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Outline

A Brief definitions / scope / principles

A Sectoral approaches and the carbon market:
how would they work?
I Crediting based on intensity (i.e. relative) goals
I Preliminary views on sectoral trading

A Supply and demand questions



Sectoral approaches to GHG mitigation
- Goals and principles

A Broaden the scope of mitigation in developing countries. In the
Bali Action Plan:
I Nationally appropriate mitigation actions, and support (1.b.ii)
I Market approaches (1.b.v)
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A Opportunities and risk

(+) Focused and constructive discussion on sectoral opportunities (incl. win-
Win measures, e.g. via best policy practice)

(+ and ¢) Address trade-related questions (competitiveness)
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themselves in the future carbon constrained world
A Broad principles for sectoral approaches and mitigation

U To be cost-effective, global mitigation eventually calls for a coherent CO,
price signal across the board C fungibility of sectoral credits

U Sectoral approaches should be seen as transitional, a step towards
broader country-level mitigation efforts



Sectoral approaches and the carbon market
I how would they work? I

Sectoral crediting

EOption for anhogyese o sifhding)settaro -
wide crediting mechanism

A Ability to sell credits if national/sectoral performance beats
the baseline

A No obligation to buy otherwise
E Based on an intensity goal
A X tonnes of CGO,.eq per unit of output

E MWh of electricity, tonnes of cement, primary steel,
aluminium, etc.

A Credits,y,nyy = (goal 1 performance) x output = Y tCO ,

E Credits issued after some form of certification

Sectoral trading

Annex | Expert Group
on the UNFCCC



Questions

A government agrees to a non  -binding
sectoral intensity goal

- How Is change implemented?

- Who gets the credits?
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Options for domestic
Implementation (1)

ORevenues to gover nmen

e A domestic policy measure is introduced,
mandating performance improvement
A Renewables development in power
A Energy efficiency performance standard
ASubsidies, taxes, &

E Government receives credits

A No direct carbon price signal to agents (plants,
companies, &)

Aé but they could be rewarded

5
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Optionsfandamesticimplementation2pn (2)
revenues for sources in compliance

International carbon m&rkew
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Optionssfandamesticimplementation=(8)pn (3)
Government assumes liability

International carbon market

2
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Optionssfandamesticimplementation=4pn (4)
Domestic trading

T

International carbon markes

2

(tCO,/MWh) /

Intensity
Credits sold = 4.5

Baseline = 0.5

i ; Intensit = 0.455 Credits issued = 4.5
Domestic transaction = 0.5 Ycountry

Group A Group B Country total
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Lessons:sfroomillustrative: optiopns?ons?

Getting the market signal to individual
sectoral players may not be straightforward

E Intensity goals make matters worse

e Can the carbon finance effectively flow to
trigger investments?

Sectoral objectives ought to be backed by
clear options for domestic implementation I
the 6mar ket 6 wonot do 1t

How much could existing domestic CDM
Institutions help?

© Sectoral crediting, to be effective, implies
active development of domestic policy

Annex | Expert Group
on the UNFCCC



Sectoral trading
- Preliminary views -

Based on absolute emission goals
Similar sectoral [/ bounda

Only one set of data needed for compliance
assessment (sector -wide emissions)

. Possibility to allocate 0
and to trade ex-ante

e Similar to Article 17 under Kyoto Protocol

E More direct link between sources and carbon
flnance

Uncertainty on future emissions and related
cost could | ead to ohot a
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Supply and demand

Major-uncertainties on broadening carbon market I but need
to broaden the carbon price signal
E Ensuring environmental effectiveness is essential

AFrom projects to sectors implies
reduction credits

A Discounting credits? (see WaxmanMarkey proposal in US, but also
Korean submission to UNFCCC)

E Risk of over -supply?
A Carbon Trust estimate: 15 to 20 GtCO, over 2013-2020
A Is forestry in, or out? Which activities?
A UNEP study on electricity: 110 to 560 MtCG, in 2020
e Demand?
A Qutlook on EU ETS hinges on 20082012, but unlikely to be large
A US? WaxmanMarkey: as much as 1 GtCQ per year?
e Will the international carbon market be segmented?
AKyoto: AAUs, ERUs, CERs €& with sc
A _EU ETS: no access to AAUs from outside EU
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In summary

A Sector-based mitigation and market mechanisms
represent a step-change in policy for developing
countries
I Must be clear on domestic policy requirements for access to

International carbon market

A The possibility to move crediting to a sectoral scale
throws major uncertainty on supply-demand outlook
I Will developing countries adhere to the idea?

I Which sectors will be proposed? Eligibility criteria? Sectoral
priorities?

I How will baselines be set? How will sectoral expertise be
brought into the UNFCCC?

A What is the role of carbon finance vis-a-vis other
support to NAMAS?
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