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EDITORIAL 

Dear Reader!

The texts are out! Long-awaited by the carbon market com-
munity, the negotiation text proposals by the co-facilitators
of the UNFCCC Art. 6 work stream were finally released on 16
March. While this was too late to analyse them for this issue
of the Carbon Mechanisms Review, these texts are going to
frame the debate on operationalising Art. 6 until the inters-
essional in April / May this year. One prominent aspect so far
underrepresented in the Art. 6 discussions is the concept of
additionality – an important feature for safeguarding envi-
ronmental integrity. We have thus made additionality our
cover feature and present an-depth analyses on the matter. 

Moreover, I am proud to present another prominent docu-
ment in the context of the Art. 6 negotiations – proposals for
legal language on key principles of the Art. 6 mechanisms.
These were developed by Atlas Environmental Law Advisory
and adelphi based on a BMUB-funded workshop and are
presented for the first time to the wider public here. 

Further relevant issues of the day comprise calls for quanti-
tative limits on Art. 6 transfers, the question of sustainable
development benefits and Art. 6 activities outside the scope
of NDC – we cover them in the other articles of this issue. 

Enjoy the read!

On behalf of the editorial team,

Christof Arens

editorial

http://www.carbon-mechanisms.de
mailto:christof.arens@wupperinst.org
http://www.SelbachDesign.de
http://wupperinst.org/p/wi/p/s/pd/592
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Additional or 
non-additional?
New Par is  Agreement  
architec ture revives  
an old debate in a  
changed context

A credit is considered additional if the emissions reduction that underpins the credit would not have occurred in the absence of the
activity that generates the unit. (World Bank 2016) 

This definition of additionality has dominated the world of market-based mitigation instruments throughout the “Kyoto world”.
Yet with the advent of the Paris Agreement, times are changing and so is the additionality debate. How to deal with the
increased ambition of NDCs over time? What can we learn from the JI hot air scandal in 2012, given the number of NDC targets
which appear to correspond to higher levels of emissions than business-as-usual projections? And how to check the additional-
ity of policy instruments? 

Against this background, the Carbon Mechanisms Review asked three authors of recently published BMUB-funded research on
additionality to lay out their views on the topic. Lukas Hermwille of Wuppertal Institute is first going to present his take on basic
concepts regarding additionality and how they need to be revisited in the “Paris world”. Axel Michaelowa and Sonja Butzengeiger
of Perspectives Climate Group are then turning to sketch lessons learnt from the Kyoto mechanisms and to describe their ideas
to regulate additionality under different policy options for Article 6. These views are complemented by Moritz von Unger and 
Dennis Tänzler who present text proposals for key principles of the Art. 6 rulebook, one of the principles being additionality.
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Additionality 
Revisited 
Basic  concepts  and new chal lenges 

by Lukas Hermwille

The Paris Agreement has brought a sea change to
global climate governance. Two aspects are particu-
larly important when it comes to additionality. The
first aspect concerns the transformative ambition of
the Paris Agreement. It is increasingly clear that
achieving the long-term goals of the Paris Agree-
ment, in particular the well-below 2°C target (Art.
2.1a) and the goal to achieve climate neutrality in the
second half of this century (Art. 4.1) will require a fun-
damental transformation of our economies and soci-
eties and the patchwork of sectoral systems that sup-
port them. 

The Nationally Determined Contributions (NDCs) are
intended to detail the next steps that each country
ought to take on their respective transformation path-
ways. The low greenhouse gas emission development
strategies that countries are “invited” to develop in
accordance with Art. 4.19 can help to feed into the
next steps with a more long-term perspective.

The second important aspect is the universality of
the Paris Agreement. There is no longer a fundamen-
tal legal differentiation among developed and devel-
oping countries. All countries alike have an obligation
to develop and communicate increasingly more
ambitious NDCs. The PA comprises no legal obliga-
tion to actually achieve the set goals. There is, how-
ever, an obligation to implement corresponding 
policies and measures. 

Both of these fundamental tenants of the Paris
Agreement require us to leave behind the beaten
track of additionality as it used to be defined under
the Kyoto Protocol. Instead, we should get back to the
basics and ask us what additionality means in the
context of the new international legal framework. 

Additional to what?
The Oxford Dictionary defines “additional” as “added,
extra, or supplementary to what is already present or
available.” The second part of this definition is of par-
ticular importance when it comes to discussing addi-
tionality in the context of the Paris Agreement. In
other words: what is the baseline or reference level of
mitigation activity on top of which Article 6 activities
that result in international transfers can be deemed
additional? 

The first and obvious reference point that comes to
mind are the countries’ NDCs. However, as I shall
argue below, in many cases NDCs cannot be consid-
ered as an adequate baseline for both practical and
political reasons. 

The disparate structure and the lack of clarity and
comparability of NDCs makes for a difficult assess-
ment of what is “extra” and what is not. The most
basic of viewpoints would be to take Art. 4.3 of the
Paris Agreement literally that states that NDCs will
“reflect [a Party’s] highest possible ambition...”
(UNFCCC 2016a, Art. 4.3). In this case, there simply
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would not be anything “extra” left. Of course, this is
not a viable approach, because the highest possible
ambition needs to reflect differentiated responsibil-
ity and capability of the host country. Even more
important is that the reality of the first round of
NDCs clearly falls short of the ambition set out in 
Art. 4.3. If the stated objective of Article 6 is to
increase ambition, this means that market based
cooperative climate action has been introduced to
help close that ambition gap. 

Another caveat of using NDCs is the mismatch
between the commitments made in terms of mitiga-
tion goals and the policies and measures in place 
(or intended to be implemented) to meet the same
goals. What should be considered as the baseline 
for determining the “extra”? The (non-binding) target
or the less ambitious policies and measures pro-
posed/implemented to attain that target? If an
implementation gap exists in the potential host

country, i.e. the country is unlikely to meet its NDC
target with current policies, the transfer of mitiga-
tion outcomes could result not in an increase of
ambition but the opposite, particularly if the traded
units are used for offsetting purposes.

Also, several countries have indicated that mitigation
commitments under their respective NDCs are con-
tingent on financial and/or technological support. In
some countries, this support is explicitly expected to
be generated and channelled through market-based
cooperative climate action. However, in many cases
there is a lack of clarity with regard to what part of
the NDC is supposed to be achieved unconditionally
and which part may be contingent on financial flows
from developed countries. 

There is yet another way in which one could concep-
tualize the “extra”: the scope of NDCs varies greatly
across countries. Only a minority of countries have
expressed their mitigation pledges encompassing all

Figure 1: Illustration of various potential baselines for additionality assessment. Source: Wuppertal Institute
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sectors and all greenhouse gases. Many countries
only include selected sectors in their respective tar-
gets and exclude others. Any proposed activity that is
not part of the specific actions pledged and/or sec-
tors covered in the NDC would constitute an “extra”,
one could argue.

Using NDCs as a baseline for additionality assess-
ment is not only problematic for the technical rea-
sons outlined above, but also because the NDCs
themselves may be inadequate. To ensure that Article
6 strictly contributes to an increase of the level of
ambition, even if ITMOs are used to (partially) offset
domestic climate action in the buyer country, the
most adequate baseline would be an emissions path-
way that is compatible with the long-term goal of
the Paris Agreement, to limit global warming to well
below 2 °C. 

While this may be theoretically compelling, it is
methodologically challenging. Who is to determine
what a 2 °C pathway could or should look like? It is
also politically challenging, because NDCs are nation-
ally determined. It is hardly plausible that Parties
would accept an independent assessment, a top-
down imposed benchmark that goes beyond what
they have determined for themselves as a sovereign
nation. What is more, a 2 °C pathway would most
likely be so aggressive and ambitious, that there is
virtually no mitigation potential left that could be
transferred to another country. 

Considering the transformative ambition of the Paris
Agreement, it is ultimately necessary that with the
support of Article 6, the host country of a proposed
activity would have to end up on a transformative
pathway well below 2 °C. If one cannot expect Article
6 to increase the ambition even beyond the 1.5/2 °C
threshold, at least it should serve as a leg-up to a
transformational development pathway. 

In essence, this would mean to replace or at least
complement the additionality criterion with a trans-
formational change criterion. The questions implied
in additionality are: What is  – and how does the pro-
posed activity go beyond the status quo? Whereas

the questions to ask to assess transformational
change are: What ought to be? And how can the pro-
ject get us there? Yet operationalizing this criterion
in a meaningful way is a daunting task that so far no
one has accomplished. 

Additionality and causation
Another key feature of additionality is its relation to
causality. Assessing additionality requires to identify
unmet necessary conditions for a proposed activity
which by means of a specific policy intervention will
be resolved. Hence, the first step is to identify the
ends of the causal chain. We first need to define what
the “policy intervention” is and what kind of “pro-
posed activities” we are foreseeing that would gener-
ate the very mitigation outcomes that are supposed
to be traded internationally. 

Article 6 is too vague to be considered as a policy
intervention in and of itself. Asking whether or not
the existence of Art. 6 has caused a particular mitiga-
tion activity is just too generic to produce meaning-
ful answers. With the CDM, the policy intervention
was the mechanism itself that prescribed a proce-
dure that if followed through would result in the
issuance of certified emission reductions (CERs)
which when sold would yield an uncertain yet signif-
icant stream of revenues for the project proponent. 

For Article 6, no clear mechanism design has
emerged which we could consider as THE policy inter-
vention. It is, however, safe to say that a policy inter-
vention to be considered for Article 6 will most likely
be associated with a transfer of resources. Either it is
a direct payment or it is the signing of a memoran-
dum of understanding that contractually fixes pay-
ments on the condition of certain (mitigation) results
or conducts (e.g. implementation of certain policies
and measures).

There is at least as much uncertainty about the “pol-
icy intervention” as there is about the “proposed
activity”. With project-based approaches similar to
the CDM, it may be straight forward to identify the
individual activity that benefits from a policy inter-
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vention. But this may be much more difficult if 
sectoral or policy-based approaches are considered. 

Consider as an example for a policy-based approach a scheme
in which Country A provides financial support for a feed-in
tariff (FIT) in country B and a subsequent transfer of mitiga-
tion outcomes resulting from the increased deployment of
renewable energy in the host country. International coopera-
tion would occur if country A agrees to contribute a share of
premium/fixed payment per MWh renewable energy pro-
duced in country B. 

For the matter of determining additionality, the policy inter-
vention would be either the increase of the tariff or the estab-
lishment of the FIT if there was no such policy in place before.
In the latter case, all RE projects that benefit from the FIT can
be considered as proposed activities. In the former case, this is
much more challenging. It is virtually impossible to assess
which installations would also have been built at a lower tar-
iff rate and which investments have become viable due to the

increased FIT rate. It is therefore impossible to determine the
exact “proposed activity” which may or may not have been
caused by the top-up of the FIT. Additionality determination
would thus have to revert to an analysis of systemic causa-
tion, e.g. by applying statistical models. 

Given these challenges, any propositions for determining
additionality will have to take into account the specific design
features of the respective cooperative approach or mecha-
nism. But even if it is possible to clearly identify the start and
endpoint of the causal chain – when we are to assess unmet
conditions for a proposed activity, we need to address two
questions: (1) whether the respective policy intervention in
principle addresses the unmet condition and (2) whether it is
fit to resolve the deficit. 

At the bottom of this is a fundamental dilemma. The first com-
ponent of this dilemma is to identify unmet conditions or rather
decide at which point a condition will be met. The larger the
deficit, the more easy it is to identify with confidence an unmet

The need for transformational change: do we need more than an additionality assessment?  Construction workers at a solar thermal facility building site. 
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condition. However, the larger the deficit, the more powerful a
policy intervention must be to be able to make a significant 
contribution to remedying the same deficit. 

The same is true vice-versa: in cases where a condition is just not
met by a small margin, it is fairly easy to demonstrate that the
policy intervention can actually contribute to cross the thresh-
old. However, given that there is typically no clearly defined
threshold, it may be challenging to determine whether the 
condition is actually met or unmet in the first place. 

Alongside financial issues, it is often technological barriers
that are considered as unmet conditions: for example, lack of
availability of low-carbon technologies, lack of awareness, or
lack of knowledge about their respective costs and benefits. 

One commonly applied approach to demonstrate such barri-
ers is the so-called common practice test which assess the
prevalence or uptake of a certain technology or process. When
that technology/process is not (or not widely) available, it can
be presumed that it is additional. However, in this case, it is
challenging to argue how the support of the policy interven-
tion actually contributes to removing the barrier, at least on
the level of an individual project. If a larger (sectoral) policy is
under consideration for Article 6, this may be more feasible
since one could argue that the establishment of that policy
creates a ‘critical mass’ to attract specialized investors or 
contractors to deploy the technology in the country.

One key challenge with all existing approaches for additional-
ity demonstration, however, is that they attempt to identify
barriers (unmet necessary conditions) at the status quo, at
business as usual. However, as discussed above, business as
usual should no longer be considered as a baseline against
which to assess additionality. 

A fresh start for additionality 
Admittedly, this article is more of a problem statement than a
solution for the additionality problem in the world of the Paris
Agreement. Additionality is critical to ensure the environmen-
tal integrity of the Paris Agreement, especially when offsetting
is at least to some degree admitted – whether that is in accor-
dance with Art. 6.2 which states that internationally trans-
ferred mitigation outcomes can be used “towards NDCs” or
whether this happens in a context beyond the UNFCCC, think,

for example, of the CORSIA offsetting scheme of the Interna-
tional Civil Aviation Organisation.

And although we have plenty of experience with additionality
demonstration under the CDM and other project-based
schemes, there are only a very limited number of lessons
which are applicable in the new international legal environ-
ment of the Paris Agreement. We need to start almost from
scratch. The challenge is further complicated by the fact that
the NDCs are not particularly well-suited to guide additional-
ity assessments. If additionality is assessed against weak,
uncertain or poorly implemented NDCs, the use of market-
based cooperation under Article 6 could cement a low level of
ambition instead of ramping it up. A way forward could be to
start thinking about transformational change and how Article
6 could help countries to embark on a truly transformative
trajectory that is compatible with the well-below 2°C target. 

Further information:

The underlying policy paper can be downloaded at 
www.carbon-mechanisms.de/en/additionality

www.carbon-mechanisms.de/en/additionality


Additionality is crucial for every activity benefitting from car-
bon markets or public climate finance. Emissions credits from
activities that would have happened without the carbon mar-
ket revenue will dilute government mitigation targets. Donors
want to avoid spending money on purported climate action
that would have happened anyway. 

Additionality determination has been a highly contentious
feature of the Kyoto Protocol’s market mechanisms. Under the
Clean Development Mechanism (CDM), regulators were fully
aware of the risk that emission credits could be generated
from “business-as-usual” projects. They therefore defined an
additionality test and required validation of project documen-
tation by independent auditors before a project could formally
be registered. One option to argue a project’s additionality
was a barrier test – i.e. project developers essentially only
needed to “prove” that the project faces barriers to implemen-
tation. Unfortunately, at the beginning some auditors did not
meet expectations and essentially rubber-stamped state-
ments of project developers, especially when these argued
that the project faced prohibitive barriers. Thus, in the first
“gold rush” years of the CDM, many projects with doubtful
additionality were registered. 

This situation only improved when the regulators suspended
various auditors for sloppy work, and developed more robust
investment tests for additionality determination, phasing 
out the barrier test. Over time, additionality rules became far
more sophisticated – critics argue too complicated. But in
2012, the additionality issue flared up again when under Joint

Implementation (JI) Ukraine and Russia created several hun-
dred million emission reduction units in a few weeks, with
many observers arguing that these two countries just “laun-
dered” surpluses in their emissions budget, colloquially called
“hot air”. 

What lessons can we draw from these experiences for the
design of additionality rules for mitigation activities under
Cooperative Approaches and the Sustainable Development
Mechanism under Art. 6 of the Paris Agreement, and for 
climate finance to both mitigation and adaptation under 
Art. 6.8? 

Additionality in a bottom-up world – 
key principles

Only if there is trust that activities credited under Art. 6.2
(“Cooperative approaches”), 6.4 (“Sustainable Development
Mechanism”) or receiving public climate finance under Art.
6.8 (“Non-market approaches”) are actually enabled exclu-
sively through the revenue from the sale of carbon credits 
or public funding, the Paris Mechanisms can be politically 
sustainable. Otherwise, mitigation ambition (and adaptation
outcomes) of the Paris Agreement would be reduced due to
spurious mitigation credits and diversion of climate finance
to business as usual activities.

Many people believe that the additionality problem is auto-
matically resolved when all countries take up mitigation tar-
gets. This is not the case as shown by the JI example in 2012.  
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Ensuring Additionality in
the Paris bottom up World 
How to regulate upscaled crediting, linked emissions trading schemes and climate
finance under Art. 6 

by Axel Michaelowa and Sonja Butzengeiger, Perspectives Climate Group
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A necessary condition for additionality is that a country’s miti-
gation commitment goes beyond business-as-usual. Genera-
tion of “hot air” due to an inflated baseline leads to non-addi-
tional emission credits. Additionality testing would thus only
become superfluous if all countries had ambitious NDCs that
would cover all sectors and emission sources with (compara-
ble) levels of ambition. Currently, both conditions clearly are
not fulfilled, hopefully they will be so in the not too distant
future.

Preventing generation of “hot air” through NDCs

Under the PA, countries are free to choose baselines as per
their political priorities. Projecting future emissions is a pro-
cess that is highly dependent on variables such as economic
and population growth, change in economic structure and
energy prices. Any situation where the mitigation target is
less stringent than a credible business-as-usual (BAU) path
generates “hot air”. In this case, no mitigation actions beyond
existing policies (if at all) would be required to meet the tar-

get. Looking at the baselines in current NDCs, many baselines
look to be overly high, creating several billion t CO2eq of hot
air (Schneider et al. 2017). 

Ideally, emission baselines for each sector that will host an Art.
6.2 or 6.4 activity would be developed in a centralized manner.
Upon the (voluntary) request of a Party, an Art. 6 Supervisory
Board (A6SB) would define the baseline emissions according
to a standard methodology. The same standard methodology
would be applied to all countries that plan to host an NDC in
that sector, and it would apply as many default values (e.g.
population growth, GDP data, emissions intensity factors) as
possible.

Emission sources not covered by NDCs

Various countries have NDCs whose mitigation contribution
excludes certain sectors. Approximately 6.1 billion t CO2eq of
projected emissions in 2030 are not covered by targets under
current NDCs (Schneider et al. 2017). These emission sources

Business as usual? Large infrastructure projects rarely qualify as additional. Chinese Bus Rapid Transit system in the Jiangsu Province, China. 
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need to be addressed in a way similar to the CDM under Art. 6.
For Art. 6.4, this can be done in a straightforward way through
a policy/activity-specific additionality test. If Art. 6.2 is devoid
of international oversight, activities in sectors outside of NDCs
should not be eligible.

The situation gets more complex when in the future through
the revision of NDCs non-covered sectors are brought into the
NDC. As double counting must be avoided, this would lead to
a situation where the seller country needs to decide whether
to continue selling the credits or to use the mitigation to
reach the NDC target. This situation would lead to a loss of
revenue and therefore it has been argued that it disincen-
tivises expansion of NDC coverage.

Investment testing for projects and programmes

It is relatively straightforward to understand economically
rational behaviour of project/programme proponents. For pro-
ject and programme-type activities, a thorough investment
test with standardisation of input parameters should be
mandatory for all activities except the very smallest ones. The
regulators should provide default values for rate of return
thresholds applying the experiences used under the CDM.

Dynamic country-level baselines to ensure 
additionality of policy instruments 

How can one understand why policymakers introduce a spe-
cific policy instrument? Determining a business-as-usual
emissions path on a country level can be based on
economic/energy modelling. Unfortunately, model-based fore-
casts have often been remarkably wrong, especially in the long
term. Unforeseen changes in technology influence prices of
different fuels and types of energy, shift the shares of eco-
nomic sectors in the total economy. A case for that is the unex-
pected reduction in costs of solar photovoltaics, which are
now business-as-usual in significant parts of the world. Also,
unexpected economic crises influence production levels. The
financial and economic crisis of 2008 undermined the EU
emissions trading scheme because the allocation of
allowances had been made on the basis of pre-2008 produc-
tion forecasts, and thus was much too high. We thus suggest a
“dynamic” baseline approach, where the baseline calculation
is defined ex-ante, but the parameters that enter the calcula-
tion are only quantified ex-post. Adjustment of baseline

parameters should be done at least every two years, and there
should be a mandatory comprehensive baseline revision /
update every 5 years. 

Additionality under conditional and 
non-conditional NDC components

Most NDCs of developing countries consist of one mitigation
component conditional on international finance and another
one where policies do not require financial support from
industrialized countries. If acquisitions of credits/ITMOs under
Art. 6.2 and 6.4 are not labelled as international climate
finance by the buyer countries, it does not matter under
which part of the NDC the activity happens as long as it can
be proven that the activity itself is additional. For activities
under the non-conditional part, a distinct additionality test
would not be needed if the baseline underlying the non-con-
ditional part is conservative (see discussion above). 

Given that revenues from Art. 6.8 will be seen as international
climate finance, the non-conditional scenario should serve as
baseline for any Art. 6.8 activity. Activities that are already
receiving international financing would only be seen as addi-
tional if this financing is insufficient to implement the activity.

Stepwise additionality determination under
dynamic baselines

We propose the following decision tree regarding policy-spe-
cific additionality testing.

If the dynamic adjustment and review of the baseline is not
possible due to sovereignty concerns or funding for Art.
6.2/6.4 purchases is earmarked as climate finance, the proce-
dure would have to be adjusted as follows:

How to test a policy instrument for additionality

How can additionality of policy instruments be determined
without having to assess each mitigation action triggered by
the policy instrument? Principally, a policy instrument can be
seen as additional when its costs exceed its benefits. However,
the benefits of policies such as improved health due to low-
ered air, water and soil pollution are often difficult to mea-
sure, especially if they cannot easily be monetized. Similarly,
there are cases where a given policy is introduced because rel-
evant strategic side-effects are expected, such as improved

COVER FEATURE
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standard of living / mobility of population (e.g. public trans-
port policies). A policy instrument could also face prohibitive
barriers that are overcome by an outside intervention. We dis-
cuss simplified additionality test options for various kinds of
policy instruments.

Regulatory instruments – assessing the payback
period of mandated technologies

Regulation is normally chosen to overcome barriers to other-
wise profitable activities such as incentive problems like the
famous tenant-owner dilemma preventing efficiency
improvements in buildings, or lack of information about tech-
nology performance and failure risk. As far as a country bene-
fits from the removal of incentive-related barriers, such regu-
latory mitigation policy instruments should not be deemed
additional unless real barriers are demonstrated – for exam-
ple,  required access to finance in foreign currency. In cases of

regulation that mandates a certain efficiency of a technology,
a pragmatic approach would assess the payback period that
would lead to investment into that technology. Academic liter-
ature and industry practice agree that 4 to 5 years, corre-
sponding to an internal rate of return of around 20% per year,
would be a typical threshold applied by companies. This would
make regulation mandating technologies with payback peri-
ods that are longer additional.

Carbon pricing – minimum price levels

Carbon pricing aims at mobilizing mitigation with relevant
costs not undertaken under business-as-usual. Carbon pricing
policies such as carbon taxes and emission trading schemes
could automatically qualify as additional provided the carbon
price exceeds a certain threshold, which should be differenti-
ated according to the development level of a country. This
assumes that political opposition, which is the key barrier for
carbon pricing, is directly proportional to the price level.

Figure 1: Proposed additionality testing for Art. 6 mechanisms
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Applying historical experience, carbon prices of up to 5 ¤/t
CO2 are politically feasible even in emerging economies such
as China (ETS), India (coal tax), Chile and Mexico (carbon tax).
Political opposition gets stiff at prices above 15 ¤/t CO2 as seen
in Australia and the EU; no emerging economy system has a
carbon price of that level. We thus propose 5 ¤/t CO2 for devel-
oping countries and 10 ¤/t CO2 for industrialized countries,
below which only very few actors would undertake mitigation. 

Many stakeholders propose that Art. 6.2 should allow genera-
tion of ITMOs through linking of emissions trading systems.
Given the proliferation of overallocated systems, we propose
that regardless of the allowance price, a further test of the ini-
tial allocation is undertaken; systems with overallocation
would fail that test even if the allowance price exceeds the
thresholds mentioned above. The A6SB, which in our view
should also provide guidance for Art. 6.2, should check
whether overallocation occurs, applying common methodolo-
gies for this check. Seller countries could be exempted from
carbon pricing instrument level additionality testing if they
credibly show that their NDC mitigation targets go beyond
business-as-usual. 

Incentive schemes – prevent over-subsidisation

Due to political economy reasons, subsidy schemes such as
feed-in tariffs for renewable energy or grants for low-carbon
investment are easier to implement than carbon pricing
schemes. Subsidies usually benefit a very specific group of
actors that lobbies for the introduction of the subsidies.
Financial incentive schemes – such as renewable energy feed-
in tariffs, tax reductions for particularly energy efficient com-
panies, financial bonuses for buying particularly efficient
appliances (e.g. LEDs rather than incandescent light bulbs) or
cars (including retirement payments) – tend towards being
additional, but would require further testing in the context of
national circumstances. Many instances show that powerful
interest groups manage continue to get subsidies even if the
underlying activity has become more attractive over time. This
was for example the case for solar photovoltaics in Germany
during most of the 2000s.

Grants for large infrastructure programmes such as establish-
ing/expanding/improving public transport are a very difficult
category of policy instruments. In general, investment costs for

Figure 2: Additionality testing for conditional part of NDC under Art. 6 mechanisms
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urban mass rapid transport systems are very high and never
justified by climate change mitigation alone. Thus, at first
glance all such grants would be additional, which clearly would
not be conservative given that in many countries such invest-
ments have been undertaken without considering climate
change mitigation. Therefore, a benchmarking approach to
jurisdictions in a comparable situation might be appropriate. 

Validation, verification and certification – 
ensuring credible results of audits

Independent third-party validation of additionality under the
CDM initially did not work properly because some validators
wanted to validate leniently in order to get more contracts in
the future from the same project developer. Moreover, com-
petitive pressure on fees led to inadequate human resources
being allocated for validation. In order to improve the situa-
tion, fees of validators should be standardised and the A6SB
should allocate validators in a randomized process. This would
reduce possibilities for collusion between validators and activ-
ity developers. The A6SB should also immediately suspend val-
idators if they are found to provide substandard services. An
alternative would be that validation is done by own staff of
A6SB. This also has the advantage that comparable standards
are applied, as AS6B staff would be trained at the same perfor-
mance standards.

Addressing incentive problems regarding 
ambition increase of NDCs over time

As shown in the context of the discussion on “E+/E- policies” in
the CDM, there is a widespread fear that revenues from Art. 6
mechanisms could slow down the increase of ambition of
NDCs during their revision. The argument is as follows: if a
country makes its NDC target more stringent, it will reduce its
supply of credits / ITMOs and thus reduce its revenue. The
argument is only partially correct, as it ignores the develop-
ment of the credit / ITMO price. When the aggregate mitiga-
tion target of all NDCs becomes more stringent, the demand
for credits will rise while the supply will fall. Thus, the price
will increase. The revenue impact then depends on the price
elasticity. In case of a high elasticity, a seller country’s credit
revenues may increase even if its supply falls. Of course, a
country may want to fully free ride on the effort of all others
and benefit from the price rise, while keeping its supply
unchanged. Such a case can never be excluded in a bottom-up

system like the Paris Agreement. Ideally, it would be addressed
by default increases of baseline stringency from one NDC
period to the next. The minimum approach would be “naming
and shaming”.

Another aspect of this is that mitigation technologies are
never static. Therefore, mitigation costs and volumes will shift
over time, and this will have to be taken into account. Some
technologies will under most circumstances no longer be
additional, while new technologies emerge that are initially
additional everywhere.  

While robust additionality determination challenges the princi-
ple of “anything goes” built into the bottom-up system of the
Paris Agreement and may be seen as overly intrusive, the trust
necessary to generate sufficient demand for emission units
under Art. 6 can only be generated if countries are willing to
abide by common rules and allocate a certain amount of over-
sight to an international body. Otherwise market mechanisms
will wither away and a key opportunity to mobilise the most
attractive mitigation options around the world will be lost.
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The UNFCCC climate negotiations are currently head-
ing towards the first big milestone of the implemen-
tation of the Paris Agreement – the compilation of 
a rulebook to guide implementation and to opera-
tionalise different elements. While waiting for the
first text elements to be published, Atlas Environ-
mental Law Advisory and adelphi conducted an
expert workshop in Germany late 2017, supported by
German Federal Ministry of the Environment (BMUB),
on selected key elements of Article 6 that should be
reflected in the rulebook, namely the notions of sus-
tainable development, environmental integrity, and
additionality. As a follow-up to the discussions, Atlas
Environmental Law Advisory and adelphi drafted
legal language on how the issues at hand could be
addressed by way of a decision of the Conference of
the Parties serving as the meeting of the Parties to
the Paris Agreement (CMA). The result is a proposal
on “Principles of the mechanisms pursuant to Article
6.2 and 6.4 of the Paris Agreement”.

The proposal is structured along four main elements
and – for the ease of reading – broken up accordingly
below:

1. a preamble for setting the scene and legal 
referencing

2. a section on Sustainable Development (SD)

3. a section on Environmental Integrity related to
Art. 6.2 and 

4. a section on Environmental Integrity related to
Art. 6.4

Text suggestions on the preamble

In the preamble, there should be a few mandatory
elements such as

n a reference to delegated legislation seconding
this decision, in particular on operationalising
Article 6.2 and 6.4

n a reference to ‘instructions’ on the architecture
from the Paris Decision; and 

n general remarks on the subject of the decision:
Sustainable Development and Environmental
Integrity – the latter also explicitly referencing
the principle of “additionality”. 

As optional we consider further references to treaty
principles and/or documents, e.g. by referring to the
preamble of the UNFCCC. As this preamble includes,
among many others, a reference to the principle of
common but differentiated responsibilities, this
would also be referenced as a principle in the context
of the Paris Agreement. Other possible 
references include the 2030 Agenda for Sustainable
Development and other key environmental 
conventions.

INITIATIVES

A Proposal on Principles
Governance considerations and legal language for the Art. 6 mechanisms  

by Moritz von Unger, Atlas Environmental Law Advisory, and Dennis Tänzler, adelphi 
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Text suggestions on Sustainable Development

The following section on Sustainable Development needs to
address the questions what kind of prerogative is established,
what references to a common reporting framework on sus-
tainable development will be made and how the due reflec-
tion on the 2030 Agenda can be ensured. As a result, we sug-
gest that 

n the Decision leaves the matter of Sustainable Develop-
ment to the national prerogative of countries (para. 1);

n a common reporting framework is installed - namely con-
cerning the national process and national rules - as well
as the principle that both countries involved in any trades
must confirm the compliance with their SD rules. Thus, it
is not the host country alone that needs to regulate and
comply with the matter (para. 2-3)

n countries must base their SD rules on the 2030 Agenda for
Sustainable Development (para. 1);

Text suggestions on Environmental Integrity
related to Art. 6.2 (see next page)  

In the third section, the relationship between Environmental
Integrity of activities based on Art. 6.2 and some of the key
principles of the Paris Agreement is defined and opera-
tionalised further, with a special focus on additionality and
the sound organisation of transfers, including the questions
of corresponding adjustments. In a narrow reading, Art. 6.2
links the requirements of Environmental Integrity (as well as
of Sustainable Development) to the transfers of international
mitigation outputs only, not the underlying measure. How-
ever, such a reading would probably set the provision apart
from the chapeau provision of Art. 6.1. The suggested text the
authors propose makes clear that both the measure and the
transfer need to follow comprehensive Sustainable Develop-
ment / Environmental Integrity rules.

Art. 6.2 does not mention additionality explicitly, nor does the
Paris Decision accompanying Art. 6.2. In the legal language

Preamble
The Conference of the Parties serving as the meeting of the Parties

to the Paris Agreement,

Aware of its decisions […],

Recalling decision 1/CP.21, in particular its paragraphs 36 and 37;

Recalling also the [preamble to the Convention],

Recognizing that Parties to the Paris Agreement may choose to

pursue voluntary cooperation in the implementation of their

nationally determined contributions to allow for higher ambition

in their mitigation and adaptation actions and to promote sustain-

able development and environmental integrity,

Affirming that it is a participating Party’s prerogative to 

confirm whether a cooperative implementation action assists it in

achieving sustainable development,

Emphasizing that environmental integrity is to be achieved

through sound modalities, rules, guidelines and oversight,

Sustainable Development
1. Decides that a Party wishing to engage in voluntary cooperation

shall have procedures in place to ensure the promotion of sus-

tainable development, based on the guidance provided by the

United Nations 2030 Agenda for Sustainable Development;

2. Decides that each Party shall communicate its procedures for

the promotion of sustainable development to the secretariat, as

well as any updates made, and shall designate a national author-

ity responsible for the application of such procedures, including

the approval of any measures for implementation;

3. Decides that, for any measure for implementation, the desig-

nated national authority of the host Party as well as the desig-

nated national authority of any cooperating Party must confirm

the compliance with the relevant procedures on sustainable

development and make their findings public; 
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Environmental Integrity 
(Article 6 paragraph 2)
4. Decides that a Party participating in the mechanism pursuant 

to Article 6, paragraph 2, may only transfer mitigation outputs

internationally that are accounted for under the Party’s 

nationally determined contribution;

5. [… and only provided the ambitious efforts underlying a Party’s

nationally determined contribution for the sector or sub-sector

concerned or for the economy as a whole has been verified by

[accredited independent experts] [accredited regional expert

organizations] [the technical expert review led in accordance

with article 13, paragraph 11]]; 

6. Decides that an international transfer of a mitigation output in

accordance with Article 6, paragraph 2, requires both a transfer-

ring and a receiving Party to demonstrate – as part of the infor-

mation regularly provided to track progress made in implement-

ing and achieving its nationally determined contribution under

Article 4 – that their own efforts underlying each Party’s 

nationally determined contribution for the sector or sub-sector

concerned or for their economy as a whole are sufficiently 

ambitious;

7. Decides that an international transfer of a mitigation output in

accordance with Article 6, paragraph 2, requires the transferring

Party to demonstrate – as part of the information regularly pro-

vided to track progress made in implementing and achieving its

nationally determined contribution under Article 4 – that the

specific mitigation output is the result of a real and ambitious

measure for implementation that is additional to the Party’s 

own efforts underlying each Party’s nationally determined 

contribution;

8. Decides that Parties participating in the mechanism pursuant to

Article 6.2 may engage in a specific bilateral or multilateral

transfer of mitigation outputs, provided the accounting metric

used to calculate the mitigation output under a Party’s nationally

determined contribution is the same or equivalent for both the

transferring Party and the receiving Party or Parties and such

equivalence has been confirmed by the [Supervisory Body]

established pursuant to decision --/--;

9. Decides that each international transfer of a mitigation output

must be accounted for as a debit under the transferring Party’s

nationally determined contribution and may be accounted for as

a credit under the receiving Party’s nationally determined 

contribution;

proposed, however, additionality is regarded as an element of
Environmental Integrity (general; para. 7);

Also, the proposed text foresees that trades under Art. 6.2 be
limited to mitigation outcomes that are accounted for at the
level of both (or all of) the participating countries (para. 4);

Then, a number of requirements for the trade under Art. 6.2
are important to establish in any decision. For example, trades
under Art. 6.2 require that

n both (all) participating countries to demonstrate ‘own-
efforts’ underlying NDC implementation (para. 6);

n participating countries demonstrate real and additional
nature of the outcome transferred (no independent 
verification foreseen) (para. 7);

n equivalent an “accounting metric” is used (rules on metrics 
and equivalence to be issued by the delegated body) 
(para. 8, 14);

Moreover, trade under Art. 6.2 must be followed by a corre-
sponding adjustment (“CA”) on the side of the host country.
This would not be a requirement for the purchasing country.
The host country’s CA (debit) must be higher than the 
adjustment at the buyer(s) level (credit), and all transfers 
must be reported in a structured manner (information on
type, transfer amount, adjustment amount, transaction 
parties, involvement of private entities) and within fixed 
deadlines (para. 8-13). 

As optional we suggest that trades under Art. 6.2 could
require independent verification of the underlying ‘sufficient
ambition’ (para. 5). This is certainly politically difficult to agree
on; however, it would further strengthen the overall trust into
the transfer system. 
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10. Decides that any credit accounted for by the receiving Party, or

the cumulative credits accounted for if there are multiple receiv-

ing Parties, must not be greater than the accounting debit for the

transferring Party;

11. Decides that all debits and credits from an international transfer

must be notified to the [Supervisory Body] to become valid;

12. Decides that said notification shall include the type and amount

of outcome for transfer, the debit and credit values prior and

after the transfer, the identity of the transferring Party and of the

receiving Party or Parties, as well information on whether public

or private entities have been authorized to participate in the

transfer;

13. Decides that said notification must occur within thirty days of

the agreed date of international transfer;

14. Decides that the Supervisory Board shall develop guidance for

the equivalence of accounting metrics.

Environmental Integrity 
(Article 6 paragraph 4)
15. Decides that a Party may implement measures in any sector 

and source category and from any greenhouse gas included in

decision --/--, irrespective of whether the specific sector, source

category or gas is included in the Party’s nationally determined

contribution;

16. Decides that prior to a Party’s participation in the mechanism

pursuant to Article 6, paragraph 4, it must communicate to the

secretariat whether emission reductions or removals resulting

from this mechanism may be used by another Party to demon-

strate achievement of its nationally determined contribution;

17. Decides that where a Party chooses that emission reductions or

removals resulting from the mechanism pursuant to Article 6,

paragraph 4, may not be used by another Party to demonstrate

achievement of its nationally determined contribution, they may

not be considered for transfer as mitigation output pursuant to

Article 6, paragraph 2, and may not be held outside the Party’s

[registry] established in accordance with decision --/--;

Text suggestions on Environmental Integrity
related to Art. 6.4

The final section of the decision is dedicated on how Environ-
mental Integrity of activities based on Art. 6.4 can be ensured.
In our reading, the Mechanism under Article 6.4 is open to any
sector. Accordingly, there is no need to stay within the scope of
an NDC (para. 15). A country must decide – and this should
arguably be a one-time decision – whether it wishes emission
reductions or removals (both referred to as “ERs” in the follow-
ing) to be usable by other countries for their NDC achieve-
ment or not (para. 16). If a country decides that ERs may not be
usable, all ERs issued must be kept in a domestic registry of
host country and are construed as non-transferrable
(“Ringfencing of No-Use-Decision”, para. 17). If, by contrast, a
country decides that ERs are usable by other countries, the
main provisions of Article 6.2 apply (see above) as well as sec-
tor- and/or country-specific multipliers to secure net-climatic

benefit (para. 18). In addition, the decision covers the following
elements:

n ERs can only be issued for additional measures (para. 19);

n Determination of ERs requires baseline calculations
whereby the definition and types of baselines broadly 
follow the concepts laid out by CDM/ JI (para. 20-28);

n [an Executive Body] is to develop standardized baselines
and can use the CDM/JI legacy (para. 24);

n All policies and measures implemented to achieve an NDC
target must be accounted for in the baseline scenario
(rejection of E+/E-) (para. 23);

The Decision also includes a placeholder for sectors/project
types for priority development of standardized baselines
(para. 26).
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18. Decides that where a Party chooses that emission reductions or

removals resulting from the mechanism pursuant to Article 6,

paragraph 4, may be used by another Party to demonstrate

achievement of its nationally determined contribution, any trans-

fer must follow the requirements as laid out in paragraph 4,

paragraph 6, as well as paragraphs 9-13 for transfers pursuant to

Article 6, paragraph 2, while in each case the application of the

sector- and/or country-specific multiplication factors as estab-

lished in accordance with decision --/-- shall ensure that the

accounting debit for the transferring Party will be greater than

the accounting credit for the receiving Party or Parties to facili-

tate an overall mitigation in global emissions;

19. Decides that only those measures are eligible for implementa-

tion pursuant to Article 6, paragraph 4, which are expected to

result in in a reduction in, or removal of, anthropogenic emis-

sions by sources of greenhouse gases that are additional to any

that would occur in the absence of the proposed measure;

20. Decides that for each eligible measure a baseline shall be estab-

lished, whereby the baseline shall be defined as the scenario that

reasonably represents the anthropogenic emissions or removals

by sources of greenhouse gases that would occur in the absence

of the proposed measure;

21. Defines that a baseline shall cover emissions from all gases, 

sectors and source categories pursuant to decision --/--;

22. A baseline shall be deemed to reasonably represent the anthro-

pogenic emissions and removals by sources that would occur in

the absence of the proposed measure, if it is derived using a

baseline methodology approved by the [Executive Board] estab-

lished pursuant to decision --/--;

23. Decides that when a baseline methodology is applied to a 

specific measure, all policies, practices and interventions, as

adopted or made from time to time with a view of implementing

a Party’s nationally determined contribution, shall be taken into

consideration;

24. Decides that the [Executive Board] established pursuant to deci-

sion --/-- shall develop procedures on standards for a Party or a

group of Parties to facilitate the calculation of emission reduc-

tion and removals and/or the determination of additionality for

measures implemented under the mechanism referred to in 

Article 6, paragraph 4, while providing assistance for assuring

environmental integrity as well as sustainable development, and

while building on, as appropriate, procedures adopted by the

Conference of the Parties serving as the meeting of the Parties 

to the Kyoto Protocol;

25. Decides that Parties, public and private entities authorized by a

Party to participate in the mechanism referred to in Article 6,

paragraph 4, as well as international industry organizations,

admitted observer organizations and civil society representa-

tives, through a Party’s designated national authority as estab-

lished pursuant to decision -- / --, may submit proposals for stan-

dardized baselines for consideration by the [Executive Board]; 

26. Requests the [Executive Board], starting at its first meeting, to

work and report to the Conference of the Parties serving as the

meeting of the Parties to the Paris Agreement on the potential

for the establishment of standardized baselines and/or standards

for the determination of additionality 

assessments for the following activities: ________

27. Requests the [Executive Board] to develop specific standards, 

as appropriate, in consultation with relevant designated national

authorities, prioritizing methodologies that are applicable to

least developed countries and small island 

developing States; 

28. Decides that the application of the standards as defined in para-

graph […] above shall be at the discretion of the host countries’

designated national authorities; 

29. Requests the [Executive Board] to periodically review, as 

appropriate, the standards established. 

The full proposal can be downloaded at www.carbon-mechanisms.de/en/proposal_on_principles

www.carbon-mechanisms.de/en/proposal_on_principles
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In the ongoing negotiations on the rulebook of the Paris Agree-
ment, several Parties have proposed that international transfers
under Article 6 be subject to “limits”. Limits are proposed by Par-
ties to achieve several policy objectives. They could, for example,
prevent transfers of “hot air”. In so doing, they could reduce dis-
incentives for transferring countries to increase ambition in
future NDCs. Limits could also be introduced in order to address
the risk of “over-selling”, i.e. that countries transfer so many 
mitigation outcomes that they can no longer achieve their NDC.
Finally, limits could be pursued to ensure that a minimum 
portion of mitigation effort takes place domestically – which is
often referred to as “supplementarity”.

In a new study  commissioned by the Belgium Federal Public Ser-
vice of Health, Food Chain Safety and Environment, the authors
explored how limits could be designed, and tested if and how
they could reduce the risk of “hot air” transfers under Article 6.
Here we summarize key findings from the study and provide
recommendations for the ongoing negotiations on this matter.  

Hot air under the Paris Agreement
The ambition of mitigation targets in current NDCs varies
considerably. Independent assessments of NDCs (CAT, 2016;
den Elzen et al., 2016; Meinshausen & Alexander, 2016) suggest
that several countries’ mitigation targets could correspond to
higher levels of emissions than their likely business-as-usual
(BAU) projections. Such countries could thus appear to gener-
ate emission reductions (relative to their targets), without
generating any actual emission reductions. This “hot air” could
pose several risks to environmental integrity under Article 6. 

If the rules under Article 6 were to allow countries to transfer
hot air to other countries, then global GHG emissions could

end up higher than they would have been if the countries’
NDCs were achieved without such transfers. 

Allowing countries to transfer hot air could also create a disincen-
tive for them to increase ambition in future NDCs, so as to accrue
higher benefits from international transfers (Schneider, Füssler, 
La Hoz Theuer, et al., 2017). Countries with hot air, moreover, do not
have incentives to ensure that units generated by mechanisms
(such as crediting mechanisms and emission trading schemes)
have quality – i.e. that each unit is associated with an abatement
of at least one tonne of CO2 equivalent. 

To understand the materiality of the risks from hot air in 
current NDCs, we drew on two data sources to compare NDC
target levels with independent BAU emissions projections: the
analysis by Climate Action Tracker and the NDC & INDC fact-
sheets prepared by the University of Melbourne (CAT, 2016;
Meinshausen & Alexander, 2016). It is important to note that
this analysis is not an assessment of country-level NDC ambi-
tion – which would have to take other considerations (such as
equity and development) into account. 

Our analysis shows that there could be a significant amount of
hot air under a broad range of scenarios and assumptions. Calcu-
lations based on data by Meinshausen and Alexander, for exam-
ple, indicate that the hot air volume could range between 2.1 and
3.3 GtCO2e in 2030 alone. This volume, moreover, stems from a
large number of countries – making it difficult to “isolate” the risk.
While there are significant uncertainties in BAU emissions projec-
tions and challenges in interpreting NDC targets, these figures
indicate that the potential for hot air in current NDC targets could
be a significant threat to environmental integrity under Article 6
of the Paris Agreement. Limits on international transfers could be
one of the ways to address this risk.

When less is more
Can limits to international transfers under Article 6 help address environmental
integrity risks?  

by Stephanie La Hoz Theuer, Lambert Schneider and Derik Broekhoff 

1 La Hoz Theuer, S., Schneider, L., Broekhoff, D., & Kollmuss, A. (2017). International transfers under Article 6 in the context of diverse ambition of NDCs: Environmental integrity risks
and options to address them. Stockholm Environment Institute Working Paper No. 2017–10. https://www.sei-international.org/publications?pid=3248

https://www.sei-international.org/publications?pid=3248


Key design features of limits
Article 6.2 of the Paris Agreement does not specify what an
‘internationally transferred mitigation outcome’ (ITMO) is, nor
how transfers should take place. ITMOs could be international
units that are transferred between electronic registries or they
could be amounts that are reported by countries for account-
ing purposes (Schneider, Füssler, Kohli, et al., 2017). We assume
here that ITMOs are amounts reported by countries. For sim-
plicity, we use “ITMOs” to refer both to transfers of mitigation
outcomes generated under Article 6.2 and to emission reduc-
tions resulting from the Article 6.4 mechanism, although the
findings would hold if this were not the case. We further
assume that ITMOs are expressed in tCO2e, noting that the
findings would hold if that was not the case. The sections that
follow explore how limits to ITMO transfers could be designed. 

Relative and absolute limits

Limits could be established in a number of ways. We distin-
guish here two main types. Under a relative limit, a country
would be allowed to transfer ITMOs to the extent that its
actual emissions in the target year or period are below a spec-
ified limit. This type of limit is referred to here as a relative
because it would allow the country to transfer any amount of
ITMOs – as long as it reduces emissions below the limit

accordingly. Relative limits can reduce the risk of transferring
hot air, as well as avoid perverse incentives for countries to
adopt less ambitious future NDCs. 

To prevent transfers of hot air, relative limits would ideally be
set exactly at the level of BAU emissions, as shown in Figure 1.
In this case, the limit would prevent transfers of hot air while
still enabling transfers that do result from abatement action.
In practice, however, establishing BAU emission projections is
both technically and politically challenging. Policy-makers
could therefore also consider deriving relative limits from
other parameters, such as average historical emissions, as 
proposed by Brazil. 

Under an absolute limit, a country could issue, transfer or
acquire only a certain absolute (or fixed) number of ITMOs. For
example, a limit could be established whereby countries can
only transfer ITMOs corresponding to up to a fixed percentage
of their NDC target level. Absolute limits could help reduce the
risk of transferring hot air and over-selling, and could also
help ensure a certain level of supplementarity. 

Applicability to countries 

Limits could be applied to transferring and/or acquiring coun-
tries, as well as to different groups of countries. Limits placed
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Figure 1: Relative limit based on a BAU emissions projection in 2030

1 Note: The figure illustrates the application of a relative limit for a country with an NDC target for 2030 (black square) that is less stringent than the projected BAU emissi-
ons (blue line). The country thus has hot air (red arrow). The country implements mitigation actions which bring its emissions (black dashed line) below BAU. In this exam-
ple, the relative limit (orange line) is set exactly at the level of the BAU emissions in 2030. The amount of ITMOs the country is allowed to transfer in 2030 corresponds to the
reduction of emissions below the limit (green arrow).  
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on transferring countries could help prevent hot air transfers,
reduce perverse incentives for adopting less ambitious future
NDCs, and prevent over-selling. Limits placed on acquiring
countries could help ensure supplementarity but may do little
to address the hot air risk, because transferring countries
could still in principle transfer all of the hot air contained in
their NDCs. 

Applicability to types of transfers

The rules for Article 6 are not yet defined. It seems possible
that mitigation outcomes could be generated under different
Articles (i.e. 6.2 or 6.4), using different types of mechanisms
(i.e. crediting mechanisms or emissions trading systems) – or
possibly without any underlying “mechanism”, which is often
referred to as government-to-government transfers. Each
option could involve different environmental integrity risks,
and the application of limits could be differentiated accord-
ingly. The application of limits could, for example, take into
account varying levels of international oversight and exempt
international transfers that are backed by mechanisms that
ensure the quality of units transferred. 

Methods for establishing the level of limits

The level of limits could be established in a number of ways.
Limits could be based on different parameters, such as histori-
cal GHG emissions, GHG emissions per gross domestic prod-
uct (GDP), a GHG emissions level corresponding to the NDC
target, or actual GHG emissions in the contribution period.
The parameters could be determined using different reference
periods, with various lengths and starting points. Finally, sev-
eral methods could be applied to calculate the level of the
limit, such as simple percentages, average values or an extrap-
olation of trends. 

Other design features are also relevant, such as the point of
application (e.g. at issuance, transfer, use) and considerations
on when to establish, apply and assess limits. 

Testing different options for limits
In order to understand the implications of different types of
limits, the study road-tested different methods for determin-
ing limits in the context of 17 countries with a wide array of
circumstances, including Argentina, Brazil, China, Ethiopia, the

European Union, Gambia, India, Indonesia, Japan, New
Zealand, Norway, Peru, Russia, South Africa, South Korea,
Ukraine and United States. The analysis focused on two
aspects: whether and how the limits address the environmen-
tal integrity risk of international transfer of hot air, and
whether and how they allow countries to transfer ITMOs that
result from mitigation action. To assess these implications, we
used information on BAU projections and NDC targets from
Climate Action Tracker (2015). As noted above, it is important
not to interpret or confuse this road-testing of limits with a
more holistic assessment of the ambition of individual NDCs.

Relative limits

The objective of preventing the transfer of hot air while enabling
the transfer of actual mitigation actions would theoretically be
best achieved if relative limits were set exactly at the level of BAU
emissions. We therefore calculated the level of the limit using dif-
ferent methods and compared the results with BAU emission
projections by Climate Action Tracker. We tested limits based on
absolute GHG emissions and GHG emissions per GDP, using both
average historical levels and an extrapolation of historical trends.
Figure 2 illustrates the results of the analysis, and illustrates that
none of the analyzed methods is effective for all countries: in
some instances, the limits are far below BAU emission projec-
tions, whereas in others they are far above BAU projections. None
of the approaches reliably prevented the transfer of hot air for all
tested countries while allowing transfers that result from mitiga-
tion action.

Relative limits based on the average of historical GHG emissions,
as shown in panel A in Figure 2, would imply that countries can
only transfer ITMOs if they are on a decreasing emissions path-
way. That would prevent the transfer of nearly all hot air con-
tained in current NDCs and could provide incentives for coun-
tries to ramp-up ambition. Yet most countries have increasing
emission trends. For these countries, this type of limit could
make it difficult to engage in international transfers, as they
would have to reduce emissions far below their NDC target
before being able to transfer ITMOs. Nonetheless, relative limits
based on average historical GHG emissions performed best in
approximating BAU emission projections among the countries
and options tested. Panel A illustrates this limit for a country
with stable emissions (Norway) as well as for countries with
increasing emissions (Russia and India). 
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Relative limits based on trends of historical GHG emissions
(panel B) are good approximations for BAU emissions projec-
tions for the few countries where the rate of increase or
decrease in emissions is expected to stay stable over time,
such as in the case of Russia. Yet this approach quickly loses
accuracy when countries’ rates of emissions increase or
decrease change over time – which is the case for most other
countries analysed here, such as China. The time period used
to calculate the trend was found to have a very significant
impact for some countries, such as for Japan. Somewhat sur-
prisingly, relative limits based on trends of GHG emissions
fared, on average for all countries, worse than relative limits
based on averages of GHG emissions. 

Relative limits based on the average of historical emissions
intensity (i.e. GHG emissions per GDP), as shown in panel C,

are close to BAU projections for a few countries, such as Brazil,
but lie far above BAU projections for most countries – as the
emissions intensity is expected to decrease for most of the
countries. While this is of little consequence for countries with
below-BAU targets such as New Zealand, it would allow for
most or all of the hot air to be transferred for other countries,
such as in the case of Indonesia. 

Relative limits based on trends of historical emissions inten-
sity (panel D) could potentially reflect that the emissions
intensity is decreasing for most countries. Yet the suitability of
this approach depends on how the countries’ rate of emis-
sions intensity changes over time. In India, for example, the
rate is expected to stay relatively constant until 2030. In the
EU and China, however, the rate of decrease in emissions
intensity is expected to become less prominent over time,

Panel A – Relative limits based on average of historical GHG emissions

 

Panel B – Relative limits based on trends of historical GHG emissions
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causing relative limits based on historical trends to fall below
the projected BAU. Surprisingly, limits based on trends of his-
torical emissions intensity are the worst performing option
among all relative limits tested in terms of their suitability as
an approximation of projected BAU emissions levels.

Absolute limits

For absolute limits, six options were tested, including limits
derived from historical GHG emission levels and NDC targets
levels, using percentages of 1% and 5% (noting that any other
percentages could be employed). 

The results indicate that the threshold used (i.e. 1% or 5%)
plays a more important role than the parameter employed to
derive the limit. Absolute limits would have to be set at low

levels in order to be effective in preventing the transfer of hot
air. For the tested countries, a 1% limit, for example, would pre-
vent about 90% of the hot air from being transferred in the
various scenarios. Absolute limits, however, are bluntly appli-
cable to all countries – irrespective of environmental integrity
risks – and would contain, rather than address, the risk of
transferring hot air.

Conclusions 
Our analysis indicates that current NDC targets could contain
a significant volume of hot air. If rules under Article 6 were to
enable an unhindered transfer of hot air and countries were
to engage in such transfers, global GHG emissions could end
up higher than would have been achieved without the trans-

Panel C – Relative limits based on average of emissions intensity

 

Panel D – Relative limits based on average of emissions intensity



fers. It is critical that this risk be addressed in the ongoing
negotiations on Article 6. International carbon markets can
only achieve their objectives if they ensure environmental
integrity: without environmental integrity, they neither reduce
emissions nor reduce the costs of mitigating climate change.

The risks from the transfer of hot air could in principle be
addressed in three ways: (a) ensuring that international trans-
fers are backed by units that have quality, (b) ensuring that
transferring countries have ambitious targets, or (c) limiting
international transfers (Schneider, Füssler, La Hoz Theuer, et al.,
2017). All three approaches can help to mitigate environmen-
tal integrity risks but also pose challenges. The experience
with existing mechanisms indicates that ensuring unit qual-
ity can be difficult in practice. NDC targets are self-determined
by countries and any international rules that relate to their
ambition are unlikely to be politically acceptable. 

Limits to international transfers could help address the risk
from hot air transfers, although also with some caveats. Ide-
ally, relative limits would be set exactly at the level of BAU
emissions, thereby preventing transfers of hot air while still
enabling transfers that do result from abatement action. Yet
as this is both technically and politically challenging, other
alternatives may be considered. Relative limits based on his-
torical GHG emissions could prevent the transfer of nearly all
hot air contained in current NDC targets; such an approach,
however, would only allow countries to transfer ITMOs if they
are on a decreasing emissions pathway. Absolute limits set at
sufficiently low levels could prevent individual countries from
transferring large amounts of hot air. They are simple to
implement and provide ex-ante certainty on the volume of
permissible transfers, but are bluntly applicable to all coun-
tries, whether or not there is a risk for transfer of hot air. For
both relative and absolute limits, options could be considered
to apply limits only to some types of transfers. While this
increases complexity, it may help to promote environmental
integrity by limiting those types of transfers that may involve
higher risks. 

Given the considerable risks to environmental integrity, we
recommend that policy-makers take a cautious approach and
pursue several measures in parallel to mitigate these risks.
This should include: efforts to enhance the ambition of NDC
targets, such as through the Talanoa dialogue; international
rules to promote the quality of units from mechanisms, along-

side international review on the operation of mechanisms
under Article 13; as well as limits on international transfers. 

In considering how to set any limits to international transfers,
policy-makers may have to balance various policy objectives, in
particular addressing the environmental risk, enabling partici-
pation in Article 6, and providing incentives for increasing the
ambition of future NDC targets. Limits should, moreover, be
established in a way that minimizes the possibility of manipu-
lation that could result in inflated limit levels, and should
preferably be determined in methodologically simple ways.
Trade-offs between these policy objectives will likely be neces-
sary – but should not stop policy-makers from addressing
environmental integrity risks. 

The authors would like to thank Sophie Closson and Olivier
Kassi for the valuable comments in the preparation of this 
article.
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This article introduces the newly launched, Party-driven 
Sustainable Development (SD) Dialogue on Article 6 of the
Paris Agremeent (PA). The SD Dialogue is organised by UNEP
DTU Partnership and the Gold Standard Foundation in collab-
oration with the International Centre for Trade and Sustain-
able Development (ICTSD). The SD Dialogue is made possible
by contributions received from Germany, Switzerland, Belgium
and Liechtenstein. The aim of the SD Dialogue is to help over-
come knowledge and political barriers for Parties to promote
sustainable development through Article 6 cooperative
approaches. The article presents the background for the SD
Dialogue to be concluded by end of 2018 as input for Parties to
decide on the work programme by COP24 in Poland for imple-
mentation of the Article 6 cooperative approaches.  

Why a sustainable development
dialogue?
Global goals for climate change and sustainable development
(SD) were agreed in two historical agreements in 2015; the
Paris Agreement (UNFCCC, 2015) to limit global warming to
well below 2°C aiming for 1,5°C and the United Nations 2030
Agenda to achieve 17 Sustainable Development Goals (SDGs)
(UN, 2015). The political aspiration for a transformational
change to low carbon and sustainable development is 
recognised in both agreements.

Article 6 of the Paris Agreement covers voluntary cooperation
among Parties in their implementation of nationally deter-
mined contributions (NDCs) with the unitary objectives to
raise climate action ambition, promote sustainable develop-
ment and ensure environmental integrity (Article 6.1). The first
approach (Articles 6.2 – 6.3) covers internationally transferred
mitigation outcomes (ITMOs) that promote SD (…),consistent
with guidance of the CMA . The second approach (Articles 6.4

– 6.7) shall ‘contribute to the mitigation of greenhouse gas
emissions and support sustainable development’. It will be
supervised by a body mandated by the Parties. The third
approach is a ‘framework for non-market approaches’ (Articles
6.8 – 6.9) that aims, in the context of SD, to promote mitiga-
tion and adaptation ambition, enhance public and private
participation and enable opportunities for coordination
across mechanisms and institutions. 

The work programme to implement the Paris Agreement is to
be concluded by November 2018. This includes the develop-
ment of guidance, rules, modalities and procedures to imple-
ment the sustainable development provisions in Article 6 on
market and non-market approaches for voluntary cooperation
between Parties. 

Against this background, the objective of the SD Dialogue is to
explore Party and other stakeholder views on options to oper-
ationalise the sustainable development provisions in Article 6.
Based on technical work, research and analysis, options will be
developed and discussed on how the ‘rulebook’ for implemen-
tation of the Article 6 sustainable development provisions
may look like. 

Sustainable development in 
Article 6 of the Paris Agreement
Sustainable development features prominently in the Article
6 preamble (para 6.1) as a unitary objective for the three
approaches. In every cooperative approach under Art. 6, sus-
tainable development is an objective to be pursued in parallel
with climate actions: the text in Articles 6.2 and 6.3 clearly
states that Parties can decide to enter into voluntary coopera-
tion and transfer mitigation outcomes and in doing so “Par-
ties shall […] promote sustainable development and ensure
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environmental integrity”. In the negotiations of Articles 6.4 to
6.7, the mechanism was called the ‘Sustainable Development
Mechanism', though in the final text it has the cumbersome
name “a mechanism to contribute to mitigation and support
sustainable development”. Finally, Articles 6.8 and 6.9 define a
“framework for non-market approaches to sustainable devel-
opment”.

Moreover, the Paris Decision (para. 37b) to give effect to the
Paris Agreement states that rules, modalities and procedures
to develop the Article 6.4 mechanism are to be adopted by the
CMA on the basis of ‘real, measurable and long-term benefits
related to the mitigation of climate change’. The term‘benefits
of mitigation actions’ here refers to both greenhouse gas
emission reductions and sustainable development, as defined
in the dual objective of Article 6.4. This equal treatment of cli-
mate and sustainable development objectives may serve as an
indication that the Paris Agreement has moved away from a
climate-centric approach evident in the Kyoto Protocol and
towards a sustainable-development approach, acknowledging
that climate change and sustainable development are intrin-
sically linked in a way that the adverse impacts of climate
change undermine the ability of all countries to achieve sus-
tainable development.

Overall, sustainable development is mentioned 23 times in the
Paris Agreement and just 3 times in the Kyoto Protocol. The
enhanced focus on sustainable development as the context
for climate change indicates a gradual political change from
the Kyoto regime in 1997 to the Paris regime in 2015, away
from a ‘climate-first’ approach and towards a ‘sustainable
development’ or ‘climate compatible development’ approach.
In the Kyoto Protocol, sustainable development was framed as
a ‘co-benefit’, a side-effect of climate actions, whereas in the
Paris Agreement and with the 17 global SDGs, sustainable
development is seen as leverage to raise ambition for climate
action and a means to ensure that no harm is done.

Linkages between NDCs and SDGs  
There is growing research and policy available on the intercon-
nected nature of sustainable development and climate change
(DIE, 2017; Iyer et al., 2018; Obergassel, Mersmann, & Wang-
Helmreich, 2017; Verles, 2016). Research shows very clearly that
significant synergies can be derived from linking more closely

the two global policy Agendas, the Paris Agreement on climate
change and the 2030 Agenda on the global Sustainable Devel-
opment Goals (SDGs). This section provides a high-level
overview of these synergies and the associated opportunities. It
then looks at how these synergies are currently considered at
the international and national policy levels. 

The interconnected nature of sustainable development and
climate change has been recognised within the research com-
munity since the first International Panel on Climate Change
(IPCC) assessment reports starting in 1990/1992. Over the
years, the science on sustainable development has matured
and researchers now tend to focus on how to gain a better
operational understanding of the nature of the linkages and
how these can be leveraged to maximise synergies and min-
imise tradeoffs towards multiple goals for both agendas. 

The interlinked nature of climate change and sustainable
development is reflected in the respective global agreements
through: 

n a strong and visible climate change narrative (including a
climate goal) in the 2030 Agenda for Sustainable Develop-
ment, and 

n a clear recognition of the sustainable development needs
and contributions of climate action in the Paris Agree-
ment. 

A selection of the main linkages between climate change and
sustainable development recognized in the research and pol-
icy literature is listed below and shown in Figure 1:

n (-/-) Climate change’s adverse impacts undermine the
ability of all countries to meet their Sustainable Develop-
ment Agendas. 

n (+/-) Persisting levels of extreme poverty require further
development, which is often correlated to increased GHG.
In addition, some countries pursue economic growth as a
strategy to adapt to the impacts of climate change. Decar-
bonising development and economic growth is therefore
critical.

n (+/+) Some climate change mitigation (and adaptation)
measures are known to deliver development benefits (e.g
access to energy projects such as improved cooking inter-
ventions or smart-agriculture). 
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n (-/+) Conversely, some climate mitigation (and adaptation)
measures are known for having led to negative impacts
such as loss of biodiversity or human rights violations 
(e.g large scale infrastructure interventions).

Research and experiences from the field show that it is possi-
ble to mitigate negative impacts for climate or development
through, inter alia:

n activity-specific risk mitigation measures, 

n design principles inclusive of stakeholders, and 

n eligibility criteria filtering out the most risky 
interventions.  

Reconciling trade-offs between the promotion of climate
change mitigation and sustainable development as well as
adaptive capacities to the impacts of climate change is the key
challenge at the interface of climate and development poli-
cies. Experiences from the field such as safeguarding 
principles show, however, that it is possible. 2

Two important implications of the 2030 Agenda are often
overlooked by climate practitioners and policy makers:

1. It is the first time that the World has agreed on an inter-
national, common framework to set goals, targets and
indicators to measure progress on Sustainable Develop-
ment in a comparable way enabling aggregation of
impacts to the global level.

2. The 2030 Agenda endorses the principle of national
sovereignty (countries develop their own national SDG
plans also called ‘Voluntary National Reviews’) whilst also
providing a clear mandate for international level coordi-
nation through the High Level Political Forum on Sustain-
able Development. 

The Paris Agreement and Agenda 2030 processes are mutually
supportive in several ways (non-exhaustive list):

n Both processes draw their principles from the Rio Princi-
ples, including CBDR and equity, and refer to the right to
sustainable development. 

Climate Impact

Development 
Impact

No action 

+

+

–

– 0

Climate interventions 
with negative 
development impacts

Interventions with high 
positive climate and 
development impacts

Development 
interventions with 
negative climate 
impacts

Trade-off Management
Design principles
Eligibility criteria

Figure 1: Linkages between climate and development impacts

2 In order to support the Dialogue on SD under Art. 6 the Gold Standard Foundation and UNEP-DTU will provide Technical Briefing Notes to share
relevant field and research experiences (throughout 2018). 
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n Both stress the role of human rights, and promote gender
equality. 

n Their timelines overlap directly, and they have mutually
reinforcing objectives.

n The SDGs refer to existing financial commitments under
the UNFCCC, thereby recognizing that countries will need
to live up to their climate finance commitments to avoid
slowing down development progress. 

At country level, there is significant alignment between NDC
and SDG priorities as stated in countries’  Voluntary National
Reviews (VNR). Indeed, two-thirds of 2017’s VNRs make the link
between climate change and the broader SDGs as part of the
2030 Agenda. Around half of them explicitly refer to climate
plans (including NDCs) as integral elements of their strategies
for achieving the SDGs. 

This shows that well-designed sustainable development poli-
cies and actions deliver on both reduction GHG emissions and
enhanced resilience to climate impacts, while climate policies
and measures for both mitigation and adaptation can
advance development objectives. The extent of alignment
between the climate and sustainable development agendas at
country level highlights the significant opportunities for
national and subnational governments as well as other key
stakeholders to approach implementation in an integrated
and synergistic manner. 

To realise the full extent of potential benefits from joined-up
implementation of the two agendas, countries will often need
to undertake a systematic process to identify the potential
mutual benefits and co-benefits at the national and sector
levels prior to developing their plans for implementation
based on their development priorities.  

Lessons learned from the CDM
and voluntary approaches to SD
assessment
In the Kyoto Protocol, the CDM was established in Article 12
with the double aim to achieve cost-effective greenhouse gas
emission reductions and assist developing countries in achiev-
ing sustainable development. A defining feature of the CDM
‘rulebook’ decided in Marrakech 2001 was the decision to dele-
gate the responsibility for achieving sustainable development
to the national level represented by host countries Designated
National Authorities (DNAs). The decision was made based on
the argument that international rules, modalities and proce-
dures for sustainable development assessment would
impinge on national sovereignty. 

Implications of this decision led to criticism over the years
that the CDM has not succeeded in fulfilling its sustainable
development objective (Dialogue, 2012; Olsen, 2007; Sterk et
al., 2009; Sutter & Parreño, 2007). Reasons for the critique
include a trade-off between the two objectives leading to a
‘race to the bottom’ for nationally defined sustainable devel-
opment criteria, the lack of clear and transparent criteria and
decision-making procedures by participating countries, cases
of registered CDM projects violating human rights and the
absence of requirements and procedures to monitor, report
and verify that claims about sustainable development 
benefits are actually achieved. 

Responding to critique of the CDM’s contribution to sustain-
able development being weak, at times negative, the Confer-
ence of the Parties, serving as the Meeting of the Parties to the
Kyoto Protocol (CMP) in 2011 mandated the CDM Executive
Board (EB) to develop voluntary measures to highlight the co-
benefits of CDM projects. A CDM SD tool was approved by the
CDM EB in Doha 2012 and went online for public use on the
UNFCCC website in April 2014. Compared to earlier versions of
the draft CDM SD tool, however, the final version was reduced
to one element, namely voluntary declaration of sustainable
development co-benefits, not including safeguards to miti-
gate the risks of negative impacts and leaving out enhanced
requirements for stakeholder consultations.

To find out if the CDM SD tool through its use by project par-
ticipants, DNAs and investors meets the objective, the UNFCCC
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Secretariat conducted an evaluation based on a survey among
4.626 stakeholders (UNFCCC, 2014). Key insights are that
among DNAs, 71% were aware of the tool, 83% agreed the tool
highlights the co-benefits in a structured, consistent and 
comparable manner and 92% plan to refer to the tool when
approving CDM projects at national level. Among investors,
77% agreed that the SD co-benefits are factored into invest-
ment decision-making and 69% agreed that the Sustainable
Development Report helps with investment decisions. Among
project participants, only 41% were aware of the tool and only
9% had accessed or use the tool. In conclusion, the SD tool was
found to meet its objective as a voluntary measure to high-
light the co-benefits of CDM activities, while maintaining the
prerogative of Parties to define their national sustainable
development criteria. 

A study that examined the usefulness of the CDM SD tool
(Arens et al., 2015; Olsen et al., 2015) concluded that the impact
of the tool in its current form is limited compared to other
mechanisms and voluntary approaches, as it has no coverage
of negative impacts, safeguards are missing, there is no guid-
ance or provisions for monitoring & independent review of
claims, no stakeholder requirements and no grievance 
mechanism. 

Lessons learned from the experience with sustainable devel-
opment assessment of Kyoto and voluntary mechanisms are
that inclusion of elements which represent best practice
approaches and meet the needs of a broad range of stake-
holder could strengthen the CDM as a whole (Olsen, Arens &
Mersmann, 2017). 

To that regard, assessment of SD impacts may in general 
lead to: 

n increased trust in the overall mechanism, especially from
a private sector perspective, since this sector is exposed to
significant reputation risks;

n the creation of a “race to the top” with projects competing
to maximise SD impacts; 

n higher transparency and credibility in SD claims of partici-
pants.

It should also be noted that, based on the experiences made
so far, mitigation actions with many co-benefits (i.e. charis-
matic projects) are reported to benefit from higher prices.

Within the discussions on how to reform the CDM and 
promote SD through Article 12 of the Kyoto Protocol, several
elements have already been discussed (Arens et al., 2015): 

n A unitary SDG indicators framework

n Monitoring and reporting guidance

n Review and verification guidance 

n No-harm safeguards 

n A grievance mechanism

n Stakeholder participation guidance

n Methods for quantification of sustainable development
impacts

n Provisions for certification of sustainable development
impacts

Building on the experience and lessons learned from sustain-
able development assessment in the Kyoto and voluntary mar-
ket mechanisms the challenge ahead is, how the Article 6 sus-
tainable development provisions can be operationalised to
incentivise a ‘race to the top’. Racing to ‘the top’ – as opposed
to a ‘race to the bottom’, known from the CDM (Sutter & Par-
reño, 2007) – is about designing the Article 6 ‘rulebook’ for
enhanced ambition of climate actions to promote sustainable
development, avoid negative impacts and ensure environmen-
tal integrity in a broader sense than avoiding double counting
of emission reduction units. 

Conclusions
The overall nature of the Paris Agreement with its strong
focus on nationally determined policies and measures as con-
tribution to the overall goals of the Agreement is also
reflected in Article 6, expressed through the establishment of
three different approaches to governance of market and non-
market cooperation as described above. It is clear that any
guidance with regard to SD assessment will have to respect
the national prerogative of the participating countries. What
is not yet clear is the extent to which the global Sustainable
Development Goals can provide an indicator and reporting
framework at international level to support countries achieve
their nationally determined sustainable development and 
climate goals. 



How to assess and govern the synergies and trade-offs
between sustainable development and climate actions has
been a controversial issue for many years with diverse political
and stakeholder interests constituting the main barriers to
promote sustainable development benefits and avoid nega-
tive impacts. To clarify if and how guidance at internationial
level can support Parties to implement the SD provisions dif-
ferentiated across the Article 6 approaches, the SD Dialogue
will develop high-level options for guidance and engage in
discussion with negotiators, private sector and civil society
stakeholders through events in 2018 such as negotiators infor-
mal dialogues, regional climate weeks in Africa, Latin America
and Asia to explore views, experience and identify conver-
gence and divergence. The final expected impact is to enable a
robust operationalisation of the SD provisions in Art. 6 of the
Paris Agreement at COP24 in Poland 2018.
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Date - 2018 Occasion Location
February 19 ICTSD Art. 6 Meeting Tokyo, Japan
April 5-6 AILAC / others Mexico City, Mexico
April 10 Africa Climate Week Nairobi, Kenya
April 24 GA PMR / Worldbank Kiev, Ukraine
April 29 (tbc) Meeting of SBs Bonn, Germany
May (tbc) Innovate4Climate Frankfurt, Germany
December (tbc) COP 24 Katowice, Poland

Table 1: Schedule of SD dialogue events 
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A key question related to the rules for the Article 6.4
mechanism is whether the mitigation activities gen-
erating emission reductions must be inside the scope
of the transferring country’s NDC or not. Many coun-
tries do not have economy-wide NDC commitments,
with some sectors or gases being excluded, including
some countries that have stated their interest in
engaging with the international market mechanisms
(Howard et al. 2017; Graichen, Cames, and Schneider
2016). There is no language in Article 6.4 or the
related COP decision that explicitly restricts Article
6.4 crediting to inside the scope of NDCs. Some
recent policy analyses have raised concerns, however,
about the risks of crediting outside of the scope of
NDC commitments and whether/how corresponding
adjustments and avoiding double counting might be
addressed in this case (Schneider et al. 2017; Kreibich
and Hermwille 2016). This paper examines the bene-
fits and risks of allowing Article 6.4 crediting outside
of the scope of NDC commitments, as well as the
tools to mitigate those risks. 

Potential benefits of 
crediting outside of NDCs
There could be important global climate policy bene-
fits from crediting outside of NDCs, not only to access
more mitigation opportunities, but also to facilitate
increased ambition:

n Greater opportunity for funding and realizing
emission reductions: the coverage of NDC com-
mitments varies along several dimensions,
including sectors and which greenhouse gases
are included. Precisely quantifying the total

greenhouse gases not included within NDCs is
difficult, because almost no countries report
future emission projections and the breakdown
of those emissions by sector and gas. Several
indicators suggest, however, that the additional
emission reduction opportunities are significant.
According to estimates from Schneider et al
(2017) , 6.1 GtCO2e, or approximately 12-14% of
global emissions in 2030, are not covered by NDC
targets. Obviously, only a portion of these emis-
sions could be abated through crediting projects
under Article 6.4, but clearly the opportunities
are substantial. 

n Incentives for expanding NDC coverage and
ambition: while many papers discuss the possi-
bility of disincentives for countries to increase
the scope of their NDC coverage (see below),
there may also be ways in which allowing credit-
ing outside of NDCs could provide positive incen-
tives for increasing coverage. There are several
possible reasons for this:

● A key reason according to NDC experts why
some countries did not include sectors in their
NDC commitments was the lack of data on
mitigation potential and costs. Conversely, a
key reason that the energy sector (and power
generation in particular) is included in all
NDCs is the higher quality of data and the
availability of relatively simple methodologies
for converting activity data to GHG emissions
estimates. Using market-based mechanisms
such as Article 6.4 crediting non-included sec-
tors could identify low cost mitigation poten-
tial, and strengthen the data quality that is
needed to include the sectors within future
NDC goals. 
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Inside or outside?  
Article 6.4 crediting outside of NDC commitments: issues and options

by Randall Spalding-Fecher, Carbon Limits 



● In addition, the implementation of large num-
bers of projects in a sector not currently cov-
ered by an NDC could reduce the cost of miti-
gation, based on “learning curves” or “experi-
ence curves”. The impact, however, would
depend very much on the size of potential
crediting outside of Article 6.4 versus the total
global market for the respective technology.  

n Less political resistance to stringent standards:
ensuring environmental integrity when crediting
outside of NDCs is primarily about enforcing
stringent rules to promote high unit quality.
While this does present technical and sometimes
political challenges, the experience of the CDM
has shown that over time significant improve-
ments can be agreed at an international level.
For crediting inside NDCs, on the other hand,
ensuring environmental integrity involves many
decisions about how and whether crediting
thresholds should be related to NDC goals, how
those goals are presented and justified, and

whether the goals are sufficiently ambitious to
provide a reasonable basis for establishing cred-
iting thresholds.  For this reason, securing inter-
national agreement on protecting environmen-
tal integrity for crediting outside of NDCs could
possibly be easier than what is needed to ensure
the same for crediting inside NDCs.  

Potential risks of crediting
outside of NDCs
We now turn to the risks, particularly the possible
disincentives for increasing NDC ambition and the
environmental integrity1 risks.

n Disincentives for expanding NDC coverage and
ambition: One of the most common arguments
against crediting outside of NDCs is that this cre-
ates a “perverse incentive” for countries to not
move towards economy-wide targets (Obergassel
2016). The reasoning is that, if they increase the
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In or out? Many Parties have excluded selected economic sectors from their NDC, some which offer signifiant low-cost mitigation potential. 

1 Environmental integrity in this paper means that global emissions do not increase as a result of the use of Article 6 crediting mechanisms, in comparison to a
situation where countries do not use crediting mechanisms.
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coverage of their NDC, the transferring country
would lose the crediting revenue. This argument
includes several implicit assumptions: first, that
countries will strategically choose the scope of
their NDC taking into consideration the potential
for crediting in various sectors. Second, that this
crediting revenue would necessarily be lost if
those sectors were covered by an NDC commit-
ment. Third, it assumes that there are no oppor-
tunities for increased financing for the country
from increasing the scope of sectoral coverage,
which might offset the loss of potential crediting
revenue.

● For the first issue, discussions with NDC devel-
opment experts suggest that countries did not
consider the availability of crediting revenue
when setting the scope of their INDC goals.
During most of the Paris Agreement negotia-
tions, it was not clear whether any crediting
mechanisms would be included in the final
agreement (Obergassel et al. 2016), . In addi-
tion, other political factors were key to both
coverage and ambition (Grubb, Vrolijk, and
Brack 1999; Spalding-Fecher et al. 2012; Ober-
gassel et al. 2016), and countries often choose
to build their NDC upon existing national cli-
mate policies and action plans, which might
have also prioritised certain sectors.2

● For the second question of how NDC coverage
could affect crediting revenue, this depends on
what type of commitment the country makes
in the newly covered sector, and how the base-
lines for crediting would then be set in that
sector. While baselines outside of the NDC
would more likely be related to technical stan-
dards or more generic benchmarks, baseline
setting inside of the NDC (or the “crediting
threshold”) is likely to reflect the NDC commit-
ments (Broekhoff et al. 2017). More importantly,
although a number of policy experts have
argued why baselines for crediting within
NDCs should be linked to those NDC commit-
ments (Broekhoff et al. 2017; Schneider et al.

2017; Fuessler et al. 2014), this is not yet part of
the Article 6 rulebook, and may not necessarily
be included in those rules.

● Finally, increasing the ambition of their NDCs
might afford countries more opportunities to
access climate finance, and this could be more
important that impacts on crediting revenue. 

n Environmental integrity/unit quality 3 risks: a
second important concern about allowing credit-
ing outside the scope of NDCs is that, because
these transfers will mostly likely not affect the
transferring country’s achievement of their NDC
goals, the mechanism does have a “self-policing”
incentive to maintain high quality of transferred
units. When the transfer involves emissions
reductions outside of the NDC, then, by defini-
tion, the transferring country does not have to
worry about the impact of the transfer on meet-
ing their NDC commitments. They would, how-
ever, still have to follow all of the rules agreed by
the supervisory body, which would be tasked
specifically with addressing environmental
integrity. Whether the “self-policing” effect of
crediting within NDCs provides an incremental
reduction in environmental integrity risks
depends on two important assumptions: the
level of ambition of the transferring country’s
NDC commitments and the unit quality risks
associated with the specific project type.

● In terms of ambition, many papers noted that
transferring countries whose NDC targets are
above the BAU scenario do not have any incen-
tive to promote unit quality and “self-police”
emission reduction transfers inside the scope
of their NDC commitments. Even if the trans-
fers do not represent real emission reductions,
the corresponding adjustments will not com-
promise the transferring country’s ability to
meet their NDC goals. This was the case many
countries in Joint Implementation under the
Kyoto Protocol. 
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2 As a parallel example, research suggests that the Annex I country goals finally agreed by countries in Kyoto in 1997 were also not related to the availability of
crediting as a flexibility mechanism, even though pilots under Activities Implemented Jointly (AIJ) were well underway (*ref – Policy Dialogue report)

3 Unit quality means that unit of 1 tCO2e transferred represents at least 1 tCO2 of real, measurable and permanent emission reductions, compared to a baseline
situation without the use of the crediting mechanism (Schneider et al. 2017). 



● The need for self-policing and the environmen-
tal integrity risks for crediting outside of NDCs
(as well as inside) also depend on the scope of
the crediting mechanism, and the robustness of
additionality assessment and baseline develop-
ment. Several major research studies on the
additionality of the CDM, for example, found
that reliably assessing additionality is more dif-
ficult for project types with other streams of rev-
enue. This does not mean that none of these
projects need the incentives provided by a cred-
iting scheme to be viable – particularly projects
in higher risk markets in low income countries –
but rather that it becomes very difficult for a
regulator  to reliably assess additionality across
the full range of projects. Including sectors
where evaluating additionality is problematic
could therefore increase the environmental
integrity risks for crediting outside of scope of
NDCs. Conversely, if sectors where additionality
can be relatively easily evaluated have been left
outside the scope of the NDC, then allowing
crediting for these technologies would promote
environmental integrity4.

n Double counting and accounting risks: mitigation
activities outside of the scope of the transferring
country’s NDC may not be captured in the
accounting system and transparency framework
put in place to track progress towards NDC goals.
While this does mean that the accounting system
is not as comprehensive as for activities within
NDC goals, the risk of  “double counting” should be
relatively low because the transferring country, by
definition, does not need these emission reduc-
tions to reach their NDC commitments. 

Overall, while crediting outside of the scope of NDCs
may create some perverse incentives and – depend-
ing on the sectors included – environmental integrity
risks, the magnitude of these risks will depend on the
scope of crediting. Whether these risks outweigh the
benefits of crediting outside of the scope of NDCs
depends, in part, on whether the risks can be man-
aged or reduced.

Policy options
Given the potential benefits from crediting outside
the scope of NDCs, and the risks identified, this sec-
tion discusses some of the policy options to reduce
these risks. 

n Guidance on communicating NDC targets: If the
negotiations were to put forward key principles
for communicating NDC targets, such as clarity,
conservativeness, fairness, and progression, this
could potentially encourage ambitious goals
through greater transparency (Howard et al.
2017; Schneider et al. 2017). An even more effec-
tive step would be guidance stating that future
revisions of NDCs shall include any sectors that
benefitted from Article 6.4 crediting in previous
NDC cycles.

n Guidance on crediting rules/stringent require-
ments in Article 6.4 rules for offset quality: the
key principles from Article 6 such as environmen-
tal integrity, transparency and allowing for
higher ambition could be further elaborated.
Agreeing on related principles of conservative-
ness, additionality, transparent governance, per-
manence and third-party verification, for exam-
ple, could enhance the quality of the units gener-
ated under the mechanism (Schneider et al. 2017;
Howard et al. 2017). Principles on their own, how-
ever, without a strong governance structure to
oversee and enforce them, would most likely not
be sufficient to ensure unit quality for crediting
outside of NDCs 

n Restricting duration of the crediting scheme: If
perverse incentives are a primary concern, then
one policy option would be to only allow this
type of crediting for a limited number of years.
For example, the Article 6.4 rules could say that
crediting outside of the scope of NDC commit-
ments would only be allowed until 2030, or until
the end of the first NDC cycle. The rules could
also allow the crediting for more than one NDC
cycle, but still restrict how long crediting outside
the scope of the NDC would be allowed.  
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4 An example would be where the power sector was included but the waste sector was excluded from NDC goals: crediting for land-fill gas to power projects
outside of the NDC could have lower environmental integrity risks than some crediting programs based on renewable power within the scope of the NDC,
where additionality is more difficult to evaluate. 



n Transferring country commitments to expand
NDC: another option to address possible perverse
incentives would be for the transferring country
to agree to expand the NDC during a future revi-
sion such that the activities that were outside
the scope of the NDC are now inside – or for this
commitment to be required by the Article 6.4
rules. If the transferring country makes this com-
mitment upfront, then crediting outside the
scope of the NDC cannot impact the decision on
broadening the scope in future periods. 

n Updating baselines: to address the impact of
NDC commitments (or policies related to NDC
implementation) on the additionality and base-
lines for crediting outside of the scope of NDCs,
the baseline could be updated every 5 years, in
line with the update to the NDC (Marcu 2017;
Schneider et al. 2017). Additionality could also be
revisited during that same period. The cen-
tralised supervisory body for Article 6.4 would
facilitate this control over the baseline and addi-
tionality rules, without reference to a nationally-
determined mitigation commitment. 

n Restricting the scope of crediting: because 
certain technologies and sectors have higher
environmental integrity risks, crediting outside of
the scope of NDCs could be restricted to those
technologies where additionality is most likely.
Examples include gas destruction projects with
no other revenue source, e.g., non-CO2 gas reduc-
tion such as methane and N2O destruction.
(Cames, Harthan, et al. 2016; P. A. Erickson and
Lazarus 2013). In addition, project types that have
been common practice in emerging markets may
still face insurmountable barriers in other lower
income country groups, and therefore have a
higher likelihood of additionality. So crediting
outside of the scope of NDCs could be based on a
matrix of country types (e.g. income groups) and
project types. 

n Limiting the transfer and use of units from out-
side of NDC commitments: Limiting the number
of units from crediting outside of the scope of
NDCs that could be used by the acquiring coun-
try for NDC compliance would be similar to con-
cept of  “supplementarity” under the Kyoto Proto-
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Weighing the options: several risk-hedging policy options are possible with respect to crediting outside NDCs. WCCB Bonn during COP 23. 
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col5 (Grubb et al. 2011; Gillenwater and Seres
2011). The limit could be expressed in absolute
terms, as a share of current emissions, as a share
of 2030 emissions, or in relationship to a quanti-
fied mitigation target. 

n Discounting or cancelling a share of the units
transferred: For example, if 100 tCO2e of emis-
sion reductions were certified and transferred,
only 80 tCO2 might be applied against the
acquiring country’s NDC goals. The remaining
units would be surrendered or cancelled, and so
not used towards either country’s goals. While
this can potentially reduce the risk from low
quality units, the problem is that the magnitude
of risk may not be well understood in advance
and the discount may not be large enough to
compensate for the environmental integrity
risks6.

n Carbon clubs, which could agree to any of the
above without UNFCCC agreement: Because
many of the options explained above may be
politically difficult to agree under the UNFCCC
process,  groups of countries and / or groups of
investors in carbon and climate finance funds
could adopt their own guidelines to ensure envi-
ronmental integrity of Article 6 trading (i.e.
including the use of Article 6.4 outside of the
scope of NDCs). 

Conclusion
Given the limited coverage of NDCs in many coun-
tries, the potential for emission reductions through
voluntary cooperation on mitigation outside of NDCs
is clearly substantial. Whether this could create disin-
centives for expanding the scope of NDC and/or for
increased ambition depends not only on the detailed
rules for crediting but also on the net change in
financing opportunities that could flow from broad-
ening the scope of NDC commitments. In addition,
for countries where poor data availability and lack of
understanding of mitigation potential was a reason

for excluding sectors from their NDC commitment,
allowing crediting in those sectors could facilitate
their inclusion in future NDC cycles, as could any
reduction in mitigation costs driven by increased
experience and economies of scale in the sector. 
Evaluating the balance between these positive and
negative incentives is largely subjective, and will 
vary across the transferring countries. Perhaps more
importantly, there are multiple policy options that
could reduce the risks of perverse incentives and low-
quality units, and which could be incorporated into
the current negotiations on the rules for Article 6
crediting. At the end of the day, Parties must weigh
the residual risks – after applying a combination of
the risk mitigation options  – against the potential
benefits to decide whether and how to allow Article
6.4 crediting outside of the scope of NDC commit-
ments.
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CARBON MECHANISMS REVIEW

Climate Action in the German
Coalition Agreement

Prior to taking office mid-March 2018, the three
parties forming the German government had
agreed on a coalition agreement, the climate 
action part of which is documented on carbon-
mechanisms.de now. It can be viewed at 
www.carbon-mechanisms.de/nc/en/
politics/germany/

Ambition raising under 
Article 6
New JIKO Policy Paper explores how Parties
using Article 6 can increase their mitigation 
ambition and calls for a smart combination 
of different ambition raising options.
www.carbon-mechanisms.de/en/
raising_ambition

Glossary
All Carbon Market terms and abbreviations are
explained in detail in the glossary on the JIKO
website. You can view the glossary here: 
www.carbon-mechanisms.de/en
/service/glossary/

www.carbon-mechanisms.de/en/raising_ambition
www.carbon-mechanisms.de/nc/en/politics/germany/
www.carbon-mechanisms.de/en/service/glossary/
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