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BUYING EMISSIONS MITIGATION UNITS: BUYER IS RESPONSIBLE FOR QUALITY

Source: Bruegel. Note: t = tons of carbon dioxide equivalent.

THE ISSUE 
Mitigating greenhouse gas emissions is more difficult in some countries than in others. 
International emissions trading can help to reduce the overall cost of mitigation and 
ensure that companies in different countries face the same carbon price. Lower costs and 
tackling competitiveness concerns can enable higher levels of climate ambition. The Paris 
Agreement explicitly provides for international emissions trading, but the rules governing 
trading still need to be determined. In the absence of strict rules, international emissions 
trading might become a loophole leading to reduced climate ambition. And because of its 
consensus requirements, the United Nations process is unlikely to lead to comprehensive 
rules. To fill this gap, the European Union should engage with other nations to determine a 
set of rules that can serve as a gold standard for emissions trading anywhere in the world.

POLICY CHALLENGE 
The effort to define rules for international emissions trading faces the strong desire of 
nation states to develop their own climate policies, which collides with the need for 
tradable units in one country to be equivalent to tradable units in another country. To 
overcome this dilemma we propose a club of carbon-buying countries that would regu-
late only imported mitigation outcomes. We propose that private parties would be able, 
if permitted by the participating governments, to transfer any type of privately tradable 
emissions reduction unit across borders. But they would also be liable if the foreign 
units do not represent sufficient mitigation in the selling county. To bridge the period 
before final settlement, private parties would be able to borrow domestic compliance 
units, based on collateralising a certain amount of foreign units.

Units with a 
face value of 10t
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5. Quanti�cation of the Paris 

pledges compared to the 

current policy projections 

from 2014 implies the fol-

lowing abatement pledges: 

China: 13.6 instead of 15 

GtCO2e (gigatonnes of 

equivalent carbon dioxide) 

in 2030 -> 1.4 Gt of miti-

gation; US: 5.6 instead of 7 

GtCO2e in 2030 -> 1.4 Gt of 

mitigation; EU: 3.5 instead 

of 4 GtCO2e in 2030 -> 0.5 

Gt of mitigation.

6. We do not use the original 

abatement cost curves, but 

approximation described 

in Cline (2011).

Box 1: The potential benefits of trading mitigation outcomes

Different countries face different costs to reduce emissions. Some countries can reduce 
emissions substantially by using energy more efficiently at very low additional cost. Other 
countries might be already more efficient and hence their cheapest option is to switch 
from coal to gas. To reduce emissions further, countries will have to start to replace fossil 
fuels in electricity generation, heating and transport. The profile of how much a country 
can reduce emissions at a certain cost is its so-called ‘ma 16C 
inal abatement cost curve’. 
From countries’ abatement cost curves and their emissions reduction commitments (the 
red lines in Figure 1), the minimum cost to achieve these commitments can be calcu-
lated. For example, in Figure 1, the EU would reduce its first emissions unit at a cost of 2 
and the second at a cost of 6, for a total abatement cost of 8.

If the countries in Figure 1 decided to reduce emissions jointly, they would have to re-
duce total emissions by the sum of their commitments (say, 5 units). It would make sense 
that emissions are reduced first where those reductions are cheapest. As some expensive 
mitigation (such as the EU reducing one unit of emissions at a cost of 6) would no longer 
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our example (the EU, China and the US). For the national commitments we used a quan-
tification of the EU, Chinese and US NDCs by climateactiontracker (2016)⁵. For the abate-
ment cost curves, very different estimates have been proposed. Accordingly, the estimat-
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7. Similar to Certi�ed Emis-

sion Reductions from the 

Kyoto Protocol’s Clean 
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compared to the NDC divided by the 
number of exported units. That is, if a 
country reduces emissions by 100 million 
tonnes of CO2 equivalent more than 
foreseen under the NDC, having exported 
200 million privately tradable emission 
reduction units, each of those units has 
a mitigation value of 0.5 tonnes of CO2 
equivalent. We see three problems with 
this approach: 1) emissions are strongly 
driven by exogenous factors such as 
economic growth and energy prices 
so that foreign units might become a 
speculation instrument with limited 
additionality; 2) it would give countries 
a strong incentive to understate their 
emissions reduction intentions so 
that they would be able to show a high 
mitigation value for exported units; and 
3) that countries once they likely emit 
more than their target will not be able to 
attract foreign investment for emissions 
reduction projects financed through 
international emissions trading.

The bottom-up approach would focus 
on the emissions reductions generated 
through the individual mitigation 
unit issuing systems (eg a sectoral 
emissions trading system or a crediting 
mechanism) in the selling country. The 
emissions reductions would need to be 
compared to a synthetic benchmark. 
The more transparent a country is 
about the scheme – and its intended 
reduction effect – the more easily it 
could be evaluated¹⁰. The drawback of 
this approach, however, is that selling 
countries could have an incentive to 
bundle ‘cheap’ mitigation options into 
one scheme in order to export the 
corresponding units. Then a country 
might fall short of its NDC promises but 
still export a lot of units.

One solution could be to determine 
the mitigation value through a com-
bination of the two systems, combin-
ing bottom-up (evaluate each system 
individually) and top-down (evaluate the 
entire country performance). The sim-
plest, but possibly not the best, approach 
would be to multiply the individual 
system’s mitigation value (eg 0.8 tonnes 
of CO2 equivalent) by a country-wide 
NDC-compliance factor (eg 90 percent, 
should the country achieve 90 percent of 

the tm 

the tm 
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14. �is might not be polit-

ically feasible because it 

implies the seller country 

has to give more than the 

buyer country gets, when 

the face value is actually 

greater than the mitigation 

value (which is likely to be 

the norm). Alternatively, 

both sides would use the 

mitigation value in their 
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The two politically most difficult 
elements of our proposal are (1) the 
creation of a sufficiently large club of 
likeminded ambitious countries, and (2) 
finding an agreement on joint rules and 
institutions on the ex-post evaluation 
of the mitigation value for the tradable 
emission reduction units. But as our 
system would allow countries to opt-out 
of any type of transaction they do not like, 
and the determination of the mitigation 
value would primarily affect the private 
buyers, a sensible political compromise 
seems possible.

Such a trading system would reduce 
total mitigation costs and provide a 
backstop for countries that face rising 
emissions because of unexpected 

events¹⁵. It would also enable 
co-funding of mitigation investments 
in developing countries and encourage 
good governance of emission reduction 
systems. Companies that invest in 
low-carbon technologies in developing 
countries could, if the host countries 
have appropriate schemes in place, 
generate a part of the cash-flow for their 
investments by generating emission 
reduction units for sale to the club 
countries. This should encourage host 
countries to develop the necessary legal 
and administrative systems, including 
consistent decarbonisation strategies that 
make it easier to assess the value of their 
tradable emission reduction units.
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15. Eg the nuclear accident 

http://climateactiontracker.org/

