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We defined a “market” here to be any system that relies on creating incentives for private sector actors 

to invest in climate change mitigation activities. For such a system to function, we identified the 

following elements to be essential: 

 Clear and strong demand for emissions reductions. Whatever the source of funding for 

mitigation efforts, buyer interest and willingness-to-pay need to be strong. Even where program 

rules are clear and other requirements are met, if there is a weak price signal or lack of 

commitment to purchase reductions then the market is unlikely to function well. 

 Regulatory/programmatic certainty. Private sector actors need to have clear rules for making 

investment decisions. This includes having clear rules for: 

o Additionality determinations and project validation 

o Baseline setting, measurement, and quantification of emission reductions 

o Verification and reporting of emission reductions 

 A registry system. The form of a registry may vary depending on the nature of the program. For 

all programs, however, a registry containing publicly accessible information on projects or 

investment activities is essential for transparency, accountability, and instilling market 

confidence. For credit-issuing programs, a registry system is necessary for issuing and tracking 

offset credits.  

In addition to these essential elements, we identified the following as being strongly desirable for a 

functioning market: 

 Fixed rules. In addition to having clear rules for validation, accounting, and verification, markets 

will function more effectively if such rules are also guaranteed against significant change for a 

meaningful period of time. Although guaranteeing a set of rules may involve programmatic 

tradeoffs, doing so can greatly boost investor confidence. 

 Harmonization or consistency between programs. Aligning rules and policies across different 

markets can facilitate investment by reducing the cost of entry for potential market participants, 

i.e., transaction costs could be reduced by having a common set of rules & procedures. The 

desire for harmonization, though, may need to be balanced against different programs’ needs 

and objectives. That is, national circumstances and policy goals may lead to different rules and 

procedures tailored to specific objectives.  

 Clear, long-term contracts. Contracts for purchase of emission reductions should clearly 

stipulate who is liable in the event that a project is invalidated or otherwise found to be in 

violation of program rules & policies. Likewise, delivery guarantees may not be necessary, but 

contracts should be clear about delivery expectations and/or recourse for underperformance. 

Some flexibility in contracting will generally be desirable from a project developer perspective. 



Finally, the longer the contract term, the greater the certainty and confidence for investors in 

mitigation activities.  

 


