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Abstract
Climate change is the greatest challenge threatening humanity at
present. Global warming due to excessive release of toxic gases,
pollution of ecological endowments are glaring examples of reckless
human behaviour in pursuit of economic motives. It is call of the time
for us to give back to mother nature what all we have robbed her off,
and efforts are made world over to reduce the negative imprints as a
priority call. To make stringent plan of action for environment
protection the Kyoto Protocol was organised in 1997 where
stakeholders from across the globe brainstormed a mechanism whereby
it was decided to incorporate carbon (main green house gas) reduction
endeavours with economic motives of enterprises to motivate
sustainability efforts on their part. Under this arrangement “carbon” a
free gift of nature has been converted to an “economic commodity”,
which is actively traded in the form of carbon credits. The paper shall
discuss basic concepts related to carbon credit as a tool to save
environment as well as study business opportunities in emissions
market in India’s context.
Keywords: Global Warming, Carbon Credits, Economic commodity.

1. Introduction
Global Warming is the recent topic in the political agenda all over the world.Every
country is apparently spending lot of time, energy, and money to find solutions to one
of the major international problems of climatic change threatening our existence at
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present. Considerable efforts are being made by Governmental Authorities, Senior
Politicians, Economists, Non– Governmental Organizations (NGO’s) and various other
firms to tackle this vital issue. The most prominent ones among them being the UN
framework convention 1992 on climate change, emergence of Kyoto Protocol 1997,
and Bonn Agreement of 2001. Under these initiatives the developed industrialised
nations unanimously agreed to reduce greenhouse gas emission to save the planet from
potential danger, and at the same time provide clean and healthy environment for
human life. Global warming is caused by greenhouse gases and it is perceived to be the
greatest threat to the entire human life if it is not handled in an adequate and timely
manner. The Kyoto Protocol was an amendment to the international treaty of United
Nations Framework Convention on Climate Changes (UNFCCC) which was a legally
binding agreement under which more than 169 industrialized countries had agreed to
reduce greenhouse gas emissions to a level of 5.4% by 2012 keeping 1990 as the base.
The objective of the protocol was the “stabilization” of greenhouse gas concentrations
in the atmosphere at a level that would prevent dangerous anthropogenic interference
with the climate system. Under this protocol, about 38 industrialized countries and the
European Union forms a part of Annex-A list, the remaining are part of Annex B list of
countries. Carbon Market is the brainchild of the Kyoto Protocol for controlling
greenhouse gas emissions. Green house gases are emitted mainly by burning oil, gas,
and coal that are resulting in perilous climate change. Each carbon credit represents
one ton of carbon dioxide either removed from the atmosphere or saved from being
emitted. The “carbon credit market” works in three dimensions i.e the Emissions
Trading, the Joint Implementation programmes and the Clean Development
Mechanism.
“Emissions Trading” occurs when one Annex B country emits less GHG (green
house gas) than the target set for it by the Kyoto Protocol. This surplus emission
allowance can be sold so to another Annex B country which can then exceed its own
target without violating the Protocol. This makes carbon reduction initiative an
economically motivational activity for the country to reduce its emissions thereby
earning through them, whereas the carbon buyer is also cautious of carbon emission as
it has already exceeded the limit sanctioned to it. It has been observed that carbon
reduction initiatives are successful when directly linked to money. Unlike CDM and
Joint Implementation, such transactions do not have to be linked to emission
reductions from specific projects. Of the Protocol’s three market-based mechanisms,
the CDM is that which directly impacts developing countries as they form the Annex B
group. Under the CDM, projects in developing countries can earn marketable credits
known as “certified emission reductions” (CER) credits if they generate emissions
reductions “that are additional to any that would occur in the absence of the certified
project activity.” In other words, an emission reducing project can earn CERs if it
occurred because of CER revenue, but not if it would have happened independently of
CER revenue. Projects meeting this requirement are known as “additional.” Projects
can include new instillations (like a new power plant) or upgrades to existing
operations (like new technology installed in a coal plant that increases its efficiency).
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By purchasing CERs from developing nations, corporations in developed nations can
avoid emission reductions at home. These transactions are known as “offsets” because
emissions in developed nations are theoretically offset by emission reductions in
developing nations. CERs can also be sold or traded in the international speculative
market. CERs are the currency of the CDM offset market. (One CER is equivalent to
the global warming impact of one metric ton of CO2) However, CERs apply to all
GHGs (including Carbon dioxide (CO2); Methane (CH4); Nitrous oxide (N2O);
Hydrofluorocarbons (HFCs); Perfluorocarbons (PFCs); and Sulphur hexafluoride
(SF6)) addressed by the Protocol. In theory, offsets are beneficial for developing
countries because the sale of CERs provides an additional revenue stream for projects
that reduce emissions, thereby promoting clean technology and sustainable economic
growth. In essence, the Kyoto Protocol’s CD allows developed countries to purchase
the right to pollute, rather than reduce emissions domestically. Another problem is that
the CDM can discourage developing nations from implementing regulations that
would curb global warming. This occurs because emission reductions that are required
by law cannot be used in CDM transaction.
Though kept directly out of the purview of the developing nations by the Protocol,
CDM has brought a load of opportunities for these countries to contribute to
environmental protection while ensuring their development. The Annex-A nations of
the world are able to reduce their carbon footprints by taking up clean energy
development projects in Annex-B countries which benefit the both of them. And CDM
involves direct participation of Annex-B nations in the carbon credit market through
CER’s. Although the Indian government has expressed strong reservations about
World Bank involvement in the carbon market, it has embraced the CDM as an
opportunity to attract a new revenue stream for India’s economic development. India’s
National CDM Authority, established in accordance with a UNFCCC agreement, has
vowed that it “is committed to promoting India as a preferred destination for CDM
projects.” In fact, the Ministry of Environment and Forests which houses houses
India’s National CDM Authority hosted the “Carbon Bazaar 2009” in Delhi to offer
“direct business to business meetings between buyers and sellers” of CERs. As part of
its engagement with the UNFCCC, India released its National Action Plan on Climate
Change in June 2008. The core of the plan is its eight national missions – one each for
solar, enhanced energy efficiency, sustainable habitat, water, sustaining the Himalayan
ecosystem, “Green India,” sustainable agriculture, and strategic knowledge for climate
change. The plan states that comprehensive mission documents must be submitted to
the Prime Minister’s Council on Climate Change office by December 2008, and that,
“Each Mission will report publicly on its annual performance.” On ethical terms too in
India as elsewhere in the world, economic development is positively co related to the
GHG emissions, and it becomes our ecological responsibility to initiate our endeavours
in reduction of the emissions. According to data available till 2014 India had generated
17, 73,60,206 CER’s through CDM and we stand second in world in terms of CDM
projects registered and issuance of CER’s next to China. India has set a voluntary
target to reduce its emissions by 20% by the year 2020. India’s ten largest CDM
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projects in terms of emissions reductions include four which are designed to capture
and destroy a gas known as HFC-23. This gas is produced as a waste product during
the manufacture of another gas, HCFC-22 which is used in refrigerators, air
conditioners and in the production of certain plastics. Because HFC-23 is 11,700 times
more potent as a GHG than C02, projects designed to reduce HFC-23 emissions can
generate considerably more CERs than projects designed to reduce CO2 emissions.
Globally, HFC-23 accounts for only 1% of the total CDM projects, but they have
captured 56% of all CERs issued. HFC-23 projects have been widely criticized
because it is much more expensive to use the CDM to destroy the gases than it would
be to simply pay factories to install the necessary equipment to destroy the gas.
According to critics, carbon transactions became so lucrative for refrigerant
manufacturers that they increased the level of HFC-23 production simply to profit
from the sale of CERs.
India’s second largest CDM project is for the construction of a power plant by
Torrent Power Limited that runs on natural gas, or liquefied natural gas. Torrent claims
that it is onlybecause of the incentives of CDM that they have been able to build up
this plant. Also, the power which is now being generated by natural gas would have
been generated by coal which would have added to the pollute so prevalent already the
reduction of which makes Torrent eligible for emission reduction credits. Hence the
importance of these CDM plants become all the more important in countries as ours
since we cater to most of our industrial needs by coal (a major contributor to GHG
emissions). JSW Energy(previously named Jindal Thermal Power Company Ltd.) is
the other major beneficiary of the CER system as it claims that revenue generated by
CDM is responsible for its economic ability to generate energy by assimilating waste
gases. The company had installed systems and infrastructure to generate electricity
using waste gases produced by JSW Steel (previously named Jindal Vijayanagar Steel
Ltd) placed adjacent to the JSW Steel factory in Karnataka and is now able to generate
electricity with both coal and waste gas. Therefore, the company claims that this
project reduces GHG emissions by allowing it to produce a larger portion of its energy
from gas, which is less GHG-intensive than coal. Apart from HFC-23 and energyrelated projects, cement projects in India are responsible for production of more CER’s
than any other project category. They are able to contain GHG emission and earn
carbon credits by substituting “clinker” with products less polluting than it. One of the
major projects involved in the same is run by the Gujarat Ambuja Cements Limited
(GACL) which shall substitute clinker with “fly ash,” a waste produced by coal power
factories. The company argues that the CDM provides it with these resources to
increase the percentage blend of fly-ash in its cement from 25% to 32%. It has been
noted that the Indian Ministry of Environment and Forests requires coal plants to
achieve full “utilization” of fly ash waste with which the coal companies benefit when
cement companies increase the fly ash content of their cement because it provides
“utilization” of fly ash waste since waste product of one industry is put to use by the
other the former being able to generate revenue from it. In light of this complementary
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existence between the two units, though the reduction of GHG is evident but it is
difficult to prove their “additionality” benefits.
India’s ninth largest CDM project is sponsored by The Tamil Nadu Spinning Mills
Association (TSMA) which has connected nearly 704 wind mills (owned by
individuals) to the main power grid thereby reducing the sector’s dependency on coal
for power generation, which also forms the baseline for electricity production. Though
it is able to sustain the environment (through less coal consumption), society (by
providing revenue to marginal individual mill owners who individually would not have
been able to generate income) and the economy (through issuance of CER’s); wind is
not a viable option for large scale power generation.India’s tenth largest CDM project
is a massive Allain Duhangan hydropower plant in Himachal Pradesh which is
supported with funding from the World Bank.
Inspite of various benefits attuned to these gigantic CDM projects, little can be said
about the viability of their “additionality” benefits as it is almost impossible to estimate
the extent to which emissions could be controlled by regulation alone. Secondly the
establishment of CDM’s is technology oriented task where in the participants need to
have in depth knowledge of various scientific techniques involved without which the
achievement would be incomplete. Also it is noticeably argued by many that due to
these financial incentives many developing countries refrain from using the low cost
energy saving substitutes which are otherwise available to them.
However we cannot undermine the level of international cooperation that was
reached to form the UNFCCC and the Protocol that offered a remarkable sign of hope.
Nonetheless, we must recognize that the current market-based approach is
fundamentally flawed, and that a viable solution will not arise if multilateral banks,
and the world’s most powerful nations that control them, are allowed to continue
undermining a genuine multilateral decision making process. Thus the global
community must take drastic and politically difficult steps to address climate change in
ways that shall actually reduce GHG emissions. Failure to do so will bring
consequences far greater than any famine, drought, flood or economic downturn we
have ever known.
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