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L and Use Change and Forestry Activitiesand the Clean
Development M echanism

In a recent letter (see Appendix below) addressed to Frank Loy, the U.S. Under Secretary of State
for Global Affairs, a group of prominent NGO's argued that the incluson of land use change and
forestry activities within the Kyoto Protocol’s Clean Development Mechanism (CDM) would be
damaging to the aims of the Climate Change Convention and could aso lead to a deterioration of
socia and environmenta conditionsin developing countries.

While many of the points raised by these NGO's are vdid we argue that, onbdance, the
exclusion of land use change and forestry activities from the CDM would do more harm than
good.

1. Terredtrial ecosystems are essential to the Global Strategy for Reducing Emissions

The NGO group correctly assert that reatively little political atention has been pad to the
potential impact of climate change on forests. Recent research indeed shows that even modest
changes in dimate could have dramatic effects, not only on the ecology and viability of exigting
forests but on the carbon baance of many forest ecosystems.

To illugrate the range of possbilities for atmospheric carbon thrown up by the incluson of
terrestrial ecosystems within the we have superimposed a “best” and “worst” forestry scenario
upon the two established foss| fuel emisson scenarios (1S92a and 1S92d), representing “business
asusua and severely curtailed fossi| fuel consumption, respectively.

Atmospheric CO2 Concentration Under "Best" and "Worst" Forestry
Scenarios with Business as Usual Emissions

900

800

Criticallevel

400

300 T T T T T T T T T T



ECCM

The EDINBURGH CENTRE for
CARBON MAN AGEMEMNT L tdi

Atmospheric CO2 Concentration Under "Best" and "Worst" Forestry
Scenarios with Constrained Emissions
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The dashed tgjectories represent a “worst” forestry scenario — with deforestation continuing a
present rates until much of the world's tropical forests have been exhausted, a reversd of the
naturd “snk” in Amazonia, as predicted by a recent run of the Hadley model and no mgor
programme of reforestation. The solid trgectories represent a “best” forestry scenario — with
deforestation rapidly brought under control, a significant but feasible programme of re-forestation
and avoidance of any loss of the Amazonian sink.

If we condgder a criticd level for atmospheric CO, of somewhere around 500 ppm the, these
figures illustrate that the only viable long-term drategy is to combine reduced emissions with an
active programme of improved forest management, forest conser vation and rehakilitation.

2. Forest products could make a major contribution to climate change mitigation by
replacing energy intensive materials and fuels

Energy intensve materids such as cement, metals and petroleum-based plagtics are al energy
intensdve materids, used widely by indudry, infrastructure and urban societies in generd.
However, a dgnificant proportion of this materid is potentidly subdtitutable by wood-based
products in a large range of contexts. This use would not only avoid emissions associated with the
products being substituted but would cherish the carbon stored in organic form. However, without
a mgor programme of improved forest management these could not be supplied on a sustainable
bass.

3. Forest and land use activities will require 15 to 20 year sinvestment before making a
significant contribution to emission reduction measures. Delay will increase the chances of
the“worst” case scenario.

The implementation of a significant programme to mitigate carbon emissions n the land use and
forestry sector will be a long-term process. As pointed out by the NGO group, there are ill a
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number of methodologicd issues regarding the quantification and evauation of forestry-carbon
benefits. These issues will require a concentrated programme of work, of perhaps 3 to 4 years
before a robust system to guarantee high quality projects and transparent cross-border crediting
can be agreed on. The time involved with preparation of investment plans, training, inditutiona
capacity  building, development of sysems for monitoring and verification, stakeholder
consultation and investment in loca infrastructure imply a timescale of 5 to 10 years to scae-up
or replicate the few pilot projects that currently exist into a programme of activities that amount to
more than 2% of fossl fud emissions. Findly, once initiated, the uptake and storage of carbon by
these projects will itsdf be measured in decades, rather than years. This timescae has the
following important implications:

Even with the immediate incluson of forestry and land use within the CDM, a Sgnificant
contribution by forestry to mitigating atmospheric CO, concentrations is not likely to be felt
until 2015 or 2020. The impact within the first commitment period, will be very modest and
therefore diverson of significant resources away from energy efficiency and low carbon
intensity energy sourcesis most unlikely.

Emission reductions claimed by forestry activities in the CDM will be tiny by comparison
with those occurring in Annex 1 countries under Article 3.3 (IPCC edimate Artice 3.3
activities could contribute some 100 to 200 million tC towards the 800 million tC emission
reduction required of the Annex 1 countries during the first) commitment period.

However, excluson of land use and forestry from the CDM could set this work back by as
much as a decade, and could serioudy increase the risk of negative changes to the terrestria
carbon sink from 2020 to 2030.

4. Industry will not rely on forestry as a method of compliance, even if it isincluded in the
CDM

The NGOs' concern that forestry projects will be used en-masse by industry as a way of avoiding
more expensve emission reduction measures are probably unfounded. Once the price of forestry
carbon offsets have been adjusted to account for the uncertainties and risks listed in the letter, they
will dmost certainly be of smilar or greater magnitude than many fossl fue reduction
opportunities.

Many forward-looking companies are dready developing integrated carbon management
drategies that include a wide range of activities including, improvements in energy efficiency,
energy supplies from low carbon intensty sources and redesigned products. Given the risks
associated with forestry projects, companies are reluctant to alocate more than a modest 5 to 10%
of the total portfolio of activitiesto forestry.

5. Exclusion of forestry in developing countries from the CDM whilst including forestry in
industrialised countries (under Articles 3.3 or 6) could inhibit fair trade and lead to trans
boundary leakage.

Afforestation activities since 1990 are aready to be included as valid measures for climate change
mitigation in Annex 1 (developed) countries, under Article 3.3 of the Kyoto Protocol. The scope
for forestry measures may aso be extended through Article 3.4 to include a number of other
forestry or land use related activities. Also under consideration, is trade in forestry offsets
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between Annex 1 paties through the Joint Implementation Mechanism framed in Article 6.
Foredtry incentives or carbon service payments are aready being introduced in Audrdia and New
Zedand.

However, if forestry activities are excluded from the CDM the forest sector in developing
countries will not receive such assigtance. In effect, foredry investment and management in
developing countries will be put at a disadvantage.

Furthermore, assuming forestry companies in Annex 1 companies am to maximise their income
from cabon offsats, they will tend to dday fdling longer than normd and keep a larger
proportion of their forest estates under permanent forest cover. While this could generate both
carbon and biodiversity benefits in these industrial countries the reduction in timber harvested
will increase demand from tropica countries, nuch of which is likely to be provided from non+
sustainable sources.

The CDM, while imperfect, provides an opportunity to correct this potentia trade imbaance and
to provide amore leve playing fied.

6. Good standards for project design are essential but if these can be achieved the benefits to
rural livelihoods could be substantial

The concerned NGOs imply that forestry and land use projects financed under the CDM would
have negative socid impacts, despite the inclusion in Article 12 of a requirement that projects
should contribute to sustainable devel opment.

The only evidence presented to back up this view is the statement that “forest projects fail to
ddiver sugtaindble development objectives’. This in itsdf is a drange assertion, given the
involvement or advocacy by many of these groups in initiatives to conserve or improve the
management of forest ecosystems.

It may be true that foredtry initiatives planned without the participatiion of locd people and
without consideration of socia impact have in the past and could in the future be damaging to
local liveihoods. However, it is adso the case that many poor rurd communities seeking to restore
or regenerate the vaue of their loca natura resources could substantidly benefit by assstance
through the CDM.

Some of the pilot projects devdoped under the UNFCCC programme for AlJ illustrate the range
of potentia locd benefits — the sugtainable management of woodfuel resources in Africa; the
regeneration of degraded pine-oak forests used for timber and firewood in Mexico; the
establishment of fruit trees by women in southern Indig; the reduction of soil eroson on steep
dopes in Ecuador; and the regeneration of tropical forest in areas despoiled by gold mining in
tribal areas of Amazonia

In most of these cases, the carbon component of the land use activities is just one of severd
elements. However, the common theme is the capturing of a new economic vaue by loca people
for investment in their own pool of natural resource capital. Excluson of forestry and land use
from the CDM would close this door and maintain dependence on traditiona development
funding.
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7. While several key issues of project evaluation remain to be resolved these are not unique
to forestry and they are not intractable

Mogt of the NGOs concerns about the problems of vauation of the carbon benefits associated
with forestry are valid to some extent. However, most of these difficulties also apply to other sorts
of technology or energy sector projects. Means of deding with these issues are currently being
developed and significant progress has been made in the past three years.

Badines — There are concerns that the setting of basdines, particularly for deforestation
prevention projects will () lead to the generation of “hot air” — the crediting of activities that
would have taken place anyway; and (b) creste perverse incentives to that could increase
deforestation rates in order to generate more credits through subsequent conservation. These
issues are genuine but gply equaly to technology projects where industries may be switching to
cleaner technologies without the need for carbon credits or where companies actualy deay
investment in energy efficiency to maximise their carbon related revenues.

There are currently a number of groups working on the design of standardised basdine methods
or benchmarks that will minimise the incentives for negative behaviour and the opportunities for
“gaming” the crediting system.

Leskage — The displacement of emisson causing activities, such as deforestation or timber
harvesting, from one area to another is known as leskage. Forestry projects that just focus on
conservation or on the establishment of plantations may be particularly prone to leskage (in the
first case the socid pressure for land may be shifted to other areas and in the second case carbon-
incentivised forestry may displace conventional timber growers from the market). However,
leskage is dso a festure of many technology projects — for example the inddlation of fud
efficient water heaters in many homes has led to in increase in the consumption of hot water.
Project assessors must therefore consider the whole of life impact of a given project, and set the
boundaries of the assessment accordingly — for example, emission reductions associated with
internet shopping might include reduction in fossl fuels required for heeting and lighting retall
gpace and reduction in consumers petrol consumption, but it will dso be necessary to include the
additional emissions associated with courier distribution.

In many cases it is dso posshle to design projects to reduce the incidence of leskage. For
example, a land use project could combine forest conservation, agricultural improvement and
afforestation components to ensure that the supply of foodstuffs, and timber products were
maintained, but produced from more sustainable sources than would otherwise be the case.
Regulations to ensure that any claims for carbon credits associated with the conservation of
forests must actudly address the underlying causes of forest converson would almost certainly be
an essentid eement of the CDM.

Permanence — Concerns about the sustainability of carbon emisson reductions from forestry and
land use measures arises from the fact that carbon fluxes from vegetation are dynamic two-way
processes rather than one-off, one-way processes as in the case of fossl fue combustion.
However, the crediting of industrid and energy sector projects aso raises difficult tempora
issues, such as the length of time that new technologies should continue to accrue credits
(assuming that the old technology would have to be replaced a some time anyway, the emission
reductions are smply being brought forwards in time).

Many of the cornerstone policies thet governments are dready using to reduce emissions will
have only temporary, or oneoff benefits. Notably, the benefits from the switch from coa to gas
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fired dectricity generation in some European countries are likely to be cancelled out by incresses
in consumption over a 10 to 20 year period.

Severd agpproaches for deding with the revershility of terrestrid carbon dorage are under
discusson, they include the staging of credits over time, the development of project portfolios and
other risk management Strategies.

Risk and Uncertanty — Forestry and land use projects in developing countries are certainly
subject to many risks and uncertainties. However, businesses are aready accustomed to adjusting
the apparently low costs in some activities in developing countries to account for particular risks
and uncertainties. If the globa srategy to address climate change were to alow only low risk,
high certainty projects its scope would be severdly limited and al types of emisson reduction
activities in developing countries would be severdly curtailed.

8. Excluding forests and land use from the CDM amounts to excluding the rural poor from
benefits associated with the Kyoto Protocol

If the flexible mechanisms of the Kyoto Protocol are as successful as many observers predict,
there could be significant investment flows to developing countries. However, if forestry and land
use are excluded from the programme, these flows will be directed dmost exclusively to urban
and indugtrid aress, leaving little for the countryside.

The economic activity generated by these investments is quite likely to increase migration from
rurd to urban areas and put more pressure on local forestry resources countries, through the
expandon of housng and other buildings. However, there will be little incentive to account for
any leakage if the vaue of carbon in these forests amounts to zero.

9. Not valuing the carbon services provided by developing countries sends the wrong
message

Environmenta economists in the developed world have been arguing for years that ecosystems
have additiond vaues, gpart from the tradable commodities that they produce. Now that the vaue
of one of these atributes — carbon — is findly being redised it would be a significant backward
step to block such a vauation mechanism.

Smdl farmers and forestry organisations in several developing countries are now beginning to
appreciate the carbon value of their activities. Sdes of carbon services are dready beginning to
provide some of the capitd required to initiate small-scale plantations and agroforestry systems. If
forests are included within the CDM these activities will be further encouraged but exclusion will
halt this development.
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Appendix 1. NGO letter:

CLIMATE SOLUTIONS* FRIENDS OF THE EARTH * GREENPEACE * NATIONAL
ENVIRONMENTAL TRUST * OZONE ACTION * PUBLIC CITIZEN * RAINFOREST
ACTION NETWORK * SUSTAINABLE ENERGY AND ECONOMIC DEVELOPMENT*
SERRA CLUB * U.S PUBLIC INTEREST RESEARCH GROUP * WORLD WILDLIFE
FUND

April 17, 2000

The Honorable Frank E. Loy

Under Secretary of State for Globa Affairs
U.S. Department of State

2201 C Strest, NW

Room 7250

Washington, D.C. 20520

RE: Land Use Change and Forestry Activities and the Clean Development
M echanism

Dear Under Secretary Loy:

The groups undersigned on this letter represent over three million members in the United States
and operate in over 60 countries around the world. A number of us have extensive experience in
forest issues (conservation, sustainable management, and timber industry) in al of the forested
hio-geographica reams ranging from the high borea forests to moist tropica lowland forests in
the most endangered parts of the world. We are al concerned and most actively involved globaly
to dow and prevent defarestation and to protect the biologica diversity of the planet.

We are however increasingly concerned over the prospect of land use change and forestry
activities ("sinks') being included in the Clean Development Mechanism of the Kyoto Protocol
and the US advocacy of this position.

We are opposed to the use of sinks in the CDM because relying on the CDM to address
destructive land use changes and deforestation cannot solve the problem. In contrast, taking
carbon credits, even for environmentdly friendly land use and forest projects in developing
countries under present conditions, is very likely to aggravate net environmental damages to
ecosystems.

Below we have summarized our main concerns.
Impacts of climate change on forests

Less dtention has been pad to the implications of climate change for forests. The
Intergovernmental Pand on Climate Change (IPCC) edtimates that a least one-third of the
world's remaining forests may be adversdy affected by changing climate, especidly in the bored
zone where the warming will be greatest. More recently, the Hadley Center for Climate Change at
the United Kingdom Meteorologica Office has predicted that, by 2050, forests globaly will
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become a sgnificant net source of CO, emissions. In this scenario, huge blocks of remaining
forests, such as the northern Amazon, succumb to changing climate and die back, becoming
grassland, steppe, or desert.

The prospect of broad-scale forest loss due to changing climate places a premium on dowing the
rate of climate change. The prospect of this mitigates against relying on forest offsets to permit
the release of more fossil carbon and other industrialized gases than is absolutely necessary.

Unlikely to help stabilize CO,in the atmosphere

It is well established that substantid reductions in fossl fuel emissions are the only way in which
CO:; leves in the amosphere can be stabilized. There is significant doubt over the ability of sink
projects in the CDM to contribute to this am owing to concerns in relation to emission leskage,
the non-verifigbility of additiondity and the essentid impermanence of sequestered carbon.
Furthermore it is scientificaly incorrect to equate terrestrial torage with atmospheric carbon
reduction. While most CO, is sequestered within DO years, about 15% remains in the atmosphere
for millenia.  Taking the precautionary principle into account and the requirement under Article
12 that projects produce “red, measurable and long-term benefits’ to the climate it seems more
than prudent to leave sinks out of the CDM when there are far better dternatives available.

L eakage

Any credited and accounted-for carbon reduction should be permanent — i.e. the avoided carbon
should neither gppear somewhere else in the region nor later in the naturd system. Most forest
conservation projects that would qudify for carbon credits should ideally minimize anthropogenic
interference in their project borders. However, poor people in forest rich tropics keep on clearing
land for survival reasons as they lack fertile agricultura soil or simply do not own land. They
would smply switch to adjacent areas. This leskage of deforedtation activities from one place to
another, so far cannot be determined or measured.

Permanence

Sequestering carbon should not e treated as equivalent to curbing foss| energy emissons. The
continued transfer of carbon stored as fossil fuels to biotic sinks places increasing demands on a
land base where the capacity to store carbon is finite and will shrink further as human population
grows. The longterm security of stored carbon is dso uncertain, due to the threat of illegd
logging, forest fires, and climate change itsdf. Avoiding emissions a source is preferable and
Kyoto rules must be tailored to favor such reductions.

On a globa net bass forests do sequester substantialy more carbon, as a result of nitrogen
fertilizetion and amospheric carbon increase, than they release following land use change,
clearing and burning. However, many new research results suggest tha this temporary terrestrial
carbon sink may turn into a source in the next decades if globa emissions stay on the rise. Forest
ecosystems will ultimately become carbonsaturated.  Even without global warming each forest
ecosystem will findly reach a state of amospheric equilibrium where on average over a few years
carbon and oxygen uptakes are balanced by releases of these gases.

Risng globa warming will speed up soil organic matter turnover, decomposition of lesf litter and
respiration of the living forest trees. Moreover, non-biotic factors such as forest fires triggered by
incressed droughts will contribute to forests becoming sources rather than remaining sinks of
greenhouse gases.
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Credits for any sink projects must therefore ensure a high degree of sequediration permanence
over a leest 100 years, the mean amospheric life time of carbon dioxide. So far that is not
possble. Thus, under unstable conditions of progressng climate change forests are only
temporary but vulnerable carbon repositories rather than long-term sinks. As long as emissons
reduction targets for the main polluting countries are rather modest and do not prevent long-term
climate change, only carbon dioxide reduction measures at source that leave carbon untouched in
the geologica formations of the fossil fud resarves are thus digible to fulfil the criteria of
permanence of emissions reductions. In fact, by dlowing sinks in the CDM and transferring
carbon from below to above ground, governments would be making these forests even less
resistant to climate change.

Impact on the Annex | Targets

The Kyoto Protocol framework dlows that for every claimed ton of sequestered carbon there be a
corresponding increase in the adlowed emissons (assigned amounts) of the clamant Party. Thus
the result of the CDM permitting sinks would be to increase the dlowed emissons of industria
gasesincluding CO, beyond that which would otherwise have been the case.

The main concern on the use of sinks in the CDM s the potentid size of the loophole this creates.
In our and the public's view, the CDM has not been created to give industriaized countries the
opportunity to grow their domestic emissions unabated. It has aso not been created to circumvent
technologicd change in the sector primarily responsible for the problem of climate change —
emissions caused by burning fossl fuds. The CDM rather has been created in order to help
developing countries to achieve sustainable development and to support faster access to and
dissamination of clean technologies. The Kyoto Protocol's spirit of prioritizing domestic action,
however, is preserved by requiring that the CDM only provide part of a country's target.

Findly, if greenhouse gas emisson targets for developed countries are ambitious encugh to
require both, actual reductions of emissions a source domesticaly and sink activities under the
CDM, we can revidt the issue in subsequent commitment periods. However, with the current
modest targets under the Kyoto Protocol and with a number of further loopholes lurking around
the corner, the inclusion of sinks under the CDM would wreck the environmenta integrity of the
protocol. It would substantialy contribute to an emissions increase over 1990 levels in developed
nations without addressing the root causes for deforestation and poverty in developing nations,
and without providing safety for the future of forests being threatened by climate change.

Ancillary Benefits of Emission Reductions not gained

Large hedth impacts and other environmentd effects are caused by ar pollution arising from
fossl fud use. Large and immediate hedth benefits can be gained from emisson reductions a
source, particularly in developing countries. By diverting CDM investment from activities which
would reduce (or avoid) industrial emissions, sinks projects would have a significant opportunity
codt in terms of the hedth benefits to be gained by direct fossil fue emissions reduction. For
example, reductions of coa use would dso reduce acid rain problems and lower mercury
contamination.

Unlikely to advance sustainable development

Despite the claims of advocates for including snk projects in the CDM, our own experience
indicates that forest projects usudly fail to ddiver the sustainable development objectives damed
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by their proponents. There is no reason to imagine that the sudden entrance of the CDM into the
forest policy equation will cause the current actors to change their modus operandi.

Biodiversity Conservation Potential Over stated

We bdieve that the biodiversty conservation potentid of the CDM has been overdstated. The
inability to show additiondlity, the fact that the CDM will not address the underlying causes of
forest loss and the existence of leskages means that a forest protected as a CDM project is likely
to simply disguise the fact that forest destruction and/or degradation smply moves to another
location.

Could undermine Public Support for the Kyoto Protocol

In order to gain public support in Annex | countries for the Kyoto Protocol, the focus of
implementation needs to be in those nations. In countries such as the U.S,, domestic emission
mitigation is likely to bring substantia benefits to locd populations in the form of reduced air
pollution, reductions in damage associated with acid rain and reduction in mercury poisoning of
lakes and streams.  Such benefits are likely to be an important part of the politica equation for
gaining public support for action.

On the other hand funds spent on sink projects under the CDM are likely to become controversid.
Some companies are proposing to use geneticdly modified tree plantations, others have engaged
in clearing primary forest to plant plantations ostensibly for carbon credits and so on. As the
public becomes more aware of such activities they will attract more and more public opposition.

Foreg-generated carbon offsets are likely to weaken the pressure for technological changes in
the energy sector. There is nearly universd agreement that a longterm solution to dimate
change will require fundamenta changes in the energy sector, with a shift away from primary
reliance on fossl fuels and toward renewable technologies and energy sources. Thus the Kyoto
Protocol’s success will depend on the signd it sends to markets that governments are serious
about beginning this trandtion. Credit for carbon sequestration may shift emphasis away from
curbing emissions in the energy sector thus reducing the drive for technologies to reduce CO,
emissions a the source.  In addition, reliance on sinks offsets represents an opportunity cost in
terms of the longer-term economics of emissons reductions. By waiting to develop new
technologies, countries would forgo the opportunity to extend the time for technological learning
—an opportunity which is known to reduce cogts in the mid-longer term. In addition, sink offsets
would reduced the amount of technology transfer to developing countries.

Social and equity issues will affect the long-term security of biotically stored carbon

Land thet policy makers perceive as degraded or unproductive can often be an important resource
to the very poorest members of rurd society. Experience in many developing countries has shown
that large-scae tree planting schemes, often backed by foreign capita, can result in the
displacement of poor and disenfranchised people from their traditional lands. Such schemes
impact negatively on rurd livelihoods, increese the possibility of socid unrest, and ultimately
threaten the destruction of the forest resource through fire, unsanctioned livestock grazing, and
cultivation. Even where a newly reforeted area remains intact, displacement of loca
communities can lead to deforestation and consequent carbon emissions in adjacent forested
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aress. Long-term security for biotic carbon storage in developing countries requires that the socid
and equity issues surrounding land use be fully addressed.

Conclusion

In summary we believe it is misguided to imagine that the alowance of forest credits under the
CDM will somehow “effectively stem the tide of deforestation, conserve biodiversity, and foster
sustainable development, as well as cost-effectively reduce the build-up of greenhouse gases in
the amosphere” as some have clamed. Such claims do not stand up to rigorous analysis. If they
did our groups would be amongst the first to support this concept.

Sincerdly,
Rhys Roth Pete Altman
CLIMATE SOLUTIONS SUSTAINABLE ENERGY
AND
ECONOMIC DEVELOPMENT
Jon Sohn
FRIENDS OF THE EARTH Kaherine Slverthorne
US. PIRG
Gary Cook
GREENPEACE Jennifer  Morgan and  Bruce
Cabarle
WORLD WILDLIFE FUND
Boni Biagini
NATIONAL ENVIRONMENTAL TRUST
Ket Davies
OZONE ACTION

Tom "Smitty" Smith
PUBLIC CITIZEN TEXAS OFFICE

Kely Quirke
RAINFOREST ACTION NETWORK

Ann Mesnikoff
SERRA CLUB
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