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Summary 

 

• Despite the global economy beginning to recover and greenhouse gas emissions rising 
to a record amount (30.6 gigatonnes of CO2), the world’s carbon trade went into a 
structural decline in 2010. 

• Global volume of all carbon traded in the markets fell by 9% to 6.9 billion tonnes of 
CO2e in 2010, and the value of transactions settled to $141.8 billion (down 1% from 
2009). 

• Carbon trade suffered from uncertainties over the post-2012 Kyoto agreement, slow 
progress in the UNFCCC negotiation process, and the lack of full REDD+ operational 
details. 

• Incomplete carbon market architecture delayed national and sub-national cap-and-
trade schemes in a number of countries and inhibited the full leverage of forestry and 
forest industry on carbon markets. 

• The EU-ETS was the leading carbon market, under which also pulp and paper 
industries will compete after 2012, and it grew by 1.1% from 2009 levels to $119.8 
billion in 2010 (84% of global trade), but other sub-national compliance schemes 
diminished in size. 

• The voluntary carbon market (VCM), the main growth segment for forest carbon 
projects, reached a record transaction volume of 132 million tonnes of CO2e (34% 
higher than 2009), valued at $424 million. 

• REDD credits were claimed to hold a 29% share of credits for transactions in the 
VCM in 2010, and the outlook is positive for a wider inclusion of forest-based 
emission reductions which are coveted by corporate compliance buyers. 

• Forest carbon markets highlighted 13 new CDM afforestation / reforestation projects 
(A/R) for the 12 months to June 2011 (73,000 hectares aiming at mitigating 654,000 
tonnes of CO2e, and the first transactions of REDD+ forest conservation project 
credits (1.45 million Verified Carbon Units). 

• Without a legally-binding successor agreement the Kyoto Protocol, which expires in 
2012, or an alternative trading mechanism, the regulatory carbon market will be 
temporarily disrupted, and the composition of globally inter-connected carbon markets 
will be further delayed.  

• REDD+ negotiations focus on details of monitoring, verification and reporting 
(MRV), financing modalities, and definitions of reference emission levels from 
forestry, but also local implementation safeguards, agriculture and food security are 
part of the debate.    

• The European pulp and paper industry faces competitive auctions of European Union 
Allowances and binding emission benchmarks against reference emission levels when 
EU-ETS enters Phase III, starting 2013.  

• Japan’s Fukushima accident put a halt to nuclear energy development in many 
industrialized countries, and Germany’s decision to close its nuclear plants by 2022 



and burn more fossil fuels is key driver for the demand and prices of EU Allowances 
during the Phase III of EU-ETS (2013-2020). 
 

1. Introduction  

 
This chapter focuses on carbon markets and, in particular, their relevance or impact for 
forestry and forest products markets. The preceding chapters in 2008-2009 and 2009-2010 
FPAMRs explained the different carbon trading schemes, trading platforms and the political 
processes that drive the market. The current chapter discusses the most important regional 
market developments, national carbon market start-ups, and tracks the progress in forest 
carbon project development over the 12 months to May 2011.  
 
Reviewing last year’s (2010) market data proved more challenging than before because there 
were discrepancies between the three main sources, namely the World Bank, Ecosystem 
Marketplace and Point Carbon by Thomson Reuters. Continuity of sources and their seamless 
integration has been maintained to the extent possible.  
 
For the benefit of readers who might be less familiar with carbon markets, there follows a 
short re-visit to the carbon market segments and their relevance for the forestry sector. It is 
hoped this will help with understanding market details, and present realistic expectations 
about forestry’s immediate contributions in carbon markets.  
 
There is not a single world-wide carbon market, and there will not be one for a long time. 
There is a loose network of regional, national and sub-national carbon schemes that operate 
under different rules, the VCM representing the most international and fluid one among them. 
The demand for carbon is partly voluntary, stems partly from the necessity to comply with 
rules and regulatory caps, and is often mandated by a government’s climate change policy. 
The attraction of a particular carbon market to the forest sector depends on the methodology, 
eligibility and functionality it applies. Practically all the major carbon schemes differ in those 
criteria, so the assessment of their impacts on forestry and industry is not a brief story. The 
following paragraph tries to bring clarity on the most prominent carbon schemes that offer a 
role for the forest sector in the UNECE region. 
 
1.2  Where does forest sector stand in carbon markets? 

 
It looks increasingly likely that the Kyoto Protocol (KP) will expire in 2012 without an 
immediate successor or replacement agreement. Its two project-based flexible mechanisms, 
i.e. Clean Development Mechanism (CDM) and Joint Implementation (JI), have resulted in a 
limited mitigation activity in forestry and the forest industry. The only eligible forest activities 
in CDM are afforestation and reforestation (A/R), which still represent just 0.5% of CDM 
projects. 
 
KP’s fate is important to both forestry and the entire climate change architecture. Without a 
successor agreement, a “regulatory gap” may come into effect after 2012. This will interrupt 
the trade in Kyoto Protocol offsets unless there are alternative markets which accept the offset 
credits generated under the CDM (Certified Emission Reductions, CERs), or the JI (Emission 
Reduction Units, ERUs) created since 2008. Some countries, like Japan, have started to 
prepare for that situation with alternative “domestic offset” (DO) schemes, or look for 
bilateral tracks. The European Commission views JI as a temporary mechanism serving only 
until most economic sectors are brought within its Emission Trading System (EU-ETS).  



 
The European pulp and paper industry has been a member of the EU-ETS since 2005, but no 
binding emission benchmarks have been imposed yet. This will change, as the Confederation 
of European Paper Industries (CEPI) has prepared EU industry-wide benchmarks to set the 
levels of emission allowances by product group. These will be enrolled into EU-ETS in its 
Phase III, starting 2013. Potentially, life could become harder for the industry: if pulp and 
paper mills emit above the benchmark, they will need to buy European Union Allowances 
(EUAs) from the carbon market for compliance. In addition, the EUAs will not be allocated 
for free anymore; they will be gradually moved into auctions. This places the pulp and paper 
industry into direct competition for EUAs with the power, steel and cement industries. 
 
REDD supports actions that lead to Reduced Emissions from Deforestation and Forest 
Degradation. REDD+ accepts a wider range of forest activities as also forest conservation, 
forest carbon stock enhancement and sustainable management of forests are eligible. Selling 
forest carbon offset credits from developing countries to developed economies is based on a 
much criticized approach to lower emissions in countries with a low Human Development 
Index (HDI), de facto on behalf of the more advanced countries where the climate burden per 
capita is much higher. In that sense trading carbon offset credits may limit options to diversify 
local forest industry clusters in the developing countries, and postpone low-carbon shifts at 

source in the advanced economies. Much depends on what value is placed on the 
environmental service of sequestering and storing carbon in forests. Forest carbon frequently 
secures some of the lowest prices among different offset classes. This helps pulling flocks of 
corporate buyers who see green forest carbon adding value to their broader CSR (Corporate 
Social Responsibility) strategies at affordable cost.  
 
There is no firm decision yet on whether REDD or REDD+ credits will ever be allowed for 
large-scale trading, or if they should be credited through funds on national accounts or to sub-
national bodies instead. Nevertheless, there is a growing trade in REDD credits inside the 
VCM, where they accounted for 29% of all transactions in 2010 (according to Ecosystem 
Marketplace). Reasons behind this expansion are that Verified Carbon Standard (VCS) 
approved new REDD methodologies in 2010, and the Climate Action Reserve (CAR) of 
California established ties to promote REDD+ in Mexico. The private sector expects their 
investments in REDD+ to provide profit through emission trading. This potential will be 
larger in the future, if REDD+ is recognized within compliance markets. 
 
Voluntary carbon markets have been more positive on forestry and industry because their 
coverage of activities is the widest; not only A/R, and REDD+ activities but also Improved 
Forest Management (IFM), and carbon stocks associated with Harvested Wood Products 
(HWP). The latter is important for extending the benefits from carbon trade to forest products, 
industry and trade, and is currently on the agenda of Kyoto Protocol (KP) negotiations. 
Trading volume in the VCM is growing fast but still plays only a minor role in the entire 
carbon business (0.3% of value in 2010).  
 
Some emerging national and sub-national carbon markets will embrace forestry in a big way. 
California’s cap-and-trade scheme, probably starting in 2013, would become the second 
largest carbon market in the world, allowing heavy industries and power companies to buy 
offsets from projects in forestry, including a proposed quota of 75 million REDD credits. 
 
2.  Market outlook 

2.1  Total carbon market size 



 
The overall value of the global carbon market in 2010 fell for the first time by $1.3 billion to 
$141.8 billion (1% below 2009). Tonnes declined by 9% to 6.9 billion tonnes (Table 1). The 
drop was mostly due to a declined activity in the primary CDM market and in the Assigned 
Amount Unit (AAU) market. In the USA trade was also hit by the member states’ flee from 
the Regional Greenhouse Gas Initiative (RGGI), and the closure of the Chicago Climate 
Exchange (CCX). There were economic and political setbacks, as well as carbon framework 
obstacles behind the bearish trading. Fundamentally the market was suffering from 
uncertainties surrounding the post-2012 Kyoto agreement and from the stalling of the federal 
climate bill in the USA. The climate change architecture ran into political impediments also 
elsewhere, what took steam out of the world carbon trade despite the global economy 
beginning to recover and GHG emissions rising to a record amount (30.6 gigatonnes of CO2) 
in 2010.  
 
2.2 Regulatory carbon markets 

 
The EU Emissions Trading System (EU-ETS) 
 
Despite the decline in total market value the EU-ETS proved to be vigorous and grew by 
1.1% from 2009 to reach $119.8 billion. Trade in EUAs accounted for 84% of global carbon 
market value. The European Union has so far been determined to keep forestry projects out of 
ETS, but political pressure has amounted to allow the use of so-called link directive (which 
means “importing” CDM forest offset credits from A/R activities into ETS), when it moves 
into Phase 3 (in 2013).  
 
Clean Development Mechanism (CDM)  
 
Clean Development Market (CDM) announced having reached a milestone of 3,000 projects 
approved in the spring of 2011. The secondary CDM market, where the certificates are bought 
through a third party, grew in value by 4.6% from 2009. The primary CDM market performed 
quite poorly and fell to its lowest value ($1.5 billion) since its introduction in 2005.  
 
The perennial criticism on the CDM Executive Board has been that the approval process is 
too slow. Progress was made in removing bottlenecks in 2010 and the project stream was 
invigorated. For example, standardized methodologies are now on offer to streamline project 
formulation. Also, inhibitive institutional and forest definition matters in participating 
countries seem now better resolved. The end of the Kyoto Protocol’s first commitment period 
in 2012 puts additional pressure to project developers who wish to get their projects registered 
before the deadline. Some projects have been moved from the CDM stream into VCM, in 
anticipation of discontinuity after the closure of the first commitment period of KP. 
 
Many improvements and easing of rules have resulted in the CDM A/R project pipeline 
looking much more promising. There are more than 70 projects at various degrees of 
readiness with a combined potential to yield future emission reductions in the magnitude of 5 
million tonnes of CO2 per year.  
 
Joint Implementation (JI) 
 
Joint Implementation (JI) is a Kyoto Protocol flexible mechanism for conducting emission 
reduction projects leading to quantifiable emission reductions. JI projects generate Emission 



Reduction Units (ERUs) for trade, which are limited to transfers from one Annex B country to 
another. (Annex B refers to the emissions-capped industrialized countries and economies and 
countries in transition, as listed in the Kyoto Protocol.)  
 
The JI market suffered the same uncertainties as CDM and the value of trade of ERUs scored 
a moderate growth to $675 million in 2010. No new forest projects have been developed in 
afforestation / reforestation under JI since the first-of-its-kind in Romania. Notably, there are 
four on-going wood-waste to energy and biomass utilization JI projects on the Russian 
Federation’s pulp and paper mills. There are also several biomass retrofit and cogeneration 
projects in a number of Eastern European countries, including a project to use sawdust for 
replacing fossil fuels in district heating systems of five cities in Romania.  
 
Other compliance markets 

 
Assigned Amount is the total volume of greenhouse gases that each one of the 39 Annex B 
countries of the Kyoto Protocol is allowed to emit during the first commitment period of 
Kyoto Protocol. AAUs are Assigned Amount Units, defining a tradable unit of one tonne of 
CO2e of Assigned Amounts.  
  
More AAU sellers from the CIS and Eastern Europe entered the market in 2010, but the 
supply was more fragmented and trade declined in total volume and value by more than a half 
after peaking in 2009. Large transactions by the Czech Republic and Ukraine had pushed a 
record level of AAUs into trade in 2009.  
 
Countries have adopted varied approaches to dealing with their AAUs. For example Latvia, 
which was one of the front-runners of the Green Investment Schemes (GIS), has effectively 
stopped offering AAUs for sale owing to the currently low prices. GIS entails that the 
proceeds from AAU sales are used primarily for the financing of energy efficiency measures 
in the building sector. Estonia, the Czech Republic, and Poland, on the other hand, have 
actively sought to sell their AAUs, mainly to Japanese private firms. It is noteworthy that 
Russia, potentially the largest seller of AAUs has suffered from impediments in the regulatory 
frameworks and is absent from the market. 
 
2.3 Voluntary carbon markets 

 

The voluntary market hub of the greenhouse gases trade has remained small but innovative 
for a long time. Many of the mechanisms implemented in the regulatory / compliance markets 
were first developed for the voluntary carbon buyers, including avoided deforestation 
projects. In addition it is practically global in its scope, yet affordable to buyers as forest 
carbon prices per tonne tend to stay lower than in most other mitigation activities. 
 
VCM continued to grow in 2010 - after a drop in transactions in 2009 - and reached a record 
132 million tonnes of CO2e (34% more than the previous year), valued at $424 million. This 
was a result of growing interest to embed carbon offsetting into corporate social responsibility 
(CSR) – particularly investing in projects to avoid deforestation. Forestry projects have been 
prominent because big corporate buyers such as blue chip companies have been keen to 
venture early into forest carbon. Better adoption of recognized carbon standards and multiple 
social and biodiversity co-benefits have increased the allure of forest carbon in the eyes of 
corporate off-setters, relative to other mitigation actions.   
 



VCM transactions are made over-the-counter (OTC) and in greenhouse gas exchanges. North 
America generated 35% of transacted OTC volume in 2010. OTC market grew particularly in 
Latin America where transaction volumes more than doubled from 2009, mostly from new 
REDD projects. REDD generated 29% of all OTC credits (38 million tonnes of CO2), 
followed by landfill methane and wind. Much of this growth was enabled by new REDD 
methodologies approved by the Verified Carbon Standard (Ecosystem Marketplace, 2011).  
 
One of the traditional voluntary cap-and-trade schemes was discontinued when trading in the 
Chicago Climate Exchange (CCX) ended on 31 December 2010. Trading in other exchanges 
like Chicago Climate Futures Exchange (CCFE), Carbon Trade Exchange (CTX) and China 
Beijing Environmental Exchange (CBEEX) was relatively small.  
 
Table 1 Carbon Markets 2009-2010: Key Figures 

 
Market segment 2009   2010   

 

Volume 
million 
tonnes 
CO2e 

Value 
million $ 

Volume 
million 
tonnes 
CO2e 

Value 
million $ 

Project-based subtotal: 179 3228 153 2175 

Primary CDM 135 2700 94 1500 

JI 44 528 59 675 

Voluntary markets subtotal: 98 416 132 424 

OTC 55 354 128 414 

CCX(1 41 50 2 0.2 

Other Exchanges 2 12 2 10 

Secondary CDM 889 17500 1005 18300 

Allowances markets subtotal: 6452 121997 5641 120905 

EU-ETS 5510 118500 5529 119800 

NSW(2 34 117 n.a n.a 

RGGI(3 768 1890 45 436 

AAUs market 135 1429 63 613 

Alberta's SGER(4 5 61 4 56 

Total carbon markets 7618 143141 6931 141804 

Main source: The World Bank (a) 2011: State and Trends of the Carbon Markets 2010 
Data adjusted with: Ecosystem Marketplace and New Carbon Finance: Back to the Future: State of the 
Voluntary Carbon Markets 2011, and Thomson Reuters Point Carbon’s Carbon Market Monitor: A Review of 
2010.  
(1 Chicago Climate Exchange (the USA, a voluntary cap-and-trade scheme closed 31.12.2010): tradable unit 
Carbon Finance Instrument CFI 
(2 New South Wales (Australia) 
(3 Regional Greenhouse Gas Initiative (10 states in the USA): tradable unit Regional Gas Allowance RGA  
(4 Specified Gas Emitters Regulation of Alberta Province of Canada 

 
2.4  Forest carbon markets 

2.4.1 Forest carbon in CDM  

 
Foresters acknowledge the relevance of afforestation / reforestation (A/R) in mitigating the 
adverse impacts of, and adapting to, climate change. In reality the A/R sector remains 
underdeveloped in carbon trade and is not commensurate with its perceived potential. 
Inhibiting factors lie in both in demand and supply sides. As long as the EU-ETS keeps A/R 
and REDD+ out of its scope, the largest part of the global major carbon market is closed to 
forestry. In the supply side the A/R project developers struggle to apply robust greenhouse 



gas accounting methodologies effectively. Local capacities have remained weak to comply 
with all the rules and procedures, and related communications with the CDM Executive 
Board. Streamlining of rules and procedures has been achieved of lately, and the number of 
approved CDM A/R methodologies has moved up both for small and large A/R projects. 
Developers have been able to replicate and scale up their A/R projects. (The World Bank (b), 
2011)     
 
Listed in Table 2 are the CDM afforestation / reforestation projects developed or registered 
the publication of 2009-2010 FPAMR. There have been 13 additions, bringing their total 
number to 28 since 2006. The project scope shows diversification both in terms of countries 
and types of A/R activities. The first conclusion is that South America has succeeded in 
attracting a number of project developers since late 2009. The other salient feature is that 
private sector involvement in projects has become more prominent. Some projects are named 
after their developers and partners (Posco, AES, Argos). Forest planting for industrial or 
commercial purposes has been the key activity in several new projects. The third point to note 
is that Canada and some other countries have partnered as “project participants” because they 
support the World Bank BioCarbon Fund (BioCF, see later). This indicates their interest in 
eventually buying the credits from those projects.  
 
Areas are small on average (totalling 73,000 hectares in the 13 new projects), and developers 
take advantage of the standardized A/R methodologies to facilitate project formulation. A 
total of 654,000 tonnes of CO2e will be mitigated by the projects, if they manage to get 
registered, verified and finally issue their credits. 

 
Table 2 CDM forestry projects registered since July 2010 

Title and year registered Host Parties  Other Parties  
Area 

 (ha) 
Reduction 

tonnes CO2e 

Reforestation as Renewable Source of Wood Supplies for Industrial 
Use in Brazil (2010) 

Brazil Netherlands 11711 75783 

Reforestation on Degraded Lands in Northwest Guangxi (2010) China Spain 8761 87308 

'Posco Uruguay' afforestation on degraded extensive grazing land 
(2010) 

Uruguay - 820 21957 

AES Tietê Afforestation/Reforestation Project in the State of São 
Paulo, Brazil (2011) 

Brazil Canada 13939 157635 

Argos CO2 Offset Project, through reforestation activities for 
commercial use * 

Colombia UK 2754 36930 

Reforestation of grazing Lands in Santo Domingo, Argentina (2011) Argentina Switzerland 2292 66038 

Ibi Batéké degraded savannah afforestation project for fuelwood 
production (2011) 

Dem. Rep. of 
Congo 

- 4227 54511 

Himachal Pradesh Reforestation Project – Improving Livelihoods 
and Watersheds * 

India Spain 4003 41400 

Improving Rural Livelihoods Through Carbon Sequestration by 
Adopting Environment Friendly Technology based Agroforestry 
Practices ** 

India Canada 1608 4896 

Kachung Forest Project: Afforestation on Degraded Lands ** Uganda - 2099 24702 

Southern Nicaragua CDM Reforestation Project Nicaragua Canada 813 7915 

Forestry Project in Strategic Ecological Areas of the Colombian 
Caribbean Savannas ** 

Colombia - 18600 66652 

Aberdare Range/ Mt. Kenya Small Scale Reforestation Initiative 
Kamae-Kipipiri Small Scale A/R Project ** 

Kenya Canada 1649 8542 

Note: Estimated emission reductions in metric tonnes of CO2 equivalent per annum as stated by the project participants 

* Review Requested 

**Requesting Registration 



Source: UNFCCC, 2011. 

 

2.4.2 Forest carbon in VCM  
 
In Table 2 follows a listing of new VCM forestry projects which have issued VCUs (Verified 
Carbon Units), or are at minimum registered, by June 2011.  
 

Table 2 VCM forestry projects 

Project Title 
Country 

Project proponent  
Area 

(ha) 

Estimated 

VCUs 

Darkwoods Forest Carbon Project Canada 
Nature Conservancy 
of Canada 

 
 

54792 124847 

Promoting Sustainable Development through Natural Rubber Tree 
Plantations Guatemala 

Pica de Hule 
Natural, S.A. 

 
2366 46434 

Protection of a Tasmanian Native Forest (Project 3: Peter Downie) Australia Peter Downie 7666 55549 

Protection of a Tasmanian Native Forest (Project 1: REDD Forests 
Pilot * Australia Multiple proponents 

 
n.a. 4956 

Restoration of degraded areas and reforestation in Cáceres and 
Cravo Norte * Colombia Asorpar Ltd. 

 
10870 80000 

The Kasigau Corridor REDD Project - Phase II The Community 
Ranches Kenya Wildlife Works Inc. 

 
200000 1614959 

The Kasigau Corridor REDD Project – Phase I Rukinga Sanctuary Kenya Wildlife Works Inc. n.a. 251432 

* Registered 

Source: VCS Project Database 

 
Great expectations have been raised on the nascent REDD+ market. While REDD+ is by 
definition a sub-national or national venture, its initial training ground is in project work. The 
first REDD+ forest conservation credits have been certified and issued by the Kasigau 
Corridor project in Kenya (see Table 2). The project issued its first 1.45 million VCUs to the 
VCM in early 2011; the buyer was a South African bank. The project preserves 200,000 
hectares of threatened forest and savannah land, and was validated by the Climate, 
Community and Biodiversity Alliance (CCBA) for land-use and local livelihoods benefits. A 
combination of VCS and CCB standards has proven popular among forest carbon projects. It 
remains to be seen how widely REDD+ credits will be enrolled under a market mechanism, as 
currently the fund-based structure is considered more appropriate. 
 
There are around 60 CCB forestry projects in various stages of readiness, according to the 
CCB Projects website. The projects have been, or are currently, being audited under the 
Climate, Community & Biodiversity Standards by independent third party certifiers. Most 
projects are outside the UNECE region (Latin America, Africa), but there are six projects in 
the USA, two in Canada, and one each in the United Kingdom and Switzerland. 
 
Carbon Fix has a pipeline of nine forestry projects, but only one of them is in UNECE area 
(Afforestation with Hazelnut Plantations in Western Georgia). Plan Vivo (PV) is an Offset 
Project Method for small scale LULUCF projects with a focus on promoting sustainable 
development and improving rural livelihoods and ecosystems. Plan Vivo currently has three 
projects (outside UNECE region) and a few more are currently being reviewed. 
 
2.4.3 Forest carbon market fund created by the World Bank  
 



Facilitating the nascent forest carbon trade is an important catalyst to demonstrate that the 
system can work. BioCarbon Fund (BioCF) is the World Bank’s public-private initiative 
mobilizing resources for pioneering projects that sequester or conserve carbon in forest and 
agro-ecosystems. Since 2004, six public entities and 12 private companies have invested 
$91.9 million in BioCF. 80% of these funds are used to CDM A/R projects applying different 
carbon sequestration technologies, including assisted natural regeneration, forest restoration, 
community reforestation, agro-forestry and silvo-pastoral systems. (The World Bank (b), 
2011)     
 
As of May 2011, the BioCF had contracted 8.6 million Emission Reductions (ER) from 21 
A/R CDM projects from 16 countries. These projects are all on degraded lands with half for 
environmental restoration purposes, 25% for fuelwood and 21% for timber production. Nine 
BioCF projects have been registered under the CDM. Registered projects are preparing for 
verification, which is the final step before issuing ERs into the carbon market. Projects 
receive carbon payments through ERPA (Emission Reduction Purchase Agreement) 
provisions. The deals are made between a project entity and the BioCF. (The World Bank (b), 
2011)     
 
2.5 Carbon prices 
 
Higher economic activity tends to increase emissions and, if a binding regulatory cap is set, 
the demand for emission permits (allowances) and offset credits. The price of carbon is the 
amount a polluter pays for the right to emit one metric tonne of CO2, or equivalent amount of 
other greenhouse gases. The higher the price of carbon, the stronger the demand for cost-
efficient carbon credits can turn.  
 
Forestry and industry are both sources of emissions, and offer means to mitigate them. 
Depending on the type of forestry or industry activity that generates the mitigation service 
(carbon credits), its impact can be both positive and negative to the various actors in the 
forestry sector.  
 
The prices of CERs (Certified Emission Reductions of CDM) and EUAs (European Union 
Allowances of EU-ETS) reacted both to real economic fundamentals and to one 
unprecedented catastrophe in 2010-2011. Price trend was as usual a rollercoaster, but with 
overall on a higher level than in 2009, i.e. EUAs maintained between $14 and $17 per tonne 
and CERs in $11-14 per tonne as in the 2009-2010 FPAMR. The spread between the two 
carbon commodities has grown wider since late-2010, when CERs took a longer slide than 
EUAs. One full week of trading was lost during the clean-up of security holes in national 
carbon registries (this explains the blank period in the price graph below). 
 
The Fukushima incident resulted in higher emission expectations and higher demand for 
carbon credits, hence prices shot 10% upwards in just three days after the earthquake and 
tsunami. Prices reached a higher plateau and were sustained, for instance, by Germany’s 
decision of 30 May, 2011 to exit from nuclear power by 2022 (The Daily Star, 30 May 2011).  
 
Soon after that decision, however, prices went into a steep (20%) decline in mid-June. 
Confidence faltered on the EU’s political will to eradicate the oversupply of allowances after 
2012. Instability was added by the decision of Greece to sell urgently a large batch of EUAs 
at low price. Some speculators dumped EUAs to exit the market. This panic in the market was 
slightly surprising against the increasing energy demand scenarios presented at the time.    



 

Figure 1 Carbon prices, 2010-2011 

 
Note: Fraud and thefts of credits from national registries led to a temporary close of trading 27 Jan. - 4 Feb. 2011 

 

 
By comparison forestry offsets have fetched lower prices in the VCM. Improved Forest 
Management (IFM) projects were valued on average at $6/tonne of CO2e (OTC transactions 
in 2010). Afforestation and Reforestation (AR) offsets were traded at $9/tonne of CO2e. 
Avoided deforestation, which will be the main REDD+ project type, was priced at $5/tonne of 
CO2e. (Ecosystem Marketplace, 2011) 
 
The persistently low prices for forest carbon have raised concerns that if REDD+ and the 
VCM activities are allowed to float a large amount of forest offsets to the market, the prices 
of emission reductions would collapse. This would attract buyers to concentrate on forest 
carbon offsets and leave other mitigation actions on a second tier. That could potentially 
inhibit impetus behind the clean technology development, which is equally necessary for 
moving into low-carbon economy.   
 
 
3.  Policy discussion 

3.1 Progress made in climate change negotiations 2010 – 2011 

3.1.1 Forestry: a first-tier issue in COP-16 and COP-17 

 

Reaching an all-encompassing climate change agreement is a daunting task. Confidence in the 
UNFCCC negotiation process was weakened at COP-15 in Copenhagen, and then partly 
restored during COP-16 in Cancún.  
 
Negotiations in Cancún focused on key issues including mitigation, adaptation, financing, 
technology, REDD+, MRV (monitoring, reporting, verification) and international consultation 
and analysis (ICA). The Cancún Agreements comprised more precisely the following 
outcomes: 
 



• established a Green Climate Fund, as an operating entity of the financial mechanism 
(15 members from developed countries and 25 members from developing countries); 

• decided on a Technology Mechanism containing two elements: A Climate Technology 
Centre and Network, and a Technology Executive Committee;  

• established a Cancún Adaptation Framework; 

• reaffirmed the “fast-start finance” pledged by developed countries to provide new and 
additional resources, including forestry and investments, to fund especially adaptation 
to climate change in the most vulnerable developing countries; 

• made limited progress on social safeguards of REDD+ to forest-dependent people. 

An important signal for carbon markets came from the launch of the Partnership for Market 
Readiness. 15 countries and the European Commission backed this World Bank-led initiative 
aimed at piloting international carbon offsets and cap-and-trade systems in developing 
countries. The World Bank has set a target to raise $100 million for this facility. 

Work on the open methodological and technical details of the global climate agreement is 
largely done in the two Ad Hoc Working Groups, AWG-LCA (Long-term Cooperative 
Action) and AWG-KP (Kyoto Protocol). The Subsidiary Body for Scientific and Technical 
Advice (SBSTA) feeds the results of methodological work to the Conference of the Parties 
(COP) work on the Convention. The AWGs and SBSTA meet during and between the annual 
COP’s.  
 
After Cancun, the AWGs convened from 5-8 April 2011 in Bangkok. The final declaration 
from Bangkok was that parties to the UN Climate Change Convention agreed to work towards 
a “comprehensive and balanced outcome” towards the COP-17 in Durban. This wording 
implies, and reaffirms the common sentiment, that there are no expectations of a 
comprehensive international climate change agreement in COP-17, December 2011. Once 
again, the target will be postponed with another year to Qatar 2012, and there is no evidence 
of a decisive breakthrough in sight.  
 
Of central importance to the forestry sector is the possibility of agreeing on LULUCF (Land 
Use and Land Use Change in Forestry). Deliberations on LULUCF brought Parties closer to a 
common understanding when they met in Bonn, Germany in June 2011. It was affirmed that 
the implementation of LULUCF shall be consistent with the objectives and principles of, and 
any decisions taken under the FCCC and the Kyoto Protocol, whose fate was left pending. 
(ENB, 2011) 

Forestry sector has a lot at stake in the climate negotiations. It has been keenly supporting and 
lobbying in the consecutive COP meetings. Four Forest Days have been organized as side 
events to catch the attention of media and spread information to the negotiators and NGOs 
present (see Text Box 1). 

Text Box 1 Forest Day 4 in COP-16 

Forest Day 4 took place in Cancún during the COP-16 on 5 December 2010. Its theme was “Time to Act”, 
which emphasized the urgency to ensure that the state of the world’s forests, their biodiversity and the 
people who depend on them, are properly taken into account in the climate change negotiations. More than 
1,500 people from 109 countries attended the event, including 260 UNFCCC climate negotiators and more 
than 100 journalists.  
 
The design and implementation of REDD+ policies, strategies and projects were the main subjects of the 
meeting. The participants reaffirmed that REDD+ provides a key and cost-effective opportunity to mitigate 
climate change but the rights of indigenous and forest-depended communities need to be protected when 
implementing REDD+ projects. Challenges to reach an agreement on monitoring, reporting and verification 
(MRV) systems was acknowledged.  



 
 
It was significant for forestry sector that each Annex I Party (industrialized countries and 
economies in transition listed under UNFCCC) was requested to submit to the secretariat 
information on the forest management reference emission levels (see Text Box 2). These 
reference levels will form the basis of assessing the changes in forest cover and carbon stocks 
in the future. 
 
Text Box 2 Reference levels of emissions from forestry: implications to carbon 

neutrality concept 

 
 
Other key agenda items were how to address harvested wood products (HWPs), and the 
treatment of emissions and removals from disturbances/force majeure. Parties also addressed 
technical questions, including a proposal for flexible land use for planted production forests, 
references to full land-based accounting and definitions related to forests. (ENB, 2011) 
 
3.1.2 REDD+ 
 
The COP-16 Cancún Agreements placed REDD+ firmly into the post-2012 international 
climate change architecture. Decisions to describe the main elements of REDD+ and to 
operationalize its initial phase were largely positive for forestry sector, although the finer 
details on how REDD+ functions were deferred to COP-17 and its run-up meetings.  
 
The focus on REDD+ in Bonn was on SBSTA trying to resolve the multiple issues related to: 
 

• the practicalities in the financing of REDD+,  

• the definitions and modalities in developing forest reference emission levels,  

• the measuring, reporting and verification (MRV) of REDD+ activities, and  

• how countries will provide information on safeguards to be respected while 
undertaking these activities.  

The UNFCCC (United Nations Framework Convention on Climate Change) negotiations continued on the 
first week of June, 2011 in Bonn, where an important part of the work dealt with the reviewing process of 
national forest emission reference levels. 
 
In accordance with the previous COP agreements, the Ad Hoc Working Group on Further Commitments for 
Annex I Parties under the Kyoto Protocol (AWG-KP) had requested Annex I Parties (most industrialized 
countries) to submit by 28 February 2011 voluntary information on emission reference levels in forest 
management in 2008-2010, and establish projections up to 2020. These reference levels should be used as a 
benchmark to assess the changes in forest cover and carbon stocks. There is a possibility that the proposed 
reference levels are after a positive review adopted into the final accounting rules in Durban. If the reviews 
are negative, the discussion in Durban will become much more complicated.  
 
It is noteworthy that once the reference levels are approved (probably towards the end of 2011), countries 
are unable to change them retroactively. This entails that no policy installed after 2009 can be included in 
the reference levels (such as the national adoption of the EU Renewable Energy Policy). If a member 
country has not had a renewable energy policy in place before or during 2009, the biomass use is not part of 
the reference level numbers. This means that emissions from the burning of biomass have to be registered 
under the land use and forestry emissions, hence cancelling its carbon neutrality which could have been 
taken for granted if the policy was established by the end of 2009.  
 
Source: ICFPA, 2011 



 
The question of REDD+ financing mode has been central to REDD+ discussions within the 
AWG-LCA for quite some time. Three options are weighted, making REDD+ fund-based 
(e.g. under the Green Climate Fund), market mechanism-based or a mix of the two with also 
public funding on national and international levels. Need for capacity building for market 
readiness and national choice of financing “baskets” received initial support from many 
Parties. (FAO, 2011) 
 
As REDD+ deals essentially with land-use decisions, it is logical that agriculture and food 
security issues are being pushed into the table for the negotiations. They are backed by 
common and informal support, but have not yet been officially accepted on the agenda.  
 
3.2 EU-ETS Phase III 

 

The European Parliament voted against the more ambitious climate change targets in July 
2011. Essentially the proposal was about reducing emissions by 30% by 2020 (from 1990 
base), instead of 20%. Poland’s Presidency of the EU may render it difficult to shift targets, 
and the mounting urgency to rescue Greece, Portugal and Ireland add pressure to moderate 
climate ambitions. The European Commission’s Climate Change and Energy Package has 
raised concerns about the competitiveness of the pulp, wood-based panels and furniture 
industry with the renewable energy sector. 
 
After a five-year Phase II ends, (2008-2012), the EU-ETS Phase III will introduce three years 
longer span (2013-2020). An eight-year Phase III (2013-2020) will bring various changes to 
the current EU-ETS, in general showing that the ambitions are raised and long-term stability 
is sought for to enable steady progress. A single allowances registry and an EU-wide cap on 
emissions will be established. Provisionally a 1.9 gigatonnes cap of CO2 for 2013 will be 
instated, putting an end to determining the emission caps for each individual Member State. A 
significant increase in the level of auctioning of European Union Allowances (EUAs) is 
foreseen (a full 100% in power sector), as well as extending the scope of the scheme to cover 
new sectors and new greenhouse gases. 
 
The European Commission and Member States have finalised CO2 emission trading 
benchmarks for industrial sectors in Europe, including the pulp and paper sector, in 2011. 
These benchmarks will provide the basis for allocating free emission rights (allowances) 
among the pulp and paper mills across Europe after 2012. Benchmarks are based on the 
average of the best 10% of the mills as a specific benchmark, with different benchmarks 
granted for different product groups. There are 11 different benchmarks set for various grades 
of pulp, paper and paperboard. They range between 0.02 allowances/tonne for sulphite 
/mechanical/thermo-mechanical pulp (the lowest) and 0.334 allowances/tonne for tissue (the 
highest). If a mill emits more than the benchmark value, it has to buy additional credits from 
the market or at the government auctions. The Confederation of European Paper Industries 
(CEPI) is involved as a key stakeholder in the process. (Official Journal of the European 
Union, 2011) 
 
3.3 Carbon market development in the United States  
 
While the federal US cap-and-trade scheme has been indefinitely postponed, the sub-national 
schemes are making varied progress. 
 



RGGI: 
Regional Greenhouse Gas Initiative (RGGI) is a cap-and-trade programme formed by 10 
North-Eastern US states aiming to reduce GHG’s from power plants only. The scheme began 
full operation in 2009 by selling emission allowances through auctions and becoming the first 
mandatory cap-and-trade scheme in the USA. The beginning of the scheme has not been very 
successful. In 2009, RGGI trades accounted 9% of the global total but in 2010 its market 
share dropped to 1%, staying almost inactive in spring 2011. Despite rising emissions in the 
US Northeast in 2010, the amount of CO2 remained below the cap as a result of persistent fuel 
switching from coal to natural gas, greater generation of non-fossil fuel power. Underpinning 
those developments was the continued economic weakness of the region. Futures prices for 
RGGI allowances dropped 17% during 2010 and the number of RGGI contracts declined.  
 
In May 2011 New Jersey - the second-largest member of RGGI - decided to leave the scheme 
at the end of the year because of dissatisfaction with the results of the system. New 
Hampshire, Maine and Delaware have also declared their interest to pull out of the scheme. 
The RGGI region targets to reduce emissions by 10% below 1990 levels, by 2018. 
 
California: 
 
Assembly Bill 32 (“AB 32”), also known as the “Global Warming Solutions Act of 2006,” 
would implement an enforceable state-wide cap on greenhouse gas emissions in the state of 
California. It carries an ambitious target to cut emissions to 1990 levels by 2020 and 80% 
below 1990 by 2050, which is on par with the EU targets. California planned to introduce its 
cap-and-trade programme in January 2012 in conjunction with the Canadian provinces of 
British Columbia, Quebec and Ontario. In May 2011, San Francisco Superior Court blocked 
the programme until CARB has investigated alternative options for meeting emission 
reduction targets. Consequently, the California Air Resource Board (CARB) decided in late 
June 2011 to only test the program throughout 2012, and postpone its entry into force into 
2013. (Point Carbon, 2011)  
 
Alternatively, standard-based policies and carbon taxes are also being considered. California’s 
programme would be the second largest carbon market in the world, three times larger than 
RGGI in North-Eastern US states. The European Commission has expressed some interest in 
establishing a link between the EU-ETS and California’s scheme.  
 
California’s carbon market is designed to cater for emissions from power plants, oil and gas 
refineries, other heavy industries and transport fuels. It will allow emitters to buy offsets from 
projects in forestry, urban forestry, livestock manure treatment and the reduction of ozone-
depleting substances as well as international REDD-projects. A total of 232 million offset 
credits will be allowed over the period 2012 to 2020, including 75 million REDD credits. 
Tradable unit is called California Carbon Allowance (CCA), and initial bids and offers are 
being exchanged for CCAs for delivery in 2012. 
 
However, there is a lot of opposition to cap-and-trade from environmental justice groups and 
scepticism over the program’s beginning in 2012. For instance Green Party opposes the 
proposition of CARB to grant free allocations to the industry and favours a carbon tax instead. 
Cap-and-trade has prompted many businesses to threaten moving to other states because 
lowering their emissions or buying allowances and offsets is too costly.  
 



Environmental groups consider that the Forestry Offset Protocols of the scheme are too 
generous to timber companies. There is a proposal to allow credits from replanting trees after 
clear-felling, and to assign credits also to harvested wood products (HWP). Climate Action 
Reserve (CAR) which drafted the protocols defends them by insisting that they clearly require 
forest projects to permanently increase and maintain carbon storage.  
 

3.4 Carbon market development in Japan 

Japan’s earthquake and tsunami on 11 March 2011 sent tremors across the world’s energy 
policies, and its full consequences on carbon markets will be fully digested only in the long-
term. The incident was the year’s biggest news in the carbon markets, for two reasons. First, it 
immediately raised higher than average price expectations for carbon, spurred by the possible 
shift back to more fossil fuels based energy generation. This is the pathway that Germany 
decided to take in May 2011. Second, in the longer term it may provide a decisive boost to 
renewable energy development, including biomass based power and heat. It remains to be 
seen whether Fukushima produces a long-term game-changer to renewable energy and carbon 
markets.  
 
Japan may review its GHG reduction targets. The Japanese Government had set a target to 
reduce GHG emissions by 25% under 1990 levels by 2020. However, emissions and Japan’s 
demand for carbon permits are expected to rise if the world’s fifth-biggest polluter replaces 
the lost nuclear power capacity with fossil fuels.  
 
Japan has postponed the creation of a national cap-and-trade scheme until 2014 because of 
strong lobbying by industrial groups but plans for a bilateral offset mechanism that would 
serve as an alternative to the Kyoto Protocol's CDM. Under the Japanese mechanism it would 
be possible to get credits from nuclear projects and carbon capture and storage (CCS) as well, 
which are not allowed under the CDM. Japan did not buy any CDM credits in 2010 and made 
only one purchase (from abroad) under Kyoto Protocol, when the city of Tokyo bought 
AAU’s equivalent to 4 million tonnes of CO2 from Poland. 
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