The contribution of offset projects to sustainable development has frequently been linked to
their equitable distribution among developing countries. The CDM has been heavily criticized
by the marginal participation of Africa, since it currently represents less than 2% of the
regulated carbon market (Pearson, 2007; UNEP/RISOE, 2008). Comparatively, the voluntary
market almost doubles its impact in Africa, with 5.7% of the total offsets transacted in 2006.
In part, this has been attributed to the high transaction costs and costs of entry associated with
creating a CDM credit in comparison to a voluntary offset credit and to the fact that Africa has
few industrial carbon credits to provide to the CDM market, whereas it can be a major source
of forestry credits (Hamilton et al., 2007). Additionally, it could be argued that this situation
may be due to the different focus of the two offset schemes: investors using the CDM as a low
cost compliance instrument would be interested in funding projects in areas with low overall
risks, whilst buyers in the voluntary market would favour projects in areas where the social
and environmental benefits are potentially higher. Leaving aside the particular situation of
Africa, it cannot be said that the distribution of offsets in the voluntary market is equitable,
considering that 43% of the offsets in the voluntary market is concentrated in the US.

4.4. Demand drivers

In the case of the regulated market, offset demand until 2012 will be driven by the GHG
emissions limitation and reduction commitments established by the Kyoto Protocol for Annex
I countries. The size of the market after 2012 will be largely determined by the stringency of
commitments being negotiated by the Ad Hoc Working Group on Future Commitments for
Annex [ Parties under the Kyoto Protocol (AWG), a subsidiary body under the UNFCCC
established specifically to this aim. Although the size of such commitments is still unknown,
the AWG has recognized that achievement of reduction objectives in the range of 25-40%
below 1990 levels by 2020 by Annex I Parties would “make an important contribution to
overall global efforts required to meet the ultimate objective of the Convention” (UNFCCC,
2007). As part of the survey conducted by the Ecosystems Marketplace on the state of the
voluntary market, offset suppliers were asked to identify the sector and location of their
customers. Regarding the first question, suppliers classified their customers in 2006 as 80%
private businesses, with 12% being government, 5% individuals and 2% NGO. As regards
client location, over half of customers cited were based in the United States (68%) with
Europe coming in second (28%) with Canada (3%) as a distant third.

In order to understand the driving forces behind the voluntary market, the survey asked
suppliers to rank a series of purchasing motivations based on their perceived customer goals.
From a seller’s perspective, the two most prominent reasons for buying carbon offsets were
for general Corporate Social Responsibility (CSR) purposes and being seen to “walk the talk”,
thus taking responsibility in front of the climate change problem (see also Taiyab, 2006).
Interestingly, relatively few respondents saw the main benefit of acquiring carbon offsets
through the voluntary market as a means to achieving future regulatory compliance. These
results confirm that one of the most important factors affecting the drivers in both the
regulated and the voluntary markets is public awareness. Undoubtedly, the fact that climate
change has recently become subject of mass media attention —with Al Gore’s “Inconvenient
Truth” winning movie awards and the IPCC’s fourth assessment report occupying
newspapers’ headlines worldwide and winning the Nobel Prize— has and will continue to
strengthen both the international climate regime and the voluntary carbon market.
Nevertheless, the outcomes of the survey seem to somehow contradict the recent evolution of
the distribution of offsets in the market, given that, as shown earlier in this article, offsets
from projects reducing gases with high mitigation potential and low social and environmental



have gained importance in the market, whilst those from forestry projects (arguably, more
attractive for CSR and other similar purposes) appear to be increasingly less popular. Taking
into account that most of the offset buyers identified by the survey are located in the US, it is
also interesting noting that their responses seem to overlook the recent developments
regarding GHG regulation mentioned in Box 2.

5. Conclusions

The CDM and voluntary offset schemes are different by definition. Although departing from
the same instrument, arguably the AlJ pilot phase, both have evolved different in terms of
institutional organisation and their linkages with the UNFCCC and the Kyoto Protocol.
Currently, most of the activity in the voluntary market happens in the US and in the forestry
sector (although the latter may be changing). We have argued that the current growth of the
voluntary offsets market might possibly be reflecting the overlap of at least three different
situations. First, an increase in “traditional” voluntary market projects due to an enhanced
public awareness on climate change and other social and environmental issues; second, the
entrance to the voluntary market of projects currently not allowed in the CDM (e.g. A&R in
areas not eligible under the CDM, HFC-23 reduction in new plants) and, third, a “compliance
attitude” by entities in the US in view of the imminent legislation on climate change in the
country and the uncertainty about the position of the US in the international regime
post-2012.

Regarding some common beliefs concerning the voluntary market vis-a-vis the CDM, we
suggest that, with the exception of the forestry sector, the share of other project types in both
markets is similar. Small scale projects, often assumed to reach communities and small
landowners in developing countries, happen almost in the same proportion in both schemes,
but in absolute terms the CDM supports more of these projects. The voluntary market might
provide greater sustainable development benefits to communities and small landowners
through forestry projects, but these happen mostly in the US and not in developing countries.
In fact, the contribution of both schemes to sustainable development should be assessed from
the “big picture” and in the mid-term to be accurate. We have shown, nevertheless, that the
voluntary market allows for a greater participation from African countries (particularly
through forestry projects), but the large share of the market by the US makes it difficult to
claim that the voluntary market is in fact promoting an equitable distribution of project across
the world. Finally, offsets quality is more consistent in the CDM market, but the recent boom
of standards in the voluntary market may equalize this situation in the future. However, a
lower quality of offsets should not be regarded as voluntary schemes failing to fulfil their
objectives.

Overall this paper has contributed to challenge those who sustain that the voluntary market
can perform better than the CDM in terms of sustainable development and the equitable
distribution of projects worldwide. In fact, we have shown both mechanisms are
complementary in terms of project types, participating countries and buyers, and together
constitute valuable instruments to fight climate change and promote, albeit with limitations,
national and local sustainable development priorities. Nevertheless we have argued that the
latter may be more a product of project design and implementation arrangements than the
broader institutional structures of the regulated and voluntary offset markets.
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