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in developing countries and boost the developing country contribution to meeting the 
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Executive Summary: Primer on Clean Technology Finance 
 
Clean Technology Finance, or assistance to developing countries to implement new 
policies or other actions that result in enhanced access to and deployment of energy 
efficiency, renewable energy and other types of low carbon technologies, has emerged as 
a critical element of a global deal to limit global temperature increases caused by 
emissions of greenhouse gases.  This primer seeks to answer key questions about how 
Clean Technology Finance can support a more comprehensive, robust, cost-effective and 
equitable global agreement, including: 
 

·  How does Clean Technology Finance fit with the global framework being 
negotiated in Copenhagen? 

·  How much Clean Technology Finance is needed? 

·  What are the sources of Clean Technology Finance? 

·  How can limited Clean Technology Funding get the most “bang for the buck”? 

·  How can Clean Technology Finance and the Nationally Appropriate Mitigation 
Actions architecture support a “race to the top” in developing countries? 

·  How can we ensure that actions supported with Clean Technology Funds will be 
implemented well, including robust monitoring, reporting and verification? 

·  How are Clean Technology Finance and Nationally Appropriate Mitigation 
Actions consistent with a level competitive playing field? 
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How does Clean Technology Finance fit with the global 
framework being negotiated in Copenhagen? 

 
 
An international agreement that seeks to reduce greenhouse gas (GHG) emissions by 50 
percent from 2000 levels in 2050 and limit temperature increases to 2 to 2.4 degrees 
Celsius—a level likely to avoid the worst climate impacts—requires climate mitigation 
actions by both developed and developing countries.  Developed countries cannot meet 
this target independently.  Further, developing country actions are critical to meeting 
emissions reduction goals at least cost.   
 
Under the Bali Action Plan approved in December 2007, developed countries agreed to 
consider quantified emission limits and reduction objectives.  And for the first time, 
developing countries agreed to consider adoption of nationally appropriate mitigation 
actions, or NAMAs1, with financial, technology and capacity building assistance from 
developed countries.  Both the NAMAs and the assistance would be measurable, 
reportable and verifiable.  The framework for matching developing country NAMAs with 
developed country commitments to Clean Technology Financing will be one of the 
central features of the agreement expected to emerge from the international climate 
negotiations in Copenhagen, Denmark this December.  
  
The last major international climate agreement, the Kyoto Protocol, established a 
different role for developing countries.  Specifically, the Kyoto Protocol established the 
Clean Development Mechanism (CDM) to approve tradable offset credits for emissions 
reductions in developing countries. This approach meant that greenhouse gas reductions 
in developing countries would not reduce global emissions but would instead be used to 
help developed countries meet their emissions limits.  Further, the Kyoto Protocol set up 
an incentive system in which buyers and sellers of CDM credits sought to maximize the 
number of credits earned from a given project, resulting in inadequate checks on offset 
quality.   
 
While a number of developing countries voluntarily adopted unilateral measures outside 
the CDM and the United Nations Framework Convention on Climate Change that reduce 
emissions of greenhouse gases, the Kyoto Protocol did not require developing countries 
to help meet global emissions reduction goals.  Also, there was no coordinated way to 
register or quantify unilateral emission reduction efforts of developing countries.  The 
agreement in Copenhagen promises to change the nature of developing country 
participation.  
 
The new incentive structure expected to emerge from Copenhagen will make developing 
countries a true partner in meeting the global climate challenge.  With this new 

���������������������������������������� ��������������
1 NAMAs can be individual or groups of actions and may include: technology deployment; technology 
operation and maintenance training; energy efficiency and energy pricing programs; sectoral or national 
cap-and-trade programs; carbon taxes; reducing emissions from deforestation and degradation (REDD); 
and sector-wide programs with specific goals that may include establishing crediting baselines. 
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agreement, the international community has an opportunity to raise the bar on developing 
country performance, establishing a “race to the top” for international financing for 
developing country greenhouse gas reduction programs.  This competitive approach 
would recognize existing developing country actions while creating incentives for them 
to go beyond their existing unilateral efforts and increase their contributions toward the 
global effort to reduce greenhouse gas emissions.  Only then would they be eligible to 
generate and sell offset credits to developed countries. 
 
The current debate envisions three types of developing country actions: Unilateral 
actions that developing countries take on their own and pay for themselves to reduce 
greenhouse gases below business-as-usual levels; supported actions whereby Clean 
Technology Financing and capacity building would encourage developing countries to 
further reduce their emissions; and credit generating actions where developing countries 
would have the opportunity to generate and sell offset credits to developed countries from 
more aggressive and sector-wide policies that reduce greenhouse gas emissions beyond 
the unilateral and supported NAMA levels.  The unilateral and supported actions 
comprise the developing country contribution to the global climate solution—an expected 
innovation of the Copenhagen agreement—whereas credit generating actions assist 
developed countries in meeting their emissions limits at less cost. 
 
Various analyses (for example, by the International Energy Administration and the 
McKinsey Global Institute) have shown that many of the most cost-effective greenhouse 
gas emission reduction opportunities are located in developing countries.  To minimize 
costs of meeting global climate goals, it makes sense to take full advantage of these low-
cost opportunities.  How these developing country reductions are achieved, whether 
through unilateral, supported or credit generating actions, matters in terms of who is 
responsible and who pays.  
 
Project Catalyst undertook a cost-based analysis of how emissions reductions might be 
shared among developed and developing countries, looking specifically at the 17 GT of 
carbon dioxide-equivalent reductions that analysts say are needed to keep the globe on a 
pathway to limit atmospheric concentrations of greenhouse gases to 450 ppm and keep 
temperature increases to roughly 2 degrees Celsius above 1990 levels.  See Figure 1, 
below, for an illustration of these trade-offs.  Developed countries would need to be 
responsible for reducing a total of 8 GT of CO2 emissions by 2020 to achieve a target of 
25 percent below 1990 levels.2  Of this total, 5 GT could be achieved cost-effectively in 
the developed countries themselves, and the remaining 3 GT would come from 
developing countries in the form of purchased offset credits.  The remaining 9 GTs of 
reductions needed to stay on the 450 ppm path would need to come from actions that are 
in addition to a developed country commitment set to achieve a target of 25 percent 
below 1990 levels.  This could mean a suite of unilateral and supported developing 
country NAMAs, as envisioned in the current international negotiations.  Developing 
���������������������������������������� ��������������
2 This level is consistent with the low end of the range that scientists say is needed from developed 
countries to stay on the pathway to limit atmospheric concentrations of greenhouse gases to 450 ppm CO2e.  
The full range goes from -25 to -40 percent below 1990 levels by 2020, and assumes a range of approaches 
to apportion emissions and emissions reductions across regions.   (Source: Edenhofer, Ottmar, “Mitigation 
of Climate Change: IPCC Working Group III contribution to the Fourth Assessment Report,” IPCC 
presentation at the Poznan COP, December 2, 2008.) 
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countries might be expected to unilaterally adopt energy efficiency and other actions that 
result in net cost savings, while actions with a positive net incremental cost might be 
partially supported.  Alternatively, it could mean a tougher developed country 
commitment in combination with more developing country offsets. 

 
Of the two main options for achieving additional emissions reductions through actions in 
developing countries, investments in supported NAMAs have important advantages over 
offsets coupled with tighter developed country limits.  A first advantage is the price.  The 
incentives needed to encourage supported NAMAs—likely a portion of the incremental 
costs of the action—are likely to be considerably less than the price of purchasing 
offsets.3  A second advantage relates to responsibility.  In the case of supported NAMAs, 
developing countries are asked to achieve new actions in return for Clean Technology 
Financing, setting them on a path toward fuller participation in the global climate effort.  
In the case of offsets, it is the developed countries that assume a greater responsibility for 
emissions reductions.  Therefore, we conclude it is in the interest of developed countries 
to support this new NAMA framework, including the Clean Technology Financing that 
makes it possible. 

���������������������������������������� ��������������
3 The average incremental cost of reducing greenhouse gas emissions—which reflects the actual costs of 
investing in clean energy technologies over the alternative—will always be less than the marginal cost, or 
the cost of the last and most expensive technology investment that sets the market price for credits.  Under 
the supported NAMA framework, the cost of mitigation will be the average incremental cost rather than the 
marginal cost, as the emissions reductions will not be sold in the marketplace.  And with cost leveraging 
(see section below, How can limited clean technology funding get the most “bang for the buck”?), the costs 
to developed countries will be even less, likely just a portion of the incremental costs. 
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How much Clean Technology Finance is needed? 
 
 
The amount of funds needed to “raise the bar” on developing country performance will 
depend on a range of factors, many of which are still to be determined, including: 
 

·  The overall global mitigation objective consistent with stabilizing greenhouse gas 
concentrations in the atmosphere at a level that would prevent dangerous human 
interference with the climate system, including whether there is agreement on 
reducing global emissions by 50 percent from 1990 levels by 2050. 

·  The expected economic growth, population growth, and use of clean energy 
technologies in developing countries.  How these factors change over time will 
affect the total reductions needed to achieve particular targets and the costs.  
Implementation of recently announced (and forthcoming) unilateral actions such 
as China’s ongoing plans to shut down its oldest and highest emitting industrial 
facilities and least efficient small power generators, will affect the effort needed 
to meet supported targets. 

·  The total share of global reductions that will come from supported actions—
developing country actions that require some amount of outside financial support.  
This amount could be higher or lower depending on the overall effort assumed by 
developed countries (including purchase of offsets to meet those commitments) 
and unilateral actions taken by developing countries. 

·  The methodology used to estimate the needed financial contribution from 
developed countries.  For example, costs can be estimated on the basis of paying 
the full incremental net present value cost of a clean technology over a business-
as-usual alternative, or just a portion of these incremental costs.  And these 
estimates could reflect existing barriers to efficient investment (e.g., limited 
access to capital or material inputs), or could assume that these structural barriers 
will be addressed.   

·  The ability of the international community, and each developing nation, to direct 
available funds to the most cost-effective opportunities. 

 
A recent analysis conducted by McKinsey and Company estimates the total incremental 
expenditures required for clean technology investments in developing countries across 
the full range of industry sectors (except agriculture and forestry) is € 230 billion in 2020 
and € 440 billion in 2030 (McKinsey and Company 2009).4  These figures include first 
costs for private investments and both unilateral and supported public investments.  
Further, many of the net zero-cost mitigation actions that could be implemented and paid 
for unilaterally by developing countries may require a relatively high up front investment.  
As a result, these estimates of clean technology investments can be seen as an upper 

���������������������������������������� ��������������
4 This analysis was prepared by McKinsey and Company at CCAP’s request using the modeling resources 
developed for their January 2009 study, “Pathways to a Low-Carbon Economy.”  For the purpose of this 
analysis, developing countries were defined to include Africa, China, India, Latin America, the Middle East 
and the rest of developing Asia. 
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bound for what might be required from public investments from developed countries to 
support developing country actions.  The actual amount of funds needed for Clean 
Technology Financing will be less and will depend on the factors discussed earlier.   
 
In its October 2009 blueprint for the Copenhagen deal, the European Commission 
estimated that costs to implement measures in the energy and industry sectors in 
developing countries that cannot be covered by the carbon market are likely to be roughly 
€ 33 billion per year in 2020. However, the authors further indicate that this 
predominantly represents efficiency measures that can generate good financial returns, 
most of which should be financed domestically, mainly from private sources in 
developing countries.  The European Commission concluded that “only a small part of 
these additional costs, 10 to 20%, would need to be funded by international public 
support by 2020 with a focus on the poorer developing countries (€ 3 to 6 billion).” 
 
Works Cited: 

Commission of the European Communities, Stepping up international climate finance: A 
European blueprint for the Copenhagen deal, Communication from the Commission 
to the European Parliament, the Council, the European Economic and Social 
committee and the committee of the regions, Brussels, October 9, 2009. 

 
McKinsey & Company, Pathways to a Low-Carbon Economy, January 2009. 
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What are the sources of Clean Technology Finance? 
 
 
 
Clean Technology Finance is expected to come from the public sector (for example, from 
allowance value, national appropriations, and levies on international shipping and 
aviation) and from the private sector (through investments in offset projects).  There has 
been a strong push from developed countries, particularly the United States, to allow 
significant amounts of international offsets (up to 1.5 billion tons in HR 2454, the bill 
passed by the House of Representatives, and up to 1.25 billion tons in the Senate 
Environment and Public Works bill) as a way to lower compliance costs, and to promote 
these expenditures as contributions to Clean Technology Financing in developing 
countries. 
 
While private sector investments are critical to scaling up deployment of clean 
technologies over time, it is the public sector finance, with the promise of up-front 
support, which is most significant for developing countries.  Developing countries 
experience an array of barriers that prevent deployment of clean technologies, including 
inexperience with new technologies, lack of private sector investments in advanced 
technologies due to concerns that intellectual property will not be protected, structural 
barriers stemming from public ownership of certain industries that prevent cost-effective 
mitigation options and pricing policies that subsidize certain users.  These challenges are 
in addition to the “normal” barriers to penetration of energy efficiency and other low 
carbon technologies, such as the split incentives that occur when the party with the ability 
to install efficient appliances (e.g., the owner) is not the same as the party paying higher 
energy costs (e.g., the renter).  Targeted up-front public financing and capacity building 
can help overcome these barriers and facilitate private sector participation. 
 
As the December negotiations in Copenhagen approach, governments are preparing 
national commitments and have issued proposals for multinational contributions to 
support public financing of clean technology.  The European Union (EU) has offered to 
take on a fair share of the needed international public finance, including both mitigation 
and adaptation, which they estimate at € 22-50 billion (US $33-75 billion) per year by 
2020.  The EU also proposed that € 5-7 billion (US $7.5-10.5 billion) be made available 
right away to finance immediate actions and support further implementation.  The shares 
devoted to Clean Technology Finance were not specified.  Proposals by Mexico, Norway, 
Switzerland, and a group of least developed countries would raise between $8 and $25 
billion per year for international finance through taxes on CO2 emissions, auctioning of 
assigned amount units, taxes on international shipping and aviation, or other means.  
India and other G-77 developing countries are asking for considerably more than this, on 
the order of $200 to $400 billion per year, apportioned based on relative share of GDP. 
 
The American Clean Energy and Security Act of 2009 (H.R. 2454, also referred to as the 
“Waxman-Markey bill”) passed by the United States House of Representatives in June 
2009, if enacted and signed into law, would provide allowance value for international 
financing worth an estimated $4.4 and $5.7 billion in 2015 and 2020 and $10 billion in 
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2030.  Unlike many of the other proposed contributions to international finance, the 
House-passed bill specifically directs 1 percent of allowance value initially to clean 
technology, growing to 2 percent in 2022 and 4 percent in 2027, amounting to an 
estimated $600 million in 2015 and $3.6 billion in 2030.  Other developed countries, 
including Japan, Australia, Canada and New Zealand are also expected to contribute 
Clean Technology Finance. 
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How can limited Clean Technology Funding get the most  
“bang for the buck”? 

 
 
Given the limited available resources to support Clean Technology Finance, it makes 
sense to use these resources as efficiently as possible, achieving the most “bang” for the 
“buck.”  In the case of Nationally Appropriate Mitigation Actions (NAMAs), this could 
mean achieving the most tons of emissions reduced per dollar spent on clean technologies 
and mitigation actions across all the high-emitting developing countries.  While one 
option would be to pay the full incremental costs of cleaner technologies, this solution 
does not leverage other public and private sources of finance.  A number of more 
innovative strategies are available that overcome specific barriers to deployment of 
advanced energy technologies and promise to yield more emissions reductions for each 
dollar spent.  Examples include: 
 

·  Green bank.  Many developing countries lack access to financial institutions or 
have financial institutions that lack experience with investments in energy 
efficiency, renewable energy, and other low carbon technologies.  Clean 
Technology Financing could be used to support establishment of new private 
sector lending institutions in developing countries that focus on developing 
commercially viable portfolios of low carbon projects. 

·  Paying for intellectual property.  Intellectual property rights has been an issue 
in the international negotiations, with some arguing that such rights present a 
barrier to deployment of clean technologies while others arguing that protection 
of intellectual property rights is essential to technology development and 
deployment.  Clean Technology Financing could be used to pay for all or a 
portion of the intellectual property rights, removing this added cost barrier while 
still paying technology developers for their intellectual contributions. 

·  Intellectual property insurance.  Manufacturers of advanced energy 
technologies are less likely to sell their newest technologies to certain countries 
due to concerns that the intellectual property will be taken without the required 
compensation.  To address this concern, Clean Technology Financing could be 
used to cover risks that intellectual property will be compromised (and to 
support negotiation of more robust protections). 

·  Paying the incremental costs for “first-few-of-a-kind” technologies.  Such 
payments can help build experience with and confidence in new technologies, 
accelerating commercialization while bringing down the cost of large-scale 
deployment. 

 
Importantly, several of the above financing mechanisms can play the dual role of 
supporting aggressive actions in developing countries and supporting job growth in 
developed countries through purchases of technologies made domestically.  In particular, 
options supporting robust intellectual property right protection remove an important 
barrier that prevents many businesses in developed countries from selling their highest-
value products to these markets.  The likely result would be increasing sales of high-
value products to developing countries. 
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How can Clean Technology Finance and the NAMA  
architecture support a “race to the top” in  

developing countries? 
 
The process devised to prioritize nationally appropriate mitigation actions (NAMAs) for 
funding can be used to preferentially support the most aggressive and robust action 
proposals, supporting a “race to the top” in developing countries.  To receive assistance 
for implementing supported NAMAs, developing countries would submit their NAMAs 
and financing requests for evaluation to a multinational body that would be established 
under the Copenhagen agreement.  Matched donors and recipients would then negotiate 
the specific parameters of a supported action agreement, including both the action and the 
financing on which the action is conditioned. 
 
While specific criteria for evaluating actions remain to be decided and could vary from 
donor to donor, an important function of the supported action agreements is to contribute 
to global efforts to reduce greenhouse gas emissions cost-effectively, both in the near-
term and the longer-term.   Initially, Clean Technology Finance might be preferentially 
directed to countries that have demonstrated strong capacity for program implementation, 
including monitoring, reporting and verification.  Further, the criteria used to determine 
the degree to which different NAMAs warrant Clean Technology Finance could 
encourage developing country actions that are expected to:  
 

·  achieve significant emissions reductions from business-as-usual levels; 
·  increase the ambition of carbon intensity benchmarks; 
·  significantly leverage developing country and/or private sources of funds;  
·  achieve (or facilitate) emissions reductions at a low cost per ton; and 
·  move the country toward a low-carbon, sustainable economy.   

  
Benchmarks could be set for each of these metrics, potentially by sector, to facilitate 
evaluations of actions across countries and to encourage adoption of more aggressive 
NAMAs in each of the key industry sectors.  Action proposals with the highest ratings 
would be prioritized for financing.  Clean Technology Finance provides a means to 
reward the top proposals and actors, and where needed, to negotiate improvements in 
proposed actions. 
 
Beyond the role of Clean Technology Finance, the NAMA architecture has the potential 
to encourage actions that go beyond the supported actions.  If a country’s emission 
reductions exceed an approved baseline that takes account of targets and goals that were 
proposed in return for Clean Technology Finance, these excess reductions would be 
eligible for credits on the carbon market, generating even more revenue for the 
developing country.  See the December 2009 CCAP paper titled “Nationally Appropriate 
Mitigation Actions by Developing Countries: Architecture and Key Issues” for details on 
establishment of NAMA baselines and target levels. 
  
Finally, the post-2012 climate change agreement will develop a new financing 
mechanism that could provide a foundation and framework for long-term assistance 
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strategies that would facilitate a gradual transition of developing countries to low carbon 
economies.  Ongoing, sustainable financial assistance could support continual 
development and adoption of low carbon policies and technologies.  Developing 
countries that take their commitments seriously, fully engage in NAMA partnerships with 
developed countries and follow through with implementation of earlier actions that 
received multilateral assistance would be positioned to receive continued support.  
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How can we ensure that actions supported with Clean  
Technology Funds will be implemented well, including  

robust monitoring, reporting and verification? 
 
Concerns about the quality of international offsets under the Clean Development 
Mechanism of the Kyoto Protocol have sensitized policy makers to the need for strong 
and well-supported methods for monitoring, reporting and verifying developing country 
actions.   
 
Successful implementation requires not just the investment of dollars in well-intentioned 
clean technologies and programs, but measurable progress in reducing emissions from 
developing countries.  To ensure a high degree of confidence in methods used for 
monitoring, reporting and verification of emissions, investments in Clean Technology 
Finance can be made contingent on a country or sector having the technical and 
institutional capacity to produce accurate and transparent assessments of emissions and 
emissions reductions and to allow for third-party verification of results.  Further, ongoing 
Clean Technology Finance can be made contingent on whether a country or sector 
follows the standard monitoring methodologies, utilizes a common report template, and 
allows for verification.  Where countries are judged not to have adequate technical or 
institutional capacity to support robust monitoring, reporting and verification, initial 
support should focus on capacity building in the host country. 
 
Special attention should be placed on the development of emissions baselines.  The 
baseline represents a best guess of how emissions will change over time absent any new 
climate policies or investments, and all future emissions measurements are compared 
against the baseline as a way of assessing progress.  Baselines typically start with a 
country’s emissions inventory, and are modified to reflect expected future changes in 
economic and population growth, product demand, implementation of existing 
regulations, and other factors.  Use of standardized approaches for constructing and 
modifying emissions baselines across countries and sectors can support higher levels of 
accuracy, transparency and comparability.   
 
Further, to the extent possible, standardized approaches should be used in monitoring and 
reporting emissions and emissions reductions in different countries, sectors and sources, 
and in reporting overall performance in meeting proposed nationally appropriate 
mitigation actions.  For example, the types of data monitored and measurement 
technologies should be consistent across sectors, and reports should be presented in a 
common format.  Further, reports should include information on how funds were spent, 
the relationship of this spending to greenhouse gas emissions reductions, and on the 
financial and technical conditions and host country policies that might affect the success 
of mitigation actions.  To the extent that any policies, measures or reporting conventions 
diverge from international standards, these differences should be identified and the 
impacts should be quantified.     
 
Finally, as noted earlier, third party verification of spending and emissions reductions 
must be linked to eligibility for Clean Technology Finance to increase overall 
accountability.  Third party verifiers should be allowed to spot check data accuracy of 
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individual facilities in addition to evaluating the completeness of reports and consistency 
with standardized methodologies. 
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How can Clean Technology Finance and Nationally  
Appropriate Mitigation Actions proceed without  

altering international competitiveness? 
 
The European Union adopted the European Union Emissions Trading System (EU ETS) 
to help meet emissions limits agreed to under the Kyoto Protocol, capping emissions 
from large industrial sources.  While European industries had expressed concerns that 
early actions on their part, including a hard cap and carbon price on greenhouse gas 
emissions, could result in domestic manufacturing plants shutting down and emissions 
and jobs “leaking” to unregulated countries, such concerns did not materialize in the first 
phase of the program due in large part to the (often generous) free allocation of 
allowances and continuation of long-term electricity contracts (Reinaud, 2008).  
However, in the period after 2012, emissions reduction requirements are likely to be 
more stringent and free allocations less generous, rekindling fears that emissions and jobs 
from energy-intensive and trade-intensive industries will “leak” to countries that do not 
face the same requirements.  Potential impacts on trade and jobs are also of concern for 
industries in the United States, which is expected for the first time to be subject to 
mandatory carbon reduction requirements. 
 
There are also concerns that Clean Technology Financing given to developing countries 
in return for new climate actions will further boost the competitiveness of energy- and 
trade-intensive industries in developing countries.  In essence, funds used to improve the 
carbon efficiency of cement or steel plants in developing countries may lower their 
operating costs just as developed country industries are facing rising carbon prices. 
 
In reality, through nationally appropriate mitigation actions, or NAMAs, developing 
countries are likely to assume new costs in the form of new regulations for their energy-
intensive industries.  In some cases (e.g., Mexico), developing countries may adopt cap-
and-trade emissions limits for their industry sectors similar to the approaches taken (or 
proposed) in developed countries.  In other cases, developing countries may adopt new 
intensity standards or command-and-control-style technology requirements.  While the 
compliance costs and carbon prices faced by industries in developing countries may be 
significantly less than the costs and carbon prices in Europe and the United States, costs 
should be compared on an apples-to-apples basis.  Specifically, in each case, the focus 
should be on the net costs of the policies to developed and developing country industries, 
including the effects of compensatory measures like free allowances. 
 
So, if the United States compensates energy intensive and trade intensive industry sectors 
by providing an output-based rebate equal to 100 percent of the carbon allowances 
needed to cover direct emissions and indirect emissions associated with electricity 
purchases, one might argue that the resulting net cost to United States industries is zero.5  

���������������������������������������� ��������������
5 Others argue that even with carbon emissions costs fully compensated, the industry will still assume other 
costs, including higher costs of inputs, and higher electricity prices stemming from fuel switching to natural 
gas.  However, the output-based rebate, based on average emission intensity, will over-compensate the 
firms that can reduce emission intensity below average at a lower average cost per ton than the market price 
of an allowance.   
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The net costs to European industries would depend in large part on how industry sectors 
are defined and the differences across facilities in the sector.  For sectors where emission 
intensities across facilities are quite similar, compensation on the basis of the average of 
the top ten percent of performers could provide close to full compensation and very low 
net costs.  If, on the other hand, there are large differences in performance across 
facilities in a sector, average compensation rates could be lower and net costs higher.6  
European industries may also receive allowances to cover the carbon emissions 
associated with electricity purchases directly from national governments. 
 
The net costs to developing country industries will depend on both the design of the 
NAMAs and the Clean Technology Financing.  If a developing country industry is asked 
to assume costs to meet a more aggressive carbon intensity standard than would be 
achieved assuming business-as-usual levels of intensity improvements, and if there is no 
compensation via international finance, costs to the developing country industry, on 
average, could exceed the net costs to the US industry while full rebates are in place.  
Compensation to developing countries in the form of clean technology finance could help 
mitigate the compliance costs for developing country industries similar to the distribution 
of free allowances to industries in the US and EU.  However, as noted earlier (How can 
limited Clean Technology Funding get the most “bang for the buck”?), clean technology 
finance may not compensate the full cost differential for deployment of new 
technologies.  Instead, clean technology finance might seek to leverage private or 
domestic investments.  Under such a scenario, developing country industries would not 
be fully compensated for their costs, resulting in net costs rather than net subsidies. 
 
While it appears likely that both developing country and developed country industries 
may be substantially compensated for climate-related costs, either through Clean 
Technology Financing or free allocations, it is possible to further minimize the potential 
for Clean Technology Finance to advantage major industrial competitors in developing 
countries through smart targeting of these funds.  Examples of ways to target Clean 
Technology Financing to prevent leakage of emissions and jobs include: 
 

·  Providing financing to smaller, less efficient facilities that are less likely to 
compete in the international marketplace;  

·  Providing financing to facilities located in the interior regions of countries that are 
less likely to participate in international markets due to the higher costs of 
transporting product over land; 

·  Providing financing for carbon capture and sequestration and other low-carbon 
projects that do not improve operating efficiency or lower operating costs; 

·  Providing financing in the form of subsidized loans rather than grants. 
 
 

���������������������������������������� ��������������
6 Note that European industries will receive compensation based on historic emissions and not production.  
This means that while industry shareholders will be compensated for part or most of their costs, the design 
does not automatically encourage domestic production.  A compensated company could choose to reduce 
domestic production because of the opportunity cost associated with grandfathered allowances.  



 
 

 18 

Works Cited: 

Renaud, Julia, “Issues Behind Competitiveness and Carbon Leakage: Focus on Heavy 
Industry,’ IEA Information Paper, International Energy Agency, October 2008.   



 
 

 19 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Center for Clean Air Policy 
750 First Street, NE, Suite 940 

Washington, DC 20002 
 

Tel: 1.202.408.9260; Fax: 1.202.408.8896 
www.ccap.org 

 
 
 


