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The global carbon trading market is pinning its hopes on the upcoming conference on climate change in Bali to lay out the kind of post-Kyoto emissions reduction framework that is needed for the further expansion of the market, which is estimated to have doubled in size this year to US$60 billion.

Among the specific issues that carbon market players will be watching out for during next month's conference are signs of greater commitment to extending the Kyoto treaty -- which will expire in 2012 -- and a greater variety of projects eligible for carbon trading.

"The market is looking for positive signals in emissions reduction," United Nations Framework Convention on Climate Change (UNFCCC) executive secretary Yvo de Boer said at a carbon trading forum Tuesday.

"The market already has carbon projects for beyond 2012, making it actually ahead of policy-makers in expecting emission reduction efforts to continue."

Speaking at the Carbon Forum Asia 2007, de Boer said the international community must agree with the market so as to avoid a lapse in emission reduction efforts after the Kyoto Protocol. This was essential not just for commercial reasons, but, more importantly, as a result of the imminent dangers from climate change if these efforts were not sustained.

"The heart of the issue is post-2012," he said, while alluding to the differences between developed nations and developing countries regarding the responsibility for emission reductions, which have always served to undermine the Kyoto agreement.

"We expect Bali to further the downward pressure against emissions, and also to seek ways as to how developing countries can still grow their economies and provide welfare for their peoples."

As regards the interests of the carbon market, de Boer said there was a possibility of extending the Kyoto Protocol's clean development mechanism (CDM) to a greater variety of projects aimed at reducing carbon-dioxide (CO2) emissions.

These could include forest conservation and deforestation prevention programs, which developing countries have been proposing. The Kyoto Protocol only acknowledges reforestation programs at present.

The carbon trading market is essentially built on the CDM, which came into effect along with the Kyoto Protocol in 2005, and allows developed nations to buy or invest in certain projects in developing countries whose Certified Emission Reduction (CER) value has been verified by the UN. This is then set off against the developed nations' requirement to reduce their emissions by some 5 percent compared to their 1990 levels, which might not be feasible if carried out through projects in the developed nations alone.

The UN has so far registered 825 CDM projects, mostly coming from Asian countries such as India and China, to meet the demand from Europe, resulting in an increase in the carbon market's trade volume to some $30 billion last year from $11 billion in 2005.

One CER value for a CDM project, equal to one metric ton of CO2 reduction, can fetch up to $10 on the carbon market.

Andrei Marcu, who heads the International Emissions Trading Association (IETA), agreed that consistent emission reduction efforts would result in the global carbon market growing to between $60 and $70 billion in volume this year, and higher still further on.

More "flexible" approaches regarding CDM standards could be the answer to the challenges of financing faced by many projects that are actually eligible for carbon trading, Marcu said, acknowledging that many small projects could not afford the some $50,000 in fees needed to process their certification as CDM projects.

"Such smaller projects should go as voluntary emission reduction (VER) projects (which are still tradable), and there should be schemes later to consider VER projects as certified CDM ones," he told The Jakarta Post .

The carbon trading community, meanwhile, should for its part also constantly remember its primary environmental objective, Marcu added, in response to critics who allege that carbon trading merely commoditizes emission reduction efforts and lacks accountable enforcement afterwards.

Meanwhile, Indonesian State Minister for the Environment, Rachmat Witoelar, who also spoke at the forum, said developing countries faced difficulties regarding the technologies that could be used for emission reduction projects, as well as bankability problems and a lack of awareness about the potential of such projects.

"Developing countries also need transfers of technology to actually implement carbon projects, and not just the expertise to procure them," he said.

Indonesia has the potential to account for up to 2 percent of the global carbon market, or 125 million tons of CO2 reductions, with some of the main opportunities being in the forestry arena. However, the country has so far lagged behind other nations, and has thus far only approved 24 carbon projects, with nine of these waiting for CDM certification by the UN.

The two-day Carbon Forum Asia 2007 is the region's second after one held in Beijing last year, and forms part of the international Carbon Expo in Cologne, Germany, where carbon project developers and brokers can meet to share their ideas and experiences in developing the market.

The Bali international conference on climate change will run from Dec. 3 to 14, and will kick off talks to draft a successor to the Kyoto Protocol. It will be followed by further negotiations at similar conferences in Warsaw next year and Copenhagen in 2009.

