











the remaining estimated 15 million credits from similarly
distributed funds and individual projects, then by 2012 we
will have spent a further EUR 120 million (assuming con-
stant prices). If there are no fundamental reforms to the
flexible mechanisms in the meantime, then around a third
of the money (about EUR 40 million) will have been wasted
with no impact on the climate.

Sources:

- Barbara Haya: Failed Mechanism. How the CDM is subsidizing hydro
developers and harming the Kyoto Protocol, Berkeley, November 2007

- Schneider, Lambert/ Oko-Institut (Hg.):“Is the CDM fulfilling its envi-
ronmental objectives? An evaluation of the CDM and options for improve-
ment”, prepared for WWF, Nov. 07

3.2. And the outlook?

Luxembourg does not contribute to combating climate
change, commensurate with its responsibility and its abi-
lity to contribute - and it should. The real Luxembourgish
climate footprint will continue to be business as usual by
the end of 2012, although the target of -28% will have been
formally reached (completely through ,outsourcing®), the
whole thing is in fact a whitewash: whoever attains their
target exclusively through the purchase of credits is merely
engaging in an accounting exercise, not one where physi-
cal emissions are actually reduced. Our actual emissions
remain in the atmosphere, where no one who can remove
them (sinks only sequester them temporarily).

However, since the emission rights are purchased with fake
credits totalling about a third, then even this accounting
offsetting is fake. This means that by 2012 we will have
spent EUR 180 million, and our economic structure would
still be the same - and then what? If all industrial coun-
tries — like us — rely entirely on the purchase of emission

Tllustration: ASTM

reductions rather than on their own reduction efforts, and
ignore their contractual agreement in the Kyoto Protocol,
that acquisitions may only be “supplemental”, and in the
Framework Convention on Climate Change, that develo-
ped countries must provide inputs, then we should not be
surprised if the developing world will conclude no further
contracts with such partners, since the costs of climate
change are already much higher than the benefits from
the sale of the credits. That is our moral and political and
practical failure. And without a follow up agreement to the
Kyoto Protocol, the future for the climate looks bleak.

Dhaka/Bangladesh: economic development in the South means transport generated C02

emissions will rise.
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The loopholes get tighter

Moreover, the question arises how Luxembourg will cope
after 2013 with the EU allowing its members less room for
manoeuvre. The 2008 EU climate and energy package for
the period from 2013-2020, allows annual purchase rights
equivalent to 3% of 2005 national emissions levels for the
non-ETS sector (this includes all sectors outside the heavy
industry covered by the ETS). In addition, each member
country may acquire the emission rights of other EU coun-
tries and can save up unused margins for subsequent years
(those, for example, that use only 2% in 2015 may buy 4%
in 2016). For some member states - including Luxembourg
- that maximum of 3% is actually 4%. Yet this clearly nar-

rows the scope for Luxembourg to shop, as the country has
assumed it would meet its 2012 reduction target of 100%
coverage through acquisitions.

General weaknesses of the CDM

Before we address the possible options, it is necessary to
take a look at the general discussion surrounding the CDM.
It would not make a lot of sense now to simply look for
other projects since all projects are created according to the
same rules. There are two basic problems:

(1) Luxembourg buys far too many rights and has red-
uced far too little at home. Emission rights can only be
purchased to ,supplement, which means that the vast
majority of the reduction must be made domestically. This
is the first and most important change needed.

(2) CDM is not working as it was originally intended. Hard-
ly any of its goals have been achieved with the current set
of rules:

- It makes almost no contributions to sustainable develop-
ment in the project regions.

- It makes a wide arc around the poorest countries.

- It is as good as nothing in the area in which developing
country emissions are increasing at the fastest rate: traffic.
- Its poor self-control mechanisms result in , fake credits®.
- Its contribution to technology transfer is essentially limi-
ted by the fact that the issue of patents is not affected.

CDM: Whoever has the most, gets the most
From a development perspective the very unequal distribu-

tion of CDM projects amongst host countries is most seri-
ous. The table below is based on figures from the UN‘s Hu-



man Development Handbook 2007/08 and the UNFCCC'’s
website. To point out the differences between rich and poor
developing countries vis-a-vis the Clean Development Me-
chanism eight countries were selected in this comparison:
- Qatar is - according to GNP per capita 2005 - the richest
,developing country“ (and fourth richest country in the
world).

- South Korea is the ,developing country“ with the fourth
largest market (after China, India and Brazil), measured in
GNP in §$.

- Bangladesh, Nigeria and Haiti are among the ,least deve-
loped countries“, with Bangladesh the most populous of
the poorest countries in Asia and Nigeria the most popu-
lous of the poorest countries in Africa (and it has oil). Haiti
is the poorest country in Central and South America.

- In addition, China, India and Brazil because they are the

three major CDM host countries.

The table reveals the following: the CDM benefits those who
are ahead, anyway, or, money attracts money. Qatar, the ri-
chest ,developing country*, exports by far the most credits
per capita. Big rich ,developing country“ South Korea sold
by far the most credits per capita (after Qatar) — along with
China it is the big winner in the CDM game. The Korean
projects generate the most credits per project in the world
(apart from Qatar and Nigeria, with their industrial gas).
The Clean Development Mechanism is uninterested in the
world’s poorest countries (unless they are oil and gas rich,
such as Nigeria, as we have seen in Section 2.4).

That this is no coincidence, but a logical consequence of
the high fixed costs and the calculation methods, Honorat
Satoguina demonstrated when he pursued the question as
to why there were so few CDM projects in the energy sector

Table 2: Who has made the most money out of CDM ?

Country HDI Per capita Per capita CDM registered Estimated Share of all | Credits per Credits per
ranking GDP $ C02 emissions projects annual credits project thousand

(2005) (2004) (08.04.09) credits inhabitants
South Korea 26 16443 9,7 25 14734467 5,26% 589379 308
Qatar 35 53125 79,3 1 2499649 0,89% 2499649 3125
Brazil 70 L4262 18 157 20124443 7,18% 128181 108
China 81 1702 3,8 508 158599104 56,61% 312203 121
India 128 710 12 415 34178013 12,20% 82357 30
Bangladesh 140 391 0,3 2 169259 0,06% 84630 1
Haiti 146 500 0,2 0 0 0,00% 0 0
Nigeria 158 700 0,9 2 4123669 L47% 2061835 29
1939 2.k 1559 280153000 100% 179700 Sk

Source: Human Development Report 2007/08 and www.unfccc.int
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No CDM boom in the poorest countries.

in West Africa (Satoguina, 2007). He concludes his exten-
sive book in resignation with the sentence: ,As the studied
countries’ competitiveness is low in that CDM project sec-
tor, it would make sense to investigate CDM opportunities
of non-electricity related project types, such as in LULUCF
sector.“ (i.e. sinks projects).

The CDM has not helped the poorest countries to catch up,
rather it has widened the gap within the group of develo-
ping countries. The CDM has ultimately no contribution to
make to the developmental priority of poverty alleviation.

Illustration: ASTM

How will the CDM be reformed?

At the climate summit in Poznan in December 2008, the
CDM Executive Board, the CDM registry supreme autho-
rity, was mandated to reform (UNFCCC, 2008). One can
only hope that this brings about genuine structural reform.
The CDM Executive Board, however, is constantly under
pressure from many sides.

There is a new global caste of business consultants - project
designers, validators, auditors and monitors play a key role
in the CDM business and bring home the lion‘s share of
the revenues. They argue in particular for a simplification
of the recognition process. The largest among them - Det
Norske Veritas — claims to have validated 50% of the first
1000 registered CDM projects. In November 2008 the CDM
Executive Board suspended DNV’s accreditation because
too many rules had been infringed. Points 28 and 29 of the
reform mandate include clarifying the procedural rules for
such suspensions,... in February 2009 Det Norske Veritas
was again admitted.

The influence of the large banks is huge - especially the US-
dominated World Bank. It may well be the institution with
the strongest influence over the rules of the game, particu-
larly through the introduction of new methodologies. With
the USA joining, for whom emissions trading is a priority,
the Bank’s influence will grow even further. It makes use
of new methodologies primarily for its own interests and
those of its major industrial customers, such as the major
oil and gas companies — clearly illustrated by the example
of gas flaring (see Chapter 2.4 and 2.7).

Joint Implementation projects, in the former Eastern
Bloc industrial countries, outside the EU, are at a much
earlier stage than the CDM, however, the omens are not
good. All the credits Luxembourg has gained from JI pro-
jects are generated by large industrial projects. One gets



the impression that the Russian and Ukrainian oligarchs
are only interested in dividing up the lucrative mannah of
Lhot air“ between themselves, which resulted from the eco-
nomic collapse of the Soviet Union in the 1990s. These JI
projects stabilize the existing fossil(ised) fuel structure and
- like CDM projects — perpetuate a zero-sum game for the
world's climate.

We must therefore not put naive hope in a game whose
rules are in large part influenced by the main instigators of
climate change, who have no interest in a structural change
in our country or around the world. Nevertheless, it would
be wrong, to abandon the playing field in resignation. Cli-
mate change is a reality and we must not be railroaded by
the jargon-spouting experts of the new international , Ky-
oto jet-set ,, with English code words and abbreviations,
who love to meet at climate summits, and allow ourselves
as ,laymen“ to no longer dare to interfere. The climate af-
fects everyone - and we must get involved, even if we do
not know all the ins and outs of Luxembourg’s 2nd Allo-
cation Plan.

The current CDM structure of project-based, company to
company dealings - this also applies to JI - has achieved
little except transfer funds within the industrial and finan-
cial elites of the industrialised and emerging developing
countries (the film, “Geschifte mit heiRer Luft (“Hot air
transactions”) illustrates this with the example of Indian
CDM projects, Uebel / Ugurlu 2009). The invisible hand
of the market takes the money from the left pocket of the
pinstripe suit and puts it back into the right pocket. As long
as the issue of patents is not affected, the CDM often func-
tions as an export subsidy for companies in the north, with
their technologies and products wanting to gain a foothold
in new markets in the south. (Morales, 2008). And the CDM
has an added advantage for the oil and gas companies of
the North: in spite of the cap on emissions through the

Forgive me, Father,
for I must sin,

I just cannot control

Iy EMmissions

It's OK, son.
Just write a cheque to
an aspiring polluter

Kyoto Protocol, the market for the remaining oil reserves
has not gotten any smaller.

New global approaches

Developing countries need our help to forge another de-
velopment trajectory using less fossil energy than we did.
They have the potential to use renewable energies - and the
2 billion people whose main source of energy is biomass
have a ,right to development in the greenhouse“ (EcoE-
quity, 2007), using electricity and energy which is more
convenient for cooking and heating. The Stockholm In-
stitute and EcoEquity have produced in the ,Greenhouse
Development Rights Framework a model that points the
way, in particular in defending the right of the poor of this
world to develop and placing the burden of the fight against
climate change on the global consuming class. The film

Illustration: CSE
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,Para nosotros no queda nada“ (There is nothing left for
us), produced by the Bolivian think-tank, CEDIB, on behalf
of ASTM, documents the example of the energy poverty of
indigenous Bolivians and the urgent energy needs of the
poorest third of humanity (CEDIB, 2009).

Alternative development paths are not achieved by free
market forces alone — the CDM proves this. You need stron-
ger government control. For the Chinese and Indians, it is
not the CDM framework but rather by state intervention,
such as high depreciation rates on the investments, that
has managed to make wind energy a boom industry. The
construction of urban subways and bus systems, and dense
rail networks and bus routes in the country is not feasible
without additional tax funds. Environmental laws should
be adopted and enforced, where the protection of public
health requires it. Such ,programmatic CDM“, not based
on individual projects, but whole sectors or policy areas,
are currently being discussed by the whole panoply of CDM
emission traders to climate scientists and activists. Actors
range from those who differ in nuance over reform to the
CDM to those who completely reject it. (APRODEV 2009,
CAN-E 2009, Environmental Finance 2008, Eurosolar
2009, Greenpeace 2009, IETA 2008, Okereke / Schroeder
2009).
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The Oil Age will be short.
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Approaches of this kind also surface within the current
development policy debate under the title ,budget sup-
port“. ,Programmatic CDM“ or ,budget support might
offer developing countries funds, for instance, to cover
high depreciation rates or a premium for feeding renew-
able energy into the conventional grid. Thus, for example,
the Indian Centre for Science and Environment proposes
a state-subsidised ,wind program“ inspired by the positive
experience with the ,Renewable Energy Law“ in Germany.
In this manner, parts of the public transport infrastructure
costs could also be covered, or environmental laws could
be given the required financial backing and subsidies could
be given to companies for switching to alternative energies.
It is just a matter of helping developing countries with the
initial steps which are not considered worthwhile by private
investors, at first glance.

What to do in Luxembourg?

We have seen that the unbridled use of the Clean Develop-
ment Mechanism, as practiced by Luxembourg is in many
respects counter-productive to the fight against climate
change: it is purely an accounting method for offsetting
our own real emissions against fictitious emissions saved
in the host countries, which is contaminated by ,fake cre-
dits“, it contributes very little to sustainable development
in the project regions, and it reinforces our fossil(ised) fuel
structures. What does this mean for us in Luxembourg?

The Kyoto Fund, which funds the purchase of the rights,
can become a tool with which we in Luxembourg, in line
with our share of responsibility for climate change and our
economic capabilities, help countries of the South adapt
to climate change and adopt less carbon-intensive develop-
ment paths. The universally accepted polluter pays princi-
ple means that we as polluters must pay for the damage. It



may no longer be misused to purchases further pollution
rights. From the Kyoto Fund, we should find resources
for developing countries, firstly, to enable them to better
adapt to the consequences of climate change (this is not
about charity but damage recovery), secondly, to give them
the means to start on a less carbon-intensive development
path — through reformed CDM rules or through budget
support - and thirdly, to fund climate protection measures
in Luxembourg itself.

The fact that, even with the best will in the world, no de-
velopment policy criteria can be attributed to the rights ac-
quired to date is also because the bulk of them come from
funds over which we have hardly any influence.
Luxembourg’s Interministerial Kyoto Committee, which
is responsible for the use of the Kyoto Fund, and inclu-
des officials from the Environment, Development, Econo-
mics and Finance Ministries, has to date given priority to
the acquisition of cheap and secure supplies of emission
rights through recourse to the various funds. This com-
mittee should be reformed, its staff increased and its wor-
kings made more transparent, i.e. we need clear criteria for
purchasing and political control to ensure these criteria are
applied. It cannot be that public money, which by 2020 will
have accumulated to the magnitude of the annual coope-
ration budget, is used for projects in the south of the world
without any developmental criteria.

At the same time, funds which are used for the purchase
of credits may not be counted as Official Development As-
sistance (see Schiltz, 2009, p. 54). There must be greater
coherence between climate and development policy in
the use of resources and a clear separation of the origin of
funds.

But most importantly for us is: we need to do our climate
homework and make real reductions in greenhouse gases
here. We owe it to people in developing countries.

Sources:

- APRODEV (Hg.): Response to the Communication from the European
Commission including Recommendations for the European Council, Feb.
2009, www.aprodev.net

- CAN-E Position Paper: The European Commission “Copenhagen Com-
munication”, Feb. 2009, www.climnet.org

- CEDIB (Hg.): Para nosotros no queda nada, Bolivia 2009 (A film about
energy poverty, made on behalf of ASTM)

- D’Onsan: ,,La dépollution, ca peut rapporter gros“, in: Courrier Interna-
tional, Nr. 935, Oct. 08 (translated from The Wall Street Journal.)

- EcoEquity / Stockholm Institute : The Right to Development in a Cli-
mate Constrained World, Berlin Nov. 2007

- Environmental Finance and Carbon Finance : Kyoto and the carbon
markets, Nov. 08

- Eurosolar (Hg.) : Alternativen zum Emissionshandel gibt es, www.euro-
solar.de, Mar. 2009

- Glover, Julien: Vrai: il est rentable de polluer, Courrier International Nr.
961, 1.4.2009

- Greenkorea: Top 10 Countries with High CO2 Emissions, Korea 2008,
www.greenkorea.org

- Greenpeace (Hg.): Carbon market mechanisms: bridging the gap for cle-
an energy, 2009, www.greenpeace.org

- International Emissions Trading Association (IETA) : Greenhouse Gas
Market 2008, Geneva 2008

- Morales, Evo : Vom Prinzip der Solidaritat, Stellungnahme zum Klima-
wandel anliflich des Klimagipfels zu Poznan, Dec. 2008, www.earthpeop-
les.org

- Okereke, C./Schroeder, H. : How can justice, development and climate
change mitigation be reconciled for developing countries in a post-Kyoto
settlement? In: Climate and development, Oxford 2009

- Satoguina, Honorat: Contribution of the Clean Development Mecha-
nism to Sustainable Energy Production. The energy sector in West African
Economic and Monetary Union, Case study: Benin, Burkina Faso, Niger
and Togo, Verlag Dr. Kovac, Hamburg 2007.

- Schiltz, Jean-Louis: 1 + 1 = 3. Repenser les relations entre le Nord et le
Sud, Luxembourg 2009

- Uebel , Cornelia / Ugurlu, Yiiksel : Geschafte mit heifder Luft - der Handel
mit den Treibhausgasen, Film from programme series: DIE STORY, WDR
20.4.09

- UNFCCC : Decision -/CMP.4 : Further guidance relating to the clean
development mechanism, Poznan 2008
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Environmental activists demonstrate at UN climate change conference in Bali, December 2007.

Tllustration: Thomas Brose / Climate Alliance International



