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Ethical Aspects of Emissions Trading 4

1 Introduction

This paper attempts to explore sometef ethicalissuesinherent in the concept of
“Emissions Trading” (ET). While it is fairly novel iterms of practicahpplication,

the instrument has gained enormauiblicity and importance since the adoption of
the Kyoto Protocol in December 1997. Alongside the “meaningful participation” of
Developing Countries, the inclusion of Emissions Trading inPitegocolwas a top
priority of the US and was ofital importancefor other industrialised countries and

for Russia. In fact, the question almost brought down the negotiations during the last
night in Kyoto (Oberthir/Ott1999, 188 et seq.).Afterwards the international
process came to a standstill until the Parties to the Framework Convention agreed on
a timetablefor the resolution of theutstanding issues -the so-called’Buenos

Aires Plan of Action”.

According to thistimetable,agreement on elaboratedles for Emissiongrading

and the othelinstruments (Jointmplementation (JI),Article 6, and the Clean
DevelopmentMechanism (CDM),Article 12) should beachieved at theSixth
Conference of the Parties to the UNFCCC in The Hague, November(QQ® 6).

The post-Kyoto process was — and still isdrven by the knowledge that without
agreement on these instrumethts Kyoto Protocolwill not enter into forceMany

of the expectations and opinions expressed on this subject must be seen against this
background.

The “trading” of greenhouse gas€&HGS) is anintegral part of the so-called
“flexibility mechanisms”. These mechanismsvere designed tofacilitate the
fulfilment of the quantified targets set out in tigoto Protocol and tdower the
overall costs ofcomplyingwith the Protocol (Grubb 1999; Oberthir/Ott 1999). In
theory, Emissions Trading is an instrumefor reaching maximum efficiency of
abatemenefforts. Countries diffemwith regard to their marginahbatementcosts
because of their different dependence on produeitiities that emiGHGSs, their
relativeresource efficiency and their dependence on and access to sperggs
(coal, gas etc.). Under these conditions, each entity obliged to reduce emissions by a
fixed amount issupposed tgain fromtrade, adong as costs diffebetweerthose
two entities (Edmonds/Scott et al. 1999).

Due tothe politicalstruggles inKyoto, only rudimentary provisions oBmissions
Trading have been incorporated into therotocol itself. The basic mechanism is
simple: any country that stays below the limit of the bindimgation and reduction
obligations established iArticle 3.1 andAnnex B maytransferthe difference to
another PartyThe “assigned amount” ofemissionsthat is transferred isthen

Wuppertal Institute for Climate, Environment and Energy



Ethical Aspects of Emissions Trading 5

subtracted from the allowed emissions of the seller-country and adtieat tuf the
buyer-country (Article 3 paragraphs 10 and 11Article 17 of the Protocol
completes this design with just three sentences: the Conference of the(B&t#)s
of the Convention shall define the detaikedes; only Parties included in Annex B
may patrticipate in ET; and trading shall be supplemental to domestic actions.

These statements clarify thahly Partieswith binding limitation and reduction
obligationswill be able to participate in trading, since Annex $8ts out the
differentiated targetfor eachcountry. The quantitative“cap” is vital for the
economic functioning of any trading regime astould ensurethat overall
emissions with trading do not exceed those without trading (savedheir” from
Eastern European countries, see beld)st issueshave been left unresolved,
however.These unresolvedsuesinclude, inter alia, the time whertrading might
start, the definition of participan{se. whetherprivate entitieswill be allowed to
trade), which part of the&Kyoto obligationsmay be achievedhrough trading
(supplementarity) and the regulations regarding monitorwggjfication and,
ultimately, enforcement of theules. Similarly, all institutional and procedural
aspects of the trading regime will have to be developed. These more tecisnieal
are elaborated elsewhere. (Bohm 1998; Edmonds/Scott et al. GAgsh 1989 and
1999; Missfeldt 1998; Oberthir/Ott 1999).

For the purposes othe presenpaper, wewill instead concentrate on soroere
guestions regardingsuesthat tend to be neglected in the negotiations, which are
usually moreconcernedwith diplomatic manoeuvres antegal technicalities. We

will focus on some ofhe ethicalassumptions upowhich anEmissionsTrading
architecture would rest. We proceed along core questions in building an ET system
that, in our opinion, involve ethical decisions.

Wuppertal Institute for Climate, Environment and Energy



Ethical Aspects of Emissions Trading 6

2 Why reduction targets?

Any Emissions Trading systemests onmutually agreed reduction dimitation

targets. These targets define theerall volume ofpermissible emissionavailable
for trade. Setting such limits requires an major commitment on behallf drtners
in the process. The ethical reasons, which sustain tdoesaitmentsthereforehave
a defining power and are likely &hape successive decisions veall. Although

reduction targets are the common result of any approacktahdines underlying
theseethical reasonsmay differ considerablyFor the purpose ofthe present
discussion, we distinguish fostorylines, entitledavoiding threats”, “optimising
a resource”, “holding in trust”, and “respecting fellow-beingsfifth one, called
“rejoicing in creation” could be added, but is not considered here.

Optimising a resource

From a conventional economic perspective, the natural world appeastoasheuse

of resources to be turned into value. Nature provides the sources, sitegmkanibr
industrial activity, which producesvaluable goods and servicesfor consumers.
However, neither the depletion ofources northe degradation ofites or the
overflow of sinksare accountetbr in the books; nature is considered a free and
potentially infinite good. External costs tonature become a probleranly if
somebody else’s property is impaired. The rest falls ablivion, overshadowed by

the perceived duty of economic actors to increase efficiency in a competitive market.

Against this backdropthe story-line“optimizing a resource” speakabout the
failure of the narrowpursuit of self-interest andalls for collective rules instead.
Egocentric ethics giveway to utilitarianethics (Merchant 1990Wwhich advocates
the regulation of individual action in the name of the gregtesd of agreater
number of peopldor a longer period ofime. From autilitarian perspective, the
global atmosphere is seen as a shrdt overflows because @6 uncoordinated use
by competitive growth-producing economies. Regulation is regarded as necessary,
because the accumulating of emissiomwsr and above the capacity of thenk may
eventuallyundermine therospects of furtheeconomicprogress. Suclegulation
will have to curb individual tendencies to enlarge economic pow@ptimising
advantages for everybody in the longn by limiting the maximisation ofdvantage
by everybody in the short run is the economic ratiof@lesetting reduction targets.
As a consequence, the selection of targeélishave to beguided by autilitarian
calculus of aggregate benefits aodsts rather than the individuahctor's self-
interest.

Wuppertal Institute for Climate, Environment and Energy
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Avoiding threats

Protecting theclimate for protecting humans e most widely acceptedstoryline
underlying reduction commitments. Abmate change may endangeossessions,
health, and even survival, in particular of the weaker sections of the world population,
many stakeholdersall for action. Thus, perceived vulnerability is theason for
ethical commitment. lrontrast to conflictebout, say, the conservation fofests,

what is atstake is not in thérst place the protection of natufeom man, but the
protection of man from nature.

Invoking threats to everyday security makes people listen. It istteegth of this
storyline to offer a vocabulary byhich consensugan beforgedeven in amorally
indifferent world. After all, moral consensus is difficult to come by in contemporary
society, since thegrand ethical narratives which once tolabout “progress”,
“solidarity” or the “right social order” have withered away. In fact as the
anthropologist Mary Douglas (199@nce noted, theoncernfor security and
survival offers some othe lastforensic resourceavailable tomuster support for
common action in a post-ethical society. When shared norms about $adestihe
concern for security ithe only common concern left. Referring to security appeals
to the common good, but to a commgood stripped to its bones. Asresult,
necessity, not hope motivates action.

Holding in trust

With its formulation“protecting the climatesystem forthe benefit of present and
future generations”, the FCCC refers back to a concept which has gradually come to
thefore sincethe Conference on the EnvironmentStockholm 1972The well-

being of future generations supposed tcenter into the set of factors to be
considered fodecision-making in th@resent. While fordecades posteriority had

only figured as future beneficiaries of progress, it now emergegasséblevictim

of it. Justice across generations demarasdraint today. The concept extends the
principle of equity among the human community along the axis of time.

Climate protection in this storyline is a matter of rebalancing relations among people
rather than between peopsnd nature. Itviews the human community as a
partnership amongll generations — théving, the deadand theunborn. Forthis
reason, this storyline looks at the Earth as a tpastsed on to us by oancestors,

to be enjoyedand passed on to our descendantgHeir ownuse (BrownWeiss

1992, 395). Just ashe rights of the previous generatiowere matched by their
duties to the preseine, therights ofthe present generation ameatched by their
duties to thesubsequent generation. Beindoeneficiary of the global commons
today, thereforealso implies being their trustee. It is fromsanse ofidentity that
extends acrosime thatconcerns forclimate as acommon heritage emerges. To

Wuppertal Institute for Climate, Environment and Energy
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what extent, however, will an age, which eagérgaks its tiesvith the past, be able
to establish ties with the future? This is the conundrum of this storyline.

Respecting fellow-beings

So far, the ethicalrames presentetiave had aclear anthropocentrislant. The
welfare of humandoday aswell astomorrow,hasbeen thefocus of attention. In
contrast,this storyline startsvith the assumptionthat humansare notentitled to

inflict climate changeuponthe communities of plants amhimals, which — along

with humans andhanimate matter — make up th@sphere. In thisccountnon-
human beings have rights as well. Th@wenot justinstrumental, bualso intrinsic
value. Climate, it can be said, has standing because it is essential to the flourishing of
many speciesAldo Leopold’s land ethic, whichseesman/woman as a fellow of
soils, waters,plants andanimals, can balso applied tadhe largest community, the
biosphere. Leopold’'s words can be used with regard to global warming: “A thing is
right when ittends topreserve the integrity, beautgnd stability of thebiotic
community. It is wrong when it tends otherwise”.

This affirmation remains valid even if osebscribes to enore dynamic concept of
nature. The more nature iseen as self-organizing, disorderly, and partly
unpredictable, théessinterference byhumans is in order. Ttve in partnership

would imply to respechature’sfreedom as an autonomous agent. Extending this
line of argument to the realm of worldviews, it could be added that the perception of
nature as an autonomous agtatt isnot part of the man-made world is engrained

in many cultures, including the West. The prospect that there may no longer be such
a thing as a natural weather event is deeply unsettling for this perspective.

Obviously, thesdour conceptionsare not mutually exclusiveHowever, they do

imply a gradient. Reading from 1 to 4, they increasirgfgrd moreweight to the

value of ecological effectiveness. As choices arise in the climate debate which have to
balance ecological effectiveness against economic efficiencyeqguity, positions

taken on these points will shape the outcome of the choices.

Wuppertal Institute for Climate, Environment and Energy
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3 Who should have reduction obligations?

The climate regimehas been vexed from its inception bythe question of
participation of developing countries in the effort to confobenhouse gases.
Whereas in principle any effective strategil require universal participation in the
long run, considerations of historical responsibility, the pollybawys principle, the
imbalanceregarding adverse effects dimatechange and the unequadpabilities
between North and South call for a differentiated approach.

Underthe FCCC, developecbuntries are requested take the lead in combating
climatechange. Art3.1 reads afllows: “The Parties shoulgrotect theclimate
system for the benefit of present and future generations of humankitite lmesis
of equity and in accordance with their common but differentiated responsibilities and
respective capabilities. Accordingly, the developedntry Parties shoulthke the
lead in combatinglimatechange and the adverse effdtisreof.” The textoffers
no explicit justificationbut it is not difficult to identifyfour different reasons for
this clause. First, industrialised countree® responsible forthe bulk of carbon
dioxide emissionsaaccumulated in the paggpme 80% ofthe rise in cumulative
emissions since 1800 are caused by developed countries. Second, dei£l8ped
countries were responsible for 61.§4NDP 1998,202) of global carbon dioxide
emissions. The fact that tleenissions othe Southwill surpass those die North
sometime afte020 (IEA 1998a) does nditasically change this picturéhird, the
adverse effects of global warming ageing to be distributed unequallyetween
North and South; thoseho cause the problem are —raiativeterms — likely to
be the winners, and those who have beerbyiséandersare likely to be the victims.
Fourth, developed countries possess more capabilitiespond taclimate change,
at least with regard to financial resources and technical ingenuity.

The Convention largely attributes responsibility according to“pladluter pays”
principle. As a consequencAtticle 4.2 of the FCCC contains a loosely worded
non-bindingcommitment byindustrialised countries téaim” at returning their
emissions to 1990evels (Bodansky 1993; Oberthir/Ott999, 34 etseq.).
Moreover, the Kyoto Protocol, according to létter, contains quantified targets for
those industrialised countries listedAnnex B only, despite repeated attempts by
the US and other non-European industrialised countrieshievesome substantive
commitment from developing countries. These attemptwill continue and
occasionally disrupt negotiations, lwitl ultimately fail. Nevertheless, there litle
doubtthat quantitative commitmentsr the biggest andhost advanced developing
countrieswill be onthe agenddor negotiations on theecondcommitment period,
i.e. from 2005 onwards (cf. Article 3.9 of the Kyoto Protocol).

Wuppertal Institute for Climate, Environment and Energy
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In any case, in envisaging climate-friendly scenarios for the next century, it is helpful

to distinguishtwo distinct trajectoriegcross avariety of initial conditions starting
from the two opposite poles (GCI 1999; Shukla 199%enerally speaking,
industrial countries start their trajectory towards a low-risk and equikaé of
fossil energyflows from high consumptiottevels, reducingthem over time until
they reach sustainable levels in terms of both ecology and equity. This noaljelde
the trajectory of contraction. Developing countries, on the dihed, start from
relatively low levels offossil energyflows, increasing thenover time until they
approach the trajectory of industrial countries at sustainiviels of resource
throughput. This may bealled the trajectory of convergence. Each trajeqagses
related,but different, challenge$:or industrial countries the challengensists of
reducing resource flows:or developing countries, itonsists of raisindevels of
resource consumption at a much smaller gradient than industrial countries
historically. Both trajectoriewill imply reductioncommitments, atifferent levels
and at different times.

However, amore fundamental questiomay be whether the juxtaposition of
“developed” and “developing” countries still reflects social andnomic realities.
In climate negotiations, states are being constructedudngects of responsibility.
This putsclimate policy firmly into the framework ofwhat can be calledthe
Westphalian constellation”. In thisamework, the world of nation-stateshich
cameinto existence after the Peace of Westphalia in 1648 se&s as a series of
containers, whichhold a society andaill its layerswithin a territorially bounded
space. As these containesurst open with globalisation, some of the
“Westphalian” assumptiondbecome more and more fictitiouRelated toclimate
policy, wewill addressthe assumptions ofnternal homogeneity, of equivalence
between states, and of states as sovereign actors.

First, since states are regardedegsivalent,their emissionsare being considered
equivalent. However, abdas been pointed out by Agarwal/Narain (1991), the
aggregation of equivalent emissions conceals the fact that they averyfdifferent
social quality. Methane emissions frahe ricefields of subsistence farmers in the
Philippines and carbon emissions fréime exhausts of USour-wheelsport utility
vehicles are similar in their biophysicaifect, but drastically different in their social
content. Lumping subsisten@missionstogetherwith luxury emissions is hardly
fair (Shue1993), but it is common practice. Alongth the socially neutralising
effect of aggregating carba@missionswith non-carbon emissions ithe basket
approachthis statistical abstractioplays out infavour of high carbonemitting
countries.

Second, assuminghat states areelatively homogenousnternally shieldsthe fact
that huge disparities among social classes exist within states. Affluent githips
industrialising countries, such as Brazil, Mexico, IndiaCbina,useabout as much
energy and materials as their counterparts in the industriahsed, which implies
a level five toten times higher than thaverageconsumption in these countries

Wuppertal Institute for Climate, Environment and Energy
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(Siddigi 1995). As“Omnivores” (Gadgil-Guha 1995), just atheir Northern
counterparts, they are in the position to capture resources at the expense of the social
majority. If the “polluter pays” principle were applied notstatespbut to members

of the global middle class, thenost ofthe Southernmiddle classesvould have to
acceptreduction commitments already today. At argte, the trajectories of
contraction and convergence also applyht developmerpaths of differensocial

classes within countries.

Third, thefocus on states as responsible actors obstikeefact that otheentities,
namely transnational corporations, may be at times mem@onsible for emissions
than states. After all, among tth@0 largest economies in the woridday, there are
only 49 countries, but 51 companies (Anderson-Cavari@@i’). Comparing
company emissions to country emissions yields interesting reBuoltsexample,
British Petroleum’soperationalemissions surpassasily those of a countrijke
Belgium, while its production accounts for emissions thapass those ats home
country, Britain. Oil produced by Shell alone emits more carbon dioxide than most
countries in thevorld, including Canada, Brazil, France, Austraiad Spainwhile
those of Exxon Mobikqual some80% of those fromall of Africa (Bruno et al.
1999, 7).

Wuppertal Institute for Climate, Environment and Energy
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4 How should allowances be allocated?

The Parties to th&yoto Protocol have embarkedupon the creation of a new
“commodity” —the allowance to emit a certammount of GHGs within a certain
timeframe. Inthis way, an“initial allocation” of emissionallowanceshas already
taken placdor the industrialised countries listed in Annex Bhis rather arbitrary
allocationof “assigned amounts” tmdustrialised countries follows the so-called
“grandfathering rule”j.e. emissiorallowances are derivefdom historic emission
levels (generally thebase yearl990). Ashighlighted by Chinalndia and other
developing countries, starting from the status quo can hardiedre agquitable, if
applied to their own emissions.

According to the three principles developed biiompson/Rayner (1998) for
resolving practicaproblems at making faiallocation of resources, industrialised
countries havehus claimed“priority”: first in time, first in right. It is apragmatic
principle, derivedfrom water lawsand adapted to the international arena of
Realpolitik. The othetwo principles are more complex — proportionality, i.e. the
distribution of benefits according toriteria like rank,contribution orneed, and
parity, the egalitarian principle of equaghts toall claimants. The lattenasgained
considerablesupport inthe South, bualso among researcherstime North. India,

for example, submitted language before COP 6 that equity between Nor@oaiid
shouldinclude “equity with respect to pecapitagreenhouse gasmissions, so as
not to perpetuate existing inequities ..(Doc. FCCC/SB/1999/8, para.149 (b)).
Brazil, in therun-up toKyoto, presented calculatiofmsed on historicaler-capita
emissions (FCCC/AGBM/1997/Misc.1/Add.3)Also the above mentioned
“contractionand convergence” approachsapposed tdead towards equal per
capita emissions (The Corner House 1997; GCI 1B88mert et al1999). Under
the convergence approach, eqpaf capitaemissionswould guide the allocation
procedureover the long-termj.e. per capita emissions ofthe various countries
would converge to an amount considered to be sustainable.

Despite someclaims that the egalitariaapproach is the@nly ethically justifiable
method of allocation (Agarwal/Naraii991; Grubb 1995), it is notwithout
problems. Industrialised countries do not start freamatch, but have locked
themselves into a fossil-based infrastructure, which cannot be dismantledimthe
and medium termThis may entitle them to dbonus” for a first mover
disadvantage. On a more fundametesél, aiming at a worldwith equal GHG
emissions pecapita —evenonly for atransition period — is about adtractive as
aiming for a worldwith equalGDP per capita. Anysuch standardisation istlareat
to diversity.While conventional developmehiomogenised cultures the name of

Wuppertal Institute for Climate, Environment and Energy
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the dollar, climate policy does not need to follow the same wwhile “rescuing the

world” from overdevelopment. Indeed, the egalitarian rule should not to be mistaken
as a planningbjectivefor planetary redistribution. It is rather a moral principle
guiding an actor’s behaviour. Loosely paraphrasing the Kamtiperative, itmakes

sense to say that a society can only be called sustainable if the maxim of its action is
suchthat it can be the maxim of eveoyher society Accordingly, the principle of

equal right of all people to th&orld’s resources is ithefirst place ayardstick for

the self-examination of each society, not a global planning norm.

In addition to ethicatonsiderations outlinedbove,political realismwill therefore
tend to lead towards solution of “adjusted egalitarianismThe contraction and
convergence approacbffers a framework within which modifications can be
negotiated. Thisloes noimply that egalitarian principlewill be disregarded, but
merely that theywill not be used to prescriltlee necessary outcom@equal per-
capita distribution of emission allowances”). Instead, egalitarianism may sertier
as a regulatonprinciple, a“Leitbild” that determines the directiand provides
guidance.

The long-standingdebate on the fair differentiation of commitmeriistween
industrialised countries (Torvanger et al. 1996) has shown that there are a number of
factors in addition to population sizleat need to be taken into accounbnder to
allocate GHG emissions on aationalbasis under alobal limit. These include
geographical as well as climatic conditions, and strength and energy intensity of the
economy. Takinguchcriteria as a starting poiritas greatly helped the European
Union tofinally agree on an interndburden sharing”.Admittedly, however, the

final outcome looked very different from the initial allocation that was brdaated

on rational factors (Oberthir/Ott 1999, 143).

Wuppertal Institute for Climate, Environment and Energy
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5 Should there be trading of emissions?

When a given volume of GHG’s hégen defined by an international agreement as
permissible over a certain period of time, emission allowdneesme, economically
speaking, scarcgoods. Asdemandwill be higher than supply, allowancesil
command exchangealue. This value will basically be determined by the size of
supply onthe onehand and bythe perceived utility ofossil-based combustion (in
the case of C¢) on the otherWhere the threshold regulatinghe permissible
amount of globalemissions is set depends wmat kind of risk is politically
accepted over whateriod oftime and forwhom. The more inclusive thethical
storyline adhered to; the lower will most likely be téxeel of risk accepted. And the
desire for combustiowill, inter alia, depend on the extent tehich a society has
embarkedupon a sustainablélevelopment path; the more national income is
decoupled from carbon emissions and the more well-being from national income, the
less will be the pressure to emit.

Parcelling ousshares othe global atmospheric commons to be exchanged among
trading partners appears to be strikingly similarthe enclosure oftommunal
forests in 18 century Europedust asthe enclosures put iplace both property
rights and foresprotection,denying access faxommon people, thassignment of
emission permitsensures protection by granting property rightsliminating
unregulated use by any playiavolved. Following thisanalogy, trade regimdsave

been criticisedor turning parts ofthe global commons into saleable pieces of
property, i.e. commodities (Belliveau 1998). Indeed, such a conception would clearly
contradict ethical narratives that see the atmosphere as common heritage of mankind,
as integral to th&arth’s bio-community, or a$50d’s creation.Possibly forthese
reasons, the Indian governmératsdemanded to ensuféhat the Protocol has not
created any asset, commodity goods for exchange” (Dod-CCC/SB/1999/8,
para.149 f).

However,these objections would not hold if one consideifesl price of emission
permits not as a rent yielded by a property, but as a fee to béopd#d temporary

right to use the atmospheric commonseyond its sinkcapacity. Infact, the
temporary nature of permits along with the fact that a price tag will be attached not to
the use but tothe overuse of the commorsjggests tonterpret the pricefor a
permit not as a pricor acquired property, but the prifer obtaining auserright.
Money gives the right to access, but not to ownership.

Following this consideration, a trade in permits takes on a different meaning. It
would not be instituted in thigrst placefor identifying themostefficient allocation

Wuppertal Institute for Climate, Environment and Energy
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of abatement investmentsut for formingthe price ofuser rights.After all, the
market, under conditions of relative symmetry among players, imadlsé ingenious
technology for determining prices.

Finally, however, who should own the revenue geneffabed the trade of permits?
The answer is usualfgovernments”,since it is governments thateate permits
through joint action in the first place, and it is governmentsrttativepayments for
permitssold. But from a commongoint of view, it is undoubtedly humanityhat
holds the biosphere in trustall citizens equallyshare inthe trusteeship of a
commonly inherited patrimony. It follows from thise of thoughtthat the revenue
gained fromissuing user rights belongs @il citizens; neither corporations nor
governments are as a matter agurseentitled to appropriate theky rent. For
dealing with this issue, the establishment of a Citi&ins Trust haseenproposed
on the nationalevel (Barnes 1999), but othe internationalevel, adiscussion is
badly lacking.

Wuppertal Institute for Climate, Environment and Energy



Ethical Aspects of Emissions Trading 16

6 Should there be international trading of
allowances?

Broadly speaking, theKyoto Protocol hasbeen the outcome ofwo partly
contradictory negotiation objectives. On thee hand, there was theove towards
defining reduction commitmentkat are legallybinding. Onthe otherhand, there
was the ambition to maximis#lexibility” in all directions in realising these
commitments.Emissions trading is one dhe three flexibility mechanisms in
principle agreedupon atKyoto, alongwith Joint Implementation and th€lean
Development Mechanism. These still rudimentary defined mechanisms amaithe
reason forthe confusing outcome of Kyoto; they would increase economic
efficiency, but could undermine ecological effectivenebgleed, if the multiple
forms of “flexibility” were implemented withoutestrictions (considering in
addition the flexibility gained by includinGHGs beyond carbon dioxide in the
reduction targets and the enlargement siiks in the actions to fulfil the
commitments) CQemissions irthe UnitedStates, Canadand Australia could rise
up to 20%abovel990levels withoutbreaching thdetter of theKyoto agreement
(Grubb 1999, 181)Along with the absence of capg®r developing countries, these
provisions may lead to the ecologically perverse rekattglobalcarbon emissions
will continue to grow at much the same rdt@ years tocome, Kyoto
notwithstanding.

What unitesall three flexibility mechanisms is the intention to provide for
geographical flexibility in locating investmenrfgr mitigating climatechange.Each

of these instrumentallows AnnexI-Parties to partly fulfil their obligation by
investing in reduction abroad, in developing countries or in economies in transition.
They have been introduced in the negotiations mgasures tachieve emission
reductions at high economefficiency, allowing capital to be allocated where an
additional amount of reduction can be achieved with the least amount of money. The
power of the argument lies in the fact that it carries the logic governing the current
wave of economic globalisation into the area of environmental pdlist.as under
NAFTA andWTO corporationsare invited toscanthe world across countries for

the most cost-effective investment opportunitiesnder the Kyoto provisions for
flexibility environmental policymakers arenvited tolook atthe entire world as an
arenafor cost-efficient mitigation investment®8oth strategiesconverge in the
assumptiorthat neither plac&or community matter when itomes toinvestment
decisions. Whileeconomic deregulation limits the right of communities to protect
themselves againstegative externalities, mitigation flexibility limittheir right to
demand positive externalitieBoth strategiesttempt to“disembed” (K. Polanyi)
economic action from any specific society with its particular institutions and history.
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The consequence might be a perceptibat renders itfutile to expect any
responsibility — be in aegative or in a positiveense — ompart of business for the
common good of a particular society.

At this point, it may be helpful tdistinguishtwo ways of understandintipe global
responsibility of theNorth. In a globalist sense, it comes to mean that the
geographical scope ®orthern responsibility has to lextended until it coincides
with the scope of its negative effects. Given that the effects dfdhgh reachall the
way to the ends of the earth, its responsibility consequently has to be globalised. In a
cosmopolitan sense, however, it means that the global effectsivbttiehave to be
reduced until they coincideith the circumscribed geographical scope of Northern
responsibility. As global effectbave their local origins mainly in the North,
responsibleaction therefordnas to bdocal in thefirst place, relievingthe burden
from other countries.The globalist notion of responsibilitemphasisesall-
competencdor the sake ofefficiency, while thecosmopolitan notiorfocuses on
self-limitation for the sake of a good global neighbourhood.

The tension between these two notions of responsibility lies behind the debate about
the extent to whictitrading shall be supplemental to domestictions”, as the
Kyoto Protocol statesvithout further specificationSeveralobjectionshave been
raised, in particular from the G77 aNfO’s, against too much spader fulfilling
commitmentghroughinternational transfer rather than domestic actiime most
widely voiced fear is thahdustrialised countries would try tmuy their way out of
their commitments. In essence, thigponentexpect conversion of the sinner, not
just paymenfor damages. Itheir eyes, it isiot enoughhat the pollutepays; the
polluter has got tcchange asvell. “No reparation withoutre-socialisation”could
be theirslogan.Indeed,those infavour of domestic actiomave alocalised and
historical understanding of responsibilifyor them,the causes oimaldevelopment
have to be removed, not just its effects contained.

A similar debatearose in 1992vhen a controversialVorld Bank Memorandum
arguedthat both exporting and importing countriean be made bettaff with a
flourishing trade in waste. Also irthis case, thdanguage of Paretoptimality
clashed with the language of responsibility (Linnerooth-Bayer 1999o@f&e, the
rationale for the moral imperative of self-correction is the need tdrenit the path

of maldevelopment. Ithis sense, sustainabfievelopmentnot emissionabatement
has to bethe priority for industrialised economies. The principle of cost
minimisation underlying the concept of ET must be balanced agaemsgfeneration

of sufficient pressures tochange course towards long-term stabilisation of
cumulative emissions (Grubb et al. 1999, 193). Too much “flexibility” in the Kyoto
Protocol couldthus relieve Western industrialised countries froitme pressure to
initiate structural changes in their economy towards long-term technological and
societal innovation. It isfor this reasonlikely that a failure to maintain
supplementarity would undermine th@onvention’s principle of leadership by
Annex |-countries in mitigating climate change.
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7 Should there be restrictions on trading?

Emissions Trading as an instrumentir@érnational environmental policy is clearly
an offspring of the 1990s, aftédre politicaland ideologicachismthat had divided
the world for almost 50 years. It thus belongs te@where,first, the Earth could
be viewed a®ne global playing field and/ihere,second, economic efficiency has
surfaced ashe common denominator linking the elites almost worldwides is
true also for Southern elites, mainly educated in Britain or the US (¢gdosated in
Russiahavebeen mostly quick to adhere to thew paradigm as well)However,
under certain circumstances, other values have the potentisrtiptthe hegemony
of this concept.

One suchchallenge to the prevalence of economic efficiency isdixmand for
ecological effectiveness. Both concepts must not necessarily exzodeother, but
they are by no means easily compatible in the nitty-gritty of real world
implementation. The principle of ecological effectiveness demémdsxample, that
global GHG emissiongnust not be highewith Emissions Tradinghan without.
The “hot air” accumulated in the Eastern Europ&2ountrieswith Economies in
Transition (CEITS) presentss&riousthreat tothis principle. Althoughemissions
under a tradingegime including the hot air would not be higher than“tiebal
cap” established in Article 3.1 (minus roughly 5 percent of industrialised countries’
1990 emissionshominally, factualemissionswvould be higher than they would be
without trading. This is becausewithout trading theenormous “reductions”
achieved especially in Russia (minus 30 percent 1880 levels) would be'lost”

and notemitted into theatmosphere. The biggestuppliers — Russiaghe Ukraine
and Poland +may actuallyoffer the equivalent obbout 2 percent of global CO
emissions for sale (Missfeldt 1998, 131).

The EuropearUnion hasmade an attempt to solMaoth problems (hotir and
supplementarityyvith one instrument androposedhe introduction ofquantitative
limits (“caps”) on both the seller and thebuyer of emissionallowances
(Oberthar/Ott 1999, 199 et seq.). According to their formulatatad amount of hot
air available from Eastern European selleoaild, comparedwith business-as-usual
projections of the International Enerdygency, bereduced to about one-third. A
secondcap on potentiabuyerswould limit the ability of countries to acquire
emissionallowancesunder anothecomplicated formulaThis was met withloud
and outright protest especially frothe US who accused the EU &fying to
rewrite the Protocol”.
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Balancing the demands of cost-effectiveness and the necessitesiminmental
effectiveness mightthus require taking a different pathOne rather elegant
possibility is theproposal to charge e on alltransactions undethe trading
regime,possiblywith differentlevelsfor intra-OECD asompared to other trading
activities (Tietenberg et al. 1998,1). Thiswould not preclude oflimit the use of
Emissions Trading including hot air, but instead would raise the transaocsts of
trading,and thusimprove the comparative advantagetaking domestic action to
reduceGHG emissions. Aee of US$ 5per tonne of carborquivalent, levied on
transfers of 300 Mt of carbon pgear, mightraise approximatelJS$ 1.5 billion
annually during the first commitment period (Grubb et al. 1999, 223).

These resources might be used to asgeloping countries in adapting ¢cimate
change (Oberthir/Ot999, 309; Ott/Oberthiir 1999, 27; see dls®proposal of
AOSIS and other developing countries befG@P 6,FCCC/SB/1999/8, para.157).
The CDM might serve as a precedent, which must Usbkae ofthe proceeds” to
cover administrativeexpenses andertain costs ofadaptation toclimate change
impacts in developingcountries. This option wouldhus have the additional
advantage of providing a molevel playing field between theKyoto Mechanisms.
Furthermore, much like a Tobitax, it would have acalming effect onemission
markets. Given the long-lasting resistance by many industrialised countaesefu
international“taxation”, framing such a solution in @olitically acceptableform
will, however,require somereativity and thesupport of somemajor industrialised
countries.
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8 Should emission allowances be obtainable
through JI and the CDM?

The other two flexibility mechanisms,Joint Implementation (JI) and Clean
Development Mechanism (CDM), allow Annex I-Partiegdoeiveemission credits
abroad on a project-by-projebiasis. While JI is confined tthe industrialised
world, CDM involves non-Annex I-countries. In both cases, benefits are expected to
accrue to both project partners; the recipient country weglgiveadditional funds,
modern technology ankinow-how, whereas the investingpuntry would acquire

CO, credits at a lowecost than takingction at homeHowever, whatooks like a
win-win situation in theory, conceals rmimber of problems, sonmeven of ethical
relevance.

First of all, both mechanisms rest dhe idea of‘environmental additionality”.
Since any project to be creditedSapposed taenerateclimate change benefits,
which wouldnot beavailable otherwise, tbecomes crucial to draw a lifeetween
“normal” and “additional” projects. A so-called baseline scenani@s to be
determined against which the specialighieved emission reductionsan be
calculated. However, it is neithpossible nodesirable to normalise development
path. It is not possible becausetliie medium andbng runthere is likely to be a
plurality of baselinesall of which with different implications in terms oflimate
policy (IPCC 2000). Countrieare not likely to follow a pre-stabilised course; in
what direction theymove will depend on resourcendowment,socio-economic
conditions, relations of power, and cultural outlooks.

Moreover, normalising development isnot desirable becaus#evelopment is a
contestedterrain, not just onthe national,also onthe internationalevel. What
development pathpne might ask? In aivided world, drifting into biospherical
turbulences, this is probablne most prominent question in social ethics. Any
government today iscalled upon to move towards pro-poor and pro-nature
development stylegegardless oflexibility mechanisms. A countryfor example,
which for reasons ofequity promotes biodiversityhabitats, resource-light
production, livelihood agriculture or the institution of community rights, may already
avoid agreat deal of emissionsyer and aboveany “additionality”. Defining a
baseline, all themore so in treatiesvith international partners, is therefore rather
counterproductivdor each country’s search forsustainability; such adefinition
would mostlikely codify the dominating, conventionaliew of developmentThis
will be particularly the case asoth the receiverand the investor countridsave a
vested interest in assumindpasiness-as-usulhseline. The more conventional the
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baseline, the more additional funds or credits, respectively, can be recovered from the
flexibility operation.

Second, investorsnder JI andCDM will be inclined “to pick the low-hanging
fruits first”. Emission abatement withlew marginal cost -which comescheap, in
other words — is likely to be harvested away early, with the credits gotheg hagh-
emitting countries.Two effects can be discerned. Firgtceiving countries sell off
easy reduction possibilities at an eadlgte, whilethemselves being lefvith the
more expensive reductions later on. Second, investor countrie$ttiawecentive to
undertake restructuring at honmmeinning the danger to get further locked into a
fossil development path.

Third, not too manySouthern countriesill be considered worthy of CDM
investments by Annex-countries. As credits througthe CDM can be reaped
easiest in newly-industrialising countrig@gich have already embarkedipon a

fossil-based energy path, most of the funddikedy to flow into 10-15“emerging

markets”, reinforcing theactual distribution of private investmentlows. In other

words, resource transfewill happen not according taeed, but according to
planetary utility. In particular if th€ DM partly replaces developmeaid, apattern

of redistribution could emergehich privileges environmentdahot spots at the
expense of globalljessrelevantcountries. In thisase, th&CDM would reveal its

seamyside, turning out to be an instrumefar rich countriesfor both keeping

competitors for biospherical space at bay and seizing more of this space.

In sum, opening the possibility to obtain credits for trading through JI and the CDM
would likely backfire in terms of sustainability and equity. On the ofiaed, of
course, the CDM can be seen as a way to meet the concernF@@ @tethat Annex
I-countries should assisteveloping countries financially and technologically in
dealing with climate change. A way out of this dilemma could be to stfatlys the

CDM on assisting non-Annex I-countries in the transition to a non-carbon economy
(Agarwal/Narain2000). Under such achemeonly carbon-freeenergy,such as
solar, biomasswind, and hydro, would be promotedrough CDMactivities.Such

an approach would definitely not be an easy low-opsibn, but it is in synergy

with sustainable development in the South, it favours non-carbon energy technology
in the North, and, it is evidently the only viable long-term ecological solution.
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