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Introduction

A

t the Rio Earth Summit in 1992,
the UN Framework Convention
on Climate Change (UNFCCC) for the
first time officially recognised climate
change as a problem and made some
very modest recommendations for future
action.1 Subsequent Conferences of the
Parties (COP) to the UNFCCC resulted in
the Kyoto Protocol, which included binding
emissions reduction targets and set out a
path for further future action.

time that emissions trading has been
used in the environmental arena, it is
unprecedented in size and scale. Other
trading schemes have largely been
restricted to localised pollutants such
as sulphur dioxide. However, pollution
trading is becoming big business and
is set to expand to cover other forms
of pollution such as water effluents and
mercury.

A free market in greenhouse gases
threatens to encourage a ‘race to the
At the Johannesburg World Summit on
bottom’ in environmental and social
Sustainable Development (WSSD) held
standards. Countries initially opposed to
in August 2002, the Kyoto Protocol was
emissions trading, such as Norway and
held up as a major success of the Rio
Denmark, have softened or reversed their
process.2 Meanwhile at the Delhi meeting
positions partially due to the intensive
of COP-8 in November 2002, thousands
lobbying efforts by their transnational
of people took to the streets to protest
corporations. In the South too, despite the
market-based mechanisms such as
Thai government’s recent
emissions
trading,
declarations expressing
which
were
being
“While the Kyoto Protocol is
strong concerns about
concretised
within
not the first time that emissions
emissions trading and
the Kyoto Protocol.3
trading has been used in the
the impacts it would
Debate is far from over,
have on its environment
but some events have
environmental arena, it is
and
economy,
most
been set in motion
unprecedented in size and
governments
find
it
which are likely to have
scale.”
difficult to withstand the
devastating impacts on
enormous
corporate
people and planet if
lobby pressure which has been brought
allowed to continue.
to bear on them.4 If proponents get their
way, a country will be able to meet 100 per
The Kyoto Protocol has begun laying the
cent of its Kyoto reduction commitments
foundation for a completely new global
through purchasing credits in the market
marketplace in greenhouse gases. Six
rather than reducing climate-damaging
greenhouse gases emitted from industrial,
emissions at source.
agricultural and consumer sources;
carbon dioxide (CO2), methane (CH4),
Even though the Kyoto Protocol has been
nitrous oxide (N2O), hydrofluorocarbons
criticised for being a weak agreement,
(HFCs), perfluorocarbons (PFCs), and
many of the largest environmental groups
sulphur hexafluoride (SF6) will be traded
applaud it as a positive ‘first step’.5
interchangeably in the brokerage houses
Unfortunately the Protocol’s marketand trading floors of the world markets.
based mechanisms such as emissions
These ‘environmental markets’ are being
trading allow countries and companies
left to the private sector and neoliberal
to escape their responsibilities to reduce
government institutions to design,
their own emissions. With the inclusion
with little or no public consultation or
of these ‘flexible mechanisms’ , this hard
accountability.
fought agreement may actually be a first
step backwards.
While the Kyoto Protocol is not the first
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1. What is emissions trading?

P

ollution trading can include air,
water and land pollution. Emissions
trading is one aspect of the wider use of
pollution trading, a market-based solution
to environmental problems, and refers
specifically to air pollution. Polluters
are assigned targets for reducing their
emissions of gases in a pre-defined time
period. The polluters are then given a
number of ‘emissions credits’ for the
amount they are allowed to pollute, which
is the level of their emissions minus their
agreed target. There are several things
that can happen:
Scenario 1: The polluter uses up the whole
allowance in the allotted time period, but still pollutes
more. In order to do remain in compliance, spare
credits must be bought from another polluter which
has not used up the whole allottment.
Scenario 2: The polluter does not use the whole
allowance and can either save the remaining credits
for the next time period (bank them), or sell the
credits to another polluter on the open market.
Scenario 3: The polluter can invest in numerous
pollution reduction schemes in other countries
or regions and ‘earn’ credits from these projects
which can then be sold, banked or used to make up
shortfalls in the original allowance.

Credit generating projects come under two
categories in the Kyoto Protcol. Projects
which take place in a country with no
target (mostly in the ‘developing’ world)
come under the Clean Development
Mechanism. Projects which take place in
countries with a target come under Joint
Implementation. Joint Implementation
projects are mostly intended for Eastern
Europe and Russia, however in theory
they can take place in any country with a
reduction commitment, such as in North
America or Western Europe.
These projects can be monocultural tree
plantations which theoretically absorb
carbon from the atmosphere (carbon
sinks), renewable energy projects such
as solar or wind projects, improvements
to existing energy generation, etc. The
amount of credits earned is calculated
as the difference between the level of
TNI Briefing Series: No. 2003/1

emissions with the project and the level
of emissions in an imagined alternative
future of ‘what would have happened
otherwise’ without the project. An added
complexity with these scenarios is that
pollutants can be interchangeable, meaning you can use your reduction in one gas
(i.e. CO2) to claim reductions for another
gas (i.e. CH4). The financial term for this
is ‘fungibility’.
The ‘polluters’ in the Kyoto Protocol are
individual countries that have agreed
to a specific reduction target which are
currently set at an average of 5.2 per cent
below 1990 levels of emissions. Each
country will then decide internally how to
distribute its allotted credits to polluters
at home. In the Kyoto Protocol, this is
likely to be only the big industrial polluters
such as transnational corporations. In most
respects, emissions markets are no
different from current financial markets.
They are subject to the same pressures
of capital markets, such as price volatility,
boom and bust cycles, speculative
bubbles, etc.
There have been many types of
emissions trading schemes, some more
regulated than others. Despite rejecting
the Kyoto Protocol, the USA has the most
developed emissions trading markets,
including trade in smog and acid raincausing gases. However, the Kyoto
market, set to start trading in 2008, will be
the most ambitious undertaking, covering
six greenhouse gases, variable reduction
targets, and numerous mechanisms on a
global scale.

Total recorded CO2 trades (MtCO2e) worldwide 1996-2002.
source: point carbon

2

1.1 Environmental Injustice in the USA

P

ollution trading in the USA has saved
industry a lot of time, money and
trouble. However, pollution trading has
also created ‘toxic hotspots’ in poor areas
and in communities of colour, reinforcing
existing environmental injustices.
When a polluter buys credits in a trading
scheme, this enables them to continue,
or even increase, their own pollution. On
a global scale credits generated in the
trade in greenhouse gases will come from
dubious projects in countries far away
from the source of the original pollution.
Not only are credits enabling pollution to
continue at home, but the generation of
those credits is highly suspect as well.
Communities living
with factories on
their
doorstep
will continue to
suffer the effects
of
pollution
indefinitely.

Sulphur trading in Los Angeles
The RECLAIM program “includes 370
facilities from various industrial sectors,
including oil refineries, power plants,
aerospace companies, asphalt batch
plants, chemical plants, cement plants,
and many more.” The EPA state that
“the major benefit of RECLAIM is that air
quality goals necessary to protect public
health and the environment are met in
a more cost-effective manner.”4 It was
introduced in 1993 and trading began one
year later. However prior to its introduction,
there was a lengthy dismantlement of
the previous ‘command and control’
programme. This all added up to a loss
of up to 10 years
in pollution control
legislation in the LA
area. LA is one of
the most polluted
regions in the USA
and with each year
of inaction during the
slow implementation
of
RECLAIM,
thousands of people
died.5

In the USA, the
main
traded
pollutants in the
schemes
are
sulphur
dioxide
(SO2) and nitrogen Laotian-American community, Richmond, California
Trading programmes
oxides (NOx). These pollutants are the
in effect privatise the problem of air
main sources of smog, acid rain and
pollution. Government and communities
have adverse impacts on human health.
lose
control
over
environmental
Particulate pollution (NOx and SO2 in the
protection, placing it in the hands of the
air) cuts short the lives of an estimated
polluters. When the incentive to reduce
30,000 Americans each year.1 The US
emissions is profit and cost-effectiveness,
Environmental Protection Agency (EPA)
there is an incredible pressure to cheat
claims that its pollution trading schemes
by overestimating reductions, while
are a success and have achieved low cost
underestimating emissions. This can
reductions far beyond its expectations.2
lead to fraudulent claims of reductions,
The model for the national acid rain
inaccurate reporting of emissions
schemes is often cited as a smaller
and general gaming of the system as
local program - the Regional Clean Air
demonstrated by the citations issued in
Incentives Market (RECLAIM), which is
March 2002 to Anne Scholtz. Scholtz,
centred in the Los Angeles area.3
prominent architect of RECLAIM and
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CEO of the emissions broker ACE, was
caught filing false trading reports.6 If fraud
is prevalent in a small local scheme such
as RECLAIM, it will almost certainly be rife
in the international trade in greenhouse
gases where it is impossible to properly
monitor and enforce accurate reporting of
emissions reductions and honest filing of
trades.
Toxic Hotspots
One variant of the RECLAIM scheme Rule 1610 - involved polluting factories
buying credits that were generated from
a four county car-scrapping scheme.
Polluters were to remove abandoned
road side vehicles and have them
scrapped. However, vehicles were being
counted as part of the scheme that were
not abandoned and had been brought
in by their owners. Therefore credits
were being generated but no reductions
were being made. These fraudulent
credits allowed polluters to continue
emitting from their local factories.
Pollution was then concentrated around
these factories, creating toxic hotspots.
As polluting industries in the USA are
disproportionately located in low income
areas and communities of colour,7 the
trade in pollution created an uneven
benefit in air quality between peoples.
In this case Rule 1610 allowed the
continued pollution of the local Hispanic
communities around factories involved in
the scheme.
Weak pollution zoning restrictions and
other cheap production costs such as
land and labour are all reasons why
factories locate in communities with low
incomes and/or of colour. This trend is
seen in other rich northern countries as
well as the USA. In the UK, low-income
communities are twice as likely to have

TNI Briefing Series: No. 2003/1

a polluting factory located nearby.8 It is
likely that this phenomena will be seen
in greenhouse gas trading, as credits can
be generated from Flexible Mechanisms.
Reductions will not need to take place at
their source, allowing factories to continue
polluting locally. If the credits had been
generated legitimately, the entire region
would have benefitted from the carscrapping scheme. However localised air
pollution in the Hispanic areas around the
factories would not have been reduced,
thereby causing uneven improvements in
air quality.9
One defence of greenhouse gas
trading is that the gases involved are
global pollutants and therefore do not
have a localised toxic effect. However
greenhouse gases are not produced
in isolation. The industrial processes
that produce them also produce toxic
co-pollutants. These toxic co-pollutants
will continue to flow into the air, water
and land of communities living around
factories whose owners are busy buying
and selling carbon credits, instead of
simply reducing their emissions where
it is produced. With the introduction of
emissions trading globally, environmental
injustices will be exacerbated on an
unprecedented scale.

Playground, African-American community, Gary, Indiana.
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1.2 Dumping on South Africa

S

ajida Khan was diagnosed with
cancer in 1996. Sajida’s nephew,
who lived with her, died of leukaemia
aged eleven. Seven out of ten of the
houses in her block on the Clare Estate
in Durban, have tumour cases in the
family.1 However another block of houses
nearby has no equivalent rates of death
and cancer. What could account for such
high levels in one place and not the other?
One of the differences between the two
is that Sajida’s block is downwind of the
waste dump, Bisasar Road landfill, that
borders her house, and the other block
is upwind.
In May 2002, the Prototype Carbon Fund
(PCF), a pool of money managed by
the World Bank, described the Bisasar
Road as “a world-class site” and an
“environmentally progressive” model to
be applauded internationally.2 In fact the
PCF is so enthusiastic about the site
that it is funding a landfill gas extraction
project there. The project is planned
to commence in March 2003 and will
extract methane generated by waste
decomposition and use it to generate
up to 45 MW of electricity for supply
to the national grid. However electricity
is not all that the project will generate.
Methane (CH4) is the most powerful of
all the greenhouse gases that are to be
reduced under the Kyoto Protocol. The

reduced methane from the dump will be
turned into emissions reductions (ER)
credits that the PCF will sell onto foreign
countries and companies which they can
then use to count towards their reduction
commitments in Kyoto. The managers of
the site, Durban Solid Waste (DSW), also
claim that the resulting electricity from
the methane will replace energy which
would have been generated by coal-fired
plants and therefore represents additional
reduction in greenhouse gases.3 This
reduction in coal use is also cited as a
‘local benefit’ by the PCF who state that
the results will be an “improvement in
air quality and the overall quality of the
environment.”4
According to DSW’s permit, the Bisasar
Road site is only licensed for domestic
waste. However due to a lack of adequate
monitoring, medical waste has been found
on the site and residents report observing
private corporations dumping there.5 As a
result locals are now taking DSW to court
for violations of its permit. It is unclear if
PCF is aware of this court case.
The PCF state that local people will
also benefit from the project because
it will “improve the financial position of
[Durban Solid Waste] DSW…” and that
the project will “send a clear signal to
the local population that the environment

Income Level

Waste generation
(kg/person/year)

Higher Income

540

Middle Income

150

Low Income, Formal

48
* waste generation statistics for Durban
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is a number 1 concern in South Africa
and is being dealt with in the best way
possible.”6

were carried out as part of a closure plan.
Doing it in this way would still fit in with
the aims of the PCF. DSW states that the
dump will remain open until 2012-15.10
However it is in the financial interests of
PCF that the dump stay open as long as
possible to recoup its investment and be
able to generate the maximum amount of
emissions reductions credits, from which
it profits, by selling to countries over their
quota.

Durban Solid Waste is part of the local
city council structures. The council
promised residents of Clare Estate that
the dumpsite would be closed in 1996
and turned into “soccer fields…tennis
courts…picnic and playlot for children.”7
When 1996 came, a report commissioned
by DSW found that cadmium levels were
2-3 times the guideline limit and lead was
The suffering of residents next to the
10-40 times the limit.8 Both cadmium
landfill site is continued in the name
and lead are recognised carcinogens.9
of
‘sustainable’
However in face
development.
The
“To gain the ER credits they will
of all this damning
credits generated
keep this site open as long as
evidence, the city
from
their
council betrayed its
possible. To them how much
misfortune are used
promises of closure
money they can get out of this is
to make it possible
to the residents
more important than what effect it
for rich countries
and renewed the
with unsustainable
has on our lives.”
DSW’s
permit,
consumption
allowing continued
— Sajida Khan, Local resident affected
patterns
to
dumping
for
by emissions credit project, Clare Estate,
continue as before
another 20 years.
Durban, South Africa
instead of reducing
In light of the past
their consumption
behaviour of DSW,
in order to truly bring down greenhouse
it is difficult to see how their financial
gas emissions.
position relates to a benefit for Sajida and
other local residents as PCF claim. DSW
The Bisasar landfill gas extraction project
is not simply short of the money that they
exposes the underlying problems with
need to make the dump safe, they have
defining ‘renewable’ energy in such
wilfully denied the problem.
broad terms. What this means on the
ground is that unsustainable practices
By removing the threat of methane
that negatively impact on local people’s
migration the PCF project is potentially
lives can become ‘sustainable’, thereby
beneficial for the community. The net
undermining people’s struggles. Ironically,
result though, would sustain the life of the
climate change mitigation, using emissions
dump by making it more financially viable
trading as a tool, has merely reinforced
and renewing DSW’s argument against
an environmentally destructive practice
calls for closure from local residents.
which is harming people. The Bisasar
As methane continues to be produced
Road project is powerful evidence that
from dumpsites for up to 20 years after
profit-driven emissions trading schemes
dumping has ceased, the project would
and the protection of people and planet
be more beneficial for the community if it
are irreconcilable.
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1.3 Greenwashing privatisation in Uganda

T

he Prototype Carbon Fund (see
“Key players” and “Kyoto and the
World Bank”) has initiated a hydropower
project in the area of the Uganda West
Nile. This project consists of:
• Construction of two medium-sized
run-of-river hydropower plants and
diesel backup generators;
• Development of an isolated mini-grid
for regional electricity transmission
and distribution; and
• Replacement of Uganda Electricity
Board’s (UEB) diesel capacity and
privately-owned small diesel engines
and generator sets.
These run-of-river plants will be a 5.1 MW
hydropower plant at the Nyagak site in
Nebbi District. Two years later, a 1.5 MW
plant will be constructed in Olewa, Arua
District.1 These are not large hydropower
projects, such as the controversial
Bujugali 250 MW dam.
Deflecting criticism
However, the International Rivers
Network, an NGO supporting local
communities working to protect their rivers
and watersheds, has roundly criticised
the project. They question the absence
of an Environmental Impact Assessment
(EIA) and in particular the effects of the
project on fish and other aquatic life, land
use change and sediment transport.2
According to World Bank Operational
Directives every project has to complete
an EIA. However, the PCF informed IRN
that compliance with normal World Bank
rules and procedures is not required of
Clean Development Mechanism projects.
Besides that, CDM requires only the host
country to confirm that an EIA has been
undertaken in accordance with its own
requirements. Furthermore, the EIA is
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not subject to stakeholder comments
and the validation process.3 Even though
PCF claims not to be subject to World
Bank rules in its response to IRN, on its
website it states that: “The [World] Bank
Group has a body of well-developed,
mandatory safeguard policies which
apply to all World Bank operations.
These are applied to PCF operations to
ensure that they are environmentally and
socially sound…”4 There seems to be a
fundamental contradiction in what the
PCF says to critical groups and the rules
it has set itself and then fails to put into
practice.
However one of the basic criteria of
Clean Development Mechanism rules
has already been violated by the project.
Under CDM rules, planners have to prove
that the project would not have taken
place anyway. The technical word for this
is ‘additionality’. However, the PCF says
that it is impossible to say that the project
would have happened without the CDM/
carbon finance.5
The Uganda Electricity Board (UEB), has
been reformed and is slowly being privatised.
It has been “unbundled” into four units:
a. The Uganda Electricity Generation
Company Limited (UEGCL)
b. The Uganda Electricity Transmission
Company Limited (UETCL)
c. The Uganda Electricity Distribution
Company Limited (UEDCL)
d. The Uganda Electricity Board (remnant).
On the 22th of July 2002, “Eskom emerged
the sole bidder for the generation concession
(UEGC) and then teamed up with the UKbased CDC Globoleq to form a consortium
to bid for the distribution company (UEDC).
Eskom’s takeover of Uganda Electricity
Generation Company (UEGC) is now almost
certain after Ministry of Finance officials
described its bid for the 20-year concession
as ‘competitive enough’.”6 [see box Page 9]

The Sky is Not the Limit: The emerging market in greenhouse gases

PCF promoting privatisation
The PCF project in Uganda is emblematic
of wider World Bank strategies to
force private sector development in
poor countries. The World Bank’s new
buzzword, “Private Sector Development”
(PSD) is actually the reinvention of the old
policy of privatising state-run utilities. The
PCF project is the new face of this familiar
strategy. In this way, renewable energy, a
potential force for positive change, is
being used as a another way to impose
existing top-down structural adjustment to
‘developing’ countries economies.
Poverty Reduction Strategy Papers
(PRSPs) describe the economic plans
of a country and are developed with the
World Bank and IMF. The Government of
Uganda says in its PRSP that “In the long
run privatisation will transfer the need
for major investment expenditures on
to the private sector.”7 Peter Kasenene,
the minister in charge of privatisation in
Uganda states that the, “government is
convinced that sustained economic growth
can only be achieved with vivid private
sector participation.”8 The influence of the
World Bank’s promotion of privatisation is
clear and was evidenced in 1999 when
the government of Uganda signed the
Electricity Act which allows the entry
of the private sector into the Ugandan
energy market and the establishment

of the Energy for Rural Transformation
programme (ERT).
The ERT was developed with the
assistance of the World Bank’s Africa
Rural and Renewable Energy Initiative
(AFRREI), currently operating in Uganda,
Mozambique, South Africa, Nigeria
and Zimbabwe. The ERT gets financial
support via bilateral donors and the
World Bank as part of AFRREI which
is designed to promote private sectorled rural development. The Global
Environment Facility (GEF), a joint
project of the World Bank, United Nations
Environment Programme and the United
Nations Development Programme, is a
co-funder of the ERT. The PCF project
is part of the ERT programme. The GEF
reveals the links between PCF projects
and the World Bank’s wider policies of
promoting privatisation through AFFREI;
“Working with the World Bank on the
Africa Rural and Renewable Energy
Initiative (AFFREI), the GoU [Government
of Uganda] has made significant progress
in laying the groundwork for private sector
led rural electrification…”9 Through this
maze of acronyms lies the true purpose of
PCF projects: to support the privatisation
of energy in Uganda.
The PCF justifies the disbanding of the
state-run UEB by stating that “there is
a need for an experienced international

Privatisation & Unemployment
In South Africa more than 100,000 jobs have been lost due to privatisation.11 Eskom has
already “shed” more than 30,000 workers over the past 15 years.12 Leslie Maasdorp, in charge
of restructuring state-owned enterprises, at the department of public enterprises predicts that
future sell-offs of Eskom shares would boost job creation.13 However the International Labour
Organisation contends that there has been little evidence of post-privatisation expansion in
employment in water, gas and electricity and the process of restructuring that goes along with
privatisation has led to reductions in employment levels that affect up to 50% of the workforce.14
Sowetans have responded to this situation creatively, by resisting privatisation trends in South
Africa and forming residents groups such as the Soweto Electricity Crisis Committee (SECC).
This particular group has successfully challenged Eskom by reconnecting cut-off residents and
protesting against the trend of privatisation in other areas of South African life such as water and
land-use.
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Privatisation & price increases:
South Africa
In South Africa, the main energy provider
is Eskom, a registered company with the
South African government as its main
shareholder. However, thirty percent of
the company will be sold by 2006, pushing
this former state-run utility further along
the road to private sector control.15 Eskom
has been successful at connecting many
more people to the national grid. However
it has come at a high price, with up to as
many 20,000 electricity cut-offs per month
in Soweto alone, as a result of inability
to pay the high rates that came with the
new electricity supply. Soweto residents
pay 30 per cent more for electricity than
nearby white suburbanites and overall
domestic consumers pay 700% more
at 24.59 cents per kilowatthour than
some large corporations who pay 3.5
cents per kilowatthour.16 Eskom plans
to further increase its tariffs for 2003
by an above-inflation rate of 8.4 per
cent.17 This at the same time as profits
of Eskom Enterprises, the non-regulated
businesses division of the power utility,
rose 400 per cent to almost R200 million
over 2001.18 It does, of course, make
business sense for a private business to
behave in this way. However, the poor
residents of Soweto, who already live
in dire circumstances, cannot afford the
extra burden that a profit-driven privatised
electricity company places upon them.
Nor can they afford to subsidise the
energy use of large corporations and
more affluent white suburbanites.
United Kingdom
The energy sector in the UK is completely
privatised and as a result, since 1999 the
price paid by large consumers fallen by
20 per cent. However, the price paid by
small consumers has actually increased
by 5 per cent.” The introduction of
retail competition for large consumers
allowed them to negotiate better prices,
but it seems that much if not all of the
price reduction was paid for by small
consumers.”19

9

partner who is financially, technically and
managerially strong, as the development of minihydro resources is new in Uganda and there is
no experience in operating a power system
independent of UEB. Third, the disposition of
UEB’s existing assets in this region should be in
accordance with the overall power sector reform
strategy in general.”20
From one sentence
to the next, they link together the inability of
UEB to run a renewable energy project with
its general dismantling in the region. Under
the guise of providing expertise on renewable
energy, the PCF is putting into practice the
general policies of the World Bank to privatise
rural energy in Uganda.
A Trojan horse
This is particularly worrying as the PCF is a
wing of the World Bank which recieves very little
scrutiny. As the PCF does not have the same
public scrutiny as the World Bank has enjoyed,
World Bank policies slip through this blind spot
unnoticed and in the name of ‘sustainable
development’. This is in part a result of its
relative newness but also due to the ambiguous
nature of promoting itself as a more positive
force for change. However the net result is that
the PCF is not as carefully monitored by civil
society as well as internally not being subject to
the same imposed transparency and guidelines
as the World Bank has had imposed upon it.
The Prototype Carbon Fund’s primary function
is as a vehicle of privatisation, a vehicle that
is blazing a trail through the countryside, with
the World Bank influencing which direction is
taken and how the road will be paved. However
the PCF phenomena goes beyond Kyoto
and is part of a wider trend in international
processes away from government legislation,
and towards Public-Private partnership (PPP).
The buzzwords of PPPs and ‘private sector
development’ are new expressions for old
policies of increasing market access in poor
countries for foreign corporations, privatising
state-run industries and supporting corporate
control. Emissions trading has provided the vital
link that was needed to incorporate renewable
energy into wider World Bank strategies.

The Sky is Not the Limit: The emerging market in greenhouse gases

2. The Origins of Emissions Trading
2.1 The Rio Earth Summit & Climate
Change

T

he United Nations Framework
Convention on Climate Change
(UNFCCC) was one of the major
agreements to come out of the Earth
Summit in 1992. The text of the UNFCCC
was prepared in the years before the
actual Earth Summit and went through
final negotiations in Rio, where it was
adopted.1
Despite some obvious good qualities (see
box), the UNFCCC did not include any
commitment to legally-binding emission
reductions. Nor did it recognise the role
of industry, over-consumption and free
trade policies in exacerbating climate
change. Why didn’t the UNFCCC, and
the other Rio agreements for that matter,
have any teeth? The answer lies in the
complex interaction between government
self-interest, corporate influence and the
rise in popularity of “multi-stakeholder”
processes.
From the beginning of international
discussions about climate change
Northern governments have been opposed
to the structural changes needed to truly
combat the problem. Before the Earth
Summit, the International Negotiating
Committee (INC) was set-up to formulate
a proposal text for Rio. Within the INC,
both the US and the EU argued against
binding reductions in greenhouse gases.2

“Ten years ago at the Rio Summit,
50 business leaders pledged
a commitment to sustainable
development. That was the start of
the WBCSD. Since then, we have
trebled in size and hugely amplified
the voice of business in widespread
dialogue.”

Key Principles of the
UNFCCC
In summary, the UNFCCC is a
recognition of key principles regarding
climate change. These principles
formed the framework for negotiations
which eventually produced the Kyoto
Protocol in 1997. The UNFCCC;
• Recognised that climate change
is a problem;
• Set an “ultimate objective” of

stabilising “greenhouse gas
concentrations”;
• Established a framework and a

process for agreeing to specific
actions - later;
• Encouraged scientific research on

climate change;
• Placed greater responsibility for

battling climate change on the rich
countries;
• Recognised that poorer

nations have a right to economic
development;
• Acknowledged the vulnerability

of poorer countries to the effects
of climate change;
• Called for the sharing of

environmentally sound
technologies and know-how; and
• Emphasised the need to educate

people about climate change.4

— Philip Watts, WBCSD chairperson3
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2.2

The UN and Corporate-led Solutions
Key successes of corporate
lobbying on the UN climate
negotiations:
• Lack of strong legally-binding emissions
reductions adopted at Earth Summit and
lower, less binding targets later in Kyoto.
• US withdrawal.
• Inclusion of the ‘flexible mechanisms’ in the
Kyoto Protocol.
• Inclusion of ‘sinks’ in the CDM and domestic
reduction strategies.
• Deference to WTO rules.
• Dominance of the ‘public-private partnership’
approach.
• Focus on technocratic fixes rather than
structural change.
• Changed the discourse from environmental to
technical.
• Marginalised and isolated radical positions.
• Governance transformed into a ‘multistakeholder’ dialogue with industry as a
‘partner’.
• Changed character and role of the UN,
particularly its leadership, to be more
supportive of corporate and neo-liberal
agendas.
• Influenced governments to remove IPCC staff
that were more radical and political in their
views.

A case in point is the first appearance of
emissions trading on the climate change
scene at the third session of the INC
in Nairobi in September 1991. The UN
Conference on Trade & Development
(UNCTAD) set-up a department on
greenhouse gas (GHG) emissions trading
as early as 1991. UNCTAD also set
up the International Emissions Trading
Association (IETA), a corporate lobby
group dedicated to promoting emissions
trading. The GHG emissions trading
project produced a report in May 1992
entitled “Combating Global Warming:
Study on a global system of tradable
carbon emission entitlements,” with the
financial support of the governments of
the Netherlands and Norway.1 UNCTAD,
an agency charged with the mandate to
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assist developing countries, admits that
its “research is limited to the emerging
carbon market.”2 Formal proposals for
trading emissions however were not
made until the mid-1990s. UNCTAD were
already well developed in their research
on greenhouse gas trading by then,
having never pursued research on other
alternatives or even other market-based
solutions such as taxation. The neoliberal bias of the UN in this instance is
perhaps not so easily characterised as a
matter of them succumbing to corporate
pressure, but is perhaps more reflective
of a culture within international institutions
to develop corporate-friendly solutions as
a matter of course. In the face of damning
evidence against these kinds of ‘one-sizefits-all’ solutions from the past, UNCTAD
has remained committed to emissions
trading.
The Economics of QWERTY
The top left hand row of letters on an
English language computer keyboard reads
Q,W,E,R,T,Y. The reason why this letter
order exists is that when typewriters were
first invented, the keys would often jam,and
so it was advantageous to slow down the
speed of typing. However, jamming keys
are not a problem on modern computers.3
Despite the fact that this letter order slows
down typing, society is locked in to using
the QWERTY system. The structures
that evolve around a design makes it
near impossible to change the design,
although alternatives might be much better.
Emissions trading is a relatively new
phenomena, but if emissions trading
becomes the QWERTY of the climatic
keyboard, the ‘jamming keys’ could be
post-cold war neo-liberal fatalism and
the intervention of the corporate sector
in making any alternatives impossible.
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2.3

Corporations at the Earth Summit

C

orporate lobby activity before the
Earth Summit is unclear, but it is
perhaps telling that much of industry’s
goals for the Earth Summit (i.e. promoting
“cost-effective policies” and “selfregulation”) were achieved.1 Considering
the
connections
to
government
delegations that corporations had, it is
unsurprising they were so successful. For
example, the chair of the Working Party
on Sustainable Development in one of the
most powerful corporate lobby groups in
the world, the International Chamber of
Commerce (ICC), was also a member
of the UK official delegation in Rio.2 The
ICC has continued to have privileged
access to policymakers and regularly
makes statements to the International
Negotiating Committee (INC) on climate
change, representing the “voice of
business.”3
Corporations have played a major role in
the climate talks, increasing influence and
dominance from the Earth Summit to the
present day. The corporate lobby employs
three tactics for its strategy in the climate
arena. The most public of these is to deny
climate change exists using expensive
public relations campaigns, supporting or
employing climate sceptic scientists and
setting-up fake grassroots groups to carry
out anti-action campaigning.4 The second
is to influence the process within the UN
talks by direct lobbying of delegations.
And thirdly, to promote business friendly
solutions through ‘partnerships’ with
NGOs, governments and the UN.
From Threat to Opportunity
The first two of these corporate tactics
are old and familiar. The Global Climate
Coalition (GCC) was the most vocal and
influential lobby group during the climate
process. The GCC successfully lobbied
governments in the Earth Summit to
avoid binding emissions reductions5
and in the lead up to Kyoto in 1997 ran
a huge advertising campaign aimed
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at undermining the science of climate
change.6 In 2002 the GCC disbanded
saying that it had achieved all it wanted
to in the climate process, namely that:
the US is not part of Kyoto, there are
no tough sanctions on failure to achieve
reductions, and corporate-led ‘solutions’
are unregulated and unrestricted in use.
When the United States withdrew from
the Kyoto Protocol, US administration
officials cited a Global Climate Coalition
(GCC) figure that the treaty, without
international emissions trading, would
cost the US economy US $400 billion,7
aiming to show that it would not be costeffective to join. The insurance industry is
one sector which does not share the same
perspective. According to their forecasts,
insurance losses due to extreme weather
events will grow more than three times
faster than the global economy.8 The
interaction between insurance losses
and growth leads to a prediction that by
2065, “the world economy cannot sustain
the losses, and collapse will follow.”9
Whilst the insurance industry is hardly the
poorest sector of society, its losses give
an indication of some of the losses faced
by ordinary people. Thousands of UK
home-owners living in flood plains cannot
insure their homes, making their houses
now virtually worthless, despite the fact
that they must continue paying their
mortgages. Clearly the impacts of climate
change on those who would never have
access to services like insurance will be
even more devastating.
‘Cost-effectiveness’ and ‘efficiency’ are
often used by corporations to undermine
effective climate change solutions.
However they are not neutral terms
which can simply be calculated and
universally applied to support a policy
or model, without questioning which
groups are affected and how. What is
relatively ‘cheap’ and ‘cost-effective’ for
one sector like fossil fuel industries, can
be more expensive and ineffective for
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another sector of society, and even for
society itself. This can also apply over
time, where actions can be good for one
sector of society today, but disastrous
for future generations. Under commonly
used discount rates, benefits and costs
that occur about 50 years from now are
virtually irrelevant to present day decisionmaking.

neo-liberal politics of our times. First, the
response to scarcity is to define property
rights and protections for investors. This
analysis can be recognised in statements
like ‘water is not unlimited and people will
only value water if they have to pay for
it.’ When translated into everyday life this
means replacing shared street free water
taps with individual pre-paid water meters
for every house, as has been seen in the
South African township Orange Farm in
2002.10

Corporations saw the possible threats
from climate change policy and worked to
transform them into market opportunities
by making themselves indispensable,
Second, to rationalise use of resources,
diversifying risk, evading responsibility
the corporate ethic of the ‘market’ is
and by so doing ensuring institutional
considered the only possible and final
survival. Through cleverly engineering
way to ‘efficiently’ allocate resources. This
the parameters by
is most easily achieved
which a given social
when
resources
or
environmental
The Global Climate Coalition are neatly parcelled
problem is framed,
commodities.
estimates that the cost of into
corporations
and
the Kyoto Protocol to the US Following-on from this
neo-liberal institutions
economy with international approach, the only
assert control over
logical solution for
emissions trading would be climate change is to
key
social
and
cut to between US $120 billion commodify the public
environmental debates
and US $210 billion.11
in the public sphere.
good into tradeable
Issues of human rights,
permits to access the
public
participation,
global
atmospheric
community survival and ecological
dump for greenhouse gases. Enter the
integrity become subordinated to a
Kyoto Protocol.
technocratic and corporatist agenda.
The Global Climate Coalition effectively
What may have started off as a broad
employed the twin track approach of
and contentious public debate on a host
denying climate change existed whilst
of issues resulting from climate change,
positioning itself within the process and
has succumbed to intellectual and
steering agreements in a corporatepolitical apathy as the machinery for a
friendly direction through the aggressive
new carbon economy is brought online.
promotion of emissions trading. The
Corporate influence has ensured that any
GCC estimates that the cost of the
potential climate change legislation will be
Kyoto Protocol to the US economy with
market-based and ‘flexible’, allowing it the
international emissions trading would be
greatest freedoms to continue businesscut to between US $120 billion and US
as-usual with relative impunity.
$210 billion.11 This financial life-line for
As soon as climate change is described
the fossil-fuel dependent economy is now
as a problem of a scarce resource being
enshrined in international law. Trading
used irrationally, much the way food and
decelerates the transition away from fossil
water are discussed in many international
fuels and buys time for industry to protect
fora, two avenues of problem-solving
investments in fossil fuel production and
immediately appear in the prevailing
consumption.
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2.4

Corporate ‘good guys’?

T

he third tactic of corporations is new
and firmly splits the corporate world
neatly in two. There are the ExxonMobils
who are ‘old-school’, die-hard obstructers
and deniers. Exxon has been targeted by
campaigners, and it is well known now
that they are against the Kyoto process,
firmly believing that industry can solve the
problem if left to take voluntary action.
A memo from Exxon to the Bush
administration
in
February
2001
suggested that the US lobby get rid of
the then head of the IPCC, Bob Watson,
who is an outspoken and radical scientist
whose views Exxon dislikes.1 At the
subsequent election in April 2002 for
the head of the IPCC, the US voted
against Bob Watson and he was ousted.
A coincidence, or an example of the kind
of listening ear that a US $1,200,000
campaign contribution can buy.2
And then there are BP, Shell and Enron
who are at the forefront of reinventing
themselves as being ‘good guys’. In 1998
Kenneth Lay, the CEO of Enron, sent a
letter to Bill Clinton which requested that
name of
$ spent on
corporation renewables

% of total
investments

BPAmoco

50 million5

3

Shell

100 million6

0.1

7
ExxonMobil insignificant insignificant

Chevron
Texaco

275 million8

2.8

Based on projections for the current and future investments compared with total expenditure for 2001.9
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he do as much as possible to harm the
credibility of the climate sceptic scientists.
Enron saw that Kyoto, “would do more
to promote Enron’s business than will
almost any other regulatory initiative,”
and was one of the main proponents
of emissions trading.3 Along with
expensive PR campaigns such as BP’s
environmental ‘Beyond Petroleum’ makeover, these ‘progressive’ corporations
have successfully advanced the concept
of the Public-Private-Partnership (PPP).

From BP’s environmental advertising campaign

By making low-cost investments in
environmental projects, BP has reshaped
public perception of them, making it
possible to continue ‘business-asusual’ having deflected criticism onto
less sophisticated corporations such as
ExxonMobil. This third approach is a
development of corporate engagement in
international processes, best epitomised
by what happened at the WSSD in
Johannesburg in 2002. There were no
legally-binding agreements reached at
this second Earth Summit. Instead, over
280 PPPs were showcased demonstrating
a lack of political will to make strong
decisions and the enthusiasm of
corporations to take control of solutions.4
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2.5

NGO Co-optation

F

urthermore, corporate culture is
even more politically critical groups like
hypnotising environmental nonFriends of the Earth had changed their
governmental organisations (NGOs)
position on trading to a request that
with “multi-stakeholder” dialogues. Big
a 20% limit be imposed upon its use.
business has shaped itself into human
Eight months later, press statements
form and become a ‘stakeholder’ in society.
from Friends of the Earth International
Part of the illusion of the ‘corporate citizen’
heralded the Bonn agreement as a “new
is to enlist the help of friendly NGOs in
hope for the future”, with the mood in
corporate activities, thus projecting the
the conference centre described as
perception of credibility. Corporations
“euphoric”.4 This when no concrete limits
have advocated that environmental
were placed upon the use of emissions
NGOs should be the verifiers of their
trading and the deal they described as
reductions. Andrew Ertel, president of
“junk” in COP-6 was a better deal than
Evolution Markets, suggests that such an
the one agreed to in Bonn.5
NGO could be Nature Conservancy or the
Environmental Defense Fund.1 This is a
Two years later in Johannesburg at
lucrative opportunity for
the World Summit for
NGOs. In 1997 Nature
Sustainable Develop“There are many reasons ment, Greenpeace and
Conservancy received
why environmental NGOs the World Business
US
$1,285,245
in
are compromising their Council for Sustainable
corporate contributions
positions, but the most Development (WBCSD)
making them the 8th
largest recipient of
dangerous is an acceptance made a joint declaration
corporate funding that
of the dominance of on climate change
year.2 The conflict of
governments
corporate culture and urging
interest over verifying
to
move
forward.
This
the subsequent failure to
the emissions of the
was
despite
the
fact
that
provide any challenge to the WBCSD still does
companies who are
this approach.”
both paying you to
not necessarily endorse
do so, and providing
implementation of the
general funding for your organisation is
1997 Kyoto Protocol, in sharp contrast
obvious.
to the stated aims of Greenpeace. At
the Earth Summit in 1992, Greenpeace
However it is not just conservative
and the WBSCD were ‘fighting like cats
environmental NGOs that have been
and dogs.”6 However ten years later they
neutralised by corporate strategies. At
stood on the same platform even without
the original Earth Summit, the NGO
a substantial common vision of where
Global Forum produced an alternative
governments should move forward to.
treaty which was designed to guide the
official Rio Declarations. In it they stated
There
are
many
reasons
why
strongly that the climate negotiators
environmental NGOs are compromising
should, “avoid any emission trading
their positions, but the most dangerous
schemes which only superficially address
is an acceptance of the dominance of
climate change problems, perpetuate
corporate culture and the subsequent
or worsen inequities hidden behind the
failure to provide any challenge to this
problem, or have negative a ecological
approach. This has led to a situation
impact.”3 However after Kyoto, the large
where corporations no longer need to
NGOs, who had been part of the creation
lobby intensively as they have in the
of this alternative treaty in Rio, began
past. Big business’ interests have now
to compromise their firm stand against
been placed at the heart of political
emissions trading. By COP-6 in 2000,
negotiations.
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2.6

Sinking the Protocol
‘refrain from using nuclear power’ in
emissions trading projects. However long
discussions on sinks came to a bitter end
and they are now present in the CDM.
Carbon Sinks

Successful protest against a carbon sink project in Argentina.

Bonn 2001: After the climate negotiations
came to a standstill at COP6 in Den
Haag in 2000, dramatic political events
such as the US rejection of the Kyoto
Protocol and subsequent compromise
deals
fundamentally
undermined
reduction targets. The departure of the
US pushed the Protocol to the edge.
COP-6.5 in Bonn the following year was
intended to save the Kyoto Protocol. The
overwhelming majority of governments
and NGOs rushed to compromise, in the
hope of keeping sceptical governments
on board and trying to win the US back.
Weakened rules in the Bonn agreement,
combined with the departure of the US,
mean emissions reductions may only be
0.1 per cent of 1990 levels for the rich
industrialised countries.1
Negotiating positions developed over
many years were dropped in Bonn. One of
the most important was the proposed cap
on emissions trading, to prevent countries
from achieving 100 per cent of their
targets abroad. The Kyoto Protocol stated
that trading should be supplementary to
reducing emissions directly at source.
However, what ‘supplementary’ meant
had not been quantified. A cap would
define that and the EU had been arguing
for a 50 per cent limit on trading. The Bonn
agreement only made a recommendation
that “domestic action shall thus constitute
a significant element of the effort.” This
was despite protest against emissions
trading and arguments that carbon trading
would be a new form of colonialism.2 The
only potential environmental ‘win’ was text
in the agreement that countries should
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Sinks refers to the use of trees, soils
and oceans to absorb carbon dioxide
from the atmosphere.
While the
science of sinks is still uncertain, there
is a broad consensus that any potential
storage of carbon is temporary as
trees naturally live out their life cycles
or are felled and the resultant carbon is
ultimately returned to the atmosphere.
Many environmentalists and indigenous
communities around the world fear
that use of sinks will have a negligible
impact on reducing global warming
while having an enormous impact on
people worldwide as poor countries,
desperate to earn money to pay back
debts, look to selling their lands and
forests for the carbon markets.
Projects in countries such as Uganda
and Ecuador have already led to
thousands of local communities
dependant on forest areas being
forced off their land as private
Northern corporations backed by their
governments, engage in a worldwide
land-grab at wholesale prices. The
logic of these carbon ‘offsets’ ensure
that Northern countries can continue
to emit disproportionate amounts of
greenhouse gases. This corporate
offset culture magnifies inequalities
between the haves and have-nots
as the South becomes the carbon
dump for the overconsuming North.
The threat to indigenous peoples and
peasant communities is especially
severe, as destruction and/or loss of
access to forests for many peoples
would destroy their livelihood. The First
International Forum Of Indigenous
Peoples on Climate Change stated
“sinks in the CDM would constitute a
worldwide strategy for expropriating
our lands.”3

16

Marrakech 2001: Sticking points at
previous talks had been compliance
rules to define how targets would be
enforced and over-emitters punished.
The Marrakech Accords, agreed at COP7 in November 2001, laid the foundations
for implementation assistance and
judicial structures. The decision to make
punishments effective and legally-binding
was postponed.

the protocol. However, the US argued at
COP-8 that it is unfair for the developing
world to take on reduction commitments.5
Point Carbon, a corporate think-tank,
stated that the US “line of argument bears
a resemblance to the strategy employed
by the Global Climate Coalition (GCC) in
the Clinton era, and several observers
commented that the GCC, while being
officially dissolved, now seems to have
moved into the White House.”6

Delhi 2002: COP-8 in Delhi took place just
after the World Summit on Sustainable
Key decisions on Kyoto trading rules
Development in 2002. Whilst it provided
still need to be taken, particularly on
“little guidance” on
establishing
the
emissions trading,
legal
nature
of
“the most significant “There is no realistic way to force
compliance regime.
events
took
Aside from this
Parties who exceed their targets
place outside the
basic and essential
to remedy the problem. Trade
negotiation rooms”,
requirement
sanctions have sometimes been
the behaviour of the
for an effective
used
to
attempt
to
compel
action.
US is worth noting.
compliance regime,
Despite the fact the This is not contemplated in the
the most important
4
US is not part of Kyoto regime at this time.”
political decisions
the Protocol, it still
have been taken.
has an influential
Governments must
— Glenn Wiser, CIEL
delegation present
develop
national
at negotiations as
implementation
‘observers’. At COP-8, the US delegation
policies within which companies will
insisted that they be allowed to participate
operate. National policy have become
directly in meetings of the CDM Executive
increasingly the focus of corporate lobby
board. At present they are only allowed
groups.
to watch the proceedings via video
conferencing.3a
Even the politicians involved in negotiating
the protocol admit the agreement is
On the point of reduction commitments
inadequate. However for some this is not
for developing countries, US strategy
a problem. Witness the Canadian Finance
took a U-turn. Historically the US has
Minister John Manley encouraging
always argued that it is unfair to ask the
Canada to ratify the Kyoto Protocol by
developed world to make reductions when
reassuring Canadians that they should
the developing world has no reduction
not worry about international penalties if
commitments and this was one of the
the country falls short of the its targets,
reasons given for the US rejection of
because the treaty is not binding.7
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3. Trading Rules

3.1 The Kyoto Trading Regime

W

hile Kyoto is just one of the
carbon trading regimes under
development, it is the most
advanced. It is also the platform that
legitimises the growth of other trading
schemes. For example, the emission
targets in the Kyoto Protocol create
the scarcity in emissions that make a
competitive market possible.
The Kyoto trading regime is a combined
cap-and-trade and cap-and-credit system.
The cap-and-trade system is formed by
setting a fixed quantity of permits (the
cap), distributing them and allowing them
to be traded. The cap-and-trade system is
included in the Kyoto Flexible Mechanism
“Emissions Trading”. Each country which
committed to a Kyoto reduction target
has a quota of permits. The size of that
quota comes from each country’s 1990
emissions level minus the amount they
have committed to reduce.
The credit-and-trade system is formed
by allowing emission-reducing projects
to generate permits equivalent to the
amount of emissions they save. The
project based credit-and-trade systems
in the Kyoto Protocol are the Clean
Development Mechanism and Joint
Implementation. Using Kyoto greenhouse
gas emissions permits is much like using
money in many respects. You can bank
most permits for future use or sell them
if you have an excess. If you run out of
permits you can buy or borrow more.
Governments trading improperly will go
to a court-like forum and could even be
excluded from trading. If they believe they
have been treated unfairly, they also have
the right to appeal.1
Money-like characteristics come from
the rules set out in the Kyoto Protocol.
An example is the interest rate for
borrowing by governments, which comes
from the penalty for over-emitting in one
emissions budget period. The technical
name for the emissions budget period is
the ‘compliance period’, the first of which
is 2008-2012. If at the end of 2012, you
are missing 100 permits to make your
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‘Carbon credits’ distributed at COP-6 and COP-6.5 by antiemissions trading activists.

emissions-budget balance, then for next
compliance period you must find an extra
130 permits.2 That is, you pay an amount
of 0.3 permits for every ton of greenhouse
gas you fail to reduce. The interest rate
of 30 per cent for a five-year compliance
period translates into approximately a 5
per cent yearly interest rate.
If you are a corporation, you trade within
legislation defined by the government of
the country you are active in. It is however
easy to form a subsidiary company, or if
you are a transnational corporation to
use internal trading and take advantage
of beneficial trading rules in the country
of your choice. There is no cap on trading
to promote domestic reductions at source
and it is unclear how governments could
stop you trading if they are in danger
of exceeding their emissions target. If
you are a multinational company you
can trade internally between different
national arms of your corporation, taking
advantage of schemes to generate cheap
permits in the developing world.
Combing through the myriad rules
governing this new system, the Kyoto
permits can seem to be taking shape as
a credible new commodity. However, by
comparison with centuries of international
trade, the Kyoto commodity is young and
malleable. Rules attempting to protect the
commodity’s environmental integrity are
fragile. It is questionable whether these
rules are robust enough to survive the
pressures of international trade.
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3.2 Conflict of Interests

C

onsultancies are active at the
project. However, DNV has significant
corporate,
governmental
and
consultancy contracts with two of the
intergovernmental levels as well as
PCF’s investors: Statoil and NorskHydro.2
across different sectors such as auditing,
There is growing resistance to the Plantar
lobbying and verifying. Top executives
project from diverse Brazilian groups.3
move between corporations and UN
agencies. Maurice Strong, one of the
Other links between the private and
principal architects
public sectors can
of the Rio Earth
be seen in the UN’s
Summit, is also on the “The corporations of this sector like Intergovernmental
board of the Chicago Plantar S.A. installed themselves in Panel on Climate
Climate Exchange, our states in the 60s and 70s, in the Change
(IPCC).
set to be one of middle of military dictatorship, taking The IPCC report on
the most influential advantage of attractive tax incentives. ‘Land Use and Land
trading exchanges Unfortunately, local communities, Use Change’ had a
worldwide.
direct targets of the actions of the crucial legitimising
on
sinks,
corporations, never were consulted if effect
Frank
Joshua, they wanted or not this type of project paving the way for
managing
director for their region. The result was that their inclusion in the
at
US-based
Tupinikim and Guarani indigenous CDM. The authors of
c o n s u l t a n c y
peoples were expelled from their the report included
Natsource,
was
executives
from
formerly
Global lands, as well as traditional afrobrazil- SGS, Monsanto and
Director
for ian communities and tens of thousands Ecosecurities. The
Greenhouse
Gas of peasants, increasing unemployment World
Rainforest
Emission
Trading and, consequently, the despair of these Movement (WRM)
Services at Arthur populations who lost their lands and identified that “some
Andersen. Prior to were left without their biodiversity and of the authors (and
joining
Andersen, without their water.”
the
companies
Joshua served as
they work for) will
United Nations’ Head — Excerpt of statement from Brazilian
benefit
financially
of Greenhouse Gas citizens, movements, politicians and
from having drawn
Emissions Trading, churches against Plantar PCF project.3
the conclusions they
leading several expert
drew.”4
groups
including
the UNCTAD Earth Council Emissions
One of the authors of the report, Pedro
Trading Policy Forum and the UNCTAD
Moura Costa, was CEO and founder
Expert Group on the Clean Development
of environmental finance consultancy
Mechanism. He also served as the First
Ecosecurities. He worked on one of the
Executive Director of the International
first carbon sinks projects in the world
Emissions Trading Association (IETA).
as part of the Netherlands-based FACE
Foundation. A FACE project in Ecuador
A recent example of a conflict of interwas criticised as a ‘lose-lose’ situation
est can be found in the controversial
- unsustainable for the climate and
PCF-backed Plantar eucalyptus plantaunsustainable for Ecuadorian people and
tion project in Brazil.1 When the Plantar
environment.5 WRM argue that another
project was assessed for the PCF by
IPCC report should be commissioned “free
Norwegian-based Det Norske Veritas
(DNV) it was recommended as a CDM
of the taint of intellectual corruption.”6
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3.3 Renewables under Siege

E

missions trading threatens to
reduce
sustainable
renewable
energy to a decorative by-product. The
project requirements of CDM and JI
contain obstacles for small renewable
projects. These include
difficulties in
measuring and determining ownership of
energy production.1 Large multi-national
corporations find it easier to overcome these
obstacles than smaller firms. Companies
such as Shell or BPAmoco, which have
both renewable and fossil-fueled facilities
can offset within one corporate structure,
have clear ownership and can achieve
emissions reductions which are easier to
measure.
When large companies have superior
access to subsidies, smaller companies find
themselves at a competitive disadvantage.
This undermines diversity and innovation in
the renewable energy sector as a whole.
In the Netherlands, subsidies for the solar
industry in the 1990s were concentrated
on Shell and eco-consultants Ecofys.2
This limited the number of solar panel
firms to just a few main players and Shell
gained a virtual monopoly in solar panel
installation. In contrast, German subsidies
were distributed more fairly across different
sized firms. By 2002 there were over 300
companies involved in supplying solar
panels.3

The Dutch Government’s CDM
programme will pay up to US
$5.00 for permits from renewable projects.4 However, permits
from sinks projects in the South
could cost as little as US $1.00.5
A coal-fired power plant would find it more
rational to introduce energy efficiency
measures or switch to gas, than to replace
the use of fossil fuels with a wind farm.
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Renewable firms may find that the
best prices for permits will not come
from demand to fulfill Kyoto reduction
targets, but from companies wanting to
buy permits to build an environmentally
friendly image.

BPAmoco’s ‘Plug-in the Sun’ campaign to power
petrol stations with solar energy.

Frank Van Der Vleuten of Free Energy
Europe, a manufacturer of solar panels,
believes that, “The Kyoto mechanisms
are far away from practical application
and relevance. Hardly anybody has a
vision how they can be put into practice
for small renewable energy systems.” He
adds “before establishing abstract market
based mechanisms, the first and most
significant step is recognising the real and
many values of renewable energy which go
beyond the cost of one emission reduction
permit.”6

“Most of the running for the CDM
is, sadly, likely to be made by big
companies offering marginally
cleaner coal combustion kits to
China.”
— Professor David Elliot, Energy &
Environment
Research
Unit,
Open
University, UK.7
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4. Kyoto in Context: Trade and Investment

A

s emissions trading emerges as a
principle component of government
climate change policy, the rules
governing its use will have to cohabit with
rules governing trade and investment.
Increasingly, these trade and investment
rules continue to develop and expand in
scope and power affecting more and more
aspects of human activity. Any efforts to
improve the rules of emissions trading or
to curb its use, will be forced to contend
with these forces of liberalisation.

in the WTO continue to expand and refine
these rules to cover ever more aspects of
global economic activity, with the ultimate
goal of securing global free trade, property
protection, supra-national regulation of
the economy, and dispute settlement for
the global economy.

Since the rules for the Kyoto mechanisms
are still being developed, and the WTO’s
Committee on Trade and Environment
(the principal committee responsible
for evaluating the relationship between
As new international ‘environmental
Multilateral Environmental Agreements
markets’ develop, in
(MEAs) such as the
what way will these “The Kyoto Protocol to the UN Kyoto Protocol, and
markets be subject Framework
Convention
on the WTO), is still
to international rules
deliberating, much
Climate Change (FCCC) may remains speculation.
governing trade and
investment?
The be the most important economic Since international
Kyoto Protocol, for agreement penned in the 20th emissions trading,
example,
includes century.”
particularly
with
three market-based
regard to the Kyoto
mechanisms (CDM, — Aaron Cosbey, Royal Institute of Protocol, will have
JI, and Emissions International Affairs (RIIA)1
a large impact on
Trading),
which
global
economic
intersect with many existing rules in the
activity, there is already a broad consensus
World Trade Organisation (WTO). As
among legal experts and academics that
such, speculation is rife over how the
there are some points of conflict which will
relationship between WTO rules and the
need to be addressed.2
Kyoto Protocol will pan out.
These include issues such as: subsidies
Free Trade in Greenhouse Gases?
for renewable energy technologies,
discrimination of products based on how
The WTO governs international trading
they are produced, labelling standards,
relationships between countries by
environmental and social standards
enforcing complex rules which extend
included in CDM and JI, the nature of
beyond mere trade in goods to cover
certain types of rules which may be
services, intellectual property rights,
imposed on emissions markets to prevent
trade-related aspects of investment,
fraud, ‘carbon taxes’ and cross-border
agriculture, government procurement,
adjustments. In all these areas and more,
and more. The WTO also includes a
there are concerns that WTO rules restrict
dispute settlement mechanism which
countries from fulfilling key parts of the
enables it to enforce non-compliance of
Kyoto Protocol. There has already been
its rules with devastating trade sanctions
a glimpse of this, when in 1999, the US
and penalties. Various ministerial ‘rounds’
Clean Air Act provision restricting imports
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of low standard reformulated gasoline was
struck down by the WTO in a challenge. As
a result, the US Environmental Protection
Agency was forced to rewrite the rules to
be in compliance with the WTO ruling. The
measure was aimed at meeting tougher
air quality standards by preventing the
use of low-grade gasolines.3

of note, is that in this particular dispute,
Ethyl Corp. was able to sue the Canadian
government directly.6 Such ‘investor-state’
provisions are appearing in new trade and
investment treaties and threaten to bring
a whole raft of similar challenges against
countries’ environmental and social
standards by transnational corporations.

The solution, as proposed by industry
lobby groups and neo-liberal think-tanks,
is to encourage WTO compliance across
the board. Many corporate lobby groups
in particular, want unrestricted free
trade in greenhouse gases rather than
government regulation and taxation.4
The WTO’s supremacy over national
government’s ability to legislate makes
it difficult to implement climate policies,
including tough regulations on emissions
trading markets, which do not conflict
with free trade rules. Increasingly,
regional trade agreements such as
NAFTA and the EU Single Market also
contain such measures. A recent NAFTA
dispute between the US and Canada
over a toxic fuel additive, MMT, led to
the Canadian government having to
repeal its ban of MMT, a substance
manufactured by US-based Ethyl Corp.,
and to pay compensation to the company
for profit losses.5 Interestingly, the US
government itself bans the use of MMT
in fuels, whereas Canada was instituting
the ban after it had signed NAFTA. Also

Investment
Liberalisation:
Emerging Threat
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An

While global trade rules have an
enormous impact on climate policy, global
investment rules, as codified in the WTO’s
rules on services, intellectual property
and trade-related investment measures,
as well as through regional trade
agreements, and through International
Investment Agreements (IIAs) are also
important to consider.
International investment can take two main
forms: foreign direct investment (FDI) and
international portfolio investment (IPI).
FDI can be defined as an investment
by a corporation from one country in an
asset (in whole or in part) of a company
(most often a subsidiary) in another
country. Therefore a majority of FDI flows
are in the form of mergers, acquisitions
and takeovers, which contributes to the
increase in size and concentration of
the economic power of corporations.7
Portfolio investments can be defined as
the buying of stocks, bonds or other parts
of the financial markets that do not result
in a ‘controlling stake’. Such investment is
often more short term than FDI, and much
more speculative. Emissions trading,
broadly defined, involves both forms of
international investment. Project-based
trades such as investment in a CDM or
JI project would be considered FDI, while
trading in emissions permits would be
classified as portfolio investments.
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Sky for Sale
The Kyoto Protocol establishes three market-based trading mechanisms- Joint
Implementation (Article 6), Clean Development Mechanism (Article 12) and Emissions
Trading (Article 17). The rules and procedures for these mechanisms are still a work
in progress, but certain basic concepts of their function are already clear. They enable
trading in greenhouse gas allocations between countries in the form of Assigned
Amount Units (AAUs - Emissions Trading), Certified Emissions Reductions (CERs
- Clean Development Mechanism), and Emissions Reduction Units (ERUs - Joint
Implementation). These ‘credits’ will be the primary product traded in the world markets
as implementation of the Kyoto Protocol gets under way. It is these trading mechanisms
and other policy questions related to the Kyoto Protocol, which has raised concern over
the WTO’s treatment of the climate agreement.
In the past, governments have tried to
negotiate special multilateral agreements
on investment in the WTO and in the
Organisation for Economic Cooperation
and Development (comprising the 29
most industrialised countries). However
intense public outrage and government
opposition ultimately led to their demise.
Corporate lobby groups such as the
International Chamber of Commerce
(ICC) and the World Business Council
for Sustainable Development (WBCSD)
have been strong proponents of these
agreements, matching their enthusiasm for
international emissions trading proposals.
The European Union continues to push
for broader liberalisation agreements and
provisions in the WTO, while the US and
Canada have tabled ambitious investment
provisions in ongoing negotiations
around the Free Trade Agreement of the
Americas.8 But the bulk of international
legislation on investment lies in the
patchwork of agreements between
countries.
There are currently over 2100 Bilateral
Investment Treaties (BITs) now in force
worldwide.9 These are agreements
negotiated between two countries, often
containing very extensive provisions
affecting a whole range of a country’s
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regulations - particularly environmental
and social rules. Regional free trade
agreements such as the EU Single
Market and NAFTA also contain such
provisions. More than 80 per cent of all
BITs now in force have been negotiated
since 1990, and each year a higher
number are negotiated, amended or
completed.10 This trend is only set to
increase as countries in both North and
South compete with each other to attract
investment.
Playground Rules
In
contrast,
the
UNFCCC
and
governments, caught up with the spirit of
deregulation (or rather corporate friendly
re-regulation), have been reluctant to
develop strict rules and regulations for
the use of market-based mechanisms
in the Kyoto Protocol. In the absence
of tight rules and strict enforcement
mechanisms, business has been largely
left to its own devices and in many
cases actively encouraged to develop
the rules of the market-place as it sees
fit. This laissez-faire approach makes it
easier for corporations to influence the
pace and development of these markets.
Once certain norms and standards are
established, it will be much more difficult for
governments to intervene in the markets.
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Through ‘voluntary’ emissions trades,
‘pilot programs’, and direct lobbying,
corporations effectively inculcate certain
business practices into mainstream
policy. Much of the more recent US
trading markets have developed in this
manner. The United Kingdom went a step
further and setup its national emissions
trading regime to be entirely voluntary,
with relatively few guidelines. In general,
where trading regimes have developed,
governments have been wary of imposing
stringent regulations and accountability
mechanisms on corporations.

“In the context of the Kyoto
Protocol and other emissions
trading markets, any rules aimed
at improving their integrity and
preventing fraud will continuously
be threatened by the emergence
of newer and more ambitious
liberalisation initiatives.”

be threatened by the emergence of
newer and more ambitious liberalisation
initiatives. Wary of sparking high-profile
disputes between trade and environment
interests, governments have opted for
a ‘complementary’ approach, whereby
Kyoto rules are being designed to fit
within the world trade system.11 This ‘chill
effect’ will have enormous consequences
on the development of rule-making in
the climate realm, as fear of WTO and
regional trade and investment retaliation
will continue to influence legislators’
decision-making. The significant weight of
corporate power behind emissions trading
is also unlikely to be swayed, as revenues
from emissions markets begin to swell.
WTO AGREEMENTS WHICH POTENTIALLY
AFFECT KYOTO RULES
‘Broad Principles’ - Major agreements:
General Agreement on Tariffs and Trade
(GATT)
General Agreement on Trade in Services
(GATS)

On an international level, this is even
more difficult to accomplish, as consensus
on sensitive economic policy decisions is
often impossible to reach, due to much
intransigence from the more neo-liberal
economies, with the help of intense
industry pressure. The absence of any
binding commitments and agreements
coming out of the World Summit on
Sustainable Development (WSSD) is a
case in point. Meanwhile in the WTO,
negotiations are taking place to expand
the scope of its rules on trade in services,
and the dispute settlement mechanism is
flourishing.

Trade Related Aspects of Intellectual Property
Rights (TRIPS)

In the context of the Kyoto Protocol and
other emissions trading markets, any
rules aimed at improving their integrity
and preventing fraud will continuously

Financial Services Agreement (FSA)
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Trade Related Investment Measures (TRIMs)
General WTO Rules:
Dispute Settlement Understanding (DSU)
Most Favoured Nation (MFN)
National Treatment
Special Agreements:
Agreement on Subsidies and Countervailing
Measures (SCM)
Agreement on Government Procurement (AGP)

‘New Issues’ (Investment, Government
Procurement, Competition Policy, etc.)
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4.2 Kyoto and the World Bank

T

he World Bank has long been
a heavy promoter of climatedamaging fossil fuel industries. Its lending
portfolio has favoured these industries
over renewable energy investments by
a ratio of 22:1 in the last decade alone.
Since the Earth Summit in Rio de Janeiro
in 1992, the Bank has invested over US
$22 billion in fossil fuel projects such as
oil, coal and gas, in developing countries
and economies in transition. In the last ten
years, the Bank financed 226 major fossil
fuel projects such as gas and coal-fired
power plants, refineries and processing
plants. According to the Sustainable
Energy and Economy Network (SEEN),

these projects will release over 40
billion tons of CO2 during their lifetime,
equivalent to almost twice global humancaused greenhouse gas emissions in
1999.1 Toxic co-pollutants associated
with these projects will also have
tremendous negative impact on human
and environmental health for decades
to come. In contrast, the Bank has only
financed 35 renewable energy or energy
efficiency projects, with a total outlay of
US $1 billion over the same period.2
Much of the World Bank’s activities and
lending decisions have been in favour of a
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broad privatisation agenda, particularly in
the energy sector. The Bank, together with
other regional development banks and
the International Monetary Fund, have
long pressured national governments in
the South and economies in transition to
open their markets in the name of poverty
alleviation and efficiency. Over the years,
these institutions have successfully
pushed developing country governments
to privatise state-owned energy utilities,
through
loan
conditionalities
and
structural
adjustment
programmes.
These privatisation programmes have
been a boon to large transnational
corporate interests from the donor
countries, often correlating in a reciprocal
relationship between a particular loan
and a subsequent contract offered to a
company from the same donor country.
According to testimony from then US
Treasury Secretary Lawrence Summers
at a Congressional hearing, for every
dollar the US government puts in to
the World Bank, it receives US $1.30 in
contracts for its corporations.3 Nine out of
ten beneficiaries of energy sector lending
from the World Bank went to benefit TNCs
from the North, including companies like
Enron, ExxonMobil, ChevronTexaco,
General Electric and others.4
Therefore, it is with a high degree
of suspicion that the World Bank’s
management of new programmes
geared towards promoting clean energy
investment and greenhouse gas offset
projects is viewed by campaign groups.
Three new funds have been set up to
promote investment in CDM projects - the
Prototype Carbon Fund, the Community
Development Carbon Fund, and the
BioCarbon Fund, with a total capitalisation
of US $350 million.
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World Bank and Emissions Trading
The first fund, the Prototype Carbon Fund
(PCF), is a pool of money managed by
the World Bank and describes itself as
“pioneering the market for project-based
greenhouse gas emissions reductions
and to contribute to sustainable
development.”5 The money in the Fund
is contributed by its ‘partners’ and these
are seventeen corporations including oil
transnationals BP-Amoco and Statoil,
as well as six rich northern countries
including The Netherlands, Canada and
Norway.6
As the name implies, the PCF is a
prototype for other fledgling funds of the
World Bank such as the Community Clean
Development Fund and the BioCarbon
Fund (see “Key Players”). By the end of
2002, it had charged ahead with twentysix ‘renewable’ projects.7 Although within
that definition of ‘renewable’ a great
variety of projects can qualify. As a result,
the PCF counts energy efficiency in the
Czech Republic, waste management
in Latvia, aforestation in Romania,
waste incineration in Mauritius, landfill
gas extraction in South Africa and soil
conservation in Moldou as ‘renewable’.
While environmental groups such as
Greenpeace define ‘renewable’ energy
strictly in terms of solar and windpower,
the PCF and its source, the Kyoto
Protocol, include energy that stretches
this definition to the limit.8
Another prototype fund that came out of
this formula, the Community Development
Carbon Fund (CDCF), whose slogan is
“carbon with a human face,” was launched
at the World Summit on Sustainable
Development (WSSD) in Johannesburg
2002, with a capitalisation of US $100
million. It is intended to fund small-scale
TNI Briefing Series: No. 2003/1

Type of project

Number

waste management

3

energy efficiency

5

windpower

5

geothermal

1

afforestation

2

biomass

2

hydropower

3

Projects initiated and/or completed by PCF.9

renewable energy and energy efficiency
projects and is a joint project with the
industry lobby group, the International
Emissions Trading Association (IETA).10
The Bio Carbon Fund, launched in the
beginning of 2002, is intended to support
carbon sequestration projects such as
forest sinks and reduce emissions from
agricultural practices.11 Environmentalists
are concerned that the Bank is pushing
controversial forest sinks projects
despite a lack of scientific consensus
on their ability to absorb carbon, and
mass opposition from community groups
and indigenous peoples worldwide.
Meanwhile, the corporate sector is taking
heart. A World Bank study found that after
the launch of the Bio Carbon Fund carbon
trades in the first six months of 2002 by
companies doubled in volume from the
previous year.12 The Bank estimates that
carbon trades increased by 400 per cent in
2002 as a result of its high profile financial
backing of the system.13 By creating
these funds, the Bank together with the
partner corporations and governments
are establishing norms and standards
which will have an enormous influence on
the rules governing these projects. 12
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5. Key Players

5.1 International Financial Institutions

A

survey of current activity shows a
combination of governmental and
private sector initiatives, inside and outside
of the Kyoto Protocol trading regime. A
complex network of consultancies and
individuals underpin a significant element
of market design in governmental
committees, business associations and
the Intergovernmental Panel on Climate
Change (IPCC). Corporations have
been active in the national schemes in
the UK and Denmark, and the projectbased mechanisms facilitated by the
Dutch government and the World Bank’s
Prototype Carbon Fund. There has also
been a great deal of private sector activity
independent of the Kyoto regime. North
American corporations have been the
most prolific actors in trading so far,
especially Canadian contractors who
have been involved in more than 50 per
cent of trades.1
There has been an explosion in numerous
types of carbon market financial services
in brokerage, project development,
consultancy, procurement, online trading,
financial journalism, event planning,
project financing and so on. The branding
is a smooth mix of cyber-environmental
and financial language, forming names
like: CO2e.com, Eyeforenergy, Natsource
and Ecosecurities. There are also more
proactive and advanced constellations
of expertise forming international trading
associations, stakeholder dialogue fora
and consortia to conceptualise the way
exchanges may work in the future. The
next few pages provide a glimpse of the
inhabitants of the world of emissions
trading. It is not comprehensive as there
are many more brokers, consultants,
corporations, NGOs and financial
institutions currently crowding into the
market.
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EBRD: The European Bank for
Reconstruction
and
Development
has established a programme for
the project-based Kyoto mechanism,
primarily intended for Central and
Eastern Europe countries, known as
Joint Implementation (JI). However, this
is less significant than the work done
by the World Bank’s Prototype Carbon
Fund. The Dutch government has made
numerous agreements with development
banks to establish facilities to purchase
GHG
emission
reduction
credits.
These development banks include the
EBRD, as well as the International
Finance Corporation (IFC), the Andean
Development Corporation (CAF) and the
International Bank for Reconstruction and
Development (IBRD).2
Community Development Carbon
Fund: In September 2002, the
Community Development Carbon Fund
was launched, a project initiated together
with the International Emissions Trading
Association (IETA). The World Bank and
IETA have joined forces to collaborate on
the US $100 million fund, saying: “Five
years after it started, the global carbon
finance business...is approaching the
half-billion dollar level in cumulative trade
value. It is expected that the carbon
market will exceed one billion dollars
a year by 2008. Yet right now most
developing countries are missing out on
the benefits of carbon finance dollars. The
Bank’s responsibility is to make sure that
an equitable share of this money, much
of it private sector, ends up in the hands
of the poorest, in the poorest areas of
developing countries.”3
BioCarbon Fund: Launched in November
2002, the BioCarbon Fund, will again,
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5.2 Corporations
be administered by the World Bank,
with a target size of US $100 million.
The BioCarbon Fund is based on the
“successful” PCF model and describes
itself as “an opportunity to attract private
capital to biodiversity protection, soil
conservation and sustainable community
development.”4 The Fund works on the
same principle as the PCF by managing
a pool of investment money which is
contributed by partners. These partners
so far include commitments from fourteen
private companies from the banking,
energy, and consulting sectors.5
The Prototype Carbon Fund (PCF):
The Prototype Carbon Fund has been
operating since 1999 and aims to
stimulate the carbon markets, specifically
the project-based mechanisms CDM and
JI. It acts as any other project-based
investment fund would, providing returns
to its ‘partners’ from profits generated in
projects. It is based in the World Bank
headquarters in Washington and has
twenty staff.6 The PCF is intended for
larger renewable energy and efficiency
projects with a particular emphasis on
‘public-private partnerships’. Along with
the Dutch government’s JI and CDM
programmes (CERUPT and ERUPT),
PCF is considered the most significant
influence on market expectations of price
and verification rules. The PCF states
rather defensively on its website that the
World Bank ”does not intend to remain as
a player in this market”, “neither seeks a
favored nor monopolistic position under
the UNFCCC” and “does not wish to
position itself as the institution which will
implement the CDM.”7 Sources report
there is criticism from outside and within
the bank that brokerage and market
development do not fit within the World
Bank’s mandate of poverty alleviation.
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BP-Amoco: The BP pilot scheme,
designed in collaboration with US NGO
Environmental Defense in 1999, was
the beginning of the first major corporate
‘cap-and-trade’ greenhouse gas trading
scheme. BP-Amoco’s overall target is a
10 per cent reduction below 1990 levels
by 2010 (tougher than the average 5.2
per cent Kyoto target). They claim to
already have achieved 5 per cent of
that target, mostly through reducing gas
flaring in offshore activities.1

From BP’s environmental advertising campaign

Enron: The bruised, battered and
bankrupt corporate giant is not down for
the count yet. Despite a disastrous year
for energy trader, Enron still ranks number
five on the Fortune 500 list for 2002,2
and intends to re-open for business.
Despite being widely known as one of the
largest bankrupcies in corporate history,
it has also been an early player in the
emissions trading markets, particularly in
the USA where it offered brokerage and
consultancy services to power utilities
and industrial consumers.
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5.3 Corporate Lobby Groups

Its subsidiary, Enron Global Markets,
specialised in SO2 and NOX trading in
North America. The company pioneered
the use of many financial instruments in
the emissions markets. It also promoted
the concept of cross-commodity swaps,
whereby emissions permits could be
traded for quantities of gas and coal. It
lobbied aggressively to expand emissions
trading markets, particularly in greenhouse
gases.3 Breaking ranks with other energy
corporations, Enron came out in support
of the Kyoto Protocol, excited more by
the opportunity to expand its emissions
trading services to cover a global market,
than the more limited single gas markets
in North America.
Shell: Internal cap-and-trade system
launched in 1998, which developed into
the Shell Tradeable Emission Permit
System (STEPs) programme in 2000.
Shell aims to reduce GHG emissions 10
per cent below 1990 levels by 2002 and
exceed Kyoto targets through 2010. The
trading system includes Shell business
units in Southern countries, which will
host emission-reduction projects. These
permit-generating projects and the way
the permits can be sold on into the
system are modelled on the CDM.4

Just as the business community once
lobbied for ‘more evidence on climate
change’ and then ‘the inclusion of marketbased mechanisms to achieve greenhouse
gas reductions’, they are now lobbying for
as many market opportunities as possible
within the Kyoto trading regime. The many
different trading schemes create a risk that
the market will develop incompatibilities at
the international and national levels.
A fragmented market raises business
costs, since bridging mechanisms
between schemes will have to be
created and it generally becomes more
difficult for companies to manage risk.
Business also repeatedly lobbies for rule
standardisation between different trading
schemes. The corporate argument is
that the legal and administrative costs
of completing a trade need to be as low
as possible for the markets to be “costeffective” - thus equating cheapness with
cost-effectiveness.
International Chamber of Commerce
(ICC): The most prominent and powerful
of corporate lobby groups is the ICC and
their position reflects most accurately the
spectrum of corporate lobbying strategies.
At the last subsidiary bodies meeting of
the UNFCCC before the WSSD in 2002,
ExxonMobil presented the ICC discussion
paper on the role of companies in the
Kyoto Mechanisms. The discussion paper
states that the ICC believes:
• countries should recognise all valid
greenhouse gas emission permits
regardless of the national source or
final owner of the permits;
• nations should not impose import
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or export controls on exchanges of
greenhouse gas emissions permits;
• internal transfers of credits between
affiliated companies of multinational
corporations should not be restricted;
• transparent procedures should be
established for national allocations of
credits and for project approval so that
companies can undertake transactions
confidently based on readily available
information;
• and nations should not establish
eligibility, compliance or
liability procedures that retroactively
affect transfers undertaken in “good
faith” by companies.
ExxonMobil stressed that both “national
companies and affiliates of multinational
corporations doing business [outside of
countries with a Kyoto emissions target]
should be equally eligible to develop
Clean Development Mechanism projects
under national procedures.”1
Emissions
Market
Development
Group: EMDG was launched by Arthur
Anderson, Credit Lyonnais, Swiss Re
and Natsource at COP-6 in 2000. It
aims to bring together major energy
companies committed to the development
of international emissions trading, in
order to explore ways to build “effective
and efficient trading infrastructure.”2 The
central proposal is a ‘carbon repository’,
where firms could deposit reductions.
The repository would facilitate trade of the
reductions in advance of the emergence
of fully developed national systems.
EMDG plans to develop a “carbon rating
engine” which would assess carbon value
in a systematic and automated way.3
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International
Emissions
Trading
Association: IETA was set up in 1999
by the UN Conference on Trade and
Development (UNCTAD). It first served
as a body to develop ideas around
emissions trading in the Kyoto Protocol
process and later became a fully fledged
corporate lobby group, moving from the
control of the UN to that of industry.
There are 50 members of the IETA
including; BP, CO2e.com, Atomic Energy
of Canada Ltd., Eskom, Evolution Markets,
KPMG,
PricewaterhouseCoopers,
Shell, Statoil and TotalFinaElf.4 They
commissioned Point Carbon to construct
a database of all trading schemes
accessible through their website. IETA
describe themselves as “the premier voice
for the business community on emissions
trading”, yet they were initially set up by
the United Nations. The evolution of the
IETA seems symbolic of the direction
taken by the UN process itself, away
from objective research and further into
representation of the needs of already
powerful interest groups. IETA met with
PERT in 2001 with a plan to coordinate
with them and the UK scheme designers
in future and to reach out to recruit more
members into the association.5
Emissions Marketing Association:
Working with the slogan “Serving
the International Emissions Trading
Community,” EMA brings together over
140 consultancies and corporations from
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around the world, including Mitsubishi,
Cargill, Enron and Dow. EMA, which
publishes the monthly newsletter ‘The
Emissions Trader’, lobbies against any
kind of restrictions or limitations on the use
of the emissions trading mechanisms.6
They also provide intellectual support
through awareness-raising efforts in the
business community around the emerging
emissions trading markets.
World Business Council for Sustainable
Development (WBCSD): By far one of
the most sophisticated corporate lobby
groups, the WBCSD is essentially a
coalition of some 140 CEOs of the world’s
largest transnational corporations such
as Dow, Shell, Eskom, and BP.7 The
group has been a pioneer of corporate
environmentalism, and has been one of
the most dominant business voices in
international deliberations on environment
and development. The WBCSD favours a
global treaty on climate change, though
not necessarily outright calling for
ratification of the Kyoto Protocol, mostly
due to reluctance by its US members.
It has lobbied aggressively to undermine
many of its provisions, preferring
voluntarism versus regulation.8 The
WBCSD has been so successful in
promoting itself as a green business
coalition that many NGOs have
succumbed to their rhetoric and formed
alliances with the corporate lobby
group. Even campaign groups such as
Greenpeace, who years before used to
directly campaign against the WBCSD,
have recently forged partnerships with
them.9
The group has used its carefully crafted
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green image and the power of its corporate
leaders to influence UN agencies and
government institutions to accept WBCSD
recommendations
of
market-based
corporatist approaches to environmental
and social policy. It has championed
the flexible mechanisms of the Kyoto
Protocol, and has been heavily involved
in influencing the development of rules
on emissions trading, such as accounting
standards through a ‘Greenhouse Gas
Protocol’, which is envisioned to be a
global set of accounting standards and
guidelines for emissions reporting.
It cooperates with other business groups
such as the ICC and the IETA to coordinate
business ‘input’ into most climate policy
negotiations on the international, national,
and local level. Its central demand for
emissions trading is for nothing less
than
global
free trade in
greenhouse
gases
with
as
little
gover nment
and regulatory
inter vention
as possible.

Greenpeace and the WBCSDat the WSSD
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5.4

Think Tanks

Point Carbon: Set up in May 2000, this
group of researchers based in Norway,
produce market analysis in the form of a
monthly magazine and in-depth quarterly
reports. Their analysis is firmly rooted in
the pro-emissions trading camp, and they
provide intellectual support for the market.
Their mandate is to provide “decisionsupport services, market analysis and
intelligence” and they monitor political
and economic news to ascertain the
effects upon the value of carbon permits.1
However they are not purely a think tank
and lobby the UN process as members
of IETA.
Pew Center: There is a great deal
of integration between the corporate,
research and public sector in the
UNFCCC, perhaps because climate
change has become such a specialised
and technocratic subject that only a small
number of people have developed the
necessary expertise on the issues. It
can sometimes be difficult to determine
whether a group is a corporate lobby
group or not. For example, the Pew
Center on Climate Change presents itself
as an independent research organisation
and they will criticise US policy in a way
that the Global Climate Coalition would
never have done. However, it has been
described as an industry front group and
it works with thirty-seven companies
- most on the Fortune 500 list - on
emissions reductions.2 It is funded by the
Pew Charitable Trust, which derives its
wealth from Sun Oil Company (Sunoco),
Oryx Energy and investments in forestry,
mining and oil firms.3
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5.5

Consultancies

CO2e.com: Set up by Cantor Fitzgerald
and PricewaterhouseCoopers, CO2e.com
was launched at COP-6 in The Hague
in November 2000. As its name
suggests it is a on-line trading website
for emissions trading but also provides
consultancy, brokerage and other
services through its ‘associates’. The
associates ensure that CO2e.com is a
one-stop shop for all emissions trading
services.
PricewaterhouseCoopers
is recommended by CO2e.com for:
consultancy, verification and monitoring
services, project eligibility as well as
‘other financial advice’.1 In the wake
of the scandals involving rival Arthur
Andersen, these types of combined
service units have come under great
scrutiny. The same corporation that is
giving financial advice should not be
involved in accounting, or in this case,
verifying credits.
Evolution Markets LLC: Riding on the
coat-tails of Enron, Evolution Markets
LLC has positioned itself to take on
much of the business that Enron has lost.
The company, offering brokerage and
consultancy services, has staked more of
its corporate reputation on the emissions
trading markets than Enron, which could
always rely on its core business of energy
trading, generation, and transport. The
New York-based company’s services
cover the full range of emissions trading
markets in the USA, including specialised
regional markets in Texas, Los Angeles,
and the Northeast. Like Enron and other
competitors, the company also offers
services in coal provision and weather
derivatives (financial instruments to protect
against risk related to weather, such as
heating oil companies losing money if a
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winter is too warm and consumers use
less oil). Unlike Enron, the company has
branched out into offset trading, such as
a major sinks project in the Mountain Pine
Ridge nation forest reserve in Belize, in
which it is brokering the resultant Certified
Emissions Reduction (CERs) units the
Belize governments expects to generate
from the project through the Clean
Development Mechanism.2

Ecosecurities Ltd: One of the longest
standing financial service providers in
the carbon markets and declared the
“best environmental advisory body” by
Environmental Finance magazine.3 They
work in sixty countries and have a large
market share - up to 20 per cent of the
yearly demand for emissions permits.
They seek out potential sites for offset
projects and hold them ready for when
the demand for offset projects increases.4
Future Forests: Having trademarked the
term “carbon neutral”,5 Future Forests sell
the right to use the term to anyone who
will pay enough money into carbon offset
projects. Future Forests was established
by a former marketing executive and the
firm has been very successful in recruiting
high profile and fashionable sectors such
as music award events, into their scheme.
International summits are increasingly
using Future Forests to improve their
environmental image.
The World Summit on Sustainable
Development also used Future Forests
to set up a Johannesburg Climate Legacy
project which awarded participants Bronze,
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Silver and Gold levels of sponsorship
and a signed commemorative certificate,
based on a sponsorship of US $10 per
tonne of CO2, emitted by the Summit. The
scheme failed to reach its targets.6
Natsource: This transnational energy
brokerage firm has offices in the USA,
Japan, UK, Canada and Norway and
claims to have brokered US $1.5 billion
in emissions transactions.7 Two-thirds
of that figure was purely in the sulphur
trading markets in the USA in which they
have been active in the controversial
RECLAIM programme (see “Sulphur
trading: model or warning”).
Like Enron, the New York-based
Natsource is better known for its services
in electricity, gas and coal markets.
Nonetheless the company is a market
leader in emissions trading markets, and
has been particularly active in promoting
international trades in greenhouse gases.
It has a significant presence in Europe
where it has brokered the first trades in
both the UK and Danish emissions trading
markets.
It also boasts having played a key role
in, “designing domestic and international
climate change policies.”8 A recent
addition to their staff has been Frank
Joshua formerly of the now reviled
consultancy giant Andersen. Joshua
is widely recognised as one of the
principal architects of the market-based
mechanisms in the Kyoto Protocol having
formerly led the UN Conference on Trade
and Development (UNCTAD) Greenhouse
Gas Emissions Trading Department,
known as the UNCTAD/Earth Council
Carbon Market Programme.
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5.6 Private Sector Trading Initiatives

5.7 Environmental NGOs

Chicago Climate Exchange: CCX has
been developed by 28 large companies,
including Ford, DuPont and BPAmoco,
with the cities of Chicago and Mexico
city, a group that emits 700m tonnes of
carbon dioxide each year, more than than
United Kingfom does.1 It intends to build
up to a scheme between Canada, the
USA and Mexico in 2003 and then open
to international participants in 2004.2 In
the words of CCX chairman, Richard
Sandor, “there have been years of
discussion about the potential for trading
carbon emissions, but the Chicago
Climate Exchange will offer the first test
of the concept on a scale with global
potential.”3

Environmental Defense: Environmental
Defense
(formerly
Environmental
Defense Fund - EDF) is widely credited
with developing and writing much of the
Title IV section of the US Clean Air Act
which established a nationwide tradeable
permit scheme for sulfur dioxide (SO2).1
The group has been a longtime staunch
advocate of market-based corporatist
approaches to environmental problemsolving. Their own research on the
effects of the US sulphur trading system
has largely ignored the concerns of
community groups.

Partnership for Climate Action: PCA
was launched just before COP-6 by the
US NGO Environmental Defense, Alcan,
BP, Dupont, Ontario Power Generation,
Pechiney, Shell and Suncor. Their
aggregate emissions exceeded 360
million metric tons of CO2 in 1990, which
means this group would be the 15th
largest emitter in the world if it were a
country.4

Exposure to increased levels of SO2
downstream from power utilities and
industries were now emboldened by the
market to increase emissions so long as
they could buy relatively cheap credits in
the EDF-backed scheme. While it is indeed
true that aggregate levels of SO2 have
decreased in the US, academic studies
and The New York Times attributed this
phenomenon more to the use of relatively
inexpensive technologies deployed onsite
and process innovations rather than from
trading.2 Some locations, a large majority
of which are poor and predominately
communities of colour, have been
reporting increased emissions of SO2
and resultant toxic co-pollutants such as
Particulate Matter and Volatile Organic
Compounds lethal to human health and
the environment.3 This prompted the
National Environmental Justice Advisory
Council, a government appointed body, to
oppose any expansion of pollution trading
schemes in the US and called on the US

Pilot Emissions Reduction Trading
Project (PERT - now known as CleanAir
Canada): “In 1995 a group of companies
in Canada, (including DuPont), recognised
emissions trading would be a reality and
that we would like to participate in it.”5
The group decided to launch PERT
and obtained approval from the Ontario
Ministry of the Environment. “PERT has
become a learning forum in which more
than 102 entities, including companies,
NGOs, academia and government
agencies could come together. We were
no longer just talking about emissions
trading but had a system which allowed
for real trading to exist.”6 PERT recently
evolved into CleanAir Canada.7
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government to address the environmental
justice impacts of emissions trading. While
EDF has since paid more heed to issues of
environmental justice, it has not deviated
from its insistence on expanding pollution
trading initiatives both domestically and
on a global level. The group has lobbied
intensively for emissions trading to be
included and given more prominence in
the Kyoto Protocol, despite the significant
differences between regulating more
localised pollutant gases such as SO2
and greenhouse gases which are more
difficult to monitor, measure and verify.
As environmental justice campaigner and
prominent critic of the EDF approach, Mike
Belliveau comments, “the international
arena and global ecological stability now
become the expanded testing ground
for the free market theory of pollution
trading… Blind faith in market forces
and neo-liberal passion for regulatory
reform have overshadowed the fact that
emissions trading does not in fact reduce
pollution.”4
World Resources Institute: Like
Environment
Defense,
the
World
Resources Institute has been a longtime
advocate of free market environmentalism
and
corporatist
approaches. The
Washington DC based think-tank has
been a major partner of corporate lobby
groups such as the World Business
Council for Sustainable Development,
and
receives
substantial
support
from government and UN agencies,
international financial institutions such as
the World Bank and Asian Development
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Bank, and individual corporations such as
Monsanto, TotalFinaElf, Shell, BP, Cargill
Dow, and many others.5 WRI has long
advocated an international emisssion
trading system and the Protocol’s marketbased mechanisms as the most “politically
acceptable international rules that secure
cost-effectiveness and environmental
integrity.”6
WWF: With an annual budget 3.5 times
that of the WTO, dwarfing even some
Pacific and African countries’ Gross
National Product, the World Wildlife Fund
resembles more of a corporation than
anything else.7 The conservation group
receives substantial corporate funding
and as with other NGO’s mentioned, has
long favoured market-based approaches
to
environmental
problem-solving
particularly with regard to climate policy.
Recently the group has called on EU
Environment Ministers to support and
adopt the EU Emissions Trading Directive
which will establish an ambitious EU-wide
emissions trading programme, including
greenhouse gases, by 2005.8
Interestingly, the group concedes that, “if
some of the proposals being put forward
at the moment are accepted, the capand-trade system will actually harm the
environment and the climate.”9 WWF is
also developing an eco-label for the CDM
which it argues will be a ‘gold standard’
certification programme, which would
help provide “certainty for investors and
real climate benefit.”10

The Sky is Not the Limit: The emerging market in greenhouse gases

Greenpeace: The world’s most famous
environmental
brand,
Greenpeace
has developed its reputation by taking
an uncompromising attitude towards
stopping threats to the environment and
through high-profile actions. In the past,
Greenpeace has been highly critical
of the inclusion of the market-based
mechanisms in the Kyoto Protocol, and
has campaigned directly against the
destructive role of corporate lobby groups
and their pro-emissions trading stance.11
Not long ago, the group issued brilliant
reports on the role of corporate lobby
groups and the obsessive “dash for cash”
corporations were pursuing, and how such
emphasis would ultimately undermine the
climate treaty.12 Greenpeace Climate
Policy Director Bill Hare, commenting
at COP-5 of the climate negotiations in
Buenos Aires, said: “This is turning into a
trade and economic negotiation - climate
is getting pushed further and further down
the agenda. Science is being replaced by
carbon trading markets as the driver for
the talks.”13
However, over the years, Greenpeace’s
critique of emissions trading and the role
of industry has faded into the background,
as it has since focused almost exclusively
on Kyoto ratification and campaigns
against corporations still opposed to the
treaty such as ExxonMobil.14 At its recent
launch of the Choose Positive Energy
campaign, the headline speaker was none
other than former Shell boss and head of
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the corporate lobby group Business
Action for Sustainable Development
(BASD), Mark Moody Stuart.15
Greenpeace also controversially allied
itself publically with the World Business
Council for Sustainable Development at
the Johannesburg Rio +10 summit.16
The two former adversaries announced
that they were “shelving their differences”
and called upon leaders to take action
on climate change. Soon after, the
WBCSD clarified to the press that it did
not necessarily mean that the business
group was calling for Kyoto ratification,
contradicting Greenpeace’s assertions
that it was.17
Greenpeace’s
increasingly
muted
opposition to emissions trading and
its tacit and active endorsement of
companies that support the Kyoto
Protocol has been a major ideological
victory for sophisticated corporate lobby
groups such as the WBCSD, and has
paved the way for further expansion
and development of the market-based
mechanisms.

Many
image
conscious
corporations seek to show off
their environmental credentials
and thereby allay public concern
by teaming up with a trusted
major
environmnental
brand
such as WWF or Greenpeace. In
turn these groups feel they can
excercise greater leverage over a
company’s behaviour. However at
what cost?
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Conclusion: can emissions trading work?

T

he answer to this question
necessarily lies in the deconstruction
of what it means to say ‘work’. If success
is measured by financial indices and the
continuation of the economic and social
order as it stands today, then emissions
trading will be hailed as a victorious
solution. Even with all the inherent
problems of accounting, verification
and monitoring, those constructing the
emissions markets will make them ‘work’.
As can be seen with other current financial
markets, even the ongoing scandals
of fraud and cheating and regular
occurrences of currency crises, capital
flight and recession never stopped them
in their tracks. The corporate scandals in
the US, sparked by the Enron saga, had
the power to expose fundamental flaws in
the current economic system. However it
was a missed opportunity. The markets
may have suffered slightly but the ‘crisis’
was momentary and faith was soon
restored in the system. Even while further
scandals were erupting, other political
news such as the ‘War On Terror’ soon
eclipsed them in the news headlines.
These same problems encountered
by other financial markets will apply to
emissions trading and will be exacerbated
by the absence of a credible and
independent monitoring and verification
body. At the same time as hundreds of
millions of dollars are invested in setting
up trading schemes all over the world,
virtually no financial support is channelled
into vital regulatory infrastructure. The
UK alone has spent UK £215 million on
their trial trading scheme.1 As brokers,
consultants, accountants, speculators,
energy corporations and politicians all
scramble for a piece of the emissions
trading pie, no equivalent level of
activity is seen from credible verifiers or
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monitors. This imbalance can only lead to
an emissions market dangerously reliant
upon the integrity of corporations to file
accurate reports of emissions levels as
well as emissions reductions from projects.
More worryingly, this inactivity from the
regulatory side, means that corporations
such as PricewaterhouseCoopers and
Cantor Fitzgerald are playing multiple
roles of accountants for polluting firms,
verifiers of emission reduction projects
as well as consultants. This can only lead
to a severe conflict of interests, resulting
in fraud and ultimately little guarantee of
actual emissions reductions.
However all these problems will not
stop the markets from ‘working’. The
markets will be functional, in much the
same way that other financial markets
are able to distract attention from their
own fundamental flaws and isolate Enron
and others by labelling them ‘bad apples’.
The very survival of a market depends on
its ability to appear stable with minimal
regulatory ‘interference’. A well-financed
public relations industry as well as a lack
of awareness and education on these
issues in the world’s general population
will help maintain a semblance of stability
and functionality. Emissions markets are
not an exception and will benefit from the
same illusion-building process.
The gap between theory and practice
However, once the meaning of whether
or not trading will ‘work’ is expanded to
include other values, then the fog created
by impenetrable free-market rhetoric
begins to clear. Emissions trading is bad
for people and the planet. It is the child
of an economic system that has wreaked
havoc on ecosystems and communities
across the globe. But instead of learning
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the lessons from a disastrous history
of imposing one-size-fits-all, top-down
policies, emissions trading exemplifies
that approach, closing off the space from
which grassroots bottom-up solutions
could emerge.

BP predicts that it will increase future oil
and gas output by 3 per cent annually.3
This will take their total emissions
over that of the UK. Furthermore, BP’s
investment in renewable energy is a mere
1 per cent of the US $8 billion it spends
on fossil fuel exploration and production
every year.4

The only instance where an emissions
trading scheme could work, for more
than the free-market economic system,
Corporations, motivated by profit, will not
is if it were small, highly regulated,
voluntarily cease damaging the planet and
tightly defined, had no co-pollutants
destabilising the climate if that practice
side effects, had rigorous independent
provides the main source of their income.
monitoring and verification and vibrant
Emissions trading allows big corporations
community consultation, participation
to dodge their responsibilites, by gaming a
and
assessment.
system they helped
However these are
design and making
“The safeguards that you superficial changes
not features of any
emissions
trading
need in place are as complex, in their behaviour
system
currently
continuing
or even more complex, as while
functioning or planned
harmful
‘business
the regulations that industry
for the future. Another
as usual’ practices.
complained about in the first Resistance
inescapable reality of
to
place.”2
emissions trading is
corporate
power
that toxic co-pollutants
and
government
— Mike Belliveau, Natural Resources
are inherent in the
acquiesence is in
Council of Maine
production of most
danger of being
emissions of local
distracted
by
and global pollutants.
engagement
with
Therefore in no imaginable reality, could
emissions markets. Many NGOs will take
emissions trading ‘work’ for people and
up their role as verifiers and monitors,
the planet.
ultimately resulting in divisions between
those for and against emissions trading.
In answer to those criticisms, greenhouse
The woefully inadequate regulation of
gas emissions trading proponents, and
emissions markets ensures that it will
moderate critics, claim that the market is a
be difficult and time-consuming to check
transitional solution to give governments
the veracity of corporations’ claims that
and corporations time to make the real
they have reduced their pollution levels.
changes that are needed. However major
Meanwhile it will be tragically clear how
oil corporations such as BP and Shell, both
much their emissions have increased
enthusiastic initiators of internal trading
through continuing to invest in fossil-fuel
schemes, have never voiced any serious
projects which often result in gross abuse
intention to curb their main activities of oil
of human rights, such as the Baku pipeline
exploration or production in the future. In
project, and the further destruction of
fact, at the same time as the company
pristine ecosystems like the soon-to-be
claim reductions in emissions internally,
exploited Arctic.
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A first giant step backwards
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The market in greenhouse gases under
the Kyoto Protocol signals a historic
proliferation of the free-market principle
into the environmental sphere. It will be
the first global trade in emissions and sets
a disturbing precedent. The stage has now
been set for the further encroachment
of free-market environmentalism into
international decision-making processes.
Environmental agreements are now
being transformed into economic treaties
and emissions trading is evidence of the
might that trade institutions have over
environmental values. For example,
the much-cited inspiration for the Kyoto
emissions market - the sulphur trading
market in the USA - has already spawned
a whole generation of US-based pollution
trading schemes. These plans include
establishing trading schemes in mercury
and water pollution permits. Emissions
trading is also part of a wider trend
towards privatisation and deregulation.
Health, education, transport, energy
and genetic information are all being
privatised in ongoing processes in the
WTO and the multitude of economic
agreements currently being negotiated.
Emissions trading is one more aspect of
that trend and the interconnectedness of
these processes is important to take into
account when evaluating whether this
new market will ‘work’ or not.
The challenge ahead
To truly challenge climate change is to
challenge corporate power, free-market
policies and economic, social and
environmental inequality. Empowered
communities must be at the centre of
decision-making about environmental
problem. Otherwise, over-consumption,
erosion of democracy and underlying
patterns of domination are doomed to
be replicated. Emissions trading transfers
ownership of sustainable development
to the private sector. It might once have
seemed unimaginable that the drivers of a
system that created climate change would
be steering the solutions. Sadly it appears
that the sky is, after all, not the limit.
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