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Introduction
· Five years after the signing of the Convention, and following over two and a half years of deliberations, the Kyoto Protocol to the United Nations Framework Convention on Climate Change was adopted at the third Conference of the Parties (COP 3) in Kyoto, Japan, on 11 December 1997.  This historic decision was taken by consensus by over 150 Parties to the Convention.

A.    The targets: what the numbers mean
· The centre-piece of the Kyoto Protocol is legally-binding emission limitation and reduction commitments for Annex I Parties (developed countries) covering all 6 main greenhouse gases (CO2, CH4, N2O, HFCs, PFCs, SF6).

1. Limitation and reduction targets within Annex I: 

(Fig 1)
· The target for each Annex I Party (taken, with a few exceptions, from 1990 levels) is listed in Annex B.  The targets range from a reduction of -8% for 27 Parties to an increase of 10%.

· Assuming that all Annex I Parties meet their targets, the overall reduction in emissions from 1990 levels for that group will be around 5.2%. 

2. Another way of looking at this target is to compare it with business as usual (BAU) projections.

(Fig 2)
· This figure compares the depth of the cut required relative to (1) a 1990 baseline and (2) projected 2010 emissions.
· The fall from 1990 to 1995 is due largely to economic slow-down and restructuring in countries with economies in transition (EITs).  Preliminary figures indicate an upturn in overall Annex I emissions from 1995. 


· Business-as-usual projections for 2010 range from an increase of 19% (from 1990 levels) to an increase of  33% - the mid-range is an increase of 24%.  Therefore, the reduction in Annex I emissions due to Protocol commitments below what they would otherwise have been around 2010 is 29.2%.

· It is important to sound a note of caution on these figures - they are approximate and indicative.  There is considerable uncertainty in projections, particularly in EITs, hence the range (eg. assumptions on economic growth forecasts). 

B.  Balancing the books: accounting and verification
1.
Accounting and the small print
(Fig3)
· The numbers in Annex B only tell us part of the story.  The calculation of the actual amount of emissions that an Annex I Party may emit under the Protocol  - its so-called “assigned amount” - is more complex.
· This figure shows how the basic assigned amount for an Annex I Party is calculated and how a number of clauses can modify this basic assigned amount (eg. A Party can choose 1995 as its baseline for the 3 long-lived gases).

· The figure then demonstrates how a Party’s assigned amount can be increased or decreased if the Party participates in various mechanisms under the Protocol, for example the clean development mechanism (CDM) or emissions trading.

· Significant accounting capacity will be required.   Capacity building will therefore be necessary, particularly in those Parties with less advanced GHG inventories, such as some EITs

· Modalities for the accounting assigned amounts will be decided by the Conference of the Parties acting as the Meeting of the Parties to the Kyoto Protocol (COP/MOP) before the start of the first commitment period (Article 7.4).

2.
Making sure: Mechanisms for credibility
(Fig 4)
· A key concern of negotiators was to ensure that the legally-binding nature of the Kyoto Protocol was considered credible.  A range of “mechanisms for credibility” were incorporated in the Kyoto Protocol with this aim in mind.  This overhead provides an overview of these. 

· The development of credibility mechanisms will need to keep pace with that of cooperative implementation mechanisms to build confidence in the Protocol. 

· One of the core credibility mechanisms is the requirement for Parties to have in place a “national system” for estimating emissions and removals at least one year before the start of the first commitment period (Article 5.1).  This national system must use common methodologies and be based on guidelines to be adopted by the COP/MOP.  This standardization aims to enhance comparability and transparency, and thereby facilitate monitoring and verification.

· Again, many EITs  will require assistance in capacity building if they are to set up these national systems. 

· Non-compliance provisions are a “last resort”credibility mechanism.  The Protocol only includes framework non-compliance provisions (Article 18), with a mandate for the COP/MOP to adopt concrete procedures and mechanisms at its first session.  However, any binding measures against non-compliance can only be adopted by amending the Protocol - a potentially difficult procedure, requiring 3/4 ratification by Parties.  

C.  Implementation mechanisms
3. Domestic and cooperative implementation mechanisms
· There are a range of implementation mechanisms included in the Protocol:

(fig 5)
· Domestic policies and measures, with provisions  to enhance policy cooperation  and coordination (Article 2);
· The so-called “bubble Article” (Article 4) which allows any group of Parties to declare, on ratification, that its members will fulfill their commitments jointly and internally re-allocate their targets within the group.  The EU will make use of this facility, but it is also open to other groups of Parties.

· Three cooperative implementation mechanisms: Project-level crediting among Annex I Parties, also known as joint implementation (Article 6); a clean development mechanism allowing Annex I Parties to gain credit for emission reductions achieved through projects in developing countries (Article 12); and emissions trading among Parties with emission commitments listed in Annex B to the Protocol (Article 17).  

2.
Cooperative implementation mechanisms
(fig 6)
· There are two key “analytical angles” to the cooperative implementation mechanisms, as this overhead shows: (1) Participation: Annex I/non-Annex I; (2) Operational: project based/inventory based.
· The first analytical angle is more politically significant - Articles 6 (JI)  and 17 (emissions trading) merely shift around pieces of the overall Annex I commitment.  Article 12 (CDM), however, brings in emission reductions achieved in non-Annex I Parties.  In effect, this increases the overall Annex I cap.  There is therefore a need to be doubly certain of the veracity of emission reductions from the CDM.

· Second angle raises important methodological and technical questions, eg. credible baselines for project based mechanism (Articles 6 and 12).

· Protocol provisions consist of enabling clauses.  These identify priorities and set the agenda for the design of the mechanisms, leaving details to be fleshed out later.

4. Common issues to be resolved:

· There are certain common issues which Parties will seek to resolve as they put their minds to the design of the cooperative implementation mechanisms. 

· Credibility?  The mechanisms are often regarded as loopholes.  There is concern that, by taking advantage of the mechanisms, Parties could avoid taking real actions at home to reduce emissions.  How can confidence in the three mechanisms be built up?

· Additionality?  Participation in both JI and emissions trading must be “supplemental” to domestic actions to meet emission commitments.  How is this requirement to be operationalized?  There is a similar provision with the CDM - emission reductions achieved through this mechanism can only be used to meet “part” of a country’s emission commitment.  What is an appropriate “part”?

· Participation of non-State entities?  The Protocol takes a different approach towards project based mechanisms and emissions trading.  

· The Protocol explicitly permits non-state entity participation in the project based  JI and CDM.  Indeed, the mechanisms only make sense if they attract new private investment to EITs (for JI) and developing countries (for the CDM).  Private sector involvement, however,  raises questions regarding ownership of emission reduction units (JI) and certified emission reductions CERs (CDM) and also regarding government accountability for the acquisition of such “ERUs” and “CER” by private firms, including transnationals.

· The situation for emissions trading is different - the Protocol simply provides for intergovernmental trading of parts of assigned amounts through a double-entry book keeping system.  Non-state entities are not mentioned.  However, nothing precludes governments from setting up their own domestic trading schemes (e.g. along the lines of the US scheme for SO2) - the indications are that many Parties are considering this option.  The issue of cross-border trading by private firms (including transnationals) will likely emerge as Protocol provisions on emissions trading are elaborated further - this would raise similar questions of government accountability.

· Building on the AIJ pilot phase? Useful experience has been amassed from the pilot phase since 1995.  How can this experience be put into practice in the new mechanisms?  What are the implications of JI and the CDM for the AIJ pilot phase and its review?  Should AIJ now be wound down? Considered completed?  Continue until CDM and/or JI start up, leading to a “seamless transition”?

· Linkage between the three mechanisms? Could there be... (1) Common rules and guidelines? (2) Comparable methodologies and reporting requirements?  

(3)  Emergence of a “common emissions unit”?   Certainly, the market will tend to equalize the unit value of reductions under the three schemes.

5. Focus on the CDM
· The CDM was one of the “surprise” Articles emerging from Kyoto, and also one of the more innovative.  It has therefore attracted considerable attention post-Kyoto.  Some critical issues are worth highlighting here:

· Governance: Institutional configuration of the CDM remains to be clarified.  Eg.  what will be the nature and functioning of the executive board? Will it be located in the COP/MOP framework? The CDM system also involves different entities with various roles - eg. certification, funding, auditing and verification.  What is the relationship between these entities?  How do they relate to the executive board and the COP/MOP? What is the chain of accountability between them?

· Certification: The CDM has a double requirement for certification - emission reductions (para. 5) and projects (para. 6).  Issues to be unravelled are not only methodological.  For example, which organizations (“operational entities”) will COP/MOP designate to certify emission reductions?  Will CERs be time bound or run the length of a project’s lifetime?  According to what criteria will projects be certified, and who by?  Note that the CDM also calls for “independent auditing and verification” of project activities (para. 7) - who could be given this task?

· Funding: What is the most appropriate funding “niche” for the CDM? The mechanism could be most effective as a channel for private funds, with the public sector focussing on project development, financial mediation or clearing house functions.  A key point here is that funding entities should not, at the same time, be certifying entities, because of possible conflicts of interest.  Another question concerns the “share of the proceeds” to help cover administrative expenses and adaptation costs - what are the “proceeds”? What is an appropriate “share”?

5.
Focus on emissions trading
· Article 17 can be considered as a “door opener” to emissions trading.  Together with Articles 3.10 and 3.11, it contains enabling provisions permitting inter-governmental trading between Parties with emission commitments on the basis of simple “double-entry bookkeeping”.  
· The “buyer” will add the part of an assigned amount which it acquires from the “seller” to its own assigned amount, whilst the “seller” will subtract a corresponding amount of emissions from its assigned amount. 

· “Principles, modalities, rules and guidelines” for emissions trading are to be developed through subsequent negotiations.  There are a number of key issues which Parties will seek to resolve as they turn their minds to the design of a workable emissions trading system.  These include the following:

· Complexity: How elaborate should the trading system be?  Could the present double-entry bookkeeping provisions evolve into a more intricate market-based regime?

· Private sector participation: As already noted, Article 17 does not mention non-state entities; yet we know that there is expectation in the private sector that private companies will be able to engage in emissions trading.  The possible modalities for such private sector participation will therefore undoubtedly emerge as a key issue.  

· Links between domestic and international trading:  Parties may, of course, establish their own domestic emissions trading.  Emissions trading could, therefore, take shape along two fronts - both bottom up, as national and regional initiatives multiply, and top down, as the details of international emissions trading are developed under the Protocol.  How national, regional and international systems will eventually interconnect is a matter requiring further thought. 

· Supplementarity: As previously states, Article 17 requires that emissions trading be used only as a supplementary means for meeting emission commitments.  This prompts the question of so-called “hot air” - some Parties were allocated targets under the Protocol which are above their current emissions and, possibly, also above their expected emissions in the target period.  Other Parties who face difficulty in meeting their commitments could buy this “hot air”, thereby reducing the need to implement domestic policies and measures to lower emissions.

· Rules:  What rules should underpin emissions trading, particularly to ensure environmental effectiveness?  For example, should Parties be required to comply with other Protocol provisions - such as Article 5 on methodological issues and Article 7 on reporting - before they can trade?  Should rules on liability be developed in addition to the Protocol compliance provisions?  That is, who is responsible if a Party transfers part of its assigned amount, but then fails to meet its commitment, so that the basis of the trade is invalid?

· These are just some of the questions which will need to be answered as the Protocol’s framework provisions on emissions trading are fleshed out.

D.  Moving on: entry into force and the future development of the Protocol
6. Entry into force

(fig 7)
· The Kyoto Protocol is open for signature from 16 March 1998 to 15 March 1999.  

11 Parties to the Convention had signed, as of 25 April, including Argentina and Switzerland.  Parties who do not sign by 15 March 1999 can still accede to the Protocol.

· The politically important step is not signature, however, but ratification.  Key ratifications are not expected for a year or so.  

· Entry into force of the Protocol consists of a “double trigger” - Ratification of 55 Parties is necessary, including Annex I Parties accounting for 55% of CO2 emissions from that group in 1990.  To avoid disputes over when the threshold has been crossed, the COP 3 report includes a table listing Annex I Party 1990 CO2 emissions.

· The figure of 55% was carefully chosen - no two Parties can block entry into force.  US and Russian Federation together (the two single highest emitters) account for 53.5%.  As this overhead shows, however, although the US has no veto, its ratification is important.  

· Bets are being taken on the date of entry into force - best guess would be around 2001.

7. Programme of work

· The Protocol, together with the decision on its adoption (decision 1/CP.3), set out both a short and a longer-term programme of work for the implementation of its provisions.

Short term
(Fig 8)
· In the short term, decision 1/CP.3 highlighted five Protocol provisions requiring further work and placed these on the agenda for COP 4 (2-13 November 1998, Buenos Aires).  As shown on this overhead, they include the three cooperative implementation mechanisms.  These issues will first be taken up at the forthcoming sessions of the subsidiary bodies to the Convention  - the SBSTA and the SBI - in June.
· Looking a little further ahead, the Protocol identifies a number of tasks to be carried out by the first COP serving as the meeting of the Parties to the Protocol after entry into force (so around 2002).  These include approving procedures and mechanisms for non-compliance and adopting guidelines for national systems for GHG inventories.  Work on these issues will need to begin well before entry into force.

Longer-term
(Fig 9)
· In the longer-term, the Protocol includes a number of  milestones with fixed deadlines, as shown by this overhead.

· Credits obtained from the CDM after 2000 can be used to meet commitments in the first commitment period.

· Parties must show “demonstrable progress” in meeting their commitments by 2005.  

· Also in 2005, consideration of future commitment periods must be initiated.

· The Protocol also provides for an early overall review at COP/MOP 2, with regular reviews thereafter (Article 9)  The exact timing of the first, early review is uncertain, as it depends on the date of entry into force of the Protocol.  A good estimate would be 2003.

Conclusion
· The adoption of the Kyoto Protocol marked a watershed in the Convention process but, as this presentation has shown, the real work on implementation is only just beginning.  
· COP 3 has advanced the agenda but has not changed the politics.  Although the Protocol was recommended for adoption by unanimity, long-held national and group positions remain far apart.  There has been little relaxation post-Kyoto and negotiations in the run-up to Buenos Aires and beyond will continue to be tough.
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