


Stepping up - hopes are high for c1imate legislation from
the I I Ith Congress

them from the EU ETS (as is currently the
case). This would lead to an international car­
bon market with two (or possibly more) dif­
ferent types of project-derived assets, with
different prices and different markets, thus
adding to the global market's complexity.

While it is clear that the formation of a
US cap-and-trade scheme will be complicated,
we have reason to hope that it will be suc­
cessful and possibly weil under way prior to
the crucial international negotiations in
Copenhagen in December 2009. Current
regional schemes as weil as past legislation
and intense lobbying by groups such as
USCAP will heavily influence the development
of anational scheme.

However, for the first time in eight years,
we are confident that what will move domes­
tic US climate policy forward is, ultimately, the
new role the US will play in the international
community.The writing is on the wall; in order
to meet international environmental goals and
hopefully mitigate the most disastrous effects
of climate change, a post-Kyoto treaty must
include the US as an active participant. It will
be imperative for President Obama to main­
tain his promise of bipartisan leadership to
move US climate policy forward. This process
will no doubt be greatly influenced by the fact
that, regardless of the status of domestic leg­
islation come December, the US will not only
be at the table but will now be willing to reach
across it. ]j
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linkageswhileMoreove~
between different trading
schemes could be established
on a bilateral basis, we antici-

pate that the most successful context for this
relationship would be within a global regime.
Adapting all emissions trading schemes, as
opposed to simply accepting the architecture
of the EU ETS will, most likely, emerge as a
necessary requirement in establishing a suc­
cessful global market with US participation.
Accordingly, last December's EU negotiations
regarding the shape of the EU ETS after 2012
left room to establish how best to link the EU
and US schemes at a later date.

Finally, US forestry and avoided deforesta­
tion credits are likely to play an important
role in a future internationaloffset market.
Were the US able to push for such an
approach in an international agreement, the
EU, with its reservations about forestry pro­
jects in the CDM, could unilaterally block

ed egregiously to vintages
from projects built weil
before the advent of a US
carbon market. When the
Kyoto Protocol came into
force, projects that had start­
ed construction after I
January 2000, and that had
been submitted for registra­
tion by 3 I March 2007, were
entitled to earn 'prompt
start' certified emission
reduetions (CERs), theoreti­
cally allowing up to seven
years of early action credit­
ing. A similar case might be
made for a federal cap-and­
trade programme to allow
early action crediting back to
2006, when California passed
AB 32.

While the major effects
of US participation in a glob­
al ETS can be speculated
about, key Iinkage features
and market implications
remain unclear. It is certain,
however, that it will change
the dominant paradigm of an
EU-driven global market. We anticipate that,
should the US participate in an international
ETS, the three main elements of this para­
digm: price correlation between CERs and EU
allowances (EUAs), the dominance of the EU
ETS architecture, and the current sidelining of
forestry and land-use offsets, will all evolve.

Currently, CER and EUA prices are close­
Iy correlated, which explains why many play­
ers in the carbon market do not distinguish
between these two commodities when fore­
casting prices for a post-20 12 regime.
However, US participation could lead to CER
prices tracking US domestic allowances. The
scope and rigidness of the cap in the US will
be two of many factors that will affeet the
relationship between future EUA and US
allowance prices.

Clean Development Mechanism (CDM) . To
craft a viable offset market, US policy-makers
must address four critical issues: eligibility,
accounting, transparency and early action:
o E/igibility While most policy-makers and
market-watchers agree that the US will create
a domestic offset market, there is consider­
able uncertainty about which project types
will be eligible to create offsets. Additionality,
the principle consideration of eligibility for
projects in the CDM, is unlikely to be applied
on a project-by-project basis. Instead, guide­
lines to establish whether a projeet is 'addi­
tional' to business as usual are likely to be set
on a sector-specific basis. It will be up to pol­
icy-makers and regulators to decide which
sectors will be eligible to create offsets and
how to deal with additionality in the context
of existing regulations.
o Accounting Reliable and accurate accounting
is critical for emissions trading to succeed in
mitigating climate change. From an offset per­
spective, a thorough and unimpeachable pro­
tocol for quantifying both the emissions base­
line and project emissions scenarios is imper­
ative for projeet owners and developers.
Significant changes to a project's GHG
accounting during the lifetime of the project
could potentially undermine projeet econom­
ics, rendering the project unviable.Third-party
auditing of emissions accounting is necessary
to further ensure credibility and transparency.
o Transparency One of the criticisms most
frequently levied against the CDM is the lack
of transparency in the decision-making
process of its overseeing Executive Board
(EB). While the EB has taken steps to correet
this, US policy-makers must be even more vig­
ilant in opening up the decision-making
process.
o Early action Credits for early reductions are
integral to offset markets as they provide
early liquidity. In addition, because this is a pol­
icy-driven market, it is often difficult to predict
the precise moment when laws will come into
effect. Therefore, while early action should be
encouraged in the broader context of cap­
and-trade legislation, it should not be award-


