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1.  World 1.  World BankBank NSS NSS –– Andean CenterAndean Center
Capacity Building Needs for the Capacity Building Needs for the 
Kyoto ProtocolKyoto Protocol (JI (JI andand CDM)CDM)

JanuaryJanuary 20032003
Mohan Mohan MunasingheMunasinghe, Asia and the Pacific; , Asia and the Pacific; 
LubomirLubomir NondekNondek, Central and Eastern Europe; , Central and Eastern Europe; 
YoubaYouba SokonaSokona, Africa; , Africa; 
Andean Center, Latin America;Andean Center, Latin America;
coordinated by Dr. Anne coordinated by Dr. Anne ArquitArquit NiederbergerNiederberger

-- 245 245 SurveysSurveys ofof decisiondecision makersmakers in Asia, in Asia, AfricaAfrica
andand LAC;LAC;

-- SigrisvilSigrisvil WorkshopWorkshop: 65 : 65 knowledgeableknowledgeable
participantsparticipants discusseddiscussed keykey outcomesoutcomes andand
developeddeveloped strategiesstrategies. . 



PrivatePrivate Sector Sector SurveySurvey: : BarriersBarriers
toto ImplementationImplementation ofof thethe CDMCDM

1.1. LackLack ofof capital capital toto financefinance baselinebaseline studiesstudies andand Project Project 
DesignDesign DocumentsDocuments (73%);(73%);

2.2. LackLack ofof debtdebt oror equityequity financingfinancing toto executeexecute investmentinvestment
projectsprojects; ; investmentinvestment banksbanks unfamiliarunfamiliar withwith CDM CDM 
(67%); (67%); 

3.3. LackLack ofof transparenttransparent rules rules andand proceduresprocedures forfor domesticdomestic
projectproject approvalapproval (67%).(67%).

4.4. Low market prices don’t provide incentive to Low market prices don’t provide incentive to 
participate in uncertain new market (60%) participate in uncertain new market (60%) 

5.5. Weak BenefitWeak Benefit--cost ratio of projects reduces cost ratio of projects reduces 
attractiveness of CDM (60%)attractiveness of CDM (60%)

6.6. unclear property rights raise uncertainty (60%)unclear property rights raise uncertainty (60%)



PrivatePrivate Sector Sector DecisionDecision MakersMakers avoidingavoiding
entryentry intointo thethe CarbonCarbon MarketsMarkets becausebecause
ofof lowlow understandingunderstanding ofof::
basic structure of Kyoto markets, (90%)basic structure of Kyoto markets, (90%)
the key variables that affect international price formation of the key variables that affect international price formation of 
CERsCERs (90%)(90%)
principal price scenarios that could develop in the short, principal price scenarios that could develop in the short, 
medium and long term, (90%)medium and long term, (90%)
The potential income stream from The potential income stream from CERsCERs as prices change as prices change 
over time, and how they could affect economic feasibility of over time, and how they could affect economic feasibility of 
projects. (95%)projects. (95%)
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2. IADB – Andean Center 
“EvaluationEvaluation ofof thethe PotentialPotential ofof 3 3 
Central Central AmericanAmerican CountriesCountries toto

ParticipateParticipate in in thethe CDM”CDM”
DecemberDecember 20022002
AuthorsAuthors: Oscar Coto, Lucio : Oscar Coto, Lucio PedroniPedroni, , AndeanAndean CenterCenter
SCOPE: 3 Central SCOPE: 3 Central AmericanAmerican CountriesCountries, 56 , 56 ProjectsProjects
AnalysisAnalysis ofof PortfoliosPortfolios andand Project Data Project Data withwith CDM CDM OfficesOffices
andand Project Project OwnersOwners
EvaluationEvaluation ofof KeyKey Variables in Variables in ProjectsProjects FormulatedFormulated andand
SubmittedSubmitted toto CDM CDM OfficesOffices
–– CompetitivenessCompetitiveness in in expectedexpected marketmarket rangerange
–– QualityQuality ofof Project Project FormulationFormulation



SupplySupply SideSide BarriersBarriers

More More thanthan 90% 90% ofof portfoliosportfolios are are simplysimply IDEAS, IDEAS, notnot projectsprojects
appropriatelyappropriately formulatedformulated underunder thethe CDM Marrakech rules. CDM Marrakech rules. 
Project Project QualityQuality MustMust be be ImprovedImproved atat thethe InitialInitial FormulationFormulation
LevelLevel, , usingusing targetedtargeted capacitycapacity buildingbuilding andand demonstrationdemonstration
projectsprojects..
HoweverHowever, , manymany projectsprojects cannotcannot affordafford highhigh costscosts ofof designdesign, , 
formulationformulation andand approvalapproval.  .  MostMost projectsprojects willwill dropdrop out, out, 
unlessunless CER CER priceprice risesrises significantlysignificantly..
InterconnectedInterconnected energyenergy projectproject developersdevelopers faceface seriousserious
barriersbarriers toto baselinebaseline estimationestimation, , especiallyespecially in in electricityelectricity
marketsmarkets currentlycurrently underunder reformreform..



SupplySupply SideSide BarriersBarriers (2)(2)

CDM CDM ServiceService ProvidersProviders are in Short are in Short SupplySupply::
–– Project Project formulationformulation servicesservices
–– AffordableAffordable supportsupport forfor emissionsemissions monitoringmonitoring programsprograms

FragilityFragility in CDM in CDM institutionsinstitutions: : politicallypolitically, , 
technicallytechnically, , financiallyfinancially, , limitslimits abilityability toto evaluateevaluate andand
approveapprove projectsprojects

HighHigh RisksRisks andand uncertaintyuncertainty duedue toto lacklack ofof definitiondefinition
ofof CER CER propertyproperty rightsrights..



3.3. AndeanAndean CenterCenter forfor OECDOECD
THE STATE OF DEVELOPMENT OF THE STATE OF DEVELOPMENT OF 
NATIONAL CDM OFFICES IN NATIONAL CDM OFFICES IN 
CCENTRAL AND SOUTH AMERICAENTRAL AND SOUTH AMERICA

Date Date completedcompleted: : FebruaryFebruary 20032003
AuthorsAuthors: : TheThe AndeanAndean CenterCenter forfor
EconomicsEconomics in in thethe EnvironmentEnvironment
ScopeScope:  13 :  13 LatinLatin AmericanAmerican
CountriesCountries
MethodologyMethodology:  :  SurveysSurveys, , 
StructuredStructured InterviewsInterviews, , ReviewReview ofof
Legal Legal andand InstitutionalInstitutional
DocumentationDocumentation



Table 1: Countries that Participated in this Study 

Argentina  Nicaragua 
Bolivia El Salvador Panama 
Colombia Guatemala Paraguay 
Costa Rica Honduras Peru 
Ecuador  Uruguay 



InstitutionalInstitutional IssuesIssues thatthat WillWill
AffectAffect thethe SupplySupply ofof CDM CDM 
ProjectsProjects

LEGAL FOUNDATIONS:  65% of CDM offices do not yet LEGAL FOUNDATIONS:  65% of CDM offices do not yet 
have a complete legal foundation that entitles them to have a complete legal foundation that entitles them to 
confer the national approval required by confer the national approval required by MarrakeshMarrakesh. . 

INSTITUTIONAL FINANCE: Although most of the offices INSTITUTIONAL FINANCE: Although most of the offices 
have operating regulations that establish a specific have operating regulations that establish a specific 
administrative structure, administrative structure, in general these offices have in general these offices have 
been unable to fully fund their technical positions.been unable to fully fund their technical positions.

POLITICAL FRAGILITY: The inability to establish an office POLITICAL FRAGILITY: The inability to establish an office 
in Mexico is a critical indicator. in Mexico is a critical indicator. 



FragilityFragility ofof InstitutionsInstitutions

TwoTwo--thirdsthirds ofof thethe countriescountries surveyedsurveyed reportreport thatthat
theythey havehave mechanismsmechanisms andand//oror institutionsinstitutions in place in place 
atat thethe nationalnational levellevel toto coordinatecoordinate, monitor , monitor andand
evaluateevaluate capacitycapacity buildingbuilding activitiesactivities; ; 

howeverhowever, 80% of those respondents believe these
are inadequate and need to be strengthened
politically, technically and financially. 

Paraguay; Honduras; have suffered political
disruption of their CDM offices. Others are 
vulnerable to political disturbances. 



ApprovalApproval RegulationsRegulations andand
CriteriaCriteria StillStill LackingLacking

Approval Regulations lacking: Approval Regulations lacking: only 38% have duly only 38% have duly 
regulated evaluation and approval procedures and criteria.regulated evaluation and approval procedures and criteria.

Sustainable Development Criteria: Even though most Sustainable Development Criteria: Even though most 
offices will only apply projects’ offices will only apply projects’ contributions to sustainable contributions to sustainable 
developmentdevelopment as the sole approval criteria, to date few as the sole approval criteria, to date few 
have been able to define concrete methods to implement have been able to define concrete methods to implement 
the criteria. the criteria. 

RESULT:  the 13 Latin American CDM offices have on RESULT:  the 13 Latin American CDM offices have on 
average, received 7 projects per office and approved only average, received 7 projects per office and approved only 
2.3 since 2.3 since MarrakeshMarrakesh rules were established.rules were established.
WillWill thethe raterate ofof projectproject approvalapproval increaseincrease??
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LackLack ofof FundingFunding forfor CDM CDM 
OfficesOffices CreatingCreating ProblemsProblems

Lack of institutional funding, staffing and expertise is Lack of institutional funding, staffing and expertise is 
resulting in an resulting in an inability to approve projects, long inability to approve projects, long 
evaluation periods, high transaction costsevaluation periods, high transaction costs..

Lack of institutional funding leading some Lack of institutional funding leading some NDACDMsNDACDMs to to 
offer project formulation services and to charge fees: offer project formulation services and to charge fees: 
should a national entity approve the same projects it should a national entity approve the same projects it 
has formulated?has formulated?
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PropertyProperty RightsRights
UndefinedUndefined

CER Property rights:  In most cases, national policy CER Property rights:  In most cases, national policy 
seems to be that seems to be that CERsCERs will belong to the owners of will belong to the owners of 
the projects, but a clear legal basis for this is the projects, but a clear legal basis for this is 
lacking in most cases.  lacking in most cases.  
Note the Bolivian government, which intends to Note the Bolivian government, which intends to 
take ownership of part of take ownership of part of CERsCERs: 50: 50--50 distribution 50 distribution 
in cases where the State furnishes resources such in cases where the State furnishes resources such 
as land, and a 10as land, and a 10--90 distribution (10% for the 90 distribution (10% for the 
State) in other cases.  State) in other cases.  
In the absence of stable legislation, will future In the absence of stable legislation, will future 
governments and political parties remain passive as governments and political parties remain passive as 
CER revenues increase?CER revenues increase?



SummarySummary andand
ConclusionsConclusions



BarriersBarriers andand difficultiesdifficulties fromfrom thethe
SupplySupply SideSide in CDMin CDM
1.1. LackLack ofof Kyoto Kyoto MarketMarket DevelopmentDevelopment / / EffectiveEffective

DemandDemand andand PricesPrices
2.2. WeakWeak CostCost--BenefitBenefit Ratio Ratio ofof CDMCDM
3.3. LackLack ofof Local Local FinancingFinancing forfor Project Project FormulationFormulation andand

Project Project ImplementationImplementation
4.4. LackLack ofof FinancingFinancing toto EstablishEstablish InstitutionsInstitutions in in StableStable

FashionFashion
5.5. LackLack ofof Project Project IdentificationIdentification CapacityCapacity in in KeyKey CDM CDM 

sectorssectors
6.6. LittleLittle FormulationFormulation CapacityCapacity availableavailable
7.7. Lack of duly regulated evaluation and approval Lack of duly regulated evaluation and approval 

procedures and criteria.procedures and criteria.
8.8. PoliticalPolitical instabilityinstability ofof CDM CDM institutionsinstitutions..



PolicyPolicy ImplicationsImplications

ManyMany Project Ideas, Project Ideas, butbut fewfew HighHigh QualityQuality ProjectsProjects
willwill be be approvedapproved andand makemake itit toto marketmarket
TheThe Actual Actual SupplySupply ofof CERsCERs willwill probablyprobably be be 
relativelyrelatively smallsmall. . 
TheThe EffectEffect onon Kyoto Kyoto MarketMarket PricesPrices may be may be toto
increaseincrease overover time, as time, as effectiveeffective supplysupply fromfrom
developingdeveloping worldworld isis lessless thanthan expectedexpected..
SignificantSignificant supportsupport programsprograms fromfrom AnnexAnnex B B toto
DevelopingDeveloping NationsNations willwill be be requiredrequired toto movemove thethe
CDM CDM forwardforward in a in a significantsignificant fashion.  fashion.  



OvercomingOvercoming KeyKey BarriersBarriers andand
DifficultiesDifficulties forfor CDMCDM

HopeHope forfor rapidrapid RussianRussian RatificationRatification andand entryentry intointo
forceforce..
EffectiveEffective DemandDemand andand a a significantsignificant priceprice willwill createcreate
more more interestinterest in CDM in CDM fromfrom Project Project DevelopersDevelopers andand
andand more more politicalpolitical supportsupport forfor nationalnational programsprograms. . 
SuccessSuccess breedsbreeds successsuccess: : thethe firstfirst CDM CDM projectsprojects
mustmust be be successfulsuccessful. . 
–– DemonstrationDemonstration effecteffect domesticallydomestically shouldshould createcreate supportsupport

forfor NDACDM NDACDM needsneeds andand createcreate more more interestinterest fromfrom CDM CDM 
sectorssectors

–– DemonstrationDemonstration effecteffect internationallyinternationally willwill createcreate confidenceconfidence
fromfrom investorsinvestors, multilateral , multilateral banksbanks, regional , regional investmentinvestment
banksbanks, CDM , CDM fundsfunds



InstitutionalInstitutional RequirementsRequirements: : 
TargetedTargeted CapacityCapacity BuildingBuilding

National CDM OfficesNational CDM Offices:  project formulation :  project formulation 
and evaluationand evaluation
Key Economic CDM SectorsKey Economic CDM Sectors: high quality : high quality 
project formulation trainingproject formulation training
Local and regional investment banksLocal and regional investment banks:  :  
CDM Markets, Prices, Institutions,  CER CDM Markets, Prices, Institutions,  CER 
PAsPAs, Project Design Regulations, Project Design Regulations



InstitutionalInstitutional StrengtheningStrengthening andand
FinancialFinancial SupportSupport RequiredRequired in in thethe Short Short 
RunRun

StartStart--up up FinancingFinancing forfor NDACDMsNDACDMs couldcould come come fromfrom
AnnexAnnex B B DevelopmentDevelopment AssistanceAssistance oror Multilateral Multilateral 
AgenciesAgencies
GreaterGreater CommittmentCommittment fromfrom NationalNational GovernmentsGovernments willwill
be be neededneeded toto SustainSustain NDACDMsNDACDMs
SupportSupport fromfrom PrivatePrivate SectorSector
SupportSupport fromfrom existingexisting ministerial ministerial structuresstructures
AfterAfter a a fewfew successfulsuccessful projectsprojects, , whenwhen CERsCERs andand
incomesincomes beginbegin toto flowflow, , domesticdomestic supportsupport shouldshould be be 
easiereasier toto consolidateconsolidate..
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