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Article 6 market mechanisms in the context 
of NDCs – stumble blocks and innovation
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Article 6 market mechanism – Quo vadis?
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Key stumbling block in Article 6 negotiations in Katowice:

Inability or refusal to accept that new Article 6 mechanisms operate in 
a fundamentally different context than Kyoto mechanisms

• Need for corresponding adjustments

• Limits in transitioning of CDM (meths + processes, projects, CERs)

But there are more challenges to come, inter alia:

1. Article 6 and ambition raising of NDC target

2. Article 6 and climate finance in blended finance

On the other hand, there are new tools available:

3. Digital technological innovations for implementing the Paris 
Agreement
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1. Ambition Raising and Article 6 
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Background:

• Ambition Raising is key to reaching Paris Agreement Goals (UNEP 
Gap reports)

• Art. 3 effort of “all parties will represent a progression over time”, 
Article 4 “progression” towards “highest possible ambition” of 
NDC, expanding and economy wide scope of NDC 

• Each NDC round is preceded by “global stocktake”

• Ambition raising with (new) NDC rounds (5yr cycles)

• Article 6 is explicitly introduced as an instrument for Parties “to 
allow for higher ambition in their mitigation and adaptation 
actions”. 
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Potential for perverse incentives with Article
6.4 mechanism
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• In (economic) theory: use of international markets lower costs 
and allow for more ambition, however:

• Host countries: Use of Article 6.4 mechanism provides perverse 
incentive not to raise ambition or not to extend scope of NDC to 
economy wide coverage because they loose market potential

• If mitigation beyond NDC is transferred – less “ratcheting up”

• Incentive for inflating crediting baselines and interpreting NDC 
targets non-conservatively

• Acquiring countries: Not obvious if lower mitigation costs lead to 
more ambitious NDCs, lock-in effect for carbon intensive 
infrastructure 
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Potential for perverse incentives with Article
6.4 mechanism
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Without adequate incentives, rules and procedures, the Article 6.4 
mechanism may fail to achieve its goal of contributing to ambition 
raising and, on the contrary, may provide numerous perverse 
incentives for host countries not to increase their ambition levels, 
possibly leading to a race to the bottom
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Options for fostering ambition raising in the 
context of Article 6.4
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Four general lines of action:

1. Strengthening reporting, transparency and comparability 

2. Reconciling the design of the Art. 6.4 mechanism with 
ambition raising of host countries NDC targets

3. Supporting the host country to raise ambition through the 
Article 6.4 mechanism

4. Fostering the acquiring country to raise ambition through the 
Article 6.4 mechanism

Builds on work of INFRAS, Wuppertal, ISI for Umweltbundesamt
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2. Double counting between Article 6 market 
mechanisms and climate finance
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Blending climate finance with carbon markets for upscaling

▪ For large (including sector level) mitigation programmes, 
combination of international climate finance and carbon markets 
under Article 6 may be necessary

Key difference:

▪ Climate finance: support for host country NDC achievement

▪ Carbon markets: support for acquiring country NDC achievement

Question: How to attribute overall mitigation outcomes from 
program to funding sources?

▪ Economic efficiency

▪ Environmental integrity

▪ Practicability
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How might emission reductions for a blended 
finance program be “attributed”?
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• All to carbon markets

• Proportional to financial contribution

• All to climate finance (No blending)

Attributing all emission reductions to carbon markets results in climate 
finance subsidizing carbon markets and leads to compromised 
environmental integrity and less economic efficiency

Proportional attribution requires transparency on financing, but leads 
to maintained environmental integrity and economic efficiency

Builds on work of INFRAS, Vivid Economics and Carbon Limit
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3. Global challenge of decarbonization coincides with 
the emergence of the technological innovations

Blockchain Technology (DLT) – What is it?

- A new kind of decentralized database;
- Data is not stored centralized but distributed over many participating computers;
- In principle, all transactions in the network are transparent for its participants;
- All data base entries («blocks») are linked using cryptographic processes therby creating an immutable

chain of data blocks;
- All participants continuously monitor and record transactions and check database records for coherence;
- This process is automatized through a network protocol – similiar to HTTP.
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CLI Research: What is the potential of blockchain technology for climate 
action and the implementation of the Paris Agreement?
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Source: Climate Ledger Initiative

Backbone – UNFCCC level information system(s) (WP1) 
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Blockchain technology – potential of decentralized ledger approaches for improved accuracy/ 
transparency/ trust, accurate tracking, distributed/ pervasive sources, smart contracts, double counting, 
etc. 
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The Paris Agreement and Blockchain Technology  

Characteristics of Paris Agreement 

• De-centralized, hybrid bottom-up and top-
down approach

• Transparency as key pillar of PA

• Important role of measuring, accounting, 
tracking, reporting

• Exchange of information and review

• Important role of private sector players

Features of Blockchain/DLT Technology

• De-centralized notary, also for small 
systems

• Brings trust to peer-to-peer interactions

• Accessibility and distributed systems

• Increased transparency

• Permanent ledger

• Efficiency – Smart contracts

• Public / permissioned blockchain
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Risks: Lack in ambition levels and 
transparency

Risks: pilot/ demonstration stage, complex, 
high power consumption, only a hype?

Source: Climate Ledger Initiative

| Digesting Katowice COP | 9 January 2019 |  J. Fuessler



INFRAS

New report launched at 
COP Katowice

Download:
www.climateledger.org
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http://www.climateledger.org/


Thank you!

Juerg Fuessler
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