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The COP21 climate meeting in Paris in the end of 

2015 will provide world governments another opportunity 

to create a framework for global climate governance. 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. 

Furthermore, we highlight a few of the chal-

lenges 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 COP21 

in Paris will vary significantly from that of the Kyoto Proto-

col, especially given the varying contributions 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 functio-

nal, international emission trading under the UN umbrella. 

Under the Kyoto Protocol, countries with binding com-

mitments have been able to trade Assigned Amount Units 

(AAUs) between them in a cap-and-trade system. The Clean 

Development Mechanism (CDM) was introduced, enabling 

developing countries’ emission reductions to be counted 

towards the developed countries’ legally binding Kyoto 

targets. Using the Joint Implementation (JI) mechanism, 

countries with binding commitments could finance pro-

jects in other countries with binding commitments. Under 

the Kyoto Protocol, the trading of carbon units between 

countries with economy-wide, multi-year targets under a 

common cap is quite straightforward. In contrast, the post-

2020 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, via Kazak-

hstan 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 results-based finance so that a 

CDM credit may serve as a receipt for emis-

sions reductions. 

This leads us to the question of whether the UN will have 

a role to play in the future of the international carbon 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 project-based mechanisms of 

the Kyoto Protocol with a more scaled-up mechanisms – like 

the UNFCCC-based New Market-based Mechanism (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 repli-

cated in a Paris Agreement. If so, countries with economy-

wide, multi-year absolute targets could well continue to 

trade units among themselves. 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 units for compliance alongside nationally determined 

contributions. These issues, however, are still under discus-

sion with no clear indication of their final shape.

Another key issue to be addressed in Paris relates to the 
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role international carbon trading and crediting mechanisms 

may play for countries with targets other than Kyoto-like, 

multi-year budget targets. Single-year 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 vari-

ous types of national contributions. As such, specific mecha-

nisms should be tailored to each particular situation. Nonet-

heless, five general conclusions can be drawn:

I. In order to preserve environmental integrity, 

trade between countries with economy-wide 

targets should generally be subject to adopting 

multi-year targets.

II. In cases where countries are in the process of 

establishing a multi-year target, provisions 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 crediting 

approaches. Making use of intensity targets, 

dynamic baselines, and reference levels implies 

that budgets need to be adjusted ex post. This 

should be feasible, and with additional provi-

sions, would allow for the implementation 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 market-based mechanisms, the current 

situation may seem gloomy. First, while many countries 

prepare mitigation efforts, these actions are likely insuf-

ficient to create enough demand for credits from the CDM. 

Some CDM projects will have to cease operating. Further-

more, due to insufficient commitments from developed 

countries, little incentive will exist from the international 

carbon market to initiate new emission reduction projects 

in developing countries. Several countries are preparing 

voluntary domestic schemes, but efforts to create demand 

currently lag behind the creation of additional supply.

Second, using emission reductions in one country for 

compliance in another country will become more compli-

cated than it was under the Kyoto Protocol. Why? This com-

plexity will likely arise due to the diversity of mechanisms on 

offer, and an even greater variety regarding national contri-

butions (NDCs). Additionally the mechanisms should con-

tribute to a net mitigation effect; in other words, they should 

go beyond offsetting. 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 responsi-

bility falls on the host countries, but a mechanism such as the 

Framework for Various Approaches could be very helpful. 

Furthermore, the infrastructure of mechanisms may be used 

for the monitoring of climate finance. In particular, emis-

sions 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 market-based mechanisms. First, prepara-

tions for various types of carbon pricing instruments have 

evolved at an unprecedented global scale. Second, upon 

further elaboration of the role of the FVA and the specific 

rules for NMM, both hosting and purchasing countries can 

secure market-based solutions appropriate for a particular 

situation. In such a case, the UN could come to play a coordi-

nating role in global carbon markets.

The ambition to open domestic markets for international 

trade through linking may, at this moment, seem somewhat 

far-fetched. Yet, the time for linking may come. The future of 

such a development is dependent upon political decisions, of 

which deciding upon ambitious emission reductions targets 

is key. Without such targets in place it is rather difficult to 

advocate for the set-up of an advanced system for interna-

tional transfers of emission reductions under a Paris agre-

ement. Still, it is not such a far-fetched idea that countries, 

following the first submissions of their contributions will 

examine the situation and initiate bilateral and multilateral 

collaborations to extend emission reductions further. For 

this process, having a facilitating structure and tools that 

suit different purposes in place – including market-based 

mechanisms – could prove to be very useful. The necessary 

sharpening of emission reductions targets will increasingly 

require a more efficient approach to mitigating global war-

ming. Carbon markets may be one of them. 
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