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EXPLANATORY STATEMENT 

EU Carbon economy goes global  
 
Just before the summer of 2003 the European Parliament adopted the Emissions Trading 
Directive in a second reading agreement with the Council under the inspiring leadership of 
our former colleague Jorge Moreira da Silva. 
 
We are now faced with the challenge of trying to reach a first reading agreement on the so-
called "Linking Directive", which amends the Emissions Trading Directive (ET Directive). 
This will make it possible for EU firms to offset their efforts to reduce greenhouse gases by 
using Clean Development Mechanism (CDM) and Joint Implementation (JI). A first reading 
agreement would be ideal in order to give our industry a good start and in order to show the 
rest of the world that Kyoto is important to us and that we act as though it were already in 
force. 
 
Our task is to do it well and to do it right in one go, because we will create a market of 
roughly one billion €  for the first commitment period. If the EU commits itself to a 30 % cut 
in greenhouse gases by the year 2020, as the German and UK governments are proposing, this 
market would expand manifold!  
 
The rapporteur proposes two amendments which the EU industry will like:  
 
• Remove the condition that this "Linking Directive" will only begin when the Kyoto 

Protocol is ratified. Otherwise, we will make ourselves dependent on the Russian 
President Putin (this will only increase the price...). It also means uncertainty for the EU 
industry. The ET Directive is not dependent on the entry into force of the Kyoto Protocol, 
so our companies would have a harder time to fulfil the obligations of the ET. Parts of the 
environmental movement would be happy, but some firms, especially from Spain, would 
lobby even harder to invoke the force majeure clause to get rid of the ET Directive.  

 
• Start the credits for CDM in 2005 and not in 2008, as the European Commission proposes. 

At the COP 9 meeting in Milan it became clear that the UN simply wants to act as if the 
Kyoto Protocol were already in force. We should follow that line.  

 
The rapporteur also proposes one amendment which will please the environmental movement: 
 
• Large electricity-making hydro dams are now allowed by the Commission, but there are 

consequent social and environmental problems. People and villages have to be moved in 
order to construct these dams, plus when built in the jungle the entire vegetation becomes 
inundated, starts to rot and emit methane (a very powerful greenhouse gas, 32 times CO2). 
Therefore, the rapporteur proposes to go back to a text proposed by the Commission in an 
earlier draft of the "Linking Directive" which says that large hydro projects can generate 
credits, provided the recommendations of the UN World Committee on Dams are 
followed. 

 
Sinks 
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The Commission proposes to outlaw the use of sinks in the EU ET scheme. For governments 
this option is still open in the form of government CDM. Sinks are difficult to measure, even 
in Milan not all the technical details were resolved. Sinks are not a permanent solution. Also 
what happens if a forest plantation burns down, are the carbon credits then given back? 
Verification will be very difficult. The New Zealand Minister for environment said at the 
COP 9 meeting in Milan that calculations on sinks had a deviance of 40 %... Apart from the 
ecological arguments, i.e. the ecological integrity of the Kyoto Protocol would go down the 
drain, there are also economic arguments. Sinks could become so abundant (after 2012) that 
the price for carbon would not be around 10 € per ton, but only 2 or 3 €. That would mean that 
the financial incentive to modernise our industry ecologically would be gone. We have to 
realise that the minus 8 target of Kyoto is only the beginning and much bigger cuts are 
necessary.  
 
Trigger mechanism and possible ceiling 
 
The most contentious issue will be the trigger of 6 % proposed by the Commission and the 
possible ceiling at 8 %. This report proposes to monitor the market for company JI and CDM 
yearly, not just when the 6 % figure is reached. The Council working group thinks along the 
same lines. On the actual cap, the Council is divided. Under the leadership of Jorge Moreira 
da Silva (PPE-DE) Parliament has obtained that the "EU law book" in the ET Directive state 
that the Kyoto mechanisms only can be supplemental to the efforts at home, the so-called 50-
50 rule. We should make this rule more operational in order to be effective.   
 
Link of regional trading schemes to European ET scheme 
 
In Milan the EP delegation had contacts with Kyoto-friendly Americans. They told us that the 
McCain-Lieberman act to introduce ET trading was defeated in the US Senate by 43 to 55, 
but that six Republican Senators had voted in favour. This spring they will try again and they 
hope for a more balanced result. Also, they told us that 10 to 12 states around New York and 
three states on the West Coast (California, Washington and Oregon) are seriously planning to 
introduce an absolute cap and trade scheme in their states. Also four provinces in Australia 
want to do the same against their national government. An amendment is proposed that their 
regional trading schemes can be linked to the European ET scheme. That will help them 
politically, and one day also economically, to achieve greenhouse gas reductions in the most 
effective way. 
 
Non-Kyoto projects also called National JI. 
 
Some parts of the industry want to carry out so-called national JI projects inside the European 
Union and be able to sell their carbon credits. That is not  a good idea:  
 
a) Non-Kyoto projects will weaken the Kyoto Protocol,  
 
b) extension towards, for instance, transport of the ET scheme is what the EP wants, but that 
has to be done in an orderly manner for the whole sector (first internal EU airplanes and then 
the rest of the transport sector) and not be some projects here and there in the EU. That would 
also mean extra bureaucracy to control these national JI projects.  
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What type of projects will be carried out in the form of JI and CDM ?  
 
EU companies will help to modernise, for instance, the coal industry in China. Efficiency is 
now only 23 %. Danish coal plants have an efficiency of 46 %. Increasing coal efficiency will 
mean carbon credits. The same is true for switching from coal to gas, and of course for 
building renewables. Open landfills emit a lot of the powerful greenhouse gas methane. 
Taking measures to use methane usefully will also give carbon credits. 
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