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When the World Bank gets busy, it usually spells bad news for people and the planet. The UN Climate Change

Conference (COP16) in CancA°n was no exception, with the Bank launching a flurry of new climate-related initiatives.

Chief amongst these was the Partnership for Market Readiness (PMR), a new Fund which encourages the &€cescaling upa€e of
carbon trading in middle-income countries. The aim is to develop carbon offsets &€cebeyond existing CDM.&€+1 This pre-empts
international negotiations on controversial new carbon markets, which made little progress in CancA°n. In launching the

PMR,A itis clear that the World Bank is prepared to push ahead with new carbon markets regardless of the outcome of
multilateral negotiations, using bilateral agreements if necessary, and bankrolling its initiative with a€cefast-starta€- climate
financing. A closer examination of the financial assumptions behind the new Fund reveals that the major costs of the

initiative will have to be met by the countries listed as &€cebeneficiaries, &€+ whilst the Bank and industrialised country donors
retain significant control over how &€cemarket readinessé€e is implemented.

What is the Partnership for Market Readiness?

The a€cePartnership for Market Readinessa€- is the World Bank's newest carbon market fund. It is &€ceaimed at major emergin
economies and middle-income countries interested in exploring new carbon market mechanisms, including sectoral

crediting mechanism[s],a€+ according to the European Commission, which has pledged $5 million towards an anticipated

total of $100 million.2

The largest share of this money will be allocated to creating systems for Monitoring, Reporting and Verifying (MRV)
emissions in order to develop a system of tradeable carbon credits.3 A

Whilst the scale of the new Fund itself is relatively modest, in climate financing terms, promoting &€cemarket readinesséa€. is
strategically important for the Bank (and its financial backers) in attempting to open up new forms of carbon market

beyond the existing CDM in countries which until now have not being obliged to monitor their emissions. This is a slow

path towards blurring the distinction between the industrialised North, historically responsible for global emissions, and

theA South.

These market proposals, including &€cesectoral creditingé€e, have so far proven controversial within UN climate negotiations.4
Competition policy is the main factor driving the expansion of sectoral carbon trading, with several developing countries
concerned that they could be used in &€cejustifying the introduction of trade barriers on particular products or technologiesa€.
and a€ceto bring targets in through the back door.&€+5 Moreover, the &€aescaling upa€. of carbon offsetting through sectoral
programmes (and a reformed CDM) would promote &€cedouble countingéa€., with industrialised countries outsourcing their
responsibilities for reducing greenhouse gas emissions, then claiming a significant proportion of the finances that flow

through such projects as &€ceclimate financing.a€-

What are sectoral carbon markets?

A sectoral carbon market is one that generates carbon allowances in relation to one particular sector of the economy a€*
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whether steel production, cement manufacturing or power generation. Several schemes have been proposed, although
these currently exist almost exclusively as academic models, with the PMR aiming to pilot some of these proposals. As
with other carbon markets, sectoral schemes can be broadly classified as &€cecap and tradea€- or a€ceoffsetting.a€+6

Sectoral cap and trade (or &€cesectoral tradinga€e) proposes to apply a cap (or limit) on greenhouse gas emissions relating to
particular economic activity. Companies covered by the scheme are issued licenses to pollute (&€cecarbon permitsa€e or
a€ceemissions allowancesa€es). They can then choose to cut their emissions, or to buy permits from others that have a surplus (
trade&€e). The cap is supposed to reduce emissions over time. However, setting a limit on pollution can be highly
susceptible to corporate lobbying and favoritism, to such an extent that companies covered by existing cap and trade
schemes have frequently been able to increase their pollution while remaining within the cap. Some sectoral proposals
envisage national-level schemes, but they could also be applied at a global regional or sub-national level.

Sectoral crediting is an offset scheme. It establishes a &€cebaselined€« of emissions within a country, and allows carbon credit:
to be issued if emissions fall below the level of projected greenhouse gas emissions if &€cebusiness-as-usuala€es continued. As
with other offsets, this rests on a story about what &€cewould otherwise have happened,a€- offering polluting companies and
financial consultancies the opportunity to turn stories of an unknowable future into bankable carbon credits. The net
result, as shown by existing offset schemes such as the Clean Development Mechanism (CDM), is that offsetting tends
to increase rather than reduce greenhouse gas emissions, displacing the necessity to act in one location by a theoretical
claim to act differently in another. &€ceSectoral creditingd€e could repeat these fundamental failures on a larger scale: instead of
granting credits on a project-by-project basis, they could be issued for whole sectors of economic activity.

Sectoral crediting schemes are the more likely to emerge in the short term, with a variety of approaches suggested in the
context of UNFCCC negotiations. These are being advanced in the context of discussions on section 1(b)(5) of the Bali
Action Plan, the road map for a new climate agreement signed in 2007, which calls for &€aeVarious approaches, including
opportunities for using markets, to enhance the cost-effectiveness of, and to promote, mitigation actions.&€«7

The European Commission, in particular, has promoted sectoral crediting and trading as stepping stones to the creation
full-blown &€cecap and trade&€- schemes, similar to its own Emissions Trading System. The underlying rationale is threefold.
First, the expansion of such markets helps industrialised countries to avoid responsibility for taking action domestically,
by providing a far larger source of carbon offsets than is currently available. Second, they represent what Henry Derwent,
President of the International Emissions Trading Association (IETA), has referred to as &€cea sectoral overcoming of common
but differentiated responsibilities.4€+8 Proposals for new market mechanisms attempt to chip away at the idea &€" enshrined in
the United Nations Framework Convention on Climate Change &€" that Annex 1 (industrialised) countries bear the burden of
current and historical responsibilities for climate change, and seek to extend further obligations to developing countries.

Third, from the point of view of carbon traders, the scaling up of carbon markets provides greater &€celiquiditya€e. - the capacity
for more trading, and a greater degree of financial speculation, to take place.

The CancA°n Accords ask that new mechanisms be considered for agreement by COP17 in Durban, South Africa in
December 2011. In proposing a fund that pilots new carbon market mechanisms, the World Bank is pre-empting this
political decision, whilst dressing up its intervention as a merely technical exercise. As the European Commission notes,
a€ceSome countries may perceive the [PMR] project as potentially jeopardizing their negotiation positions and the process
under the UNFCCC. However, such risk could be mitigated by focusing on the technical discussions and on-the-ground
capacity building.4€-9

This is by no means the first time the Bank has made such a move. At the UN Climate Change Conference in Bali in
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December 2007 (COP13), the World Bank launched its Forest Carbon Partnership Facility (FCPF), a &€cemarket readinessa€e
initiative for Reducing Emissions from Deforestation and Degradation (REDD). As Benoit Bosquet, the Bank official who

led the development of the facility, put it at the time, &€aeThe facility's ultimate goal is to jump-start a forest carbon market.a€«
This despite the lack of any UN agreement on REDD carbon markets.10

Moreover, the Bank clearly intends to pursue the creation of new carbon market mechanisms irrespective of UNFCCC
negotiations. As the European Commission points out, &€ceRegardless if the final decision on the establishment of new
carbon market mechanisms will the taken under auspices of the UNFCCC or via bilateral or multilateral agreements, the
demonstration actions like the PMR will improve understanding on the options for practical implementation of new and
scaled-up carbon market mechanismsé€ (emphasis added).11

Ultimately, this forms part of the broader expansion of the carbon market into new sectors and territories, with the World
Bank leading the charge. When the World Bank launched its first Prototype Carbon Fund in 1999, it was presented as a
short-term catalyst to jump start the international carbon market. The World Bank's portfolio has since grown to over $2.5
billion, distributed across 12 different funds.12 The PMR will be the Bank's 13th fund when it becomes operational in
early 2011.

Where is the money coming from? And where does it go?

The Partnership has so far received pledges of more than $20 million from Australia (A$10m), &,-5 million from the
European Commission, $5 million from the US and $5 million from Norway.13 Germany, Japan and the UK have also
announced their intention to support the initiative financially, whilst Sweden and Spain are considering support for the
Fund.14

The clear majority of this money a€“ most likely all of it 4€“ would come from a€cefast start financing,a€- the package of climate
measures announced as part of the 2009 Copenhagen Accord.15

A closer analysis shows that the most significant source of money for the new mechanisms proposed by the Fund will
come from the countries that are supposed to be its beneficiaries.

As the European Commission explains, each a€cebeneficiary countrya€e will initially be allocated $200,000 to identify relevant
sectors for the scheme, with an average of $5 million subsequently spent on &€ceprogram implementationa€es in each
participating country. $3million will be dedicated to establishing systems for data collection, monitoring and reporting.16

In this regard, the programme closely follows the format adopted in the development of &€ceREDD-readinessa<€e initiatives, such
as the World Bank Forest Carbon Partnership Facility.

AAA

However, as the European Commission points out, &€aeUS$5 million is not sufficient to bring PMR program to do piloting.

The beneficiary countries will be required to allocate human and financial resources to perform all above mentioned
tasks.a€-17

The scale of this shortfall can be seen when the PMR figures are compared with estimates that appear in a 2009 study
commissioned by the UK Office of Climate Change Global Carbon Trading Project.18 The comparison is especially
noteworthy, because it was conducted by Ecofys, a consultancy which is one of the main advisers to the World Bank and
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OECD on a€cemarket readiness.a€+19

Ecofys estimates that the costs of &€cecapacity buildinga€e for sectoral CDM in Chile a€* which is likely to be a PMR participant
would be over $14 million dollars (rising to $25 million if sectoral targets were adopted).20 In other words, Chile would
contribute two-thirds of the overall costs of developing a scheme from which it is supposed to be a &€cebeneficiary.a€.

In the case of China, Ecofys estimates that capacity building for &€cesectoral CDM&€ would cost $26 million, rising to $57 millio
for the implementation of sectoral targets and $130 million for a scheme linked to national targets.21

Which countries will participate?

A full listing of other participating countries has not yet been confirmed, although the European Commission expects that
the PMR will engage between 10 and 15 countries, with six to eight of these &€cetesting of new carbon market mechanisms
such as sectoral crediting, and developing domestic market instruments such as emissions trading schemes.a€+22

China is already confirmed as a participant, with Xie Zhenhua, Vice Chair of the National Development and Reform
Commission, speaking at the Partnership's CancA°n launch event.23

In addition, the World Bank's initial press release highlights Chile, Indonesia and Mexico as countries that a€ceare exploring
the use of carbon market instruments and emissions trading mechanisms.a€+24 The European Commission reports having
a€celnformal consultations with interested developing countries, including South Africa, Mexico, Colombia, Indonesia, India,
Thailand and China&€e concerning the Partnership and the use of new market mechanisms.25

A

Who controls the money? How will the work be implemented?

The Fund will be run by a Partnership Committee (PC), with &€cebalanced representation from both donor countries and
beneficiary countries.a€+26 The EU reports that &€aeany decisions with respect to funding will be taken collectively by entire PC
giving the donor countries the ability to block proposals or withhold funds.27 Moreover, the initial assessment of needs

and strategies &€cewill primarily be led through World Bank country offices.&€+28 A small secretariat will be established within
the Bank in 2011 to administer the new Fund.29

The existing experience of World Bank financing is that donor countries retain a significant degree of control, which has
made its involvement in climate financing a matter of considerable controversy within international negotiations.30

How long will the Fund be operational?

Each project is expected to last between three and five years. The initial $100 million sought to make the Fund operation
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is also expected to be spent over a timescale of up to five years. However, &€ceThe Partnership itself does not have a sunset
clause and will continue to provide support as long as there is demand from countries for market readiness capacity
building and piloting.4€31

The World Bank's official strategy is to pilot novel approaches to create and trade carbon: the PMR is consistent with
these goals. The flip side of this strategy is that the Bank is then supposed to relinquish its role as a carbon offset buyer,
but this has not happened.32 In fact, its involvement has continued to grow, mostly through the purchase of
controversially issued carbon credits relating to the refrigerant gas HFC23. As of May 2010, the Bank's portfolio had
grown to almost $2.5 billion in carbon-related projects managed by the bank, with a further $1.8 billion carbon credits that
it had agreed to purchase.33

What is &€cemarket readiness&a€s anyway?

a€ceMarket readinessa€- is a relatively new piece of climate jargon. The term has emerged alongside a new rhetoric about
a€ocescaled-up mitigation programmesé€., and is seen as more politically palatable than talking directly about &€cesectoral carbo
marketsé€e, which are perceived as an instrument of industrialised countries' competitiveness policies.34

The difference is not simply rhetorical, though. Having failed to win political support for the sectoral carbon markets,
a€cemarket readinessa€. represents a diversification of the approach to expanding carbon markets. As the European
Commission sees it, &€cefor some developing countries ... [a] domestic ETS is too ambitious and a transitional instrument,
such as sectoral carbon market mechanisms, is needed.&€+35 Yet such proposals are frequently obscure, existing only in

the imagination of academics, think tanks and lobbyists. &€ceMarket readinessa€ proposals aim to make them a reality. The
World Bank euphemistically calls this a€celearning by doinga€s, although it might more accurately be called an attempt to alter
the facts on the ground. By altering climate policies and institutions so that carbon markets increasingly play a central

role, these markets can then be presented as a fait accompli irrespective of their poor record in actually reducing

greenhouse gas emissions.

More concretely, market readiness is conceived of as having three main strands: technical, institutional and policy

readiness. Measures funded involves an assessment of what sectors to include in the system, including the availability or
otherwise of data for calculating a &€aebaselinea€- of existing emissions; the creation of a system ofA measurement, reporting
and verification (MRV); and the establishment of a carbon credit registry and transaction log &€“ which are basic instruments

in any carbon accountancy system.36 The fund will also pave the way for legal changes, including the drafting of new

laws and regulations required to implement carbon markets.

It is worth noting that the majority of market readiness funding will be geared to setting up MRV systems, which is likely

to mean that the majority of the money is delivered to international consultants. The counting of carbon is complex and,

even in situations where high quality data is available, it tends to lack sufficient accuracy for &€cereductionsa€s to be sufficiently
verified as such.37 The development of baselines often relies on methodologies created by business lobbyists 4€“ most
notably, the World Business Council on Sustainable Development.38 This clearly risks blurring the boundary between
regulators and regulated, reinforcing an information inequality that could see polluters over-claim &€oereductionsa€e without
needing to alter their practice on the ground.

Ultimately, these methodological failures form a component of the broader problems with the approach adopted by the
PMR, which is designed to expand a carbon trading system that has proven to be environmentally ineffective and socially
unjust.
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