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Carbon Governance systems — institutional arrangements in place for mitigating greenhouse
gas emissions — are different in emerging countries. Indeed, carbon is the same everywhere but
Carbon Governance isn't: in Brazil, the financial community is actively interested in carbon trad-

ing, but Chinese banks have hardly any interest in it; and while the Chinese government takes
an active interest in providing capacity to project developers, the Brazilian authorities see their
role uniquely as guarantors of environmental integrity of emissions reductions projects. In the
case of India, carbon governance offers specific features of patterns and interactions mostly be-
cause India strongly developed the Clean Development Mechanism and its market. This article
proposes a study to the research and understanding of how exactly carbon governance works in
the Indian case, knowing that India is the second largest host of CDM projects.

Introduction

The catastrophic consequences of climate change’ pose
ecological and humanitarian challenges on an unprece-
dented scale. In the international, regional and nation-
al levels, different structures of governance are emerg-
ing. The market-based Clean Development Mechanism
(CDM) is an excellent example of an international re-
gime, which is implemented at national level (mostly by
the private sector). The CDM allows emission reduction
projects in developing countries to earn certified emis-
sion reduction (CER) credits, each equivalent to one ton
of CO,. These CERs can be traded and sold, and used by
industrialised countries to meet a part of their reduction
targets under the Kyoto Protocol. The mechanism stimu-
lates sustainable development and emission reductions,
while giving industrialised countries some flexibility
in how they meet their emission reduction limitation
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targets. As some academics argue, the Kyoto Protocol?
and the United  Nations Framework Convention on
Climate Change (UNFCCC) were doomed to face diffi-
culties ab initio.? First, there is an institutional and sys-
tematic problem. In recent years, many have questioned
whether the UNFCCC is, in fact, the best and most effec-
tive forum for mobilising a global response to climate
change. International efforts to negotiate a treaty on cli-
mate change have been “producing diminishing returns
for some time”* The near disaster of the Conference of
the Parties-15,° in Copenhagen, demonstrates that the
current approach to negotiating a comprehensive, uni-
versal, and legally binding global agreement on climate
change is unlikely to succeed. Secondly, the substantive
problem, international climate policy, as it has been un-
derstood and practiced by many governments under
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the Kyoto Protocol approach has failed to produce any
discernible real world reductions in emissions of green-
house gases since the mid 1990's.5

In order for a future global climate change agreement to
be successful, emerging economies such as China’ and
India must rapidly indicate that they areready to play
their part.? In this context, with the international frame-
work for ongoing climate change action being under dis-
cussion, it is the appropriate time to consider this model
of governance and to identify its application in countries
with a special role in the climate change action. One of
those is India, the second largest host of CDM projects.’

On the international level, India ratified the UNFCCC, in
June 1992, followed by the Kyoto Protocol in August.
Also, after signing the Copenhagen Accord, India has as-
sumed a voluntary commitment to cut its carbon inten-
sity which has been established by the Indian Chamber
of Commerce'® that believed there is a huge scope for
the large-scale registration of projects within both the
energy efficiency and the renewable energy sectors. In-
dia set a voluntary target to cut its carbon intensity, or
the amount of carbon dioxide released per unit of GDP,
by as much as 25 percent by 2020 from 2005 levels."
As some scholars mentioned, India seeks to exploit the
synergies between development, energy and climate
goals.' But it has been noted that India’s stance on cli-
mate protection at both national and international lev-
els is “dominated by underlying business interests” with
carbon governance following this trend.” In a similar
manner to China, sustainable development is a national
key priority." Unlike China, however, India appears less
aggressive in leveraging both the policy devices and the
institutional support offered by the international climate
change regime in order to serve its domestic sustaina-
ble development objectives.” The lack of direct action
to promote foreign investment and technology transfer-
ence through the CDM provides one example of this.

India is on the frontline of global warming.'®In a recent
estimate, the World Bank suggests that the developing
world will suffer 80 per cent of the damage from climate
change despite accounting for only one third of green-
house gases in the atmosphere.” India is a case in point.
The country is now the fourth largest emitter of GHGs
in the world and accounts for 5 per cent of global GHG
flows. But with 1.1 billion people — or a population of just
under one sixth the global totals - its per capita emis-
sions are a mere 1.7 tons of carbon dioxide equivalent
(CO,), compared to 23.5 tons CO, per capita for the USA.
It has a significant aggregate footprint with an insignif-
icant per capita footprint. Neither fact diminishes its cli-
mate vulnerability.
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Defining “Carbon Governance”

Global carbon governance is characterised by an increas-
ing segmentation of different layers and clusters of rule-
making and rule-implementing, fragmented both verti-
cally between supranational, international, national and
sub-national layers of authority (multilevel governance)
and horizontally between different parallel rule-making
systems maintained by different groups of actors (mul-
ti-polar governance).”® National governments are in-
volved in policy making at national level and linking it
with international climate regime, sub-national govern-
ment implement policies in many cases.

According to Biermann', the core of climate govern-
ance is international architecture under the United Na-
tions Framework Convention on Climate Change and the
related Kyoto Protocol. Thus, climate governance covers
both adaptation to climate impacts and climate change
mitigation. In this context, the institutional arrange-
ments in place for mitigating greenhouse gas emis-
sions are referred to as “carbon governance”. Biermann
defines “carbon governance” as the set of rules, policies,
mechanisms and institutions developed to manage and
mitigate climate change and the process of the devel-
opment of rules and rule making systems to coordinate
national responses to climate change.?

Overview of Indian Carbon Governance. Legal and
policy framework

Environmental protection in India emerged as a policy
issue in the 1960s and was clearly second-hand to devel-
opment and growth imperatives. However, over the past
few years the Indian Government has put efforts into en-
hancing the status of environmental and climate issues
on the political agenda. Yet, this political field is still char-
acterised by governance failure, as far as policy imple-
mentation is concerned. Like other jurisdictions, existing
environmental and development policy overlapped
carbon governance. For instance, the Environment Pro-
tection Act (1986) requires certain types of development
projects to be approved on environmental grounds and,
where applicable, this approval process may add to the
complexity of a CDM project although, conversely, this
process may assist in certifying its sustainability cre-
dentials.?' It is clear that the domestic environmental
protection regime affects the context in which the CDM
market operates but the dominance of business inter-
ests creates a dividing line between the environmental

and economic dimensions of the Indian regime. Given
that poverty reduction is a national priority in India, the
strength of climate change as a policy driver is likely to
rank lower than other social imperatives.?2 The CDM was
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designed to accommodate this situation, with the flex-
ibility allowed within the domestic implementation pro-
visions, seeking to accommodate national circumstanc-
es.

India’s Federal Structure

In the context of carbon governance and environment
federalism it is important to distinguish the different
kinds of responsibilities in these matters. For instance,
sectors such water, industries, agriculture and transports
come under the jurisdiction of individual states, while
electricity, factories, forests, wildlife and socio-econom-
ic planning fall under the purview of both Central and
States.ZIndia is a federal union with a legal system based
on English common law, thirty-five states and territories
and has several inconsistencies between national and
state-level regimes, which affect the carbon governance.
For instance, so far there is no overarching renewable
energy law governing all states. Instead, there are sepa-
rate initiatives by the central and state governments. %

Sub-national governments play a key role in sectors like
energy, industry, transports, urban development and
waste management - directly related to the “carbon
governance”. Further, mitigation actions implementa-
tion will also be, in most cases, at local level further high-
lighting the role of sub-national governments.

Nevertheless, before 2009 most environmental respon-
sibilities were left in the hands of state and local govern-
ments, if they were addressed at all. Actually, sub-nation-
al governments did not have policies and programmes
specifically on climate change though many had indirect
effects on climate change mitigation and adaptation.
Also, while the emerging state level actions and plans,
prepared by the sub-national government are federally
directed, the core of the State Action Plans on Climate
Change (SAPCCs)* is being shaped by the priorities
identified by each state government. Some initiatives
target cities and local governance bodies to enhance
climate actions: the “Asian Cities Climate Change Resil-
ience Network (ACCRN)"%, "Urban Climate Project”?,
the “Local Renewables Model Community Network"?,
the “Urban Environmental Accord”®

It is important to pursue the harmonisation between
national and state level actions through a participatory
and inclusive policy making process.*® Inconsistency be-
tween federal and regional policies can pose barriers to
investment due to a lack of clarity.*

National Action Plan on Climate Change (NAPCC)
The NAPCC is the prime policy document that outlines
India’s approach and plan to deal with climate change.
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It involves the establishment of eight missions or pro-
grammes on solar technology, energy efficiency, sus-
tainable habitat, water, the Himalayan ecosystem, green
India, agriculture and strategic knowledge. Four of these
missions are focused on the mitigation of climate change:
Jawaharlal Nehru National Solar Mission (JNNSM)3?, Na-
tional Mission on Enhanced Energy Efficiency (NMEEE)?3,
National Mission on Sustainable Habitat (NMSH)3** and
Green India Mission (GIM). It is important to outline, that
each of the missions has a designated implementing
agency at the national level, which further identifies a
state nodal agency with roles to implement the missions.
The National Solar Mission, for example, is being imple-
mented by the Ministry of New and Renewable Energy.**

This plan establishes that India's policy response to
climate change will primarily address the urgent and
critical concerns of the country with co-benefits for ad-
dressing climate change through a directional shift in
the development pathway, thereby assigning priority to
the maintenance of high economic growth.** Much of
the NAPCC focus is on development and adaptation but
there are actions which have direct bearing to emissions
mitigation, for instance the National Mission on Ener-
gy Efficiency, the National Solar Mission and the Green
India. The development priorities are also stated in the
interim report of the committee set up by the Govern-
ment of India to help develop a low carbon strategy for
inclusive growth, as aninput to India’s 12th five Year
Plan (2013-2017).%" It states that development objectives
(decreasing poverty, improvement in quality of life, dis-
tributional justice, job creation, competitiveness, indus-
trial growth) are affected by climate change mitigation
policies and recommends that policy choices should be
based on the extent of additional burden imposed on,
and the benefits that accrue to different consumers and
sectors of the economy.® Indeed, it seems that develop-
ment and economic growth still remain the priorities for
India.**

Carbon Market in India: a new segment of the ser-
vice industry

The CDM - an economic mechanism that relies on mar-
ket forces for its successful implementation — cannot be
understood independently of the broader “carbon mar-
ket” to which it belongs.* The carbon market is defined
here as the sum of all transactions in which one or several
parties pay another party or a set of parties in exchange
for a given quantity of GHG emission credits. The legal
definition of these credits varies, but what is important
is that they are transferred from the seller to the buyer.
Payments can take various forms, such as cash, equity,
debt, or technology transfer.*’
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Benecke identifies four characteristics of the Indian
Carbon Market.*? The first, already mentioned, regards
concerns and discourses about the quality of Indian
CDM projects and the effectiveness of the Designated
National Authority DNA.* The second memo is that less
than half of Indian CDM projects have a credit buyer.
This means that only one half of Indian CDM projects are
bilateral — those that have signed the letter of approv-
al with industrialised countries. Most CDM projects in
India are developed unilaterally by local stakeholders,
without direct involvement of Annex | countries. This is a
controversial use of the CDM which excludes the possi-
bility for technology transfers and foreign investment.*
In this context, Indian’s carbon market is dominated by
private sector participants* who seek to maximise prof-
it, increase their market share, and gain a competitive
advantage. In order to do so, these Indian private actors
“interpret sustainability criteria and additionality tests in
their favour and adapt them to respective circumstanc-
es"* Also, in general, it is argued that the CDM often
appears to generate wrong incentives for private com-
panies mandated to validate and ultimately certify indi-
vidual projects.* Thirdly, most CDM projects registered
in India are small-scale renewable energy and energy
efficiency projects. Internationally, India holds a share of
28.1% of the total 2,747 CDM projects in the renewable
energy sector. As Benecke states, “most of CDM activi-
ties take place in the biomass energy sector (...) this is
followed by project activities in the wind sector (...) by
activities related to energy efficiency measures in indus-
tries (...) and by projects in the hydro sector”* Last, but
not the least, the distribution of CDM projects across In-
dia’s states is not equal, with a strong bias towards more
economically prosperous states, which, undoubtedly,
creates uncertainties about the CDM'’s contribution to-
wards sustainable development and equal distribution
of national welfare aspects.

Clean Development Mechanism (CDM)

The CDM is a mechanism under the Kyoto Protocol that
allows developed countries to invest in emission reduc-
tions in developing countries, which provides a cost
effective alternative, to meet their goal under the Kyo-
to Protocol. The CDM also helps developing countries
in achieving sustainable development by technology
transfer and fund flows given by developed countries.
Nonetheless, there is a lot of criticism in using the CDM
as an expanded mechanism for the inclusion of the de-
veloping world into a post-2012 climate regime. Schnei-
der® states that the CDM is an offsetting mechanism,
which does not contribute to overall emission reduc-
tions. Wara and Victor argue that the CDM “rather than
draw them (developing countries) into substantial lim-
its on emissions it has, by contrast, rewarded them for
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avoiding exactly those commitments”>°

The CDM is a new mode of governance to achieve cli-
mate-policy objectives. Actually, a range of actors across
sectors and state levels are, together, acting both as
market participants and also governing this mechanism
through various levels of interaction.

As on January 2012, India ranks only second to Chi-
na with over 20% (769) of the CDM projects registered
globally. Major sectors include renewable energy (wind,
hydro, biomass), waste management, industries-cogen-
eration and waste heat recovery.”’ However, literature
states that “as the Indian Government regards CDM as
income generation device, its policy stimulating poten-
tial is debatable”>?

The process

UNFCCC defined very well the process of the CDM,
therefore, a project must follow a life-cycle of eight stag-
es, which involves: design, host country approval, valida-
tion, registration, implementation and financing, moni-
toring, verification and certification, and CERs issuance.
In order to be eligible for registration as a CDM project,
applications must fulfill the sustainable development
indicators, which are established by the national gov-
ernment. The language of sustainable development is
visible in this process as prospective projects need to
be designed towards improving quality of life from an
environmental standpoint, which is assessed by taking
into consideration social, economic, environmental and
technological wellbeing. However, there is a need to
monitoring this process as the sustainable development
of the CDM may be overshadowed by the business inter-
ests. According to Benecke, “the central values underly-
ing the Indian state’s interests and activities are to guar-
antee national welfare objectives and at the same time
to retain the international reputation as investor friendly,
integer and open country”>

In India, the Ministry of Environment and Forests is the
Designated National Authority (DNA), which is the first
screening point of the CDM projects’ potential.>* In ad-
dition, several states in India have created bodies to
oversee CDM projects and there are also existing gov-
ernment agencies or independent bodies established
by the private sector. Then, these projects are validated
by a Designated Operational Entity (DOE), an independ-
ent third party auditor. After validation, CDM projects
are also webhosted at the UNFCCC websites for global
stakeholder comments.

The CDM Executive Board® then considers the project
for registration, review or rejection. A verification pro-
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cess is also carried out by the DOE before every issuance
of carbon credits.

Conclusion: the India Carbon Market dynamics. Key
challenges

The Indian carbon market is characterised “as private
sector oriented yet invisibly state controlled market fa-
cilitation” under regulation of carbon governance struc-
tures.”® As Fuhr and Lederer state, “governance should
not be read as being a synonym to deregulation or a nor-
mative call for a retreat of the state” However, in India,
it lacks direct control at the national level and it is argued
that state intervention occurs only as state interests and
values are threatened, for instance, by international
pressure. India’s federal system provides one possible
explanation for the absence of centralised control, since
Indian states have jurisdiction in areas such as environ-
ment and energy, directly related to the carbon market.
Besides, there is limited application of hard-steering
mechanisms. This lack of control in the Indian market
can be explained by philosophical reasons (market free-
dom and allocation) or policy goals (the intention to
support entrepreneurship rather than environmental
objectives).”® The expansion of the Indian carbon mar-
ket will demand political intervention mostly to create
an enabling infrastructure for expansion, including pro-
vision of emissions trading infrastructures for the mar-
ket's growth.>

However, Benecke states that as the CDM operates un-
der multilevel governance, changes to procedure and
substantial reforms can only and must take place at an
international level as the international process must be
able to accommodate national input effectively.®® On
the other hand, it is clear that the international climate
change regime cannot hide and forget business needs
within the CDM market. We understand that the CDM
has shown to be a rather flexible mechanism which
can evolve, adapt and improve. For instance, when the
mechanism was built linking the CDM to the EU ETS, a
cap-and-trade system, was not foreseen.

On the other hand, Indian businessmen (industry rep-
resentatives, business operator and other investors)
appear frustrated with the administrative hurdles, con-
straints and challenges posed by the UNFCCC Secretariat
and the Executive Board. Mostly additional assessments
at the international level might be a source of opposition
to the expansion of the CDM in India.®

Cultural issues might operate to deter investors other-
wise willing to participate in CDM projects as the Indian
business community is reluctant to accept foreign
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partnerships. And pre-existing business networks may
emerge as barriers to foreign participation.5

Technology transfer and CDM should be linked to ensure
wider adoption of environmentally beneficial technolo-
gies beyond the CDM project.®® India would like to see
that a CDM project leads to real technology transfer, giv-
ing the country the ability not only to operate the tech-
nology, but also to replicate and innovate. However, in
India there is a lack of direct action to promote foreign
investment and technology transfer through the CDM.%*

In conclusion, it is crucial to study interactions in the In-
dian CDM market as it allows empirical groundwork for
practical reforms and new proposals. Also, the specific
features of patterns and interactions allow the conclu-
sion that carbon governance is not equal around the
world. It could be argued that local action needs to oc-
cur in the context of collective international effort. How-
ever, the Indian tendency towards unilateral action in
the Indian CDM participation obstructs the possibility of
assigning common responsibilities and that affects the
extent of technology transfer allowed under the CDM.
Nevertheless, India is the second largest CDM host and,
consequently, a substantial contribution to international
mitigation efforts, under the international regime, al-
though it could better harness external investment and
frameworks to scale-up CDMs transactions.
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inhabitants along the coast; polarization and installation of renewable
energy; use and promotion energy conserving devices; stress on bio-
diversity maintenance, preservation and increase of the forest cover to
keep the state green; promoting sustainable agricultural practices to
optimal usage of the available land and to bring it under green cover.
To sum up, in its action plan the state prioritizes mitigation as its ob-
jective and the missions are mostly in line with the NAPCC. Participant
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much depends on the interpretation given to the requirement that the
objective of environmental protection cannot be sufficiently achieved
by Member States and can thus be better achieved at a Community
level. KRAMER, Ludwig, EC Environmental Law, Thomson, (2007): p. 17.
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the issue most clearly:“(...) but when we recognized the urgency of the
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warming, etc.., There seemed to be always time to reflect, to postpone
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