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CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

Abstract: Carbon Pricing Potentialin East and South Asia: Jurisdiction factsheets and clusters

The effectiveness of carbon pricing as a market-based policy tool with economy-wide
transformation potentialhasincreasingly rendered it the instrument of choice among policy
makers responding to challenges posed by climate change. However, the potential for
jurisdictions tointroduce carbon pricing instruments varies considerably owing to differences in
political, legal, economic, technical, and multilateral contexts. Previous work under this project
developed an analytical frameworktoassess carbon pricing potentialand readiness, along these
five dimensions. Thisreport applies the frameworkto 15 selected jurisdictions in East and South
Asiato identify opportunities for carbon pricing in a region crucial for climate change mitigation
efforts. The analysis reveals pathways for carbon pricing, and points to emerging opportunities
in jurisdictions wherethe challenges toit seem greatest. Overall, climateambition in the region
is on therise. Multiple jurisdictions have made considerableheadway in advan cing theirlong-
term climate strategies in which carbon pricing is expected to drive a major part of mitigation
outcomes. Yet, obstacles tointroducing carbon pricing are multiple and may be more difficult to
overcome in the presence ofa heavy reliance on fossil fuels for government and export
revenues; subsidized and historically low energy prices; and a heavily regulated and fossil -fuel-
reliant power sector, amongst others. The findings of the report underscore the relevance of
framework conditions for carbon pricing tobe feasible and effective at delivering emission
reductions. Based on the findings, three jurisdictions (Indonesia, Pakistan, and Vietnam) are
selected for in-depth analysis in future work under this project.

Kurzbeschreibung: Potenzial der CO2-Bepreisung in Ost- und Siidasien: Factsheets und
Cluster zu den einzelnen Lindern

CO2-Bepreisungist ein wirksames marktbasiertes politisches Instrument mit
gesamtwirtschaftlichem Transformationspotenzial. Deshalb wird sie von politischen
Entscheidungstriagern zunehmend als bevorzugtes Instrument benutzt, um aufdie
Herausforderungen des Klimawandels zu reagieren. Das Einsatzpotenzial von Instrumenten zur
COz-Bepreisungistjedoch aufgrund unterschiedlicher politischer, rechtlicher, wirtscha ftlicher,
technischer und multilateraler Gegebenheiten sehr unterschiedlich. In einem fritheren Bericht
wurde ein analytischer Rahmenentwickelt,um das Potenzial und die Bereitschaftzur CO »-
Bepreisung entlang dieserfiinf Dimensionen zu bewerten. Der vorliegende Bericht wendet
diesen Rahmen auf 15 ausgewadhlte Lander in Ost- und Siidasien an, um Méglichkeiten fiir die
COz-Bepreisungin einer Region zu ermitteln, die fiir die Bemiihungen zur Einddmmung des
Klimawandels von entscheidender Bedeutung ist. Die Analyse zeigt Wege fiir die CO2-Bepreisung
aufund weist auf neue Moglichkeiten in Landern hin, in denen die Herausforderungenam
grofsten zu sein scheinen. Insgesamtnimmt das Engagement fiir den Klimaschutzin der Region
zu. Mehrere Lander haben betrachtliche Fortschritte bei der Entwicklung ihrer langfristigen
Klimastrategien gemacht, bei denen die CO2-Bepreisung einen grofien Anteil an den
Emissionsminderungen habensoll. Die Hindernisse fiir die Einfithrung von CO2-Preisen sind
jedoch vielfaltigund kdnnen schwieriger zu liberwinden sein, wenn beispielsweise einestarke
Abhéangigkeit von fossilen Brennstoffen fiir Staats- und Exporteinnahmen, subventionierteund
historisch niedrige Energiepreise und ein stark regulierter und von fossilen Brennstoffen
abhangiger Stromsektor vorhandensind. Die Ergebnisse des Berichts unterstreichen die
Bedeutung der Rahmenbedingungen, die gegeben sein miissen, damit die COz-Bepreisung
durchfiihrbarist und wirksamzu Emissionsminderungen fiihrt. Aufder Grundlage der
Ergebnisse werden drei Lander (Indonesien, Pakistan und Vietnam) fiir eine vertiefte Analyse in
einem nichsten Schritt des Projekts ausgewahlt.
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Summary

Carbon pricingis set to play a key role for many jurisdictions? on the path to climate-neutral
economies by mid-century. Making a success of carbon pricing in individual jurisdictions
requires a detailed and methodical understanding of their circumstances. Previous workunder
this project developed an analytical frameworkto assess carbon pricing potential and readiness,
along political, legal, economic, technical, and multilateraldimensions. Th e frameworkidentifies
variables and indicatorsrelevant toajurisdiction’s carbon pricing potential and has now been
applied to 15 selected jurisdictions in East and South Asia to disentangle the drivers for and
obstacles to carbon pricingin each. The desk-based research and analysis of these 15
jurisdictions are compiled in detailedand structuredfactsheets available in the Appendix. The
chosen jurisdictions for thisreport are Bangladesh, Brunei, Hong Kong, India, Indonesia,
Malaysia, Mongolia, Pakistan, Philippines, Russia, Sri Lanka, Taiwan, Thailand, Uzbekistan, and
Vietnam.

The contribution of thisreportis two-fold. First, it provides an initial assessment of carbon
pricing readiness and potentialin 15 Asian jurisdictions critical to climate change mitigation
efforts in the coming decades. The factsheets themselves are an importantresource for anyone
who isinterested in carbon pricing as well as the broader climate policy landscapein the
jurisdictions covered. Second, the information in these factsheets is used tosortjurisdictions
into clusters to help identify three jurisdictions for in-depthreview during the subsequent phase
of the project. These jurisdictions are Vietnam, Pakistan, and Indonesia. The in-depth case
studies will expand the analysisin the factsheets, complementthem with stakeholder mapping
and interviews, and plot potential pathways to facilitate the deployment of carbon pricing
instruments in the three jurisdictions and their regional partners.

Thisreport groups the jurisdictionsinto clusters that reflects expert assessment of the team and
the project’saims. The assignment to the identified clusters, however, did not necessarily aim at
an allocation of all 15 selected jurisdictions. The high impact cluster includesIndia, Indonesia,
and Russia. These are jurisdictions where the successful introduction of carbon pricing would
generate the greatestimpactin terms of emissions reduction, due tothe large share of their
emissions on a global scale. The low barrier cluster is made up of Indonesia, the Philippines
and Vietnam, and is where jurisdictions face relatively favourable political, legal, economic,
technical, or multilateral conditions, or have taken steps to overcome the barriersto carbon
pricing they face. The cluster with technical barriers and conducive political conditions
comprises Brunei, Pakistan, the Philippines, and Russia. These jurisdictions face some
potentially high technicalbarriers to the introduction of carbon pricing; however, their
governments have shown interestin carbon pricing, and they thereforehave the beginnings ofa
political foundation in place to push forward with the instrument. The cluster with significant
political economy obstacles includes Bangladesh, India, Malaysia, Mongolia, and Uzbekistan,
and faces political and economic challenges that can arise from a powerful brown lobby, lack of
trustin government, significant poverty, and a reliance on fossil fuels. [t will be importantin
these jurisdictions tounderlinethe co-benefitsof emissions reduction and how carbon pricing
can facilitate this. Policy design and strategic communications will also be key. Finally, the
cluster with the most exposure to border carbon adjustments (BCAs) comprises
Bangladesh, India, Russia, Thailand, and Vietnam. These jurisdictions export substantially to
destinations where a BCA maybe adopted in future and so may face disruptions to their exports

1 In the following, the term "jurisdiction” includes states, provinces, territorial authorities and regions. It
does notreflectthe position of the Federal Republic of Germany with regard to the status of a country or
region.
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and export-oriented development strategies. These issues may be pre-empted by adoptinga
domesticcarbon pricing instrument.

High impact

ﬁ A

Most exposed to BCAs Low barrier

a Jurisdiction
(o @ * clusters W ®» x

Bangladesh India Russia  Thailand

Philippines

Technical barriers but
conducive political conditions

Significant political

economy obstacles

GO0OS

Bangladesh India Malaysia Mongolia Uzbekistan

S (O =

Erunei Philippines  Russia

Note: Flags with a black ring appear in multiple clusters. Jurisdiction names in black are case study jurisdictions.

Source: Own illustration, adelphi

Several high-level findings arise across the 15 selected jurisdictions in the region along the five
dimensions. Politically, a heavy reliance on oil, gas, and coal alongside the dominance of fossil
fuel earnings in governmentrevenues and GDP provide the economicrationale and political
interests that seektoavoid high carbon prices. Targeted and transparent communication about
the policy instrument and the counterweightof green groups and civil society can help
successfully mitigate this, ashasbeen observed in areas of environmental policy in many
jurisdictions. From a legal perspective, though many jurisdictionsexamined here have a flagship
climate law in place, the existence ofa comprehensive and robust regulatory and policy
frameworkis also necessary for the success of carbon pricing. Economically, the structure and
state of liberalisation of electricity markets are importantfor dispatch and investment decisions
consistent with decarbonization and for effective carbon cost pass-through. The interplay
between current (and future) market regulation and carbon pricingin the electricity sector, as
well as existing energy subsidies, can create an aversion to higher electricity prices, whichmust
be carefully reflected in the design of the carbon pricing instrument. Furthermore, while most
jurisdictions already have some experience with market-based mechanisms such as through
Clean Development Mechanism, (CDM), Joint Implementation (JI) or Joint Crediting Mechanism
(JCM) projects, and established MRV infrastructures, many still lack the detailed technical and
administrative capacity necessary toimplement and operate a carbon pricing instrument witha
broader scope. Multilateral climate cooperation can be particularly helpful for successful
carbon pricing. Strong standing and economicintegration underthe ASEAN frameworkare
relevant for many of the analysed jurisdictions. These connections can be leveraged to transfer
lessons on carbon pricing and forge cross-border cooperation once the instrumentis up and
running. This multilateraldimension is also set to become increasingly important as
jurisdictions ramp up their domestic carbon pricing efforts and talks of border carbon

12
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adjustments progress. Assistance from multilateral carbon pricing support initiatives can
continue toraise the potential in this respect.

13
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Zusammenfassung

COz-Bepreisung wird fiir viele Lander2 auf dem Weg zur Klimaneutralitét bis Mitte des
Jahrhunderts eine Schliisselrolle spielen. Um die COz-Bepreisungin den einzelnen Landern zum
Erfolg zu fithren, ist ein detailliertes und methodisches Verstandnis der jeweiligen Umstdnde
erforderlich. In einem fritheren Bericht wurde ein analytischer Rahmenentwickelt,um das
Potenzial und die Bereitschaft zur COz-Bepreisung entlang politischer, rechtlicher,
wirtschaftlicher, technischer und multilateraler Dimensionen zu bewerten. Der Rahmen
identifiziert Variablenund Indikatoren, die fiir das Potenzial eines Landes zur CO;-Bepreisung
relevant sind, und wurde nun auf 15 ausgewahlte Landerin Ost- und Siidasien angewandt, um
die Triebkrafte und Hindernisse fiir die CO2-Bepreisung in jedem Land zu ermitteln. Die
Sekundarforschungund die Analyse dieser 15 Lander sind in detaillierten und strukturierten
Factsheets zusammengestellt, die im Anhang zu finden sind. Die fiir diesen Bericht ausgewahlten
Lander sind Bangladesch, Brunei, Hongkong, Indien, Indonesien, Malaysia, die Mongolei,
Pakistan, die Philippinen, Russland, Sri Lanka, Taiwan, Thailand, Usbekistanund Vietnam.

Dieser Berichtliefert eine erste Einschitzung der Bereitschaft und des Potenzials der CO »-
Bepreisungin 15 asiatischenLandern, die fiir die Bemiihungen zur Eindamm ung des
Klimawandelsin den kommenden Jahrzehntenentscheidend sind. Die Factsheets sind eine
wichtige Ressource fiir alle, die sich fiir COz-Preise und die breitereklimapolitische Landschaft
in den erfassten Landern interessieren. Die Informationen in diesen Factsheets werden
daraufhin verwendet, um die Linder in Clustereinzuteilen und drei Linderzu identifizieren, die
in der ndchsten Phase des Projekts vertieft untersucht werden sollen (Vietnam, Pakistan und
Indonesien). Die drei Fallstudien werden die Analysein den Factsheets erweitern, sie durch
Stakeholder-Mapping und Interviews erganzenund potenzielle Wege aufzeigen, um die
Einfiihrung von Instrumentenzur COz-Bepreisungin den drei Landern und ihrenregionalen
Partnern zu erleichtern.

Indiesem Bericht werdendie Lianderin Cluster eingeteilt, basierend aufder
Experteneinschiatzung des Teams und den Zielendes Projekts. Die Zuordnungzu den
identifizierten Clustern zieltejedoch nicht zwangslaufig aufeine Aufteilung aller15
ausgewadhlten Linderab. Das Cluster mit grof3er Wirkung umfasst Indien, Indonesien und
Russland. Dies sind Lander, in denen die erfolgreiche Einfithrungvon CO2-Preisen aufgrund des
grofden Anteilsihrer Emissionenan den weltweiten Emissionen die grofste Wirkung in Bezug auf
die Emissionsminderungenhatte.Das Cluster mit geringen Hindernissen bestehtaus
Indonesien, den Philippinenund Vietnam.Diese Lander verfligen iiberrelativ glinstige
politische, rechtliche, wirtschaftliche, technische oder multilaterale Bedingungen, oder hab en
Schritte unternommen,um die Hindernisse zu iiberwinden, die einer CO2-Bepreisungim Wege
stehen. Das Cluster mit technischen Hindernissen und giinstigen politischen Bedingungen
umfasst Brunei, Pakistan,die Philippinen und Russland. Diese Lander sehen sich mit einigen
potenziell hohen technischen Hindernissenfiir die Einfithrungder CO;-Bepreisung konfrontiert;
ihre Regierungen haben jedoch Interesse an der CO2-Bepreisung gezeigt und verfiigen daher
tiber die Anfinge einer politischen Grundlage,um die Einfiihrung des Instruments
voranzutreiben. Das Cluster mit erheblichen politischen Hindernissen bestehtaus
Bangladesch, Indien, Malaysia, die Mongolei und Usbekistan. Diese Liander stehen vor
politischen und wirtschaftlichen Herausforderungen, die sich aus einer machtigen fossilen
Lobby, mangelndem Vertrauen in die Regierung, grofder Armut und der Abhangigkeit von

2 Die Bezeichnung, Lander umfasstim Folgenden Staaten, Provinzen, Gebietskdrperschaften und
Territorien. Sie spiegeltnichtdie Position der Bundesrepublik Deutschland hinsichtlich der Staatsqualitat
eines Landes oder einer Region wider.
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fossilen Brennstoffen ergeben konnen. In diesen Landern wird es wichtig sein, die Co-Benefits
der Emissionsminderungen hervorzuheben und zu zeigen, wie die CO2-Bepreisung diese
erleichtern konnen. Die Politikgestaltungund strategische Kommunikation werden ebenfalls
von entscheidender Bedeutung sein. Schliefilich geh6ren Bangladesch, Indien, Russland,
Thailand und Vietnam zum Cluster der am stirksten von Grenzausgleichsmechanismen
betroffen ist. Diese Lander exportieren in erheblichem Umfangin Lander, in denen in Zukunft
Grenzausgleichsmechanismen eingeflihrt werden kdnnten, und miissen daher moglicherweise
mit Storungen ihrer Exporte und exportorientierten Entwicklungsstrategien rechnen. Diese
Probleme kénnen durch die Einfithrunginldndischer CO2-Bepreisung vermieden werden.

Hohe Wirkung
A

Russland

Grenzausgleichsmechanismen am
stirksten ausgesetzt

n ‘@ * Zuordnung der (= ’ *

Liander zu
Bangladesch Indien Russland Thailand Clustern Philippinen

Geringe Hindernisse

Erhebliche politisch-6konomische Technische Hindernisse, jedoch
Hindernisse giinstige politische Bedingungen

aCOSR S(0e -

Bangladesch Indien Malaysia Mongolei Usbekistan Brunei Philippinen  Russland

Hinweis: Lander, deren Flaggen schwarz umringt sind, gehoren zu mehreren Clustern. Die schwarz gedruckten
Lander(namen) wurden in den Fallstudien vertieft untersucht.

Quelle: eigene Darstellung, adelphi

Die 15 ausgewdahltenLander der Region liefern in Bezug aufdie fiinf Dimensionen mehrere
libergeordnete Erkenntnisse. Aus politischer Sicht bedeutet eine starke Abhéngigkeitvon O],
Gasund Kohle sowie die Dominanzder Einnahmen aus fossilen Brennstoffen bei den
Staatseinnahmenund dem Bruttoinlandsprodukt, dass wirtschaftliche und politischeInteres sen
gegen hohe CO:-Preise sprechen. Eine gezielte und transparente Kommunikation iiber das
politische Instrument und das Gegengewicht griiner Gruppen und der Zivilgesellschaftkénnen
dazu beitragen, diese Tendenz erfolgreichabzumildern, wie es in weiteren B ereichender
Umweltpolitikin vielen Landern bereits zu beobachten war. Aus rechtlicher Sicht, obwohl viele
der hier untersuchtenLanderiiber ein vorbildlichesKlimagesetz verfiigen, ist ein umfassender
und robuster regulatorischer und politischer Rahmenfiir den Erfolg der COz-Bepreisung
erforderlich. Aus wirtschaftlicher Sicht sind die Struktur und der Stand der Liberalisierungder
Elektrizitatsmarkte wichtig fiir Dispatch- und Investitionsentscheidungen, um
Emissionsminderungen zu erreichen und CO:-Kosten effektiv zu tibertragen. Das
Zusammenspiel zwischenaktueller (und zukiinftiger) Marktregulierung und CO2-Bepreisung im
Elektrizitatssektor sowie bestehende Energiesubventionen konnen zu einer Abneigung gegen
hohere Strompreise flihren, was bei der Gestaltung des Instruments zur CO2-Bepreisung

15



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

sorgfaltig berticksichtigt werden muss. Dariiber hinaus verfiigen die meisten Ladnder zwar
bereitsiiber eine gewisse Erfahrung mit marktbasierten Mechanismen, wie z. B. Clean
Development Mechanism (CDM), Joint Implementation (JI) oder Joint Crediting Mechanism
(JCM), und iiber eine etablierte MRV-Infrastruktur, doch fehlt es vielen noch an den technischen
und administrativen Kapazititen, die fiir die Umsetzung und den Betrieb eines Instruments zur
CO2-Bepreisung mit einembreiteren Anwendungsbereich erforderlich sind. Multilaterale
Zusammenarbeit im Klimabereich kann fiir eine erfolgreiche CO2-Bepreisung besonders hilfreich
sein. Die starke Stellung und die wirtschaftliche Integration im ASEAN -Rahmen sind fiir viele der
untersuchten Landervon Bedeutung. Diese Verbindungen kdnnen genutzt werden,um
Erfahrungen mit der COz-Bepreisung weiterzugeben und eine grenziiberschreitende
Zusammenarbeit aufzubauen,sobald das Instrument eingefiihrtist. Diese multilaterale
Dimension wird in dem Mafde an Bedeutung gewinnen, in dem die Ladnder ihre Bemiihungen zur
CO2-Bepreisung im eigenen Land verstarken und die Gespracheiiber
Grenzausgleichsmechanismenvoranschreiten. Die Unterstiitzung durchmultilaterale Initiativen
zur Forderung der CO2-Bepreisung kann das Potenzial in dieser Hinsichtweiter erhéhen.

16
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1 Introduction and overview

Carbon pricing hasan importantrole to play on the path to climate neutrality by the middle of
this century. Many jurisdictions recognise this role and have already adopted emissions trading
systems (ETSs) and carbon taxes toimpose a price on carbon (or indeed GHG) emissions. These
jurisdictions vary enormously in their political and legal context, levels of development, the
complexity of their climate and energy policy portfolios, as well as in the depth of their
engagement with various aspects of globalisation. Accordingly, the design of their carbon pricing
instruments have tended toreflect their individual characteristics. Other jurisdictions have
shown interestin carbon pricing; some have even mentioned theseinstruments in their
Nationally Determined Contributions (NDCs) but have not yet deployed them.

Successful preparations for and implementation of carbon pricing instruments in individual
jurisdictionsrequires a detailed and methodicalunderstanding of their circumstances. In
recognition of this requirement, earlier workunder this project developed an analytical
frameworkto assess carbon pricing potential and readiness.3 Specifically, the framework focuses
on the political, legal, economic, technical, and multilateral dimensions of potential and
readiness based on a detailed review of the academicand grey literature on the topic. For each
of these dimensions, the reportidentifies aspects and variables/indicators to empirically
operationalise the frameworkin areal-world setting.

The current report applies this analytical frameworkto 15 selected jurisdictions from East and
South Asia.4 To that end, a factsheet for each jurisdiction is developed and provided as an
appendix atthe end of this report.5 All factsheets follow the same structure. Each one starts with
a standardisedtable providing an overview of the state-of-play in each jurisdiction. This is
complemented by a jurisdiction-specificassessment of carbon pricing potential and readiness
for each of the political, legal, economic, technical, and multilateral dimensions. The factsheets
conclude with an overview assessment for the jurisdiction. Section 2 below provides additional
detailsregarding the method and content of the factsheets.

Based on the findingsin the factsheets, it is possible to group jurisdictionsin different clusters,
which is the topic of Section 3. Five clusters are identified and are relevant for choosing case
study jurisdictions for further analysis. These are:

i) High impact cluster: jurisdictions where carbon pricingwould have the greatest
emissions impact.
ii) Lowbarrier cluster: jurisdictions where carbon pricing faces relatively low barriers

to implementation.

iii) Cluster with technical barriers and conducive political conditions: jurisdictions
where carbon pricing faces potentially high implementation barriers from a technical
perspective but simultaneously relatively favourable political conditions.

3 UBA (2021): Carbon Pricing Potential in Eastand South Asia: Interim report. Available at:
https://www.umweltbundesamt.de/en/publikationen/carbon-pricing-potential-in-east-south-asia

4 This reportapplies the analytical framework to the followingjurisdictions: Bangladesh, Brunei, Hong
Kong, India, Indonesia, Malaysia, Mongolia, Pakistan, Philippines, Russia, Sri Lanka, Taiwan, Thailand,
Uzbekistan, and Vietnam.

5 This is due to the factsheets’ length, the specificity of their bibliography, and to facilitate access to
jurisdiction-specific information. The jurisdictions are ordered alphabetically.
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iv) Cluster with significant political and economic obstacles: jurisdictions where
carbon pricing faces the highestbarriers toimplementation from a political and
economic perspective.

V) Cluster with the most exposure to border carbon adjustments (BCAs):
jurisdictions that are most exposed tothe introduction of BCAs in their export
markets.

These clusters are five among many alternative ways to group jurisdictions. Indeed, in preparing
thisreport, the authors also considered other cluster themes which may be operationally
relevant for UBA. These include an emphasis on jurisdictions tending towards specific carbon
pricing instruments (i.e., ETSs versus carbon taxes); various geographical groupings; Germany’s
strategic cooperation goals; and jurisdictions thatare relatively under-researched.

Thisreportis the second output under the UBA project titled “Potentials of introducing carbon
pricing, especially CO; taxes and emission trading schemes in Asia”. The overarching projectgoal
is to examine the framework conditions with a view to assessing the actual potential for the
successful introduction of carbon pricing instruments in selected Asian jurisdictions. The project
also aims to identify possible pathways toregional or multilateral carbon pricing.Finally, the set
of outputs produced under the project will builda scientific information base for governments,
civiland private sector stakeholders as well as international multilateral and bilateraldonors
who are interested in advancingcarbon pricingin the region.

Viewing the results of the clustering analysis in light of the project goals, three jurisdictions
(amongthe 15 for which factsheets were prepared) have been selected for in-depthresearch.
These jurisdictions are Indonesia, Pakistan, and Vietnam. Planned work under the project
includes the preparation of case studies for each of these jurisdictions.

The rest of the reportis organised as follows. Section 2 describes the factsheets in greater detail
Section 3 clustersjurisdictions into various groups and describes how each cluster can
contribute tothe project’s goals. Section 4 discusses the rationale behind the selection of the
three case study jurisdictions. Italso provides interim conclusions from this report. The
appendix contains the factsheets, where the jurisdictions are ordered alphabetically.
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2 Jurisdictionfactsheet overview

The set of jurisdictions studied in this report were preselected and consists of Bangladesh,
Brunei, Hong Kong, India, Indonesia, Malaysia, Mongolia, Pakistan, Philippines, Russia, Sri Lanka,
Taiwan, Thailand, Uzbekistan, and Vietnam. A factsheet perjurisdiction is provided in the
appendix.

Each factsheet follows the same outline reflecting the analytical framework developed in UBA
(2021). Specifically, individual sections apply the political, legal, economic, technical, and
multilateral components of the frameworktothe jurisdiction in question based on deskresearch
reflecting information thatis currentas of April 2021. A final sixth section provides an overview
of carbon pricing readiness and options.

To allow quickaccess to key information and to provide a degree of comparability the first page
of each factsheet contains a standardised table. Most elements of the table are self-explanatory
and are based on the research conducted in developing the factsheet. For specific, quantitative
variables, Table 1 provides the units, sources, and relevant link.

Table 1: Description ofthe quantitative variables in jurisdiction factsheets

Variable Units Source Note:

GDP PPP (currentinternational §) | World Bank | Link to variable’s WDI page
GDP per capita PPP (currentinternational ) | World Bank | Link to variable’s WDI page
Population Millions World Bank | Linktovariable’s WDI page
Electricity from fossil fuels | % of total generation IEA Link torelevantIEA page
Perceived corruption n/a Tl Link to Tl document
Incomegroup n/a World Bank | Linktovariable’s WB page
Gini index n/a World Bank | Linktovariable’s WDI page
Industry value-added % of GDP World Bank | Linktovariable’s WDI page
Industry employment % of total employment World Bank | Linktovariable’s WDI page
Industry emissions® % of total CO, emissions IEA Linktorelevant|EA page
Fossil subsidies % of GDP IMF Link torelevantIMFpage
Openness % of GDP World Bank | Linktovariable’s WDI page
NDC Assessment n/a CAT Link to CAT page

Note: PPP=Purchasing power parity; WDl =World Development Indicators; IEA=International Energy Agency; Tl =
Transparency International; CAT =Climate Action Tracker.

6 Importantto note is thatthe World Bank definition of “industry” for value-added and employment
figures includes mining, manufacturing, construction, electricity, water, and gas. To make the figures
broadly comparable for the purposes of this report, the “industry” emissions fromthe I[EA combines
emissions from electricity and heat producers, industry, and other energy industries.
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3 Jurisdiction clusters

The jurisdictions within the scope of this report can be grouped in clusters tosupport the overall
aim of the project, namely the provision of a comprehensive analysis and evaluation of the
introduction of carbon pricing in the region. The clusters constitute an intermediate step in this
respect. They connect the desk-based researchand analysis in the factsheets (already complete;
see appendix) with detailed case studies (yet tobe developed; expectedin 2022). They doso by
underlining the common and emergentthemes and operationally meaningful aspects of the
factsheets for carbon pricing readiness. This contributesto an informed selection of jurisdictions
for case study, which will combine further analysis oflocal institutions, structures, and
information sources, complemented by interviews with relevant actors and stakeholders in the
jurisdiction. In turn, the results of the analysis will not only offer a high er-resolution picture of
the jurisdiction thatis the subject of the case study but may also yield insights that may be
relevantin otherjurisdictions that share a cluster with it.

There are many different themes and operationally meaningful aspects around which
jurisdiction clusters can be formed. Moreover, the number of clusters and the number of
jurisdictions in each cluster can vary toserve different purposes. Indeed, there is nointrinsically
correct way of forming individual clusters,nor the right numberof clusters or cluster members.
Moreover, the assignment to the identified clusters did not necessarily aim at an allocation of all
15 selected jurisdictions. This report uses five clusters with three to five members each to group
the information in individual factsheetsin light of the project’s aims.” The organizing theme,
membershipand number of clusters presentedbelow reflect the expert assessment of the
projectteam and helps inform the selection of case study jurisdictions described in Section 4.

3.1 Highimpact cluster: India, Indonesia, Russia

The high impact cluster includes jurisdictions where the successful introduction of carbon
pricing would generate the greatest impactin terms of emissions reduction. By construction, the
high impact cluster includesjurisdictions that have large emissions footprints and could make a
difference on the global scale in the fight against climate change. Note thatalarge emissions
footprint correlates with the magnitude ofthe GDP and population. Thatis, the members ofthis
cluster feature the top three aggregate GHG emissions among the 15 jurisdictions studied as well
as the top three aggregate GDP numbers. In terms of population, Indiaand Indonesia are the
most populous countries in the study sample, and Russia comes fifth (Pakistan and Bangladesh
rankthird and fourth in terms of population size). The co-occurrence of high emissions, GDP,
and population has the implication that benefits from the implementation of a cost -effective
instrument would potentially be substantial and touch the lives of many people.

3.2 Low barrier cluster: Indonesia, Philippines, Vietham

The members ofthe low barrier cluster either face relatively favourable political, legal,
economic, technical, and multilateral conditions or have taken steps to overcome the barriers
they face. Note thatlow barriers donot necessarily translateintoimminentand successful
implementation of carbon pricing but only that among the group of jurisdictions consideredin
thisreport, the efforts to introduce carbon pricing are more likely toyield positive results.
Vietnam providesa good example in this respect. Despite being a one-party socialist republic, it
has embraced market mechanismsand explicitly mentionsmarket-based instrumentsin its NDC.
Thejurisdiction hasalegal mandate and the institutionalinfrastructure largely in place to

7 Members of the clusters are ordered alphabetically.
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establish an ETS, hasimplemented important power sector reforms, and is currently developing
its MRV capacity with support from the PMR. At the same time, it hasrelied heavily on coal to
meetits soaring energy demand and toensure energy security. The jurisdiction hasarelatively
young coal-fired power fleet with foreign participation in the sector as well as significant
domestic fossil fuel production. Taken together, the influence of the brown lobby finding support
within the political establishment could well derail progress towards theintroduction of carbon
pricing.

3.3 Cluster with technical barriers and conducive political conditions: Brunei,
Pakistan, Philippines, Russia

This cluster includesjurisdictions with some, potentially high, technical barriers tothe
introduction of carbon pricing. At the same time, the governments of jurisdictions in this cluster
have shown some interestin introducing carbon pricing despite these and other barriers, or at
least they do not appear to face insurmountable political obstacles toitsintroduction. The
technical barriers may be caused by the absence of alegal climate policy framework and low
institutional and technical capacity toimplement carbon pricing instruments. Moreover, the
jurisdictions may have verylimited MRV capacity, although they have some project-level
exposure to MRV from JI, CDM and JCM projects. With exception of the Philippines these
jurisdictions donot participate in capacity-building initiatives such as the PMR. The absence of
MRV infrastructure is a critical limiting factor in these jurisdictions as this is required for both
carbon taxes and emissions trading. At the same time, provided thereis political will, it is
possible to build such capacity with support from the international community.

3.4 Cluster with significant political economy obstacles: Bangladesh, India,
Malaysia, Mongolia, Uzbekistan

The political economy of carbon pricing is complicated in any jurisdiction, and significant effort
is required to overcome obstacles on this front. Accordingly, this cluster highlights those
jurisdictions in the sample that face a particularly difficult situation withoutplaying down the
challenges elsewhere. These politicaland economic obstacles can arise from the presence ofa
large and powerful brown lobby; low trust in government; significant poverty; heavy relianceon
fossil fuels for government and export revenues; subsidized and historically low energy prices;
and a heavily regulated power sector reliant on fossil fuels, particularly coal. Each of these
obstacles could severely inhibit the potential of carbon pricingin ajurisdiction. More
importantly, these obstacles take time to overcome, as political consensus-building to start
reforming the existing economic, energy and regulatory infrastructure is a slow-moving process.
Nonetheless, potential enablers of carbon pricing operating in parallel can provide a way out of
the equilibrium.8 Underlining the co-benefits of emissions reduction due to carbon pricing,
supporting the emergence ofa green lobby, and the diligent use of generated revenues to ensure
buy-in from the mostadversely impacted citizen and business groups can furtherbe important
strategies for jurisdictions in this cluster to consider. Leveraging enablers, underlining co-
benefits, and careful policy design can hence goa long way in ratcheting up ambition in
jurisdictions where the challenges may seem greatest.

8 Brunei, which is notamember of this cluster, provides an example. Its economyis heavily relianton
export revenues from hydrocarbons, features a tightly regulated power sector and a history of subsidised
carbon-intensive goods. Yet, high government efficacy and economicresilience of to-be-affected consumer
groups, as well as a strategic need for economic diversification and the political will to deploy market-
based instruments to futureproofthe economy provide a strong impetus for the introduction of a CPL
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3.5 Cluster with the most exposure to BCAs: Bangladesh, India, Russia,
Thailand, Vietham

This cluster includes jurisdictions with substantial exports to destinations where aborder
carbon adjustment may be adoptedin the future. The mostimportantmarkets where these
jurisdictions export to—notablythe EU, China, the UK, and the US—are adopting increasingly
stringent climate policy targets and using carbon pricing toachieve them. Thereis also
increasing talk of adopting some form of border carbon adjustment tolevel the playing field for
their producers. This may disrupt the exports and export-oriented developmentstrategies of
jurisdictions in this cluster, which may be pre-empted by adopting a domestic carbon pricing
instrument.

These five clusters and their membership is summarised in Figure 1. The jurisdictions thatare
members of multiple clusters are indicated by a black outline in their flags. For example, India
appearsin the clusterstitled “high impact,” “most exposed to BCAs,” and “significant political
economy obstacles.” The figure also highlights the three jurisdictions which have beenselected
for further research and analysis, namely Indonesia, Pakistan, and Vietnam, by using black font
in jurisdiction names.Section 4 explains in more detail the rationale behind this selection.

Figure 1:Jurisdiction clusters

High impact

(o

Most exposed to BCAs Low barrier

a Jurisdiction
(o) @ * clusters W, & x
Bangladesh India Russia  Thailand Philippines

Significant political Technical barriers but

economy obstacles conducive political conditions

SHP) F=IC

Bangladesh India Malayzsia Mongolia Uzbekistan Philippines  Russia

Note: Flags with a black ring appear in multiple clusters. Jurisdiction names in black are case study jurisdictions.

Source: own illustration,adelphi
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4 Considerations in the selection case study jurisdictions
and interim conclusions

The goal of the clustering analysisin the previous section is toinform the selection of a set of
case studies. In thisrespect, the selection, which includes Indonesia, Pakistan, and Vietnam,
offers a well-balanced group aligned with the goals of the project. Several points are worth
highlighting in thisrespect.

First, thereisatleastone case study jurisdiction in four of the five clusters described above.
Therefore, studying these jurisdictions in detail will provide information not only for the case
study jurisdiction but it will alsoshed light on other jurisdictions in the same cluster. For
example, findings from the Vietnam case study regarding exposure to potential BCAs in trading
partners may generateinsights as well as clues for understanding and resolving related
challengesin Thailand since both are members of the relevant cluster.

Second, the cluster with significant political economy obstacles does not include a case study
jurisdiction. This is the cluster where the obstacles to the introduction of carbon pricing are
perhaps the hardesttoovercome because they tend tobe related todeep-rooted, structural
issues which are typically jurisdiction specificand have inertia. Consequently, cross jurisdiction
spill oversin terms of learning are likely tobe small, and domesticand international efforts to
advance carbon pricing can only pay off in the medium tolong term.

Third, in line with the project’s aims there is an emphasis on identifying high carbon pricing
potential in the region. Making this information available to domestic, international and
multilateral stakeholders can be crucial for realising this potentialrapidly.For example, the case
study analysesin Indonesia and Vietnam, two of the three jurisdictions in the low-barrier cluster
where ETSs are already under development, can speed up these jurisdictions’ progress along the
path to successful deployment of carbon pricing and support the cost-effective achievement of
their climate goals. In the case of Indonesia, this can have implications on the global scale since
the jurisdiction, a member also of the high impact cluster, is one of the top ten emitters globally.

A fourth pointrelates tothe fact that technical barriers can be overcome given domestic political
will and with international capacity building support. Indeed, the cluster with technical barriers
and conducive political conditions focuses precisely on this issue. Pakistanisin this cluster and
also considering an ETS. Both the jurisdiction and its international and multilateral partners will
benefit from the in-depth analysis thatthe case study will provide in identifying the most
pressing technical bottlenecks and options tobypass them.

In conclusion, the contribution of this reportis two-fold. First, it provides an initial assessment
of carbon pricing readiness and potential in 15 Asian jurisdictions using an analytical framework
developed earlier in the project. The factsheets themselves are an importantresource for
anyone who isinterested in carbon pricing as well as the broader climate policy landscapein the
jurisdictions covered. Next, the information in these factsheets is used tosort jurisdictions into
clusters considering the project’s overarching aims. This provides an important bridge to the
next stage of the project by assisting in the identification of the three case studyjurisdictions.
The development of these case studiesis the subject of future work which will expand the
factsheets, complementthem with stakeholdermapping and interviews, and plot potential

pathways to facilitate the deploymentof carbon pricing instruments in these jurisdictions and
their regional partners.
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A Appendix:

This appendix consists of 15 sections, one perjurisdiction covered in the study. Each section
presents ajurisdiction factsheetwhich reports the findings from the application of the analytical

frameworkdeveloped in UBA (2021). The jurisdictions are ordered alphabetically,and
jurisdiction specificbibliographiesare provided at the end of each section for ease of access.

The factsheets have a similar structure. Each one consists of five sections analysing the viability
of a carbon price as a climate change policy instrument in the jurisdiction’s contextfrom
political, legal, economic, technical, and multilateral perspectives. A final sixth section provides
an overall qualitative assessment of carbon pricing potential in the jurisdiction. A high-level
overview of the key relevant variablesis provided in a standardised table on the first page of
each factsheet and allows comparison across the jurisdictionsin this study’s scope.
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A.1 Bangladesh Factsheet

Bangladesh -
Overall Political
Capital Dhaka Electricity 98.2% of total generation (2018)
from fossil
fuels
Govt Parliamentaryrepresentative Brown lobby | BPDB
structure democraticrepublic
GDP USD 809.38 billion(2019) Greenlobby | Citizens’ Climate LobbyBangladesh;
GDP per UsSD 4,964.1 (2019) BangladeshEnv. & Dev’t Society;
capita Grameen Shakti; BRAC; Bangladesh
Solar Assoc.; Works for Green
Bangladesh; Friends of the
Earth/BELA; ESDO; ClimateandClean
Air Coalition
Population 163.1 million (2019) Perceived Score=26(2020)
corruption Min=12; Mean=43; Max=88
Germany=80
Legal Economic
Key Dep. of Env.; Min. of Env., Income group | Lower-middleincome
government Forests & Climate Change; Min.
departments | of Power, Energy & Mineral
Resources
Key legal Climate Change TrustAct; Clean | Giniindex 32.4(2016)
instruments | Air Act2020 Perfect equality/inequality=0/100
Germany=31.9(2016)
Related Bangladesh Climate Change Importance Value-added: 29.6% of GDP (2019)
policies Strategy and Action Plan; of industry Employment: 21% of total (2019)
Renewable Energy Policy; CO, emissions: 69.5% of total (2018)
National Solar Energy Roadmap
2021-2041; MujibClimate
Prosperity Plan; National REDD+
Strategy; NAP for Reducing
Short-Lived Climate Pollutants;
Energy Efficiency & Conservation
Master Plan up to 2030
FDI 0.6% of GDP (2019) Fossil 3.1%of GDP (2017)
subsidies
Electricity Partiallyunbundled;single buyer
market model
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Bangladesh -

Technical Multilateral
MRYV status National Forest Monitoring Openness 37% of GDP (2019)

System; no MRV law
UNFCCC AFOLU estimates submitted to International | WTO (1995); APTA(1975); BIMSTEC
reporting UNFCCC; Updated First NDC agreements | (1997)

2020
Experience CDM;ICM NDC (Un)Conditional: (5%) 15% reduction in
with carbon GHG emissions by 2030 compared to
markets BAU
Participation | Nota CPLC partner NDC Ambition notassessed by CAT; Carbon
in WB Not a PMR partner assessment | {ra3dingvia CDM mentioned
initiatives

Carbon pricing readiness and options

e Continuously rising power prices andineffective cost pass throughin electricity markets has createdan
aversionto higher el ectricity prices.

e  Weakfinancial and institutional infrastructure makes ETS implementation difficult.

e Bangladeshcould be exposed to border carbonadjustments dueto its heavy reliance on export-
oriented textile industry to Europe as textile industry is on the EU’s carbonleakagelistandits products
could eventuallybeincludedin CBAM.

e Noflagship climatelaw but climate change mitigationandadaptation integral part of strategic visionup
until atleast2025.

e Someexposureto carbon markets through participating in CDM projects, butno MRV lawisin place or
in development.

1. Political dimension

Vested interested of carbon-intensive industriescan be obstacles on the path to carbon pricing.
In2018,76.5% of Bangladesh’s total primary energy supply and more than 98% of’its electricity
generation came from fossil fuels (IEA 2018). Bangladesh has a significant number of coal power
plants currently being planned or built (among the top ten in the world) and has historically
shown political commitmentto coal (Global Energy Monitor 2021). More recently, however,
overseas investors have been losing interestin financing coal projects. 11 planned coal plants
are now setto be scrapped, although itisless “protests or environmental concerns” catalysing
this butthe cost of importing and storing coal, land acquisition and project delays (Siddique
2020). The government is instead moving towards LNG-based plants,ratherthan away from
fossil fuel-based generation, with 13 planned coal plants tobe converted to run on gas (ibid).
These developments, alongside “concerted efforts” to push low-cost US gas onto Asian markets
including Bangladesh, are also obstructing renewable energy investment, whichis already low
(Asian Times 2021). These vested interests may well continueto pose challenges for the
introduction ofa carbon price. Conversely, the financial sector can have an interestin the
development of carbon markets (Paterson 2012), but the weakness of Bangladesh’s financial
institutions may resultin little in thisregard (Nordea Trade 2021).

The success of a carbon pricing policy also depends on the public’s acceptance and attitude
towards green issues. Underlyingthisis the population’s trustin the government. Corruption in
Bangladesh is aroutine problem; witha score of 26, Bangladesh ranks 148t of 180 countries by
Transparency International for perceived corruption (2020), with politicians, parliament, and
the judiciary perceived tobe the most malleable (McDevitt 2015). The lack of trusted public
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institutions here presents challenges for carbon pricing. Some of the country’s largest political
scandals have alsolaid bare the government’s susceptibility to influence from brown industries.
One such example is Calgary-based oil and gas company Niko Resources, which in the late 2000s
bribed top Bangladeshi officials, including two former prime ministers and the then-energy
minister, to obtain a natural gas contract worth USD 750 million (Montero 2009). Although
Niko’s presence in Bangladeshtoday is small, these scandals have left a sour taste and may
impede the public’s acceptanceofa top-down policy as carbon pricing. To add, power prices in
Bangladesh have continued to “skyrocket” since centre/centre-left Awami League came to
powerin 2009, with a fifth hike at the retail level implemented in March 2020 despite consumer
resistance (Nabi 2020). Thisresistancemay translate into further consumer pressure against
increased energy prices stemming from a passed-through carbon price. In fact, past attempts to
introduce a carbon tax,asin 2017, were backtracked due both to politicians who feared
increasing the cost of living and the strong energy and transportlobby (Siddique 2017).

Despite this, addressing climate change is not remiss from the government’s outward messaging
In growing recognition of the country’s extreme vulnerability to the impacts of climate change,
with itslow-lying geography and coastal infrastructure, in summer2020 Prime Minister Sheikh
Hasina urged countries toramp up their climate ambition under the framework of the Paris
Agreement (Gerretsen2020). Adding their weight to counter the interests of carbon-intensive
groupsis the green lobby in Bangladesh. Thisis made up of numerous NGOs, youth citizens’
groups, and various green advocacy associations composed of, for example, renewable energy
proponents and environmental lawyers such as the Bangladesh Environmental Lawyers
Association (BELA), who played a key role during the various Niko Resources scandals. NGOs
and aid agencies have historically played a critical role in Bangladesh’s general development
(The Economist 2021). The Green Party of Bangladesh was set upin 2014, drawing on the
objectives of the Australian Greens (Johansen 2018). However, itis still in its first stage and is
not representedin the legislature.

Bangladesh is a parliamentary representative democratic republic witha multi-party system.
The prime minister is head of the government, which holds executive power.The legislativearm
is made up of both the government and parliament.The 2020 Economist Intelligence Unit’s
democracy score for Bangladesh of 5.88 (80t in global rankings) shows it to be a hybrid regime
(EIU 2020). On top of its corruption problems, regulatory quality is ranked globally by the World
Bankin the lowest quintile (score of 15.4in 2019) and government effectivenessisin the lowest
quartile (23.6in2019) (World Bank2019b), resulting in an institutional environment that may
not be conducive to the successful operation ofa carbon pricing instrument (CPI). Despite
significant economic growth and increasing geopolitical significance, some arguethat persistent
democraticbacksliding and “acrimony” between the two major parties, Awami Leagueand the
Bangladesh NationalistParty, obstructthe country’s potential for sustainable growth (Riaz &
Parvez2021)and may therefore also pose challenges for carbon pricing.

2. Legaldimension

Under the Bangladeshi Constitution, environmental and fiscal legislative power rests with the
parliament, or the “House of the Nation”, although laws are proposed and processed by the
cabinet (Constitution of the People’s Republic of Bangladesh 1972).1n 2011, the constitution
was amended to specify that the government must “endeavour to protectand improve the
environment” and preserve it for future generations (Nachmany et al. 2015). Primarily
responsible for climate change issuesin Bangladesh is the Ministry of Environment, Forest and
Climate Change (MoEFCC) under which the Department of Environment (DoE) and the
Bangladesh Climate Change Trust Fund also operate. Setup in 2010 via the Climate Change
Trust Act, the fund is resourced and overseen by the government which collaborates with

27


http://www.bcct.gov.bd/

CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

ministries, NGOs, and the private sector. This country-driven approach to climate finance, as
opposed to “previous models of piecemeal contributions by developed countries” arguably
allows Bangladesh tobetter align its resources withits own national context and priorities
(Khanetal. 2012).

The history of rulemaking in Bangladesh thatspecifically recognises climatechange beginsin
earnestin 1992 with the EnvironmentPolicy of Bangladesh, a comprehensive plan toaddress
theissue despite few elements making theirway intolaw. Three years later, the 1995
Environment Conservation Act was introduced to set environm ental standards and regulate
pollution. [t was given further weightin 2002 with an amendment endowing it with
environment primacy,or the ability to override all other laws (Nachmany etal. 2015).1n 2005,
the MoEFCC (MoEF at the time) broughtin the National Adaptation Programme of Action
(NAPA), designed toaddress the country’s extreme climate vulnerability. The NAPAwas deemed
insufficient, however, sowasrevised in 2009 with additions including explicitly mainstreaming
climate change and enhancing capacity and knowledge. The Bangladesh Climate Change Strategy
and Action Plan (BCCSAP) 2009-2018was introducedin the same year, and climate mitigation
entered the fray in addition toadaptation, joining low carbon development, capacity-building,
and institutional strengtheningas key areas of focus for the country. The country’s current Five -
Year Plan (2020-2025) hasretained the chapter dedicated to climate change from the previous
iteration (General Economics Division 2020). Tocomprehensively address air pollution issues,
the DoE has spearheadedthe Clean Air Act 2020, which hasnow been finalised and is awaiting
approval.

Although noflagship climate law is in place per se, Bangladesh’s constellation of policies and
over 200 environmental laws (Islam 2019), several of which have been amended over time to
reflect developments and stakeholder interests, could form the firm basis for the legal
frameworkrequired for a successful carbon pricing policy. Perhapsless promisingisthe
Supreme Court’s susceptibility toinfluence by the ruling party. This is due to the essential part
thatjudicial independence plays for the success of carbon pricing—particularly for an ETS—as it
provides market players with confidence and protection (Bogojevic2013; UBA 2021). The
Supreme Courtisthe highest judicial power in Bangladesh, and although separate from the
executive since 2007,ascore of 3.33in 2017 on the World Economic Forum’s judicial
independence index placesitin the bottom 40% worldwide (WEF 2017).

Alongside institutional corruption, the fickleness of the courts could also partially explain the
stagnation of foreign investmentin the country (The Economist 2021). Foreign direct
investment in Bangladesh makes up 0.6% of its GDP (World Bank2019a), with the export-
oriented garment industry receiving much ofthisinflow (Nordea Trade 2021). The government
is actively seeking foreign investment, particularly in the energy sector (through e.g.,a public-
private partnerships since 2009) and for infrastructure.Bangladeshis part of 27 international
investment agreements (IIAs)—mostly bilateral investmenttreaties—currently in force
(UNCTAD 2021). Although the level of regulatory restrictivenesson FDI in Bangladesh is
relatively low, foreign investment is discouraged in certain “high -growth” sectors, which may
increase the risk of arbitration concerning carbon pricing (UNCTAD 2013).

Bangladesh'’s (interim) NDC commits toa 5% reduction in GHG emissions by 2030 comparedto
BAU (increased to 15% conditional on support from developed countries). Key regulationsand
government strategies that will play into the realisation of its NDC include the Renewable
Energy Policy, which mandates thatatleast 10% oftotal power generation mustbe from RE
sources; the Energy Efficiency and Conservation Master Plan; the National Action Plan for
Reducing Short-Lived Climate Pollutants; the National Sustainable Development Strategy; and
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the Bangladesh Green Development Programme focusing on demand-side energy management,
distributional issues, and green job creation.?

3. Economicdimension

As alower-middle income country, Bangladesh has grown substantiallyover the past decades
with GDP per capitareaching USD 4,964 in purchasing power parity terms in 2019. Prior tothe
pandemic, economic growth exceeded 7% four yearsin a row, outpacing Pakistan and India as
well as China (The Economist 2021). However, inequality has alsorisen. The richest Bangladeshi

households grew richer by a quarter and the poorest saw a decline in their income by a third
(The Economist2021).

Much of the growth in Bangladesh has been drivenby the export-oriented textile industry, which
makes up over 86% of Bangladesh’s exportearnings (BTMA 2021), and is supported by
Bangladesh’s participation in trade agreements such as the Asia Pacific Trade Agreement
(APTA).Increased labour costs in China have alsobenefited Bangladesh’s textile industry, as
local labour costs are much cheaper (McKinsey and Company 2011). Labour market productivity
and flexibility have slowly increased, as the share of workers in the agricultural sector dropped
and shifted to the service and industry sectors and more women entered the workforce;
however, more than half of those employed are considered vulnerable (Danish Trade Union
Development Agency 2020). Though Bangladesh has grown substantially, the country is still
working to eradicate extremepoverty, as close to one of two (44%) in the population are
inactive in the labour market (ibid).

Industrial activities (including mining energy, and construction in addition to manufacturingas
perthe World Bank classification) contribute toapproximately 29.6% of GDP (2019), making up
21% of total employment (2019), and contributingto 69.5% (2018) of the country’s CO»
emissions. As a growing lower-middle income country with aspirations of soon achieving
middle-income status, Bangladesh has growing energy demands. Currently Bangladesh is an
energy importer, though itis working toincrease foreign directinvestmentin the power sector
to support coal, LNG, renewables, and cross border energy projects (Bangladesh Planning
Commission 2020). Diminishingnatural gas discoveries in recent years has forced the
government tolook for other sources of energy generation, as indicatedin Bangladesh’s new
Eighth Five-Year Plan, whichhighlights a furtherreliance onimported LNG and coal-fired
generation (General Economics Division 2020). To meet growing demand for power in line with
the country’s economic growth and goal of full electrification by 2021, the government of
Bangladesh undertooka series of key steps, including short-term contracts toimport oil-fired
generation from neighbouringcountries, as well as encourage private sector power production
and increase energy imports (Asrarul 2020).

Natural gas is the leading fuel for power generation and is supplemented by a significant number
of short-term contracts for oil-fired capacity (Ichord 2020) as well as coal-fired generation,
though recently the Bangladeshigovernment signalled itsintention toreplace 13 under-
construction coal power projects with LNG (Menafn 2021). Bangladesh uses natural gas to meet
most of its electricity needs (IEA 2018), increasingly relyingon imported LNGtomeet the needs
of large, new gas combined cycle generation plants, reduce reliance on oil generation, and offset
declinesin domesticgas production (Ichord 2020). The country’s current master plan envisions
substantial coal-fired generation, and Chinese investors were primed to support new coal plants.
However,imported LNGin conjunction with the increasing economic unviability of coal power,
as well as substantial climate costs, have encouraged the governmentto convert 13 planned coal

°See the LSE Climate Change Laws of the World database at https://climate-laws.org/ and the International Energy Agency policies
database at https: //www.iea.org/policies for more details.
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plants to combined cycle generation plants (Siddique 2020). Despite a 3.1 GW renewable energy
targetfor 2021 (IEA 2016) and the establishment of the Sustainableand Renewable Energy
Development Authority (SREDA) to promote and facilitate renewable energy and energy
efficiency, renewable energy is only ata very nascent stage. The lack of cost recovery for retail
electricity prices as well aslimited access toland hasincreased investor risk, making it difficult
to pursue large renewable energy projects for electricity grid -connection (Ichord 2020). Recent
World Bankand Asian Development Bank projects in Bangladesh have focused on stimulating
investment for grid-connectedrenewableenergy (ibid).

These efforts are further supported by the Scaling Up Renewable Energy Bangladesh, focused
on stimulating investments in the renewable energy sector (IEA 2018). The main has been that
since 2020 Bangladesh has had an excess of capacity, with almost 44% of available power
capacity remaining unused; however, load-shedding and power failures happenfrequently due
to the country’sinadequate power transmission and distribution system (Asrarul 2020).
Bangladesh also struggles with cost recovery in the power sector, asinadequate revenue
generation by the distribution companies has madeit difficult to maintain payments to private
generators and to fulfil short-term contracts for oil-fired capacity (ibid). Anew Power Sector
Master Plan to address some of these challenges was originally expectedin 2021. However, the
pandemichaslikely extended that timeline (Dhaka Tribune2021).

The Bangladeshi electricity sector has undergonereforms since the mid-1990s, including
unbundling the state-owned energy supplier the Bangladesh Power Development Board (BPDB)
into separate companies responsible for power generation, transmission, and distribution. While
there are some independentpower producers (IPPs), currently the majority of the electricity
generation fleetis owned by the BPDB which sells its own generation as well as the power it
purchases from IPPs tourban distribution companies and the Bangladesh Rural Electrification
Board cooperatives (Asararul 2020). The transmission systemis also still linked to the BPDB, as
it isowned and operated by the Power Grid Company (PGCB), a subsidiary ofthe BPDB (ibid).

Given the almost complete absence oflow-carbon generation, and that Bangladesh is
increasingly moving to combined cycle gas plants that are more efficient, a carbon pricing
mechanism could raise the cost of natural gas-fired generation. What’s more, it could contribute
to discontinuing gas or coal for electricity generation to avoid even higher electricity costs
(Ahmed and Khondker 2018). Given existing challenges with cost pass through, it is unlikely that
a carbon price would be adopted.

4. Technicaldimension

Inits Third National Communication in 2018, Bangladesh communicated the country’slast GHG
inventory update tothe UNFCC based on inventory years 2007-2012 (Bangladesh Ministry of
Environment 2018). Bangladesh plans touse its 1stBiennial update report (BUR) tobegin
consideringinventory years startingfrom 2013 (Bangladesh Ministry of Environment 2021).
Bangladesh does have some experience with monitoring environmental assets, as the country
launched the Bangladesh ForestInformation System (BFIS) to monitor, assess and implement
forest management and conservation activities. BFIS gathers forestry sector data thatis
disseminated to forestry sector stakeholders, as well asleveraged for internationaland national
reporting (UN-REDD 2019).Inits (interim) NDC updatereleasedat the end of 2020, Bangladesh
highlights that a workable MRV system will be necessary for the country to maintain
transparency and verification of emissions reductions butdoes not make an explicit
commitment to establish an MRV system or law, stating instead that a fuller analysis of
mitigation actions and more definitive targets may be provided tothe UNFCCC in the coming
months (Bangladesh Ministryof Environment 2020).
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Though Bangladesh does not have a specific MRV law in place, it does have some experience
with other carbon market programs, specificallythe Clean Development Mechanism with 10
registered projectstodate (UNFCCC2021),and the Joint Crediting Mechanism with three
registered projects (JCM 2021). The country alsodabbled with economicinstruments. For
example,in 2014, the government of Bangladeshproposed a 1% ‘green tax’ as an environmental
protection surcharge on factories that produced substantial amountsofair pollution (Bhuiyan et
al. 2020); the proposal was never implemented. However, the governmentof Bangladesh will
need to build substantial institutional capacity toimplementa carbon pricing instrument (Alam
2019), especially given that the majority of Bangladeshi businesses report facing regulatory
unpredictability and undue discretionary practices (Alam 2019), and that Bangladesh does not
currently participate in any international forums dedicated to carbon pricing capacity building.
Some institutional supportis provided by the International Centre for Climate Changeand
Development, though the centre’s focus is more on building capacity for adaption to climate
change as opposed to mitigation policies (IIED 2018).

5. Multilateral dimension

Despite amixed trend in terms of trade openness over the last decade, Bangladesh’s trade-GDP
ratioin 2019 stood at 37% (World Bank2019). As member of the WTO since 1995, signatory of
the APTA since 1975,and member to 12 more free trade agreements, Bangladesh is in good
stead in terms of its cooperative capacities. In more recent context, however, the country is
neither a signatory of, nor was invited to negotiations thatled tothe 2020 Regional
Comprehensive Economic Partnership (RCEP), the world’s largest tradebloc. Some have since
argued that Bangladesh has much tolose from this—especially to competitors who havejoined
the RCEP like Vietnam—includingexports, investment, and trade opportunities (Uddin & Nazrul
2021).Vietnam is a comparable country in thisregard, competing in similarsectors and with
low labour costs; however, Vietnam isactively considering an emissions trading system with
recent focus on capacity-building (ICAP 2021) and so may suffer less from potential disruptions
from the imposition of carbon border adjustments.Bangladesh’s regional and broader economic
integration now also falls behind other similar states such as Myanmar, Laos, and Cambodia,
who have all signed the RCEP, but these donot currently have plans for carbon pricing. Despite
this, Bangladesh has signed, ratified, or acceded to 16 multilateral environment agreements
(InforMEA 2021). Bangladesh also has experience in hosting Clean DevelopmentMechanism
projects. But although the CDMis touched uponinits NDC, no further mention of the intention to
use (international or domestic) market mechanisms to achieve its contributionsis made
(Bangladesh Ministry of Environment 2020).

Bangladesh hasimportant trade and diplomatic relations with countries that already have or are
actively considering implementing a carbon pricing instrument. Germany, the US, the UK,
France, Italy, and Japan are among the top recipients of exports (primarily ready-made
garments) from Bangladesh.In 2019, these countries received 50.8% of total exports (OEC
2019); all these countries have a CPI in place and are now currently discussingborder carbon
adjustments (CBAs). Carbon pricing specificinitiativessuch as the World Bank Partnership for
Market Readiness (PMR) and the Carbon Pricing Leadership Coalition (CPLC) have notbeen
active in Bangladesh, and the absenceof current domestic carbon pricing plans exposes the
country to CBAs. Thisis particularly pertinent considering the export of garments. Textiles are
currentlyincluded in the EU’s carbon leakage list, and although theindustryisnotbeing
discussed as aninitial sector to be included in the bloc’s CBA Mechanism, or CBAM, (European
Commission 2019), itis “entirely feasible” that it would be covered ifthe initial policyis a
success (OECD 2020).
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Bangladesh also plays a key role in several multilateral climate-related cooperation initiatives.
Since June 2020, ithas held the presidency of the Climate Vulnerable Forum (CVF), a partnership
of 48 countries thatare disproportionately affected by the impacts of climate change, as well as
the Vulnerable Twenty (V20) Group of Finance Ministers. Itisa member ofthe Bay of Bengal
Initiatives for Multi-Sectoral Technical and Economic Cooperation (BIMSTEC), under whichkey
themesinclude climatechange, energy, environmentand disaster management, and tradeand
investment. The BIMSTEC permanent secretariatis located in Dhaka. In April this year, the
Bangladesh foreign minister met with US Special Presidential Envoy for Climate to discuss US-
Bangladesh climate cooperation through technology transfer, capacity building and finance
(Prothomalo2021). The UKis another key climate partner, with the UK-Bangladesh Climate
Partnership Forumserving as an important platform for the countries to discuss upcoming
issues of interest, one of which is the UK’s legislated and stringent MRV requirements. These
could have significant implications for Bangladesh, which could be required to presentits direct
and indirect emissions reports to the UK. Without investment in this area for Bangladesh and
continued cooperative dialogue, it may end up facing disruption from CBAs in the future instead
- from both the UK and other countries (Maxwell and Huq 2021).

6. Carbon pricing readinessand options

Bangladesh is one of the most climate vulnerable countries in the world, making it crucial for the
South Asian nation to implementboth mitigation and adaptation plansand policies as quickly as
possible. Carbon pricing could be a key policy tool in helping Bangladesh to mitigate emissions,
though there are several obstacles that will needtobe overcome. Any carbon pricing mechanism
will face publicacceptability and institutional capacity challenges, as the Bangladeshi citizens
have little trust in governmentalinstitutions that suffer from rampant corruption and have had a
trackrecord of catering to brown lobby instruments. Additional obstacles stem from
continuously rising power prices due toineffective cost recovery in the country’s electricity
market. Rising prices have created an aversion to even higher electricity prices and policies such
as the carbon tax proposed in 2017, which was never implemented after lobbying efforts from
the energy and transport sectors and political reluctance to increasing the cost of living.

However, despite these challenges,itis important Bangladesh considers a carb on pricing
mechanism, to help mitigate domestic effects of climate change as well as potentially respond to
developed markets becoming more environmentally conscious in their sourcing ofimports
(Davies, Fan and Hussain 2016). The country’s heavy reliance on an export-oriented textile
industry, which has greatly contributed to Bangladesh’s strong economic development, could be
subjecttoa European CBAM given that the textile industryis one of the listed industries on the
EU’s carbon leakage (European Commission 2019) or other BCAs (Maxwell and Huq 2021).
However, should the South Asian country pursue a carbon pricing mechanism, a carbon tax
would likely be the best mechanism as the country’s underdeveloped technical, financial,and
institutional infrastructure would make implementing an emissions trading system difficult.
Though Bangladesh has some experience with international carbon pricing mechanisms,
including the CDM and JCM and fulfils UNFCCC GHG reportingrequirements, there is not yet
solid GHG inventory data availablepast 2012, and no current discussion about any kind of MRV
system. Moreover, Bangladesh does not have a framework climate law that could help toinform
sectoral climate targets.

However, Bangladeshis actively advocating to tackle climate change through settings such as the
Climate Vulnerable Forum and has identified climate changeas an integral part of its strategic
vision, via its 2020-2025 Five-Year Plan. A carbon tax would be a more suitable carbon pricing
mechanism for Bangladesh given that it is much less complex administratively and could
effectively price the climate externalities imposed by the country’s heavy and growing reliance
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on natural gas and LNG. For the successful implementation of carbon price, it is crucial for the
government to take steps to build the requiredinstitutionaland technical capacity. To make the
carbon price effective, further electricity sector reforms and the design of the carbon pricing
instrument should be jointly considered. These efforts would build public supportand
confidence and lay the foundation for an effective carbon price in Bangladesh.

A.1.1 Bangladesh Bibliography
Ahmed, S.; Khondker, B. (2018): Towards a CarbonTax in Bangladesh.

Alam, S.(2019): Carbon Pricing to contribute to Greenhouse Gas mitigation efforts of Bangladesh: Design
features andRationale.

Asia Times (2021): Switchto LNG threatens renewable energy developmentin Asia. MENAFN Asia Times,
23.03.2021. Available at: https://menafn.com/1101796297/Switch-to-LNG-threatens-renewable-energy-
development-in-Asia&source=24

Asrarul, M. (2020): Bangladesh power sector: An appraisal from a multi-dimensional perspective.
Bangladeesh Planning Commission (2020): Eight five year plan July 2020-June 2025.

Bangladesh Ministry of Environment (2018): Third National Communication of Bangladeshto the United
Nations Framework Conventionon Climate Change.

Bangladesh Ministry of Environment (2020): Nationally Determined Contributions 2020 (Interim). Available at:
https://www4.unfccc.int/sites/ndcstaging/PublishedDocuments/Bangladesh%20First/Updated_NDC of Bangla
desh.pdf

Bangladesh Ministry of Environment (2021): 3rd Greenhouse gas inventory systemtraining workshop.

Bhuiyan, M. A.H.; Hassan, S.; Darda, M. A.; Habib, M. W.; Hossain, M. B. (2020): Government I nitiatives for
Green Developmentin Bangladesh. doi:10.20944/preprints 202008.0298.v1.

BTMA (2021): Bangladesh Textile Mills Association (BTMA). Textile: the prime mover of economic growth.
https://www.btmadhaka.com/. Stand: 16.04.2021.

Bogojevic, S.(2013). Emissions trading schemes: Markets, states and law. Bloomsbury Publishing.

Constitution of the People’s Republic of Bangladesh (1972): Laws of Bangladesh. Government of the People’s
Republic of Bangladesh, Legislative and Parliamentary Affairs Division. Available at:
http://bdlaws.minlaw.gov.bd/act-details-367.html

Danish Trade Union Devel opment Agency (2020): Labour Market Profile Bangladesh - 2020.

Davies, S. Fan, Q.and Hussain, Z.(2016): Carbon taxes: An opportunity for Bangladesh?Available at:

https://www.brookings.edu/blog/future-development/2016/11/22/carbon-taxes-an-opportunity-for-
bangladesh/

Dhaka Tribune (2021): New power system master plan unlikely this year.

https://www.dhakatribune.com/bangladesh/development/2021/03/03/new-power-system-master-plan-
unlikely-this-year.Stand: 16.04.2021.

The Economist (2021): As itturns 50, Bangladesh is doing well, despiteits politicians. The Economist,

27.03.2021. Available at: https://www.economist.com/asia/2021/03/27 /as-it-turns-50-banglades h-is-doing-
well-despite-its-politicians

Economist Intelligence Unit (2020): DemocracyIndex 2020: World Democracy Report —Bangladesh. Available
at: https://www.eiu.com/topic/democracy-index

33



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia—Jurisdiction factsheets and clusters

European Commission (2019): EU ETS Phase 4 Preliminary Carbon Leakage List. Available at:
https://ec.europa.eu/clima/sites/clima/files/events/docs/0127/6_cll-ei-ti_results_en.pdf

General Economics Division, Bangladesh Planning Commission Government of the People’s Republic of
Bangladesh(2020): Eighth Five YearPlan (July 2020 - June 2025). Available at:
http://www.plancomm.gov.bd/sites /default/files/files/plancomm.portal.gov.bd/files/68e32f08 13b8 4192 ab
9b_abd5a0a62a33/2021-02-03-17-04-ec95e78e452a813808a483b3b22el14al.pdf

Gerretsen, I.(2020): Bangladesh urges countries to ramp up climate ambition by 2020 deadline. Climate Home
News, 07.10.2020. Available at: https://www.climatechangenews.com/2020/10/07 /bangladesh-leads-call-
countries-ramp-climate-ambition-2020-deadline/

Global Energy Monitor (2021): The coal pipeline of the world's |eading coal power nations has significantly

shrunk since 2014. Available at: https://energymonitor.ai/sector/power/coal -finance-coal-in-asia-fading-but-
not-fast-enough

ICAP (2021): Emissions Trading Worldwide: Status Report 2021. Berlin: International Carbon Action Partnership.
Available at: https://icapcarbonaction.com/en/?option=com_attach&task=download&id=723

Ichord, R.(2020): Transforming the power sectorindevel oping countries: Geopolitics, poverty, and climate
changein Bangladesh. Atlantic Council.

IEA(2016):Scaling Up Renewable Energy Program for Banesh) — IEA. hle-energy-program-for-banglades h-srep-
bang.04.2021.

IEA (2018): Bangladesh - Key energy statistics. https://www.iea.org/countries/Bangladesh. Stand: 16.04.2021.

IIED (2018): The International Centre for Climate Change and Development.
https://www.iied.org/international-centre-for-climate-change-development. Stand: 16.04.2021.

IMF (2021): Country-level energysubsidy estimates. Available at: https://www.imf.org/en/Topics/climate-
change/energy-subsidies#fThe%2 0Benefits%200f%20Subsidy%20Reform

InforMEA (2021): Bangladesh —Party status. Available at: https://www.informea.org/en/countries/BD/parties
(16.04.2021)

International Energy Agency(2018): Bangladesh 1990-2018. Available at:
https://www.iea.org/countries/bangladesh

Islam, R.(2019): Environmental Laws inBangladesh. Law Help BD. Available at:
https://lawhelpbd.com/international-law/environmental-law/environmental-law-

banglades h/#:~:text=At%20present%2 C%2 Othere%2 0are%2 0about,plan%20pertinent%20to%20environmental
%20administration

JCM (2021):JCM Bangladesh - Japan. https://www.jcm.go.jp/bd-jp/projects /registers. Stand: 16.04.2021.

Johansen, C.(2018): Nascent Greens: The Green Party of Bangladesh. The Greens, Western Australia. Available
at: https://greens.org.au/wa/magazine/nascent-greens-green-party-bangladesh

Khan, S.M., Hug, S., Shamsuddoha, M. (2012): The Bangladesh National Climate Funds: Abrief historyand
description of the Bangladesh Climate Change Trust Fund and the Bangladesh Climate Change Resilience Fund —

LDC Paper Series. Available at: https://www.ldcclimate.org/wp-content/uploads/2018/02/LDC-paper-series-
18.pdf

Maxwell,S. & Huq, S. (2021): Fourlessons from the UK-Bangladesh Climate Partnership Forum —and four
actions needed by policymakers. PreventionWeb, 16.03.2021. Available at:
https://www.preventionweb.net/news/view/76647

34



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

McDevitt, A. (2015): Bangladesh: Overview of corruption and anti-corruption with a focus on the health sector.
Transparency International. Available at:

https://www.transparency.org/files/content/corruptiongas/Country_profile_Bangladesh_2015_Focus_on_heal
th.pdf

McKinsey&Company(2011): Bangladesh’s ready-made garments landscape: The challenge of growth.

Menafn (2021): Switchto LNG threatens renewable energydevelopmentinAsia.

https://menafn.com/1101796297/Switch-to-LNG-threatens-renewable-energy-development-in-
Asia&source=24.Stand: 16.04.2021.

Montero, D. (2009): Bangladesh: The Blowback of Corruption —Canadian company leaves environmental scars,
trail of allegations. Frontline World: Stories from a Small Planet, 21.08.2009. Available at:
https://www.pbs.org/frontlineworld/stories/bribe/2009/08/bangladesh-a-dirty-deal-back-fires.html

Nabi, M.S. (2020): Cost of living to rise as power gets pricier. Dhaka Tribune, 27.02.2020. Available at:
https://www.dhakatribune.com/bangladesh/power-energy/2020/02/27/power-price-hiked-again

Nachmany, M., Fankhauser, S., Davidova, J., Kingsmill, N., Landesman, T., Roppongi, H., Schleifer, P., Setzer, J.,
Sharman, A, Stolle Singleton, C., Sundaresan, J., & Townshend, T. (2015): The 2015 Gl obal Climate Legislation
Study A Review of Climate Change Legislation in99 Countries —Climate Change Legislation in Bangladesh. LSE

Grantham Institute. Available at: https://www.lse.ac.uk/Granthaminstitute/wp-
content/uploads/2015/05/BANGLADESH.pdf

Nordea Trade (2021): Foreign Direct Investment (FDI) in Bangladesh. Export Enterprises, SA. Available at:
https://www.nordeatrade.com/en/explore-new-market/bangladesh/investment

OEC(2019): Bangladesh. Available at: https://oec.world/en/profile/country/bgd (16.04.2021)

OECD (2020): Carbonborder adjustment: A powerful tool if paired with a just energy transition. Devel opment

Matters, OECD. Available at: https://oecd-development-matters.org/2020/10/27/carbon-border-adjustment-a-
powerful-tool-if-paired-with-a-just-energy-transition/

Paterson, M. (2012). Who and what are carbon markets for? Politics and the devel opment of climate policy.
Climate Policy, 12(1),82-97. https://doi.org/10.1080/14693062.2011.579259

Prothomalo(2021): Bangladesh, US to work together to address climate change

Riaz, A.& Parvez,S.(2021): Bangladesh at 50: The Transformation of a Nation. The Diplomat, 21.03.2021.
Available at: https://thediplomat.com/2021/02/bangladesh-at-50-the-transformation-of-a-nation/

Siddique, A. (2017): Bangladesh backtracks on carbontax proposal ahead of electionyear. Climate Home News,
02.06.2017. Available at: https://www.climatechangenews.com/2017/06/02/bangladesh-backtracks-carbon-
tax-proposal-ahead-election/

Siddique, A. (2020): Finances force Bangladesh to reconsider coal plants. The Third Pole, 19.10.2020. Available
at: https://www.thethirdpole.net/en/energy/lack-of-finance-forces-bangladesh-to-consider-shelving-coal/

Uddin, F. & Nazrul, S.(2021): RCEP Agreement: Vietnam’s Gain, Bangladesh’s Loss? Light Castle BD, 05.01.2021.

Available at: https://www.lightcastlebd.com/insights/2021/01/rcep-agreement-vietnams-gain-bangladeshs-
loss

United Nations Conference on Trade and Development (2013): Investment Policy Review: Bangladesh.
Available at: https://unctad.org/system/files/official-document/diaepcb2013d4_en.pdf

United Nations Conference on Trade and Development (2021): International Investment Agreements

Navigator, Investment Policy Hub: Bangladesh. Available at: https://investmentpolicy.unctad.org/international-
investment-agreements/countries/16/bangladesh (16.04.2021)

35



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

UNFCCC (2021): CDM: Data base. United Nations Framework Convention on Climate Change.
https://cdm.unfccc.int/Projects/DB/projsearch.html. Stand: 16.04.2021.

UN-REDD (2019): The Bangladesh Forest Information System (BFIS): connecting people and resources/data for

better for. https://www.un-redd.org/post/2019/02/18 /the-bangladesh-forest-information-system-bfis-
connecting-people-and-resourcesdata-for-bet. Stand: 16.04.2021.

World Bank(2019): Bangladesh Development Update.

World Bank(2019a): World Development Indicators. CO2 emissions (Foreigndirectinvestment, netinflows (%
of GDP)) Availableat:
https://databank.worldbank.org/reports.aspx?source=2&series=BX.KLT.DINV.WD.GD.ZS&country=MYS

World Bank(2019b): Worldwide Governance Indicators. Bangladesh. Available at:
https://info.worldbank.org/governance/wgi/Home/Reports

World Economic Forum (2017): Judicial independence (WEF). TCdata360. Available at:

https://tcdata360.worldbank.org/indicators/h5ebaeb47?country=BRA&indicator=669&viz=line_chart&years=2
007,2017

36


https://tcdata360.worldbank.org/indicators/h5ebaeb47?country=BRA&indicator=669&viz=line_chart&years=2007,2017
https://tcdata360.worldbank.org/indicators/h5ebaeb47?country=BRA&indicator=669&viz=line_chart&years=2007,2017

CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

A.2 Brunei Darussalam Factsheet
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Sultanate
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Ministry of Energy, Manpower
and Industry; Brunei Climate
Change Secretariat (BCCS);
Brunei National Council on
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Brunei Darussalam National
Climate Change Policy (BNCCP,
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99.95% of total generation (2018)

National oilandgas producers; public
stakeholders (e.g., Petroleum
Authority of Brunei Darussalam)

Green Brunei

Score=60(2020)
Min=9; Mean=43; Max=87
Germany=80

High-income

n/a
Perfect equality/inequality=0/100;
Germany=31.9(2016)

Value-added: 62.5% of GDP (2019)
Employment: 21% of total (2019)
CO2 emissions: 83% of total (2018)

12.1% of GDP (2017)
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Brunei Darussalam — iy
Technical Multilateral
MRV status Under development Openness 109% of GDP (2019)
UNFCCC No BURs submitted; 2 National International | ASEAN (1984); WTO (1995); RCEP
reporting Communications submitted. agreements | (2020);
Experience n/a NDC Reduction of 20% by 2030 relative to
with carbon BAU levels.
markets
Participation | Nota PMRor CPLC partner NDC Ambition of NDC notassessed by CAT;
in WB assessment | Cjtes Strategy 6 of BNCCP, laying out
initiatives intention toimplement carbon pricing

by 2025

Carbon pricing readiness and options

Heavy reliance on oil and gasinthe energy mix and the dominant share of fossil fuel earningsin
government revenues and GDP provide the economicrationale and political interests that seek to avoid
high carbonprices.

Economicdiversification is a key national priority: Potential for considerable co-benefits if a carbon price
is successfullycoupled to the government’s economic diversification program

Strongstandingin region, especially under the ASEAN framework; alreadyinvolved inseveral
multilateral climate and carbon pricinginitiatives.

High level of technical capacity but still missing a robust | egal foundationfor MRV andclimate action;
Brunei Darussalam National Climate Change Policy (BNCCP)is significant as a framework guideline.
Public acceptance of a CPIcould benefit from low level of perceived corruption, economic prosperity
and lack of income taxes providing citizens with the economic resilience against the real income declines
dueto a carbon price.

1. Political dimension

Brunei is the country with the 9thhighest GDP per capita in the world when measuredin
purchasing power parity units, thanks toitsreserves of oil and natural gas (IMF 2021).Inrecent
years, the country has aimed to diversify its economy and implement a strategy of sustainable
growth under the framework ofthe Wawasan Brunei 2035, or Brunei Vision 2035, first
introducedin 2007. The government has committed toreducing GHG emissions by 20% below

BAUby 2030 and achieving a 30% share of renewablesin the electricity mixby 2035 (BCCS
2020). Currently, electricity generation relies on fossil fuels for 99.95%, leaving significant
potential for decarbonisation (IEA 2018).In 2020, the government published the Brunei
Darussalam National Climate Change Policy (BNCCP), containing ten strategies toaddress
climate change (BCCS 2020). One of these was the intention tointroduce a carbon pricing

mechanism in the industrial and power sectors by 2025, which taken together account for more

than 80% of the nation’s CO2 emissions.

These overall policy goals and intentions hold promise for the introduction of carbon pricing in

the near future. That said, the strong reliance on the oil and gas (0&G) industry for both

governmentrevenue (76%, in part due to the lack of income taxes) and GDP (Khut 2020) could

constrain ambition in the absence ofa credible strategy for far-reaching economic
diversification. The government has alarge stake in 0&G and operates through several joint
ventures with internationalmajors. These includethe liquefied natural gas (LNG) company

Brunei Liquified Natural Gas (BLNG), a joint venture with Shell Overseas Holdings Limitedand
Mitsubishi Corporation, and the largestprivate player in the country’s oil industry Brunei Shell
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Petroleum (BSP) (BLNG 2021; BSP 2015). The government’s plan for diversification includes
increased investment in downstream fossil fuel industries to bolster exports in highervalue-
added products.In 2019, Chinesecompany Hengyiopened a USD 3.45 billion petrochemical
plant (Hengyi 2021). AUSD 1.8 billion government-run fertiliser plant, one of the largestin
Southeast Asia, issetto openin May 2021 (BizBrunei 2020). There are hence strong vested
interestsin the fossil fuel industry in Brunei that could resist and derail the implementation ofa
CPL

Although a strategic plan toachieve 10% share of renewablesby 2035 isin place (IEA 2018), the
presence of renewable energy players is minimal. One large solar plant was builtby the
governmentin 2010 in cooperation with Mitsubishi Corporation, one ofthe stakeholders in
BLNG (DES 2016); another large solar plant, expectedtobe completedin 2021, is owned by BSP
(BSP 2020). There are no independentrenewable energy producers outside of the fossil fuel
industry that could lobby the government towards adopting a carbon pricing mechanism. While
the presence of an organised green lobby is limited, the government has expressed an interestin
engaging with civil society groups on the issue of climate change. The Brunei Climate Change
Secretariat (BCCS) was created in 2018 underthe Ministry of Energy with the explicit mission to
ensure a “whole-of-nation approach” toaddressing climate change (BCCS 2018). Still, despite
significant youth involvementin climatepolicy, itislargely organised by the government. One
exceptionis NGO Green Brunei, a “youth-led platform for environmental sustainability” that
organises educational activities for a clean environment and collaborated with the BCCS in
developing the Brunei Carbon Calculator, an initiativeto measure and reduce citizens’ carbon
footprintand plant trees (Green Brunei2021; BCCSn.d.). Green Bruneiis alsorepresented in the

government’s Executive Committee on Climate Change, alongside other civil society
organisations (BCCS 2020).

The success of a carbon price also rests on the level of the public’s acceptance and trustin the
regulator to operate such a system transparently and effectively (UBA 2021). Bruneiis an
absolute, hereditary sultanate and elections were last held in 1964, before the country gained its
independence from the United Kingdom in 1984. Since then, the country has been in a state of
emergency declared by the sultan, granting far-reaching power to the executive thatlargely
rulesby decree (Freedom House 2020). The country scores high on government effectiveness
(87th percentile) and regulatory quality (73rd percentile) (World Bank2019b), while the level
of corruption is relatively low. Although over the past years there have beensome corruption
cases against lower-level officials, judges, and a former BSP officer (Freedom House 2020), the
country ranks 35th out of 180 countries with 60 points in Transparency International’s
Corruption Perception Index, a relatively good score especially when compared toits
neighbours such as Malaysia (score of 51) and Indonesia (score of 37) (Transparency
International 2021). This is due to the government actively addressing the issue, for exampleby
amending the Prevention of Corruption Actin 2015 toinclude new conflict of interest rules for
public officials. The World Bank Control of Corruption Index putitinthe 78th percentilein 2019
(World Bank 2019Db). Such high level of government effectiveness will likely facilitate the
implementation ofa carbon pricing mechanism.

Bruneiis co-leadingan ASEAN Climate Finance Strategy Project, working alongsidethe ASEAN
Secretariatand the UNFCCC-Regional Collaboration Center. With the aim toincrease access to
and mobilise resources for climate action, the project targets the improvement of coordination
across government, banks, regulators, and the financial sector (Ministry of Finance and Economy
2020; weADAPT 2021). Especially as the financial sector can have an interestin the
development of carbon markets (Paterson 2012), this strategic developmentof climate finance
is animportant step towards the successful introduction of carbon pricing.
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2. Legaldimension

Brunei does nothave any binding climate laws in force. The flagship Brunei Daru ssalam National
Climate Change Policy of 2020 isa guiding frameworkrather than a piece of climate legislation
but does signal that binding climate legislation may soon follow. As one of the strategies, it states
the intention tointroduce a directive for mandatory annual and monthly GHG emissions data
reporting for all facilities (BCCS 2020), a critical step for both a carbon tax and emissions
trading. Carbon pricingis also explicitly listed as a strategy tobe in place by 2025 and is

estimated tohave the potential toresultina45%reductionin GHGs as compared to BAU (BCCS
2020).

In 2014, the government published an Energy White Paper, aimed at strengthening and
reforming the energy sector (EDPMO 2014). [t set out three main goals: to strengthen the oil and
gasindustry, toensure a “safe, secure, reliable and efficient supply and use” of energy, and to
secure economic benefits from the energy sector for the population. It alsointroduced a
renewable energy capacity target of 10% by 2035, since revised upwards toatleast 30%
through the BNCCP and 2020 NDC underthe Paris Agreement. Brunei’s NDC commits toa
reductionin GHG emissions by 20%relative toBAU by 2030 (Government of Brunei 2020).

A regulatory frameworkand corresponding incentives for promoting RE technologiesis being
developed, an area where Bruneicurrently falls behindits regional counterparts (Vakulchucket
al. 2020). While the country plans tointroduce a renewable portfolio standard, general lack of
experience in this arealimits opportunities for cross pollination ifa carbon price were adopted.
However, other relevant regulations and policies have beendeveloped. Energy efficiency
standards have been legislated for the construction of government buildings and for air
conditioning units (Grantham Research Institute 2015;1EA 2020). A Land TransportWhite
Paper (2014), commissioned by the ministries of transport and development, also formulated
the goal to increase energy efficiency in passenger transport (CSPS 2014). Fuel efficiency
standards have been underdevelopment,and the shift towards electric vehicles has recently
received more attention; EVs are toreach 60% of car salesby 2035 (Borneo Bulletin 2019;
Ministry of Energy 2021; BCCS 2020).

The threat of investment arbitration challenges may also inhibit carbon pricingdevelopments in
Brunei, with FDI making up 2.8% of GDP (World Bank 2019a). Most notably, Chinese company
Hengyi made the largest ever FDI into Brunei with the construction of its petrochemical plant.
The carbon intensity of this operation, as well as the inflow of foreign investmentinto other
emission-intensive sectors such as construction and manufacturing (Khut 2020) increases
vulnerability tothe cost of a carbon price, and policymakers are increasingly aware of the high
cost of exposure to investor-state dispute settlementmechanisms,includingin environmental
legislation (Ayub 2019). Althoughthe constitution does not specifically provide for judicial
independence,the governmentrarely interferes, and acknowledging the importance of
protecting investor rights,a Commercial Court was established in 2016 (StateJudiciary
Department Gov. of Brunei 2019). Bruneiis part of five international investment agreements
(ITAs)—mostly bilateral investment treaties— thatare currently in force (UNCTAD 2021). The
level of regulatory restrictiveness on FDI in Brunei is relatively low, with the encouragement of
foreign investment a priority for the government (United States Department of State 2020).

Climate policyin Bruneiis developed under a framework of broad societal participation, as
reformed in 2018. The BNCCP and accompanying strategies are develope dby the Brunei Climate
Change Secretariaton behalfofthe Brunei National Council on Climate Change (BNCCC) (BCCS
2020). The Council consists of the Ministers of Energy, Development, Primary Resources and
Tourism, and Transport, and the Deputy Minister of Energy (Brunei Darussalam 2020). The
Secretariatis a government agency mandatedto develop, implement, monitor, and evaluate
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climate policy in strategic cooperation with different ministries and non-governmental actors.
The Secretariat will review the BNCCP biannually and report to the Council (UNFCCC2019), as
well as to the Executive Committee on Climate Change, which is made up of represen tatives from
business and civil society and chaired by the Ministry of Energy. The development of the
strategies under the BNCCP is also monitored by different working groups consisting of
representatives from the private and publicsector, NGOs, and acade mia (BCCS 2020; Brunei
Darussalam 2020). For the carbon pricingand MRV strategies, this is the Support Framework
Working Group. The broad involvement of stakeholders may benefit the developmentofa
carbon pricing instrumentby leveragingexpertise across sectors and ensuring buy-in.
Furthermore, the clearly delineated responsibilities under the new climate governance
frameworkwould facilitate the implementation process.

Under the Bruneian constitution, executive and legislative power are vested in the Sultan. The
Sultan can override the advice of the Council of Ministers and the (appointed) legislative council
is notauthorised to propose any bills that may affect the finances of Brunei (Brunei Darussalam
2011). The successful implementation ofa CPI will therefore tolarge extent depend on the
Sultan’s support.

3. Economicdimension

Bruneiisahigh-income country heavily relianton the 0&G industry which has historically
contributed thelion’s share of the country’s GDP.Featuring a population of just under halfa
million and high revenues from hydrocarbon exports,Bruneiranked among the top in terms of
GDP per capita (PPP) in Asiaand 12t worldwide in 2019 (World Bank2021). Incomes tooka hit
starting 2012 only to gradually increase from 2016 onwards as oil prices steadily recovered.In
2019, GDP per capitalevels were still 35% below their peakin 2012 (World Bank2021),
highlighting the major role of international oil market developments on the country’s economy.
GDP growth slowed in 2020 due to the pandemicbutis expected to pickup pace again this year
(ADB 2021). Given overall prosperity and moderate income inequality (WID 2021), the
introduction ofa carbon price may face less resistance from the population. Bruneian citizens
enjoy a range of public provisions including free access tomedical services and the absence of
income tax and VAT, ensuring a high degree of economic resilience against potential price
inflation should a carbon pricing instrumentat effective price levels be introduce d. However, the
extensive use of subsidies (whose total costsamounted 12.1% of GDP in 2017) may limit the
effectiveness of a carbon price and incentivise irrational consumption of carbon-intensive
products (IMF 2019). Brunei has pursued energy pricingpolicy that sets prices below market
rates (Pacudan & Hamdan 2019) with regular gasoline prices being cappedat USD 0.27 as of
2021 (Ministry of Finance and Economy 2021).

Despite the country’s wealth, the high dependency on 0&G revenues has exposed Brunei to
market volatility that the government aims toaddress through economicdiversification. In its
blueprint policy document “Towards a dynamicand sustainable economy”, the government has
targeted downstream O&G, food, tourism, ICT, and services as strategic priority sectors for
economic expansion alongside diversification to new economic areas (Ministry of Finance and
Economy 2020). Structuralunemployment has alsobeen a cause of concern. Recent declines in
the unemploymentrate from 9.3%in 2017 t0 6.9% in 2019 are encouraging in this regard.

Brunei’s economy is moderately emissions-intensive witha value of 0.324 kg CO; emissions per
PPP $ of GDPin 2016, which is comparable to Malaysia, India, and Vietham but below Russiaand
other Central Asian jurisdictions. Industry (including mining, energy and construction in the
World Bank definition) contributed 63% of Brunei’s GDP in 2019 and accounted for just 21% of

employment, reflecting their capital-intensivenature. The remainder of value added comes from
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the services sectors, with agriculture making up less than 1% of the country’s GDP. Importantly,
industry makes up approximately 83% of Brunei’s CO; emissions profile signalling the potential
for high emissions coverage under a carbon pricing instrument. '°

Internationaltrade in manufactured goods accounts for a marginal share of 8% of total exports
but 80% of imported goods. Exports predominantly consist of hydrocarbons and fuel
commodities (i.e., 91% of merchandise) (WTO 2020) whose tax proceeds make up more than
three-quarters of government revenue (IMF 2016). Correspondingly, Bruneihas consistently
run a trade surplus althoughthe marginon the current account balance hasbeen decliningin
recentyears (IMF 2019). Given Brunei’s economic openness and heavy reliance on revenues
from trade-exposed sectors, the opportunities for full cost pass through under a CPI will likely be
limited in economicactivities where mostrevenue is generated. This must be navigatedas the
government advances plans for carbon pricing.

Inline with its sizeable fossil fuel reserves, Brunei’s total primary energy supply consists of 82%
natural gasand 18% oil and features only negligible shares of renewable energy sources (IEA
2021).The O&G reservesare estimated at 1.1 billion barrelsand 260 billion m 3 respectively (EIA
2017; Knoema 2021). Thereserves are maturingand expected tobe depleted within
approximately the nexttwo decades. This has driven recent governmentefforts to speed up
economic diversification (Maelzer 2018). Brunei has a history of subsidising energy
consumption, both gasoline fuels and electricity, whichhasled tohigh consumption levels and
may impede the effectiveness ofa CPI in the absence of accompanying reforms. The IMF has
highlighted subsidy reform as a priority area for fiscal consolidation (IMF 2019). The
government has taken stepsin thisregard, for instance by introducing progressive retail
electricity ratesin 2012, althoughregressivetariffs for large industrial consumers have
remained in place (DES ND; Oxford Business Group 2016)."

Electricity in Brunei is generated entirelyby natural gas except for a 1% share of oil-fired power
and a negligible share of solar PV (IEA 2021). As a result, there is nolatent potential for fuel
switching should a carbon price be introduced, nor for the decommissioning of carbon -intensive
assets, although investment in more efficient gas plants could be promoted undera CPI.
Moreover, the instrument could supportrenewable energy investment and dispatch on the back
higher operational costs for gas plants (and corresponding increased wholesale electricity
prices) subjectto carbon costs being reflected in the regulated electricity tariff schemes. The
Brunei electricity systemis run by two state-owned vertically integrated utilities, the
Department of Electrical Services (DES) and Berakas Power Company (BPC), whose investments
are based on the Ministry of Energy’s policy plans (ERIA 2017). As these include the ambition to
increase investment in renewable energy to attain a 30% share in the power mix, thereis
considerable potentialfor a carbon price to support this goal alongside the Renewable Portfolio
Standard that the government intends to introduce (BCCS 2020). One further point for
consideration for the electricity sector is the cross-border interconnection capacity ofthe
electricity grid. Under the ASEAN Plan of Action for Energy Cooperation 2016-2025, several
interconnection projects between Brunei and the Malaysian regions of Sabah and Sarawak have
been envisaged and are underway (ASEAN Centre for Energy 2015), with Brunei upgrading its
high-voltage networkin anticipation of these power exchanges (Pacudan 2016). What may start
as bidirectional power transaction (e.g., Sarawak-Brunei) may evolve into third-party access
trading arrangements, where Bruneiwould wheel power through its existing network toregions

10 Half of Brunei’s CO; emissions are attributed to electricity production, one-third to the energy-intensive industries and one-sixth
to transport (IEA2021).

1 Electricity prices increase with volumetric use under progressive tariffs (usually by means of a tier or block structure) with the
objective to incentivise energy savings and account for income distribution. The reverse applies to regressive tariffs, which are often
used to supportenergy-intensive industries.
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in Malaysia (ibid). In the longer term, ifthese regions become highly interconnected, there
would be a risk of leakage in case Malaysia did not adopt a similar CPI. However, this would also
bring about opportunities for linking ifboth adopted such an instrument.

The small number ofindustry participants in 0&G and electricity indicate that allowancetrade
would likely be limited under an ETS. However, a carbon tax or hybrid scheme (featuringprice
bounds and the option to trade) would be well suited to Brunei’s market structure and could
provide an efficient tool for realising its climate objectives at lower administrative cost.

4. Technicaldimension

Brunei has not yet submitted Biennial Update Reports under the UNFCCC buthas submitted two
National Communications,in 2016 and 2017. The latest emissions datastem from 2014 based
on Tier 1 IPCC methodology (i.e., the default option using standard emission factors) (RCC, IGES
and NEA 2018), indicating room for improvementin the frequency of emissions updating and
data qualityin order tofacilitate the implementation ofa CPI. While no MRV legislation nor
mandatory emissions reporting are yet in place, the government has made substantial progress
in thisarea.Itaimstolaunch an MRV system (carbon inventory)in 2021 consisting of annual
and monthly mandatory reporting on six GHGs, eventually evolving into a real -time digital
reporting system (BDNCCC 2020). Bruneihas several opportunitiesthat will enable it to develop
a fully functioning reporting system including clearly delineated responsibilities under the new
climate governance structure, highly skilled government staff, and industry on aggregate
comprising few and large emitters (RCC, IGESand NEA 2018).

Brunei has no experience with carbon markets such as the CDM, nor is itinvolved with the
World Bank’s Partnership for Market Readiness or the Carbon Pricing Leadership Coalition.
However, government knowledgeand capacity are being strengthened through consultations
with other international carbon pricing policy stakeholders, such as ASEAN’s ACCEPT which is
supporting Bruneiin exploring options for a CPI. Synergies from experience with
complementary policies (or international carbon markets) will initially be low given that the
development ofrenewable energy and energy efficiency frameworks are still in the early stages.
However, government effectiveness and regulatory quality are high (WGI 2021),and both the
commitmentand building blocks foran MRV and CPI have been laid.

In the private sector, existing knowledge, and capacity for understanding of carbon pricing is
varied.In 2019, the WEF Global Competitiveness Index ranked Brunei 61stout of 141 countries
for strength of ethics and accountability within corporategovernance and 62nd for business
sophistication (WEF 2019). Major O&G players such asjoint ventures BSP and BruneiLNG,
Brunei Coldgas, and Brunei Shell Tankers (where the governmenthas partnered withJapan'’s
Mitsubishi Corporation) have experience operating in jurisdictions with carbon pricingpolicies
in place. Several alsohave mid-century net-zero targets and use an internal carbon price (e.g.,
Shell (Moorhead and Nixon 2015), partake in emissions disclosure and/or have official
decarbonisation strategiesin place (e.g., Mitsubishi Corporation 2021).

5. Multilateral dimension

Bruneihasbeenamember ofthe WTO since 1995 and ASEAN since 1984. With its trade-GDP
ratioat 109%in 2019, itis a highly open and trade-dependenteconomy. Brunei is in a promising
position in terms of its multilateral cooperative capacities. Itisalsoan active member at the
ASEAN table, holding chairmanship throughout2021; its secretary-general since 2018is Lim
Jock Hoi, a Bruneian national. The country coordinated negotiations for the ASEAN -Australia-
New Zealand FTA, which came into force in 2010 (United States Department of State 2020). In
November 2020, Brunei was a negotiating party toand signed the Regional Comprehensive
Economic Partnership, in doing sobecoming part of the world’s biggest free trade bloc, giving it
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greater platform to cooperate internationally. Bruneihas also signed ten regional free trade

agreementsthatare currently in force, most under the ASEAN framework, including the Brunei -
Japan FTA (ADB 2021).

Brunei’s main export product, making up 91% of total exports, is oil but the country also exports
organic chemicals. Japan is the country’s main export market and received 31% of Brunei's total
exportsin 2019. Other key export destinations include Singapore (14%), Australia (10%),
Malaysia (9%), and India (9%) (UN Comtrade 2021). Brunei’s strong tieswiththeseregions are
significant, as several already have a CPl instrument in place or are ramping up plans for carbon
pricing. For instance, Japan has implementeda carbon tax since 2012, operates two subnational
ETSs and hasrecently seen momentum injected intoits national carbon pricing debate.
Singapore hashad a carbon tax effective since 2019; and Australia has had its ERF baseline -and-
offset system in place since 2016 (World Bank2020). Given growing global leakage concerns,
without concerted effort toalign its domestic CPI plans with those of its main trade partners,
thismayin the future expose Bruneitodisruption from carbon border adjustmentmechanisms.

Diligent diplomacy hasbeen crucial for Brunei’s relationship with powerful states. This can be
observed, for example, in its long-standing neutrality in the South China Sea territorial dispute.
This passiveness hasrecently evolved; claimantBrunei is now more strategically tryingto
maintain “robust economicrelations” with China—a country thathas been a source of much
investment—by endorsing its proposal for bilateral cooperation (Espefia & Uy 2020). Although
not currently part ofa wider multilateral architecture such as the PMR or CPLC, Brunei’s
participation in the ASEAN ACCEPT program, alongsidethe 13 multilateral environment -related
treaties currently in force (WEF 2019), including the ASEAN Agreement on Transboundary Haze
(ASEAN Haze Action Online 2013), also demonstrate the country’slong-running cooperation on
the environmentand climateand may prove essential as carbon pricing picks up pace
internationally. These preparethe ground for mutually beneficial cooperation on carbon pricing
in the future.

6. Carbon pricing readinessand options

Despite the economy’s complete reliance on fossil fuels for energy, Brunei’s carbon intensity is
on equal footing with its regional neighbours, thanks in parttothe absence of the carbon -
intensive coal from its energy mix. The heavy dependence on O&G, both in terms of GDP and
governmentrevenue, presents challenges for the introduction ofa CPI mainly as it provides
ground for the economicrationale and political interests thatseek to avoid high carbon prices.

However, the government can capitalise on several other factors to facilitate as much as possible
the introduction ofa carbon price, as already laid out in its policy documents and strategic
forward trajectory. Existing O&G fields are finite and aging. Economic diversification is therefore
essential and has become a key national priority. There is the potential for considerable co-
benefitsifa CPIis successfully coupled tothe government’s economic diversification program,
which could allow for increasing stringency of the instrument over time as other sectors’
contribution to the economy expands. Another opportunity for Bruneiliesin the ability tolevel
the playing field through a CPI, particularly for exports to countries already with carbon pricing
in place or to those considering border carbon adjustment measures. Its existing cooperation
with key partners (particularly ASEAN but also furtherafield) specifically in climateand
environment lays the foundation for potential carbon pricing cooperation in the future.
Technical capacity, such as the relatively high level of government effectiveness and regulatory
quality could alsobe further strengthened through these internationalties and multilateral
initiatives. Many initiativesare ongoingin this respect.
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Interms of the current structure of the energy sector, the gas-dominated electricity system
limits the short- to mid-term abatement options under a carbon price, such as fuel switching and
early decommissioning. However, a carbon tax or hybrid instrument could be an efficient tool to
incentivise the adoption of higher efficiency gas plants and support renewable energy
investment. Pass through to end user prices through additionalregulations would enhance the
effectiveness of the CPI given that electricity marketliberalisation is so far not on the country’s
horizon.

The publicacceptability ofa CPI in Bruneirequires careful assessment.On the one hand,
economic prosperity, the absence ofincome taxes, and free access to a range of publicservices
increases the economicresilience of citizens whowould be affected by a carbon price, likely
limiting publicresistance. However, a CPl may goagainst the prevailing social contract
underlying the Bruneian state where political participation is limited butlifelong economic
provisions are guaranteed. Such politicalrisk can be mitigated ifa CPI is coupled tobroader
economicreformsin support of a low-carbon transition thatwould safeguard economic
prosperity for future generations.
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A.3 Hong Kong SAR Factsheet
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GDP per
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Legal

Key
government
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Key legal
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FDI

Hong Kong SAR

n/a

Autonomous Special
Administrative Region of the
People’s Republic of China

USD 366.03 billion (2019)
USD 62375.10 (2019)

7.5 million (2019)

Environment Bureau, Steering
Committee on Climate Change

Air Pollution Control Ordinance;
Environmental Impact
Assessment Ordinance

Hong Kong's Climate ActionPlan
2030+; Energy Saving Plan; Clean
Air Plan
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Political

Electricity
from fossil
fuels

Brown lobby
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Perceived
corruption

Economic
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Gini index

Importance
of industry

Fossil
subsidies

Electricity
market
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99.74% of total generation (2018)

CLP; Hong Kong Electric

WWEF; Greenpeace; Civic Exchange;
Clean Air Network; Friends of the
Earth

Score=76(2019)
Min=9; Mean=43; Max=87
Germany=80

High-income

[No WB Gini]
Perfect equality/inequality=0/100
Germany=31.9(2016)

Value-added: 6 % of GDP (2018)
Employment: 11 % of total (2019)
CO2 emissions: 77% of total (2018)
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Hong Kong SAR “

Technical Multilateral

MRV status n/a Openness 353% of GDP (2019)

UNFCCC International | WTO (1995); Free Trade Agreements

reporting agreements | \jth Mainlandof China (2003), New
Zealand (2010), the Member States of
the European Free Trade Association
(2011), Chile(2012), Macao(2017),
ASEAN (2017), Georgia (2018) and
Australia (2019).

Experience CDM NDC NDC PRC (without referenceto Hong

with carbon Kong)

markets

Participation | Nota CPLC partner NDC Ambition notassessed by CAT;

in WB Not a PMR partner assessment No refenceto carbon pricing

initiatives

Carbon pricing readiness and options

e Strongeconomicintegration withinthe Chinese mainland, andin particular the Greater Bay Area where
ETS is in place, ongoingcooperationon environmental protection and emissionreductions, andthe
objective of becoming aleading hub for sustainable finance provide the foundationfor the introduction
ofa carbonpricein HongKong.

e However, the monopoly organisation of the electricity system, reliance on fossil fuels, limited renewable
energy potential, and thefailure of the ETS for SO, are likely to be limiting factors.

1. Political dimension

Vested interests of carbon-intensive industries can present significant challenges for carbon
pricing.In 2018, over 99% of Hong Kong's total primary energy supply and over 99% of
electricity generation stems from fossil fuels (IEA 2018). Electricity generation is by far the most
prominent source of GHG emissionsin Hong Kong, amounting to 63%in 2019. The construction
of new coal-fired power plants has not been allowed since 1997, but new gas-fired production
capacityisbeingbuilt to gradually replace coal. In the absence of indigenous gas, the two
electricity utilities,Hong Kong Electricand CLP, are buildingan offshore Liquefied Natural Gas
(LNG) terminal, in addition to the existing supply of natural gas through pipelines from the
Chinese mainland.CLP and Hong Kong Electric thus have vested interests in the fossil energy
infrastructure,althoughthe promotion of gasis presented as part ofthe Government’s climate
change strategy of reducing carbon intensity by 65-70% by 2030 from the 2005 level (CAPCO
2020; Hong Kong Government 2019). Electricity utilities have an interest in recoveringtheir
fossil energy investments. At the same time, they donot oppose renewable energyinvestments
(CLP 2010), astherealisation of the latter could increase their return underthe long-term
regulated contracts (Scheme of Control Agreement) that govern their activities.

The weight of carbon-intensive industries in resisting carbon pricing can be counteracted by
green industries and NGOs. Hong Kong has undertaken modeststeps to promote the
development of renewable energy sources, including publicinvestments in solar PV systems and
the introduction of a feed-in-tariff scheme in cooperation with the electricity utilities (Hong
Kong Government 2019). WWF playeda determining role in the introduction of Hong Kong’s
feed-in tariffscheme and in the establishment of Hong Kong’s Renewable Energy Certificate
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scheme (e.g., with pilot projects and studies on Hong Kong’s renewable energy potential and the
economic cost of a feed-in tariffscheme) (WWF 2017; 2018). Although Hong Kong’ renewable
energy initiatives resulted in the developmentofbusiness opportunities in the placementof
solar panels, the scale remains too small to create a green lobby capable of influencing more
ambitious decarbonisation measures. CLPexplored the feasibility of developinga 200 MW
offshore wind farm (CLP 2010), but this project hasnot yetbeen realised in the absence of
government approval. As the Scheme of Control Agreementguarantees the returnon investment
of projects approved by the government, electricity utilities in Hong Kong would in principle
have aninterestin investingin renewableenergy projects,as this would increase their
investment base withoutaffecting the returns for existing investments in thermal power
generation.

The publicacceptability of carbon pricing depends in part on trustin the government and the
population’s attitude to green issues. An important constraint to the realisation ofinvestments
in renewable energy, and more generally the transition todecarbonisation in the electricity
sector, is the perceived impact on end user prices. This constraintis alsolikely to influence the
possibility of carbon pricing in Hong Kong. Under the Scheme of Control Agreement concluded
between the governmentand the electricity utilities, the governmentexamines new investment
proposals (e.g., renewable energy projects) based on their environmental benefits,but also their
impact on electricity tariffs. The government’s objective is “to promote wider use of renewable
energy while protecting consumerinterests” (Hong Kong Government 2010). As the latter
concern translates intolow electricity tariffs, ambitious low-carbon projects that increase the
investment costs of the electricity utilities—and thus their tariffbasis—face resistance.

Hong Kong is a Special Administrative Region of the People’s Republic of China, and this status
givesit a “high degree of autonomy” in its administration, with the exception of defence and
foreign affairs (Joint Declaration 1984; Basic Law). The Basic Law guarantees autonomy for 50
years, based on the concept of “one country, two systems”. The Legislative Council is the law-
making body of Hong Kong and debatesissues of publicinterest, includingenvironmental
protection and electricity market reform.In 2019, Hong Kong was ranked 16thamong 198
countries and territories assessed by Transparency International for its perceived levels of
publicsector corruption. However, following recent political developments, “antipathy towards
the governmentis widespread” (EIU 2021). Reduced trustin governmentcould transfer into
political reluctance toincrease energy prices as the result of a carbon price.

2. Legaldimension

Hong Kong does not have a flagship climate law. However,legislative measures have been
adopted toaddresslocal air pollution, including the Air Pollution Control Ordinance, the Air
Pollution Control (Air Pollutant Emission) (Controlled Vehicles) Regulation, and the Air
Pollution Control (Fuel for Vessels) Regulation (EnvironmentBureau 2017b). The Air Pollution
Control Ordinance provides the statutory basis for Air Quality Objectivesand the introduction of
licensing control on major stationary emission sources. The construction of new coal-fired
power plantsis forbidden. Power plants are subject to emission caps, that require reductions of
sulphur dioxide, nitrogen oxides and fine particulates by around 60-80%in 2022 as compared
with 2010 levels. On this basis, Hong Kong Electricand CLP have implemented a number of
emission reduction measuresincluding installing flue gas desulphurisation and denitrification
systems for coal-fired units, switching from coal to gas, and the modernisation of existing gas-
fired power plants (Environment Bureau 2017b).

Replacing coal with natural gasis seen as “most effective to further reduce emissions from
power plants” (Environmental Protection Department2019; Environment Bureau 2017b). Itis
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expected thatby 2023, the share of gas in the total fuel mix willamountto 57%. To improve end-
use energy efficiency, Hong Kong adopted the Buildings Energy Efficiency Ordinance. The
Energy Saving Plan for the Built Environment2015-2025+sets a target ofreducing Hong Kong’s
energy intensityby 40% by 2025. The government alsoaims toincrease the share ofrenewable
energy, butregulatory action has remained limited, includinga requirementfor the electricity
utilities to promote the use of renewable energy and a feed-in tariff scheme. Action on local air
pollution indirectly contributes toreducing GHG emissions. The Hong Kong government
recognises the interlinkages betweenair quality control, energy use and climate change
mitigation (EnvironmentBureau2017b). However, the adoption and implementation of low-
carbon regulation must comply with the contractual guarantees set outin the Scheme of Control
Agreement.

The Paris Agreement applies to Hong Kong, following China’s ratification of the Agreementand
the declaration by China ofits application to Hong Kong (Mayer 2017; EnvironmentBureau
2017).Hong Kong thus has to contribute to China’s achievementofits obligations under the
Paris Agreement. Asrecognised by the Environment Bureau (2017), “Hong Kong plays a partto
help fulfil the obligations that China has under the Paris Agreement. As such, Hong Kong will
need to review [its] climate change efforts every five years and align them with the submission
timelines under the Paris Agreement”. However, Hong Kong is not mentioned in China’s NDC.

Hong Kong's Climate Action Plan 2030+, published by the Environment Bureauin 2017 in
collaboration with the Steering Committee on Climate Change, 2 set out the target of reducing
Hong Kong’s carbon intensity by between 65% and 70% by 2030, compared withthe 2005 level
(amounting, according to the Environment Bureau, toabout 26% to 36% absolute emission
reductions).In 2020, the Council for Sustainable Development, createdunder the Environment
Bureau toadvise the Government on sustainability issues including climate change,
recommended toadopta “roadmap with critical milestones supported by action plans to
progressively advance tonetzero carbon emissions by 2050”.

Hong Kong has signed 20 bilateral investmenttreaties and more free trade agreements
containing investmentprotection provisions, including the Agreement on Closer Economic
Partnership Arrangementbetween the People’s Republic of China and Hong Kong (UNCTAD
2020).In addition, domesticinvestors in the power sector are protected by the arbitration
provision of the long-term Scheme of Control Agreements that the investors signed withthe
Hong Kong government (Environment Bureau 2019). Any disputerelating tothe Agreements
shall be settled by arbitration in accordance with the UNCITRAL Arbitration Rules (Environment
Bureau 2019). The Agreements specifically protect the investors against market changesthat
would resultintostranded costs.’® Carbon pricing could thus be challenged before arbitration, if
it resulted in stranded costs or prevented the companies from obtainingthe returnon
investment specified in the agreement. As the Scheme of Control Agreements apply until 31
December 2033, the threatofarbitration has a potentially long-term chillingeffect on carbon
pricing and market reform.

12 The Steering Committee on Climate Change was setup to co-ordinate actions of government policy bureaus and departments in
combating climate change and formulate long term climate strategies. It includes the Chief Secretary for Administration’s Office; Civil
Service Bureau; Commerce and Economic Development Bureau; Constitutional and Mainland Affairs Bureau; Development Bureau;
Education Bureau; Financial Services and the Treasury Bureau; Food and Health Bureau; Home Affairs Bureau; Innovation and
Technology Bureau; Labour and Welfare Bureau; Security Bureau; Transportand Housing Bureau; Information Services Department
Financial Secretary’s Office; Economic Analysis and Business Facilitation Unit; Hong Kong Observatory.

131f stranded costs are likely to arise from a market change, the government shall agree with the investors on a mechanism for the
recovery from the market of the residual stranded costs.
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3. Economicdimension

Hong Kong is a high-income economy. [tis aregional as well as global financial and economic
hub, following the economic principle of free trade and enterprise (Trade and Industry
Department 2020). Services are at the heart ofthe Hong Kong economy, making Hong Kong “one
of the most service-oriented economies in the world” (Trade and Industry Department 2020). In
2018, the services sector amounted to 88.7% of Hong Kong's (GDP) and 89% of total
employment. Industry only accounts for 6.5% of value added in 2018 and 11% of total
employment. Hong Kong heavily relies on imported goods (e.g., electrical machinery, apparatus
and appliances), and thus on “greenhouse-gas-intensive activities taking place beyond its
borders” (Mayer 2017). Hong Kong’s COz emissions amounted to42.6 million tonnesin 2018
and have increased 27.93% since 1990. The distribution of emissions spans electricity and heat
production (63.38%), transport (18.78%) and industry (14.08%), with residential, commercial
and public services making up therest.

The Hong Kong government has considered the liberalisation of its electricity market, but
following a public consultation decided to continue to organise the sector on a monopoly basis
(Environment Bureau2015). Electricity supply is controlled by two monopolies that are in
charge of different areas of Hong Kong. The Scheme of Control Agreement concluded with the
governmentrequires the companies to ensure the security and reliability of electricity supply
(CLP Scheme of Control Agreement 2018; Hong Kong Electricity Scheme of Control Agreement
2018).Inreturn, the government guarantees a return for each year in respect of the combined
electricity operations of 8% of the total value of the average net fixed assets. Tariffadjustments
take into account changes in the companies’ operating costs and changes in the cost of fuels
consumed by the company. The cost of carbon pricing, and emission reduction measures, is thus
likely to be passed through to end consumers. The government can introduce changestothe
electricity regulatory framework, but only after 31 December 203 3. As the reliability ofthe Hong
Kong electricity system is high and tariffs remain relatively low, pressure to reform the
electricity marketislimited (Chungand Xu 2020).

Both the government and companies recognise the objective of GHG emissions reduction and the
promotion of renewable energy in the Scheme of Control Agreements (CLP Scheme of Control
Agreement 2018; Hong Kong Electricity Scheme of Control Agreement 2018). However, Hong
Konghas limited potential for renewable energy sources, given high population density and the
reluctance of the population, expressed in a public consultation, toincrease electricity imports
from the Chinese mainland. Toincentivise energy efficiency improvements and small-scale
renewable energy development, the permitted return of the companiesis adjusted in function of
energy savings achieved by end users and renewable energy performance. The cost of feed-in
tariffsis recovered in the fuel cost of the companies. Besides the promotion of end -use energy
efficiency and new small-scale renewable energy connections, the companies would in principle
have aninterestininvesting inlow-carbon measures as this could increase the total value of
their fixed assets and their return on investment. However, investments mustbe approvedby
the government thatis concerned about the impact on end user prices.

4. Technicaldimension

As animportant international financial centre, Hong Kong is equipped with significant technical
expertise that can be deployed toimplement carbon pricing and would in particular favour an
ETS. Hong Kong’s Securities and Futures Commission aims to build Hong Kong as “a hub for
green and sustainable financein the Asia-Pacificregion” (Hong Kong’s Securities and Futures
Commission 2018; 2020). One of the Strategic Framework for Green Finance aims is toenhance
the disclosure of climate risks and facilitate the development of green investment products.To
achieve the former goal, the Hong Kong’s Securities and Futures Commission (2020b) issueda
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consultation paper on amendments to the Fund Manager Code of Conduct that would require
fund managers to make appropriate disclosures of climate riskinformation. A Green and
Sustainable Finance Cross-Agency Steering Group (2020) was set up, with the objective of
“strengthening Hong Kong’s financial ecosystemto supporta greener and more sustainable
future, [which] can drive action in Hong Kong and beyond and contribute tothe global agenda.”
The objective is to develop Hong Kongintoa leading green and sustainable finance and risk
management centre, by strengthening Hong Kong’s sustainable finance capabilities, supporting
capacity building, building up marketknowledge and encouraging collaboration among relevant
stakeholders.

In 2008, the Environmental Protection Department adopted the “SupplementaryNotes on the
Implementation of Projects under the Clean Development Mechanism by Hong Kong Enterprises
in the Mainland”. These Notes make it possible toimplement CDM projects in Hong Kong,
provided they are given approval by the National Development and Reform Commission of
China and the Environmental Protection Departmentof Hong Kong. The Environmental
Protection Department (2009) aimed to build capacity by organising seminars on CDMin
cooperation with the Climate Change Department of the National Development and Reform
Commission. The Hong Kong Quality Assurance Agency (2009) was accredited as Designated
Operational Entity by the CDM Executive Board. In parallel, since 2007, the Hong Kong
Exchangesand Clearing Market (2009) has been exploring possible long-termbusiness
opportunities in carbon emission trading in Hong Kong, includingthe introduction of CER
futures asa potential product. However, experience in the field remained limited.In a public
consultation, no positive feedback was received from major stakeholders, including CDM project
developers, compliance buyers, and exchange participants (Hong Kong Exchanges and Clearing
Market 2009). Thislimited interest was mainly explained by the minimal carbon pricing
knowledge and experience of the Hong Kong investing community. However, the Hong Kong
Exchanges and Clearing Market concluded in 2009 that“ifany policy changesin carbon emission
trading arise in future that seem favourablefor Hong Kong, HKEx will revisit the product
conceptof CER futures”.

5. Multilateral dimension

As amember ofthe WTO since 1995, and as a highly open economy, Hong Kong is in a promising
position in terms of its multilateral cooperative capacities. Hong Kong and the Central
Government ofthe People’s Republic of China concluded the Closer Economic Partnership
Arrangementin 2003, in order todeepen the liberalisation and facilitation of trade and
investment (Trade and Industry Department 2020). Economic integration with the Chinese
mainland, where a national ETS covering the power sector launched in 2021 in addition to the
existing ETS pilotsin subnational jurisdictions, can facilitate the adoption of carbon pricing in
Hong Kong, in particular an ETS. The province of Guangdong and the city of Shenzhen both have
an ETS and directly border Hong Kong. Increased cooperation in the Guangdong-Hong Kong-
Macao Greater Bay Areain the fields oftrade, investment and environmental protection could
increase the possibility of carbon pricing in Hong Kong.

Hong Kong cooperates with the Chinese mainland, in particularthe neighbouring Guangdong
province, and the Macao Special Administrative Region of the People's Republic of China, in the
field of air pollution control and prevention.In 2000, the Hong Kong and Guangdong authorities
established the Hong Kong-Guangdong Joint Working Group on Sustainable Development and
Environmental Protection to cooperate on environmental protection issues (Environment
Bureau 2017b).In 2014, Guangdong, Hong Kong and Macao concluded the “Cooperation
Agreement on Regional Air Pollution Control and Prevention” in order tojointly control and
preventair pollution (Environmental Protection Department 2019; Environment Bureau
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2017b). The parties set emission reduction targets for sulphur dioxideand nitrogen oxide, as
well asrespirable suspended particulates and volatile organic compounds. The cooperation has
proved to be relatively successful as emissions of SOz, NOz and RSP were reduced by 81%, 28%
and 36% respectively from 2006-2018 (Environmental Protection Department 2019). However,
emissions of Oz increased by 21% during the same period, and the photochemical smogin the
region remains a serious problem. The Guangdong-HongKong-Macao PRD Regional Air Quality
Monitoring Network aims tojointly monitor air quality information and share air quality data
for the Pearl River Deltaregion toenable local authorities toimprove the effectiveness of their
air pollution control policy responses. In the field of climate change, joint workshops have been
organized, such asthe GHG Measurement, Reporting and Verification (MRV) Workshop in Hong
Kong, to share information on MRV system development and implementation, methodologies of
preparing GHG inventories and MRV workflow.

As partof regional environmental cooperation, Hong Kong and Guangdong province initiateda
joint “Emissions Trading Pilot Scheme for Thermal Power Plantsin the Pearl River Delta Region”
in 2007. The Air Pollution Control (Amendment) Ordinance 2008 allows electricity companies in
Hong Kong to participate, on a voluntary basis, in emissions tradingwith electricity companies
in Guangdong and sobenefit from a certain degree of flexibility in the reduction of their
emissions of SO2,NOXand RSP/PM10 (Lin 2009). The Hong Kong and Guangdong gove rnments
would allocate emission rights to power plants corresponding to the regulatory emission limit
set by the respective government. Eligible power plants could propose emission reduction
measures (e.g., the use of renewable energy) that resulted in “project-based emission credits”, if
approved by the local government. Credits could be traded at a contractually agreed price
between the buyer and seller,but every transferof credits had tobe approved by the local
authority. The effectiveness of the scheme was affected by the small size of the market and the
limited number of participants (Lin 2009). However, the ETS was not successful, and the scheme
was aborted with no transactions undertaken (Wong, Xu and Chang, 2020; Mayer 2017).

The Hong Kong/Guangdong]oint Liaison Group on Combating Climate Change agreedin 2016
on a work plan for Hong Kong and Guangdong to combat climate change and acknowledged the
“strengthening [of] the relevantexchanges of both sides in the light of the upcoming
establishment of the National Carbon Market” (Hong Kong Government 2016). Academic studies
emphasise the cost-saving benefits that an integrated carbon market between Hong Kong and
the Chinese mainland would present for Hong Kong toachieve emission reductions (up to 78%
lower costs compared toan independent market) (Wangetal.2020). According to Wong, Xu and
Chang (2020), the “One Country, Two Systems” model “brings benefits tothe cross-boundary
collaboration because it provides for the presence of the Chinese central governmentthat
greatly assists such collaboration”. The Joint Liaison Group on Combating Climate Change and
the Hong Kong-Guangdong Joint Working Group on Sustainable Development and
Environmental Protection provides an institutional framework for the coordination of climate
change policies, possibly including carbon pricing. At the same time, as illustrated by the failure
of the Hong Kong and Guangdong Emissions Trading Scheme, there are significant formal and
informal constraints to environmental cooperation, including “[low] trust and reciprocity
between the twojurisdictions...becauseof their differences in political culture and the lack ofa
close personal relationshipbetween the officers from the different governments” (Wong, Xu and
Chang2020).

Cooperation also takes place in the field of green finance, with the objective of encouraging
Mainland entities to make use of Hong Kong’s capital markets and financial services for green
and sustainable investment, financingand certification,and promoting financial cooperation
(Green and Sustainable Finance Cross-Agency Steering Group 2020). The Green and Sustainable
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Finance Cross-Agency Steering Group (2020), co-chairedby the Hong Kong Monetary Authority
and the Securities and Futures Commission, explicitly lists the objective of “explor[ing] the
development ofa carbon marketin the Greater Bay Area” as part of the Strategic Plan to
Strengthen Hong Kong’s Financial Ecosystem to Support a Greener and More Sustainable Future.

6. Carbon pricing readinessand options

Strong economicintegration with the Chinese mainland, an open economy and a growing
interestin the developmentof Hong Kong as a leading hub for sustainable finance provide the
foundation for the introduction ofa carbon price in Hong Kong. However, the organisation of the
electricity sector on the basis of long-term bilateralagreements, with guaranteed return on
investmentand recovery of operating costs, as well as very limited success with the promotion
of renewable energy sources and energy efficiency improvements are likely tobe limiting
factors.

The contractual guarantees givento the electricity utilities on along-term basis, with guaranteed
return, limit the possibility for the government of Hong Kong to introduce carbon pricing in the
electricity sector, the main emitter of GHG in Hong Kong. A previous experience of emissions
trading, focusing on SOz, NOxand RSP/PM10, failed. With high reliability and relatively low
electricity prices, as well as the compensation of stranded costs and arbitration, the adoption
and implementation of liberalisation reforms seems unlikely. The governmentis likely tobe
reluctant toengage in complex market reform if it risks increasing electricity prices, and further
alienating the population in the current political climate.

Hong Kong aims to take advantage ofincreasing opportunities in the field of green finance and,
as part of these efforts, is exploring the possibility of carbon pricing within the Green and
Sustainable Finance Cross-Agency Steering Group. Cooperation with the Chinese mainland, in
particular within the Greater Bay Area, provides an opportunity to extend the Chinese ETS to
Hong Kong. This will require buildingexpertise in the field of MRV and, more generally, in low-
carbonregulation, given limited experience and success with the development of clean energy.

When viewed through the lens ofthe analysisin UBA (2021), Hong Kong is more likely to adopt

ETS than a carbon tax, given the use of the former in the neighbouring Guangdong province and
Shenzhen, and since 2021 in the Chinese mainland more generally,and the importance of Hong

Kongas an internationalfinancial centre.
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A.4 India Factsheet
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FDI
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Federal democraticrepublic

USD 9,560.2 billion (2019)
USD 6,996 (2019)

1,366.4 million (2019)

Min. of Environment, Forests
and Climate Change; Prime
Minister’s Council on Climate
Change

National Action Planon Climate
Change; National Solar Mission;
National Missionfor Enhanced
Energy Efficiency; National
Missionon Strategic Knowledge
for Climate Change

Perform, Achieve and Trade;
Renewable Purchase
Obligations; RE Certificate; coal
tax

1.8% of GDP (2019)
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Political

Electricity
from fossil
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Brown lobby

Green lobby

Perceived
corruption

Economic

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market
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76.0% of total generation(2019)

Ministries and large companies related
to fossil fuel industries e.g., coal, oil,
andgas

Ministries and companies related to
RE; NGOs like Greenpeace India,
Centrefor Science and Environment,
youth movement; nascent Green Party

Score=41(2019)
Min=9; Mean=43; Max=87
Germany=80

Lower-middleincome

35.7(2011)
Perfect equality/inequality=0/100
Germany=31.9(2016)

Value-added: 24.8% of GDP (2019)
Employment: 26% of total (2020)
CO2 emissions: 78.6% of total (2018)

8.8% of GDP (2017)

Limited liberalisation. Generation:
public and private
Transmission: mostly public
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Technical

MRV status

UNFCCC
reporting

Experience
with carbon
markets

Participation
in WB
initiatives

Indian Network on Climate
Change Assessment under
MOoEFCC as core MRV institution,
MRV & inventorytakesad-hoc,
decentralised and project-based
approach

Two national communications
(NCs) and two Biannual Update
Reports (BURs)

CDM; voluntary offsets; REDD+

PMR implementing country;
Climate Warehouse partner
country; IndianRailways as CPLC
partner

Carbon pricing readiness and options

India
Multilateral

Openness

International
agreements

NDC

NDC
assessment

40% of GDP (2019)

WTO (1995); G20, MEF, BASIC, BRIC,
and initiator of International Solar
Alliance

Unconditional: Reduce emissions
intensity of GDP by 33-35% compared
to 2005 levelsby 2030; Conditional:
non-fossilfuel share of cumulative
power generation capacity 40% by
2030

2°Ccompatiblebut1.5°C
incompatible (CAT); NDC refers to
market mechanisms such as Perform
Achieveand Trade

e  Motivations for carbon pricinginclude the huge potential for cost-saving given India’s sheer and growing
economicsize andemissions, deep integrationintothe global economy, broader diplomatic interest,
andtheincreasing threat posed by majortrade partners’ potential border carbon adjustment policies.

e Main obstacles for introducing carbon pricing are the overriding economic and social development
agenda as the highest national priorityandthe significant vested interests of the fossil fuel sectors.

e Thelackofregulatoryandinstitutional capacity for MRV, weak enforcement at the subnational level
andthegreater capacity to raiserevenue suggest a carbontax as the preferred instrument.

e  Existing market-based instruments (and the associated regulatory, technical, andinstitutional
experience), extensive experience with project-based mechanisms, business sector’s own initiatives, the
advantage of an ETS in providingflexibility, and potentialfor regional or international trading may
favour trading.

e Animportantchallengefor a carbon pricinginlndia, regardless of its form, is theissue of policy
interaction and institutional coordination across ministries and between the national and subnational

levels.

e India’s climate policies will continue to be designed to meet devel opment and environmental goals.
Carbon pricing would benefit fromits co-benefits being underlined and how these canberealised.

1. Political dimension

Within the intertwined debate of energy and climate, noissue seems tobe more contentious
than the degree towhich emerging economies should rely on non-fossil fuel resources and
energy efficiency to meet their growing energy demand (Ebinger 2016). India is perhaps the
greatest exampleofthis debate, facing the dilemma of committing toa low-carbon economic
transition while needingto feed its energy hunger and ensure its energy security. As the world’s
second most populous country home tonearly 1.4 billion people, ' India’s rapid economicand
population growth have stimulated the demand for cheap, clean and secure sources of energy

#India’s population is expected to overtake that of China in the coming five years, making it the world’s most populous country (see:
https: //population.un.org/wpp/Download /Probabilistic/Population /).
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(Devasthali 2020). India’s energymix and power system are dominated by fossil fuels, which
accounted for around 76% of its total primary energy supply in 2018 withrenewables plus
nuclear accounting for the rest (IEA 2018). Electricity generationin 2019 stemmed
predominantly from coal (71%). Other sources include oil (0.5%), natural gas (4.5%), nuclear
(3%), and renewables (21.1%) (IEA 2019a). Indiais also dependent on fossil fuel imports: it
imports 80% of its oil, and 80% of the imports are from less stable regions like West Asia and
the Middle East (ibid). Indiarelies on imports even for coal and natural gas (30% and 55%
respectively) (Devasthali 2020).'5In addition, India is home tovast reserves of coal, with 101.3
billion tonnes of proven coal reserves as of December 2018 (Ministry of Coal n.d.). The fossil fuel
sectors are important for employment. For example, India’s coal mining industry directly
employs 485,000 people (Prayas Energy Group2019). There are also other estimates that
India’s coal sector employs a total of 1.5 million people directly and indirectly (Ebinger 2016).
While investment in renewables has exceededthatin coal since 2016, the country has not yet
laid outa roadmap or concrete plan to transition away from coal (Climate Transparency 2020).
These factors all point to strong vested interests of fossil fuel industries, whose resistance may
impede the successful implementation of a carbon price in India.

More specifically, there are powerful publicauthorities and state-owned enterprises (known as
“public-sector undertakings”, or PSUs) '8 representing the interests of the fossil fuel industry in
India, for example: the coal sector’s Ministry of Coal (MoC) and Coal India Limited (CIL)'7,and
the oil and gas sector’s Ministry of Petroleum and Natural Gas (MoPNG) and Oil and Natural Gas
Corporation (ONGC)'8, Indian Oil Corporation Limited (I0CL)'®,and GAIL India Limited. On the
renewable energy side, there is also one dedicated ministry,the Ministry of New and Renewable
Energy (MNRE), and a growing private sector including solar power producers Acme Solar,
Adani, and Greenkoand wind producers RenewPower, Greenko, and Sembcorp.

Although the country suffers from significant air pollution and other ecological decline, green
politicsis largely absent from the broader political agenda. India’s main political parties have
focussed instead on alleviating poverty, creating jobs, and reviving the economy in their election
campaigns (Hindustan Times 2014; Nives Dolsakand Aseem Prakash 2019). The IndiaGreens
Party was founded only two years ago and has not yet shown any substantial political influence
in national nor regional agendas (India Greens Party 2021). In contrast, civil society
organisations are much more active in driving the environment and climate agenda (Jaffrelot
and Thakker 2020). Two key examples are Greenpeace India and the Centre for Science and
Environment. More recently, new NGOs have been set up by young environmentalists, such as
LetIndia Breathe,FridaysFor Future India, and There is No Earth B (ibid). However, the overall
role of NGOs in India’s climate policymaking s still limited (Friedrich EbertStiftung 2017).

Regarding publicawarenessof climate change, India presents a mixed picture. Studies show a
growing awareness of the significance of the climate problem globally and India’s climate
vulnerability amongthe Indianpopulation,but the narrative indicates alack of motivation to
take action, or a beliefthatricher countries need to take greater responsibility for combatting
climate change (see Climate Scorecard 2017; Centre for Progressive Reform 2012; Soni 2020). In

15 There are estimates that by 2025, India will be the second largest consumer of energy globally after China. By 2032, over 91% of
the country’s energy needs will need to be imported (Nandy 2016, p. 1-6).

6 India’s largest companies in which the Government of India holds more than 50% are referred to as PSUs. Central government
owns PSUs across the energy sector, notably in mining and exploration (crude oil, coal and natural gas), petroleum refining and
marketing, power generation, nuclear energy and power transmission (IEA 2020).

17 CIL was responsible for 82% of the country’s coal production in 2017 (IEA 2020).

8ONGC isIndia'slargestoil and gas exploration and production company. It produces 62% of India’s crude oil and condensate and
72% of its natural gas (IEA 2020).

1¥]10CLis the largest operator, owning nine refineries with 28% of India’s total refining capacity (IEA2020).
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this context, garnering public support will be key ifthe government is to press ahead plans for
carbon pricing.

2. Legaldimension

Indiais one of the world’s largest democracies. Its political systemis characterised by
federalism, the division of powers between the national (the Union Gover nment) and
subnational governments (with 29 subnational states and seven union territories). Part XI of the
Constitution of India specifies the distribution oflegislative, administrative, and executive
powers between the federal government and the states (Government of India, updated 2006).
Specificresponsibilities of each are determined by the constitution. Energy issues fall under
concurrentlegislation, hence involving both levels of government (Jorgensen etal. 2015). As for
climate change, Indialacks a clear-cut assignmentoflegislative responsibility (ibid). Legislative
responsibilities for climate policy derive from different legal sources. Amongst the few issue
areasrelevant to climate policy over which the national legislator has exclusive powers are trade
representation,the United Nations Organisation, agreements and conventions with foreign
countries, atomic power, mineral and oil resources, and control ofindustries. The state
governments have exclusive jurisdiction over public healthand sanitation, agriculture, land
improvement and water. Others like building and transportation are under the responsibility of
both levels, similar to energy (ibid; UBA 2013). Carbon pricing in India willhence need tobe
established throughboth effective cross-ministerial coordination at the national and subnational
levels, and by engaging with and buildingthe support and capacities of the subnational
authorities.

India’slegislative systemalso has specificimplications tohow a carbon tax could be introduced.
Ifintroduced as a separate tax, an amendment to the Constitution would be required to
empower the central government and the states tolegislateitand would entail alengthy process
(Shakti Sustainable Energy Foundation 2018). Alternatively,a carbon tax could be introduced by
the central government using the residuary powers of the Parliament under Article 248 of the
Constitution or under existing legislative frameworks such as the goods and service tax (GST)
laws. Under this third, most plausible, option, all fuels could be brought under the GST, tobe
subject to GST plus a supplementary cess determined by carbon emissions intensity.

India hasan established climate governanceframework.In 2007, the government set up the
Prime Minister’s Council for Climate Change (PMCCC) as a high-level decision-making and
coordination body. The PMCCC is chaired by the Prime Minister and regularly brings together
experts from relevant ministries and institutionstoreview and update the national climate
strategy. Supported by the Executive Committee on Climate Change,the PMCCC coordinates and
monitors climate policy implementation, working with various agencies at the nationallevel.
The Ministry of Environment, Forest and Climate Change (MoEFCC)—Ministry of Environment
and Forests (MoEF) until May 20142°—oversees climate policymaking, among a broader
environment and forestry mandate. [t works with other ministries, such as those in charge of
Power or Water, for sector specificissues. Depending on the division of responsibilities aslaid
down in the constitution, state or regional departments may alsobe involved. The MoEFCC also
coordinates different intergovernmental working groups that advise the governmenton climate
related issues (UBA 2013, p. 79). The Expert Group on Low Carbon Strategies for Inclusive
Growth was established by the Planning Commission of Indiain 2009. With members

20The renaming itself also indicates a swivel in importance towards climate change for the ministry.
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representing stakeholdersfrom different groups in society and politics, it was set to develop a
strategy toalign the climate change response with broader national objectives.?’

Alongside the evolution of the climate institutions, India’s climatelegislative and policy
frameworkhas alsobeen in development for over a decade.?? After it was established by the
governmentin 2007, the PMCCC released the National Action Plan on Climate Change (NAPCC)
in 2008. The NAPCC forms the legal basis for and is a major pillar of climate policy in India.?3 It
contains targets and strategies for eight priority areas, so-called “missions”, covering the period
up to 2022. [t mandates the concerned ministries for each mission to prepare a detailed plan of
action and requires each state toalso prepare their climate changeaction plans (GLOBE
International 2013; Government of India 2008; UBA 2013, p. 82). Three of the eight missions
relate to climate change mitigation: the National Solar Mission, the National Mission for
Enhanced Energy Efficiency and the National Mission on Strategic Knowledge for Climate
Change. Other key regulations and government strategies include the Energy Conservation Act
(2001), Electricity Act (2003), National EnvironmentPolicy (2006), National Electricity Plan,
and National Electric Mobility Mission Plan.?*

Largely driven by energy security considerations, India has introduced a series of renewable
energy and energy efficiency policies (Ebinger 2016). The Solar Mission introduced clear targets
for solar energyin three phases from 2010 until 2022 and introduced Renewable Purchase
Obligations (RPO) and transparent auctioning processes tosupport these targets (UBA 2013).
The Indian government has enhanced its renewables targets: toachieve cumulative renewable
capacity of 175 GW by 202225 and expand them to 2030, aiming for 40% non-fossil-based power
capacityby 2030. Atthe Leaders’ Summiton Climate in April 2021, India reiterated its targetof
450 GW of renewable energy by 2030.

Moreover, India hasintroduced several market-based instruments, such as the Perform, Achieve
and Trade (PAT) and the Renewable Energy Certificate (REC) schemes (see details of these
mechanismsin UBA (2019) and Moarif and Rastogi (2012)). Launched in 2012 and implemented
by the Bureau of Energy Efficiency (BEE), the PAT scheme covers almost 500 facilities in eight
energy-intensive industrial sub-sectors, namely thermal power plants, aluminium, pulpand
paper, chlor-alkali, cement, iron and steel, textiles, and fertiliser. Mandatory energy consumption
targets are placed on companies and those that outperform their targets are awarded
certificates that can be traded to weaker performers or banked for future use (PMR 2017b; UBA
2013,p.82).

2 ts final report was published in 2014 (Planning Commission of Government of India 2014), and italso made contributions to the
Twelfth Five Year Plan (FYP), India’s centralized and integrated national economic programs, covering the period 2013-2017, which
further advanced its climate policymaking.

2]t isworth noting thatIndia’s institutional framework of energy policy, which can be dated back to the era of the global oil crisis in
the 1970s, was developed much earlier than that of climate policy. Founded in 1982, the Department for Non-Conventional Energy
Resources, first becoming the Ministry of Non-conventional Energy Sources (MNES) (1992) and later the Ministry of New and
Renewable Energy (2006) became a central actor in the promotion of India’s renewable energy policy. Various other ministries and
national institutions have been involved since. After India’s economic liberalisation in the 1990s, energy policy received new
impetus.

ZThere isno top-level climate change law in India yet. Similarly to the institutional setup, the policy framework of the energy sector
has also a much longer history of climate.

2 See the LSE Climate Change Laws of the World database at https://climate-laws.org/ and the International Energy Agency policies
database at https: //www.iea.org/policies for more details.

%5 The governmentrecently increased its previous 2022 capacity target for renewables from 175GW to 227.6 GW according to
https://climateactiontracker.org/countries/india/2018-08-22 /
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The REC scheme awards renewable power producers with credits, which can be sold to entities
thathave a RP0.%6 These existing instruments, on the one hand, may constitute the building
blocks towards gradually introducing a carbon pricing instrument by strengthening the
government’s regulatory expertise and technical capacities (UBA 2019). On the other hand, they
may also create obstaclesregardingpolicy coordination (e.g., how these policies could be
mutually reinforced instead of conflicting with each other). Perhaps more importantly,they may
also raise the question of whether another market-based instrumentshould be introduced
targeting the same sector(s).In addition, Indiaalsohas a coal tax in place since 2010, imposed
both on domestically produced and imported coal, formally called “Clean Energy Cess” and
recently renamed “Clean Environment Cess” (ibid).

Besidesthese, India has introduced other climate-related policies such as fuel efficiency
standards, energy conservation building codes, and e-mobility promotion in the transportand
buildings sectors (Climate Transparency 2020; UBA 2013; Ministry of Environment and Forests
of India2012; PMR 2017a). However, despite arelatively comprehensive climate policy
framework, implementation and enforcementin India has been lagging(UBA 2013, p. 89;
Infrastructure Development Finance Company Ltd.2010; UBA 2019). The main institutional
problem hinderingthe implementation of India’s climate and energy transition is the weak
coordination between the federal and stategovernments. The resultis a disconnect between the
priorities of the states with those of the federal government. Other key barriers to successful
implementation are the lack of personnel and financial resources in the area of climate change
policy (UBA 2013, p.88; Jorgensen etal. 2015). These institutionaland financial barriers would
beimportant totackle if the country decided tointroduce carbon pricing.

India’s nationally determined contribution (NDC) isintensity-based: 33%to35%below 2005
emissions intensity by 2030 (unconditional) and the non-fossil share of cumulative power
generation capacity to40% by 2030 (conditional on financial support and technology transfer)
(Government ofIndia 2015). The country alsohas a carbon sink target within its NDC, which is
to create an additional carbon sink of 2.5 to 3 billion tonnes of CO; equivalent through additional
forestand tree cover by 2030 (ibid). This NDCis rated as 2 degree compatible by the Climate
Action Tracker, while notyet 1.5 degree compatible (Climate Action Tracker 2015). An intensity-
based NDC does not affecta country’s ability tointroduce carbon pricing. [t may, however,
influence the design of the instrument. For example, in China, an intensity -based target paved
the way for an ETS with an intensity-based cap subjectto ex-post adjustment,as opposed toan
absolute cap (ICAP 2021; Zeng and Couwenberg 2016). India’s NDC further states that it “is
experimenting with a careful mix of market mechanisms togetherwith fiscal instruments and
regulatory interventions tomobilise finance for climate change”, but does not explicitly mention
Article 6 mechanisms.27 This in practice does not necessarily pose significant limitations on the
country to take up carbon pricing as a domesticpolicy.?®

A robust carbon pricing policy with along-term price signal demands along-term climate
strategy as well as strongjudicial and legal institutions.India does not yet have a measurable
long-term overarching climate target nor sector-specificlong-termtargets, e.g., for renewables.
Overall, India ranks 43rd out of 95 countries in the Climate Laws, Institutions and Measures
(CLIM) Index, which offers a comparative assessment of the extensiveness and quality of climate

26 The State Pollution Control Boards (SPCB), the MoEFCC and the Central Pollution Control Board also took the first steps for an ETS
covering SO2 and NOx, piloting itin three states. It was notimplemented nationally.

Z 1t isreported though thatIndia as one of the largest host countries of the CDM projects would be interested to be able to continue
sell its CDM credits to developed countriesin the post-2020 new international carbon market regime. This is not explicitly
mentioned in its NDC though.

%8 The EUand China donotinclude international MBMs in their NDCs and yethave domestic ETSs in place.
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change mitigation legislation, policies, measures, and institutions (Steves etal. 2013. India ranks
51stout of 141 countriesin the WEF’s judicial independenceindex (WEF 2019). The efficiency of
thelegal frameworkin settling disputes ranks similarly (ibid).

3. Economicdimension

Indiaisthe world’s second largest country in terms of population and the fifth largest economy,
with a GDP of USD 2.87 trillion measured in currentprices and exchange ratesin 2019,
surpassing France and the UK (IMF 2021). Its GDP growth hasbeen amongthe highestin the
world over the past decade, regularlyachieving an annual growth rate of 6-7% (World Economic
Forum 2020). Such abigand fast-growing economy combined with its energy mix dominated by
fossil fuels makes India the world’s third largest emitter after China and the US. Therefore,
carbon pricing has the potential tounlock substantial economic efficiency gains and reduce the
cost of mitigation to society.

However, Indiaisin a challenging situation considering its economicand emissions profile - in
which its absolute GDP and emissions are among the largest of the world while per capitalevels
are very low still. The largest driver of India’s overall GHG emissions is CO2z emissions from fuel
combustion (UBA 2019; Climate Transparency 2020). 43% of total emissions is from the power
sector, the largest contributor, followed by ind ustry with 31%, transport (14%), and agriculture,
buildings, and other energy-related sectors making up the rest (Climate Action Tracker 2020;
Enerdata 2020; Climate Transparency 2020). Despitestrong economic growth, India belongs to
the lower-middle income countries category; its GDP per capita was almost USD 7000 in 2019
(in currentinternational $) according to the World Bank. The country’s Human Development
Index (HDI) of 0.645 in 2019 ranks 131stamong 189 countries (UNDP 2020). Its per capita
emission isamongthe world’slowest (UBA 2019). The country’slarge population, GDP and
emissions combined with itslow emissions per capita and urgent development needs could
complicate the decision on a carbon pricing policy.

In addition, inequality is a major problem in India - access to development and new
opportunities has been uneven,especially by geographical location (World Bank2020a). There
is the significant challenge of poverty alleviation and a huge urban-ruralgap (PMR 2017a). India
remains home toone quarter of the world's poor; only around 39% of itsrural residents can
access sanitation facilities and nearly halfthe total population still defecate in the open (UN
2021).When developingits climate policies, India has taken a co-benefitapproachwith
developmentatits core (Friedrich Ebert Stiftung 2017). The primeobjective is tomeet its
poverty and sustainable social development goals (ibid; UBA 2013, p. 43). This may make the
government favour a carbon tax over emissions trading, given the instrument’s greater capacity
to generate revenues thatcould be directly spent on economicand social development
domains.?® More broadly, any sound carbon pricing instrumenttobe introduced in India would
need to properly harness co-benefits. This could be done for example by targetingcertain key
sectors or regions with broader sustainability and development relevance like forests and
biodiversity, integrating air pollution control in the developmentofthe instrument, or using the
revenues generatedin a dedicated manner.

India’s electricity mix is dominated by coal generation (71%in 2019), which hasincreased
considerably and steadily over the last decade (Enerdata 2020). Globally,India is the second
largest coal consumer after China (IEA 2018). India is increasingly producing power from
renewables (20.8%), among which hydrorepresents the largest share (10.8%), followed by
wind (3.8%), solar (3.1%) and biomass and waste (3.1%) (ibid).In 2019, India’s fossil fuel

2ETS could also generate revenue through auctioning of allowances - however, jurisdictions tend to start with free allocation as is
the case in the EU, China, South Korea and Mexico.
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subsidies totalled USD 13.3 billion (compared to USD 8.2 billion in 2010 and the last decade’s
peakof USD 20.7 billion in 2013).99% of the subsidies quantified were for the consumption of
fossil fuels, and only 1% for their production. Most of the subsidies were for petroleum use, at
USD 13.1 billion (OECD-IEA 2020). The fossil dominant electricity mix and the significant
subsidies for fossil fuel consumption on the one hand make carbon pricing policy more difficult
due to vested interests. On the other hand, carbon pricing can be effective in breaking the
persistence of energy mixes dominated by fossil fuels and help toleapfrog transition towards
low carbon energy system (Burke 2013; Taylor 2020).

India’s electricity sector sees a combination of publicand private playersregardinggeneration
while power transmission is dominated by state-owned companies. Among the public players,
there are both PSUs and state-level corporations (Indian Power Sector 2012). Around 45% of
generation is privately owned, a sharp increase since 2008 when only 8 % was private (IEA
2020). Most of the generation (55%) is still owned by government, 30% by the statesand 25%
by the central government, and Indiahas several electricity transmission operators in the
country. With a government shareholding of 57.9%, the PowerGrid Corporation of India is
responsible for the inter-state transmission of electricity and the development of the national
grid and the intrastate lines are owned by the state transmission utilities.As recent reforms
opened the sector to private or merchantinvestment, private-sector entities alsobuild, own and
operate interstate transmission lines. Overall, India's power system has undergone massive
transformation, thanks to significant reforms by the Government of India (Beyer 2020).
However, some of the toughest, and most-needed, reforms in particular electricity tariff system
reform remain tobe achieved (ibid).

4. Technicaldimension

India has set up various MRV institutions, driven by international reporting commitments and
domestic policymaking goals. However, there isno overarching GHG MRVlaw in India (TERI
2020). The mostimportant MRVinstitution is the Indian Network on Climate Change
Assessment (INCCA). Established in 2009, it isresponsiblefor national inventory and climate
research. [treports toand works under the MoEFCC and receives financial support mainly from
international donors.3° The group is splitinto two clusters, one focussing on estimating GHG
emissions for national inventories (involving some 60 institutions) and the oth er focusing on
impact, vulnerability and adaptation assessments (UBA 2013, p. 79).

Indiatakes a project-based approachtoits national GHG inventory. The inventory is compiled by
a central unit called the NATCOM (National Communication) Cell /Project Mana gement Unit
(PMU), an ad hoc entity that runsunder the GEF-UNDP-GOINATCOM project (TERI 2020, p.
18).3' The inventories are finalised based on technical and stakeholder consultations and a final
review by the National Steering Committee (NSC), an inter-ministerial body chaired by the
Secretary MoEFCC (ibid). A technical advisory committee (TAC) is also established with experts
from academia, research, and other relevant groups. Expert institutions are contracted for each
inventory circle separately.? Overall, the data collation and inter-ministerial coordination are
conducted only on ad-hocbasis and data collection is decentralised (TERI 2020).

India has submitted two nationalcommunications (NCs) to date, with the third in preparation.
The first in 2004 included the first national inventory for 1994, and the second in 2012 with data
for 2000 and 2007 (UNFCCC2021).In addition, it has submitted two Biannual Update Reports

30Such as the Global Environmental Facility (GEF) through United Nations Development programme (UNDP).
31'The unitis a team of individual consultants reporting to a senior officer of the ministry (UBA 2013; Government of India 2 012).

32This means thatacross differentinventory circles the data collection for certain sector may be done by the same or different
institutions depending on the availability of capacity and financial resource.
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(BURs) (2016 and 2018).India’s firstinventory used the [IPCC 1996 guidelines and covered a
limited scale: only emissions of CO2, CHsand N20 by main sources are covered. After the INCCA
was established, an inventory for the year 2007 was set up and published in 2010 (Ministry of
Environment and Forests Governmentofindia 2010; UBA 2013). [tincluded major
improvements in the level of detail and used country-specific emission factors (ibid). However,
as mentioned, the MRV exercise in India takes place irregularlyand takes a project-basedand
decentralised approach.

Private sector and other non-governmentactors have also taken initiatives to collect activity
dataand prepare inventories on a voluntary basis. Most significant among these include GHG
Platform India, India GHG Programme and the Carbon Disclosure Project. However,these
initiatives often face issues of data availability, comparability and completeness. Most of them
are also limited toa particular sector(s) (TERI 2020, p. 22).

Furthermore, thereisalackof institutional and financial capacityat the national level to prepare
BURs and NCs sustainably. The country could potentially build on this current practice and move
beyond the project-based ad-hocapproach by establishing a permanent central agency (ibid, p.
26).33 Overall, India needs toimprove its institutional capacity and the regulative framework of
its MRV system, if it is to successfully pursue a carbon pricing policy. Particularly for an ETS, a
robust facility-level (as opposed to entity-level) MRV system is necessary.

More broadly, India has already explored several MBMs to promote domesticrenewable energy
and energy efficiency. These policies help build technical and institutional capacities relevant to
carbon pricing, such as those related tobenchmarking, MRV, market infrastructure (e.g.,anIT
system, registry and trading platform) and trading regulations (PMR 2017a; UBA2019). These
could be the foundations of the technical expertise required to operate the various elements ofa
functioning carbon pricing policy.

In addition, India has more than a decade of experience with project-based GHG crediting
mechanisms, most prominently under the UNFCCC’s Clean Development Mechanism (CDM). The
country has also worked with voluntary offsetting standards such as the Verified Carbon
Standard or the Gold Standard and has had first experiences with REDD+ (UBA 2019). Since
2005, Indiahasbeen an active participant in the CDM, registering the second highest number of
projects globally, representing 15.98% of CDM projectsin Asiaand 12.7% of global CDM
projects (PMR 2017a). This can facilitate the adoption of carbon trading, as it creates regulatory
expertise and vested interestsin such a policy (Paterson 2012; UBA 2021).

India has alsoparticipated in the World Bank’s Partnership for Market Readiness (PMR) but
made limited progress. The country was granted USD 8 million in funding under the PMR in
2017 for three projects: piloting an MBM for the waste sector; pilotingan MBM for the Micro
Small and Medium Enterprises (MSME) sector; and developing a National Meta Registry (PMR
2017b). However, only the second made progress (PMR 2019a).34

Indian companies have made their own efforts towards carbon pricing. In March 2020, 40 large
Indian companies were reported to have priced or are planning to price carbon internally
(Chandra 2020). Non-state institutions like CDP India are alsoworking with business to
promote the carbon pricing agenda. According to CDP and TERI (2019), there are a growing
number of Indian companies taking up internal carbon pricing (ICP), dominated by high emitting

33 This could also build on broader environmental and energy legislative, regulative, and institutional processes. For example, its
Central Pollution Control Board (CPCB) monitors and collects data on environmental pollutants and gases (non -GHG), and the BEE
hasrequired the designated consumers (DCs) under the PAT Scheme in the 11 energy intensive sectors to provide reports
containing energy consumption data.

3*This may be also partially due to India’s general election in 20109.
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sectors such as materials and manufacturing, with 13 ofthese 40 companiesin these sectors. An
ICPis a voluntarily determined price used within a company to value the cost of a unit of COze
emission. Arange of carbon pricing types are used in their ICP initiatives, including a shadow
price,and implicit price, offsets, and internal fees. These actions help develop businesses’
capacity regarding MRV, carbon management and pricing. They can also enhance the business
community and general public’s acceptance of carbon pricing.

Institutional fragmentation may pose challenges for carbon pricing policy both regarding how
policy interactions can be managed and whetherthe involved ministriesand agencies can work
together effectively. In particular, India’s energy sector is overseen by a multi-ministerial
structure thatincludes the MoP, MoC, MoPNG, MNRE, the Departmentof Atomic Energy, the
BEE, the Central Electricity Regulatory Commission (CERC) and Planning Commission, among
others (Simmons and Chapman 2014;1EA 2020). Differentactors among them are involved in
India’s existing MBMs on renewable and energy efficiency. For example, the REC scheme was
established by the CERC while RPO obligationsare decided by each state’s State Electricity
Regulatory Commission (SERC). PAT is mandated by MoP and implemented by BEE, an agency
under it with the CERC acting as the market regulator by defining the regulatory framework for
trading ofthe energy saving certificates (Moarif and Rastogi 2012; I[EA 2019b).3* Without
concerted efforts to demarcate roles and processes, the current complex configuration of
responsibilities across ministries and agencies could impede the smooth operation ofa carbon
pricing policy.

The experience with these MBMs alsoillustrates another key technical and institutional
challenge: coordination between the central and state governments. For example, REC has faced
a major problem regarding lack of compliance of the obligated entities, as enforcement
responsibility lies within the hands of individual state governments who tend to shy away given
their high prioritisation of energy supply stability (PMR 2017a; UBA 2019). In the Indian context
the coordination with state governments regarding the implementation and enforcement of an
ETS maybe more critical as compared toa carbon tax. However, India’s experience with the coal
tax hasalso revealed potential issues for alevy system such as states keeping the revenue for
their own use rather than transferring toa national fund as requested by the federal
government. IfIndia choosestoimplementa carbon tax, it would need to coordinate its policy
design (such as the scope and level of the levy) with the existing coal and other fossil fuel taxes
and ensure that the revenues are collected and used in a way thatare agreed and actually
implementedbetween the central and state governments.

5. Multilateral dimension

India’s integration with the globaleconomy has risen significantly since the 1980s,3¢in tandem
with the country’s accelerating economic growth. Beinga WTO member since 1995,a member of
the South Asian Association for Regional Cooperation (SAARC) and a signatory country tothe
South Asian Free Trade Area (SAFTA); India’s international trade (the sum ofimports and
exports) hasincreased from 14.1% of India’s gross domestic product (GDP)in 1980-1984 to
51.3%in2011-2015 (World Bank2017). More than halfthe revenue of some of India’s largest
companies such as the Tata Group now comes from outside India, and the country’s banks and
companies have also started tobe active in international capital markets. (Dasetal. 2017)

India’s top trading partners are the EU, the US, the UK, China and other Asian countries like
Singapore, Bangladesh, and Nepal (World Bank 2021; European Commission 2021; UBA 2021).
Amongthem, the EU (and Germany which as a single country ranks 8tramong India’s exporting

35 See also https: //www.weforum.org/agenda/2015/09/what-is-the-future-of-indias-climate-governance/

36 In particular through a series of macroeconomic reforms started in 1991.
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partners), the UKand China all have a domestic ETS in place. The EU is also considering a Carbon
Border Adjustment Mechanism (CBAM), and the Biden administration in the US has hinted its
interest to explore this instrument as well. India’s exportportfolio sees a mixture of carbon -
intensive and other types of products (World Bank2021). The impact of a CBAM would much
depend on the level at which the price of carbon is set (or is market-determined) and the basis
adopted for the imposition of a carbon tax on imports (Goldar and Bhalla2012).In any case, the
potential negative impacton India’s domestic manufacturing valueadded and employment
could be substantial (ibid).

Regarding foreign investments, Singapore emergedas the largest source of FDI in India during
thelast fiscal year with USD 14.67 billion in investments. It was followed by Mauritius (USD 8.24
billion), the Netherlands (USD 6.50 billion), the US (USD 4.22 billion), the Cayman Islands (USD
3.7 billion), Japan (USD 3.22 billion), and France (USD 1.89 billion) (Invest India (National
Investment Promotion and Facilitation Agency of India) n.d.). The major sectors attracting FDI
are services, computer hardware and software, trading, telecommunication, and tourism
(Statista 2020). Hence, the overall threat ofinternational arbitration disputes to stall India’s
action on climate change with carbon pricing is arguably limited.

India’s participation in international carbon pricinginitiatives is limited.Other than the PMR, a
recentinitiative is the Climate Warehouse,where the World Bankis working to support client
countries through analyticaland technical workto participate in post-2020 climate markets.
Thus far, asset development efforts have focused on several countries, including India (World
Bank2020b, p.91). The Indian government has not yet participated in the Bank’s Carbon Pricing
Leadership Coalition (CPLC) although twoIndiancompanies are partners.

India’s broader diplomaticinterests may contribute positively toa carbon pricing collaboration,
especially with other big powerslike the EU and China turning increasingly to carbon pricing as
a central climate policy instrument. India’s involvementin the G20, Major Economies Forum on
Energy and Climate (MEF), BASIC (Brazil, South Africa, India, and China), and BRICS (Brazil,
Russia, India, China, and South Africa) can also have an impact. India does have international
climate diplomacy ambitions, which may in turn inject momentum on promoting carbon pricing
within India. For example, India jointly launched the International Solar Alliance (ISA) in the
lead up to the UNFCCC climate conference (COP21)in 2015 (International Solar Alliance 2020).
Headquarteredin India, the initiative aims to help countrieslocated in the intertropical zone to
access solar energy technology more easily. In thisregard, ifIndia decides to establishan ETS it
could potentially facilitate regional or international trading with other countries which
generatesinternational climate diplomacy benefit - thisisa unique advantage of ETS as
compared tocarbon tax (UBA 2021).

Indiaisalso part of emerging efforts among South Asian countries to cooperate on climate
change. South Asiais not only very disaster-pronebut alsothe most densely populated
geographical region where the majority of world’s poor and vulnerable are tobe found (Pandey
2015).%7 Several attempts have been madeto promote regional climate collaboration and create
a common framework for action in implementing coordinated policies (Huque 2018). Key
initiatives are the South Asian Association for Regional Cooperation (SAARC) and the South Asia
Cooperative Environment Programme. However,internal tensions resultingfrom “geopolitical
imbalances” tend tohinder the progress of meaningful regional environmental and climate
cooperation, and these regional initiatives seem to focus more on adaptation (ibid). In addition,
as compared to other sub-regions in Asia such as East Asia and Southeast Asia, South Asian
countries have yet to pickup the carbon pricing agenda regionally; momentumin individual

37The countries in the region include India, Nepal, Pakistan, Bangladesh, Sri Lanka, Bhutan, the Maldives, and Afghanistan.
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countries islimited (World Bank 2020b; ICAP 2020), with Pakistanthe only country considering
anETS.

6. Carbon pricing readinessand options

India’sreadiness and options towards carbon pricing present a mixed and complicated picture
based on the preceding analysis.As one of the world’s most populous, fastest growing, largest
GHG emitting, major energy (especially from fossil fuels) consuming countries, India’s sheer and
growing size indicates great potential for deploying carbon pricing as a cost -effective and
flexible way toachieve emissions reductions. In addition, India’s integration into the global
economy, broader diplomaticinterests, and the increasing threat posed by its major trade
partners’ potential tointroduce CBAM policies could also motivate the country to make progress
on carbon pricing. However, India’s per capita GDP and energy consumption are both low, and
inequality remains a major problem. India therefore sees economicand social development as
the highest national priority. This might act againstpricing carbon which is often viewed as
adding costs to industrial sectors which provide employmentand income. Related to this, the
huge vested interests of the fossil fuel sectors also pose challenges for a carbon pricing policy to
take off the ground.

In terms of carbon pricing instrumentchoice, different factors tend to favour different
instruments. The weakregulatory and institutional capacity for MRV and insufficient
enforcement at the subnational level would support a national carbon tax as the preferred
instrument. Existing market-based instruments (and the associated regulatory,technical and
institutional experience), extensive experience with project-based mechanisms, business
sector’s own initiatives and a trading system’s advantage of providing flexibility and potential
for regional or internationaltradingmay favour an ETS.

Either way, India’s climate policies must continue tobe designed tomeet both development and
environmental goals. Asits NDC states, ‘the Indian development process is guided by the
aspiration of making India prosperous and progress on the path of “Development without
Destruction”. Any carbon pricing instrument would benefit from highlighting the instrument’s
co-benefitsand how these can be realised. Another common challenge for a carbon pricing
instrumentin India, regardless ofits form, is the issue of policy interaction and institutional
coordination. The government must answer key questions includinghow a new carbon pricing
instrument could best fitinto the existing policy mix with a range of policy instrumentsalready
covering upstream and downstream portions of the GHG emissions profile, across various
sectors,and whether further streamliningis needed. Regarding institutional coordination,
effective cross-ministerial coordination at the central level as well as federate -state alignment
are key pre-conditions for effective carbon pricing in India.
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A.5 Indonesia Factsheet

Overall

Capital

Govt
structure

GDP
GDP per
capita

Population

Legal

Key
government
departments

Key legal
instruments

Related
policies

FDI

Indonesia
Political
Jakarta Electricity
from fossil
fuels
Presidential representative Brown lobby
democraticrepublic
USD 3,338.1 billion(2019) Green lobby
USD12,334.9 (2019)
270.6 million (2019) Perceived
corruption
Economic

Coordinating Min.forEcon.
Affairs; Min. of Environmentand
Forestry; Min. of Energy &
Mineral Resources; MoF; Mol;
Environment Fund Agency; Nat.
Dev. Planning Agency

2007 RANPI; 2011 RAN-GRK;
2017 Government Regulation on
Environmental Economic
Instruments

2014 National Energy Policy;
2010 Climate Change Sectoral
roadmap

1.8% of GDP (2019)

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market

75

84.0% of total generation(2019)

Indonesian Coal Mining Association
(APBI); Indonesian Electrical Power
Society (MKI); IndonesianIndependent
Power Producers Association (APLSI)

WAHLI; Golongan Hutan

Score=40(2019)
Min=9; Mean=43; Max=87,
Germany=80

Upper-middleincome

38.2(2019)
Perfect equality/inequality=0/100;
Germany=31.9(2016)

Value-added: 38.9% of GDP (2019)
Employment: 23% of total (2020)
CO2 emissions: 65.9% of total (2018)

31.6% of GDP (2017)

Single buyer model; partially
liberalised
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Technical

MRV status

UNFCCC
reporting

Experience
with carbon
markets

Participation
in WB
initiatives

Indonesia

REDD+scheme; GIZand PMR
assistancein MRV development

2 BURs submitted; receiving
assistance from GEF in drawing
up 4th

JCM; CDM; REDD+scheme

Not a CPLC partner
PMR implementing country

Carbon pricing readiness and options

Multilateral

Openness

International
agreements

NDC

NDC
assessment

37% of GDP (2019)

WTO (1995); ASEAN (1967); RCEP
(2020)

(Un)Conditional: (29%) 41% reduction
including LULUCF in GHG emissions by
2030 compared to projected BAU | evel

Highly insufficient (CAT);

NDC welcomes market mechanisms
thatfacilitate and expedite tech. dev.
and transfer, paymentfor
performance, technical cooperation,
and access to financial resources

e Anestablished legal frameworkisin place. An ETS is legally mandated and set to be fully operational by

2024.

e Significant experience with existing market mechanisms and international cooperation, advanced MRV
infrastructure and assistance from multilateral carbon pricing initiatives such as the World Bank PMR and
German GIZ hold promise for the launch of its own system. Voluntary ETS pilot scheme announced in

March 2021is setto inform the development of a national ETS.

e Potential barriersinclude the onlypartial liberalisation of the el ectricity market where state-owned
utility PLN holds a virtual monopoly; difficulty to reform market due to constitutional constraints.

1. Political dimension

Indonesia’s economy is in large part still dominated by fossil fuels. 84% of total electricity
generation in Indonesiain 2018 and almost three quarters of the country’s total primary energy
supply comes from coal, 0il, and natural gas. Oil and gas production in particular have along
history. Indonesia has played a significantrole in the international development of production
sharing contracts between governments and extraction companies and the commerecialisation of
liquified natural gas (PwC Indonesia2019). Coal is a crucial driver of economic growth, set to
contribute 30% of the total national primary energy mixby 2025 (NEP 2014). Over 300 power
plants are currently operating, under construction or planned (Coal Plant Tracker 2020). In fact,
rather than phasing out coal, Indonesia increased its coal capacity from 26,800 MW in 2018 to
27,100 GWin 2019 (Climate Transparency Report2020), further increasing the risk of stranded
assets. The 2018 national electricity development plan (RUPTL) indicates that coal -fired power
plants will make up 37% of the increase in installed capacity by 2027.Althoughrecent years
have seen a relative stagnation in oil and gas production due toregulatory instability and an
uncertain investment climate, domesticdemand for electricity continues to grow. The vested
interests of these carbon-intensiveindustries could pose a significant political barrier to the
successful introduction of carbon pricing. Particularly in view of the Economist Intelligence
Unit’s assessment of Indonesia as a “flawed democracy” (EIU 2019), politics is seen to be
susceptible tothe influence of prominent groups such as the Indonesian Coal Mining Association
(APBI); the Indonesian Electrical Power Society (MKI), which voices views on technology, the
business environmentand regulations for the power sector to the government; and the
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Indonesian Independent Power Producers Association (APLSI), which strives toworkalsoat the
international level.

Green groups can work to counteract the carbon-intensive industries' resistanceto carbon
pricing. However, the green lobby has “little sway” in Indonesia (Diela and Widianto 2020).
Environmental issues are often reported rather as social justice issues, so green NGOs’ agendas
struggle with being “hijacked” in the debate (Parker and Prabawa-Sear 2020). The most
influential organised groups include the Indonesian Forum for the Environment (WAHLI), which
is part of the Friends of the Earth Internationalnetworkand unites more than600
environmental advocacy NGOs and individuals across the country; and the Golongan Hutan
(Golhut) coalition, of which Greenpeace Indonesia is also part, working to hold political
candidates accountable for environmental issues (Walton, 2019).

General trustin publicinstitutions and the population’s attitude to green issues also play arole
in the viability of carbon pricing. Despite a dip in confidence since the COVID-19 pandemic, 60%
of surveyrespondents still atleast “somewhat” trust the administration. Indonesia’s average
score of 40 (global mean 43)in Transparency International’s perceived corruption index38is
explained by the country’s history of corruption in publicinstitutions, whichhas toan extent
also warded off foreign investment (Cook 2019). Indonesia’s coastal geography and resulting
vulnerability tothe impacts of climate change were again made starkin January 2020; severe
flooding affected more than 18,200 people (AHA Centre), and the aftermath spurred (although
short-lived) public criticism of the government’s handling of climate issues (YouGov 2019).
However, 18% of Indonesians donot believe in anthropogenic climate change, one of the highest
percentages among the world’s 23 biggest countries (ibid), and there has been no significant
public protest against for instance coal thus far, due to electricity needs trumping environmental
concerns (Palma 2018).

Indonesiais a presidential constitutional democracy. Describedas “presidential with
parliamentary characteristics” (King 2009), power is largely decentralised tolocal and
provincial governments. For alarge part of Indonesia’s democratic period since 1998, the
political campaigns of both Islamicand pluralist parties were collaborativeand “lacked
ideological competition”, but since 2014 politics has polarised significantly and become much
more religiously charged (Warburton 2020). Despite this, research has shown that outside of
views on Islam’s role in society, there is an ideological convergence among political parties
across abroad spectrum of policy areas (Aspinall etal. 2018). The Indonesian Green Party was
establishedin 2012 and has membersin all 34 provinces. After some failed attempts, it
continuestoseek registrationinthe 2021 generalelection, actively supportedalsoby WAHLI
and the Australian Greens (King 2019; CNNIndonesia 2019).

Despite Indonesia’s heavy reliance on fossil fuels, the government has given carbon pricing -
particularly an ETS - serious consideration since 2017. A carbon market strategy is now firmly
in place. Regulations for a two-phase pilot market initially covering the power sector launched in
2021 (ICAP 2021a). The first pilot phase, announced in March and initially running until August
2021, isvoluntary and intensity-based, with participants trading allowances and offset credits
from renewable energy generation. It covers 80 coal-fired power plants (74% of which owned
by state-owned utility PLN) and over three quarters of CO2 emissions from the power sector.
This will move to a mandatory ETS with auctionsin the second pilot phase, with the voluntary
ETS continuing operation until the national ETS is implemented. Full operation of an ETS is
mandated by 2024. The process has been orchestrated by the Coordinating Ministry for

38 Higher values of the index indicate lower perceived corruption. For reference, the value of the index in Germany is 80 in 2019. For
details see https: //www.transparency.org/en/cpi/2020/index/nzl.
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Economic Affairs but broader control of the ETS will lie with the Ministry of Environmentand
Forestry (MoEF) (ICAP 2021b; Reklev 2019).

2. Legaldimension

After a series of constitutional reforms lasting from 1999-2002, Indonesiaconfirmed the
principle of separation of powers (Mahfud 2011); today, the presidentis both head of state and
the government. The executive branch consists of the government and includesa cabinet, and
legislative power lies with both the government and the two People’s Representative Councils
(the DPR and the DPD). Commission VII of the DPR is responsible for developing energy and
environmentregulations and approving energy-related legislation. Tobecome law, a bill can
come from the DPR, DPD or presidentbut mustbe approved by both the executiveand
legislative branches, meaning the president—currently Joko Widodo since April 2019 —holds
significant veto power (Sherlock2010). Natural resource managementand environmental
considerations are devolved and are today the jurisdiction of district governments, who may
keep most revenues generated through this. Thishasbeen seen toaccelerate the degradation of
natural resources, as short-termgains from extraction or exploitation are prioritised (ADB
2005). Thejudiciaryisindependentofboth the executive and the legislature, but corruption is
rife (US Department of State 2020), potentially jeopardising the protection that market players
need following the introduction of a carbon price.

Indonesia has passed “meaningful” legislation on climate change. However, key initiativesare
often partof “decrees and regulations passed by individual ministries” rather than
parliamentarians, rendering them “less effective” due toa structural hierarchy inherentin the
Indonesian legal system (Nachmany etal. 2014). The 2007 Action Plan to Respond to Climate
Change (RANPI)launchedby the MoEF was its first major legislative climate response. This was
followed in 2008 by the formation of the National Council on Climate Change by 17 Ministers
and chaired by the president. The Council was tasked with coordinatingclimate policies,
including establishing a carbon tradingmechanism, butafter agovernmentreshufflein 2015, it
was disbanded and its responsibilities transferred to the Coordinating Ministry for Economic
Affairs (World BankPMR 2017).In 2010, the government introduced the Climate Change
Sectoral roadmap and Climate Change Trust Fundto help connectinternational climate finance
and domesticinvestment (Tanzler and Maulisia 2013). Indonesia’s flagship climate law, the
existence of which is highly conducive to the successful establishment of carbon pricing policy, is
the 2011 National Action Plan toreduce emissions Presidential Decree (RAN -GRK). This
framework document covers 70 programs in the forestry and agriculture, energy and
transportation, industry and waste sectors and across all levels of government, the private
sector, and civil society; itis the foundation of Indonesia’s Nationally Appropriate Mitigation
Action (NAMAs) that also use financial instruments such as taxation and investmentpolicies
(Nachmanyetal.2014).In 2017, the Government Regulation on Environmental Economic
Instruments was passed, providingfoundations for an ETS by mandating implementation by

2024; apresidential regulation is scheduled for 2021, which will provide a national framework
for carbon pricing (ICAP 2021a).

These regulations and policies support Indonesia’s NDC: a commitment toreducing GHG
emissions by upto 41% by 2030 compared to projected BAU levels (29% unconditionally, with
anadditional 12% if provided support by developed countries) (Government of the Republic of
Indonesia 2016). Other relevant laws include the 2004 Ministerial Decree that promotes RE and
energy conservation from all fronts: investment, financial incentives, energy pricing, R&D, and
RE institutionalisation. The Minister of Energy and Mineral Resources’ (MEMR) National Biofuel
Roadmap 2006-2025 aims to increase the uptake of biofuels toreplace fossil fuels. The 2014
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National Energy Policy also aims to gradually reduce electricity subsidies and includes a 23%
renewables targetin the primary energy mix by 2025 (NEP, 2014).

Foreign directinvestment, 1.8% of Indonesia’s GDP in 2019, is a significant economic driver in
the country (World Bank 2019), but corruption, regulatory uncertainty, ambiguous legislation
concerning tax enforcement, and bureaucraticinefficiencies have frustrated foreign investors.
President Jokowi’s economicreform agenda seeks to incentivise investmentinto certain sectors,
including export-oriented manufacturing, oil and gas refineries, and petrochemicals (US
Department of State 2020), which may not bode well for the environmental policy agenda.
Singapore, the Netherlands, the United States, Japan, and Hong Kong were the top sources of FDI
in 2018 (ibid).In 2019, 42.9% of FDI flowed to the manufacturing sector,and 14.9% to mining,
quarrying, electricity, gas, and water (Santander Trade 2019). Indonesia has signed
international investment agreements with 41 countries, including several regional
arrangements such as the ASEAN Economic Community since 2016; the Regional
Comprehensive Economic Partnershipsince 2020; and a commitment to ratifying the ASEAN
Comprehensive Investment Agreement (ACIA), which covers the manufacturing, agriculture,
fishery, forestry, mining and quarrying sectors (US Department of State 2020). Indonesia has in
the past faced seven investor-state dispute settlement arbitration cases, althoughnone were
decided against Indonesia. Policymakers are increasingly alert to the slowness and high cost of
the court system as it works in international arbitration (ibid) - with the potential to stoke
unease regarding the riskofinternational arbitration and carbon trading.

3. Economicdimension

Indonesiaisan upper-middle income country and the 7t largest economy in the world by GDP
(using PPP adjusted figures) and the largestin South East Asia. It has a young population, with
over 270 million inhabitantsin 2019 and is still growing. The country has significant fossil fuel
reserves, particularly coal, with its reserves-to-production ratio showing that coal could last for
60 years (BP 2018).In 2019, Indonesia exported the second most coal in the world (232.3 Mtoe)
after Australia and showed the highestgrowth in coal exports (IEA 2019). It has had staccato
membershipto OPEC since 1961 but since 2004 is a net oil importer, due tolarge increasesin
demand (Guild 2020). Although gas production has slowed in recent years, Indonesiawas still
7t in the world for LNG exportsin 2018 (OIES 2020), and state oil and gas company PT
Pertaminaisthe only Fortune 500 company in the country. In the same year, Indonesiaemitted
542.9 million tonnes of CO2, and its emissions have increased more than fourfold since 1990.
The distribution of emissions spans electricity and heat production (40.1%), transport (28.6%),
and industry and energy (26.2 %), with buildings, agriculture, and fishing making up the rest
(World Bank2019). The emissions-intensiveindustrial sector, consistingof mining and
quarrying, manufacturing, construction, and publicutilities, contributed to almost 40% of GDP in
2019 and 23% of total employmentin 2020 (ibid). The government plays alarge role in the
country’s market economy, setting prices for basicgoods including fuel, rice, and electricity.
Differing from some of its Asian neighbours such as Malaysia, Singapore or Thailand, Indonesia’s
economy is driven much more by domesticactivity than exports. What it does export—oil and
gas, coal, minerals, electrical equipment, crude palm oil—goes mostly toJapan, China, India,
Singapore, and South Korea (Asialink Business 2020; IEA 2019).

The fiscal burden of fossil fuel subsidies in Indonesia is very high—31.6% of GDP in 2017 (IMF
2017)—and the government has committed to phasing out this “wasteful spending”, with energy
subsidy reforms underway since 2015 (MEMR and MoF Indonesia 2019). Still, in June 2020, the
price of electricity in Indonesia remained well below the global average,at USD 0.105 per kWh
for households (Global Petrol Prices 202 0). Low-income households are heavily subsidised,
payingless than a third of the average electricity supply costin 2017 (PLN 2017). The
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government haslargely alsokept fuel and electricity prices stableto maintain citizen’s
purchasing power (PwC Indonesia 2018), and there isa broad expectation thatthe public will be
“shelter[ed]” from price changes (Laan and McCulloch 2019). This may prove problematicin
terms of publicacceptance ifthese pricesincrease for the consumer because ofa passed down
carbon price.

The MEMR is tasked with creating and implementing energy policy via the Directorate General
of Electricity and the Directorate General of New and Renewable Energy, and Energy as well as
with regulating Indonesia’s power sector. The generation capacity in Indonesiastruggles to meet
demand, and several regions still suffer from blackouts.

Power market reform began in the early 1990s when the generation market was opened to
competition and IPPsbegan tobuild, install and operatepower plants, and thensell electricity to
state-owned utility PT Perusahaan Listrik Negara, or PLN for short, for distribution. The 2002
Electricity Law expanded this competitive structure alsointo the retail market, but this was
reversed twoyears later when the Constitutional Court ruledthat electricity is a publicgood and
should therefore remain exclusively under governmental control (ibid). Today, Indonesia’s
electricity market is still dominated by PLN, which holds a de facto monopoly over generation,
transmission, and distribution. Despite PLN’s engagementwith IPPs since 1985, IPPs are in
effectan “out-sourced element of the PLN monopoly supply chain”, and Indonesiafits broadly
into the single buyer model. Until 2013, PLN’s revenue was also directly affected by regulated
tariffs set (with a few exceptions) by the government and approvedby parliament. If prices fell
below the cost of production (as it often did) the Ministry of Finance compensated PLN through
a subsidy. Since then, the stabilisation of the average cost of electricity supplyand PLN’s
increased ability to pass on costs to consumers have stabilised the electricity subsidy (Setyawan
2014; PwCIndonesia 2018).

Despite constitutional barriers to electricity marketrestructuring and disincentives to foreign
and domesticinvestment stemming from artificially low electricity tariffs, ithas been argued
that there is much room for incremental reform toimprove incentives, such as the removal of
the price cap on mandatory sales of domesticcoal to PLN, and thereby bring down the cost of
generation (Purra2010). However, the lack of a competitive mechanismto coordinate IPP and
PLN generation and the existence of alegal mandate for PLN to provide energy at an affordable
price (Guild 2019) means there is still along road to reaching wholesale and retail competition
where a carbon price would be passed down to consumers toincentivise emissions reductions.

Indonesia has significant potential for renewables, particularly geothermal (due toits location in
areas of high volcanicactivity) and biofuels (Pujantoro and Tampubolon 2020). Although 16.7
GW of installed RE capacity is planned by 2028, and policies have beenintroduced to spur
renewables, such as the Biofuel Roadmap 2006-2025 and the 10,000 MW Crash Programme for
geothermal, regulations have beenseen to make investment in renewables unattractive (Climate
Transparency 2019). Feed-in-tariffs were introduced in 2011 for solar, biomass, wind, and
hydropower. However, costs were largely absorbed by PLN ratherthan consumers,and an
unpredictable regulatory environmentonce more stymied investor confidence (Guild2019).
Indonesia’s easy access to fossil fuels, the influential brown lobby, and limited regulatory quality
meant there was nosignificant boost to renewable energy growth (ibid). Regulation under the
2014 National Energy Policy requires the development of RE to consider “economic viability”
(PwCIndonesia 2018). Furthermore,a 2017 directiverequires RE producers tosell to PLN at
85% of the average generation costin each local grid, meaning they compete directly with cheap
PLN power from coal, and there islimited possibility for wider uptake (Palma 2018).
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4. Technicaldimension

A robust MRVinfrastructure and government knowledge and capacity are criticalto the success
of carbon pricing. Indonesia already has solid, “deeply institutionalised” experience with MRV in
the forest management sector, thanks toitsinvolvement in the REDD+ scheme and the
mobilisation of new actors and resources, and the formal anchoring of MRV responsibilities in
regulatory arrangements (Ochiengetal. 2018). GHG MRVin Indonesiais currently coordinated
by the Minister for Environment and is conducted in a semi-decentralised manner with the help
of several digital registry systems such as the web-based ‘PEP’ tool (Prihatno2019b). An MRV
system is already in operation for the industry and power sectors. To further Indonesia’s
technical capacity in thisregard, the German GIZis currently implementing a (sub)national
capacity-building project designed to help consolidate arobust MRV system by integrating PEP
and establishing a data management system (BMU, 2021). Lackingstill is governmental
expertise in the energy, waste, and the industrial sectors (Prihatno 2019a), but Indonesia has
already received support from the World Bank’s Partnership for Market Readiness initiative,
through which the design of governance aspects of the MRV system in these sectors hasbeen
mapped (World Bank PMR 2017). Capacity-building efforts for MRV targeting relevant senior
government staffand private sector stakeholders have alsobeen part ofthe PMR strategy, which
is beingimplementedin partnership with the UNDP (ibid). A pilot MRV programme for GHG
emissions waslaunched in the Java-Madura-Bali grid (covering approximately 70% of electricity
demand)in 2018 (ICAP 2021a). After astudy and stakeholder consultation on four market-
based instruments were conductedin 2018, a pilot ETS was chosen for further d evelopment.
The newlylaunched voluntary ETS pilot will further familiarise stakeholders with compliance

and offset mechanisms and provide the relevant technical exposure to such a system (ICAP,
2021b).

Indonesia’s publicsector institutional capacity for policymaking has in the pastbeen hindered
by bureaucratic overlap between key stakeholders such as the Ministry of Finance and Ministry
of Energy, and lack of coordination, resulting in ad hoc processes and lack of clarity (Warburton
2016).Inthe private sector, large multinationals that actively factor carbon pricing into their
growth strategies operate out of Indonesia, includingShell, BP, and ExxonMobil; the former two
have also announced 2050 net zero targets. However,in 2019, the WEF Global Competi tiveness
Index ranked Indonesia 74t in the world for strength ofauditing and reportingstandards within
corporate governance (Schwab 2019), indicating the private sector’s perhaps weaker capacity to
complywith a carbon price.

5. Multilateral dimension

Indonesia has held membershiptothe WTO since 1995 and is part of the G20, giving it firm
standingin terms of global economic cooperation. The country is also one of the original five
members of ASEAN, which has played an importantrole in its foreign and security policy.
However, studies have concluded that Indonesiahas shown “inert attitudes” towards deeper
regional economicintegration within the ASEAN framework due to reasons of competitiveness,
particularly underthe incumbent]Jokowiadministration (Artner 2017; Heiduk2016). Despite
this, in November 2020, Indonesia signed the Regional Comprehensive Economic Partnership, in
doing so becoming part of the world’s biggest free trade blocand giving it greater platform to
cooperate internationally.

Indonesia’s main trade partnersinclude China, Japan, the United States, and India (World Bank
2019). Its ties with countries in the region that already place or are considering a price on
carbon are an important factor in its trajectory towards its own carbon pricing instrument and
hold potential for symbiotic carbon market exchanges. These include China, where a national
ETS covering the power sector launched in 2021 in addition toits existing ETS pilots in
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subnational jurisdictions; Singapore, whichhas had a carbon tax effective since January 2019;
and Japan, which has both a carbon tax and subnational baseline and credit systems. (World
Bank2020). The ASEAN states have alsoagreed on key targets, includinga 30% reduction in
energy intensity and an increase in the share ofrenewablesin the energy mixto 23%by 2025
(compared to 2005 levels) (ASEAN 2019); levels ofambition here are also expected torise
(Phouminetal. 2021).Indonesiais alsoinvolved in the ASEAN Center for Energy, which
represents the Member States’ interests in the energy sector, aswellasina UNFCCC
Collaborative Instruments for Ambitious Climate Action (CI-ACA) study on cooperative MRV
alongside other ASEAN states as a building block for potential regional carbon market
developmentin the future (UNFCCC 2019). Furthermore, it partakes in the ASEAN Climate
Change and Energy Project (ACCEPT), aregional climate policy and carbon pricing initiative
funded by the Norwegian Government whose Secretariatis located in Jakarta. The bilateral
relationship with Norway has been cementedsince 2010;in 2020, Indonesia receivedits first
USD 56 million result-based payment from Norway as part of the REDD+ cooperation scheme,
which allows the country to generate forestry offset credits that can then be counted towards
Norway’s emissions targets (Oktavianti 2020). These activitiesare all likely to facilitate the more
extensive use of carbon pricing in Indonesia.

Indonesiais an implementing country of the World Bank’s PMR, through which a framework for
a market-basedinstrument was developed throughout 2017;this was supervised by a dedicated
Working Group led by the MoEF (World BankPMR 2017). Experience with international market
mechanismsis also critical to the functioning of a national carbon pricing policy. For Indonesia,
thisincludes with the Japanese Joint CreditingMechanism, with 26 registered projects to date,
and the Clean Development Mechanism, hosting 153 projectsto date. Indonesia has also taken
membershipactions to 297 multilateral environment-related treaties (IEA 2020), including
regional treaties such as the ASEAN Agreementon Transboundary Haze. Indonesia’'s NDC
“welcomes market mechanisms that facilitate and expedite technological development and
transfer, payment for performance, technical cooperation,and access to financial resources”
(Government ofthe Republic of Indonesia 2016). However, the NDC is assessed as “highly
insufficient” by the Climate Action Tracker, similarly unambitious as some neighbours’ such as
Vietnam, Singapore, Australia (insufficient-critically insufficient) and Malaysia, or even less
ambitious than others’ such as the Philippines (2° compatible) (Climate Action Tracker 2020).

6. Carbon pricing readinessand options

Plansto implementa carbon pricing mechanismin Indonesia are already well underway, with
an established legal frameworkin place and an ETS legally mandated and set to be fully
operational by 2024. A voluntary pilot ETS for the power sector hasjustbeenlaunchedin 2021
and serves as preparation. Despite the influence of the fossil fuel lobby, the country has
experience with existing market mechanisms and international cooperation, aswell asa
relatively advanced MRV infrastructurein some sectors. Indonesia has alsoreceived substantial

and targeted assistance from carbon pricing capacitybuilding initiatives through the World
BankPMR and German GIZ.

Barriers that may yetimpede the efficacy of such a market-based policy instrument include
fossil fuel dominance and lobby power, alongside the partialliberalisation of the electricity
market, where the state-owned utility PLN holds a virtual monopoly over generation,
transmission, and distribution. The limited scope for a carbon price to be passed down to
industry and consumers could mute additional downstream abatement. Constitutional hurdles
in thisregard remain and make a market structure overhaul difficult,but incremental reform
and a continued gradual removal of subsidies to PLN would be beneficial to the success of a
carbon price in Indonesia. Past policy pushes for an increase in renewables and areduction in
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fossil fuel subsidies, for example, have alsobeen less than successful due to political economic
conditions, corruption, regulatory instability, and lack of coordination betwe en key stakeholders
and therefore lack of confidence from investors.

Several factors could help Indonesia meet these challenges,including continued support from
the aforementioned capacity-building initiatives; concerted effort and transparency from
politicians and key stakeholders keen to fulfil their promises or meet their climate targets;and
an awareness raising campaignthat could increase publicinterest in the national climate change
response. These would ultimately boost environmental issues—and carbon pricing—up the
political and social agenda.
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Malaysia E

Technical Multilateral
MRV status Partiallydevel oped with support | Openness 123% of GDP (2019)

from UNDP Low Emission

Capacity Building Program
UNFCCC 3rd biennial update submitted International | WTO (1995); ASEAN (1967); RCEP
reporting agreements | (2020)
Experience CDM; (indirect) JCM NDC (Un)Conditional: (35%) 45% reduction
with carbon in GHG intensity of GDP by 2030
markets compared to 2005
Participation | Nota CPLC partner NDC Ambition notassessed by CAT;
in WB Not a PMR partner assessment No refenceto carbon pricing
initiatives

Carbon pricing readiness and options

e An establishedenergy and environmental policy framework alongside strong regional economic
integrationprovide the foundations for the successful introduction of a carbon price in Malaysia.

e Aheavyrelianceon fossil fuels andthe resulting resistance from carbon-intensive industries, the
importance of the energy sector on exportand taxrevenues, the current political climate, and low
technical and administrative capacityare likely to be impedingfactors.

Political dimension

Vested interests of carbon-intensive industries can present significant challenges for carbon
pricing.In 2018, over 96% of Malaysia’s total primary energy supply and over 83% of its
electricity generation stemmed from coal, natural gas and oil sources, (IEA 2 018). Crucially, coal
plants were still being builtasrecentlyas 2019 (STEC 2019), increasing the risk of stranded
assets and therefore opposition towards a carbon price. Malaysia has substantial oil and gas
reserves (USEIA 2020). The countryis the 5thlargest LNG exporter in the world, and its
governmentreceives 15-20% ofits revenues from petroleum (OIES 2020), with oil and gas giant
Petronas (ranked among Fortune 500’s largestcorporations in the world) a significant
contributor to governmentrevenue (Latiff 2020) and ExxonMobil a notable actor in the energy
sector. The sudden decline in crude oil and gas exportsin 2020 due tothe Covid-19 pandemic
led to a 31.5%trade deficit (Teoh, 2020). Vested interests of high -emitting industries mean
economic priorities often supersede environmental goals, and energy policies consequently rank
affordability above reliability and sustainability (Ujang 2019). It hasalsobeen argued that the
interests of energy-intensive sectors such as oil and gas have severely impeded the development
of full solar and wind potential both politically and economically,due to high export revenues
(Greenpeace 2020).

The weight of carbon-intensive industries in resisting carbon pricing can be counteracted by
green industries. The green movement in Malaysia is arguably one of the most prominentin the
region (Yew and Tayeb 2017).Key NGOs include WWF Malaysia and the Malaysian Nature
Society and since the 1990s have increasingly formed coalitions with other community and
established groups. Such collaboration has been facilitated by access to international
environmental networks, digital media, and demonstrations, and groups have mobilised
strategically to protect natural reserves and shape national programs, such as the Low Carbon
City Frameworkin 2011 (Hassan 2016). The green lobby in Malaysia has also faced challenges,
such as therestricted registration of organisations and implied difficulty to mobilise due to
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“subtle state-imposed constraints”. Lobbying efforts by green groups have been impeded by
being portrayed as aggravatingexisting racial polarisation. The highly institutionalised party
system has in the pastresulted in friction within green movements as contentious activities
become rapidly politicised (Yew and Tayeb 2017).

Malaysia’s climate policy over the years has focused on the renewable energy (RE) industry,
including via the establishmentofthe Sustainable Energy Development Authority (SEDA) and
continuous national-level RE target-setting and policies since the 1990s. There isalsoa growing
energy efficiency industry. The Malaysia Association of Energy Service Companies was set up
under the 1999-2008 MalaysianIndustrial Energy Efficiency Improvement Project (MIEEIP), an
initiative funded by the UNDP, GEF and the Malaysian government. MIEEIP worked alongside
the government, and members had a cooperative and concerted interest in the development of
additional environmental policies including carbon taxes and markets.

The publicacceptability of carbon pricing depends in part on trustin the government and the
population’s attitude to green issues. Until 2014, energy subsidies in Malaysia meant thatthe
retail price of any energy product was set by the Automatic Price Mechanism whereby ifthe
market price exceeded the retail price, the government would pay the difference. These
subsidies were reformed in 2014 and were complemented by cash transfers tovulnerable
groups, the financing of development projects, and alaw toreduce profiteering. The experience
of removing essentially negative carbon prices and the channeling of funds backinto society (7.3
million people benefitted in 2016) holds promise for carbon pricing (Bergaoui 2017). The
government has explicitly acknowledged that the management of distributional impacts,
stakeholder communication, and transparency are critical for the success of such reforms and
policies (ibid).In 2019, Malaysia was ranked 51stamong 198 countries assessed by
Transparency International for its perceived levels of public sector corruption, which is better
than many jurisdictionsin the region and other developingcountries. However, political
scandals have also done much to undermine trustin government.The 1MDB scandal exposed in
2015, where over USD 700 million was embezzled from a state fund set up to promote
development through foreign investment and collaboration, also brought tolight murky
connections with oil and energy companies such as PetroSaudi and Abu Dhabi’s International
Petroleum Investment Company (Eusoff 2018). In early 2020, 59% of Malaysians ranked
government as the least trustworthy institution (Ipsos, 2020). Surveys on the publicacceptance
of renewables development have uncovered resistance, particularly among the older generation,
to paying more for energy (Zainudin and Ishak2017), areluctance that could also transfer tothe
prospect of increased energy prices as the result ofa carbon price.

Malaysiais a federal constitutional monarchy.The monarch is head of state, and executive
power lies with the cabinetled by the prime minister. The federalgovernment shares executive
power with 13 states, and legislative power is exercised by the federal parliament, consisting of
an upper house/senate, lower house/senate, and 13 respective state assemblies. However, the
Constitution empowers the king toappoint a prime minister whois expected tohave backing in
the lower house, without the need for a vote. Since gainingindependencein 1957, Malaysia has
“oscillated between authoritarianism and mere illiberalism” (Lemiere 2020), withleft-wing
parties briefly making some headway in parliamentary elections during the 1960s (Boon -Kheng
2006). A turning pointin 2018 saw the electorate successfully ousting thethen-governing,
scandal-tainted coalition that had beenin power for 60 years. But since then, Malaysia has seen
areversal backto politicians from the previous government spurred by help from the king. The
2019 Economist Intelligence Unit’s democracy score for Malaysia of 7.16 shows it to be a “flawed
democracy” (EIU 2019), susceptible toinfluence by actors such as Petronas, which is state -
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owned. The Green Party of Malaysia was formed in 2010 and has relied primarily on social
media tomobilise actors (Lai 2012).Itis currently notrepresented in the legislature.

2. Legaldimension

Under the Malaysian Constitution, responsibility tolegislate environmentallaws isin the hands
of the federal government. The Department of Environmentis charged withimplementing
climate policies (Aiken and Leigh 1988). Taxation power is alsolargely centralised (income and
corporate, sales, exportand import). States are therefore limited in their means of accruing tax
revenue, and this adds tofriction between the federal and local governments that stems also
from differences in political aims, capacity, and language and has been identifiedas a key hurdle
for decarbonisation, as federal policies are not always implemented at the local level (Susskind
etal. 2020).

The Environmental Quality Actin 1974 was Malaysia’s first and main environmental legislation.
The Department of Environment was set up a year later; the governmentis currently revising
the actto include climate change and a mandate for GHG management and reporting.
Diversifying energy supply, such as through the 2001 Five-Fuel Diversification Policy, hasbeen
an environmental policy priority throughout. Sustainable development was a cornerstone for
over three decades of five-year Malaysia Plans, but not until 2006 did climate change response
become an explicit component. Since then, mitigation and adaptation policies; the establishment
of SEDA to promote renewable energy generation; and the promotion of energy efficiency have
been established in regulation and feature prominently in Malaysia’s development strategies. In
2009, the National Climate Change Policy was introduced, which acts asa framework to
harmonise existing climate policies, guide publicsector and industry stakeholders, and steer
Malaysia’s development towards alow-carbon economy. The 2009 National Renewable Energy
Policy is designed tosupport green technology developmentand domesticrenewables and has
underpinnedsubsequentenergy initiatives and targets (Mustafa etal. 2019).

Malaysia’s climate framework underwrites its commitment toreducing GHGintensity by up to
45%by 2030 compared to 2005 (35% unconditionally, with an additional 10%ifprovided
supportby developed countries), which is a key component of the country’s NDC. However, the
absence of an absolute emissions reduction targethasled some to question the NDC’s level of
ambition (Ashfold etal. 2018).In 2020, Environmentand Water Ministry pointed to the
consideration ofa carbon tax and reiterated the potential ofa new Climate Change Actin the
near future, which would pave the way for mandatory reporting requirements and the use of
economic instruments, but this would “depend on policymakers’ understanding and demand
from the public” (Jalil 2020). Other key regulations and government strategies include the
National Biofuel Industry Act of 2006; the National Land Public Transport Master Plan, and the
Green Technology Master Plan for 2017-2030, a cross-sectoral initiativetoincentivise green
growth with the help of technology.3?

Foreign direct investment in Malaysia makesup 2.1% of its GDP (World Bank2019).1n 2019,
47.9% of this flowed into the carbon-intensive manufacturing sector (particularly refined
petroleum)and 8.5% into the mining and quarrying sector (DOSM 2020b). Since 2020, Malaysia
is part of the Regional Comprehensive Economic Partnership. The country hasalsosigned 51
international investment agreements (I1As), mostly bilateral investmenttreaties, which are
currently in force (UNCTAD 2020). Although the level of regulatory restrictiveness on FDI in
Malaysia is lower than in some neighbours and trade partners such as China and Indonesia, it is
higher than the OECD average (OECD 2018), which may increase the risk of arbitration

39 See the LSE Climate Change Laws of the World database at https://climate-laws.org/ and the International Energy Agency policies
database at https: //www.iea.org/policies for more details.
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concerning carbon pricing. Regional I[As include the ASEAN Comprehensive Investment
Agreement (ACIA) thatcovers the manufacturing,agriculture, fishery, forestry, mining and
quarrying sectors. More recent [IAs’ sectoral coverage can be much broader such asthe 2018
Comprehensive and Progressive Agreement for Trans-Pacific Partnership (CPTPP), which covers
all sectors. The risein “investment-relatedjudicial activism” means Malaysian policymakers are
increasingly aware of the high cost of exposure toinvestor-state dispute settlement mechanisms
in areasincluding environmental legislation, of which carbon pricingis part (Ayub 2019).

3. Economicdimension

Malaysia is a growing upper middle-income country with a young population and an open
economy. Malaysia also has significant fossil fuel reserves; ithad the 15thlargest gasreserve in
2018 and the 27th]argest crude oil reserve in the world in 2020 (US EIA 2020). Malaysia’s CO2
emissions amounted to 228 million tonnesin 2018 and have increased more than four-fold since
1990. The distribution of emissions spans electricity and heatproduction (49%), transport
(27%) and industry (21%), with buildings, agriculture, and fishing making up the rest.4°
Electricity is sourced largely from coal (45%), natural gas (37%), and hydro (15%); oil, biofuels
and solar PV account for the remaining 3% (IEA 2018).

Machinery and transport equipment, mineral fuels, and manufactured goods together make up
70.3% of exported commodities, and petroleum oils and gases are alsoin the top ten (UN
Comtrade 2020a). 7% of the population is employed in the manufacturing sector (DOSM 2020a),
and trade in merchandise goods made up 121% of GDP in 2019 (World Bank2020a) due toa
significant share ofimports which are processed further and ultimately exported. Despite the
Five-Fuel Diversification Policy, fossil fuels are still a key driver of the Malaysian economy
(Gouldson etal. 2014), making up over 96% of the total primary energy supply (2018). Industry,
comprising mining and quarrying, manufacturing, construction,and public utilities made up
37.4%of GDP in 2019 and 27% of total employmentin 2020 (World Bank2019; 2020). Malaysia
hasbeen a net energy exporter althoughits net exports have declined significantly since the
mid-2000s (IEA2018).

Due to their high fiscal burden, Malaysia stopped subsidizing automobile gas and diesel in 2014,
but other fossil fuel subsidies remain, withalmost 0.5% of GDP devoted to fossil fuels subsidies
in 2019 (IEA 2020). Although the rateof subsidy has been decreasing, the new governmentmay
reverse this trend. State-owned Petronas contributes significantly to the government budget: in
2020, itwill paya dividend of USD 8.2 billion, despite losses due to the pandemic, having paid
USD 13 billionin 2019 (Latiff2020). Based on a broader measure of subsidies, which includes
damages from congestion, local pollution and climate change, the IMF estimates that fossil fuel
subsidies were almost 14% of GDP in 2017 (IMF 2017).

Regulatory oversight of the Malaysian energy sector is the responsibility ofthe Energy
Commission of Malaysia (Aziz and Khor 2020). The electricity industry is known as the Malaysia
Electricity Supply Industry (MESI). Its first reform (MESI 1.0) has been ongoing since 2010 and
is now ending. [tisaimed at energy supply security, having economically efficient tariffs, and
improving customer satisfaction (Arisetal. 2019). There are currently 25 coal plants operating
in Malaysia, although none are currently being built (Global Energy Monitor 2020). Electricity is
generated by private independent power producers and three vertically integrated companies
that operate asregional monopolies, including TenagaNasional Berhad (TNB), Southeast Asia’s
largest publicly listed electricity utility (ERIA 2017). The electricity generated is then sold at pre-
determined wholesale prices to the Single Buyer Departmentof TNB, establishedin 2012 and

“The industry CO, emissions in Table X combines the emissions from “electricity and heat production” with “industry” to make it
consistent with the scope of industry’s contribution of GDP and employment.
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responsible for distribution and retail (Aziz2020).In 2017,a New Enhanced Dispatch
Arrangementwas implemented, allowing wholesale electricity generators to compete based on
their variable costs rather than fixed power purchase or service level agreement rates. However,
the current energy market framework means that competition remains at the level ofbidding for
power projects and generation, with littledirect effect on end -consumerelectricity prices.

The federal government announced planslast year toreview the MESI 2.0 initiative, whichaims
to increase efficiency, streamlineregulations and key processes, and decentralise the supply
industry. These reforms would entail the further liberalisation of the electricity market from
generation to distribution, by opening up tonew competitors, liberalising price controls (which
in theory would allow carbon costs to be passed on),and moving from the single buyer model
with signed power purchase agreements (PPAs) toa more competitive wholesale electricity
market model. MESI 2.0 would remove guaranteed capacity and energy payments, allow third-
party grid access, and the Commission would stop approving independentpower producer
projectstied to PPAs (Lim 2019). Competition would extend down the value chain,allowing the

reflection of a carbon price and empowering consumers to choose between retailers (Aris et al.
2019).

A Feed in Tariff for generation up to 30 MW was introduced in 2011 and managed by SEDA as
part of the Renewable Energy Act, providinglong term contracts (up to 21 years) with fixed
returns for individuals or companies and funded by the Renewable Energy Fund paid for by
electricity consumers. While the FiT schemeincreased RE capacity (for example between 2011-
2014 from 65 MW to 239 MW), its overall success was constrained by the limited size of the RE
Fund (Yusoff and Rosli 2015). Politicians were alsoseen tobe reluctanttoincrease the RElevy
to boost this fund (ibid). To boost solar energy potential, the Net Energy Metering (NEM)
schemereplaced the FiTin 2016 for residential, commercial, industrial, and agricultural
consumers. However, due toresidential customers being charged with low electricity tariffrates,
the NEM has primarily benefited large customers, and the policy change haslimited the appeal
of renewables (Razalietal.2020).In 2018, SEDA introduced an e-bidding mechanism for biogas
RE, and later small hydro, to facilitate price discovery and promote competition (SEDA 2020);
this experience of managing such a system may prove beneficial for carbon trading.

4. Technicaldimension

A key hurdle for the implementation of both carbon taxes and ETS is the limited government
capacity to develop and operate arobust MRV system in Malaysia. Related challenges include the
mistargeting of funds towards “self-fulfilling research” rather than demand-driven areas, and
lack of negotiators for international funding pitches (Leoi 2018). Furthermore, Malaysian
stakeholders have most commonly cited the absence of a central repository for emissions data
as an obstacle for emissions mitigation (Susskind etal. 2020). First stepsin MRV development
took place during the MIEEIP, which ended in 2008. The programme made significant
contributions tothe energy sector, particularly regarding capacity-building in data collection,
benchmarking, and auditing and by compilinga database of over 1,500 industrialinstallations
(van der Akker 2008). Between 2013-2015,the UNDP implemented the Low Emission Capacity
Building Programme for Malaysia, with the aim to assist the countryin enhancing its national
GHG inventory systems and design an MRV framework with various pilots in the main industrial
sectors (UNDP 2020).In 2018, Malaysia submittedits second biennial update reporttothe
UNFCCC, with explicit plans toimprove the GHG inventory system underthe IPCC 2006
Guidelines by further disaggregating data; this also outlined sector-specificaccounting strategies
for energy, transport, agricultural, LULUCF,and waste. These strategies are tobe supported by
an additional voluntary carbon reporting program, which should boost business awareness,
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knowledge, and capacity for MRV (Malaysian Ministry of Science, Technology and Innovation
2018).

Malaysia has further MRV experience due toinvolvement in international market-based
instruments such as the CDM and the JCM. Domestic MRV for the UNFCCCis coordinated by the
Ministry of Energy and Natural Resources, with data collated by the MRV Technical Workin g
Group (Malaysian Ministry of Science, Technology and Innovation 2015). Government
experience with broaderenvironmental policies and market mechanisms such as these can
facilitate the introduction of carbon pricing. In Malaysia’s case, these alsoinclude for instance
the formation of SEDA, the agency that promotes renewable energy in power generation.
However, Malaysia’s broader institutional framework toaddress climate change is often a
consequential co-benefitoutcome of agencies’ core responsibilities (Malaysian Government
2015),and no centralised agencyis in place to manage decarbonisation policies. There was some
successin the 2010s with the Performance Management and Delivery Unit (PEMANDU), an
agency tasked with designing and delivering governmentpriorities under the National
Transformation Plan by delegating responsibility to specified agencies and ministries,
encouraging stakeholder involvement, and harmonizing the strategy with Malaysia’'s GHG
targets. However, PEMANDU has since been discontinued. Its successor, the Civil Service
Delivery Unit, is perceived tobe less effective and influential (Susskind etal. 2020).

As for the private sector,in 2019, the WEF Global Competitiveness Index ranked Malaysia29thin
the world for strength ofauditing and accounting standards within corporate governance
(Schwab 2019). Numerous largemultinational corporations operate out of Malaysia, such as
infrastructure conglomerate YTL Corporation (70% of its revenues stem from overseas). Some
already consider carbon pricing in their investment decisions (Petronas 2018), others have
implementedan internal carbon price (CDP 2017) or have setlonger term environmental
targets. Forinstance,in 2008, YTL acquireda 75% stake in YTL-SC Carbon, the largest CDM
consultancy in Malaysia (YTL Corp. 2020),and in 2020 Petronasannounced a 2050 net zero goal
(Petronas 2020).

5. Multilateral dimension

As amember ofthe WTO since 1995 and ASEAN since 1967, and as a highly open, trade-
dependent economy, Malaysia is in a promising position in terms of its multilateral cooperative
capacities. In November 2020, Malaysia signed the Regional Comprehensive Economic
Partnership, in doing sobecoming part ofthe world’s biggest free trade bloc, giving it greater
platform to cooperate internationally.Over the years, its export destinations have diversified
into East Asia and away from Europe. Malaysia’s main partnersin trade include China,
Singapore, USA, Hong Kong, and Japan, which together received 51.5% of Malaysia’s total
exportsin 2019 (UN Comtrade 2020b). FDI in 2019 Malaysia originated primarily from
Singapore (19.8%), the USA (12.7%) and Japan (10.8%) (DOSM 2020b). ASEAN playsa
significantrole in the country’s development strategy and its members account for
approximately a quarter of Malaysia’s trade. Malaysia is a key player in shaping regional
economicintegration, particularly under the ASEAN Economic Community Blueprint, which
aims to facilitate cohesive economies, competition, innovation dynamism, sectoral cooperation,
andresilience in the region (ASEAN Secretariat 2015). Malaysiahas also signed numerous
regional free trade agreements through ASEAN,among many other bilateral FTAs (Devadason
2018).

Malaysia has strong ties with countries in the region with carbon pricing instruments already in
place or under consideration. These include China wherea national ETS covering the power
sector is expected soon in addition to the existing ETS pilots in subnational jurisdictions;
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Singapore, which hashad a carbon tax effective since January 2019; Indonesiawhere the
government has mandated the establishment ofan ETS by 2024; Thailand where a voluntary
ETS is piloted; Vietnam where an ETS is under consideration with recent focus on capacity -
building; and the Philippineswhere both a national carbon tax and an ETS are being assessed
(Aleluia 2019; World Bank, 2020). Malaysiais alsoinvolved in the ASEAN Center for Energy,
which represents the Member States’ interests in the energy sector. Whilethe country has not
participated in World Bank programs such as the Partnership for Market Readiness (PMR) or
Carbon Pricing Leadership Coalition (CPLC), itis involved with the ASEAN Climate Change and
Energy Project (ACCEPT), a regional climate policy and carbon pricing initiative funded by the
Norwegian Government that is just starting. However, the absence of domestic carbon pricing
plans may soon expose the country to disruption arising from carbon border adjustment

mechanisms that may emerge in the region or in trade partners furtherafield such as the US and
EU.

Malaysia has evolved from arecipient toa donor of development support.Currently, the German
GIZ isworking with Malaysia to implement various projects in ASEAN countries regarding
energy efficiency and climate change mitigation in the transport sector. Although not currently
partof a wider or regional multilateral architecture explicitly relevant to carbon pricing,
Malaysia has experience with the Japanese]Joint Crediting Mechanism which supportedthe Low
Carbon Society Blueprint for Iskandar, a development corridor in the Johor region. This in turn
catalyzed subsequentfederal level climate mitigation action (Gordon 2016). Malaysia has also
ratified 21 multilateral environment-related treaties (Schwab 2019), including regional treaties
such as the ASEAN Agreement on Transboundary Haze, and has experience in hosting Clean
Development Mechanism projects, with 157 registered projects to date. However, its NDC shows
no intentions touse international marketmechanisms toachieve its contributions and is not
particularly ambitious (Ashfold et al. 2018) relativetoits neighbours and main trade partners
such as the USA and Vietnam (critically insufficient), and Japan, Indonesia, and Singapore (highly
insufficient) (Climate Action Tracker 2020).

6. Carbon pricing readinessand options

Malaysia’s established energy and environmental policy frameworkand strong regional
economicintegration provide the foundations for the successful introduction ofa carbon price.
Yet the influence of the fossil fuel vested interests, the energy sector’s importance for export and
tax revenues, the country’s current political climate, and low technical and administrative
capacity are likely to be limiting factors.

The economy and energy system in Malaysia rely heavily on fossil fuels, and strong resistance to
carbon pricing may therefore be expected. However, the experience with the fossil fuel subsidy
reform, the ongoingliberalisation of the electricity market via MESI 1.0 and 2.0, and the push for
increasing renewables in the energy mix bode well for market-based instruments They could
also provide the entities subject toa potential future carbon price in these key sectors with the
ability toadapt successfully. Many of Malaysia’s key trade and investm ent partners already have
(sub)national carbon pricing in place or upcoming, solearning from their experiences through
forums provided by ASEAN and RCEP will be valuable.

With numerous renewable energy and energy efficiency laws in place and a well -defined NDC
including an intensity targetsubmitted, Malaysia’s legal environment also holds promise. There
has already been discussion on a Climate Change Actand on revising existinglaws tomandate
MRV, important steps towards successful carbon pricing. The fragmented distribution of powers
and responsibilities betweenthe federal states and national governmentcould hinder this.
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Furthermore, the many international investment agreements currently in force could be used to
challenge the introduction of carbon pricing.

Eventsinducing political uncertainty, for example when the incumbent coalition was formed
after ousting the previous and relatively new government without a general election, could
undermine the basis on which long-termpolicies can be adopted and maintained. The potential
for democraticinstitutions tobe diluted by incumbentpolitics holds true also for the judiciary,
with the executive able toappointjudges tothe courts. The frictions between the federal and
state governments regarding the use of tax revenues could limit the progress towards for carbon
pricing. The malleability ofand fragmentation between these institutions could therefore
obstruct the protection that market players need for the successful introduction ofa carbon
price.

Malaysia has reasonable experience with international carbon market instruments such as the
CDM and JCM. The country has undergone capacity-buildingprograms implemented by the
UNDP. However, without concerted political and administrative effort tobuild on pastinitiatives
on GHG inventory and MRV, as well as a push to streamline Malaysia’s technical capacity, the
lack of a dedicated institutional setup may impede the introduction of carbon pricing.

When viewed through the lens of the analysisin UBA (2021), itis not clear which carbon pricing
instrument the Malaysian context indicates. Vested interestsand the economic weight of carbon -
intensive producers, a heavy reliance on fossil fuels, a small but growing green lobby and recent
liberalisation efforts in the electricity sector tend to favour emissions trading. However, the low
technical capacity, currentlegal frameworkand inadequate experience tosupport the design
and operation of an ETS are important obstacles.Moreover, an ETS may be challenged underthe
country’s I1As. A carbon tax may offer a preferred alternativein thatitrelies on existing tax
infrastructure and is lesslikely to be challenged internationally. Moreover, the experience from
the recent energy subsidy reforms can be useful. At the same time, the low publicacceptability of
taxesand the federal structure of Malaysia workagainst the introduction of a carbon tax, which
is alsolikely to face heavy resistance from the industrial actors, particularly oil and gas
producers. As an open economy with important trade and financial links to countries that have
both carbon taxes and markets, Malaysia also has challenge of managing the trade -offs involved
in aligningits carbon pricing instrumentwith some butnot all its international partners.
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A.7 Mongolia Factsheet
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2011-2021 National Action
Programme on Climate Change

Renewable Energy Law
Mongolia Sustainable
Development Vision2030
State Energy Policy

Green Development Policy of
Mongolia (2014-2030)

17.5% of GDP (2019)

Mongolia

Political

Electricity
from fossil
fuels

Brown lobby

Green lobby

Perceived
corruption

Economic

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market

100

L
2
Izl

93% of total generation (2018)

Mongolian Mining Association,
Business Council of Mongolia

Mongolian Environmental Civil
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Germany=31.9(2016)
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Mongolia 2]
Technical Multilateral
MRV status No MRV; National GHG Openness 126% of GDP (2019)
inventory updated to 2014
UNFCCC 1stbiannual reportsubmitted; 3 | International | WTO (1997); Japanese-Mongolia
reporting National Communications agreements | EconomicPartnership(2016); Asia
submitted; 2nd biannualreport Pacific Trade Agreement (2020);

and 4th National communication
in development

Experience JCM, CDM NDC (Un)conditional: (22.7%) 27.2% below
with carbon BAU (excl. LULUCF) by 2030

markets

Participation | Nota CPLC partner NDC Ambition notassessed by CAT;

in WB Not a PMR partner assessment | g referenceto carbon pricing
initiatives

Carbon pricing readiness and options

An activecivil society and engaged green |obby indicate political willingness for low-carbon
development, however low institutional capacity and trustingovernment do not bode well for carbon
pricingpotential.

Lack of overarching climate policyframework anda specific legal mandate make carbon pricing unlikely
inthenear term.

Substantialforeign investmentin Mongolia’s miningsector, several free trade agreements with
jurisdictions already pricing carbon, andsizable international supportand climate financeindicate
potential for multilateralcollaboration on carbon pricing, but significant sovereign debtis aninhibiting
factor.

Dependence on aninefficient coal power fleet will require effective el ectricity sectorregulations to
enablecarbon price to incentivise low-carbon energysector development. Mongolia’s use of market
mechanisms andcommitmentto continuing energy market reformsis promising thoughthelack of
regulations or strategy post-2020does not bode wel|.

Mongolia has complied with UNFCCC reporting obligations and has experience with JCM, CDM and
NAMAs. However, substantial additional MRV capacity technical capacity is needed.

1. Political dimension

Mongolia’s population of 3.2 million (2019) relies heavily on fossils fuels to generate electricity,
with 93% of electricity produced stemming from fossil fuels (2018), 88% of which is generated
by coal-fired power plants (2018) (World Bank 2021a; I[EA 2021). Mongolia has substantial
vested interests in fossil fuels, as 95% of investment projects in electricitygeneration are
directed to coal-fired power plants, with 3% reserved for hydropower, and the remaining 2% for
several renewable energy projects (OECD 2019). Though Mongolia is a net exporter of energy
due to abundant coal reserves, arecent surge in economic growth hasrapidly increased
electricity demand, resulting in Mongolia becoming a netimporter of electricity, primarily from
Russia (OECD 2019). Fossil fuelsreserves are alsoa major part of the Mongolian economy, as the
extractive sector is a crucial economic sector in Mongolia, representing23.7% ofits GDP and
83.7% of total exportsin 2019 (EITI 2020). Foreign investors, especially China and Russia, are
quite active in extracting fossil fuels for their own domestic electricity use (Hans etal. 2020;
OECD, 2019). The country generates a significant portion of its income from the extractive
industry, receiving approximately 23.7% of its GDP from the mining sectorin 2019 (EITI 2020).
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Air quality islow by international standards, especially in the capital city of Ulaanbaatar,and isa
major political issue (IEA 2020; Energy Regulatory Commission n.d.; UNDP, 2019). Despite
government efforts toimprove air quality through a Law on Air Pollution Reduction in the
Capital City (2011) and the Law on Air of Mongolia (2012) as well as substantive dedicated
funds, the level of air pollution has not decreased, resulting in a strong response from civil
society, including the formation of a group called ‘Mothers and Fathers against air pollution’ who
have been proactively pushing the governmentto take urgentaction (ibid). Other green lobby
actorsare active in Mongolia as well, including the Mongolian Environmental Civil Council
(MECC) which representsapproximately 700 environmental NGO’s that have branches
established in each Mongolian province, though is dependent on financing from the Ministry of
Environment (UNDP 2014).

Additional green efforts are taking place climate in the finance front, includingthe Mongolian
Renewable Industries Association, established in 2017 tosupport the rapid growth of renewable
energy, the Economic Policy and Competitiveness Research Centre, which runs the Green
Economy Coalition’s Mongolian dialogue hub tohelp develop local capacity for financing and
demonstrate the value of green investment, and the Mongolian Banking Association’s
Sustainable Banking Initiative. These efforts are well reflected in the Mongolian financial sector,
as all Mongolian Banks have adopted the Mongolian Sustainable Finance Principles developed by
the aforementioned sustainable banking initiative in 2015 (Sustainable Banking Network 2018).
Mongolia has alsoreceived international support in developing climate finance. The Ministry for
Environment has worked with the Global Green Growth Institute (GGGI) to develop a green
energy strategy for the country, and Mongolia has received approximately $262 million from the
Green Climate Fundfor anumber of different projects, as well as a $30 million grant from the
World Bankas a part of the Government’s ScalingUp Renewable Energy Programme (GGGI
2015; Green Climate Fund2021; World Bank2015). However, the green lobby is tempered by a
politically strong Mongolian Mining Association representing 29 miningcompanies, as well as
the Business Council of Mongolia, 50 of whose 250 members are miningand energy companies,
and a slew of foreign mining companies with extraction interestsin Mongolia (Ahlers et al.
2020).

Despite substantive investment and public support, institutional capacity continues tobe a
hindrance tolow-carbon development, as 69% of people think government corruption is a key
problem, and Mongoliaislisted 11thamong 180 countries ranked on Transparency
International’s global corruption indexwith a score of 35. (Transparency International 20203;
2019) Mongolia’s institutional capital deteriorated in recent decades as the governmentdid not
use the revenues from extracting minerals to this end (World Bank2020a). Though public
spending initiatives have increasedsince 2008, including social transfers and publicinvestment,
thereisstill corruption across established institutions, including utilities, as 22% of people who
used the services of a utility in the previous 12 months paid a bribe (Transparency International
2020b). These sentiments are reflected in the in the World Bank’s Governanceindicators which
indicate low government effectiveness,regulatory quality, and control of corruption. (World
Bank2019a).

Mongolia is a unicameral parliamentary system that elected a new Parliamentin June 2020,
bringing the Mongolian People’s Party to power with control of 62 of the 75 Parliamentary seats
in the national parliament, known as the State Great Khural. Though a Mongolian Green Party
focused on sustainable development exists and has previously helda couple of seatsin the
parliament, they have not managed tosecure a seat since 2016, nor been amember of the
coalition government since 2008 (General Election Committee of Mongolia 2020; Global Greens
n.d.). In terms of climate and environment, the Mongolian governmenthas a constitutional
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mandate toundertake measures for protecting the environment, as well as the sustainable use
and restoration of natural resources, all plans for which need tobe submitted to the parliament
for approval (Constitute Project 2020).

2. Legaldimension

Currently Mongolia does not have a flagship climate law, howeverthe 2011 - 2021 National
Action Programme on Climate Change (NAPCC) is the key government policy document that
highlights specificadaptation and mitigation measures and actions, and establishes a foundation
for green economic growth and development (Grantham Research Instituten.d.). The NAPCC is
complemented by several other national policies, including the Mongolia State Policy on Energy
2015-2030 which outlines a goal to increase the share of renewable energy in the national
energy capacity to20% by 2020 and 30%by 2030, as well asa goal to reduce GHG intensity in
energy production from 0.52 tCOzein 2013 (baseline)t00.49in 2023 and 0.47 in 2030 (State
Great Hural of Mongolia 2015). Additional energy targets are highlighted in the Mongolian
Sustainable Development Vision 2030, whichre-emphasizes the renewable energy target of
20%Dby 2020 and 30%by 2030, aswell as includes a target tobuild a nuclear power plant by
2030 (State Great Hural of Mongolia 2016). Finally, the Green Development Policy 2014 - 2030
lays out a step-by-step plan for achieving long-term mitigation goals and specifies ministries
responsible for implementation. [t alsoidentifies potential funding sources but does not provide
specificbudget estimates (OECD 2019). These goals are realized throughadditional regulations,
includingthe 2007 Renewable Energy Law, which sets tariffs for different renewable energy
sources, both for grid connected projects and for off-grid installations (IEA 2018).

In2019 the Government amended the Renewable Energy Law toreduce the feed -in-tariffs
across all renewable technologies and solidify principles for an auction scheme that islocation,
capacity, and technology specific toincentivize greater capital investment (Hans etal. 2020).
Renewable energy development was also supported by the National Renewable Energy
Programme, which finishedat the end of 2020. Though unattained, the programme’s main goal
was to gradually increase the share ofrenewableelectricity to 20-25 %by 2020 and provide
power to all distant districts, known as soums, and settlements by introducing renewable
generation (IEA 2013). Mongoliaalsohasa 2015 Law on Energy Conservation that approvesa
national energy conservation program,highlights alist of energy-saving technologies toimport,
establishesan Energy Conservation Council, and outlines energy efficiency financial incentives
(Energy Regulation Commission 2015). Mongolia’s national renewableenergy and energy
efficiency laws are reflected in its recently updated NDC, which commits toincreasingthe share
of renewable electricity capacity to 30% of total electricity generation capacity by 2030,
reducing building heatloss by 40% by 2030 compared to 2010 levels,and improving the
efficiency of coal-fired heating plants and thermal power plants (Government of Mongolia 2020).

Mongolia submitted an updated NDC towards the end of 2020, stating its commitment to
unconditionally reduce its emissions to 22.7% below BAU levelsin 2030 excluding the LULUCF
sectors. The NDC alsoarticulates a conditional commitment toincrease the targetto27.2%
below BAU levelin 2030 if mitigation measures such as carbon capture and storage and waste -
to-energy technology are implemented (Government of Mongolia 2020). Though the updated
NDCreflects a larger commitment than the original NDC pledgedin 2015, which articulated a
conditional commitment of 14%, it also makes use of an updated 2030 baseline, which hasbeen
increased to74.3 MtCOze in 2030, compared to51.3 Mtin 2015 (Government of Mongolia 2014).
The adjustmentis due toboth a change in methodology for measuring its base year emissions
and adding agriculture, waste, and some industrial sectors to the scope of the NDC. Given that
existinglegislation tries toidentify renewable energy and energy efficiency priorities and
address energy poverty but does not outline extensive policies toaddress climateissues, itis not
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surprising that Mongolia ranks 53 out of 93 on the CLIM index, with an overall score of 0.28
(European Bank for Reconstruction and Development 2011).

Key to Mongolia’s ability tobeget more renewable energy generation is attracting more foreign
directinvestmentin renewableprojects. Currently, investmentin metal, coal, and naturalgas
production absorb more than 70% of Mongolia’s FDI, and Canada, the European Union, and
China are all quite active in Mongolia (OECD 2019). China in particular plans toinvest even more
extensively in Mongolian gas and coal, reserving approximately USD 30 billion of credit for
Mongolian projects as a part of the Beltand Road Initiative (OECD 2019). The emergence of a
carbon pricing mechanism could diminish foreign investments in the gas and coal sectors, as a
carbon pricing placed at the point of extraction could make removing fossil fuels from the earth
more expensive and less attractive to foreign interests. Mongolia has worked toreform its
regulatory investment framework to attract more FDI, increase transparency, and createa level
playing field for domesticand international investors,which will be critical for needed
investments to develop the nascent renewableenergy sector. However, the country is
considered tobe a risky investment destination, as it ranks 74 th on the World Bank’s Ease of
Doing Businessindex, and has a substantive level of publicdebt, risingto 87.6% of GDP in 2016
(World Bank2019b). China’s intention to extend further credit through the Beltand Road
Initiative could also exacerbaterisk of sovereign defaultin the future.

Implementing necessary policies toaddress both climate and fiscal challenges to spark climate
action and investments will require coordination betweenthe Ministry of Nature, Environment,
and Tourism (MNET), Mongolia’s UNFCCC representative, the Ministry of Mineral Resources and
Energy (MMRE), responsible for fuel and energy policy, and the Ministry of Finance. Mongolia’s
strategic documents, policy documents, and 3-5 year plans clearly define the country’sintent
and plan to address climate issues, howeverlack of capacity and alonger-term, mid-century plan
are lacking, and do not bode well for carbon pricing readiness.

3. Economicdimension

As alower-middle income country, Mongolia’s GDP has grown significantly in the pasttwo
decades, increasing from USD 8.9 billion in 2000 to USD 41.5 billionin 2019, measured in
current PPP terms (World Bank2021d). Mongolia’s growth stems almost exclusively from a
mining boom in minerals, coal, and gas, which has grown the economy approximately 7.2 % a
year since 2004 and generated substantial revenues (World Bank2020a). Revenues have in turn
been used in generous social assistance programs that have eliminated extreme poverty and
keptrisinginequality in check (World Bank 2020a). Mining accounts for nearly one -quarter of
GDP, up from one-tenth in 2000, and foreign direct investment (FDI) is concentrated in the
mining sector, making up 73% of FDI in Mongoliain 2019 (World Bank2020a). However,
Mongolia’s reliance on mining-driven prosperity has come at the expense of underutilizing other
factors of production, especially the Mongolian population (World Bank2020a), as mining only
made up 19% of total domesticemploymentin 2020.Mining has alsoundermined the country’s
credit worthiness, as the government has borrowed extensively to continue investing in the
sector and in-turn enhanced its exposureto commodity shocks (World Bank2021h; World Bank
2020a). Instead of investing revenuesto make the economy less volatile, Mongolia has spent
most of its mineral revenues on politically popularsocial transfers, publicinvestments, and civil
servantwages and pensions (World Bank 2020a). The result has been macroeconomic volatility
and a lack of investmentin human and institutional capital. Toimprove the situation, the
Mongolian government can redirect spending toreduce debt, createmore productive jobs for

thelabour force, and strengthen publicinvestment management and transparency practices
(World Bank2020a).
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Increased GDP growth has also come with increased energy demand. Growing energy demand
hasbeen primarily met throughincreasingcoal and oil -fired generation, resulting in fossil fuels
contributing 97% to the country’s TEPS, and 93% of electricity generation. Mongolia has
substantial coal reserves estimatedat 173 billion tonnes and hasleveraged coal generation as its
primary energy source with much smaller contributions from hydropower,wind, oil, biomass
and imported electricity from Russia and China. Based on [EA data, electricity, and heat
production accounts for more than halfof the country’s CO2 emissions (IEA 2021). Total energy
demand across all sectors is expected toincrease by 2.7 times by 2030 relative to 2010 levels
(Ministry of Environment and Tourism, 2018).

The share of coal-fired installed capacity is high, 80%in 2019, but expected to decrease to 60%
in 2030 and 52% of the total installed capacity in 2050 due toincreasing renewableenergy
capacity. However, total installed coal-fired capacity is projected toroughly double in the next
few years, with approximately 1350 MW of new coal generation announcedtoaugmentthe
existing 816 MW (Global Energy Monitor 2021; Hans etal. 2020). Coal is also the main source
for Mongolia’s heat production, with coal-fired combined heatand power (CHP) plants usedto
combat against extremely cold temperatures (ADB 2020a). In addition, Mongolia exports its coal
resources, specifically to China, Hong Kong, and Singapore, however exports have decreased in
recent years given increasing domestic energy demand (Mongolian Customs 2017).

Renewable energy capacity is also expected to grow to 20% of total installed capacity by 2023
and 40% by 2040, which ifrealized would achieve the renewable energy targets in Mongolia’s
2015 State Policy on Energy and updated NDC. However, challenges around financing and grid
connectivity create high uncertainty (Hans etal. 2020). Some renewable energy projects have
been developed, including: the 52 MW Salkhit wind farm, the first-ever 10MW solar plant
operationalized in Darkhan under the Japan-Mongolian Joint Credit Mechanism (JCM), a second
10MW solar project established by the private sector throughthe JCM, and a Green Climate Fund
(GCF) funded 10MW solar plant funded through the Mongolian entity XacBank (IRENA 2016;
Ministry of Environment and Tourism 2018). Approximately 60% of renewable capacity
planned for construction between 2020 and 2030 is expected tobe hydropower, however
buildinglarge-scale hydropower projects has proved tobe challengingdue to cross-border
environmental concerns (Hans et al. 2020). The Ministry of Energy has identified that Mongolia
hasthe potential to develop renewable energy resources up to 2.6 terawatts, and new policies
could rapidly accelerate renewableenergy development (IRENA2016). However, realizing these
resources will depend on updates to the national and regional grid, d e-risking capital investment
and reforming the power sector (IRENA 2016).

On the demand side, Mongolia highlighted in its third national communication to the UNFCCC
that one of the main factors contributing to energy usage is heatlossin buildings. The State
Policy on Energy 2015-2030 highlights a goal to reduce building heatlossby 20%by 2023 and
by 40% by 2030 as well asimplement energyefficiency standards for new buildings (Ministry of
Environment and Tourism 2018). Mongolia’s updated NDC also outlines additional energy
efficiency objectives, highlighting reducing fuel use in individualhouseholds through stove
efficiency as an additional action toaugment Mongolia’s mitigation contribution (Ministry of
Environment and Tourism 2018). Finally, the 2009 Global Environmental Facility (GEF), Korean
Management Corporation (KEMCO), and UNDP Mongolia funded “Building Energy Efficiency
Project” (BEEP) also focuses on enhancing energy efficiency in the wider Mongolian building
sector by removing the barriers, including noncompliantand outdated building codes, norms
and standards (REEEP 2014).

Given Mongolia’s dependence on coal power, electricity sector regulations will be key in
enablinga carbon price toincentivize a transition toa low-carbon energy sector. Mongolia
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claims to have deregulated and privatized the power sectorin 2001 through the passage ofthe
Energy Law of Mongolia (REEEP 2014). The law sought to vertically separate the different
entities of the sector by breaking up the generation, transmission, and distribution companies,
however, all 18 energy companies continue tobe government-owned and operate undera
Single-Buyermodel (REEEP 2014). In this model, five power generation companies sell
electricity at regulatedtariffs to the Central Regional Electricity Transmission Company (CRET),
which in turns sells the purchased electricity at wholesale prices through a spot market toten
distribution companies (REEEP 2014). Specificregulated tariffs are set for generation,
transmission, distribution and end-userespectively, withan auction market organized amongst
generators based on their offered generation tariff (REEEP 2014; IRENA 2016). Given thattariffs
are heavily regulated, without further reform it is unlikely that a carbon price can achieve its full
potential in Mongolia’s electricity sector (Acworth etal. 2019). Furthermore, electricity markets
have not been particularly successful due toreported challenges around collecting revenue at
the distribution level and because of revenue shortfalls for generation companies (IRENA2016).
The Mongolian ruling party identifiedinits 2020 Election Programmethat energy market
reforms are necessary toincrease the efficiency of the energy sector and transferitto a proper
market system, as well asintroduced solar energy as aheat source in local areas, however key
laws or regulations have yet tobe developed for the post-2020 period (Mongolia Weekly 2020).

4. Technicaldimension

In addition to submitting an updated NDCin late 2020, Mongolia has complied with UNFCC
emissions reporting obligations, submitting three National Communicationsin 2001,2010,and
2017 in-line with the UNFCCC Guidelines for National Communications for Non-Annex
Countries. Mongolia also submitted a Biennial Update reportin 2017 and haslaunched projects
to prepare for its fourth National Communication and second Biennial Update Report through
the Mongolian National Environmentand Climate Fund (Environment and Climate Fund). As
outlined in its Third National Communication, Mongolia’s National GHG inventory was updated
for 2014, with the mostrecentinventory updatehaving taken place in 2006 (Ministry of
Environment and Tourism 2018; 2010). Mongolia does have some experience with MRV as the
country is working in conjunction with the United Nations Development Programme (UNDP), to
implementa NAMA in the buildingsector, which includes a component to develop an MRV
system for that sector (Ministry of Environment and Tourism 2018). However,Mongolia does
not have an established MRV system, and has identified that thereis a strong need for technical
capacity to develop one.

Mongolia has alsoidentified its need for capacity building and knowledge sharingto successfully
implementits NDC, including increasing the number of personnel who have extensive expertise
on climate change policies, internationaltreaties, and climate finance, as well as enhancing the
knowledge of decision-makers and policymakers at the national, sectoral, provincial, and
municipal level (Ministry of Environment and Tourism 2018).

Mongolia has however demonstrated some capacity with both market-based mechanisms and
environmental taxes, indicating some existingcapacity forimplementing a potential carbon
pricing mechanism. The 2019 amendmentofthe National Renewable Energy Lawestablished a
feed-in-tariffs across all renewable technologies, and anticipatesfinalizingan auction scheme
thatislocation, capacity, and technology specific to incentivize greater capitalinvestment (Hans
etal. 2020). Arange of fees and other taxes are payable for activities that occur in the extraction
of natural resources, including a water pollution fee, air pollution fee, land use fee, and a natural
resources usage fee (PWC 2021). Mongolia also makes use of an air pollution tax, which places
fee on air pollutants generated from burning coal, automobiles,and organic substances (UNDP
2019).
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As asignatory of the Kyoto Protocol, Mongolia also has experience with international carbon
market mechanisms, includingClean Development Mechanism (CDM), Joint Crediting
Mechanism (JCM), and Nationally Appropriate Mitigation Actions (NAMAs). Mongolia hasa CDM
National Bureau established at the Ministry of Nature and the Environmentthatis registered
with the Secretariat ofthe UNFCCC and has reviewedand approved four CDM proposals and
projects. Under the joint Japanese-Mongolian]JCM, a 10MW solar plants wasinstalled, and
through multilateral financial cooperation two 50MW wind parks were established (Ministry of
Environment and Tourism 2018). Mongolia also submittedalist of NAMA’s tothe UNFCCC
secretariatin 2010 (Ministry of Environment and Tourism 2018). Finally, Mongolia is
participatingin a virtual pilot operationalizing Article 6 led by the Swedish Energy Agency
focused on renewable district heating (Swedish Energy Agency 2020).

Though Mongolia has complied with UNFCCC requirements and has some experience with
market mechanisms for environmental issues, its lack of technical infrastructure such asan MRV
system, as well as lack of a plan todevelop one inhibits its readiness for carbon pricing.

5. Multilateral dimension

Internationaltrade, particularly exports of primary products, is crucial for Mongolia’s economy
with the country’s sum of exportsand imports amountingto 126% of GDP in 2019. Main exports
include coal (40%), copper ores (24%), iron ores (7.5%), gold (5.5%), crude oil (4.8%), and the
hair of Kashmir goats (3.9%) (UN Comtrade 2021). Mongolia’s largest trade partneris
neighbouring China,as 88.9% oftotal Mongolian exportsand 98% of coal exports alone go to

China, and with much smaller volumesdestined to the United Kingd om, Singapore, Switzerland,
and Russia (ibid).

Mongolia participatesin several internationaltrade agreements. It joined the World Trade
Organisation (WTO)in 1997 and signed the Japanese-Mongolia Economic Partnershipin 2016,
the Asia Pacific Trade Agreementin 2020 and a Partnership and Cooperation Agreement (PCA)
with the EU in 2017 to establish dialogueand facilitate trade between the two countries
(European Commission 2020). Mongolia is currently considering several free trade agreements,
including the Mongolia-People’s Republic of China Free Trade Agreement, the Mongolia-
Republicof Korea Free Trade Agreement,and the Eurasian Economic Union-Mongolia Free
Trade Agreement (ADB 2020b). Through these trade arrangements many of Mongolia’s current
and potential trading partners,including Korea, China, the European Union, and Japan, have
implemented carbon pricing instruments, offering opportunities for Mongolia to collaborate on
carbon pricing through already existing multi and bilateral relationships.

Mongolia collaborated with severalinternationalactors on climate change related activities and
projects which could form a useful foundation to build upon for developing a carbon pricing
instrumentin the country. These actorsinclude the Global Environmental Facility (GEF), the
Asian Development Bank (ADB), the United Nations (UN), United Nations Development
Programme (UNDP), the World Bank (WB), the UN-REDD, the Global Green Growth Institute
(GGGI), the German Corporation for International Cooperation (GIZ), as well as the governments
of Germany and Japan. Only Mongolia’s cooperation with Japan has involved carbon pricing
directly. The two countries have worked through aJCM project to conduct joint research on
improving the efficiency of thermal power plants and studies on implementinga NAMA in the
power sector (Ministry of Environment and Tourism 2018).

6. Carbon pricing readinessand options

Mongolia has high-level political commitments to engage in more sustainable, low-carbon
development, however itis unlikely that the central Asian country will be ready touse carbon
pricing asa climate policy tool in the near future. Mongolia has an active and engaged civil
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society and green lobby eager to pursue renewable energy development and diminishair
pollution. However, low institutional capacity and trust in government bodies,as well asalack
of an overarching climate policy frameworkand a carbon pricing mandate make implementing a
carbon pricing mechanism particularly challenging.

Mongolia has attracted not only substantial foreign investment in the mining and minerals
sector butalso significant climate change related international support and investments,
indicating an emerging international interestin developing the country’s renewable energy
sector. However significant foreign debt paired witha partially liberalised energy sector that
lacks regulatory commitment to continuing energy market reforms are causes for concern for
international investors. What’s more, though Mongolia has complied with UNFCCC reporting
obligationsand has some experience with JCM, CDM and NAMAs, the country lacks substantial
technical capacity to further GHG reporting and MRV developmentamongst other topics.
Mongolia’s NDC makes no mention of carbon pricing.

Against thisbackdrop, a carbon tax would better suit Mongolia should the governmentchoose to
adopt carbon pricing. The government has already implemented a tax on polluting activities that
occur through extractingnatural resources and contribute to air pollution, specifically in the coal
and transport sectors. Thus, a carbon tax would be less of an administrativelift and likely
possible for the government toimplement, especially given public support for low-carbon
development and policies thatimprove air quality.For the tax tobe effective, it will need to be
coupled with meaningful electricity market reform and increasetoalevel that will influence
covered entities toinvestin low-carbon alternatives. What’s more, given the government’s track
record of mismanagingmining revenue (World Bank2020a), a carbon tax will only be effective if
therevenue generatedis transparentlyre-investedintoadditional climate policies and
programs that benefit the Mongolian economy and people.
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Pakistan

Technical Multilateral

MRV status Under development Openness 30.4% of GDP (2019)

UNFCCC 2nd national communication International | ECO (1985); WTO(1995); BRI/CPEC
reporting (2018); updated NDCunderway | agreements | (2013);AlIB(2015)

Experience CDM; NAMA NDC 20% below BAU including LULUCF
with carbon (conditional on international support)
markets

Participation | Nota CPLCor PMR partner NDC Ambition notassessed by CAT

in WB assessment

initiatives

Carbon pricing readiness and options

The government is exploring options for introducing an ETS through the National Committee on
Establishing Carbon Markets. It enacted the Climate Change Act in 2017 providing the legal and
institutional infrastructure for climate policy which can facilitate the adoption of a carbon pricing
instrument.

A brand-new coal fleet has been constructed over the past six to eight years, whose capacity has
effectively been capped after the government’s announcement in December 2020 to halt further
investments.

Pakistan’s current electricity market design is conducive to internalising a carbon price contingent on
additional market regulations being introduced. Sectoral readiness is set to increase further once the
objective to establish competitive markets is realised.

Technical capacity, including the creation of an MRV system, is currently a bottleneck that has been
identified by the government which is expected to release animplementation strategy inthe near term.
Support for a green agenda by civil society contrast with well-protected FDI in coal power, and the
government’s ambition to boost domestic oil and gas production in the face of high reliance on energy
imports andstructuralfiscal deficits.

Pakistan canbuildon its international presence in organisations such as ECO, CPEC, and SAARC to pursue
multilateral cooperation on climate change notablywith China, Kazakhstan, and Turkey.

1. Political dimension

Pakistan has experienced steepincreases in energy demand during the past decades which has
tempered itsambition to curb emissions growth in key sectors of the economy.4' Between 1990
and 2018, total final energy consumption nearly tripled as aresult ofincreases in GDP, industry
and population growth. In 2018, fossil fuels contributed for 62% of the country’s TPES and 65%
of electricity generation which putsitatthe lower end ofthe jurisdictions considered here —
mainly owing to high shares of biomass and large hydropower potential (IEA 2021). However,
coal has made significantinroadsinto the electricity sector in recent years following the
conclusion of investment agreements under the Chinese Pakistan Economic Corridor (CPEC).42
Being nearly absent from the mix before 2015, the share of coal -fired power rose to 19% of total
generationin 2019-20 (NEPRA 2020). As of December 2020, eightcoal plants were under
construction and will add an additional 4.6 GW of capacity to the grid once completed (PPIB
2020). The government’s embrace of coal has given rise to an interest group with a stake in

“'The government projected a fourfold increase in total emissions between 2015 and 2030 inits INDC (2016).

“2For a list of energy investments under CPEC, see http://cpec.gov.pk/energy
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Pakistan’s new carbon-intensive infrastructure thatwill serve the power sector for the coming
decades, which may increase resistance tocarbon pricing and delay its adoption.

The trend of surging coal power was brought toa haltin December 2020 when Prime Minister
Imran Khan announced thatfurtherinvestmentsin coal plants beyond those currently in the
pipeline would not be considered, thereby precluding nearly 27GW of additional capacity that
was projected tobe constructed between2030-2047 (NTDC 2020). The announcementcomes
on the back of growing support for a low-carbon development pathway. A 2019 study developed
under the UNFCCC’s CI-ACA workstream in collaboration with Pakistan’s Ministry of Climate
Change (MOCC) found there tobe high potential foran ETS covering power and energy-intensive
industries.*®In response, a National Committee on Establishing Carbon Markets tasked with
advancing Pakistan’s carbon pricing strategy going forward was created and subsequently
announced at COP25 in Madrid. Provisions for domestic credit instruments under Article 6, an

MRV system, and a carbon pricing communication strategy are currently in the drafting process
(ICAP2021).

Concrete climate policy responses in Pakistan can count on the support of a nascent green
coalition comprising domestic political actors (e.g., the Pakistan Green Party), advocacy groups
and thinktanks (e.g., Green Pakistan, LEAD Pakistan, National Network on Climate Change
(NNCC), Sustainable Development Policy Institute), and initiatives withinternational backing
focussed on promotinglow-carbon economic growth in the country (e.g., The Civil Society
Coalition for Climate Change (CSCCC); GIZrenewableenergy and energy efficiency projects).
Furthermore, developmentbanks play an importantrole in project financing. The World Bank
recently funded USD 450 million ofa USD 727 million renewable energy project as part of its
broader country portfolioworth USD 10.5 billion (World Bank2020a). Multiple RE projects have
also beenrealised throughthe CPEC, beingrebranded underthe BRI’s International Green
Development Coalition (BRIGC) overseen by the Chinese Ministryof Ecology and Environment
(MEE).

Garnering public support will be key ifthe government is to press ahead with plans for carbon
pricing. Pakistan ranked 120t out of 198 countries on perceived corruptionin 2019 with a score
of 32 (TI 2021), indicating relatively low trust in government. Its performance in regulatory
quality and government effectiveness as measured on a scale from -2.5 to + 2.5 were equally
low, with scores of -0.64 and -0.68 respectively (World Bank2021). These indicators underline
the importance of careful policy design and capacity building to ensure the instrument’s
effectiveness and compatibility with Pakistan’s socioeconomic objectives.

2. Legaldimension

Pakistanisa federal parliamentary republic whose provinces are represented equally in the
Senate (upper house) and according to size of the population in the National Assembly (lower
house). Executive power lies with the national cabinet, consisting of the national ministers and
headed by the prime minister. ImranKhan's centrist Pakistan Tehreek-e-Insaf (PTI) party
secured 156 seats out of the 342-member National Assembly in the generalelection 0of2018 and
hassince led a majority government with five small coalition parties. Pakistan’s constitution was
reformed in 2010 through the milestone Eighteenth Amendment Act 2010 thatreverted
presidential powers previously attained under alternating periods of military rule tothe
parliament and the prime minister’s office.** The Act vests substantial autonomy with the

43 Aleluia, Jodo, Syeda Hadika Jamshaid and Nicolas Muller. 2019. Study on the Introduction of Carbon Pricing Instruments in
Pakistan. UNFCCC Regional Collaboration Centre - Bangkok, July 2019.

“Including the power to dissolve parliament that was previously exercised by the president. For a summary of the changes to
Pakistan’s constitution, see Hussai & Kokab (2012).
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provinces modelled on the principle of dual-federalism. 17 ministries (includingon planning,
industry, food, agriculture, education, ruraldevelopment, and social services) were devolved to
the provincial level accompanied by fiscal decentralisation and an expandedtax base that
includes environmental charges (Shah 2012). Sub-national governments are empowered to
enact energy and climate policy in their jurisdiction although in practice decision making power
in these areasis shared with other provinces and the federal government* (Shah 2012; Aleluia,
Jamshaid and Muller 2019). Carbon pricing in Pakistan will henceneed to be established
through multi-level governance building on support from provincial authorities.

The Federal Ministry of Energy (MoE) and Ministry of Climate Change are responsible for
national policy strategy and coordination. Generally, climate adaptation is seen to take priority
over mitigation rationalized by the disproportionate climate impact Pakistan is facing relative to
its emissions.*¢ That said, the government has alsoincreasingly positioneditselfon a mitigation
response in recent years. Environmentalregulation in Pakistan dates tothe 1980sand was
consolidated with the creation of a legislative and institutional framework through the Pakistan
Environmental Protection Actin 1997. The MOCC was established in 2012 after the environment
ministry had been devolved tothe subnationallevel the year before. Shortly after its launch, the
MOCC released the National Climate Change Policy 2012 (NCCP), providing an economy -wide
blueprint for adaptation and mitigation measures that included a carbon tax on electricity
generation as one of the options to be considered. The strategy alsoreserved arole for increased
exploitation of domestic coal resources, underlining the challenge of meeting the country’s
soaring energy demand. Climate priorities were reiterated in Pakistan’s long-term growth
strategy of 2014, titled Vision 2025, raising climate change on the political agenda toa national
cross-cutting issue.

Emission reduction targets have been set through Pakistan’s NDC (2016), which projects a
nearly fourfold increase in emissions between 2015-2030 toreach 1603 MtCO2.by the end of
the decade, while peakemissions are expected farther beyond 2030. Pakistanhas committed to
reducing emissions by up to20% compared to BAU emissions by 2030 subject to the availability
of international funding estimated at 40 billion USD.#’ To this end, the government adopted the
Pakistan Climate Change Act, 2017, which enabled an institutional climate infrastructure tobe
developed consisting of: 1) a Climate Change Council consisting of government executives
headed by the prime minister; 2) the Pakistan Climate Change Authority (“Authority”)
comprising membersacross ministries and provincesappointed by the prime minister and
tasked with formulating and implementing policy mechanisms to advance Pakistan’slow-carbon
agenda, advising the government and creatinga GHG registry; 3) a Climate Change Fund tobe
funded with donations, endowments or grants in support oflow-carbon investment, adaptation
measures, and research. The creation of delineated responsibilities through these newly
established governmentbodies improves Pakistan’s institutionalreadiness in implementing
carbon pricing. High-profile legislation has further beenenacted in the areas of energy efficiency
(Energy Efficiency and Conservation Act 2011,2016)low-carbon energy (Alternative Energy

4 Electricity has been entrusted with the Council of Common Interest (CCI), a federal -provincial body reinvigorated since the
constitutional reform of 2010 thatholds decision-making power in key policy areas including railways, minerals, oil and natural gas
and industrial policy, amongst others (Shah 2012). Furthermore, federal regulations continue to apply in devolved policy area s until
alterations by the competent authority have been made. See Article: 270AA “Declaration and continuance of laws etc.”.

46 In the Global Climate Risk Index 2020, Pakistan ranks 5% on countries most affected by climate change since 1999 (Eckstein etal.
2020).

4 The government of Pakistan has notyetreleased updated GHG data post2015.
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Development Board Act 2010; Pakistan Council of Renewable Technologies Act 2010), as well as
in climate adaption.4®

Stronglegal institutions that protect market participants’ property rights are an important
condition for carbon pricing. According to the Global Competitiveness Index, Pakistan’s judicial
independence hasdeclined in the years prior to 2018, ranking 80t globally in that year (WEF
2019). This finds supportin other indices, which report a weak performance on the rule of law
and the judiciary being politicised often aligning with the military on crucial matters (Miller et
al.2020).

3. Economicdimension

Pakistanisalower-middle income country with 217 million inhabitants and a per capitaincome
of USD 4,898in 2019 when measured in currentinternational dollars. The economy has grown
consistently over the past decades though be it with fluctuating rates rangingbetween 1.0% and
7.5% since the turn of the century. While Pakistan’s export-led growth strategy starting in the
late 1980s has boosted total export value, growth rateslag behind some its East Asian
neighboursreflecting alack of diversification tohigher value-added products,alsowithin the
export dominant textile industry (Hamid, Nabi and Zafar 2014). The share of exports of total
GDP has been declining gradually, while the share ofimports hasrisen (10.1%and 20.3%in
2019 respectively) on the back of an overvalued exchange rateand high defence spending.4® Asa
result, Pakistan has had to deal with a growing current account deficit, compounded by a
financing gap partly attributed to security challenges, recurring electricity shortages and
regulatory hurdles (e.g., corruption, weak contract enforcement) that have adversely impacted
investor confidence (Doing Business 2020).50 Multilateral creditorshave steppedin to provide
budget supportasrecentas 2019 when the IMF agreed on a USD 6 billion bailout accompanied
by fiscal restructuring, exchange rate corrections, and energy sector reforms, amongst others
(IMF 2019). The bailoutis expected to catalyse additional funding of approximately USD 38
billion from key partners such as the World Bank, the Asian Development Bank, China, the UAE,
Saudi Arabia and Qatar several of whom have since confirmed their financial support.

Pakistan’s economy contracted 1.5%in FY20 due to COVID-19—the first contraction for
decades—while consumer price inflation increased following higher energy tariffs, food prices,
and a weaker currency (World Bank, 2020). Pakistan recorded a moderate currentaccount
surplusearlyin 2021 supported by increased inflow of remittances and multilateral financing,
while the trade deficit grew. The economy is expected torecover from 2021 onwards with
gradually rising growth rates up to 3.4%in 2023 (World Bank, 2021). Costs of capital are
relatively high with the centralbank’s policy rate having ranged from 5.8%to0 13.3%in recent
years (World Bank, 2020; Focus Economics, 2020). In this environment, carbon pricing can
contribute to creating the necessary long-term investor certainty on low-carbon technologies
especially when complemented by de-risking measures. The State Bank of Pakistan has provided
subsidized loans for low-carbon projects (Malik et al. 2018), which would support the
effectiveness of a carbon pricing instrument.

Inequality in Pakistan is moderate, and low compared to the region, but inflation, high shares of
low-income groups and alarge informal economy are persistent features that would need tobe
carefully considered in a carbon pricing mechanism.Pakistan’sabundant labour force has meant

“ For an overview, see Grantham Research Institute: https://climate-
laws.org/legislation and policies?from geography page=Pakistan&geography%5B%5D=134&type%5B%5D=legislative
4 World Bank Data, 2021.

50 According to the same study, Pakistan has, however, substantially improved on bureaucratic efficiency and transparency in recent
years.
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that employment is relatively high in industry where most emissions are concentrated (table).
The sector has not yet surpassed agriculture in terms of employment, the latter providing jobs to
more than one-third ofthe working population albeit declining as the economy industrialises
further. Employmentis highestin the services sector at 39%. Excluding agriculture, 71% ofthe
workforce is employed in the informal economy, which has remained fairly constantbetween
2006 and 2018 (PBS 2019). With a such large level of informality, upstream application of
carbon pricing may increase the reach of the carbon price signal and reduce the MRV and
enforcement burden. Measures that buttresslabour marketflexibility can furthermore ensure
an efficient re-allocation of workers and mitigate unemployment pressure as the Pakistan
economy transitions towards lower carbon production.

Pakistan has sizeable fossil fuel reserves (oil, shale gas) that are frequently updated through
exploration activities and the discovery of new fields.5! It produced 95 thousand barrels of
petroleum perdayin 2015 up from 70 thousand in 2011 but far below daily consumption of
~505,000b/din 2015 (BP 2020; EIA 2016). International oil companies (I0Cs) such as ENI and
Shell, aswell as the Hong Konglisted United Energy Group Limited (UEG) are active in oil and
gas production activities in Pakistan working by means of concession contracts and joint
ventures with Pakistan’s state-owned oil companies. The Pakistan military, with commercial
assetsin the economy worth over USD 100 billion, has recently alsomoved into oil and gas
(Shakil 2019). The government has aimed to become self-sufficient in oil production, but several
failed exploration activities have so far made this goal unattainable. Nonetheless, ramped up
production may be expected in the coming years which would help reduce Pakistan’s fiscal
deficitand import dependency but may potentially affect the stringency and scope ofa carbon
pricing instrument, ifadopted.®?

There is significant potential for a carbon price to support abatement opportunities in Pakistan’s
electricity sector —be it within certain structural constraints. The sector has been dealing with
several interrelated challengesin recent years namely:increasing electricity demand, high
lossesin transmission and distribution (T&D), limited financial resources of the National
Transmission and Despatch Company (NTDC), and subsidised electricity rates (IRENA 2018;
IMF 2019). Taken together, these have lefta supply-demand gap leading to frequentload
sheddingand electricity shortages. The dire financial situation of the electricity sector is
reflected by the accumulation of debt on distribution companies as a result of unpaid
government subsidieswith cascading effects throughout the supply chain (known as circular
debtin Pakistan) approximating USD 4.5 billion (Tauhidi and Chohan 2020).53 Undera carbon
price, pass through of carbon costs down to the end consumer must hence be guaranteed to
avoid further accumulation of debt —and ensure the full effectiveness of the price signal. Low-

51 For example, see Sana Jamal in Gulfnews, July 2020: https: //gulfnews.com/business/energy/pakistan -confirms-large-oil-and-gas-
discovery-in-khyber-pakhtunkhwa-province-1.1594966345877

52 The government plans to attract 5 billion USD in FDI in the oil and gas sector through its Public Sector Development Program
(Nasir 2020).

53 Several issues have resulted in low-cost recovery rates of generation units averaging 76%. Starting with the governmentnot
having borne the full costs of its energy policy, debthas accumulated in the supply chain from the NTDC (single buyer) cascading
upstream to the point where fuel producers have had to cut delivery in some cases, aggravating energy security challenges. Several
causes lie at the root of the issue, including T&D efficiency losses, electricity theft, delayed compensation for subsidized retail tariffs,
and discrepancies in the tariff structure itself, as well as higher costs from fuel imports along with a shiftto thermal gen eration that
started in the 1980s (Tauhidi and Chohan 2020). The sheer size of the debt has evolved into a macroeconomicissue, which took
centre stage in the IMF’s recent bailout package where it pushed for higher electricity tariffs —which have since been revised
upward.

117


https://gulfnews.com/business/energy/pakistan-confirms-large-oil-and-gas-discovery-in-khyber-pakhtunkhwa-province-1.1594966345877
https://gulfnews.com/business/energy/pakistan-confirms-large-oil-and-gas-discovery-in-khyber-pakhtunkhwa-province-1.1594966345877

CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

income groups can be shielded from the effects of the electricity price increases with targeted
redistribution of revenues throughamendments of the current tariff policy.%*

The existence of a new coal fleet will limit the role of the carbon price in incentivising an early
coal phase out due to the high costs involved, guaranteed minimum offtake specified in long-
term contracts, and broader sectoral challenges identified above. However, as electricity
demand growth continues, a carbon price can accelerate declining conventional generation
shares by tapping into the country’s vast renewable energy potential outgrowingconventional
assetsand replacing the planned retirementof 10GW thermal capacity in the next 15 years
(World Bank2020b).%5 It can do so thanks to a market design that makes the integration ofa
carbon price relatively straightforward.

Pakistan’s electricity market is partially unbundled with limited competition in generation and a
single buyer of electricity.5 The governmenthas retained significantownershipin the
generation segment (GENCOs), and full ownership in T&D (the grid operator and single buyer,
NTDC; 10 regional distributors, DISCOs). The regulator, NEPRA, is responsible for tariff setting
and allows generators to choose between a cost plus and upfront feed -in-tariff mechanism
where variable renewableenergy (VRE) projects are increasinglyawarded through competitive
tenders (IRENA 2018). The NTDC updates the tariffs on a quarterly basis for adjustments in fuel
costs and ranks generators according tolowest variable cost where nuclear, hydropower and
VREs are designated as must-run capacity (NTDC, 2021). With administered prices thepass
through of carbon cost is not guaranteed. However, the fuel cost adjustments could provide an
avenue for internalising environmental costs at regular intervals and minimal regulatory
burden, hence enabling meritorder effects and preservingthe long-termincentive for low-
carbon investment. Proper attention would needto be given to the flexibility underlying
Purchase Power Agreements (PPAs) for thermal generators, which fix annual capacity factors
that may take precedence over economic dispatch considerations.5” Market reforms were
introduced in 2018 aiming to establish competitivewholesaleand retail markets (NEPRA 2020),
which would further support the effectiveness ofa carbon pricing instrument once completed.

Pakistan hasbeen an early supporter of low-carbon electricity generation. The Alternative and
Renewable Energy Policy 2006, updatedin 2011, aimed to attract private investment through
guaranteed offtake, insurance against unforeseen events, tax exemptions, the possibility to
generate carbon credits, and for prosumers, net-metering. The policy hasrecently been updated
with The Policy for Alternative and Renewable Energy, 2019, which explicitly aims toreplace
conventional capacity with low-carbon sources of supply to achieve the government’s target of
30%renewable energy generation by 2030 whilelowering costs through competitive bidding
for renewable capacity procurement (GoP 2019).

4. Technicaldimension

Pakistan’s ambition tointroduce carbon pricing will require technical capacity, such as the
ability tomeasure and report emissions. The government submitted its second national

54 Electricity consumers in Pakistan are grouped into residential, industrial, commercial and agriculture and are charged through
incremental block tariffs with time-of-use pricing. That s, rates rise progressively with demand and are higher during peak hours
(IRENA 2018).

55 Pakistan has nuclear power, large hydropower capacity with the potential for further additions, and a favourable geography to
both solar PV and wind power.

56 Liberalisation of the electricity sector started in the 1990s by opening the generation segment to the private sector managed by
the then newly established Private Power and Infrastructure Board (PPIB) (1994) part of the Ministry of Energy - Power Division;
the creation of an independentregulator (the National Electric Power Regulatory Authority, or NEPRA 1997); and the unbundlin g of
the main utility through the WAPDA Ordinance (1998).

57 Capacity factor is the ratio between generation outputand maximum output capacity over a certain period.
p g p p
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communication on climate change tothe UNFCCCin 2018, in which itidentifies the development
of an MRV system as a short-term priority (MOCC 2018).1tdid soaswellin the 2013
implementation framework for climate change (GoP 2013). Further progressin thisareais
needed, alsoillustratedby outdated GHGreporting datingbackto2015.

Prior experience with market-based instruments may provide a useful starting point for the
implementation ofa carbon price. Examples in Pakistan include ongoing work for establishing
monitoring activities in the context of REDD+, the use of international carbon crediting
mechanisms (mainly CDM) for low-carbon projects, as well as the use of competitive tenders for
renewable energy procurement. The government had approved 76 host country projects by the
end of 2018, 36 of which have been registeredby the CDM Executive Board (Ayaz, n.d.). Project
activities have alsobeen registered under the Voluntary Carbon Standard (VCS) and Gold
Standard though these are fewer compared to projects under the CDM framework. Pakistan also
participatesinthe UNFCCC's Nationally Appropriate Mitigation Action (NAMA) programme.
However, in the absence of sufficient funding for NAMA projects, interestin the scheme has
waned inrecent years (Aleluiaetal. 2019).

Pakistan is not participating in the PMR/CPLC. A capacity building strategy, possibly with
support of international partners such as the PMI, ICAP, CI-ACA, or GIZ, can spearhead the
development of an operational infrastructure building on the government’s newly established
climate frameworkand substantial human capital. Updatesin these areas are expected tobe
coming soon.

5. Multilateral dimension

As amiddle power situated at the junction of Central, West and South Asia, as well as alongside
major trade routes, Pakistan has been of key strategicimportancetothe region. Economic
integration hasimproved substantially as part of trade liberalisation over the past decades.
Pakistan hasbeen a WTO member from the start (1995),isamember ofthe South Asian
Association for Regional Cooperation (SAARC) and a signatory country to the South Asian Free
Trade Area (SAFTA) that came into effectin 2006.58 It has established multiple bilateral trade
agreements since the 2000s withkey partners including the EU, US, and China which are its
major export markets in that order (WTO 2021).5° Although tariff duties on industrialand
agricultural goods have been greatly reduced, on par with emerging economiesin the region
(Khan 2017), tariffs and economic openness more generally remain wellbelow that of
industrialized economies (WTO 2015).

Pakistan’s participation in regional institutions can serve as useful entry points for multilateral
cooperation on climate change. The Economic Cooperation Organisation (ECO) that was founded
in 1985 by Pakistan, Iran and Turkey aims for far reaching economicintegration and sustainable
development ofits member countries through policy alignment. ECO expanded its membership
in 1992 toencompass the Central Asian jurisdictions,as well as Afghanistan and Azerbaijan. In
the Vision 2025 (2017), ECO identified six strategicareas includingtrade, connectivity, energy,
and the environment and committed amongst otherstoaligning and integrating electricity
markets, promoting renewable energy, the creation ofan ECO Clean Energy Centre, and joint
regional projects on climate/biodiversity. Pakistan has held good relations with Kazakhstan and
Turkey, both ECO members with carbon pricing instruments in place and under consideration,
respectively.

58 Signatory countries are Afghanistan, Bangladesh, Bhutan, India, Maldives, Nepal, Pakistan and Sri Lanka.

% Pakistan also has preferential trade agreements with Indonesia, Iran, Malaysia, Mauritius and Sri Lanka.
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To the east, the intensification of Sino-Pakistan ties culminating in the USD 60 billion CPEC could
provide an impetus for the adoption of carbon pricing, recently illustrated by the government’s
aim to supply offsets to the Chinese carbon market (ICAP 2019). CPEC hasnotbeen untroubled,
however, with investments having stalled more recently as both parties review their
commitments after several setbacks, leading the Pakistan governmentto hand oversight of the
project to the military (Rehmanand Walker 2020). Giventhe weight of CPEC, its success may
well impact the feasibility of China-Pakistan climate cooperation going forward.

Regional political stability will be importantfor the success of multilateral cooperation with
regards to carbon pricing. Pakistan-India ties are at alow with increasing violations of the 2003
cease fire agreement on both sides (CFR 2021), having deteriorated further since the nationalist
turn of Prime Minister Modi’s government and its revocation of the special status of Jammu and
Kashmir. In addition, the 264 0-kilometre-long border with Afghanistan has been a frequentsite
of conflict between Pakistan security forces and the Tehrik-i-Taliban Pakistanthat maintains
links with al-Qaeda. In Afghanistan, initial prospects for peace in the aftermath of the U.S.-
Taliban agreementin February 2020 have beendashed by a continuation of domestic conflict, in
which Pakistan hasbeen embroiled by tacitly supporting the Afghan Talibanlargely aimed at
countering India’s influencein the region (DoD, DoS and USAID 2020).

6. Carbon pricing readinessand options

Therecentuptickin climate ambition and progressin assessing the potential for establishinga
carbon market bodes well for carbon pricing in Pakistan. A new legislative fram ework for
climate change and an energy sector conducive to market-based instruments are further
indicators that carbon pricing can be successfully introduced with tangible impact. However, the
so far limited progress in technical capacity, the political priority toincrease domestic oil and
gas production, as well as political unrest at the borders can limit its support and feasibility.

Pakistan has highly favourable endowments for a balanced low-carbon power mix thatcan drive
the energy transition forward. Large unexploited hydropower potential,the presence of wind
corridors and ample solar radiation, next to existing nuclear and gas capacity can provide the
country with areliable mix of dispatchable and variable low-carbon energy. The unbundled
electricity sector, least-cost dispatch principle, and ongoing market reforms indicate high
sectoral readiness for a carbon price given that prevailing financial woes and payment
integrities are addressed and amelioratein the coming years.

The creation of the National Committee on Establishing Carbon Markets, the recently announced
haltto additional coal power, and updated renewable energy policy framework demonstrate
that the governmentis serious about climate change. By promoting the development of domestic
low-carbon energy sources, a carbon price can help address the country’s high reliance on
energy imports, structural fiscal and current account deficits as well asrecurringenergy
shortages, challenges whichhave also givenrise to calls for increased oil and gas production
(despite having plateaued so far). Resistance against carbon pricingmay arise from this area,
and potentially from the Pakistan Army, which haslarge commercial interests in the economy
and hasrecently moved into oil and gas. A disproportionate share of FDI in Pakistan’s now
sizeable coal fleet will also require careful attention as to how such interests may impact climate
policy going forward.

The Climate Change Act (2017) sets clear responsibilities and devotes institutional resources
that provide the foundation for the introduction ofa carbon pricing instrument Yet, weak
protection of property rights and ajudiciary thatis perceived toalign by and large with the
militaryis alimiting factor. This may also hold true for Pakistan’s federal structure, which could
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entail a risk of sub-national authorities yielding to opposing interests of local actors while
obstructing efforts initiated at federal level.

Pakistan can benefit substantially from regional experiences with carbon pricing through
international institutions in which ithas played a prominentrole. These include tothe north,
Kazakhstan, to the east, China, and to the west, Turkey, with whom an FTA is being discussed
that could provide a basis for further alignment on climate policy.

Considering Pakistan’s domestic development priorities and market regulations, an ETS or
hybrid instrument has been favoured over a tax. The flexibility that comes with an ETS aligns
well with ongoing electricity marketliberalisation and the need toimprove the economic
competitiveness of sectors that would be covered under a carbon price. Establishingan ETS
requires high technical capacity. The way forward for the introduction of carbon pricing in
Pakistan therefore starts with acceleratingprogress in this area by taking concrete steps
towards establishinga fully operational MRV system.
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A.9 PhilippinesFactsheet

Philippines ’
Overall Political
Capital Manila Electricity 80% of total generation (2018)
from fossil
fuels
Govt Presidential republic Brown lobby | PNOC; Oil and gas department DOE;
structure Petroleum Association of the
Philippines
GDP USD 1,005.7 billion(2019) Greenlobby | PE2;Green party; environmental
GDP per USD9,302.4 (2019) NGOs
capita
Population 108.1 million (2019) Perceived Score=34(2019)
corruption Min=9; Mean=43; Max=87
Germany=80
Legal Economic
Key Department of Finance; Income group | Lower-middleincome
government Department of Transport;
departments | Climate Change Commission;
National Economicand
Development Authority.
Key legal Climate Change Act; Renewable | Giniindex 44.4(2015)
instruments Energy Act; Low Carbon Perfect equality/inequality=0/100
Economy Act Germany=31.9(2016)
Related RPS; FiT; green energy auctions; | Importance 30.2% of GDP (2019)
policies net-metering of industry Employment: 20% of total (2020)
CO2 emissions: 70.5% of total (2018)
FDI 2.0% of GDP (2019) Fossil 3.65% of GDP (2017)
subsidies
Electricity Liberalised
market
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Philippines ’

Technical Multilateral

MRV status Under development Openness 69% of GDP (2019)

UNFCCC No biannualupdates submitted | International | WTO (1995); ASEAN (1967); RCEP
reporting agreements | (2020)

Experience JCM, CDM NDC GHG emissions 75% below BAU by
with carbon 2030 of which 72.29% conditional
markets (NDC)

Participation | PMRTechnicalPartner; NDC CAT assessment notyetavailable for
in WB Not a CPLC Partner assessment updated NDC

initiatives

Carbon pricing readiness and options

e The Philippinesis considering adopting an ETS, | egislation for which is currently being reviewed by
congress. If adopted, the ETS would complement an elaborate policyframework comprising a
renewable portfoliostandard, FiT, priority dispatch for renewables andrecentlyincreased fuel taxes,
amongstothers.

e The Philippine electricity sectoris liberalised and well placed to adopt a carbon pricing instrument. Coal
has becomethelargestfuel sourceinrecentyears. Theyoung age of the fleet will limit opp ortunities for
anearlycoal phaseout.

e The Duterte Administration’s pushfor constitutional reformto create a federal is currently unlikely to
materialise but would have a major impact on the legislative process, including establishing new
constituencies, that could shift the opportunities fortheintroduction of a carbon pricinginstrument.

e  Goingforward, improving technical capacity forthe creation of an MRV system and fullyfunctional
national inventory willneed to be prioritised.

1. Political dimension

Thanks to sustained economic growth in the past decade, the Philippinesis projected tobe
transitioning from lower middle-incometoupper-middleincome country in the coming years
(World Bank 2020). Increased GDP accompanied a near doublingin electricity consumption
between 2003-2019 mostly met through coal power with annual outputby this source having
nearly quadrupled during the same period. In 2019, fossil fuels contributed for 80% (and coal
for 55%) of total electricity generated (IEA 2021). New coal plants are still being built, adding
more than 4 GW of capacity to the grid in the next years and increasing total coal power capacity
by at least40% (DOE 2020). The heavy reliance on coal and the young fleet may increase
resistance to carbon pricing given the risk for affected profit margins.

Despite thistrend, the governmentheaded by PresidentRodrigo Duterte has recently doubled
down on its support for a low-carbon pathway, which now includes a moratoriumon additional
coal power, new renewable supportmechanisms,and a bill that would pave the way for an ETS
to be established. Increased climate ambition shouldbe seen against the background of soaring
energy demand and a growing trade deficit in energy that have rendered energy diversification
and the promotion of indigenous energy resources into national priorities. In this vein, the
Philippine Energy Independence Council (PEIC) was created in 2019 to provide a platform for
stakeholders from the private and publicsectors to tackle the national energy conundrum by
increasing the production of both clean and fossil energy resources. Calls for ramping up fossil -
fuels production have come from the Petroleum Association of the Philippines (PAP), amongst
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others (Shell 2018). The state-owned Philippine National Oil Company (PNOC)is akey actor in
the fossil fuel industry that engages in exploration and extraction of domestic oil, gas, and coal
resourcesin collaboration with multinational oil majors. Limited reserves and production levels
have so far prevented the rise ofan entrenched export-oriented fossil fuel lobby (Guild 2019).
Yet, the untapped reserves in the Reed Bank, partly claimed by China, are estimatedtohold 11
billion barrels of oil and 5.4 billion cubic metres of natural gas. Further development of these
could shift the energy dynamics in the Philippines going forward (EIA 2020). Fossil fuel interests
may delay the adoption or reduce the stringency ofa carbon pricing instrument However,
international experience has also shown that both can co-exist and even be complementary
where low-cost gas enters the market replacing coal.

Renewable energy is the second largest electricity source and is set todominate long-term
capacity additions (DOE 2020), providing a solid business support base for carbon pricing.
Numerous environment and climate consultingfirms, companies providing energy efficiency
services asrepresented by the Philippine Energy Efficiency Alliance (PE2), the Green Party,6% as
well as environmental NGOs hosted or active in the Philippines are likely to shape policy
discussions in favour of a low-carbon agenda.

The successful introduction of carbon pricing often requires broad public support. In this
respect, the high existing electricity prices in the Philippinesmay be a constraining factor, being
among the highestin the region due toimported fuel costs, inefficiencies stemming from an
overreliance on baseload coal, and significantly lower subsidiescompared toneighbouring
countries (Ahmed 2020). While high electricity prices can limit public support for a carbon price,
tariffs reflecting costs along with a credible long-term policy framework were two key success
factors of the government’s FiT introduced in 2012 thatdelivered high growthratesin
renewable energy capacity (Guild 2019). Country studies have also underlined the potential for
increased renewable uptake toreduce electricity prices (Ahmed 2020), which can be supported
through a carbon pricinginstrument.

While overall purchasing power has consistently increased over the past years, its benefits have
often not been widely shared. Corruption and cronyismhave been pervasive across the
governmentand are seen to have increased under the Duterte Administration despite strong
anti-corruption rhetoric (Miller etal. 2020). In Transparency International’s global rankingon
perceived corruption of 2019, the Philippines dropped from 99th to 133rd (T1 2020). In this
context, clear communication by the government on carbon pricing and addressing its
distributional consequences will be key to garnering public support.

The Philippinesis a constitutional republic that gives large decision-making power tothe
president whoislimited toa single six-year term. Politics has been dominated by elite families
that hold considerable sway over the legislative process, judiciary, and publicresources.Elite -
dominated policy making has made the political system prone to special interests and regulatory
capture tothe detriment of state capacity (Timberman2016). The Philippines has experienced
incremental democraticbacksliding underthe currentleadershipthat has been most visible in
the erosion of human rights and democratic checks and balances. Despite such challenges,
democracy continues to enjoy high support with core principles such as political competition,
constitutionalism, an independent media and civil society being firmly rooted in Philippine
society (Timberman 2019).

0 Active in regions with the ambition to become a national party. See https://www.greenparty.ph/
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2. Legaldimension

Local governmentin the Philippinesis dividedinto three successive tiers ofadministration:
provinces and independentcities, municipalities,and the barangay. Bangsamorois the sole
autonomousregion situated in the southern and predominantly Muslimisland Mindanao.
Following the ousting of the Marcos regime in 1986, anew constitutionin 1987 allowing greater
local autonomy within the unitarysystem was adopted.The Local GovernmentCode of 1991
devolved several functions tolocal authorities, including local environmental management
(Diokno 2012), butexcluding energy and climate policy which have remained central
competencies. Recent years have seen arevival of discussions surrounding constitutional reform
with President Duterteadvocating a federal system. To this end, the Consultative Committee
submitted arevised draft constitution tothe Administration in 2018 thatis currently being
discussed in congress. The reform would be subject toa national vote if adopted by both houses
butis considered unlikely. Ifadopted, it would yield substantial economicautonomy and fiscal
powersto the regions and likely rewire the legislative framework for carbon pricing.

The Philippines has adopted several flagship climate and low-carbon laws over the years that
have forged institutional arrangements thatwill likely facilitate theintroduction of carbon
pricing. [t was one of the first countries to establish a committee on climate change, dating back
to 1991 and inthe 2000s replaced by an executive level task force and advisory office (Andreas
etal. 2008). With the enactmentofthe Climate Change Actin 2009 the government tooklegally
binding steps in mainstreamingclimate change in policy making, overseen by the newly formed
Climate Change Commission (hereafter ‘Commission”). This kick-started subsequent policies,
such as the National Framework Strategy on Climate Change (2010) and the Climate Change
Action Plan (2011) which identified strategic priorities and established a national roadmap for
mitigation and adaption measures — the latter being emphasised given the country’s high
exposure to climate risk. The Philippines submittedits INDCin 2015 and ratified the Paris
Agreement (PA)in 2017. It submitted its first NDCin 2021, aiming for a national reduction of
75%below baseline emissions by 2030—72%beingconditional on support under the PA—and
committing toreach peakemissions by the end of the decade.

Inthe energy sector, the Electric Power Industry Reform Act (EPIRA) was promulgatedin 2001
aiming torestructure the electricity sector and establish energy markets (section 3). Major low-
carbon lawsare the Biofuels Act (2006), Renewable Energy Act (2008) and the Energy Efficiency
and Conservation Act (2019)which have prompted a set of elaborate policies in support of
climate mitigation. These will work alongside an ETS, legislation for which (the ‘Low Carbon
Economy Act’ House Bill (HB) No. 2184) was conditionally adopted in 2020 and is currently
undergoing technical review.

FDI comprised 2% of GDPin 2019, or USD 5 billion, well below the Central Bank’s annualtarget
(UNCTAD 2020). The majority of FDI (56%) went to the information and communication
sectors. However, a combined 35% went to the electricity, gas and manufacturing sectors, some
of which would be covered by a carbon pricinginstrument (Santander 2021). The Philippines’
constitution restricts foreign ownership ofland and strategicassets (such as domestic energy
resources) to 40%, thereby requiring international companies to establish joint ventures or
operate through public-private partnerships. In principle, these arrangements donot preclude
foreign investors from taking legal action (Pentsov 2017) against decarbonisation measuresand
could act as a barrier against the introduction of carbon pricing.

3. Economicdimension

The Philippines had a GDP of more than USD 1 trillion in 2019 when measured in purchasing
power parity terms. Inequality,reflected by a score of 42.7 on the Giniindex, isamongthe
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highestin the region but has gradually decreased over the yearsalong with decliningpoverty
rates (World Bank2020). In his presidential campaign, Rodrigo Duterte pledged to combat
inequality and boost inclusive economic growth, which considering his broader populist rhetoric
was initially expected to promptinterventionist economic policies. However, the government
hasremained firmly committed toaliberal market economy, most recently reflected by a
corporate tax reduction to attract foreign investment (Venzon 2021). Moreover, fiscal
consolidation has enabled a margin for debt financing used by the government to provide
supporttobusinesses and society affected by the economicimpacts of COVID-19 (World Bank
2020). Taxreform hasbeen a pillar of the administration’s economic policy and has included
income tax cuts, direct cash transfers tolow-income households, and tax increases on fuels,
beverages, tobacco,and imported energysources such as coal and oil (DOF 2018). Where the
corporate tax cuts can support trade exposed companies’ competitiveness under a potential
future ETS, increased taxes on primary energy can complement it to shiftinvestmentand
consumption away from fossil fuels.

The tax reforms are instrumental in financing the government’s flagship national infrastructure
investment programme termed unequivocally ‘Build! Build! Build! (BBB).8" Lacking or outdated
infrastructure is widely seen as an impediment to continued economic growth in the Philippines
(IMF 2020), which the programme targets by launchingmajor construction projects in air, rail,
and road transport —currently evaluated with a view to including emerging priorities such as
health and digital infrastructure (de Vera 2020). Given the scope and ambition of the program,
there are latent opportunities toaccelerate the development oflow-carbon infrastructureacross
the country which could complement and facilitateabatementunder a carbon pricing
instrument.

Industry atlarge, including the energy sector, accounts for a disproportionate share (71%) of
national emissions compared toits share in employment (20%) and GDP (30%) (table).62
Contrary tolarge exporting economies in the region, the Philippineshas typicallyrun a
moderate trade deficit. That said, manufactured goods comprise the bulk of the country’s
exports (83%) mostly consisting of machinery equipment and electronics (WTO 2018). Given
the economic weight and future growth potential of these sectors, ensuring their
competitiveness undera carbon pricing instrumentis important. Targeted transitional
provisionsunder an ETS, such as free allocation of allowances, can complement the corporate
tax cutsin limiting competitiveness concerns for trade-exposedindustries but would restrict the
revenue raising capacity of the government.

69% of total primary energy supply in the Philippines came from fossil fuelsin 2018. Biofuels
and waste, hydroelectricenergy,geothermal power and —toa considerably smaller degree—
wind and solar, constitute the low-carbon elements in the energy mix (IEA 2021). Most fossil
fuel subsidies have been phased out with liberalisation efforts that startedin the 1990s -
including the replacement of the Qil Stabilisation fund for market-based pricing. Incentives
continue to exist for domesticoil and gas production, and some minor subsidiesremain in the
electricity sector in support of marginal groups, however the larger subsidy costs (e.g., to [PPs by

means of take-or-pay contracts) have been eliminated with the introduction of market reforms
since 2001 (Mendoza 2014).

Electricity marketliberalisation startedin the Philippines with the implementation of EPIRA in
2001.To this end, the Energy Regulatory Commission (ERC) was established which jointly with
the Department of Energy (DOE) oversaw the full unbundling of the electricity sector. [t also

61 See http://build.gov.ph/

62 The services sector accounts for approximately 60% of GDP, followed by agriculture with less than 10%.
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managed the transition towards electricity trading in the newly formed Wholesale Electricity
Spot Market (WESM) since administeredby anindependent marketoperator. Additionally, the
National Electrification Administration (NEA) promotes rural electrification by supporting
electric cooperativesin providing electricity toremote areas. Regulated investor-owned utilities
distribute and supply electricity to other end-consumers charging cost reflective rates plus
wheeling charges (i.e..reasonable rate of return policy) thatare setby ERC (ADB 2018). Larger
consumers have the option to directly negotiate contracts withregistered retail suppliers
withoutinterference from the regulator. The Philippines has the most liberalised electricity
sector in the region and is particularly suited to adopt emissions tradingas cost pass through
along the supply chain can be assumed. Moreover, market participants are already accustomed
to the trading mechanism.®3 Yet, high electricity prices and theirincome effects will require
careful consideration when introducing a carbon pricing instrument.

Geographyisimportantin assessing structuralmarket factors in the Philippines. Consisting of
more than 7000 islands, the country has three separate electricity grids that span the threelarge
island-regions (Luzon, Visayas, Mindanao). The fuel mix differs across these regions, gas
infrastructure being presentin the largest Luzon network, but absent in the others, which will
have an impact on short-term abatement options undera carbon price. Coal is the (second)
largest fuel source for generation in each of the regions (ADB 2018). As for the age of the fleet,
most of the coal assets have been commissioned post 2010, with some older units dating backto
the 1990sand 2000s (DOE 2021b). With a few notable exceptions, the early decommissioning of
coal-fired power plants under a carbon pricing instrumentwould likely be unfeasible, retrofit
investments forming the crucial nextin line abatement option.

Renewable energy supportis provided throughthe Renewable Energy Act (2008) and the
National Renewable Energy Programme (NREP). The latter provides a blueprintfor RE
development during2010-2030, targeting a near triple increasein overall RE capacity (DOE
2011). The government has introduced a range of instruments including a renewable portfolio
standard for conventional producers, a feed-in-tariff schemeand several tax exemptions for RE
producers aswell as net metering for prosumers. Renewables are further supported through
priority dispatch, ensuring their utilisation; an important criterion for electricity sector
abatementunder a carbon pricing instrument. The Department of Energy signalledin 2020 that
it would launch green energy auctions, thereby joining countries around the world in adopting
market-based mechanisms for least-cost renewable energy procurement.

4. Technicaldimension

The Philippines has made significant strides in its ability to monitor and report emissions. [t has
submitted two National Communications and an INDC tothe UNFCCC, whichwere assessedto be
of high quality (Umemiya etal. 2017). The Philippineshas benefitted from the UNDP low -
emissions capacity building Programme (LECB PHL) 0f 2012-2014 in which sectoral MRV
templates based on CDM methodologies were developed. An Executive Orderin 2014
institutionalised a national system for GHG inventory management and reporting (“PGHGIMRS”),
overseen by the Climate Change Commission (Presidentofthe Philippines, 2014). Under this
reporting framework, the Departments of Agriculture, Energy, and Transportation are
responsible for data collection in their respective sectors, the Department of Environment
leading data collection in the waste, industrial processes, forestry, and land-usesectors. Despite
such progress, the latest communication (NC2) datesfrom 2014 while nobi-annual update
reports have been submitted, indicating thatadditional capacity is sorely needed for the

% Long-term PPAs between producers and distribution utilities existin parallel to the WESM, whose prices may be less flexible
compared to energy procured through the spot market. This could have implications for the role of a future ETS and requires further
assessment.
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introduction ofa carbon pricing instrument. This has been picked up by the Commission which
hasidentified high turnover rates of technical personnel, limited financial resources, as well as
the unavailability of some activity data as some of the key technical constraints for developing a
national GHG inventory and reporting system (Recabar etal. 2019).

The Philippines has been able to capitalise on international experiences to the benefit of
government knowledge and institutional capacity. It became a technical partnertothe PMR in
October 2017 through which policy designs for pricing instruments and an implementation plan
were developed. A feasibility study in the energy and transport sectors was conducted in 2019,
alongside several stakeholder engagementevents, publicawareness campaigns and capacity
building activities (PMR, 2019). It has alsoworked with GIZ to support the Commission in the
design and implementation of climate policy. Prior experience with market-based policies can
further facilitate the implementation of a carbon pricing instrument. The Philippines has
participated in CDM and JCM projects thereby improving business familiarity with crediting
mechanisms (CDM 2021;JCM 2021).In 2019, the Swedish Energy Agency commissioned a
virtual Article 6 pilot with the Philippines, assessingthe potential for investmentin ITMOs to
encourage the reduction of HFC emissions in the food cold-chain (SEA 2020). Energy trading,
tradeable green certificates under the RPS, and use of auction mechanisms in the electricity
sector also equip the government and marketparticipants with relevant marketexperience to
successfully introduce emissions trading.

5. Multilateral dimension

The Philippines has held membership tothe WTO since 1995, hasbeen an ASEAN membersince
1967,and is a signatory to 24 environment-related treaties (WEF 2019). It has arelatively open
economy, reflected by the overall value of trade approximating 69% of GDP (World Bank2019).
In 2020, the country signed on to the Regional Comprehensive Economic Partnership (RCEP),
the world’s largest free trade bloc. The Philippines currently has nine free trade agreements
(FTAs) in force, while three additional FTAs are under negotiation (ADB 2020). It enjoys strong
trade relations with Japan, Singapore, China and the United States, all jurisdictions with carbon
pricing instruments in place or under consideration (World Bank2021). The EUis the
Philippine’s fourth largesttrading partner—accountingfor 9% of overall tradein 2018 —and an
important export market (EC 2020). Diversified trade relations will likely mitigate the impact of
a potential future CBAM in the EU, but should other trade partners follow suit, such multilateral
incentives for carbon pricing in the Philippines will likely become more pronounced.

Participation in international organisations and regional initiatives can strengthen calls for
carbon pricing. For the Philippines, thisis most visible in the ASEAN Climate Change and Energy
Project (ACCEPT) which facilitates energy-climate policy alignment in the region and advocates
carbon pricing. The initiative provides guidance to authorities through in-depth regional and
country-level analyses and builds a community of practice through capacity building workshops
and conferences supporting the climate ambition of its members.

Furthermore, diplomaticties are important for multilateral cooperation on carbon pricing. The
Philippines’ pivot to China under the Duterte Administration, aimed at attracting Chinese
investment, has substantially improved ties between the countries but latent conflicts, especially
over territorial and maritimerights, remain and could resurfaceunder a presidency with a
different geopolitical outlook. So far, revived Philippine-China ties have prompted cooperation
albeit on a different front: oil and gas exploration activities in the Reed Bank (Castro2020).
Nonetheless, the fact that the region’s economic majors have carbon pricing instruments in place
or under consideration and have committed tonet-zero targets (China,Korea, Japan) will likely
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shape regional discussions on carbon pricing and may well encourage further uptake in aspiring
countries such as the Philippines.

6. Carbon pricing readinessand options

The Philippinesis firmly committed to accelerating its low-carbon energytransition most clearly
illustrated by an elaborate policy framework that may soon be complemented by an ETS ifthe
Low Carbon Economy Act passes congress. The recently announced moratorium on additional
coal investments, tax increases on imported coal and oil, and a range of renewable support
mechanisms send a strong signal on the future direction of the economy. Such policies
increasingly receive support from aloose coalition of civil society groups and businessesin
favour of an ambitious climate agenda butcould be overshadowed by renewed calls for oil and
gas exploration that, if successful, can shift energy dynamics and potentially increase resistance
to carbon pricing.

Two decades after the start of electricity market reforms, the Philippine power sector is one of
the mostliberalised in the region and well suited toincorporating a carbon price signal given a
high likelihood that the associated costs can be passed through the value chain. Counter tothe
underlying rationale for investment in coal power, high electricity prices have stemmed in part
from an overreliance on base-load supply (i.e., coal) and could be reduced with diversification
intorenewable energy (Ahmed 2020). Inlight ofhigh electricity prices, careful policy design of a
future ETSis both possible and needed toavoid regressive income effects while preserving
abatementincentives.

Electricity trading, and since recently, auction procurement, will provide relevant experience for
theimplementation of an ETS and ease its adoption by market participants. The Philippines has
been able to further strengthen its institutional know-how and technical capacity for emissions
trading by drawing on international experiences and support of or ganisations such as the PMR,
UNDP and GIZ. A well-establishedlegislative framework for climate policy has set clear
responsibilities where designated institutions, such as the Climate Change Commission, have
lead implementation efforts. Despite ongoing progress, technical capacity hasbeen a bottleneck
for the creation of a fully functional and comprehensive MRV system.

While the government has haltedadditional coal investments, existing projects are being
finalised adding more coal capacity toa young fleet which will limit incentives for divestment
under a carbon price. Despite these constraints, thereis high potential for a carbon pricing
instrument to support mitigation opportunities in the Philippines whose increasingly elaborate
legal and policy frameworkwould ensure effective implementation once the remaining technical
hurdlesare addressed.
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A.10 Russia Factsheet
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Federal state
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Min. of Energy; Min. Natural
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Electricity Law
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Political
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63.99% of total generation (2018)

Gazprom, Rosneft, SUEK, INTER RAO,
Novatek; Russian Union of
Industrialists and Entrepreneurs

Hevel, Rusnano, NordHydro, Avelar
Solar Technology, Association for the
Development of Renewable Energy

Score=28(2019)
Min=9; Mean=43; Max=87
Germany=80

Upper-middle-income

37.5in2018
Perfect equality/inequality=0/100;
Germany=31.9(2016)

Value-added: 32 % of GDP (2019)
Employment: 27 % of total (2019)
CO2 emissions: 69 % of total (2018)

1.47% of GDP (2019)

Liberalised
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Russia -

Technical Multilateral
MRV status Conceptontheformationofan | Openness 49% of GDP (2019)
MRV system (2015, 2018)

UNFCCC 2019 national inventoryreport International | WTO (2012); Eurasian Economic Union

reporting 3rd biennial report agreements | (2010)

Experience Joint Implementation NDC Limit GHG emissions by 2030to 70%

with carbon of 1990 levels (taking into account the

markets maximum possible absorptive capacity
of forests andother ecosystems and
subjectto sustainable and balanced
socialeconomic development)

Participation | Nota PMR partner NDC Critically insufficient

in WB assessment Refenceto financial andtax measures

initiatives stimulating GHG emission reductions

Carbon pricing readiness and options

e The endorsementof emissions trading (trading of emissionreduction units) by the Russian government
andits inclusion in a draftlaw on GHG regulation; the ETS experimentinthe Sakhalin region; Russia’s
experience withthe promotionof renewable energy and theliberalisation of the el ectricity market;
deep economic ties with countries with anETS; and the possibleintroduction of a carbon border
adjustment mechanismin the EU provide the foundation for the introductionof an ETS in Russia.

e However, opposition from vested interests in the fossil energy industryandthe perceived threat of
decarbonisationon Russia’s heavy dependence on hydrocarbons, as well as the controversial Joint
Implementation experience, are limiting factors.

1. Political dimension

Vested interests of carbon-intensive industries can present significant challenges for carbon
pricing. Russiais one of the largest producers of natural gas, oil and coal (BP 2020), and its
economy and budget are heavily dependent on the export of these fossil energies (Mitrova
2019).Itisalso one of the major users of fossil energies.In 2018, over 15.95% of its electricity
generation came from coal and 47.31% from natural gas (IEA 2018). Crucially, thermal power
plants were recently builtand modernised based on Russia’s capacity remuneration mechanism,
and new gas-fired and coal-fired power plants are envisaged in Russia’s General Scheme for the
Location of Electricity Installationsby 2035 (Russian Government 2017). Vested interestsin the
Russian fossil energy industry oppose the introduction of carbon pricing and even the reporting
of GHG emissions (Kokorin and Korppoo 2013). For instance, the Russian Union of Industrialists
and Entrepreneurs “opposes any limits to COz emissions on the grounds that such limitations
will lead to an additional tax that will be used for unclear purposes, and that it will not bring any
benefits” (Paramonova 2020). The coal company SUEK was found to be “politically active in its
opposition to the increased regulation climate policy commitmentswould bring” (Martus 2017).
Furthermore, Gazprom'’s gasification programme and natural gas subsidies, as well as vested
interests of diesel suppliers, contradict the development of renewableenergy in remote areas
(Boute 2016; Tynkkynen 2014; Overlandand Kjaernet 2009). Resistance to decarbonisation can
also be seen atthe statelevel, and in particular in Russia’s Energy Strategy 2035 thatcon siders
the promotion of renewable energy abroad as a threat to Russia’s energy security (i.e., the
security of demand for Russian energy resources) (Russian Government 2020; Russian
President 2019; Mitrova 2019). Significant delays in the adoption and impl ementation of
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Russia’s renewable energy support scheme illustratethe opposition that low -carbon
technologies, and the introduction oflow-carbon regulation, face in Russia (Smeets 2017; 2018).

Atthe same time, the case of Russiaillustrates how vested interests in the clean energy sector
can, at least partly, help overcome the opposition torenewable energy in a country heavily
dependent on oil and gas (Smeets 2017; 2018; Boute and Zhikharev; 2019). After more thana
decade of largely unsuccessful initiatives, the development of alocal solar energy manufacturing
industry in Russia, backed by major Russian industrial groups, including companies with heavy
interestsin traditional energies (e.g., Renova Group) eventually resulted in the implementation
of Russia’srenewable energy support scheme (Bouteand Zhikharev 2019). These companies
(e.g., Hevel) benefitted from a higher return on capital that the regulation ensured to early
moversand from preferential local contentrequirements. [tis unclear ifthese groups,
combining renewableenergy and fossil energy interests, will lobby for the introduction of
carbon pricing, given its constraining effect on their fossil energy activities. Besides ind ustrial
interestsin green energy, NGOs including WWF and Belona have attempted to shape the debate
on decarbonisation in Russia (Berdin2017), butitis unclear towhat extent these attempts have
been successful in Russia’s highly centralised government. Furthermore, international
initiatives, including the IFC (World Bank) Russia Renewable Energy Program, aimedto
promote the transition of Russian energy towards sustainability.

The publicacceptability of carbon pricing depends in part on trustin the government and the
population’s attitude to green issues.In 2019, Russia was ranked 137 " among 198 countries
assessed by Transparency International for its perceived levels of public sector corruption. The
level of energy prices, including electricity, heating and natural gas prices, remains a topic of
high political and social sensitivity in Russia (Boute 2015). Civil unrest following energy price
increases in neighbouring countries contributes to the perception thathigher prices can
potentially trigger politicalinstability. The short-termimpactofthe clean energy transition on
energy pricesis one of the reasons that explains the delay in the adoption and implementation of
Russia’srenewable energy support policy (Boute 2015). The resistance to energy price increases
could also transfer tothe prospect of increased energy prices as the result ofa carbon price.

2. Legaldimension

Russiais a federal state. The Russian Federation consists of 21 Republics, nine ‘Krais’, 47
‘Oblasts’, four autonomous ‘Okrugs’, and two cities of federal importance (Moscow and St
Petersburg). The Russian Constitution establishes shared federal-regional competences for the
regulation of environmental protection and ecological security, and the establishment of
common principles of taxation and dues in the Russian Federation. The federal authorities have
the exclusive competence toregulate the federal energy systems and, on this basis, have heavily
centralised powers at the federal level. The Federal Electricity Law pre-empts electricity sector
regulation, which complicates regional initiatives to promote decarbonisation in the sector,
including the promotion oflow-carbon energy. The regions of the Russian Federation thus face
constitutional obstaclesin the adoption and implementation of their own decarbonisation
policies (Boute 2013). Constitutional obstacles are alsolikely to extend to potential regional
carbon pricinginitiatives, as the Russian Constitution prohibitsthe creation of barrierstothe
free flow of goods within the Russian Federation. Federal inertia, failed or insufficiently
ambitious legislativeattempts on carbon pricing could thus not easily be overcome with regional
alternatives. Giventhese constitutional constraints,federal approval is necessary toadopt and
implement regional carbon pricing schemes that could act as a “laboratory” for other regional
schemes or a federal mechanism. In this respect, the cooperation of the Russian Ministry of
Economic Development and the government of the Sakhalin region regarding the introduction of
a pilot carbon trading scheme in the Sakhalin region is an encouraging sign (Russian Minister of
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Economic Development 2020). A regional inventory of GHG emissions and removals should be in
place by August2021,and by April 2022 a carbon registry is expected to start operation, with
the objective tobegin carbon trading in July 2022. According to the Russian Minister for
Economic Development, the realisation of the Sakhalin experimentwill make it possible to test
different ways of regulating GHG emissions and assess their effectiveness in view of broader use
throughout the country (Russian Government2021; ICAP 2021). The Nizhni-Novgorod and
Kaliningrad regions are already considering the introduction of pilot mechanisms, following the
Sakhalin example (Mavrina 2021).

The Russian government has introduced to Parliament, and the State Duma has approved, a
draft Law on Government Regulation of GHG Emissions that, ifapproved by the Federation
Council and signed by the President, would provide the legal basis for the introduction of
“economic mechanisms for regulation regarding GHG emissions and their absorption by sinks,
including a mechanism for transferring emission reductions and greenhouse absorption units”
(State Dumas 2021). These “economic mechanisms” includetax benefits and the recovery of
investment costs in emission reductions, as well as the trading of GHG emission reduction units.
The latter trading mechanism would enable entities that exceed their regulatory limits of GHG
emissions topurchase emission reduction units from project developers. Ifadopted, the Law on
Government Regulation of GHG Emissions would thus createthe legal basis for a form of carbon
trading in Russia. However, the draftlaw remains broadly formulated and its implementation
will depend on the initiative of the Russian government. The experience with Russia’s renewable
energy support scheme that wasimplemented a decade after the creation of a legal basis for the
supportscheme, illustrates thatthere can be a significant time gap between the adoption of a
legal basis governing a decarbonisation instrument and its implementation (Boute and
Zhikharev 2019; Kamyshanskii and Chirish’'ian 2017).In addition, the integrity of the
mechanism will depend on how emission reductions are calculated —areal concern considering
the criticism expressed regardingthe carbon integrity of Russia’s Joint Implementation scheme
(Kollmuss, Schneider and Zhezherin 2015).

In the absence of a Russian “flagship climate law”, climate policy in Russiais governed by
Presidential Orders, including the Climate Doctrine and the Order on the Reduction of GHG
emissions (Russian President 2013), and GovernmentDecrees, including the Decree on the
Realisation of Measures to Improve the Regulation of GHG Emissions (Russian Government
2016). These documents do notrefer to carbon pricingas climate change mitigation instrument.
Furthermore, the RussianFederal Electricity Law creates the legal basis for the promotion of
renewable energy sources, mainly based on capacity payments torenewable energyprojects
selected on a competitive basis. The Federal Energy Efficiency Law provides the legal basis for
the promotion of energy efficiency improvements, including a tariffregime facilitatingthe
recovery of investments in energy saving measures (Boute 2012). Russia’s experience
promoting renewableenergy and energy efficiency investments is relevantfor carbon pricing as
it created expertise in the field of low-carbon regulation.

Attheinternational level, Russia’s ratification of the Kyoto Protocol was decisive toits entry into
force (Buchner and Dall’Olio 2005). Under the Paris Agreement, Russia’s NDCaims tolimit GHG
emissions by 2030 to 70% of 1990 levels. The ambition of this 30% reduction target should not
be overestimated. First, it takes intoaccount the “maximum possibleabsorptive capacity of
forests and other ecosystems and subject to sustainable and balanced social economic
development.” Second, Russia’s emissionsin 1990 were high, before the economic downturn
resulting from the collapse of the Soviet Union. Third, the Russian economy is characterised by
significant potential for cost effective energy savings and thus GHG emission reductions.
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Furthermore,in 2013, the Russian President already committed toa 25% reduction target
(Russian President 2013).

Foreign investorsin the Russian thermal electricity production sector include the German
energy company Uniper and the Finnish energy company Fortum. Uniperhas threatenedtosue
the Netherlands before investment arbitration for its decision to phase out coal -fired power
plants (Niemeld, van Asselt, Kulovesi and Rajavuori 2020). Although the introduction of carbon
pricingisa far less severe form of interference, it is not impossible that the foreign companies
could threatenlegal action ifthe profitability of their investments is at stake, resulting in
possible “regulatory chill” (Tienhaara 2018). Russia is a contracting party to many bilateral
investment treaties, including with Germany and Finland (Rubins and Nazarov 2008). However,
therisk of possible legal action by Uniper and Fortum against carbon pricing in Russia is limited,
as carbon pricingis likely to have a much less severe impact on their investments than
competitors’, given the relatively high efficiency of their power plants that were built or
modernised based on Russia’s capacity remuneration mechanism (Boute 2015).

3. Economicdimension

Based on its significant fossil energy reserves, Russia is a major producer and exporter of gas
and oil. Itis alsoan important exporterofcoal, in addition to wheat, semi-finishediron, nickel
and fertilisers. Energy intensive goods constitute 30% of Russia’s exports, thus exposing the
country to the impact of global decarbonisation efforts and carbon border adjustment
mechanisms (Henderson and Mitrova 2020). Taking into account thatindustrial activities
contributed to32% of GDP in 2019, were responsible for about 27% of employment, and
accounted for 69 % of total emissionsin 2018, the decarbonisation ofthe industry is likely to
have important economicand social implications. According tothe World Bank (2020), “a green
transition could pose significant challenges for the Russian economy unless the government
undertakes pre-emptive steps toward decarbonisation.” Given Russia’s heavy dependence on
hydrocarbons, decarbonisation is likely to have a negative impact on the Russian budget, in the
absence of diversification of the economy (Mitrova 2020). However, Russia’s Energy Strategy
until 2035 continues to place fossil energy resources at the centre of Russia’s economic
development, with the objective of increasing the export of energy resources by 9-15%, although
the government alsorecognises as a priority the development of environmentally friendly
sources and the promotion of energy efficiency (Russian Government 2020).

Russia’s COz emissions amounted to 1,587 million tonnesin 2018 and have decreased by 2,163.5
million tonnes since 1990. The distribution of emissions spans electricity and heat production
(50.47%), transport (16.32%) and industry (15.82%), with buildings, agriculture, and fishing
making up the rest. The relatively high energy and carbon intensity and inefficiency of the
Russian economy presents an important potential for cost-effective energy savings and GHG
emission reductions (Bashmakov 2016; World Bank2008). However, important regulatory,
political, and financial risks in Russia increase the cost of capital for investmentsin low-carbon
technologies, thus delaying the realisation of GHG emission reductions (Golub, Lugovoy and
Potashnikov 2019).Investmentrisks are alsoabarrier to the introduction of carbon pricing,
considering the proposed focus of Russia’s carbon trading mechanism on emission reduction
projects.

The affordability of energy supply is a key objective of Russia’s electricity and natural gas policy,
as recognised by the Federal Electricity Law and the Federal Gas Law. Russia therefore controls

end-user prices, resulting in indirectsubsidies amounting to USD 22,626 million for gas, USD
13,910 million for electricityin 2018 (IEA 2018).
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The electricity sector was liberalised startingin 2003, resultingin the creation ofa competitive
wholesale market (Gore 2011).In principle, the regulator of the wholesale electricitymarket
(the Market Council) was established as an independent (self-regulating) entity. In practice,
however, the government retains control over the level of prices through price capsand other
types of interference with the market (Boute 2015). The independence of the regulator is limited
by the heavyrepresentation of government-controlled entities in its institutional structure.
Investments are centrally determined and are implemented on the basis of long-term capacity
agreements and prices determined by the government (Boute 2015). The introduction of carbon
pricing in the Russian electricity sector will have to take intoaccount the level of gover nment
control over prices and investments, and in particular the riskthat price caps could distort the
merit order effect of carbon pricing, and that regulated investments could distort the signals that
carbon pricing is supposed to send to investors (Boute 2017).

In the gas sector, independent(i.e., non-Gazprom) gas producers—that now account for around
50% of gas salesin Russia—have therighttoindependently determine the level of prices
governing their supply transactions todomestic consumers (Henderson etal. 2018). However,
Gazprom supplies remain subject toregulated tariffs (Henderson and Moe 2019). Historically,
artificially low domestic gas prices aimed to ensure the affordability of gas supply and the
competitiveness of the energy intensive industry, withthe government’s objectiveto transition
to netbackexport parity repeatedly delayed. The impact of the COVID-19 crisis on gas prices, in
parallel with EU and international decarbonisation, could change this dynamic.

Russia aimstoachieve 4.5% of electricity production on the basis of renewable energy sources
by 2024, a targetinitially set for 2020 (Russian Government2013). To ensure the financial
viability of renewable energy investments, Agreements for the Delivery of Renewable Energy
Capacity are concluded between renewable energy investors and wholesale marketconsumers
through the wholesale market financial settlement centre, which acts as an intermediary
(Kozlova and Collan 2016; International Finance Corporation 2013). Every consumer must
contracta certain percentageof renewable energy capacity in proportion to their peak
electricity consumption. The capacity-based supportscheme aims to enable renewable energy
investors to recover their capital expenses, as well as their operating expenses, and gain a
certain profit. In 2018, the CAPEX limits for wind and solar energy amounted to 109 thousand
roubles/MW (1,690 USD/MW) and 107 thousand roubles/MW (1,650 USD/MW), respectively.64

Eligible renewable energy projects are determined on the basis of a competitive tendering
process, in which the most cost-efficient bids are selected (Kozlova and Collan 2016). Project
developersthat successfully participated in the first competitive selection of solar capacity were
affiliated tomajor industrial groups and influential stakeholders in the Russian energysector
(e.g., the Renova Group, Rosatom, Rusnano). The successful participation in the 2018 solar
tender of the Finnish energy company Fortum confirmedthe gradual opening of the Russian
renewable energy sector to companies other than Russian industrial groups (Boute and
Zhikharev 2019). Part of the difficulty for investorsis to meet Russia’slocal -content
requirements (70% for solar energy and 65% for wind). The promotion of low-carbon energy is
closelylinked to the objective of developing a green manufacturing infrastructure in Russia,
resulting in an increased cost of decarbonisation (International Finance Corporation 2013).

4. Technicaldimension

In 2015, the Russian governmentadopted the Concept on the Formation ofa System of
Monitoring, Reporting and Verification of GHG Emissions. The binding force of thisdocument is
limited, as it was adopted by resolution (razporiazhenie), i.e., policy document, and not decree

64 At current prices and exchange rate USD 1 / 65 roubles.
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(postanovlenie). In 2014-2017,a methodological base was elaborated for the implementation of
the Concept, but there are still hurdles for the development and operation of a robust MRV
system in Russia. According to Russia’s NDC, “the current assessmentsystem will in the future
be supplemented with a monitoring, reporting and checking the volumes of GHG emissions at
thelevel of organisations, as well as the constituent entities of the Russian Federation, whichare
recommended toorganise an inventory of GHG emissions and removals on their territory”.

The Russian state-owned bank Sberbank has experience with Joint Implementation projects.
However, Russia’s experience with Joint Implementation projects is controversial, given the
criticism expressed regardingthe integrity of Russian Joint Implementation projects (Kollmuss,
Schneider and Zhezherin2015). The Market Council—the wholesale electricity market
regulator—has accumulated experience with the certification of renewable energy facilities and
the regulation of capacity contracts with renewableenergy investors.Regional tariffauthorities
have expertise with the financial aspects of energy efficiency improvementprojects, the
recovery of their capital expenses, and the impact on operating costs. The Head of
“Roshydromet”—the Russian Federal Service for Hydrometeorology and Environmental
Monitoring—is the national focal point under the UNFCCC. Roshydrometis under the
supervision of the Ministry of Natural Resources and Ecology of Russia. [tis charged with the
inventory of GHG emissions and sinks (Russian Government 2016).

5. Multilateral dimension

Russiajoined the WTO in 2012. Russiais alsoa member of the Commonwealth of Independent
States and amember ofthe Eurasian Economic Union, the economic union with Belarus,
Kazakhstan, Kyrgyzstan and Armenia (Grata2020). Russiasigned the Energy Charter Treaty, but
withdrew again, terminating its provisional application in 2009 (Boute 2014).

Russia has strong economic and energy ties with countries in the region with carbon pricing
instruments already in place, including the EU, China and Kazakhstan. The EU’s plan tointroduce
a carbon border adjustment mechanism (CBAM) would cost Russian exporters more than five
billion euros a year, as estimated by KPMG (Moscow Times 2020). Russia’s critical reaction to
the EU plan of introducinga CBAM indicates the impact that thelatter could have on Russian
exports (Morgan 2020), and possibly offers an indication of the influence that the EU ETS could
have on the adoption of carbon pricing in Russia. Increasing concern on the carbon footprint of
natural gas/LNGproduction and transportation could resultin greater pressure on Russia to
take action to internalise the carbon externality, taking into account the key role of EU member
states as buyers of Russian gas. CBAM already seems to have impacted Russia’s climate policy
even before being fleshed outand adopted into EU law. According to the Head of the
Environmental Protection Committee of the State Duma, the adoption of the draft Law on
Government Regulation of GHG Emissions mustbe understood as aresponse tothe EU CBAM
(State Duma 2021). Furthermore, China—where a national ETS started operatingin 2021 —
became an important buyer of Russian pipeline gas and LNG, as Russia diversifies its exports
(Henderson and Moe 2019). As China’s relevance for the Russian economy increases, it is likely
that the pressure on Russia tointernalise the carbon externality of its exports will increase.

The integration of electricity markets within the Eurasian Economic Union could also possibly
influence the adoption of carbon pricing, as cross-border exchanges between Kazakhstan and
Russia will have to take intoaccount the cost of carbon on the Kazakh electricity - through the
Kazakh ETS. At the moment Kazakhstan is the only member of the Eurasian Economic Union
with an ETS, but EU regulatory influence in the region could possibly help put carbon pricing on
the agenda of the Eurasian Economic Union concerning environmental cooperation (Pastukhova
and Westphal 2018).
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6. Carbon pricing readinessand options

The Russian government officially endorsed the possibility of introducing a form of carbon
pricing, as both Russia’s draft Law on Government Regulation of GHG Emissions and the Russian
NDCrefers to economic and fiscal mechanisms toreduce GHG emissions, including the trading of
emission reductions. Russiais also promoting renewable energy and energy efficiency
improvements. Yet the opposition from vested interests in the fossil energy industry and the
perceived threat of decarbonisation on Russia’s heavy dependence on hydrocarbons are likely to
belimiting factors.

The economy and energy system in Russia rely heavily on fossil fuels, and strong resistance to
carbon pricing may therefore be expected. The Russiangovernment itself sees international
decarbonisation as a threat to the Russian economy and budget and continues to promote the
development of fossil energy for Russia’s economic growth. Thermal electricityproduction
continuestobe central to Russia’s security of electricity supply, with new gas-fired and coal-
fired plants envisaged in Russia’s long-term electricity forecast.

However, the liberalisation of the electricity market, the planned reform of the gas market and
the push for increasing renewables in the energy mix bode well for market-basedinstruments.
They could also provide the entities subject toa potential future carbon price in these key
sectors with the ability to adapt successfully. Many of Russia’s key trade and investment
partnersalready have (sub)national carbon pricing in place or upcoming, increasing the
pressure toadopt carbon pricing. Russia has significant potential for cost-effective renewable
energy production and energy savings and must diversify its economy to adjust to international
decarbonisation and peak oil demand.

With renewable energy and energy efficiency regulation in place and an NDC including an
emission reduction target submitted, as well as a Concept for MRV, Russia’s legal environment
also holds promise. The adoption of the draft Law on GHG Emission Regulation would provide
an important step towards the introduction of carbon pricing. However, the success of carbon
pricing in Russia will critically depend on the implementation of the Law. Its broadly formulated
provisions on economicinstruments for GHG reduction leave considerable discretion to the
Government, and scope for influence by the brown lobby to water down the ambition of the
mechanism. Reference to the trading of emission reductions indicates that constraints on
emitters are likely tobe limited. Russia’s previous experience with Joint Implementation shows
thatinstruments labelled as emission reduction mechanisms can be affected by limited
environmental integrity.

When viewed through the lens of the analysisin UBA (2021), carbon tradingis likely tobe the
preferred instrumentin Russia. Vested interests and the economic weight of carbon -intensive
producers, a heavy reliance on fossil fuels, a small but growing green lobby and the liberalisation
of the electricity sector tend to favour emissions trading. Russia is likely to adopt a softer
variation of carbon trading by comparison tothe EU ETS, one that focuses on the trading of
emission reductions, presenting the risk of reproducing the controversial Joint Implementation
experience.
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A.11 Sri Lanka Factsheet

Overall

Capital

Govt
structure

GDP
GDP per
capita

Population

Legal

Key
government
departments

Key legal
instruments

Related
policies

FDI

SriLanka
Political
Sri Jayawardenepura Kotte Electricity
from fossil
fuels
Democraticsocialist republic Brown lobby
USD 84,008.78 million (2019) Green lobby
USD 13,620.10(2019)
21.8 million (2019) Perceived
corruption
Economic

Min. of Maha WeliDevel opment
& Environment; Climate Change
Secretariat; National Advisory
Committee on Climate Change
(NACCC); Ministry of Power,
Energy and Business; SriLanka
Climate Fund

LTGEP 2018-2037;
National Adaptation Plan (NAP)
for Climate Change Impacts

National Climate Change Policy
Energy Sector Development Plan
2015-2025

9% of GDP (2019)

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market
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55% of total generation (2018)

Ministry of Petroleum Resources
Development; Ceylon Petroleum
Corporation; Petroleum Resources
Development Secretariat

Sri Lanka Green Alliance; Sri Lanka
Green Building Council; Bio Energy
Association of SriLanka

Score=38(2019)
Min=9; Mean=43; Max=87
Germany=80

Lower-middleincome

39.8(2016)
Perfect equality/inequality=0/100
Germany=31.9(2016)

27.4% of GDP (2019)
Employment: 27.9% of total (2020)
CO2 emissions: 42.8% (2018)

6.19% of GDP (2019)

Partly liberalised: Limited (i.e.,
functional) unbundling of
transmission, distribution, and
generation, mainlystate-owned
assets, andregulated tariff structure
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SriLanka
Technical Multilateral
MRV status Partiallydevel oped with support | Openness 52% of GDP (2019)
fromthe PMR
UNFCCC Submitted NDCin 2016; INDC International | WTO (1995)
reporting submitted INDCsin 2015 agreements
Experience Kyoto Protocol NDC (Un)conditional: (4%) 20% reduction in
with carbon CDM energy emissions relative to BAU by
markets Sri Lanka Carbon Offset Scheme 2030;
(SLcos) (Un)conditional: (3%) 10% reduction in
other emissions relative to BAU by
2030
Participation | Nota CPLC partner NDC Ambition notassessed by CAT;
in WB PMR implementing country assessment No referenceto carbon pricing
initiatives participant

Carbon pricing readiness and options

Working withthe PMR to develop a new MRV and registry system.

e Experiencewith market-based mechanisms through a feed-in-tariff program, national offset scheme
and CDM projects.

e AgreenlobbyispresentinSrilankaandprepared to supportthe country’s climate ambitions, however
the government’s reliance on foreigngas and oil i mports creates competing interests.

e The country’s electricity market design is an inhibitingfactor, as approved tariff methodologies that
would enhancethe effectiveness of carbon pricing have yet to be implemented.

e Srilankacan pursue multilateral cooperation on multiple fronts, including through established trade
relationships through SAFTA, ASEAN, and RCEP.

1. Political dimension

As arapidly developing lower-middle income country, Sri Lanka’s energy demand has steeply
increased over the past decade. Following the end ofa 30-year civil war in 2009, the country has
averaged over 5% of growth per yearand poverty rates have declined dramatically from 22%in
2002t08.9%in 2019 (World Bank2020). The August 2020 parliamentary election saw the Sri
Lanka Podujana Peramuna (SLPP), a newer nationalistpolitical party, win a two-thirds majority
in parliament. Brothers MahindaRajapaksa and GotabayaRajapaska were elected Prime
Minister and President respectively, beatingout the more established political parties, the
United National Party (UNP) and the Sri Lanka Freedom Party (SLFP). The governmenthas
identified three main priorities for its tenure: establishing a new constitution reversing the
curtailment of presidential powers, promoting Buddhistheritage in the traditionally Muslim
Eastern Province, and securing a safe and disciplined society (Wagner 2020).

The countryis heavily reliant on fossil fuels for its energy needs, with fossil fuel fired generation
accounting for about 55% of TPES and the generation mixin 2018 TPES (IEA 2021). Electricity
demand continues to grow at an annual rate of 5.6% and the country’s Long-Term Generation
Expansion Plan (LTGEP) indicates that capacity additions of over 8 GW will be needed by 2037.

Fossil fuel fired generation played an importantrole in the country’s high electricity prices.
Production and delivery costs have risen due to growing demand and seasonal back-up needs
increasingly being met with oil-fired generation (World Bankand International Finance
Corporation 2019). A government mandated closure of two planned coal -fired generation
projects has also contributed totherise, as the closure compelled the Central Electricity Board
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(CEB) to procure a mix of a diesel fuel combined cycle power plant, diesel generators and oil-
fired power plants (ADB 2019). As Sri Lanka has already exhausted most of its large hydro
potential, renewables (primarily solar and wind) are expected to account for the bulk of this
non-fossil fuel-based capacity addition (Ceylon Electricity Board 2019).

Sri Lanka has been successful in stimulating the growth of some renewable energy projects,
especially those up to 10 MW, however the country has not been able to develop utility scale
projects (World Bank2019). The technical resource potential for solar power generation is
estimated tobe 6 GW and has been supported throughnet-metering policies, and the exploitable
wind power potential is estimated at 5.6 GW (ADB 2019). The constrained bankability 85 of
current power purchase agreements haslimited the flow of international capital for utility scale
projects, and challenges with land acquisition as well as unavailability of transmission
infrastructure have exacerbated the problem (Dutt 2020). Most renewableenergy de velopers
are domestic Sri Lankan entities as the limited bankability of contracts has constrained
international equity investors from participating in the market (Dutt 2020).

Climate policy initiatives are further supported by civil society organisations, including the Sri
Lankan Green Alliance (SLGA)®5, an alliance of small and medium green groups around Sri
Lanka, as well as initiatives such as the Sri Lanka Green Building Council of Sri Lanka and the Bio
Energy Association of Sri Lanka.®” The country has also received substantialinternational
support from organisations promoting low-carbon economic growth such as the World Bank,
the Asian Development Bank, and GIZ, both in developing technical capacity for developing grid
transmission expansion,and subsidy and feed-in-tariff policy design, and in strengthening®®
civil society to be more conscious of type and amount of energy use.

For Sri Lanka tomeetits unconditional and conditional targets for the energy sector, it will need
to attract financing from climate finance sources tode-riskinvestment in renewable projects.
Generating international climate finance support for energy sector reforms that could support
carbon pricing policies will be dependent on establishing confidence in government institutions
and effective regulatory processes. Sri Lanka ranked 94 th out of 198 countries on perceived
corruptionin 2019 with a score of 38 (Transparency International, 2021), indicating relatively
low trustin government. The island nation’s performance in regulatory quality and government
effectiveness as measured on a scale from -2.5 + 2.5 were also low, with scores of -0.47 and -0.48
(World Bank2020). These numbersindicate the need tobuild capacity in government
institutions and regulatory structures to perpetuate needed energy sector reforms crucial for
implementing carbon pricing.

2. Legaldimension

Sri Lankais a Democratic Socialist Republicwitha Constitution that tasks the state with
ensuring the distribution of wealth, overseeing economic development, and raisingeducational
and cultural standards. Political power is divided betweenthe legislative, executive,and judicial
branches with the executivebranch wielding significant power as the Head of State, government,
and armed forces, and an ability to appoint cabinet ministers and the justices of the supreme
court. The legislative branchis a unicameral Parliament of 226 members, with 196 members
elected in multi-seat constituencies and 29 elected by proportional representation, all elected to
6-year terms by adirect vote. The President is elected to office through presidential elections

65 Refers to the willingness of well-established financial institutions to finance a project or proposal at a reasonable interest rate.

% http://surakimusrilanka.net/about/
%7 https: //www.bioenergysrilanka.lk/
% https: //www.giz.de/en/worldwide/37146.html
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held nationwide. The Presidentcan dissolve Parliamentatany time, and the main purpose of
Parliamentis topassbills and resolutions. The President’s deputy, the Prime Minister, leads the
ruling party in parliamentand shares many executive responsibilities.

The Ministry of Petroleum Resources Development (MPRD) and the Ministry of Power, Energy
and Business Development (MOPE&BD) manage the country’s energysector, with the latter
responsible for developing programs and policies pertaining to electricity, renewable energy,
and energy efficiency as well as having oversight of the Ceylon Electricity Board (CEB) (ADB
2019). The Ministry of Maha Weli Development & Environment (MMDE)®® acts as the national
focal point to the UNFCCC and manages Sri Lanka’s climate change policies and actions at the
national level in coordination with sectoral agencies. Withinthe ministry, the Climate Change
Secretariat, headed by the Director of the Climate Change Division, adopts a comprehensive
national approach toaddress climate change challenges.”® A National Advisory Committee on
Climate Change (NACCC) has alsobeen created under the MMDE to gather diverse viewpoints on
and bring together principal actors for all activities pertaining to climate change.”' Additionally,
these institutional structures are mirrored by a National Climate Change Policy, and the ‘Sri
Lanka NEXT - A Blue Green Era’ programme thatidentifies priority technologies and subsectors
for a low carbon economy based on the country’s sustainable development priorities.

Inline with Sri Lanka’s NDC commitment to use only renewable electricity generation by 2050
(ADB 2017),the LTGEP statesa commitmenttodevelop 1.4 GW of solar power and 1.2 GW of
wind power projects by 2037. This generation could be used toreplace some of the expensive
imported oil-based power currently usedto offset hydro resources. On the demand side, an
energy efficiency building code was introduced in 2002, and then revised and publishedin
2008.72 A second revision was recently completed and a mandatory requirementfor new
commercial buildings to comply with the code is expected. Continued energy improvements in
buildings have been supported by the Sri Lankan Green Power Development and Energy
Improvement InvestmentProgramme (ADB 2019).

3. Economicdimension

SriLankais a lower-middle income country with approximately 21.8 million inhabitantsand a
GDP per capitaincome of USD13,620in2019. The economy has grown substantially in the past
decade following the end of a 30-year civil war and significant government investmentinto the
country’s infrastructure. Higher growth has been accompanied by improvements in many
socioeconomic indicators as the poverty headcount ratio, the percentage of the population living
below the povertyline, hasdecreased from 18.6% since to 2022 to 4.1%in 2016. Inequality

remains a problem with the country’s Gini index increasing from 32.5in 1985t039.8in 2016
(World Bank2021a).

Sri Lanka’s economy is largely based on agriculture, services, and light industry. The industrial
sector contributes 27% of GDP (2019), providing approximately 28% of total employment
(2020) and accounting for 43% of CO2 emissions (2018) based on the World Bankdefinition of
industry which includes the energy, miningand construction sectors. Compared to other
countries in the region, Sri Lanka has struggled to diversify exports and its share of global trade
hasdeclined over time as the country’s export structure has not evolved beyond apparel, tea,
and rubber products since the early 1990s (CBS 2019). Sri Lanka’s fiscal deficits have remained

% http://mmde.gov.lk/web/index.php?limitstart=15&lang=en

O http://www.climatechange.lk/About us.html

Thttp: //www.climatechange.lk/About us.html

72Sri Lanka Sustainable Energy Authority. 2008. Code of Practice for Energy Efficient Buildings in Sri Lanka.
https://policy.asiapacificenergy.org/sites/default/files/Building%20 CODE.pdf.
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high amidst declining tax revenue and increased government spending. Rising external
commercial debt has elevated riskand associated premiums as well as interest costs, making it
challenging for the governmenttoinvestinlarge infrastructure development projects and
forcing them torely more on international developmentloans. Moreover, lack of a skilled labour
force and stagnated labour mobility have also contributedtoimmobility as alower middle -
income country (World Economic Forum 2019).

From a macroeconomiclens, substantive government debtand alack of foreign direct
investment have made it challengingfor Sri Lanka to maintain high growth over extended
periods of time (CBS 2019). To date capital investmentneeds have been largely supported by
the government through international loans from multilaterals and donor funds, which hasin
turn led to a high level of government debt, sothat debt service payments are more than90% of
the government’s tax revenue (World Bank & IFC 2019). High public debt has contributed to
high creditrisk, and thatin combination with policy uncertainty in the ener gy sector hasled toa
lack of internationally bankable projects (World Bank & IFC 2019).

As of 2018, 55% of Sri Lanka’s electricity supply was generated from fossil fuels (IEA 2018).
Both petroleum and coal are used for electricity generation and industrial processes, and
demand for both has steadily increased (ADB, 2019). Petroleum imported as crude oil and
finished products, provides the highestshare of energy to the national economy (43%in 2017)
followed by biomass (37%), and then coal (11%) (ADB 2019). Exploration for gas and petroleum
hasnot resulted in commercial production, though some deposits of gas have been discovered
offshore of the western coast, and more exploration is planned for the west and east coasts in
conjunction with French utility Total (Petroleum Resources Development Secretariat2017). The
supply of coal-powered electricity increased with the establishmentof the Puttalam coal -fired
power plantin 2011 and further expansion ofthe projectin 2013 and 2014 (ADB 2019). Much of
the hydropower capacity in Sri Lanka hasalready been developed, though there is further
potential for solar and wind power (ADB 2019). Sri Lanka’s relatively young coal fleet will limit
the role carbon pricing can plan in incentivising coal phase-out, though as electricity demand
continues to grow, a carbon price could incentivise a decline in conventional generation through
tapping intothe country’s renewableenergy assets. However, lack of clarity on feed -in tariff
policies and legal impediments have made it particularly challenging for the private sector to
confidently investin developing the renewable energy sector.

The electricity industry consists of state-owned enterprises with some limited private sector
participation in power generation. The Ministry of Power, Energy and Business Development
prepares energy policy, supervisesthe main state-owned power sector utility CEB, the state-
owned distribution utility Lanka Electricity Company, Sri Lanka Sustainable Energy Authority,
and several other state-owned entities in the energy sector (ADB 2019). The Public Utilities
Commission of Sri Lanka (PUCSL) is the multisector regulator, which is presently empowered to
perform the functions of technical, economic, commercial, and safety regulator of the electri city
industry (ABD 2019). Power sector reform began in Sri Lanka in 2002 through the Electricity
Reform Act, which broke the CEB into to several independent state-owned companies and
established the PUCSL as the sector regulator (World Bank2019). Further reforms continued
with the Electricity Act of 2009, which enabled PUCSL to operate as the power sector regulator
and introduced functional unbundling whereall businesses remainunder one corporate
ownership, while generation, transmission, and distribution were separately licensed (ADB
2019). Theact alsoissued general policy guidelines for the PUCSL to diversify fuel supply, better
plan the transmission and distribution of the system, and formulate an electricity tariffto supply
electricity atreasonable prices to ensure the financial viability of the sector. Though the 2009
Electricity Act effectively unbundled the CEB into separate business units and introduced some
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competition into electricity generation, it failed to fully implementthe newly established tariff
methodology. Today, the electricity industry faces constraints due to capacity shortages and
delaysinbuildinglarger power plants, slow growth in renewableenergy development, and a
financial crisis due to non-cost reflective tariffs (ADB 2019). Electricity marketreforms that
implement the approved tariff methodology will be crucial to creating an enabling environment
for a carbon pricing mechanism.

Sri Lanka has also demonstrated a commitment tolow-carbon energy generation, specifically
pledging touse only renewable energy for electricity generation by 2050 at the 22nd UNFCCC
Conference of Partiesin Marrakech as a part of the Climate Vulnerable Forum,and articulating
various targets aimed at increasing the adoption of renewable and sustainable forms of energy
through Sri Lanka’s 2016 NDC submission (ADB 2017). The PUCSL’s Draft Activity planfor 2021
highlights these targets and puts forward a budgetfor research on grid integration limits for
intermittent renewable sources that will inform policy advice tobe prepared for the government
(PUCSL 2021). However, though the country’s Least Cost Long Term Generation Expansion Plan
for 2018 - 2037 highlights intentions toadd substantial hydro, min-hydro solar, wind and
biomass generation, it also foresees additional oil -, coal- and natural gas-fired generation
(PUCSL, 2021). The National Gas Plan also highlights a goal toincrease the penetration of natural
gas across all sectors toachieve a minimum of 30% of natural gas in the energy mix and replace
coal and oil generation, while simultaneously committing to minimizing greenhouse gases to
help achieve Sri Lanka’s NDC (National Policy on Natural Gas of Sri Lanka 2020).

4. Technicaldimension

Sri Lanka submitted its Intended Nationally Determined Contributions (INDC)in 2015 and
submitted a Nationally Determined Contribution in 2016. Sri Lanka has also submitted two
national communications,onein 2000 and one in 2012, and has developed national GHG
inventories as a part of these communications (Hemashantha etal. 2019). Recognizing that
achieving emissions reductions will requirea substantial contribution from the power sector, Sri
Lanka has established specific NDC targetsfor the energy sector. The targets consist of
commitments to establish largescale wind, solar, biomass, and hydro plants, introducing
demand side managementactivities,increasing sustainable energy policies toincrease the share
of renewable energy, and convertingfuel oil-based power plants to LNG (Ministry of Mahaweli
Developmentand Environment of Sri 2016).

Sri Lanka has also worked to develop better capacity tomeasure and report emissions,
specifically through a project with the Partnership for Market Readiness (PMR) focused on
strengtheningthe government’s capacities toimplement national climate
policies/strategies/actions and design or strengthen market/non-market mitigation
instruments (PMR 2019). The project has worked toidentify the needs and institutional
responsibilities necessary foranew MRV and registry system and gone on to begin the design
process for a national system. The Sri Lankan Climate Fundalso conducts or ganisation and
projectlevel GHG verification in accordance with ISO 14064-3 standards, meaning that the
MMDE has some experience with organisational and projectlevel GHG quantification,
monitoring and reporting (Ministry of Mahaweli Development& Environment2021).

The Sri Lankan electricity sector also has experience with market-based mechanisms. One such
mechanism, the Sri Lanka Carbon Crediting Scheme (SLCCS) is a national offset scheme
established tosupportlocal clean projects tobenefit from climate finance, and was established
through the Sri Lanka Climate Fund, a government owned company that functions under the
MMDE. Sri Lanka alsohas experience with designing feed -in tariffs for the electricity sector, as
well asthe Clean Development Mechanism. The country currently hosts 20 registere d renewable
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power CDM projects, totalling 183 MW in potential capacity. One of these, Broadlands
Hydropower,is alarge-scale hydropower project,while the others are all small-scale
hydropower or other renewable energy projects. Twelve of these projects have issued CERsand
are operational. The remaining have notissued any credits, and there hasbeen no
communication with the UNFCCC Secretariatregarding theirstatus (PMR 2019).

The Climate Change Commission of Sri Lanka has been tasked with implementing Sri Lanka’s
NDC in coordination with relevant ministries. The NDC (Ministry of Mahaweli Development and
Environment of Sri Lanka 2016) also outlines the importance of developing institutional
mechanisms and capacity to ensure climate change is mainstreamed into the country’s economic
development process. It also proposes establishing an independent institutional mechanismand
operationalisation mechanismunder the purview ofthe Climate Change Act (NDC (Ministry of
Mahaweli Development and Environmentof Sri Lanka 2016).

5. Multilateral dimension

As anisland economy situated between South Asia and ASEAN, Sri Lanka relies on economic
relationships with countries in the region. Economicintegration hasimproveddue totrade
liberalisation over the past decades, though despitessignificantimprovements in energy and
transportation infrastructure thatconnects Sri Lanka with surrounding countries, Sri Lanka has
made only limited headway in strengthening its trade and investment links with the rest of the
region (Weerakoon & Perera 2014). Sri Lanka hasbeen a WTO member since the organisation
came intobeingin 1995, was a signatory country for the South Asian Preferential Trade
Agreement (SAPTA)and was a signatory of the Asia Pacific Trade Agreement (APTA), both of
which came into effect in 2006. [t has established trade relations with several surrounding
countries, signing bi-lateral and regional trade agreements withits South Asian neighbours
including Bangladesh, Bhutan, India, the Maldives, Nepal, and Pakistan. Sri Lanka has also
established multiplebi-lateral trade agreements withkey international partners including the
EU, US, UK, China and India (WTO 2019) with a majority share of exports going to India. Greater
economicintegration in the Southeast Asian region has also contributedto Sri Lanka’s growth.
SAARC (the South Asian Association for Regional Cooperation) has emerged as a key trading
platform for Sri Lanka in recent years and participatingin SAFTA (the South Asian Free Trade
Area)agreement has expanded Sri Lanka’s trade with its neighbours, giving the island nation
much greater access to South Asia’s 1.6 billion consumer market (Fernando 2021). The most
notable economic progressin the region hasbeen made in the sphere of small and medium
enterprises. However, the lack of significant foreign direct investment in some South Asian
countries is slowing down economic growth. In thisregard, Sri Lanka leveragesregional trading
platformslike SAFTA, ASEAN, and RCEP to access Asia-Pacific consumer markets.

Due to proximity, Indiais Sri Lanka’s main trade partner and is a key supplier of Sri Lanka’s fuel
imports, specifically petroleumand oil (World Bank2021d). However, India is much more than
a trade partner. [t has taken steps to deepen economic cooperation with Sri Lanka, extending a
USD 400 million line of credit to Sri Lanka for infrastructure developmentand a concessional
USD 100 million line of credit for developing rooftop solar projects (Press Information Bureau,
Government of India, 2019). The projects are tobe for low-income families (USD 50 million) and
the deployment of rooftop solar in government schools, colleges, hospitals, and other
establishments (USD 50 million) (Reuters 2019). There is currently no bilateral power exchange
between the two countries, however both have exploredan India-Sri Lanka grid interconnection
through conducting a joint feasibility study assessing the technicaland commercialaspects of
such a project (ADB 2019). Other key trade partners that have taken a more active role in Sri
Lanka’s energy sector include China, which has previously financed rural electrification project
components as well as Sri Lanka’s 900 MW coal-fired power plantand a hydropower power
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plant currently under construction (ADB 2019). Sri Lanka’s pathto carbon pricing will likely be
shaped by the country’s relationship with these partners, amongstothers.

6. Carbon pricing readinessand options

SriLanka’s updated NDC commits the island nation toreducing emissions across sectors but
makes no explicit mention of carbon pricing. The country’s electricity market designis currently
not conducive to the introduction of a fully effective carbon price because the sectorislargely
state owned, and the tariffs are heavily regulated due to slow implementation of approved
reforms. Sri Lanka has favourable conditions for a low-carbon power mix, as much utility-scale
solar and wind capacity remains untapped, and could augment existing hydropower and biofuel,
and replace the some of the fossil fuel fired generation. Growing reliance on expensive, imported
oil-fired generation to supplyincreasing electricity demand and make-up for cancelled coal
investmentsis not sustainable. Introducing a carbon price could help to make additional
domestic, low-carbon, particularly renewable energy sources more competitive. Properly
unbundling the electricity sector and implementing updated tariff methodologies would createa
more stable environment for renewable energy investors and attractmore foreign direct
investment for such projects, ultimately improving readiness for and effectiveness of carbon
pricing.

Given that effective oversight and enforcementare key for the efficacy of a carbon pricing
mechanism, Sri Lanka’slackofa registry and MRV system is an impeding factor for establishing
such a mechanism. However,the Sri Lanka government is working with the PMR to develop
better capacity to measure and report emissions, specifically through beginning to develop an
MRV and registry system. What’s more, the Sri Lankan Climate Fund does conduct organisation
and projectlevel GHG verification in accordance with ISO 14064 -3 standards, meaning that the
MMDE has some experience with organisational and projectlevel GHG quantification,
monitoring and reporting (Ministry of Mahaweli Developmentand Environment 2021). Finally,
SriLanka’s experience with market-based mechanisms in the energy sector and carbon crediting
indicates there is some in-country technical capacity that could be developed further should Sri
Lanka opt to pursue a carbon pricing mechanism.

A carbon price could in principle be bolstered by growing support for climate policy within the
national government, as the recent establishment ofa Climate Change Secretariat, a National
Advisory Committee on Climate Change, and the Sri Lanka NEXT - A Blue Green Era’ programme
demonstrate Sri Lanka’s commitmentto climate policy. Sri Lanka alsohasa developed green
lobby thatisalready supporting low-carbon development across small and medium enterprises.
The development and speed of climate policy and potential carbon pricing mechanisms could be
met by resistance from the fossil fuel importing and using sectors, particularly the power sector.

Sri Lanka’s energy partners and established trade relationships offer opportunities for
multilateral cooperation. Chinaand India have both been supportive of Sri Lanka’s energy
infrastructure development and could offer Sri Lanka lessonslearned on establishingan MRV
system and developinga carbon pricing mechanism. Other potential lessons could come from
regional trade partners such as Pakistan, whois exploring options tointroduce an ETS and has
introduced electricity market design reforms conduciveto internalising a carbon price.

With respect tothe choice of carbon pricing instrument, Sri Lanka’s efforts to establish an MRV
system in the context of experiences with carbon crediting may favour an ETS over a tax.
Regardless of the instrument, the way forward for Sri Lanka in introducing carbon pricingis to
continue building on workto develop a fully operational MRV system while simultaneously
advancing energy market reforms.
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A.12 Taiwan Factsheet

Overall

Govt
structure

GDP
GDP per
capita

Population

Legal

Key
government
departments

Key legal
instruments

Related
policies

FDI

Taiwan*

Political
Electricity
from fossil
fuels

Semi-presidential democratic Brown lobby

constitutional republic

USD 612.5 billion (2019) Green lobby

USD 25,763 (2019)

23.8 million (2019) Perceived
corruption
Economic

Environmental Protection
Administration; Office of Energy
and Carbon Reduction

Greenhouse Gas Reductionand
ManagementAct (2015);
Electricity Act(2017); Renewable
Energy Development Act (2009)

1.9% of GDP (2019)

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market

90% of total generation (2015)

Chinese Petroleum Corporation; China
National Offshore Oil Corporation

TaiwanInstitute for Sustainable
Energy; Taiwan Environmental
Information Association

Score=65 (2019)
Min=9; Mean=43; Max=87,
Germany=80

Highincome

33.9(2019)
Perfect equality/inequality=0/100;
Germany=31.9(2016)

Value-added:n/a
Employment:n/a
CO2 emissions:n/a

31.6% of GDP (2017)

Partiallyliberalised

*The World Bank and several other data providers donotinclude information for Taiwan. Consequently, this factsheetrelies on
UNCTAD for GDP and GDP per capita (both in current US$); population; FDI and openness statistics. The share of fossil fuels is from
the US EIA and the value of the Gini index is from Statista.
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Technical

MRV status

UNFCCC
reporting

Experience
with carbon
markets

Participation
in WB
initiatives

MRV regulationin place;
established MRV infrastructure
with 290+ entities required to
report

No UNFCCC reporting
obligations

Indirectinvolvementin CDM

Not a CPLC partner;
Not a PMR implementing
jurisdiction

Carbon pricing readiness and options

Taiwan

Multilateral

Openness

International
agreements

NDC

NDC
assessment

116 % of GDP (2020)

WTO (2002); Asia Pacific Economic
Cooperation(1991)

20%reduction in GHG emissions by

2030 compared to 2005 levels; 50%

reductionby 2050 compared to BAU
levels

Reportcomparableto INDC submitted
in 2015 despite non-membership to
UNFCCC

Ambition notassessed by CAT

e Taiwan's geopolitical standing poses certain limitations on participationin regional and international
carbonpricing discussions and capacity-building activities, but the jurisdiction’s active engagement holds
promisefor carbonpricing.

e Legal, institutional, and technical infrastructure is relatively advanced and could arguably smoothly
support the implementation of a carbon tax. Small market size and insufficient liquidity could be a
challengeifanETS wereintroduced.

e Solid MRV infrastructure and experience with environmental fees and offset systems such as the CDM
hold promisefor carbon pricing.

e Aheavilyregulated el ectricity sector and the dominance of state-own utility Taipower could i mpede cost
passthrough. Theisolated nature of the el ectricity grid makes alternatives to fossil fuels challenging.
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1. Political dimension

As anisland off the south-eastern coast of Asia, Taiwan has an independent energy system,
which isheavily dependent on fossil fuel imports predominantly from Qatar, Malaysia,
Indonesia, and Australia (Feigenbaum and Hou 2020). With limited domestic energy resources,
it imported more than 98% ofits energy (mostly stemming from oil and coal)in 2019 (Bureau of
Energy, Ministry of Economic Affairs, 2021). Taiwan alsohas a “large footprint” in several
energy-intensive industries like steel, petrochemicals, and semiconductors, resulting in high per
capita emissions (Biedermann 2017).1In 2015, 90% of electricity generation in Taiwan stemmed
from fossil fuels (U.S. Energy Information Administration 2020), with one of the largest coal -
fired power plantsin the world located in Taichungin the west of the jurisdiction. Taiwan also
has small deposits of oil reserves (2.4 million barrelsin 2016), but oil refineries are aging and
face competition with those in the People’s Republic of China (PRC) (U.S. Energy Information
Administration 2020). The main playersin the sector are Taiwan’s Chinese Petroleum
Corporation, the core of the jurisdiction’s petrochemicals industry, and the PRC’s state-owned
China National Offshore Oil Corporation (CNOOC). The two corporations are working together to
explore for oil and natural gasin the Strait of Taiwan (U.S. Energy Information Administration
2020). This heavyreliance on fossil fuels and the extensive infrastructureassociated with it may
impede plans tointroduce a carbon price.

The weight of carbon-intensive industries in resisting carbon pricing can be counteracted by
green industries, however. Green NGOs in Taiwan have been active since the 1980s,leading
projects, protests and watchdog activities that have helped drive pollution and conservation
policies. These organisations have also “clashed openly” with government and industry,whose
views are often more widely reported in the media than greengroups’ (Wilson Center 2020).
Some of these include the Taiwan Institute for Sustainable Energy, which works to provide
policy recommendations to government agencies, support sustainable energy infrastructure,
raise publicawareness on the climate crisis, and liaise internationally (Taiwan Institute for
Sustainable Energy 2021), and the Taiwan Environmental Information Association, which
disseminates information on environmental issues (Taiwan Environmental Information
Association 2021). The Green Party Taiwan, establishedin 1996, is the oldest Asian green party.
Itis active in the regional Asia Pacific Greens Federation and the international Global Greens,
and many of its 400 members are affiliated with the NGO sector. The party is allied with the
Social Democratic Party and averages 3% of total votes in metropolitan urban areas (up to35%
in rural areas) (Felland Peng 2016).

In addition, the recent political push for renewables have been backed by publicinvestment. The
incumbent administration has invested over USD 50 billion for 20 GW of installed solar
photovoltaicand 5.5 GW of offshore wind by 2025 (Yangand Wang 2020). The financial sector
can also have an interestin the development of carbon markets (Paterson 2012). Tokeep up
with the international trend toward green finance, the governmentalso introduced the ‘Green
Finance Action Plan’in 2017, with the aim to boost credit, investment, fundraising in capital
markets, developmentof capacity, data transparency, and green financial productsand services.
Version 2.0 of the plan wasimplementedin 2020, further leveraging the influence of the
financial markets to encourage the sector’s prioritisation of environmental issues (Financial
Supervisory Commission 11/2/2020). One ofthe plan’s three core strategiesis to exploit market
mechanisms to steer the economy toward sustainable development, an element thatbodes well
for carbon pricing in Taiwan (ibid). The plan alsoincludes a measure to assist the Taiwanese
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Environmental Protection Administration (EPA) in the establishmentofa GHG emissions trading
platform system (Executive Yuan 2017). However, the relatively small size of the market and
insufficientliquidity ifan ETS were to be introduced could impede price discovery.

The publicacceptability of carbon pricing alsodepends in part on trustin the government and
the population’s attitudeto green issues. As a subtropical island, Taiwan is highly vulnerable to
the impacts of climate change (Biedermann 2017) and in recent years is increasingly affected by
typhoons, heavy rainfall, flooding, and extended dry seasons (Winglee 2015); this could spur
publicsupport for and help push climate action up the political agenda. The EPA is making
efforts to encourage citizen participation and raising information transparency toimprove the
public's knowledge of climate change (Departmentof Information Services, Executive Yuan
6/16/2016). A2020 survey showed that 88% of participants supported a carbon levy on large
emitters (Risk Society and Policy Research Centre 2020). Taiwan does not suffer particularly
from corruption and scores highly on Transparency International’s perceived corruption index,
ranking 28thin the world out of 180 countries (Transparency International 2020). In addition,
Taiwan is now the highest ranked democracy in Asia (surpassing Japan and South Korea) on the
Economist Intelligence Unit (EIU)’'s most recent Democracy Index.In 2020, the EIU also
upgraded Taiwan from “flawed democracy” to “full democracy” status for the first time (Li
2021). Given Taiwan’s overall prosperity and classification as “high income”, as well as low
income inequality thatis comparable to Germany, the introduction ofa carbon price may face
lessresistance from the population. These elements of stability and trust in Taiwan'’s
institutional environmenthold promise for the introduction of a top-down policy as carbon
pricing.

However, the broader political context of Taiwan is complex and bleeds intothe jurisdiction’s
climate change response. Political tensionsbetween separatistsand reunificationistsin Taiwan
make reaching policy consensus difficult, and frequent elections and party turnoverhave been
known to make political accountability challenging (Santander2021). This has negatively
affected domestic political will regardingthe issue, as beinginvolved “forces the government
and different departments tothinkdeeper about climate change” (Winglee 2015). Moreover,
climate change hasin the past often been trumped by other environmental issues. Success in
implementing environmental policies such as those tackling air and water pollution was largely
domestically driven and tied to Taiwan’s process of democratization. Some have argued that
politically, “climate does not provide the same momentum for change” (ibid), and the lack of
political consensus over the role of a carbon price has alsoimpeded progress regarding its
introduction over the last several years (Burke etal. 2020).

2. Legaldimension

Taiwan hasa well-established climate governanceand policy framework, which composes
targets and strategies of GHG reduction at four levels: top-level guidance, centralgovernment-
level targets, ministerial-level measures, and city-level actions. Atthetoplevel,in]July 2015,
Taiwan enacted the ‘Greenhouse Gas Reduction and Management Act’ (the Act) which legislates
a 50% emissionsreduction target for 2050 compared to 2005 GHG levels.”3 The Actalso
mandates the setting of regulatory mitigation goals in stages. In this context, the Act stipulates
thatthe EPA will implement a domestic cap-and-trade schemeby considering the UNFCCC and

™ The Taiwan governmentalready began developingtop-level energy and climate policies in the 2000s. For example, it published
the "Frameworks for Sustainable Energy Policy--An Energy-Saving and Carbon-Reduction Action Plan" in June 2008.
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itsagreements, or relevant decisions by international conventions (Wu etal.2019). The EPA is
also currently in the process of revising the Act which will be renamed the ‘Climate Change
Response Act’ (Claraand Shih 2021). The revisions will likely include mandatory energy
efficiency (EE) standards, a GHG managementfee, and the establishment ofan ETS, and are
expected tobe submitted tothe Legislative Yuan in June 2021. The GHG fee is set tobe
implementedfirstand the ETS considered later. This could pose challenges for the ETS,
including coordination challenges and potential interactions with the GHG fee. Moreover, the
phased introduction approachalsobrings abouta time lag and further uncertainty regarding a
future ETS.

Followingthe 2015 Act, the central government thendevelopedthe ‘Climate Change Action
Guideline’in 2017 and the ‘GHGReduction Action Plan’ (the ‘Action Plan”)in 2018. The Action
Plan outlines details on how to implement the mitigation policies.Itincludes five-year
regulatory goals for both national and sectoral GHG emissions, as well as implementation
strategies in the form of eight policy packages. A ministerial climate policy master plan was then
developed on the basis of the Action Plan; the central industry competent authorities of major
sectors including energy, manufacturing, transportation, and residential and commercial
buildings, approved the ‘GHG Emissions Control Action Programs’ in October 2018, outlining
sectoral goals and measures. Region-specific measures are then outlined in city-level GHG
Control Implementation Plans.In terms of coordination, the Office of Energy and Carbon
Reduction established in 2016 works to enhance policy integration between different

government agencies and implement concrete measuresfor the low-carbon energy transition
(Department of Information Services, Executive Yuan 6/16/2016).

Atthe global level, however, Taiwan is constrained in its participation in international climate
regimes such as under the UNFCCC and Paris Agreement framework. However, it submitteda
voluntary Intended Nationally Determined Contribution (INDC) in the lead up to the Paris talks,
which now underpinsits broader climate policy agenda. Most recently, Taiwan announced
duringthe April 2021 Leaders’ Summit on Climate thatit has started to plan for net zero
emissions by 2050 (3E[E 2 % 2021). Thisis expected toinject momentumintoits climate policy
and carbon pricing plans.

Carbon pricing cannot operate in isolation. Other key laws include the 2017 Amended Electricity
Act, which promotes renewable energy (RE) and EE, the better managementofnational power
resources, regulating electricity supply, reducing carbon emissions, diversifying energy supply,
fair competition, and welfare improvement. Underthis Act, the electricity sectoristobe
gradually liberalised. Power generators will nolonger be considered public utilities, whose
emissions are currently excluded from carbon pricing plans, which would potentially increase
coverage of the carbon price (Burke et al. 2020). The 2009 Renewable Energy Development Act
similarly encourages RE use, promotes the diversification of energy, and improving
environmental quality (Grantham Research Institute on Climate Change and the Environment
2021).

Judicial independence also plays an essential role for the success of carbon pricing—particularly
for an ETS—as it provides market players with confidence and protection (Bogojevic2013;UBA
2021).Inthisrespect, Taiwan’s score of 4.5 on the World Economic Forum'’s judicial
independence index in 2018 which placesit withinthe top quartile ofassessed countries
worldwide holds promise for a market-based mechanismas carbon pricing (World Economic
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Forum 2018).On the other hand, the threat ofinvestment arbitration challenges could inhibit
carbon pricing developments in Taiwan, with FDI making up 1.9% of GDPin 2019.74 The PCR
(27.2%), the Netherlands (15%), the British Virgin Islands (20.4%) and Japan (8.1%) were the
largestinvestorsin 2019, with almost 40% of this financing going to the emissions-intensive
manufacturing sector (Investment Commission 2019).

3. Economicdimension

Taiwanis a very open economy with an international trade-to-GDP ratio of 104%in 2020.
Taiwan’s CO2 emissions amounted to 285 million tonnesin 2017 and have more than doubled
since 1990, driven by increasing electricity demand and road transport (Ritchie and Roser
2020). The distribution of emissionsin 2016 spanned energy,buildings and transport (90.3%),
industrial processes (7.4%), agriculture (1%), and waste (1.3%) (International Carbon Action
Partnership 2021). Electricity is sourced largely from oil (48%), coal (29%), and natural gas
(13%), with nuclear and other renewables makingup the remainder (U.S. Energy Information
Administration 2020). Taiwan’s mainexports include electrical equipment, machinery,
computers, plastics, medicalequipment, mineral fuels, and vehicles. [ts main exportpartners in
2019 were the PRC (24.3% of all exportsin 2019), the United States (13.2%), the EU, and Japan.
Imports were mostly acquired from the PRC (20.1% of all imports in 2019), Japan, the U.S.
(12.2%),the EU, and its main economic competitor South Korea (Santander 2021). Almostall
manufacturing industries in Taiwan are trade exposed. Energy intensive and trade exposed
(EITE) industries alsoemploy 970,000 people (Burke etal. 2020). Taiwan’s population has high
purchasing power, but althoughunemployment has been low historically, COVID-19and
geopolitical tensions could change thisin the future (ibid).

Taiwanis seenasa leader in ‘green exports’ and is supported by the Ministry of Economic
Affairs’ ‘Green Trade Promotion Program’. For example, Taiwan’s solar cell exports made up
10% of global productionin 2018 (Yuksel 2018). The jurisdiction has received research and
development awardsfor carbon capture and storage technologies, and also has very efficient
(particularly municipal) recycling systems.

According to the Taiwan Bureau of Energy's statistics, RE made up 5.6% of produced electricity
and 13.93% of installed generating capacity in 2019 (Bureau of Energy, Ministry of Economic
Affairs, 2020). Taiwan’s energy policy priorities include increasingthe share of RE generation to
20%Dby 2025, with a further ‘10-year 10-GW’ RE developmentpolicy in place for 2026-2035;
increasing the use of natural gas; and reducingthe reliance on coal (Environmental Protection
Administration R.0.C. 2020). Taiwan’s first commercial-scale offshore wind farm, Formosa 1,

officially began operatingin 2019 and is capable of generating electricityfor 128,000
householdsannually (Power Technology 2021).

Due to political constraints and as an island almost entirely dependenton energy imports,
Taiwan hasan isolated electricity grid. Attempts toliberalize the electricity market have been
ongoing since the 1990s following the example of other countries, but progress has been slow,
with limited public consensusin support of such reform (Yang and Wang 2020). In addition, the
Taiwanese government has in the past committed to not allowing electricity price increases. In
fact, the price for power for households in Taiwan was second lowest in the world in 2017
(International EnergyAgency 2019). The backdrop ofthese circumstancesis formed by state-

™ According to UNCTAD, Taiwan has 16 bilateral investment treaties in force with another seven signed and expected to be in for ce
soon (UNCTAD 2021).
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owned, vertically integrated Taipower,which had a monopoly over electricity sales in Taiwan
for over 70 years. Responsible for the operation of all electricity grid and related transmission
and distribution networks, it also generates approximately 80% of electricity. Retail electricity
pricesare setby the government, and the heavy subsidization of electricity prices is shouldered
by Taipower, who suffered a USD 500 million deficitin 2018 alone (Feigenbaum and Hou 2020)
- resources which could have otherwise gone tomuch needed grid updates.Introducinga
carbon price without the ability to pass costs down the value chain would exacerbatethese
losses (Burke et al. 2020). However, the rationalization of electricity pricesis starting toreceive
some supportwith a 2017 surveyindicating that on average, respondents were prepared to
acceptanincreasein electricity prices of 13.2% (Line Today 2018). The 2017 Electricity Act
serves as the mostrecent and concrete attempt at market liberalization and has significant
implications for Taipower. Priorities of the Actinclude phasing out nuclear, increasing the share
of RE in generation and retailing, and examining open market mechanisms, with the view al soto
increase attractiveness to foreign investors.

The Act lays out market reform in two stages. The first stage spanned 2017 -2020 and focused on
opening up the markettogreen energy. This entailed allowing RE producers tosell directly to
customers, whether via their own transmission and distribution lines or existing Taipower
networks. The second phase, under a plan put forward by the Taiwan Bureau of Energy, began in
2019 and will lastuntil 2025. This stage includes the restructuring of Taipower into a holding
company with twomajor operation divisions: the first, power generation; the second, electricity
transmission, distribution, and sale. This means that other suppliersare able tosell electricity
directly, and generation will be further opened up for private investment although both entities
under Taipower would still be run and regulated by the state. To protect citizens’ purchasing
power and retain broader support againstthe backdrop of historically cheap power,
amendments tothe Electricity Actinclude a fund to stabilize electricity prices and a clause that
guarantees annualnet profits for generators (Takasoccies 2017). However, observers have
questioned whether it would indeed be possible to maintain such low electricity prices (Tsay
and Chen 2019). The whole reform processis set to take up to nine years but definitivelylays
the foundations for future reforms and holds promise for a carbon pricing policy as costs could
better be passed down toincentivise downstreamabatement (Li 2016). However, such political
considerations regardingelectricity prices already being discussed even without carbon pricing

suggests that significant resistance should be expected if carbon costs caused price increases
down the value chain.

To add, the government nolonger discloses the value of fossil fuel subsidies, but estimates
suggestup to USD 400 million was handed outin 2017 (Asia-Pacific Economic Cooperation
2017).These subsidies are expressed eitheras the aforementioned electricity price setting or
fuel cost reduction for certain sectors such as offshore island freight and petroleum products.
Although the new regulationsfrom Taipower means that people can choose their electricity
suppliers, without complementarysubsidy reform, renewables will continue playing on an
“uneven field” (Maynard 2017), and the incentives provided by a carbon price would be muted.
To add, there are only a few private playersin the Taiwanese electricity market, naturally
limiting the extent of competition. The geography of Taiwan also poses challenges for abatement
even with a carbon price, asthe deployment of variable RE on the island is difficult due to the
isolated electricity grid (Burke etal. 2020).

162



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

4. Technicaldimension

A robust MRVinfrastructure and government knowledge and capacity are criticalto the success
of carbon pricing. Since 2016, GHG reporting is mandatory underthe ‘GHG Accounting and
Registration Regulations’. Currently, 293 entities in Taiwan are requiredtoreport their annual
GHG emissions with third-party verification (Claraand Shih 2021). This means thatthere are
already accredited service providersin place toaudit and verify reported emissions. A carbon
pricing instrumentis likely to focus on these entities, at least initially. However, this could result
in insufficient secondary market liquidity should Taiwan opt for emissions trading (Burke etal.
2020). Taiwan does not have reporting obligations under the UNFCCC frameworkbuthas had a
GHG inventoryin place since 2009 (Environmental Protection Administration 2010), and the
Office of Energy and Carbon Reduction coordinates inter-ministerial work, promotes inventory
work and aims to expand international participation (Departmentof Information Services,
Executive Yuan 6/16/2016). Although the Taiwanese Government does not produce long-run
emissions projections, 2021-2025 emission targets are being developed toreflect the estimated
mitigation potential in each sector, which would provide a clearer view of where abatement may
be possible and how this could be achieved cost-effectively.

Capacity for a carbon tax in Taiwan is arguably already in place. The EPA has experience with
fees for water and air pollution (Environmental Protection Administration), and the relevant
stakeholders are also familiar with the similar regulatorylandscape in thisregard. A domestic
offset system which entails voluntary reduction projectsas part ofthe 2010 “CDM-like”
‘Principles for Promoting GHG Early Action Project and Offset Project’ as well as an early action
crediting program have prepared the ground for market-based mechanisms. Taiwan’s indirect
participation in the CDM itselfis alsoimportant experience int this respect (Mehling etal. 2013).
The supporting MRV system, established in 2016, for major emitters in the energy and industrial
sectors based on international standards and best practices provide firm foundations for
emissions trading. Alsoadding to Taiwan'’s carbon pricing readiness is its robust and credible
GHG reduction target.Remaining gaps in capacity include market oversight, as the EPA has not
yet conducted consultations with the financial authority and would need to execute significant
coordination; trading infrastructure (there is currently nomarket exchange for environmental
financial products); and a decision regarding a method for allowance allocation and cap setting.

As for the private sector, Taiwan has promoted voluntary GHG accounting since 2005 (Chien
6/3/2014). The business community has alsobeen open to the potential introduction of carbon
pricing (Burke etal. 2020). Although some firms have expresseda preference for a carbon tax
over an ETS given their prior knowledge of existing environmentallevies, a well -designed

stakeholder engagement strategy and gradual familiarity-buildingwith an ETS could
successfully mitigate many concerns.

5. Multilateral dimension

Taiwan'’s position on the international stageis intricate. [t has not been a member ofthe UN
since 1971. Taiwan acceded tothe WTO in 2002 as the “Separate Customs Territory of Taiwan,
Penghu, Kinmen and Matsu” and has benefited greatlyfrom reduced tariffs. However, it has
signed only four free trade agreements.’> Being partially excluded from certain global exchange
fora in this way poses challenges alsoin the domestic sphere: wage stagnation, limited economic
growth, disadvantaged exports compared to those of countries with FTAs in place, and obstacles

™ With Panama (2003), Guatemala (2005), Bicaragua (2006), and El Salvador and Honduras (2007).
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for domesticreform that could increase competitiveness and investment. These hurdles may
well impede the success of a future carbon pricing instrument, particularly regarding
international carbon marketexchanges, ifany. On the other hand, Taiwan has also established
several relationships and various channels for exchange with external partners despite these
challenges, which help to counterbalance such diplomaticlimitations. The aforementioned
reliance of Taiwan’s manufacturing industry on international markets could also expose the
country to disruption should border carbon adjustments be introduced in other jurisdictions.

In2013, Taiwan announced its interestin joining the Trans-Pacific Partnership deal. Althoughit
hasnot yet done so, recent talks suggest that Taiwan will submit an application once informal
consultations have concluded as it seeks greater access to multilateral platforms (Reuters 2020).
Other internationalagreements to which Taiwan is partinclude the Cross-Strait Economic
Cooperation Framework Agreement (ECFA) with China since June 2010 thataims toreduce
commercial barriers betweenthe two sides (although it was also speculated that thismaybe
terminated in 2020), and five additional economic cooperation agreementswith New Zealand,

Singapore, Paraguay, Eswatini, and the Marshall Islands (International Trade Administration
2020).

Despite these issues, Taiwan is an eager participant when and where it can engage in broader
climate cooperation and dialogue. The jurisdiction is notamember of the UNFCCC nor a
signatory of the Paris Agreement even thoughits voluntary submission ofan INDCin 2015
signaled its commitment to tackling climatechange. The INDC targetis equivalenttoa 50%
reduction from 2030 BAU levels and has been noted by commentators as being “ambitious
compared toits economic competitor South Korea’s goal of a 37% cut compared to BAU”
(Winglee 2015).In fact, during COP25in 2019, 13 countries’® with diplomatic ties with Taiwan
voiced the opinion that it should not be excluded from the UNFCCC events, where currently it
can only take partas an observer (Environmental Protection Administration 2020). Overall,
Taiwan hasan active interestin engaging in climate diplomacy,which may favour an ETS over a
carbon taxas ETSs can be linked.

Moreover, the Environmental Protection Agency of the United States has a close partnership
with the Taiwanese EPA since 1993 through which they shareexperience and expertise, and
work together to assist other environmental agencies and partners both in the Asia Pacificand
further afield such asin Latin America and Africa.In 2014, the twobodieslaunched the
International Environmental Partnership, which works to strengthen capacity for environmental
challenges (U.S. Environmental Protection Agency 2014). However, compared toits neighbours,
Taiwan lacks a place in an established regional organisational framework such as ASEAN to
advance (environmental) collaboration further. Its diplomatic constraints alsolimit its

participation in international carbon pricing platforms such as the International Carbon Action
Partnership, the UNFCCC’s CiACA, and the Asian Development Bank’s activities.

6. Carbon pricing readinessand options
Taiwan’s geopolitical standing and position on the world stage is unique. Despite its relatively
small economy, the steps thatithasregardingits climate policy and carbon pricing plans are

7 Belize, Eswatini, Guatemala, Haiti, Honduras, Marshall Islands, Nauru, Palau, Paraguay, Saint Christopher and Nevis, Saint Lu cia,
SaintVincentand the Grenadines, and Tuvalu
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significant. Demonstrated for example by the submission of its voluntary report comparable to
an INDC, Taiwan’s increasing and active engagementin the international arena hold promise for
a carbon price in the jurisdiction.

In fact, the technical infrastructurefor a carbon tax in Taiwan is arguably already in place, with
relevantagencies and stakeholders already familiar with the regulatorylandscape ofan
environmental levy. Despitethe legal foundation and policy plansin place for a cap-and-trade
system, the outlook for an ETS is more complex. Potential obstacles to emissions tradinginclude
concentrated market power (especially the dominance of state-owned Taipower) of a few big
emitters, and potentially insufficient liquidity due to the small size of the market, which could
impede effective price discovery. Although its relatively established MRV system would certainly
facilitate the introduction of an ETS, current broader capacity constraints and the inability of the
jurisdiction to participate in regional and international carbon pricing capacity -building
initiatives alsopointtoa carbon tax.

Without subsidy and market reform, the question of the ability to pass through carbon costs also
arises, due to heavy government involvement in the electricity sector. Any carbon pricing
instrument in Taiwan would have tobe carefully designed to function smoothly alongside
existing electricity price regulation in a way that does not jeopardize the financial viabilityof the

power sector, retains the incentive for downstream abatement, and in view of potential
interactions with other policies such as energy efficiency standards.

Taiwan’s main regional competitors are alsoits key trade partners. However, the PRC, South
Korea, and Japan all already employ carbon pricing, which raises potential concerns of carbon
leakage and industrial competitiveness in the future. One possible pathforward for Taiwan is to
start with a carbon tax for large emitters in the manufacturing and electricity generation sectors
and then transition toan ETS after capacity is built up and the relevant industry and regulatory
stakeholders are more familiar with carbon pricing Starting with an ETS alongside a carbon tax,
with each instrument covering different sectors, is another potential carbon pricing path. The
emissions cap inherent tothe ETS would provide Taiwan with more certainty in reaching its
ambitious emissions reduction targets.An ETS would also open doors for the jurisdiction to
engage in international carbon pricing cooperation furtherdown the line. Regardless of the

choice of the instrument, Taiwanis well on its way to achievingits national climate goals using
carbon pricing.
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A.13 Thailand Factsheet

Overall

Capital
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GDP
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Legal
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Key legal
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FDI

Thailand
Political
Bangkok Electricity
from fossil
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Constitutional monarchy Brown lobby
(legislative branch modelled on
Westminster)
USD 1,342.2 billion(2019) Green lobby
USD 19,276.9 (2019)
69.6 million (2019) Perceived
corruption
Economic

National Committee on Climate
Change Policy; Min. of Nat.
Resources and Environment;
Office of Nat. ResourceandEnv.
Policy and Planning; TGO

Nat. Econ. & Social Devel opment
Plans, Energy Conservation
PromotionAct; Energy Industry
Act; Strategic Planon Climate
Change

Nat. Reform Plan; Nat. Climate
Change Master Plan (2015-
2050); Plans for power
development, EE & alternative
energy (2015-2036); Climate
ChangeAct (under
development); Long-term Low
GHG Emission Devel opment
Strategy (under dev.)

1.1% of GDP (2019)

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market
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82.8% of total generation(2019)

EGAT

Thai Climate Justice Network; tourism
industry

Score=36(2019)
Min=9; Mean=43; Max=87
Germany=80

Upper-middleincome

36.4(2018)
Perfect equality/inequality=0/100;
Germany=31.9(2016)

Value-added: 33.4% of GDP (2019)
Employment: 23% of total (2020)
CO2 emissions: 61.8% of total (2018)

9.5% of GDP (2017)

Partial unbundling with regulated tariff
structures anda single buyer model
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Thailand .
Technical Multilateral
MRV status Under developmentsince2013 | Openness 110% of GDP (2019)

for voluntary ETS
UNFCCC 3 BURs (2020) International | WTO (1995); RCEP (2020); ASEAN
reporting agreements | (2009)
Experience Thailand Voluntary ETS; T-VER; NDC (Un)Conditional: (20%) 25% reduction
with carbon JCM; CDM; NAMAs in GHG emissions by 2030 compared
markets to projected BAU level
Participation | Nota CPLC partner; NDC Ambition notassessed by CAT;
in WB PMR implementing country assessment Referenceto bilateral, regional,
initiatives multilateral market-based cooperation
andArticle6

Carbon pricing readiness and options

e Through the establishment of the Greenhouse Gas Management Organisation (TGO), pilot ETS, and
experience withinternational market mechanisms, Thailand has accumulated substantial institutional,
regulatory, and technicalexperience and expertise, which provide a solid foundationfor the successful
introductionofan ETS.

o Vestedinterests of carbon-intensive industries, reliance on fossil fuels, and highly regulated power
sector andreluctance to impose carbon pricing on this sector (even in the pilot ETS) may stillimpede the
development of an ETS. Also challenging is the coordination of 30+ climate and energy policies designed
and implemented by some 25 publicagencies.

e Thailand’s struggle with corruption, flaws in democracy, and political turbulence (including military
intervention ingovernance) pose challenges for a sustained political environment foranycarbon pricing
instrument.

e Climate Change Act currently under development could provide solid legal basis for carbon pricing.

e |ts comprehensive climate policy and institutional framework; relatively established MRV system;
growing awareness and acknowledgement of climate changes risks in the country and its effect on the
economy (e.g., tourismindustry, investment environment); and Thailand’s history of incentivizing
renewable energy developmentis conducive to carbon pricing.

e Consideringthestrides Thailand has already made, an ETS is likelier thana carbontax, atleast for
industrial emitters. In the short term, additional market regulations could be introduced to ensure
carboncosts arereflected intariff structures and dispatch decisions, while incorporating flexible
provisionsinexisting long-term contracts to be phased outas much-needed el ectricity sector reforms
progress and start bearingfruit.

1. Political dimension

The vested interests of carbon-intensive industries can pose significant challenges for the
introduction ofa carbon price as powerful actors resist the transition toalow-carbon economy.
In 2018, 80% of Thailand’s total primary energy supplyand over 82% of its electricity
generation stemmed from coal, natural gas, and oil sources, illustratingthe country’s continued
heavy reliance on fossil fuels (IEA 2018). There is marked resistance to phasing out coal. 19
plants are currently in operation with anotherannouncedrecently (Global Energy Monitor
2021),which increases the likelihood of stranded assets and therefore opposition toa carbon
price.Keyactors such as the Electricity Generating Authority of Thailand (EGAT) hold sway over
energy development.Publicly owned enterprises like EGAT are encouragedto promote energy
conservation but generally donot, due to the likely negative impact on electricity sales and
profits from existing plants. This can pose a significant barrier to the continued development of
carbon pricing in Thailand (Boyland 2018).
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Despite this, the greenlobby in Thailand has alsobeen active in recent years, pushing back
particularly againstthe continued development of coal plants. Prominent anti-coal movements
in the Krabiand Thepha districtsin 2018 led tothe (atleast temporary) suspension of a planned
coal power plant, despite attempted influence from EGAT (Boyland 2018).77 Civil society’s role
in carbon pricing policy specifically is more complicated. For example, the Thai ClimateJustice
Network, consisting of around ten Thai civil society groups, was set up in 2008 to work on
mitigation in the agriculture, energy,and forestry sectors. It, however, generally sees market-
based instruments as “false solutions” (Smits 2017).

Another key group supporting climate change action is the tourism industry, which plays a
significant role in Thailand’s economy. On average from 1998 to 2005, tourism directly and
indirectly accounted for 13% of GDP, employed 10% of the labour force, and attracted 12% of
investment (Wattanakuljarus and Coxhead 2008). Its weight in the economy has since then
increased, reaching 18% of GDPin 2015 (MoNRE 2018). Facing huge negativeimpacts from
climate change, the tourist industry has expressed strong supportfor efforts to both mitigate
and adapttoclimate change and has adopted anumber of green initiatives, such as developing
green tourism options (Tourism Authority of Thailand 2008). Separately, lobby groups that
supportdam-buildingand nuclear energy have pushed for the government to adopt policies to
mitigate emissions (Marks 2011).

More broadly, Thailand is a country that is highly vulnerable to the risks of climate change,
which helpstodrive the issue up the political agenda (Nachmany et al. 2015). Climate impacts in
Thailand—prolonged droughts, decreased agricultural and fishery yields, extreme flooding, sea
level rise and health-related issues—are already serious and will likely create more, or
exacerbate existing, problems in the coming decades (Marks 2011). Thai politicians are
increasingly under pressure from civil society organisations, firms, and foreign investors to
protect theirinvestments against climate risks (Lange and Jensen 2013).

Against this backdrop, the governmenthas made efforts toimprove the renewableenergy (RE)
investment environmentby providing capital grants for RE equipment, various feed -in tariffs
since 2007, and tax exemptions for RE equipment imports since 2007 (Beerepoot etal. 2013).
Between 2006-2018, Thailand drew in over USD 10.7 billion of RE investment and made up over
60% of ASEAN’s total RE capacityin 2019 (Vakulchuketal. 2020). Since then, its attractiveness
for RE investments has stagnated somewhat, due tothe increasing attractiveness ofinvestment
in other countries in the region (e.g., Vietnam), investor caution regarding new projects in the
expectation of more proactive energy sector reforms in Thailand, and limited capacityfor
renewables governance. However, progress made thus far and latent RE potential hold promise
for Thailand’s carbon pricing outlook (ibid; IEA 2020).

The publicacceptability ofa carbon price is also critical for its success and is in part shaped by
the population’s attitude to environmental issues and trust in publicinstitutions. Ina UNDP
survey conducted in 2021, fewer than three quarters of respondentsin Thailand with post-
secondary education stated they believed in the climateemergency; 52% of over-60s and 64%
of under-18sansweredsimilarly (UNDP 2021). Tothe further detriment of carbon pricing’s
success, corruption in Thailand is a national problem (Vanijaka 2018).In 2020, Transparency
Internationalranked the country 104t of 180 countries for perceived corruption.” UBA (2021)

77NGOs began to campaign for environment protection already in the 1970s and 1980s. Since then, they have focused on issues such
as enforcing illegal logging bans, opposing the privatisation of state-owned energy companies and most recently campaigning for
“climate justice”. However, their impact on policy changes especially on the climate mitigation front are considered limited (Marks,
2011).

’8Higher values of the index indicate lower perceived corruption. For reference, the value of the index in Germany is 80 in 2019. For
details see https://www.transparency.org/en/cpi/2020/index/nzl.
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points to how this can undermine the government’s ability toimplement a successful carbon
pricing policy. The Economist Intelligence Unit ranked Thailand 73rd of 167 countriesin the
world for its level of (“flawed”) democracy (EUI 2020). Itsauthoritarian responses to public
protest seen also prominently on the world stage throughout 2020 hasled some toargue thatit

has obstructed the green agenda and may do so again in the context of a carbon price (Sim pson
2015).

Thailand is a constitutional monarchy.The King is the Chief of State, and the monarchy is
hereditary. Traditionally,the monarch haslittledirect power but wields considerable moral
suasion.” The country emerged as a modern state after the founding of the Chakri Dynasty in
1782, with the constitutional monarchy replacing the absolute monarchy after the Revolution of
1932.Itslegislative branch (National Assembly) is modelled after the Westminster Systemand
consists of alower house (House of Representatives) and an upper house (Senate) (Nachmany et
al. 2015). Thailand has experienced a lot of political turmoil in recent years and has had 20
constitutions since 1932, with the mostrecent taking effectin April 2017 after the 2014 coup
d'état thatinstalled coup leader General Prayut Chan-o-chaas prime minister
(Tonsakulrungruang 2018; Constitute Project 2017).89 Thailand sees strong influence of the
military in its governance; the military has been as much a political actor as an instrument of
policy. Its culture of factionalism, army dominance and royalism have repeatedly propelled it
towards coups and other subtler interventions in politics (Raymond 2018). The 2019 Thai
general election was the first election held in accordance with the 2017 Constitution. In July
2019, thejunta chief Prayuth Chan-o-choa orderedan end to the military rule but kept the
power as Prime Minister. The new civil government has focused on addressing the slow
economic growth and an ageing workforce, but the aftermath ofthe election hasbeen
characterised by increasingdisputes in parliament and social media. Thailand's recent political
crisis, which may continue or repeatitselfin the future has the strong potential todivert
decisionmakers’ attention away from climate change issue (Marks 2011). Also fighting for a say
in this contextis the Thai Forest Conservation (TFC) Party, the country’s green party that won
two parliamentary seatsin the 2019 general elections (Election Commission 2019). However,
disagreements on responsibility over the environmental portfolio as part of its coalition with
civil-military state-sponsored party PhalangPracharath have rooted uncertainty in the party’s

cause,and in 2019 the TFC threatened to form its own independent opposition (Bangkok Post
2019).

2. Legaldimension

Thailand is a parliamentary democracy. However, the aforementioned recent political
developments have led some to question its level of democracy (Tonsakulrungruang 2018). Itis
also argued that space for civil society and media is more restricted since the 2014 military coup
(Smits 2017). Thisleads to further questions of the country’s future ability toimplement
effective and sustained long-term climatepolicies (Marks 2011) and is particularly relevant for
carbon pricing because itrequires broader policy coordination and more sophisticated
government capacities, as compared to command-and-control measures (UBA 2021). Thailand is
also a unitary government, with a relatively powerful central governmentand 77 provincial
governments. Its environmental and climate change polices are very centralised (Japanese
Ministry of the Environment 1999) and the lack of capacity of subnational publicand private

7 However, recent political movements, in particular the continuous student-led movement demands curbs on the king's powers.

8 This constitution was drafted under the ruling military junta and the 2017 Constitution itself is critici sed for weakening and
complicating the electoral politics while empowering the judiciary and watchdog agencies.
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actorsis considered a significant barrier toimplementing MRV and climate policy (MONRE
2020; GGGI 2019).

The basis for environmentalpolicy in Thailand liesin Article 58 ofthe 2017 Constitution. The
National EnvironmentBoard supervises environmental policy, and the Ministry of Natural
Resourcesand Environment (MoNRE) manages environmental matters. Under the MoNRE, the
Office of Natural Resources and Environmental Policy and Planning (ONEP) oversees the
development ofenvironmental, climateand natural resource conservation policies and plans
and supports their effective implementation (Action for Climate Empowerment Thailand n.d.). In
2007, Thailand established the National Committee on Climate Change Policy (NCCC), with the
mandate of defining national climate policies. The NCCCis chaired by the Prime Minister with
two vice chairpersons (from the MoNRE and the Ministry of Foreign Affairs), and is made up of
members ofthe publicand private sectors and academicinstitutions.®! An Office of Climate
Change Co-ordination (OCCC) was also established under MONRE (MoNRE 2018). Another
importantinstitution under the MoNRE is the Greenhouse Gas ManagementOrganisation (TGO).
Established in 2007 by royal decree, the TGO serves as the Designated National Authority (DNA)
for Clean Development Mechanism (CDM) projects.82 It also plays animportantrole in the
development of market-based mechanisms (MBMs) in Thailand.

Atthe macrolevel, the 20-year National Development Plan (2017-2036) indicates that green
growth will promote sustainabledevelopment (MoNRE 2018). Thailand periodically releases
National Economic and Social Development Plans (NESDP).Its 10th NESDP (2007-2011) for the
firsttime defined objectives and targets to mitigatethe impacts of climate change and developed
a policy frameworkto increase energy efficiency and reduce GHG emissions. The Strategic Plan
on Climate Change wasdevelopedby the ONEP and approved by the Cabinetin 2008.1t provided
a framework for national responses to climate change, with mitigation one of the six strategies
outlined.® The country’s Climate Change Master Plan (2012-2050), approvedin 2016, referstoa
carbon market as a potential mechanismto achieve targeted emission reductions in key
industries and promote energy efficiency more widely (MoNRE 2014). Thailand is alsoin the
process of draftingits first Climate Change Act (German Cooperation 2018). This upcoming Act
is expected to outline specificinstruments to prepare for a national ETS, with a cabinet decision
duein 2022 (IEA 2020). This makes Thailand one of the most advanced countries in the
Southeast Asiaregion in terms oflegal preparedness for a carbon market. 8

Under its 2015 INDC, Thailand has committed toreducing GHG emissions by 20 % by 2030
compared to projected BAU levels with 2005 as the reference year (MoNRE 2015).Ithasalsoset
up a conditional target, ofup to a 25%reduction compared to BAU levels, subject toadequate
and enhanced access totechnology development and transfer, financial resources, and capacity
building support (ibid). It furtherendorses MBMs in its NDC, stating that “Thailand recognizes
the important role of MBMs to enhance the cost effectiveness of mitigation actions, and
therefore will continue to explore the potentials of bilateral, regional and international market
mechanisms” (ibid) Thailand submitted its updated NDCin 2020, in which its unconditional and

81 There are four subcommittees under the NCCC: the Subcommittee on Climate Change Policy and Planning Integration, the
Subcommittee on Climate Change Knowledge and Database, the Subcommittee on Climate Change Negotiation and International
Cooperation, and the Subcommittee on Action for Climate Empowermentand Public Relations.

82 This body reviews CDM projects for approval, provides technical assistance, plays an important the role in developmentof a GHG
database, engagesin capacity building, and promotes low carbon activities.

8 Some have argued thatthe document contains numerous shortcomings: it is mostly a collection of plans from other agencies; it
does not develop greenhouse gas reduction targets based on scientific knowledge and the country’s current greenhouse gas
inventory; and does not create space for public participation (Marks, 2011). Accordingly, NGOs have lambasted the plan and in
January 2011 Prime Minister Abhisit Vejajiva responded to their criticisms by demanding the revise it such thatall stakehold ers be
involved.

84 See section titled “Technical dimension’ for more details of the country’s experience related to carbon markets.
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conditional 2030 targets remainedthe same. [t also stated that the country is formulating its
firstlong-term low emissions developmentstrategy (LT-LEDS) (MoNRE 2020). Thailand has
also published a series of policy documents that workto lead to its NDC, including Thailand’s
NDC Roadmap on Mitigation 2021-2030and Thailand’s NDC Action Plan for the Energy Sector
2021-2030(GGGI2019). Other key regulations and government strategies include the Energy
Conservation Promotion Act, Energy Industry Act (2007), National Strategies on Climate Change
(2013-2017), Power Development Plan (2015-2036), Energy Efficiency Plan (2015-2036),
Alternative Energy DevelopmentPlan (2015-2036), Smart Grid Master Plan (2015-36), Master
Plan for Sustainable TransportSystem (2013-2017), Environmentally Sustainable Transport
System Plan (2013-2030), Strategy for Climate Changein Agriculture (2017-2021)8 (MoNRE
2018; Nachmany etal. 2015). Such a comprehensive policy framework on the one hand indicates
Thailand’s political commitment to climate action and hence is an enabling factor for carbon
pricing; on the other hand, itraises challenges related tointegrating effective carbon pricing into
itsalready complex policy landscape.86

3. Economicdimension

Following Indonesia, Thailandis the second largest economy and GHG emitter in SoutheastAsia
(UNFCCC2019). The industrialand service sectors have been the main drivers of recent GDP
growth in Thailand. The country’s total GHG emissions (excluding LULUCF) in 2016 amounted to
397.27MtCOze, with energy the largestsector (almost 50%), followed by transport (17%),
agriculture (16%), industrial processes (12%) and waste (3%) (ICAP 2021). Thailand produces
oil and natural gas butincreasingly imports hydrocarbon to meet rising fuel demand. Reserves
of crude oil and natural gas peaked in 2005 and 2006, respectively. Due alsotohigh demand
growth and access to imports, Thailand is now a net importer ofboth (US EIA 2017). Asfor CO>
emissions from fuel combustion, electricity production accounted for the largest sharein 2017
(36%), followed by the transport (31%) and industrial sectors (20%) (IEA 2020). Against this
backdrop, the energy, industry, and transport sectors are key to achieving the country’s
mitigation targets. Give the size of its economy and the volume and composition of its emissions
achieving these mitigation targets usingcarbon pricing could lead to substantial cost savings.
Compared tomuch smaller ASEAN economies like Laos or Brunei, Thailandalsowould face
fewer challenges relatingto market power and liquidity under an ETS.

Traditionally, Thai policymakers have relied on the practice of giving higher priority to
economic growth over environmental protection with its high economic growth occurring at the
expense of environmental degradation, particularly deforestation (Marks 2011).87 Its climate
policy frameworkthat has been built up over more than a decade shows a shift from this
tradition, but the transformation is still only in its beginning stages. As such, effective multi-
ministry coordination and stakeholder engagementare important for any carbon pricing policy.

A key obstacle for implementingan effective carbon pricing policy is the highly regulated power
sector. The Thai power marketis organised along the so-called enhanced singlebuyer model,
where EGAT is both the largest supplier and sole buyer of electricity. EGAT isalsoresponsible
for generation (44% of total), transmission, and wholesaling as well as overseeing the supply-
demand balance. IPPs make up 29% of installed capacity, 12%isimported, and small and very
small power producers make up the remaining 38%. Though legally other bodies have been
allowed to obtain a transmission licence since 2011, only one has done so thus far. The state-

8 The Strategy for Climate Change in Agriculture focuses mainly on adaptation. In addition, the country also has developedits first
national adaptation plan.

86 See section titled “Technical dimension’ for more details of the on such policy interactions.

87 In the post-war period, Thailand experienced one of the fastest rates of deforestation in the world: its forest cover declined from
54%in 1961 toaround 25% in 2005 (ibid). Such rapid deforestation has also contributed to Thailand’s GHGs.
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owned Metropolitan Electricity Authority (27%) and Provincial Electricity Authority (72%) are
responsible for the majority of retail distribution. Energy industry operations in Thailandare
regulated by the Energy Regulatory Commission (ERC) (IEA2021).

Electricity generation in Thailand spans natural gas (56%), coal (18%), and renewable energy
(13%) (IEA2021). Thailand leads ASEAN members on variable renewable energy (VRE) (EPPO
2020),and its Alternative Energy DevelopmentPlan aims tohave a 30% share of RE (mostly
solar and biomass) in final energy consumption by 2037 (DEDE 2020). Given that the power
sector produces almost 40% of total COz emissions from fuel combustion, it would be important
toincludeitin the scope of a carbon pricing instrument. However, power operators have little
scope to reduce emissionsin response toa carbon price signal given that fuel mixes are
determined by the Power Development Plan, and each power plant's output and fuel
consumption are determined by power and fuel purchase agreements. Althoughthe power
sector participated in the first year of Thailand’s voluntary emissions trading pilot, regulated
electricity rates made the purchase of allowances difficult as power producers were unable to
generate excess allowances tothen sell. As aresult, the power sector is not anymore included in
the country’s voluntary ETS pilot (IEA 2020).

While challenges evidently remain regarding the design of a policy thatis compatible with the
heavily regulated power sector, thesehurdles are certainlynot insurmountable. Modelling from
the IEA has shown that even a modest carbon price in Thailand would drive fuel -switchingand a
coal-to-VRE shift (IEA 2021). In the long term, there is need for continued power sector reform
to ensure thata carbon price signal would be effective (IEA 2020). But despite attempts to
liberalise since the 1990s, the current uncompetitive structure of the power market under the
control of state-owned enterprises poses challenges for carbon pricing (Wisuttisak2012; Dodge,
2020). Against this backdrop, Thailand may consider a carbon pricing instrumentthat
specifically considers the country’s power sector context. In the short term, additional market
regulations could be introduced to ensure carbon costs are reflected in tariff structures and
dispatch decisions, while incorporating flexible provisions in existing long-term contracts tobe
phased out asliberalisation continues. Alternatively, a “shadow” carbon price in dispatch
decisions could support the phase-in of an explicit carbon price and would drive generation shift
and structural transformation of the electricity sector without suddenly significantly increasing
operation costs (IEA 2021).

4. Technicaldimension

Thailand has substantial experience withdomestic carbon markets which date backto 2007
when the government established TGO toimplement and manage GHG emissions projects. TGO
launched two programsin 2013: first, the Thailand Voluntary Emission Reduction (T-VER)
scheme, abaseline and credit program; and second, the Thailand Carbon Offsetting Programme
(T-COP), which encourages publicand private organisations to calculate their carbon footprint
and buy carbon credits to offset their unavoidable emissions. By 2020 the T-VER programme
had 191 registered projects thatare due toreduce emissions by 5.28Mt COze annually (IEA
2020). Most significantly, TGO launched the Thailand Voluntary Emission Trading Scheme
(Thailand V-ETS)in 2015, after six years of preparation. Itis designed toserve as a pilot ETS,
establishing the infrastructureto develop a national ETS. The first phase (2015-2017) tested the
MRV system across four industrial sectors, including cement, pulp and paper, iron and steel, and
petrochemicals; set up a cap for facilities’ scope 1 and 2 emissions; and allocated allowances for
covered facilities. The second pilot phase (2018-2020) further tested the MRV system and the
registry and trading platform, with five additional industrial sectors (petroleum refinery, glass,
plastics, food and feed, and ceramics). It also continued testing allocation and trading. In 2020,
MRV was developed for another three sectors (beveragesand sugar, textiles, and flat glass) and
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additional sector-specific guidelines were developed and improved. As such, currently Thailand
is the mostadvanced countryin Southeast Asia in terms of technical readin ess for introducing a
domestic carbon market.88

In addition, Thailand also has substantial experience in project-based marketmechanisms such
as the CDM and the Joint Crediting Mechanism (JCM).8 Such experiences can be valuablein
facilitating the adoption of carbon trading, as it creates regulatory expertise and vested interests
in such a policy (Paterson,2012; UBA,2021).In addition, Thailand has a clear institutional
structure and process for preparing its GHG inventories, National Communications (NCs) and
Biannual Update Reports (BURs) (MoNRE 2018). One ofthe subcommitteesunderthe NCCCis
the Subcommittee on Climate Change Knowledge and Database. Underthis, five sectoral working
groups (energy, industrial processes,agriculture, LULUCF, and waste) have beenset up to
review the GHG inventory and provide recommendations. ONEP plays a central coordination
role in this process. Data collection and quality control are both institutionalized, and inventory
is aregular process that does not rely on external finance (UNFCCC 2019). A web-based
reporting system is alsoin place. Thailand’s MRV capacity haslikely benefited from extensive
experience with NAMAs. Furthermore, Thailand is one of only four ASEAN countries thathasa
facility level MRV system (ibid). However, it has not yet establisheda mandatory GHGreporting
system, and there remains significant space for improvementregarding its MRV system (GGGI
2019).

Institutional capacity can be a constraint for effective carbon pricing policy. As the focal point of
climate change, ONEP is considered to not have enough authority or influence tocommand other
agencies toimplement climate change policies (Marks 2011; Smits 2017).°0 It also suffers from a
lack of manpower (ibid). In addition, as the main driver for carbon pricing policy in Thailand,
TGO isa sub-ministrylevelbody under the MoNRE. As such, its institutional profile is relatively
low, compared to other ministries like the Ministry of Energy or Ministry of Industry; its ability
to mobilise political support from other ministries and coordinate the policy-making processis
therefore limited.

Policy coordination more broadly isindeed another key obstacle. The country currently has over
30 national and regional energy and climate policies in effect. Almost as many government
ministries and agencies oversee them: 25 publicbodies are responsible for drafting,
implementing, and enforcing the policies (IEA 2020). Climate and environmental policies are
scattered across many different agencies — besides the MoNRE, other key ministries include the
Ministry of Energy, Ministry of Industry, Ministry of Transport, Ministry of Interior and Ministry
of Finance. The energy policy-making process is slightly more straightforward: energy policies
are drafted and implemented by the Ministry of Energy and the National Energy Policy Council,
with contributions from other relevant governmentstakeholders. The NCCC could potentially
play therole of coordinating climate with other policies especially energy, as the relevant
ministries are involved.?' ONEP acts as the secretariat of the NCCC, with TGO providing technical
supportand services tothe carbon marketactors. The MoNRE and higher political leadership
mustincrease their involvementin the carbon pricing policy-making process toimprove
coordination between these various bodies.

8 ]n the context of the PMR program, Thailand is also piloting an energy performance certificate (EPC) scheme.

8 For more information, see https://www.jcm.go.ip /th-ip

% For example, the Ministry of Agriculture and Cooperatives and the Ministry of Industry have not given much priority to climate
change policies.

9 There is limited integration of the Power Development Plan with the Climate Change Master Plan and other mitigation activitie s
(Smits 2017).
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International donors and institutions such as the World Bank,%? German Environment Ministry,
the German GIZ, and the International Energy Agency have beenworking closely with Thailand
in support of its climate policy, MRV system and carbon pricing instrumentdevelopment (PMR
2019; adelphi2018; GIZ2014; GIZ2018; IEA 2020). Such international cooperation will
continue tohelp the country enhance its readiness for a carbon pricing.

5. Multilateral dimension

Thailand has held membershiptothe WTO since 1995,and in 2020 it signed on to the Regional
Comprehensive Economic Partnershipand became partofthe world’s biggest free trade bloc.
The country has 14 FTAs in force, with East and Southeast Asian countries (including China),
India, Australia,and New Zealand, and with Chile and Peru. Ten additional FT As are currently
under negotiation (ADB 2020). Its biggest trading partners are Japan, China, and the United
States, with the US asits mostimportant export market. [ts most valuable exports are electrical
machinery and equipment, and vehicles (UN Comtrade2021).

Thailand’s ties with jurisdictions that are already involved in developing or operating carbon
pricing are important tothe success of its own instrument. Japan,althoughanon-ASEAN
country, is most proactive in the ASEAN region including in Thailand, through its JCM and
capacity-building projects (Smits 2017). Chinahas been piloting ETSs in eight regions and just
launched the operation ofits national ETS (ICAP 2021). Thailand has followed the Chinese
carbon market development closely, motivated by the potential opportunity for Thai companies
to generate certified emission reductions for the Chinese market—a domestic project-based
offset mechanism—which may be used in the voluntary market and for compliance in China’s
national ETS in the future (Liu etal. 2015).93 Similarly, South Korea’s national ETS started its
third phasein 2021, and there is a gradual loosening of the eligibility criteria thatlimit the
offsets allowed on this market to only those thatare generated domestically (ICAP 2021). As for
the US, the Biden administration’s interest in exploring carbon border adjustment measures
(CBAM) could provide another impetus for Thailand to speed up and strengthen its ongoing
work to introduce a carbon pricing instrument.

Thailand is also one of the original five members of ASEAN and is involved in climate and energy
related initiatives under this regional setting. Establishedin 2009, the ASEAN Working Groups
on Climate Change (AWGCC) works on five main areas: adaptation, mitigation, finance, technical
transfer, and other cross-cutting issues (AWGCC 2021). Since 2017, the AWGCC has been
workingin carbon trading as one key topic; collaboration so far has been concentrated on MRV.
In 2015, the ASEAN states also collectively agreed to pursue a 20%reduction in emissions by
2025 (Fadzell 2015). Thailand is alsoinvolved in the ASEAN Center for Energy, which represents
the Member States’ interestsin the energy sector. Furthermore, it participates in the ASEAN
Climate Change and Energy Project (ACCEPT), aregional climateand energy policy integration
initiative funded by the Norwegian Government (ACCEPT 2018). The influence on a carbon
pricing policy in Thailand from these various regional initiatives is so far limited. However, as an
active member of ASEAN and a major economy in the region, Thailand could assume aleading
role and become a reference point for its neighbouring countries by advancing its own domestic
carbon pricing agenda and working closely with other regional advocates for carbon pricing
such as Singapore (GIZ2014).

92 Besides the PMR, Thailand is also part of the World Bank’s Networked Carbon Market initiative.

% Chinese media has also reported TGO delegation led by its president visited some Chinese carbon marketrelated institutions in
2019, to explore collaboration opportunities (SinoCarbon, 2019).

177



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

6. Carbon pricing readinessand options

As the second largest economy and GHG emitterin Southeast Asia, Thailand’s plansto
implementa carbon pricing mechanismare already well underway - a dedicated institution, the
TGO, was setup in 2007 whose mandate has gradually involved from managing GHG emissions
projects such asthe CDM to developing domestic carbon markets. Since then, and in particularly
since the TGO launched the T-VER and T-COP in 2013 and started pilotingan ETSin 2015,
Thailand hasaccumulated substantial institutional, regulatory, and technical experience, which
provide solid foundation for the introduction of carbon pricing. It has also a comprehensive
climate policy and institutional frameworkand arelatively established MRV system. In addition,
experience with international carbon marketinstruments such asthe CDM and JCM can also
prove beneficial for the country’s carbon pricing potential. Thailand has participated in several
capacity-building programs with the World Bankand Germany’s GIZ.However, without
concerted political and administrative effort to build on pastinitiatives and existing expertise,
thelack of (in)formal and streamlined policy coordination processes may impede the
introduction of carbon pricing.

Other barriersto carbon pricing include the influence of the carbon -intensive vested interests
with country’s power sector still dominated by fossil fuels and its electricity market heavily
regulated. However, the green movement, particularly withthe help ofthe tourism industry and
growing acknowledgementfrom all sides of Thailand’s vulnerability tothe detrimental
consequences of climate change and its impact on the economy, may well counteract these
barriers. In thisregard, itis becoming increasingly clear how the cost savings from a carbon
pricing instrumentcould be substantial in Thailand. More broadly, the volatility of the current
political landscape, questions regarding the level of democracy, and trust in the government
could hinder Thailand’s progress towards carbon pricing. A solid legal basis for carbon pricing to
counter this could be provided by the country’s first Climate Change Act thatis currently under
development - a mandate for carbon pricing via this Act would provide long term stability for
carbon pricing.

Many of Thailand’s key trade and investment partners already have (sub)national carbon pricing
in place or upcoming, so learning from their experiences throughbilateral forums and
multilateral ones such asthose provided by ASEAN and RCEP will be valuable.

When viewed through the lens of the analysisin UBA (2021), and considering the strides
Thailand hasalready made, an ETS is the likelier route for the country over a carbon tax. A key
obstacle to effective carbon pricing in Thailand remains the highly regulated (and high emitting)
power sector, which for instance is not included in the current voluntary pilot ETS. A reluctance
to include this sectorinan ETS may be problematicand undermine effectiveness of the carbon
pricing instrument Furthermore, without marketreform it will be difficult for entities topassa
carbon price down the value chain to consumers and thus the carbon price signal may be
limited. In this context, Thailand may consider imposing a carbon tax in the sector. Alternatively,
it may introduce additional market regulations in the short term to ensure carbon costs are
reflected in tariff structures and dispatch decisions, while incorporatingflexible provisions in
existinglong-term contracts tobe phased out as power sector reforms start bearing fruit.
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A.14 Uzbekistan Factsheet
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Uzbekistan —
Technical Multilateral
MRV status Preparationof primary roadmap | Openness 73%of GDP (2019)
(SGP support)
UNFCCC 1990-2012 NationalInventory International | Commonwealth of Independent
reporting Report(2016), Third national agreements | States, Shanghai Cooperation
Communication under the Organisation
UNFCCC (2016)
Experience CDM NDC Conditional: To decrease specific
with carbon emissions of greenhouse gases per
markets unitof GDP by 10% by 2030from level
of 2010 (“Achievement of the INDC
long-term objective envisages
[international]support”)
Participation | Nota CPLC partner NDC Ambition notassessed by CAT;
in WB Not a PMR partner assessment No refenceto carbon pricing
initiatives

Carbon pricing readiness and options

e Referenceto payments for GHG emission reductions in Uzbekistan’s Green Economy Strategy, the
centralisation of power inUzbekistanandthe high potential and urgency of energy efficiency
improvements provide the foundation fortheintroductionof a carbon pricein Uzbekistan.

e However, low energy prices, and the political and social sensitivity of energy price reforms, as well as
the lack of transparencyanda weak institutional and administrative framework, and high fossil energy
dependency, are likely to beimportant limiting factors.

1. Political dimension

Vested interests of carbon-intensive industries can present significant challenges for carbon
pricing.In 2018, the share of fossil fuel in Uzbekistan’s total primary energy supply amounted to
over 98% (IEA2018).In 2019, around 3% of its electricity generation came from coal and over
85% from natural gas (IEA 2019). The Uzbekelectricity sector is highly energy intensive, and
theinfrastructureisin dire need of modernization, as a result of insufficient investments in the
post-Soviet period (World Bank 2013). Most power generation assets are between40-50 years
old, with an average efficiency of around 33 %, and thus require urgentreplacement (ADB 2017).
With the exception of hydropower plants, power generation is controlled by the state -owned
Joint Stock Company Thermal Power Plants. Toimprove the efficiency of electricity generation
and ensure the security of electricity supply, new gas power plants are being builtand new coal
fired power plants are envisaged (Presidentof Uzbekistan 2018; IEA 2019). These new fossil -
based investmentsincrease the risk of stranded assets and therefore opposition towards a
carbon price, in particular by Joint Stock Company Thermal Power Plants and the potential
investors that the Uzbek government seeks toattractin the power generation sector (Ministry of
Energy of Uzbekistan 2020).

Uzbekistan has substantial gasreserves and is an important gas producer (BP 2020) but the
production rate is declining. The high energy intensity of the Uzbek economy, and in particular
the electricity production sector together withthe decliningproduction rate of natural gas puts
pressure on Uzbekistan to ensure supply-demandadequacy in the gas sector and at the same
time honour export commitments (mainly to China) (Pirani 2019). The Russian oil and gas
company Lukoil is an important player in the Uzbek oil and gas production sector, besides the
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state-owned oil and gas production company Uzbekneftegaz. These upstreamenergy companies
are likely to oppose the full decarbonisation of the Uzbek economy, and in particular pricing
measures thatincrease the cost of gas production and consumption. However, they could
welcome the promotion of alternative energysources (e.g., solar heating) in Uzbekistan, if this
contributed to freeing natural gas for export, as domestic gas prices remain well below netback
export parity. The promotion of solar energy is part of the Uzbek strategy toreduce pressure on
the gas supply-demandadequacy (President of Uzbekistan 2019).

The weight of carbon-intensive industries in resisting carbon pricing can be counteractedby a
green lobby. Different companies are active in low-carbon energy production in Uzbekistan. JSC
Uzbekhydroenergoisthe state-owned company charged withhydropowergeneration in
Uzbekistan. Furthermore,several private enterprises are realising investments in solar energy,
based on power purchase agreementswith the single buyer. A numberof environmental NGOs
are also active in Uzbekistan, including Ecoforum of NGOs of Uzbekistan, the Centre for
Economic Development that aims to promote the sustainable economic development of
Uzbekistan, and the Association of “Enterprises of alternative fuels and energy”. However,the
influence of NGOs islimited by different institutional barriers, including concerning registra tion,
funding and the organisation of activities (Yusupov 2020). The International Solar Energy
Institute was established to promote the use of solar technology.

Uzbekistan has pursued arelatively ambitious clean energy policy in comparison to some of its
neighboursin Central Asia (Shadrina 2019). Energy policy has focused on creatinga dedicated
hydropower company (Uzbekhydroenergo) and attracting investors in solar energy based on
tenders and bilateralpower purchaseagreements. With the 2019 Green Econ omy Strategy
(President of Uzbekistan 2019b), the governmentadopted long-termrenewableenergy and
carbon intensity targets. The government has alsoimplemented clean energy support
mechanisms, providingan importantsignal to clean energy investors that in turn are likely to
supportanincreasinglevel ofambition in low-carbon policy. The 2019 Green Economy Strategy
refersto the “introduction of payment mechanismsfor the reduction of GHG emissions”, i.e.,
carbon pricing, tofacilitate the clean energy transition.

The publicacceptability of carbon pricing depends in part on trustin the government and the
population’s attitude to green issues. Electricity and natural gas prices in Uzbekistan remain
heavily subsidised. The government subsidises thermal electricity production with direct
budgetary transfers. More importantly, power plants,and gas consumers more generally, benefit
from the supply of natural gas at price levels that are below export parity and even below cost
recovery levels (World Bank2013). With low energy prices, the government aims to ensure the
affordability of energy supply. There are nobudgetary transfers to vulnerable consumers. By
keeping priceslow for all, the governmentindirectly incentivises inefficiency in energy
consumption and high energy dependence.In turn, high energy inefficiency and dependence
increases the resistance againstprice reform measures, including the introduction of carbon
pricing measures (Boute 2019). Energy price reform is an issue of high political and social
sensitivity, aslow energy prices are perceived as a vested right for the population, a common
Sovietlegacyin the region (Lampietti and Junge 2006). Popular resistance against price reforms
in the energy sector can also be explained by the perception of mismanagement within the
electricity sector (Boute 2019).In 2019, Uzbekistan was ranked 153rdamong 198 countries
assessed by Transparency International for its perceived levels of public sector corruption. The
lack of transparent management of the energy utilities, and more generally the perception of
corruption, undermines the reform of energy prices based on the principles of cost recovery and
the internalisation of the carbon externality, and thus the introduction of carbon pricing.
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2. Legaldimension

Uzbekistan is a unitary constitutional republic. The Presidentof Uzbekistan is head of the state
and head of the executive branch. The constitution recognises the people as the sole source of
state power. Presidentialand parliamentary elections are held, but under tightcontrol (EIU
2019).The Ecological Party is represented in Parliamentbut also considered asa “pro-
government creation” (EIU 2019). Strong centralisation of power facilitates the adoption and
implementation by the President of Uzb ekistan of ambitious reforms. The adoption and
implementation ofthe 2019 Green Economy Strategy (President of Uzbekistan 2019b)
illustratesthat clean energy is on the agenda of the President. The Presidentand Cabinet of
Ministers are hereby assisted by the Commission on Energy Efficiency and Development of
Renewable Energy Sources and the State Committee of The Republic of Uzbekistan For Ecology
and Environmental Protection. The reference to payment mechanisms for the reduction of GHG
emissionsinthe 2019 Green Economy Strategy indicates that the use of carbon pricing as an
instrument to facilitate the greentransition is envisaged.

Uzbekistan has not adopted a flagship climate law and, with the exception of methane, GHG
emissions remain largely unregulated. The Law on Atmospheric Air Protection (adoptedin 1996
and lateramended) applies to methane, among other pollutants, but not to carbon dioxide or
other GHGs. The law combines a system of normative limits and taxes per type of emission and
polluting facilities. Entities that exceed theregulatory limits can be forced to close their
installations. The implementing Decree on Economic Mechanisms for Ensuring Nature
Protection (2018) creates a system of “compensation payments” for emissions. Given the
obsolete state of the gas distribution system and resulting leaks, the application of compensation
payments tomethane could in theory drive modernisation efforts of the gas infrastructure.
However, the low level of these payments alongside regulated gas priceslimit the effectiveness
of this mechanism. Ifthe level of “compensation payments” were tobe increased and payment
effectively enforced, and the scope of the law were amended toinclude COz, the Law on
Atmospheric Air Protection and its implementing Decree could potentially providethe basis for
the introduction of carbon pricing in Uzbekistan.

The electricity sector is governed by the Law on Electric Power (2009) and the Natural
Monopoly Law (1999), and the gas sector by the Subsoil Law (1994 ), the Law on Production
Sharing Agreements (2001) and the Concession Law. These legalacts donot include any
reference tosustainability and decarbonisation. The focus is on security of supply and, in the
case of electricity, affordability. Uzbekistan’s Lawon the Use of Renewable Energy Sources
(2019) specifically focuses on clean energy, creating the legal framework for the promotion of
renewable energyin the electricity sector (Dentons 2019b). In addition, the Law on the Rational
Use of Energy Sources (1997) creates the legal framework governing energy efficiency
improvements. However, both legal acts remainrelatively vague and broadly formulated.
Renewable energy targets,support mechanisms (in particularauctioning, tax benefits and
consumer subsidies), the regimegoverning the access of clean energy installations to the
network, as well as mechanisms to promote energy efficiency improvements, are set by
Presidential Decree (e.g., the Green Economy Strategy, the 2017 Presidential Decree Energy
Efficientand Energy Saving Technologies, and the 2019 Presidential Decree On Accelerated
Measures toIncrease Energy Efficiency in Economic and Social Sectors).

Uzbekistan signed the Paris Agreement on Climate Change in April 2017 and ratified itin
September 2018. Uzbekistan’s NDCincludes the objective of decreasing GHG emissions per unit
of GDP by 10% by 2030 compared to 2010. To achieve this objective, Uzbekistan aims to
strengthen itslegal frameworkto promote renewable energy and energy efficiency, and
promote investments in energy efficiency and renewable energy sources, withthe objective of

185



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia —Jurisdiction factsheets and clusters

increasing the share of solar energy in the total energy fuel mix to 6% by 2030. According to
Uzbekistan’s Green Economy Strategy, Uzbekistanaims to achieve 25% of total electricity
production from renewable energy by 2030. The President of Uzbekistan (2017) alsoset an
intermediatetargetof 19.7% electricity production from renewable energy sources by 2025,
including 15.8% hydropower, 2.3% solar power and 1.6% wind power.

Uzbekistan aims to attract foreign investments in the electricity production sector and in the oil
and gas sector to increase production (Presidentof Uzbekistan 2019). In particular, foreign
investors are sought for the construction of new coal-fired power plants (President of
Uzbekistan 2018; IEA 2019). As contracting party tothe Energy Charter Treaty and to many
bilateral investment treaties, Uzbekistan could face investment treaty arbitration claimsin the
instance foreign investors in carbon intensive assets decided to challenge the legality of
decarbonisation measures interfering with their investments before international arbitration.
The threat of such proceedings, and Uzbekistan’s experience asrespondent in different
investment arbitration proceedings in the energy sector, could potentially dissuadethe
government tointroduce an ambitious carbon pricingscheme, following the theory on the
“regulatory chill” effect of investor-state dispute settlement (Tienhaara 2018).

3. Economicdimension

Uzbekistan is a growinglow-income country, with significant naturalgas reserves (BP 2020) but
high energy intensity and growing domestic energy needs. Uzbekistan’s CO; emissions
amounted to 108 million tonnes in 2018 and have decreased 8% since 1990. The distribution of
emissions spans electricity and heat production (34.26%), transport (13.89%) and industry
(10.18%), with buildings, agriculture, making up the rest. Taking intoaccount the energy and
carbon intensity ofthe Uzbek industry, and the fact thatitamounted to 23% of national
employmentin 2019, decarbonisation hasimportant economicand social implicationsina
country where, according tothe World Bank (2020), “the number of people living in poverty
(USD 3.2 a day, 2011 purchasing power parity adjusted) has increased during the pandemic to
9% of the population (well above the pre-crisis projection of 7.4%in 2020), as the pandemicled
tojoblosses, income reductions, and declining remittances”.

In December 2020, Uzbekistan announced cuts toits exports of gas to China in order to maintain
domesticsupply despite the economicimpact of the COVID-19 crisis (Reuters 2020). Itis
expected that by 2025 the country will nolonger export natural gas (Tashkent Times 2020). For
instance, Uzbekistan is developing petrochemical capacity using gas as feedstock (Pirani 20 19).
Uzbekistan thereby aims to obtain higher value from the country’s gas resources, but this
developmentislikely toresultin higher domestic GHG emissions.

The difficulty to maintain the domestic gas supply-demandadequacy and continue to export gas
to more lucrative foreign markets, is at least partly related to Uzbekistan energy pricing policy.
By keeping domestic gas prices low (below export parity levels), the governmentincentivises
irrational consumption, and wastes budgetary income from export transactions (World Bank
2013). Fossil fuel consumption subsidies amounted to USD 1.9 billion in the electricity sector
and USD 4.5 billion in the gas sectorin 2018 (IEA 2018). In addition, direct subsidies to the
power generation sector amounted toapproximately USD 33 million in 2018 (President of
Uzbekistan 2018b). Tariff reforms towards cost recovery levels of gas prices were announced in
2019 (President of Uzbekistan 2019), but these fall short of transitioning towards export levels.

The Uzbek state-owned electricity utility Uzbekenergo has been unbundled into differentjoint
stock companiesin charge of production (JSC Thermal Power Plants and JSC

UzbekHydroEnergo), transmission (JSC National Electric Grids) and distribution (JSC Regional
Electric Grids) (President of Uzbekistan 2019c; Dentons 2019). The objective is to organise the
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sector on a market basis, but significant furtherreform is needed to move from the existing
(quasi-)monopoly and single buyer model toa fully liberalised market(Boute 2019). Basedon
the supply-demand forecast of the Ministry of Energy, investments in electricity production are
determined by the President of Uzbekistan, and electricity prices are set by the Inter-Ministerial
Tariff Commission chaired by the Minister of Finance (Cabinet of Ministers of Uzbekistan 2019).
The Antimonopoly Committee monitors and controls the application of electricity tariffs by the
regulated entities. In principle, the network company shall ensure that all market participants
benefit from non-discriminatory access to the network (Cabinet of Ministers of Uzbekistan
2019b). However, state-ownership over production, transmission and distribution negatively
affects the integrity of the networkaccess and dispatch regime. The regulation of electricity
prices, and the high sensitivity of tariffincreasesin a context of poverty, as well as obstacles to
economic dispatch, could undermine the introduction of carbon pricing in the Uzbek electricity
sector. The electricity market reform processis still ongoing.In 2020, the government
announced the creation ofa competitive wholesale market by 2023, together with the
establishment ofan independent energy marketregulator and electricity market operator
(Dentons 2020). Atleastin theory, these reform measures follow the reform textbook and, if
adequately implemented, could facilitatethe introduction of carbon pricing. Given high levels of
poverty, electricity price increases resulting from the introduction of carbon pricing are likely to
be unacceptable withoutproper protection of vulnerable segments of the population.

Pending the adoption and implementation of further reform measures, the President of
Uzbekistan seeks to attract private and foreign investments in electricity production based on
Public Private Partnerships (e.g., Independent Power Plants and managementcontracts). Public
Private Partnerships are also envisaged in the downstream gas sector. Similarly, in the
renewable energy sector, investments are made based on bilateralagreements with the
government, based on auctioning. Uzbekistan’s first renewable energy auction, organised in
2019,wasasuccess, as itattracted investor interest at 2.7 cents per kilowatt hour, at the time
“one of the lowest tariffs seen in emerging markets” (IFC 2019).

4. Technicaldimension

A key hurdle for the implementation of both carbon taxes and ETS is the difficulty to develop and
operate arobust MRV system in Uzbekistan. Uzbekistan’s 2019 Green Economy Strategy refers
to the establishment of a system of MRV for GHG emissions, and the Concept of Integrated Socio-
Economic Development of Uzbekistan until 2030 sets out the objective of continuous and
effective monitoring of COz emissions. A primary road map for the creation of a national MRV
system was prepared with SGP support (Mustaeva2020). Furthermore, MRVin the Uzbek
energy sector is likely to benefit from the initiative to establish a Unified Information System for
the production and consumption of fuel and energy resources (President of Uzbekistan 2020)
thatis expected toinclude the automatic collection, systematisation and analysis of metering
data for the electricity produced in Uzbekistan. However, these measures are still limited to
policy objectives, with limited implementation measures undertaken so far. Uzbekistan has
some MRV experience due toinvolvement in CDM projects, e.g., in the gas distribution sector.
The CDM experience, together with experience gained from the implementation of emission
limits and charges under the Law on Atmospheric Air Protection and Decree Economic
Mechanisms for Ensuring Nature Protection, could facilitate the introduction of carbon pricing.

Uzhydromet, or the Centre of Hydrometeorological Service of the Republic of Uzbekistan, is
responsible for the implementation of the Paris Agreementin Uzbekistan, and more generally
for the coordination of climate change related activities (Cabinet of Ministers 2017). The General
Director of Uzhydromet is the national Focal Point under the UNFCCC. The State Committee for
Ecology and Environment Protection of Uzbekistan is responsible for environmental protection.
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[tis charged with monitoring compliance with environmental legislation and, in this capacity,
could play a role with the verification of emission monitoring, in cooperation with the Ministry
of Energy that was charged by presidential decree (2020) with the Unified Information System
for the production and consumption of fuel and energy resources. However, institutional overlap
and the lack of clarity on the responsible entity for MRV is likely to complicate the development
and operation of a robust MRV system in Uzbekistan.

5. Multilateral dimension

Uzbekistan is not a member ofthe WTO. Membership negotiations wereinitiated in 1994 and
then interrupted until their recent resumptionin 2020 (WTO 2020). Uzbekistan isamember of
the Commonwealth of Independent States and recently becamean observer in the Eurasian
Economic Union, the economic union of Russia, Belarus, Kazakhstan, Kyrgyzstan and Armenia
(Grata 2020). Potential accession to the Eurasian Economic Union would contribute to the
integration of the Uzbek energy market with its neighbours (in particular Russia, Kazakhstan
and Kyrgyzstan), as the Eurasian Economic Union aims to create an integrated electricity and
natural gas market (Shadrina 2018; Kembayev 2019). Uzbekistanis a contracting party tothe
Energy Charter Treaty and is thus bound by its investment protection, transitand trade regime,
the latter serving as a “steppingstone” tothe WTO (Energy Charter Secretariat2004; Boute
2016).

The Central Asian energy infrastructure was originally developed as a unified system (the
Central Asia Power System) during Soviet times. Electricity and gas networks remain
interconnected, but cross-border exchangeshave suffered from the objective ofenergy
independence pursuedby the Central Asian states, including Uzbekistan, following the collapse
of the Soviet Union (Boute 2019; Boute 2016b). Internationalinitiatives promoted by the World
Bankand the Asian Development Bankhave sought torestore a certain degree of cooperation,
taking intoaccount the efficiency gains that are characterised with the integrated approachto
electricity supplyin the region (World Bank2015). Geopolitical tensionsin the region have long
blocked attempts at regional energy marketintegration involving Uzbekistan. Underthe
administration of President Mirziyoyev, who succeeded PresidentKarimovin 2016, cooperation
hasbeenreinitiated and new agreements on energy exchanges signed (Boute 2019).

Uzbekistan’s neighbour Kazakhstan hasadopted an ETS, covering amongst other sectors
electricity production. Integration of Uzbekistan with the regional energy market, and in
particular electricity cooperation with Kazakhstan, could be a driver for the adoption of a carbon
pricing mechanism in Uzbekistan. The Regional Dialogue on Carbon Pricing in Central Asia, co-
organised by the Regional Environmental Centre for Central Asia (2021), UN ESCAP, UNDP,
UNEP and the ADB, aims to facilitate this transfer of experience at the regional level. The
possible adoption of an ETS in Russia (see Russian Factsheet) could influence Uzbekistan to
adopta carbon pricing mechanism.However, the difficulties Kazakhstan has faced with the
implementation of its ETS could contribute toa negative perception of this instrument in
Uzbekistan.

The adoption of carbon pricing could alsobe facilitated by the intense cooperation of Uzbekistan
with multilateral development banks, in the context of the recent reform efforts initiated by the
new presidential administration. For instance, the European Bank for Reconstruction and
Development (EBRD) assisted Uzbekistan with thedevelopment ofa Low-carbon Roadmap for
the Electricity Sector (EBRD 2019) that demonstrated the cost-effectiveness of carbon neutrality
by 2050 and recommended the introduction of carbon pricing toachieve this objective (Ministry
of Energy of Uzbekistan 2021).In February 2021, both parties signeda memorandum of
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understanding on long-term collaboration toward reaching carbon neutrality by 2050 (Kawase
2021).

6. Carbon pricing readinessand options

Uzbekistan’s Green Economy Strategy, adopted by Presidential Decree in 2019, mentions carbon
pricing as an instrumentofnational climate policy. Given the high centralisation of power in
Uzbekistan, endorsementby the Presidentprovides a strong signal for the future adoption of
carbon pricing. However, low energy prices, and the political and social sensitivityof energy
price reforms, as well as the lack of transparency and a weakinstitutionaland administrative
framework, are likely to be important limitingfactors.

Uzbekistan is an important producer of natural gas but, as aresult of inefficient consumption
and the high energy intensity of the economy, the supply-demand adequacyisunder great
pressure. Interruptions to gas exports, in favor of domestic supply at artificially low prices,
negatively affects the publicbudgetand the attractiveness of the Uzbek gas sector for investors.
Although vested interests in thermal power generation are likely to oppose carbon pricing, gas
companies could welcome initiatives aiming at transitioning the Uzbek economy to alternative
energy sources, freeing gas resources for exports in significantly more lucrative conditions. The
initiative ofthe President to attract foreign investments in coal-fired and gas-fired power
generation could undermine carbon pricing ifthe investors threaten to challenge this measure
before international arbitration, e.g., based on the Energy Charter Treaty.

The electricity market is undergoing reform, with the objective of creating a competitive
wholesale market by 2023. Althoughthis objective is likely too ambitious given deep -rooted
institutional constraints toliberalisation, the reform of the electricity market provides an
opportunity tointegrate carbon pricing into the electricity market architecture,and
decarbonisation as an objective of electricity market regulation. Simultaneous reform of the gas
market could add pressure on end-user pricesifthe gas reform results in netbackexport parity.
This could exacerbate popularresistance to higher energy prices, in particularifthe energy
market reform fails to improve management transparency and popularperception of the sector.

Uzbekistan has started to promote the developmentofrenewable energy sources and energy
efficiency improvement. A legal frameworkisin place, butit remains relatively vague.Policy
initiatives, in particular the auctioningof renewable energyprojects, have been successful in
attracting investor interestin the country’s low carbon energy resources at competitive prices.
Investorsin the green economic transition announced by the President could lobby for further
ambition, including the introduction of carbon pricing tolevel the playing field with thermal
power plantsin the reformed electricity market.

Besidesthe Renewable Energy and Energy Efficiency law, the low-carbon transition is governed
by the Green Economy Strategy. Uzbekistan has notyet adopted a flagship climate law. The Law
on Air Protection could provide a potential legal basis for the introduction of carbon pricing. The
Green Economy Strategy recognises the importance of MRV. The realisation of CDM projectsin
Uzbekistan provides alimited degree of experience with MRV. However, the adoption and
operation of a robust MRV system suffer from institutional overlap.

Inrecentyears, Uzbekistan has renewed its cooperation in the energy sector with neighbours.
Integration with the Kazakh electricity market, e.g., on a bilateral basis or following Uzbekistan’s
possible accession to the Eurasian Economic Union, could drive the adoption by Uzbekistan of
carbon pricing, following the ETS in Kazakhstan. However, the importance of energy
independence for Uzbekistan and Kazakhstan’s difficulties with the ETS could be used against
the adoption of carbon pricing.
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When viewed through the lens of the analysisin UBA (2021), Uzbekistan is more likely to adopt
a carbon tax than an ETS, starting out as energy subsidy removal in an energy price
rationalisation drive which could later evolve into a carbon tax using existing laws. Low
technical capacity, the currentlegal frameworkand inadequate experience to support the design
and operation of an ETS are important obstacles tothe adoption ofan ETS. A carbon tax could be
integrated into the existing Lawon Air Protection that already covers methane emissions.At the
same time, limited transparency could work against the introduction ofa carbon tax, which is
also likely to face heavyresistance from JSC Thermal Power Plants and potential foreign
investors in fossil-based electricity production.
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A.15 Vietnam Factsheet

Overall

Capital

Govt
structure

GDP
GDP per
capita

Population

Legal

Key
government
departments

Key legal
instruments

Related
policies

FDI

Hanoi

Socialistrepublic

USD 810.0 billion (2019)
USD 8,397.0 (2019)

96.5 million (2019)

Min. of Natural Resources &
Environment; Min. of Finance;
Min. of Planning & Investment;
National Climate Change
Committee

Revised Law on Environmental
Protection; Green Growth
Strategy; Decision1775/QD-TTg

National Energy Development
Strategy of Vietnamto 2030,
with a vision to 2045 (Resolution
No. 55)

6.2% of GDP (2019)

Vietham

Political

Electricity
from fossil
fuels

Brown lobby

Green lobby

Perceived
corruption

Economic

Income group

Gini index

Importance
of industry

Fossil
subsidies

Electricity
market

193

65% of total generation (2018)

PetroVietnam; ExxonMobil; Chevron;
BP;Zarubezhneft

VBCSD; VGCB; VCEA; GreenlD

Score=37(2019)
Min=9; Mean=43; Max=87
Germany=0

Lower-middleincome

35.7(2018)
Perfect equality/inequality=0/100
Germany=31.9(2016)

Value-added: 34.5% of GDP (2019)
Employment: 28% of total (2020)
CO2 emissions: 76.5% of total (2018)

9.9% of GDP (2017)

Vertical monopoly withlimited private
participation inelectricity generation
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Vietnam

Technical Multilateral
MRV status National andsectoral systems Openness 210% of GDP (2019)
under development

UNFCCC 2nd biennial update submitted International | ASEAN (1995); US-BTA(2000); APEC

reporting agreements | (2008); WTO (2007); RCEP (2020)

Experience JCM, CDM NDC (Un)Conditional: (9%) 27% below BAU

with carbon (incl. LULUCF) by 2030

markets

Participation | PMRimplementing country NDC CAT: Critically Insufficient;

in WB participant; assessment NDC refers to market-based

initiatives Not a CPLC partner instruments andtradingcarbon credits
under Article 6 of the Paris Agreement

Carbon pricing readiness and options

e Legal mandateto establishanETS. Itadopted the Law on Environmental Protectionin November 2020,
which will enter into force on 1 January2022. MOF and MONRE are considering a timeline for ETS
implementation; a pilot systemis expectedto start by 2025 and to become fully operational by 2027.

e The governmenthas established a clearinstitutional infrastructure for implementingclimate policy with
the authority to issue direction to all relevant ministries andthe People’s Committees of all63
provinces.

e Giventheculminationoflong-awaited power market reforms, government policies and commitments
supporting renewable generation, andincreased foreigndirectinvestment, renewable energy
generationis growing substantially despite continuedreliancein coal.

e  Supportfor low-carbon developmentistempered by FDIincoal power and the government’s
commitmentto using coal powerto address security of supply challenges.

e The governmentis currentlydevel opingan MRV withsupport fromthe PMR and has piloted the MRV
systemin the steel and waste-to-power sectors through a NAMA.

e Vietnamcan pursue multilateral cooperation on several fronts given existing trade relationships with
jurisdictions with established or emerging ETSs including China, New Zealand, and Indonesia.

1. Political dimension

Thanks to thirty years of socio-economicreforms, Vietnam’s GDP per capita hasincreased
dramatically, growing2.7 times between 2002and 2018 and reaching over US$8,397in 2019.
The country has lifted more than 45 million people out of poverty (World Bank2020a). Atthe
same, Vietnam'’s per-capita greenhouse gas emissions grew at the fastestrate in the world
reflecting the energy demands of the developing nation (World Bank 2020a). Growingenergy
demand hasbeen primarily met throughincreasing coal-fired generation, and asaresultin 2018
fossil fuels contributed 80% to the country’s TPES, and 65% of electricity generation (IEA2021).

The government has worked toaddress shortages in capacity by expanding the country’s coal
fleet with 15 new coal power projects, diminishingcoal exports, increasingcoal imports, and
welcoming investments from more developed Asian economiesincluding China, South Korea,
and Japan (Tatarski 2020). Vietnam’s Deputy National Assembly Chairman has made it clear that
the country will continue torely on coal-fired power generation as it is major energy source in
the following decades to ensure energy security. Though rapid growth in renewables drove
some abandonment of new coal-fired projects, these cancellations arguably contributed to
energy shortages and drove the decision to maintain coal as a main source of energy (IEA Clean
Coal Center 2020).Additionally, government has also worked to establish a defined institutional
structure toimplementclimate change policy, with MONRE acting as the national focal point to
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the UNFCCC and the lead climate changeagency, as well as formulating all national climate
change policy and coordinating the implementation of climate actions across sectors and sub-
national governments (Nguyen Sy 2017). Vietnam is a socialist countryled by the Vietnam
Communist Party, which holds a national congress every five years to outline the country’s
overall direction. The National Assembly is the highest organ ofthe people and State power, and
appoints the President (the Head of State, responsible for representing Vietnaminternally and
externally), and the Prime Minister (the head ofthe governmentand deputyleader of the
National Assembly) (Embassy of the Socialist Republic of Vietnam in the USA 2021). Under the
Prime Minister, the National Committee for Climate Change (NCCC), an inter -ministerial
committee established in 2012 to formulate and implement climate policies following the
National Climate Change Strategy, is the highest-level institutional body responsible for climate
change policy (Strauch etal. 2018). Chaired by the Prime Minister and two vice chairmen (the
Deputy Prime Minister and the Minister of MONRE), the committee coordinates the
development and implementation of the country’s climate policies and has authority toissue
directionstoall relevantline ministries and the People’s Committees of all 63 provinces
(Nachmanyetal.2015; McKinleyetal. 2015).

The Department of Climate Change in MONRE hosts the Standing of Office of the NCCC. MONRE
is alsoresponsible for reviewing and planning climate budgets in conjunction with the MPI and
the Ministry of Finance (MOF). MPI coordinates the country’s development strategies, planning,
and national investments, including mobilising and managing ODA and climate finance. The MPI
is alsoresponsible for the National Green Growth Strategy and oversees related policy
developmentand implementation. Other ministries are responsible for mainstreaming climate
change issuesand Vietnam’s climate policy frameworkinto their strategies and plans, including
the Ministry of Agriculture and RuralDevelopment (MARD), the Ministry of Industry and Trade,
the Ministry of Construction, the Ministry of Transport (MOT), the Ministry of Foreign Affairs,
the Ministry of Science and Technology (MOST), and the Ministry of Education and Training
(Strauch etal.2018).

The government’s efforts have been buttressed by a strong push for clean energy programs from
Vietnam’s green lobby, including the Vietnamese Business Council for Sustainable Development
(VBCSD), Vietnam Green Building Council (VGCB), and the Vietham Clean Energy Association
(VCEA). Some key players, such as the environmental NGO Green Innovation and Development
Centre (GreenlD) are known internationally for their work. Conferences such as the Vietnamese
Sustainability Forum have also generated attention and, in conjunction with government
policies, resulted in substantial renewable energy investm ents. Throughout 2020 rooftop solar
installations in Vietnam grew significantly, risingfrom a 2019 base of 378MWp t09.583GWp,
spread acrossalmost 102,000 systems (Gunther2021).

Given Vietnam'’s structureas a one-party socialist republic, the majority of policy efforts are
government driven, emphasizing the importance of transparentand effective government
institutions to effectively implement climate policy and carbon pricing. Vietnamranked 96 th out
of 198 countries on perceived corruptionin 2019 with a score of 37 (Transparency International
2021),indicating moderate trustin the government. Its performancein regulatory quality and
government effectiveness as measured on a scale from -2.5 to + 2.5 were moderate as well, with
scores of -0.26 and 0.04 respectively (World Bank2019b). These indicators emphasize thata
carbon pricing mechanism will need tobe well-designed and go through a robust stakeholder
process to ensure compatibility with Vietnam’s international goals and socioeconomic
development plans.
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2. Legaldimension

Domestically, Vietnam has several laws and policy developments thathave contributed to the
momentum for carbon pricing mechanisms. In November 2020, Vietnam’s National Assembly
adopted the revised Law on Environmental Protection, which establishes a mandate for the
MONRE and the MOF to design a domesticemissions trading schemeand a crediting mechanism.
The frameworklegislation gives MONRE a legal mandate to establish an emissions trading
scheme, seta cap, and determine the method of allowance allocation, and allows for the
inclusion of domestic and international offsets. The Law on Environmental Protection will enter
intoforce on 1 January 2022. MOF and MONRE are considering a timeline for ETS
implementation; a pilot system is expected tostartby 2025 and tobecome fully operational by
2027 (ICAP2021).

Policy developments have beenguided by Vietnam’s ‘Green Growth Strategy’ (2012), whichsets
the objective of a low-carbon economy and cites the use of market-based instruments as an
avenue toachieving the strategy. Inline with the strategy, ‘National Appropriate Mitigation
Actions’ (NAMAs) are beingimplemented in the agriculture, forestry, waste, industry (steel,
cement, chemical), and power sectors. Issuance of policy guidance, such as Decision 1775 /QD-
TTgin 2012, which approved the managementof GHG emissions and carbon creditbusiness
activities in the world market, have alsobeen key to the development ofa carbon pricing
mechanisms (Prime Minister of the Socialist Republic of Vietnam 2012).

These developments are furthersupportedby renewable energy and energy efficiency laws. In
2015 Vietnam adopted the Renewable Energy DevelopmentStrategy 2016 - 2030 with an
outlook to 2050. The strategy outlines a plan toreduce coal and oil importsand increase the
number of renewable energy sources and renewable energy-based grid-connected power plants,
including hydropower, wind power solar power, biomass, and solar power (Thucm 2016).
Renewable energy development is supported by power sector policies designed to guarantee
investmentin renewable technologies. These include feed -in-tariffs applicable to renewable
energy projects, prioritizing connectingrenewable energy project to the national power system,
and a net-metering mechanism (Thucm 2016). Renewable energy sector development was
further supported by the 2016 revision of the Vietnam Power DevelopmentPlan VII for 2011 -
2020 Period with the Vision to 2030 (PDP VII). The plan highlighted specificrenewable energy
targets toincrease the share of electricity produced from renewablesources (excluding large
and medium scale hydropower) toover 10%in 2030 and outlines a specificgoal of 6 GW of total
wind power capacity by 2030, and 12 GW of total solar power capacity by 2030 (Prime Minister
of the Socialist Republic of Vietnam 2016). In the recently released Vietnam Power Development
Plan VIII for 2021 - 2030 with a vision to 2045 (PDP VIII), MOIT establishes a more substantial
renewable energy target and highlights a more diminishedrole for coal. The plan increases the
renewable energy target toalmost 30% by 2030, excluding hydropower, and outlines a specific
goal of developing an additional 9 GW of near-shore wind power, 2-3 GW of offshore wind
power,and 7 GW of solar power (Sawayama & Tran 2021).

Energy efficiency targets are supported by the National Energy Efficiency Programme 2019 -
2030. This programme specifically sets an objective toachieve an efficiency rate of 8-10% of
total national commercial energy consumption for 2019-2030 based on the energy demand
forecasted in the PDP VII. The objective is to be realized through energy efficiency technical
standards for the design, retrofit or construction of new buildings; promoting and advancing
energy efficient vehicles and equipment for use across sectors; developing energy conservation
standards and procedures for the transport and fisheries sector; training and developing
personnel; and establishing a National Foundation for Energy Efficiency and Conservation
Promotion (Ministry of Construction 2017; Ministry of Industry and Trade 2018).
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Vietnam’s climate efforts have been noticed by foreign enterprises as foreign investment
companies have shown particular interest in renewable energy sector developmentand the
country’s developing carbon market after Vietnam implemented the VNPMR project in the steel
and waste-to-power sectors with supportfrom the PMR (Vietnam Investment Review2020).
However, these developments are temperedby the share of FDI in Vietnam's carbon -intensive
industries, as approximately 6.2% of the country’s GDP is generated by foreign investments, a
portion of which is attributed toinvestments from China, Japan, and South Koreain 15 planned
Vietnamese coal plants (Tatarski 2020).

All of Vietnam’s actions to mitigate emissions are captured in the country’s updated Nationally
Determined Contribution (NDC), which makes specific reference to carbon markets. Released in
2020, the document highlights an increasein its unconditional emission reduction target to 9%
by 2030 relative to 2014 emissions. The NDC alsoincludes a conditional target wherebyVietnam
commits to reducing emissions by 27% by 2030 relative to 2014 emissions with international
supportthrough bi-lateral, multilateral cooperation as well as through the implementation of
market and non-market mechanisms under Article 6 ofthe Paris Agreement (Socialist Republic
of Vietnam 2020). International engagement efforts are further supportedby an International
Cooperation Department atthe MONRE.

3. Economicdimension

In the pastthree decades, socio-economicreforms under the ‘Doi Moi’(Renovation) have
gradually transformed the centrally planned economy into a socialist-oriented market economy,
enabling the country to successfully transition tolower middle-income country statusin 2009.
As 0of 2019, GDP amounted toUSD 810 billion and GDP per capitawas USD 8,397 when
measured in current PPP units using World Bank data. Vietnam scores well on the Global
Competitiveness Index, demonstrating strong macro-economic stability (World Economic
Forum 2019). The country’slabour market flexibility could be improved, especially by
upgrading the skills of the workforce. That said, internal labour market mobility is high,
demonstrating thatVietnamese workers and firms are well equipped torespond to market
changes (ibid). Vietnam has alsoimproved its trade costsin recent years, though has untapped
potential in leveraging international goods exchange, as well asregional value chain trade
(Shepherd 2017). The economy would benefit from additional transportation and connectivity
infrastructure (World Bank2020b). The measures adopted to confront the COVID-19 pandemic
in Vietnam and across the world are currently affecting Vietnam'’s economic performance,as
limited use of domestic goods and services, stalled production in countries that serve Vietnam'’s
production processes, and diminished consumption ofimported goods in Asia, the U.S. and the
EU have all taken a toll on Vietnam’s economic performance (ILO 2020).

Rapid economic growth has made Vietnam increasingly dependent on fossil fuels, as the
country’s energy system “carbonised” even faster than China’s (Zimmer atal. 2015). Vietnam's
industry, which includes construction, utilities and mining as per World Bank definition of
sector, generated approximately 76.5% of the country’s CO2 emissionsin 2018 (IEA 2021);
contributed 34.5% of GDP in 2019 and provided 28% oftotal employmentin 2020 (World Bank,
2021a; 2021b, 2020a). Electricity consumption in Vietnam has tripled over the pastdecade, and
the power sector itselfaccounts for nearly two-thirdsofthe country’s greenhouse gas emissions
(IEA2021).Thisis due to a rapidly growing population, increased speed of development, and
the government’s decision torely on coal as a primary energy source for Vietnam in the PDP VII
(Dang & Taghizadeh-Hesary 2019). Fossil fuels make up 65% of Vietnam's electricity supply in
2018 (IEA2021)and are heavily subsidised, which the IMF estimates toamount to 9.9% of GDP
(IMF 2021).
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Inrecentyears, the country has emerged as an important oil and gas producer in Southeast Asia,
producing around 375 billion cubic feet (BcF) of dry natural gasin 2016 (IEA), thanks to foreign
investmentand cooperation in the oil and gas sectors, (EIA, 2017). PetroVietnam is the key
company in the oil and natural gas sectorsand serves as the primary operator and regulator of
the industry. Oil and natural gas production are eitherundertaken by PetroVietnam’s upstream
subsidiary or through PetroVietnam’s joint venturewith other companies, including
international oil companies such as ExxonMobil, Chevron, BP,and Zarubezhneft, as well as
several Asian national oil companies that have formed partnerships with PetroVietnam. All of
the country’s production is consumed domestically, and Vietnam does not import or export
natural gas (EIA 2017).

The Vietnamese government is currently developing twoliquified naturalgas (LNG) terminals in
the south of the country to help satisfy growing demand, with both terminals expected to come
online in 2023. However, many of the country’s remaining naturalgas reserves are costly to
develop due to theirlocation. Vietnam also produces and exports coal, though exports have
diminished inrecent years as coal-fired generation hasbeen used as the least expensive way to
address power shortages and volatility in the country’s hydroelectricity supply (EIA 2017). As of
2015 Vietnam became a net coal importer, receiving 45% of Southeast Asia's thermal coal
importsin 2019. With more coal-fired power plant projectsin the pipeline, its low domestic coal
production will continue tomake it reliant on imports, predominately from Indonesia and
Australia (Wang & Hui Tan 2020).

Vietnam’s heavy reliance on coal stems from difficulties in meetinga soaring energy demand as
well asa non-competitive energy market. These issues are reflectedin Vietnam’s updated NDC,
which commits the country to developing hydro-power, co-generated biomass,and gas power to
addressthese challenges, as well as prioritizing wind and solar development in line with the
ability to ensure system safety at reasonable prices (Socialist Republic of Vietnam 2020). The
NDC also anticipates the developmentof coal-fired power at an appropriate level with large-
capacity and high-efficiency turbines using advanced technologies (ibid). Vietnam’s NDC is
reflective of Resolution No.55 NQ/TW, which was released by the Politburoin February 2020,
and outlines the National Development Strategy of Vietnam to 2030, with a vision to 2045. The
resolution gives direction toreduce the proportion of coal power in a reasonable way, in order
to give priority to wind and solar energy over fossil fuels (MDI 2020). The recently released
Power Development Plan VIII aligns with thisresolution, articulating a higher renewable energy
target for solar and wind power, only allowing ongoing coal projects currently under
construction to continue to be developed, and decreasing the percentage of coal -fired generation
capacity from 43% in PDP VIl to 27% (Sawayama & Tran 2021).

Given thatthe governmenthasidentified the importanceofboth coal and renewable generation
in the next 10 years, Vietnam’s electricity sector regulations and policies are key to establishing
an effective carbon price. Vietnam'’s power sector has developed around stable state-centric
institutions and companies implementing the government’ssector reform agenda gradually.
Since 2004 and the passage of Vietnam'’s Electricity Law, competition and new market structures
have been introduced in stages. To date, state owned entities dominate the electricity sector, but
the private sector participatesin some power generation. However, most private sector
generation and all entities involved in transmission, system operation and distribution are
affiliated with the state-owned corporate group, Electricity Vietnam (EVN) (Lee & Gerner 2020).
Though the Prime Minister has set principles for unbundling generation with EVN by 2014,
financial stress due tothe 2008 financial crisis slowed the implementation of the plans, leaving
the sector largely unchanged by 2018 when EVN’s power plants accounted for 59% of total
installed generation capacity (Lee & Gerner2020). Todate EVN, has maintained low electricity
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prices that have led to insufficient investment in new power plants, strainingthe generation
capacity as the country grew (EIA 2017). Phasing outindirect subsidies in the power sector and
adjusting EVN’s electricity tariffs toincrease revenues would attractgreaterinvestmentand
help improve the generation capacity.

A Vietnamese WholesaleElectricity Market (VWEM), designed for publicly owned distribution
companies tonegotiate and contract directly with publicand private generators to stimulate
competition, hasbeen runningin pilot phase since 2016 and is expected to be fully operational
in 2023 (Lee & Gerner 2020). Moreover, the government plans to establishan independent
System and Market Operator (SMO), and competitive bidding for new generation capacity,
though distribution companies will remain under full public ownership. The Prime Ministerhas
also instructed EVN toreview private sector participation opportunities in network
infrastructure development (Lee & Gerner2020) and in February 2021 the Politburoissued
Resolution 55, recommending amendments to the electricity Lawto allow for private sector
investmentin power infrastructure (Ha 2021). These steps towards more liberalised and
competitive electricity markets will enhance the effectiveness of the ETS Vietnam is developing
not leastby helping renewable generation to become cost competitive.

The introduction of feed-in tariffs for solar powerin 2017 in addition to those already existing
for onshore wind projects since 2011 altered the renewable generation landscape in Vietnam
significantly (Prime Minister of the Socialist Republic of Vietnam 2017; Prime Minister of the
Socialist Republic of Vietnam 2011). The country overachieved its solar generation targets, as it
went from negligible installed capacityin 2017 to 4.5 GW installed in 2019, meeting the revised
Power Development Plan VI solar targets five years early (Climate Action Tracker 2020a). The
revised Power Development Plan VII aimed for an additional 850 MW of solar in 2020 and 12
GW by 2030, (Prime Minister of the Socialist Republicof Vietnam 2016), and larger targets have
since been announced in the recently released Power Draft Development Plan VIII. The plan
articulates an additional 9 GW of near-shore wind power, 2-3 GW of offshore wind power, and 7
GW of solar power (Sawayama & Tran 2021). These new targets have been augmented by
adjustments tothe feed-in-tariffs which originally expiredin 2019 but was then extendedin

2020 following a 10-month period without a replacementpolicy. A solar auctioning pilot
programme supportedby the World Bankbegan in November2020 and runs through May 2021.
The programme will offer 1 GW of solar PV for auctioningin 2021, with half offered under
auctions for projects at pre-selected sites and the other half will be capacity earmarked for
specific substations, to ensure locations with grid space are prioritised (Martin 2020). Thereisa
possibility thatanother 103 solar projects with an additional 10 GW capacity will be approved
for the pilot programme (Reve 2020). Steps towards full auctioning continue, asin early 2021,
the Electricity and Renewable Energy Authority of Vietnam (EREA) submitted areport
requestion MOIT’s internal approval of the selection mechanism for projectbidders (Nguyen
and Burke 2021).New proposed feed-in-tariff extensions and adjustmentsfor onshore and
intertidal wind are under consideration and would apply to projects commissioned from
November 2021 toDecember 2023 in order to compensate for permittingand COVID-19related
delays (Reve 2020).

There is significant potential for a carbon pricing mechanism todrive abatement in Vietnam. [t
could reduce the emissions of the fossil fuel fired plants directly. Carbon pricingwould alsolevel
the playing field, given coal projects have long benefited from attractive contract terms relative
to the high cost of equity for renewable power projects (Breuetal.2019). The government’s
commitment todeveloping renewableenergy resources and recent action to extend feed-in-
tariffs has generated substantial foreign directinvestment in the sector and would help to
develop the low carbon alternatives to coal (Socialist Republic of Vietnam 2020). The
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government’s legal mandate to establishan ETS therefore constitutes an important and welcome
step.

4. Technicaldimension

Vietnam has demonstratedits ability toreport and measure emissions through efforts tomeet
its Paris Agreement commitments. Vietnam submitted its second biannual updatedreport (BUR)
tothe UNFCCCin 2017 and is expected to submit the third updatedreportin early 2021
(Socialist Republic of Vietnam 2020). The second BUR highlights the arrangementsmade for the
2013 National GHG Inventory and outlines the Departmentof Climate Change’srole in
establishing and executing a plan to create the inventory. In its 2016 Plan to Implementthe Paris
Agreement, Vietnamidentifies its commitment to establishing an MRV system for national and
sectoral emissions (Socialist Republic of Vietnam 2016). With the support ofthe PMR, Vietnam
hasbeen developingan MRV in conjunction with policy proposals for national carbon pricing
and market-based instruments since 2013. Additionally, the PMR has alsosupported Vietnamin
developing feasibility studies for credited NAMAs focused on proposing carbon pricing
instruments and aroadmap for applications of market-based instruments for the solid waste
and steel production industry sectors (PMR 2019). These actions underpinthe further
development ofthe national ETS. Initsrevised NDC of 2020, the Vietnamese government
identifies the lackof an MRV asan important challenge in its effort to reduce GHG emissions
(Socialist Republic of Vietham 2020). The revised Law on Environmental Protection, adopted by
Vietnam’s National Assembly on November 17,2020, establishes a responsibility for covered
entities (tobe determined by the MONRE) toreport their emissions every twoyears, as well as
produce annual greenhousegas reduction plans, and for the MONRE to design an MRV system
(ICAP 2020Db). Vietnam has alsomade strides in reporting emissions through National GHG
Inventory updates, the first of which was completed in 2013 (MONRE 2017).

Vietnam has demonstrated knowledge and capacity with environmental pricingmechanisms, as
the National Assembly of Vietnam passed an Environmental Protection Tax (EPT) that entered
intoforce in 2012 totax the production and importation of certain goods deemed detrimental to
the environment. The EPT Law imposes a tax on petrol, diesel, grease, coal, HCFCS, plasticbags,
andrestricted use chemicals (PWC 2019). With the introduction of the new law on
environmental protection EPT rates are expected tobe maintained (PWC 2019). Vietnamalso
has experience with other carbon pricing systems, including current and past projects through
the Clean Development Mechanismand Joint Crediting Mechanism (Amarjagal et. al. 2020).
Moreover, in line with the updated NDC, ‘National Appropriate Mitigation Actions’ (NAMAs) are
beingimplemented in the agriculture, forestry, waste,industry (steel, cement, chemical), and
power sectors. Additional capacity has alsobeen built through strategicinitiatives, such as the
participation of employees from the NGO sector in Vietnam in emissions trading courses led and
taughtby the International Carbon Action Partnership.

Finally, Vietnam has also demonstrated substantial institutional capacity as inter -ministerial
coordination and stakeholder engagementeffort are interwoven throughout various UNFCCC
outputs. Vietnam’s second BUR tothe UNFCCC designates the Department of Climate Change at
MONRE as the entity responsible for cooperating with related agencies in developing the
National GHG Inventory System and associated technicalreports. It alsoarticulates the
respective ministries responsible for developing sectoral MRV systems. In reviewing and
updating Vietnam’s NDCin 2020, MONRE established an inter-sectoral working group consisting
of representatives from the Advisory Council of NCCC and various relevant ministriesand
sectors and is further supported by an expert group and additional key stakeholders who
participate in working sessions and consultation workshops (Socialist Republic of Vietnam
2020). Accountability and transparency across Vietnamese ministries and private stakeholders
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will be key for implementation. The second BUR articulates that for each type of project,an MRV
system at projectlevel will be developed by project stakeholdersin accordance with CDM
projects. The government of Vietnam has also created the Support Programmeto Respond to
Climate Change (SP-RCC)initiativeto spur policy exchange between government agencies and
international development partners on climate change-related issues in Vietnam.In aggregate
these effortsindicate Vietnam'’s technical preparedness toimplement a carbon pricing
mechanism.

5. Multilateral dimension

As arapidly growing and open lower-middle income country, trademade up 210% of Vietnam'’s
GDPin 2019 (World Bank2021c). Vietnam has achieved this economic ope nness through
removing tariffand non-tariff barriers and participating in several international trade
agreements. These include the Association of South-East Asian Nationals (ASEAN), which it
became a member ofin 1995 and was chair of in 2020; the Bilateral Trade Agreementbetween
the United States and Vietnam (US-BTA) in 2000; the Asia Pacific Economic Cooperation (APEC)
startingin 2008; the World Trade Organisation (WTO) startingin 2007; and most recently the
Regional Economic Partnershipin 2020. (Strauch etal. 2018). Major trade partners are located
mostlyin East Asia, North America and Europe, where Vietnam recently signed the EU-Vietnam
trade agreement whicheliminatesduties on 99% of goods traded betweenthe twojurisdictions
and sets high standards for labour, environmental and consumer protection, commits to
effectively implementing the Paris Agreement and other international environmental
agreements, and acting in favour of conservation and sustainable wildlife management
(European Commission 2020). Trade with bordering neighboursislimited except for China, as
trade between the twonations has increased in recent years (World Bank 2019a).

Many of the countries Vietnam engages with through tradeagreements, including Indonesia,
Thailand, and the Philippines, and Japan are currently considering or developing carbon pricing
mechanisms, and several others, including New Zealand, the EU, China, and South Korea have
established carbon markets (ICAP 2020a). Vietnam'’s trade relations and participationina
number of regional institutions, paired with its economic openness can serve as a key entry
point for multilateral cooperation on climate change. One potential avenue may be linking an
eventual Vietnamese carbon market to one of the aforementioned trade partners’ systems, as
several have indicated an interestin pursuing internationallinking agreements. China,now the
world’s largest carbon market, sharesaborder with Vietnam. Furtherregional carbon pricing
efforts have been facilitated by the Collaborative Instruments for Ambitious Climate Action (CI-
ACA)UNFCCC project, which focused on assessing the status of MRV systems in ASEAN member
states, reviewing carbon pricing instrument adoption, and identifying commonalitiesand
differences between countries’ respective approachesto carbon pricing (Aleluia 2019). Lessons
learned through CI-ACA were presented ata UNFCCC Regional Dialogue on Carbon Pricing
(RediCAP)in 2020 as part of the Plan of Action of the AWGCC (ASEAN Working Group on
Climate Change) and the ASEAN-UN Plan of Action (2016-2020) (UNFCCC 2020).

The Ministry of Environment (MONRE) has alsobeen working with the World Bank’s
Partnership for Market Readiness (PMR) to develop an MRV system in conjunction with policy
proposals for national carbon pricing and market-based instruments since 2013.The
government has also enhanced its capacity for climate finance, appointing the Ministry of
Planning and Investment (MPI) as the National Designated Authority for the Green Climate
Fund, establishing a Climate Finance Task Force to guide the preparation of financing
mechanisms, and signing a Memorandum of Understanding on Green Finance Cooperation
between the Ministry of Finance (MOF) and the Global Green Growth Institute (GGGI) (Strauch
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etal. 2018; GGGI2020)., Vietnamhas also engaged with arange of international consultantson
emission reductions projects, including the World Bank, GIZ, BMU, UNDP, and others.

Additional multilateral cooperation on climate changetook place through the planningand
implementation phases of Vietnam’s NAMA'’s. From 2014 - 2018, the German Federal Ministry
for the Environment, Nature Conservation, and Nuclear Safety (BMU), in conjunction with the
German Society for International Cooperation (GIZ), implemented an International Climate
Initiative (IKI) projectin Vietnam. The project supported Vietnamin enhancinginstitutionaland
personnel capacities todevelop and implement NAMAs, including setting up coordinated
structures for NAMAs with MONRE, developing central elem ents of the MRV system, and
advising MONRE on implementingthe Paris Agreementand the review process of the
Vietnamese NDC (Federal Ministry for the Environment of Germany 2021). Vietnamand the
MONRE also received NAMA support from the Japanese International Cooperation Agency from
2015-2020to build the capacity of MONRE to develop and implement NAMAs, and to develop
the capacity of line ministries and local governments to plan and implementNAMAs by piloting
the NAMA ‘Low Carbon City’ in selected Vietnamese municipalities (JICA 2014). Finally,
additional opportunities for multilateral cooperation stem from established domesticand
international think tanks, including the Vietnam Institute of Energy, the Vietnam Initiative for
Energy Transition (VIET), the Vietnam Institute of Meteorology, Hydrology, and Climate Change
(IMHEN), and the Asia Society Policy Institute (ASPI).

These efforts all contribute to Vietnam'’s climate mitigation goal and national contribution to
achieving the Paris Agreement. Vietnamreleased its updated NDCin 2020, identifying economy-
wide mitigation measures for the period 2021-2030 thatspansthe energy, agriculture, waste,
land use, land use change and forestry, and industrial sectors. The plan changesVietnam’s base
year from 2010 to 2014 and increases its unconditional emission reduction target to 9% by
2030.The NDC also outlines a conditional contribution in which Vietnam could reduce emissions
by 27% by 2030 with international support received throughbi-lateral, multilateral cooperation
as well as through the implementation of market and non-market mechanisms under Article 6 of
the Paris Agreement (Socialist Republic of Vietnam 2020). Though the updated NDCis 17 MtCO
stronger and transparency and sectoral coverage hasimproved, the Climate Action Tracker rates
the NDC as ‘critically insufficient’ as the target does not drive enough climate action to align
Vietnam with a 2°C goal, let alone the Paris Agreement’s 1.5°Climit (Climate Action Tracker
2020Db).

6. Carbon pricing readinessand options

Increasing climate ambition and a recently adopted legal mandate to establish a Vietnamese
emissions trading scheme demonstrate that Vietnamis committed to carbon pricing. The
country plans to implementa pilot system by 2025 that will in turn become fully operation by
2027.Paired with the government’s clear institutional infrastructure toimplementclimate
policy across federal and provincial governmentsshow that the planstoimplementa carbon
pricing mechanism are well underway. Vietnam’s readinessis also demonstrated through its
work with the PMR to develop an MRV infrastructure for the ETS and its efforts to pilot the
system in the steel and waste-to-power sectors through its declared NAMAs.

Development ofthe ETS could be impeded by the country’s partially liberalised electricity
market, as the state-owned utility EVN holds a virtual monopoly over transmission and
distribution, as well as owning a substantial portion of generation entities. This could limit the
carbon price being passed on to covered entities, which could in turn undermine the system’s
ability toincentivize abatement and low-carbon investment. However, long-awaited power
market reforms, including the establishment of an independentSystem and Market Operator

202



CLIMATE CHANGE Carbon Pricing Potentialin East and South Asia—Jurisdiction factsheets and clusters

(SMO) and awholesale market, are expected tobe developed along the same timelineas the
emissions trading system.

These efforts are augmented by substantial growth in renewable generation due toimproved
government support policies and targets, notwithstanding the government’s stated intention to
continue to develop coal-fired generation. Foreign directinvestmentplays a key role in the
development of both energy sources, however, a carbon price, in conjunction with existing
renewable energy feed-in-tariffs and targets, has the potential to make renewable energy a more
profitable generation choice in the long run. Security of supply arguments could be a key
challenge; however these could be met by a concerted effort from the domesticand international
green lobby to raise awareness thata commitment to coal generation can at best be transitional.

Vietnam can alsobuild on multilateral cooperation on several fronts given existing trade
relationships with jurisdictionsaround the world that have established or are developing ETSs
including China, New Zealand,and Indonesia. Vietnam’s participation in existing international
carbon platforms, such as the International Carbon Action Partnership (ICAP) and the PMR, offer
an opportunity tolearn from good practices and to further align to pursue more ambitious
climate policy.
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