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M ARKET IS the way the developed world 
hopes it will be able to invest in 
emission reduction in the countries of 

Global South and get credits in its carbon 
balance sheet. The Paris Agreement includes 
“market mechanism” as the tool to make this 
happen and at cop26, this component of the Paris 
Rulebook (Article 6)—on how to work the 
markets—needs to be finalised. 

The Kyoto Protocol, the first accord under the 
UN Framework Convention on Climate Change 
that came into force 2005, had established Clean 
Development Mechanism (cdm) for this carbon 
purchase. The Paris Agreement includes provi-
sion for two types of market instruments—Inter-
nationally Transferred Mitigation Outcomes 

(itmo) under Article 6.2 and Sustainable Develop-
ment Mechanism (sdm) under Article 6.4 (see 
‘Market matters’ on p39).

Under itmo, the aim is to establish bilateral 
or mini-multilateral markets—similar to the EU 
Emissions Trading System. It is also about se-
curing overall mitigation in global emissions. 
While finalising its text at the 2019 UN climate 
change conference (cop25), parties were “strongly 
encouraged” to cancel a portion of traded offsets 
to support overall mitigation. The other politi-
cally fraught issue was setting aside a share of 
the proceeds from Article 6 for adaptation activi-
ties in the most vulnerable countries. This was 
supported by the African group of countries, the 
G77 and China, and was opposed by developed 

AGENDA 4: MARKET MECHANISMS

HOLD ON TO YOUR STOCKS
The developed world hopes to invest in emissions reduction in Global South via markets for carbon credits

The developing world needs finances to build low-carbon economic pathways 

But since all countries have emission reduction targets, selling credits can be a judgement call 
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countries including the US and Europe as they 
saw it as a “transaction tax”.

Under sdm, the aim was to create a new inter-
national carbon market for the trade of emissions 
cuts, created by the public or private sector any-
where in the world, shaped on the previous cdm. 
This sub-article is clear that there cannot be 
“double-counting”—a carbon credit can only be 
counted towards achieving the national target 
(Nationally Determined Contribution, or ndc) of 
a country. Preventing double-counting is harder 
under the Paris Agreement than under the Kyo-
to Protocol. This is because, unlike Kyoto Proto-
col, all countries have taken on national targets 
(ndcs) under the Paris Agreement. 

The carbon market mechanisms are thus 
fraught with the following issues:
l	 ndcs of Parties are not standardised which 

makes the counting of carbon credits difficult.
l	 Should carbon credits from cdm under the 

Kyoto Protocol be allowed to be carried for-
ward to sdm under the Article 6.4?

l	 Can the credits generated be used across ndcs 
and should their value change with the in-
creasing ambition of the ndcs?

l	 How can we ensure overall mitigation is 
achieved under the market mechanisms?

l	 How can the highest possible share of pro-
ceeds be assured for adaptation activities in 
the countries most vulnerable to climate 
change such as those part of the aosis? 
In the pre-cop26 discussions held in Italy, 

Ministers were asked to focus on three issues: 
avoiding double use through the Article 6.4 
mechanism; the use of pre-2020 units to meet 
ndcs; and supporting adaptation finance through 
Article 6. Their positions remain divergent. 
Many ministers expressed their view that the op-
tions for compromise were not consistent with 
the aim of raising ambition, including in the con-
text of the Paris temperature goal. So negotia-
tions on this issue will continue at cop26. 

The question is not the use of the “market” 
but what the market is meant for? This is where 
the world needs to learn from the previous ex-
periment with cdm. It was designed to capture 
the lowest cost options but did not lead to real 
mitigation and transformation. It is clear that 
the developing world needs finances for building 
a low-carbon economic pathway and in this the 

market, the use of carbon credits can play a role. 
But this time, unlike Kyoto Protocol, all coun-
tries are expected to take emission reduction tar-
gets and so, it is not in their interest to “sell off’ 
their lowest cost options. Instead the market 
should be designed so that it can invest in high-
cost and transformational sectors so that econo-
mies can be re-engineered for the future chal-
lenges. It should be robust, but simple and driven 
by policy imperatives for transformation. 

Sadly, the discussions are mirroring the past. 
cdm was plagued by the problem of excessive con-
trol, multi-layered and costly verification, and 
convoluted rules. It did not work for transforma-
tion, but for transactions that were mutually 
beneficial to corporations in the North and the 
South. It would be disastrous if cop26 was to con-
struct another cdm-type market mechanism. 
This is not what is needed today, or tomorrow. 

Internationally Transferred 
Mitigation Outcomes

Sustainable Development 
Mechanism

TYPE OF 
MARKET

Bilateral and 
multilateral

Global and  
centralised

PRECURSOR

No direct precursor 
but it would apply 
to markets like the 

EU Emissions  
Trading System

Clean  
Development 
Mechanism

UNIT

Internationally 
Transferred Mitiga-
tion Outcomes; not  

standardised

Article 6, para 4, 
emission reduction;  
Equivalent of one 

TRADING 
SHOULD

lPromote  
sustainable  

development
lEnsure  

environmental 
integrity

lAvoid double 
counting

lFoster  
sustainable  
development 
lEnsure overall 
mitigation of 
global green 
house gas  
emissions 

SHARE OF 
PROCEEDS No provision 

Will go toward 
adaptation in  
developing  
countries 

There are two types of market instruments 
under the Paris Agreement

MARKET MATTERS

Source: UNFCCC 
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