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Overview Presentation

1. Multi-level and linked carbon markets

2. Lobbying efforts against cap-and-trade legislation
3. Risks related to Cap Stringency

4. Risks related to Overshooting the Cap

5. Risks of Fraud

6. Carbon markets in net-zero world
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Challenge in theory

Examples

Impact on Efficiency and
Environmental Integrity

Prevention, Detection and
Enforcement




Links Market and level Tradable units Liable entities

Overview of carbon markets
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Possible Lobbying Efforts Against Cap-and Trade Legislation
Cap-and-Trade-Systems

Lobbying target Outcome Impact
Lobbying for Allocation Rules:
[ Bill approval ] Company lobbying - [ Bill enactment is prevented J Cap and trade is
postponed

. . successful
Windfall profits l
. . unsuccessful
Free allocation to companies

which can pass on the

Cap and trade is:

oppo rtun Ity costs to [ ST RS e S ] Company lobbying : \S/gléth:ao?/ company not covered C?gszn;fgig\?e °
consumers successful Opt-out allowed
Updating: unsuccessful
If future allocation is based on

S ; i Generous cap is set Cap and trade is
passed emissions the [ Cap stringency ] SIEEIETE e [ T b ] ineffective
incentive is reduced to reduce
emissions unsuccessful
Output based allocation: *  Linking with credit market Cap and trade

; : [ Specific design elements ] Company lobbying : Zalmklr;g andl BT 1 is unfair,
L ocation rules max. ren

Indirect subsidy and lowers S Alocation oS e rent s ofrs perverss
costs of consumers which *  Ineffective sanctioning is ineffective

reduces change in beaviour

unsuccessful
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Risks related to Cap Stringency

Overallocation Examples:

International / Kyoto Protocol:

1. Demand dropped as US not ratified and Canada left
Supply high as economies in transition generous allocation
(hot air)

2. Supplementarity requirement (Art. 6.1 d KP) was not
defined and therefore not enforced (see Graph)

3. Parties not participating in 2" Commitment Period
failed to cancel remaining units

Supranational / EU Emissions Trading:

1. Demand dropped due to financial crises,

2. Cheap Kyoto Units supply (1500 Mio CERs/ERUs)

3. Complementary policies such as higher than expected
renewables production due to renewable support policies
4. Surplus bankable in future periods

National / New Zealand ETS:
Linking to overallocated systems without limit (NZ link to
KP units) will also reduce price of national system
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Use of Offsets Under the Kyoto Protocol 1st Commitment Period

Source: Own Graph based on UNFCCC compliance data
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New Zealand surrenders largest amount of ERUs
in 1st Commitment Period



Risks related to Overshooting the Cap Non-compliant entities in EU ETS in 2020

Overshooting Definition:
Real aggregated emissions are
higher than the cap set

Risk of overshooting linked to
sanctioning and insolvency rules:

1. Risk higher for ETS with
sanctioning systems without
make-good provisions (e.g. Korea)

2. Risk higher for insolvency rules

without clear responsibilities how
make-good is addressed in case of
non-compliance (e.g. Germany)
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Source: Own Graph based on Compliance data 2020

Installations for the production of pig iron or steel (primary or
secondary fusion) including continuous casting
1%

Other activity opted-in pursuantto Article 24 of Directive 2003/87/EC
2%

Production of paper or cardboard
7%

Combustion jnst=" —oris With a rated thermal
input exceeding 20 MW

Installations for the production of cement clinker in rotary kilns or
lime in rotary kilns or in other furnaces

Production of pulp 1%

3% . . . N

Installations for the manufacture of glass including glass fibre

1%

Manufacture of ceramics
59 . R
: Aircraft operator activities
19%
Manufacture of glass
2%

Production of lime, or calcination of dolomite/magnesite
3%

Production or processing of non-ferrous metals
3%
Production or processing of ferrous metals
2%

Production of pig iron or steel
2%
Metal ore roasting or sintering

1%

Production of coke
1%

Combustion of fuels
41%

In total 199 entities showed a compliance code of «B» wich

@I University of means that the number of allowances surrendered by 30

J Zurich™ April is lower than verified emissions


https://ec.europa.eu/clima/eu-action/eu-emissions-trading-system-eu-ets/union-registry_en

Risks of Fraud

Value-added-tax (VAT) fraud in EU ETS: More
than 5 Billion Euro losses in public funds
accross several countries (mainly France, UK,
Germany and ltaly) see Graph

Money laundering to conceal the illicit
source of money: Often conjointly with VAT
fraud due to missing rigorous account
opening processes.

Allowance Theft: Pishing and hacking attacks
in 2010 and 2011 in Austrian, Czeck, Geek,
Romanian and ltalian registries. More than 2
Million allowances were stolen.
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Development of VAT fraud in the EU ETS
Source: Wei 2016
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Lithuania
Latvia
Liechtenstein
Ireland
Luxembourg
Finland
Slovakia
Estonia
Bulgaria
Denmark

B Norway

B Poland
Sweden

W Czech Republic

W Portugal

W Belgium

W Hungary

W Cyprus

W Austria

H Netherlands

H Greece

B Romania

W Spain

utaly

B United Kingdom

B Germany

B France

Fraud started in France , moved to the UK and than to Germany.
Italy was the latest country adjusting the VAT regulations



Cap-and-Trade Systems in a Net-Zero World

Open questions:

Will there be a separate market for emissions removal
units or will market be integrated?

Will be there separate caps for emissions and
removals?

Will there be qualitative and quantitative restrictions?

Who will be awarded the removal unit (capturer,
transportation, storage provider)?

How will co-risks and co-benefits be addressed (land
conflicts, food security, enhanced biodiveristy)?
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A net-zero cap-and-trade system
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Reductions vs. Removals

Cap & trade

P

Double use of
emissions:

CCU: CO, from industrial
plants is used for
growing plants

Emission reductions to
close to zero:

CCS at industrial or fossil
fuel plant with storage in
minerals, aquifers, oil or
gas fields

Negative emissions:
BECCS (biogenic part of
waste incineration or
cement plant)

Emission reductions to
zero:

Fuel switch from fossil to
green hydrogen or gas,
green liquids, renewable
energy

Emission reductions in
industrial plants via
energy efficiency or
substitution in
consumption

>

Low Permanence

Double use of

Storage in biosphere

Geological storage

Negative emissions:
Technical storage in

High Permanence

removals: Natural removal/negative emissions: minerals. aquifers. oil or
Afforestation; reforestation; BICRs; Biochar; soil S 9 ’
carbon sequestration; biomass burial (terrestrial) SRR BI20105)
’ DACCS, enhanced

Direct air capturing and
usage; harvested wood
products

weathering

Baseline & credit
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The Carbon Market Challenge: Preventing
Abuse Through Effective Governance

Legal, Environmental and Economic Principles

Baseline-and-Credit-Systemes:
Risks, Impacts, Examples,
Prevention, Detection and Enforcement

Cap-and-Trade:
Risks, Impacts, Examples,
Prevention, Detection and Enforcement

Lessons Learned
Future Challenges



https://snis.ch/projects/designing-effective-regulation-for-carbon-markets-at-the-international-national-and-subnational-levels/
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