieve an own con

tribution or atmospheric net benefit under a credi

ting approach. Several studies, as well as technical 

papers from the UNFCCC, have presented different 

approaches relevant to the operationalisation of an 

own contribution: The table above does not provide 

an exhaustive list, but presents some of the major  

methods.

To illustrate how net mitigation can be achieved, 

the concept of »own contribution« is applied in the 

section below.

Timing Method

Before or at registration 
of eligible mitigation 
options

Applying over-conservativeness in setting crediting 
thresholds; 

Setting crediting thresholds below reference levels;

Shortening baseline validity time and baseline 
reassessment.

At or after certification 
and issuance

Shortening crediting period length;

Applying a discount at the point of crediting, thus 
preventing the issuance of units (for offset use) of 
part of the certified mitigation outcomes;

Applying a discount/levy immediately after 
issuance, thus preventing the offset use of part of 
the certified and issued mitigation outcomes.

Table 4. Net Mitigation in Crediting Approaches
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Own Contribution within the Scope of a NDC
An own contribution can be defined as the share of 

emission reductions that (a) falls under the scope of 

the host country’s NDC; (b) is reflected in the host 

country’s inventory; and (c) is not used for offsetting 

by other countries. An own contribution can be imple

mented in several ways:

• In case all the credited mitigation outcomes 

are used for offsetting, the own contribution 

is the difference between the crediting thres

hold and the businessasusual scenario. 

• In cases in which part of the credited miti

gation outcomes are not used for offsetting, 

they also count as an own contribution to 

the extent that they fall under the scope of 

the host country’s NDC and show up in its 

inventory.

Figure 2 shows a case in which not all mitigation 

outcomes from an activity are credited and in which a 

share will be recognised as an own contribution. 

The grey area represents the country’s total emis

sions. The blue area represents the crediting activity, 

and the red area represents the emission reductions 

that not are credited, but result from the crediting ini

tiative. The white area is the scope of the NDC.
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Total
emissions

Own Contribution Outside  
of the Scope of a NDC
Mitigation activities outside the scope of a NDC, 

as depicted in Figure 3 above, do not offer the same 

approach to an own contribution as that which is 

possible when the activity is within the scope of the 

NDC. In the case of emission reductions achieved 

outside the scope of NDCs, specific provisions would 

be needed to enable the host country to count them as 

an own contribution towards its NDC, because miti

gation outcomes achieved outside of the scope of the 

NDC would not necessarily show up in the inventory 

(assuming that the inventories are of the same scope 

as the NDC) and would not automatically be accoun

ted toward the host country’s NDC. 

Figure 3. Crediting Inside or Outside the Scope of the NDC

CreditingNDC

Own 
contribution
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Figure 4. Crediting Outside the Scope of the NDC

The reason is that GHG emissions units are relevant 

for UNFCCC accounting only when units that origina

ted outside the boundary of a Party’s contribution are 

counted directly towards the achievement of that con

tribution (NDC). This can occur from international 

transfers of units, from the use of domestic units that 

originated in sectors not covered by the contribution 

(e.g. agriculture or soil carbon) or from the use of units 

generated in a different time period. 

Units transferred between linked domestic trading 

systems, or offsets purchased by entities covered by 

those systems, are not relevant for UNFCCC accoun

ting unless one Party chooses to count those units 

directly towards meeting a national mitigation contri

bution. In figure 4, the grey area represents total emis

NDC

Total
emissions

Crediting
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sions, the blue area is the scope of the mechanism and 

the white area represents the scope of the NDC.

Under pure offsetting, the crediting threshold coin

cides with businessasusual: All emission reductions 

relative to businessasusual are credited and available 

for offsetting, with no own contribution by the host 

country. Under the CDM, emission reductions are 

estimated in a conservative manner, thereby leading 

to a(n unknown amount of ) net decrease of emis

sions. However, because an own contribution is defi

ned as emission reductions counted towards the host 

country’s NDC, and because there are currently no 

host country NDCs, it follows that any net decreases 

achieved through CDM activities cannot – by defini

tion – currently constitute an own contribution. 

Figure 5. Crediting Inside or Outside the Scope of the NDC

NDC

Domestic
offsetting Total

emissions

Crediting
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Thus, the key point for an own contribution is 

whether the mitigation is under the scope of the host 

country’s NDC and shows up in the inventory. Mitiga

tion outside the scope of the NDC (outside the phy

sical or temporal boundary) could be conceptualised 

as »domestic offsets« and then accounted towards the 

host country’s NDC as an own contribution. Figure 5 

illustrates this situation.

In figure 5, the grey area represents total emissions, 

the blue area is the scope of the mechanism, the white 

area is the scope of the NDC and the red area is the 

credited emission reductions that are used to meet the 

NDC. The section above illustrates the complexity that 

may occur with a bottomup/hybrid scheme compared 

to the »twoAnnex« set up that characterises the Kyoto 

Protocol. This part concerned crediting inside or out

side the scope of NDCs and how net mitigation could 

be managed in these situations. This picture is further 

complicated by the potential diversity of NDCs. 

Types of NDCs
Judging from the INDCs submitted at the printing of 

this study, it is reasonable to assume that the diversity 

of NDCs will mirror the diversity of the voluntary pled

ges for 2020 submitted by countries in response to the 

Cancún Agreements of 2010 (see Table 2, page 31). The 
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different types of NDCs considered in this paper are 

informed by the spectrum of Cancún Pledges. 

Economy-Wide Targets5

The principal commitment should be an economywide 

stabilisation or reduction target. However, stating an 

economywide target alone may not be sufficient for a 

5. Based on WRI (2014) Mitigation Goal Standard, p. 13http://www.ceps.eu/publications/
rolemarketmechanismspost2020climatechangeagreement

Goal Type Description Reductions 
in what?

Reductions 
relative to 
what?

Base year 
emissions 
goal

Reduce, or control the increase 
of, emissions by a specified 
quantity relative to a base year. 
For example, a 25% reduction 
from 1990 levels by 2020.

Emissions Historical base 
year emissions

Fixed-level 
goal

Reduce, or control the increase 
of, emissions to an absolute 
emissions level in a target year. 
One type is carbon neutrality, 
designed to reach zero net emis-
sions by a certain date. 

Emissions No reference 
level

Base year 
intensity 
goal

Reduce emissions intensity 
(emissions per unit of other 
variables, such as GDP) by a 
specified quantity relative to a 
base year. For example, a 40% 
reduction from 1990 base year 
intensity by 2020.

Emissions 
intensity

Historical base 
year emissions

Baseline 
scenario 
goal

Reduce emissions by a specified 
quantity relative to projected 
emissions baseline scenario. A 
baseline scenario is a reference 
case that represents future 
events or conditions most 
likely to occur in the absence 
of activities taken to meet the 
mitigation goal. For example, a 
30% reduction from baseline 
emissions in 2020. 

Emissions Projected 
baseline 
scenario 
emissions

Table 5. Overview of Economy-Wide Targets 5
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country to start to trade with units; economywide tar

gets can have several shapes. A general issue is how dif

ferent types of economywide targets would function 

with regard to the two main approaches to market

based mechanisms: trading and crediting. Table 5 provi

des examples of economywide targets. 

The system that the Paris Agreement will cover 

provides a palette of choices for the formulation of 

an NDC and entails several mechanisms for which 

the details have yet to be decided. Because the use of 

mechanisms will be characterised by interplay bet

ween hosting and buying countries, the following 

section provides a general view on how NDCs and 

mechanisms could work together and what the conse

quences for an own contribution would be.

Treading in a non-multi-year 
economy-wide target world
Whereas the trading under Kyotolike conditions, with 

multiyear economywide targets, is a relatively simple 

exercise, trading in a climate regime in which the pled

ges contain singleyear, intensity, fixed or dynamic 

level targets, or nonGHGsector targets, becomes 

more complicated. A multiyear target represents a 

goal or commitment to limit total, cumulative emis

sions over a continuous period, from the start date to 
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the target year. The EU targets for 2020 and 2030 are 

examples of multiyear targets. As is shown in table 6, 

the accounting is straightforward in the case of multi

year targets and the existing mechanism for crediting 

under such targets is the Joint Implementation. 

Trading in a Single-Year Target NDC
In contrast to the budget approach of the Kyoto Pro

tocol and to the European Emissions Trading Scheme, 

the singleyear target represents a goal or commit

ment for the target year only, with no specific ambi

tion or accountability for the years prior to the target, 

and thus, less certainty regarding cumulative emis

sions.6 For example, the INDC submitted by the US is a 

typical single year target. 

6. Lazarus, Michael, Anja Kollmus and Lambert Schneider (2014) Singleyear Mitigation 
Targets: Uncharted Territory for Emissions Trading and Unit Transfers, SEI, p. 4t

Multi-Year Target

Type of 
Mechanism

Method for 
Achieving Own 
Contribution

Approach to 
NDC/Accounting 
Requirements

Quantifica-
tion of Own 
Contribution

ETS n/a trading 
between two 
caps

Country eligibility

Sectoral Crediting Threshold setting 
/discounting/
shorter period

Country 
eligibility / »Track 
2 approach«

Direct if discoun-
ting at issuance, 
more uncertain 
at conservative 
baseline/ 
threshold setting 
or limiting time 
period

Project-Based 
Crediting: Joint 
Implementation

Table 6. NDC: Multi-Year Target
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From a general perspective, a singleyear target 

poses greater risks for the countries in meeting their 

target, as the emissions in one particular year can 

depend on climatic conditions, trade and other vary

ing parameters. Moreover, singleyear targets may 

limit the possibilities to efficiently use domestic car

bon market instruments, such as emissions trading 

schemes7. International trading tends to become more 

difficult, and mechanisms with a trading approach 

are not suitable under a single year target. However, 

a country with a single year target may have an emis

sions trading scheme that indicates a continuous 

effort that may back the cumulative effect. Restric

tions on the issuance of units and other approaches 

could also provide for eligibility to trade with a single 

year target. 

One challenge is how to deal with the selling of 

international units by a country with a single year 

target. Applying a singleyear target implies that 

overachievement for that year may result in emission 

reductions that can be sold and transferred interna

tionally, without taking into account the cumulative 

emissions from the years preceding the target year. In 

other words, with a successful target year, a lot of cre

dits can be sold, without taking the road to the target 

year into consideration. Having a single year vintage 

7. Lazarus et al, p. 14
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available for the carbon market also may not be effi

cient in terms of liquidity and trade8. Typically, deve

loping countries that have adopted single year targets 

(Cancun pledges) are hosting CDMprojects, thus 

providing internationally fungible units for transfer in 

the period leading up to the single year target.  

The use of units to meet a singleyear target or the issu

ance of units in the years prior to the singletarget year 

could reduce the cumulative mitigation outcome, com

pared with both singleyear targets without using units 

8. Lazarus et al, p. 12

Absolute Single-Year Target

Type of 
Mechanism

Method for 
Achieving Own 
Contribution

Approach to 
NDC/Accounting 
Requirements

Quantifica-
tion of Own 
Contribution

Sectoral Crediting Crediting 
threshold below 
reference level 
for sector. 

Sector by sector 
approach to 
national target. 
One or several 
sectors are 
excluded from 
contributing to 
NDC and open 
for international 
crediting. 

The contribution 
from the specific 
sector could be 
quantified. No 
own contribution 
unless special 
provisions, since 
selected sector 
outside NDC.

Project-Based 
Crediting

Sectoral Crediting Sectoral thres-
hold set so that if 
emissions equal 
sectoral crediting 
mechanism 
baseline, NDC 
will still be met.

Top down projec-
tions, crediting 
within NDC.

The contribution 
from the specific 
sector could be 
quantified.

Project-Based 
Crediting

Sectoral Crediting Discount/share 
at issuance.

Including 
overachievement 
in planning. Need 
to know that NDC 
probably will be 
achieved.

Quantification 
through % 
sharing.

Project-Based 
Crediting

Table 7. NDC: Absolute Single-Year Target 
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and multiyear targets (with or without using units).

An economywide singleyear target requires an 

inventory for all sectors, but unless backed by specific 

means, the cumulative emissions prior to the target 

year create an uncertainty that limits the opportunity 

to become eligible for emissions trading. However, 

under a singleyear target, both sectoral and project

based crediting approaches should be feasible. Acti

vities covering a subsector, entailing a programme 

or several projects, could all be part of the crediting. 

The share of an own contribution would depend on 

how the baseline and thresholds are set, taking into 

account the policies and measures being implemented 

to achieve the singleyear target. Table 7 shows how 

an own contribution could be achieved without jeo

pardising the achievement of the NDC with a national 

scope. 

A straightforward way to manage crediting under 

an economywide target is to use a sectorbysector 

approach9, meaning that the host country decides 

which sectors will contain activities only for domestic 

mitigation and which sector(s) will enable crediting. 

For the approach to function, the host country has to 

have an idea of how much each sector needs to contri

bute to the national target. Selecting sectors outside 

9. Fuessler, Juerg, Martin Herren, Anja Kollmuss , Michael Lazarus and Lambert Schneider 
(2014) Credutubg Emissions Reductions in New Market Based Mechanisms – Part II: Ad
ditionality Assessment and Baseline Setting under Pledges, INFRAS, Zürich 
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the scope of the NDC would then not imply any own 

contribution unless special provisions are applied. 

The share of own contribution could be understood 

as the domestic mitigation achieving the target set 

for the specific sector, and crediting would be allowed 

below the target (threshold) for that sector. Crediting, 

in this case, cannot jeopardise the achievement of the 

NDC because (i) the credited sectors are not part of 

the NDC, or (ii) the mitigation contribution for the 

particular sector will meet domestic targets first. 

In the case in which a host country has performed 

an emission projection exercise as a basis for its poli

cies and measures for achieving the NDC, business

asusual emissions would be projected and a set of 

domestic policies and measures would be presented 

in order to achieve the NDC. The sectoral crediting 

threshold should, in this case, be set so that even if the 

sector emissions equal the baseline of the sector credi

ting mechanism, the NDC could be achieved.10 

A third approach is that the host country prepares 

a mitigation strategy for a sector in which activities 

are highly likely to lead to emission reductions beyond 

the sector target of the NDC. It is further anticipated 

that host country funding will not lead to the achieve

ment of more than the sector target, when crediting is 

sought for additional reductions. The share of credi

10. Fussler et al (2014), p.35
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ting and own contributions could be defined upfront 

through the engagement of an investor and carbon 

credit buyer, or through an ex post determination of 

a surplus after the sector target of the NDC is met. In 

any case, registering a sectoral crediting mechanism is 

likely to require confidence in the overachievement 

of the sector target. 

Intensity Targets (per GDP, per kWh, etc.)
Intensity targets can be relative to (i.e. be compared to) 

a base year or to a baseline scenario. Intensitybased 

targets could be derived from policy or technology 

objectives. Intensitybased trading is difficult because 

the ex ante allocation requires a forecast of output 

levels and ex post adjustments of the total allocation 

once actual output is observed11. However, there are 

ways to address trading with intensity targets, e.g. by 

determining the allowable emissions volume imme

diately prior to the commitment period, based on GDP 

or other output projections transforming the intensity 

target to an absolute target. Another option is a post

verification trading system, whereby transfers take 

place after GDP or other output measures are verified. 

Here, trades can still take place prior to the conversion 

through derivatives contracts (e.g., futures, options) 

11. Baron, Richard, Barbara Buchner and Jane Ellis (2009) Sectoral Approaches
and the Carbon Market, OECD /IEA
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through which the market operates based on expecta

tions of how many allowances would be available at a 

future date12.

While it is theoretically possible to implement a 

trading scheme under an intensity target, such a target 

would fit better with crediting approaches, because 

the volume of allowances is not known in advance. A 

share for an own contribution could be made available 

through a crediting threshold set below the intensity 

target. However, the achievement of the NDC depends 

on exogenous factors, implying, for instance, that even 

if the sector containing crediting performs well, the 

NDC may not be achieved. 

12. Herzog, Timothy, Kevin A. Baumert and Jonathan Pershing (2006) Target: Intensity. An 
Analysis of Greenhouse Gas Intensity Targets, WRI

Intensity Target

Type of 
Mechanism

Method for 
Achieving Own 
Contribution

Approach to 
NDC/Accounting 
Requirements

Quantifica-
tion of Own 
Contribution

Emissions Trading n/a Target transfor- 
med into multi-
year target or 
budget in other 
ways secured for 
period.

Sectoral Crediting Threshold set 
below intensity 
target for credi- 
ting, own contri-
bution threshold 
added equals 
intensity target. 
Discount/share 
at issuance. 

Ex post appro-
ved, inventory.

Ex post 
determined.

Project-Based 
Crediting 

Ex post 
determined.

Table 8. NDC: Intensity Targets
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Fixed or Dynamic Reference Level
The reference level can take many forms: It may be 

based on modelling or measurements, it may be abso

lute (an emission path) or intensitybased (emissions 

per unit), and it may be fixed ex ante or may be dyna

mic (adjusted ex post).13 A dynamic reference level is 

typically determined ex post, meaning that emissions 

trading may not be the most suitable form of mecha

nism for this type of NDC, because the allocated allo

wance budget may need to be adjusted ex post. Howe

ver, there are means to include such an adjustment in 

emissions trading schemes, e.g. through set asides, so 

that allocations to individual entities will not be affec

ted. A change of reference level (or baseline) would 

typically be incentivised through a significant change 

in a major emissions driver.14 

Sector Specific Non-GHG Targets
Sector targets could either be similar to economy

wide targets, but applied in a sector (i.e. targets rela

tive to base year or baseline, single or multiyear tar

gets, or intensity targets), or they could be nonGHG 

targets, such as renewable energy or energy efficiency 

13. Schneider, Lambert and HannaMari Ahonen (2015) Crediting Early Action: Options, 
Opportunities and Risks, Report for the Swedish Energy Agency, p. 14
14. Levin, Kelly, David Rich, Jared Finnegan, and Yamide Dagnet (2014) ExAnte Clarifica
tion, Transparency, and Understanding of Intended Nationally Determined Mitigation 
Contributions, WRI March 2014, p. 12
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targets15. Progress on the contribution itself could be 

assessed in nonGHG terms (e.g. installed capacity of 

renewable energy or gigawatthours produced), while 

a GHG calculation is needed to understand the impact 

in terms of emission reductions (climate impact)16. 

In developing countries, nonGHG targets have been 

applied in some countries hosting CDM projects. 

Sectoral policies are to be taken into account when 

establishing a baseline scenario for a CDM project 

or programme, without creating perverse incentives 

leading host countries not to develop policies with 

climate objectives. 

As above, emission reduction projects or program

mes in a sector are affected by nonGHG targets, and 

another way of assuring an own contribution is that 

the target or policy is integrated into the baseline. For 

instance, assume that a proposed project in the power 

sector aims at improving a specific plant’s efficiency 

by 30%. Assume, at the same time, that the govern

ment is proposing an energy efficiency programme 

for the whole power sector that would improve the 

energy efficiency of average plant performance in the 

sector by 20%. In this case, the baseline for the project 

would have to be set at a 20% efficiency improvement 

15. Hood, Christina, Gregory Briner and Marcelo Rocha (2014) GHG or Not GHG: Accoun
ting for Diverse Mitigation Contributions in the Post2020 Climate Framework, OECD, 
IEA, p. 5
16.Hood, Briner and Rocha (2014), p. 14
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starting in the year when the government programme 

is launched. So, while in previous years, a CDM project 

could, in this case, earn credits for the full 30% effi

ciency improvement, it now only receives credits for 

the 10% extra improvement above the 20% baseline.17  

In this case, there is no own contribution, because all 

reductions under the baseline are credited. In order to 

accomplish a share for an own contribution, a thres

hold would need to be set below the baseline contain

ing the nonGHG target.  

Contributions (NDCs) provide an opportunity to 

solve the »E+/E issue«, i.e. the question of how host 

country policies and regulations that impact emis

sions should be treated in baseline setting. Based on 

the NDC, the host country can develop a programme 

of mitigation activities that are necessary to achieve 

the NDC and can differentiate these domestic actions 

from the mitigation actions for international crediting 

that go beyond these mitigation actions. With this, the 

host country can draw the line between domestic miti

gation activities that aim at meeting the pledge and 

activities that can be used for international crediting.18 

The first example in table 9 shows a situation in 

which claiming the mitigation effect of a renewable 

17. CCAP: NAMAs and the CDM 
18. Fuessler, Juerg, Martin Herren, Anja Kollmuss, Michael Lazarus and Lambert Schneider 
(2014) Credutubg Emissions Reductions in New Market Based Mechanisms – Part II: Ad
ditionality Assessment and Baseline Setting under Pledges, INFRAS, Zürich, p. 53
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energy capacity target (quantified in GHG emission 

reduction terms) does not take into account the sel

ling of carbon credits resulting from installed rene

wable energy capacity. The second example highlights 

the issue of electricity export and import.

Other Policies
An NDC, in the form of a policy or a set of policies 

(regulations, standards, taxes, charges, subsidies, 

tax exemptions, soft loans, etc.), would have similar 

impacts on the options for the application of mecha

nisms and the achievement of an own contribution as 

for the nonGHG targets above. 

Non-UNFCCC Mechanisms
There are several carbon crediting mechanisms on 

the voluntary market that could generate mitigation 

outcomes that could be used to achieve the NDC, 

provided that there is an international agreement for 

Party A Party B How Double Counting Could Arise

Quantified GHG 
target

Renewable energy 
capacity target

If the NDC consists of a renewable 
energy target delivered in part by 
a crediting mechanism (with units 
sold to Party A), this could result in 
double counting of mitigation.

Quantified GHG 
target

Green (low 
carbon) electricity 
production target

If electricity is exported from Party 
B to Party A via grid interconnec-
tion, mitigation could be counted 
by both Parties.

Table 9. Double Counting Risks with Non-GHG Targets
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this. Any such approval of nonUNFCCC mechanisms 

has not yet been decided, and it has not yet been ela

borated how such approaches would be handled under 

the Framework for Various Approaches. These mecha

nisms, e.g. the Carbon Action Reserve (CAR) and the 

Voluntary Carbon Standard (VCS), as well as other 

domestically developed mechanisms, are typically 

used in the voluntary sector, but also provide offsets 

for domestic emissions trading schemes. 

The JCM (Joint Crediting Mechanism) is a mecha

nism that has been launched as an alternative to the 

CDM, specifically aiming at contributing to the achie

vement of the NDC of Japan. 

Assuming a situation in which these mechanisms 

are not to be recognised by the UNFCCC, buying 

countries may still claim that they are eligible units to 

be used for achieving their NDCs. In such cases, the 

UNFCCC and the country may disagree on the actual 

contribution by the country. The implications for an 

own contribution could be limited from the perspec

tive of the host country. A share between what is consi

dered an own contribution and what is credited would 

be divided in any case, and the own contribution 

share would count towards the host country’s NDC. 

However, the implications would depend on how 

baselines and crediting thresholds are set under the 

»nonUNFCCC« mechanisms, and to secure a robust 
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quantification of the own contribution, it should be 

required that the »nonUNFCCC« mechanisms at 

least fulfil the criteria developed by the UNFCCC. 

Conclusion
Determining the most suitable approach to an own 

contribution for a specific NDC and a specific mecha

nism would depend on the particular situation. 

Nevertheless, a few general conclusions could be 

drawn from the above:

i) In order to preserve environmental 

integrity, trade between countries with 

economywide targets should generally 

be subject to adopting multiyear targets.

ii) In cases in which a country is in the pro

cess towards a multiyear target, provi

sions could be arranged so that the coun

try could trade in advance of full eligibility 

for trade.

iii) Contributions that do not provide for the 

establishment of a budget are less suita

ble for emissions trading, but would work 

well with crediting approaches. Inten

sity targets and dynamic baselines and 

reference levels imply that budgets need 
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to be adjusted ex post; however, this is 

doable, and with additional provisions, it 

would provide for the implementation of 

trading schemes in parts of the economy 

with opportunities for linking. 

iv) Sectoral crediting is suitable for eco

nomywide or sectoral targets. Setting 

crediting thresholds in a way that ensures 

the achievement of the NDC provides for 

a straightforward way to an own contribu

tion.

v) Preissuance methods, such as a con

servative baseline setting, can work for 

projectbased mechanisms in order to 

achieve an own contribution. However, 

for these mechanisms, it could be more 

straightforward to divide a share of an 

own contribution at the time of issuance. 

vi) The approach to an own contribution 

may depend on how the host country 

approaches the NDC and how the credit

ing approach relates to domestic policies 

and measures. 

vii) Mitigation outcomes from preNDC 

periods or from sectors outside the scope 

of the NDC require them to be included 
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in the inventory, although the inventory 

typically could be limited to the NDC. 

Mitigation outcomes outside the scope of 

the NDC, not counted towards the NDC, 

do not provide for an own contribution. 

viii) A revised CDM can continue to work in 

sectors without targets or in sectors with 

targets, as long as reductions are not 

doublecounted.
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Chapter 4

Concluding remarks

The overall message with regard to mechanisms 

from this report may appear negative for advocates of 

marketbased mechanisms for mitigation. First, at the 

current time, many countries are preparing actions, 

but the actions are likely to be to close the mitiga

tion gap up to 2020. There is still a lack of demand, 

which implies that some CDM projects will have to 

stop operating, and there is little incentive – from the 

perspective of the international carbon market – to 

initiate new emission reduction projects, mainly due 

to lax commitments. Several countries are preparing 

voluntary domestic schemes, but the efforts to create 

a demand are lagging behind the creation of additional 

supply.

Secondly, the use of emission reductions in one 

country for compliance in another country will be 

more complicated than it was under the Kyoto Proto
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col. This is because of the likely variety of mechanisms 

and an even greater variety with regard to national 

contributions (NDCs). In addition, the mechanisms 

should contribute to a net mitigation effect, i.e. to 

going beyond offsetting, and in host counties with a 

mix of ongoing CDM projects, new JCMprojects, and 

perhaps a planned sectoral crediting mechanism or 

domestic ETS, it will be an important task of the Fram

ework for Various Approaches and host countries to 

make sure that emission reductions are not double 

counted. Furthermore, the infrastructure of mecha

nisms may be used for MRV of climate finance, i.e. 

emissions reductions being verified as a result of 

finances that will be counted as climate finance tar

gets, rather than any NDC, which requires even more 

attention from the host country. 

There are certainly challenges for negotiating and 

implementing countries’ and companies’ considera

tion of these developments. However, there are also 

quite positive signs related to marketbased mecha

nisms: First, the preparation for different types of car

bon pricing instruments has evolved to a scale never 

seen before globally. Secondly, the tools are there, 

and with some further elaboration of the role of the 

FVA and the specific rules for NMM, both hosting and 

purchasing countries can find solutions that involve 

markets that are appropriate for a particular situation. 
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As indicated above, now may not be the time to link 

efforts and to open domestic markets for internatio

nal trade, but such a time may come. However, this 

development is dependent on political decisions, and 

those decisions have to establish ambitious targets; 

otherwise, it is difficult to argue for the establishment 

of an advanced system for the international transfer 

of emission reductions under the Paris Agreement. 

However, it is not a farfetched idea that countries, 

after the first submissions of INDCs, will look at the 

situation and initiate bilateral and multilateral colla

boration and trade in order to reach further in terms 

of emission reductions. For this process, the existence 

of a facilitating structure and tools that suit different 

purposes, including marketbased mechanisms, could 

be very helpful. The necessary sharpening of targets 

will increasingly call for a more efficient approach to 

global warming mitigation, so access to thorough ana

lysis and a relevant tool box, containing ETS and other 

mechanisms, is reassuring.  
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