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Empirical Aspects of Restricting the Kyoto Mechanisms 

 

 

 

 

9.1 Introduction 

 

According to North (1990), institutions shape human interaction by means of formal 

constraints, such as legal rules, and informal constraints, such as cultural values. The 

latter are approached from an empirical perspective in this chapter. In the theoretical 

approach of the previous chapter it was explained that political science operationalizes 

culture in terms of values (e.g. Almond and Verba, 1965), defined as ‘conceptions of 

the desirable’ (Van Deth and Scarbrough, 1995: 28), which engage moral 

considerations, such as equity. Values can act as cultural barriers to the implementation 

of the Kyoto Mechanisms (e.g. Banuri et al., 2001: 45). However, in principle, as 

explained in the second chapter, values can also act as opportunities if their content is 

favourable to the realization of such market-based policy instruments.  

 Values are not directly observable, but attitudes are (Van Deth and Scarbrough, 

1995: 22). The set of attitudes researched in this chapter, on the basis of the hypotheses 

developed in the previous one, consists of the opinions of high-level EU officials (from 

the environmental ministries of EU Member States and from the European 

Commission) about the European supplementarity proposal. This proposal was meant to 

elaborate those parts of the Kyoto Protocol which require that the Kyoto Mechanisms 

shall be ‘supplemental’ to domestic action (Articles 6.1(d), 12.3(b) and 17). Prior to 

CoP6 Part I held in The Hague in 2000, the EU roughly proposed that 50% of the Kyoto 

commitments should be achieved domestically via a quantitative (or: ‘concrete’) ceiling 
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on the use of the Kyoto Mechanisms. For the details of this proposal we refer to the 

previous chapter where it was explained, among other things, that the EU wanted to 

limit demand for all Kyoto Mechanisms, but also wanted to exempt JI and CDM 

projects from a limit on supply (EU Council, 1999).  

Contrary to the EU, the US and the other so-called JUSCANZ countries (such as 

Canada, Australia and Japan) did not want to define supplementarity and opposed a 

restriction on trade. Because supplementarity was one of the major stumbling blocks 

that prevented the Parties from reaching consensus on the Kyoto Mechanisms at CoP6 

Part I, held in The Hague in November 2000 (e.g. Churie et al., 2000), a second meeting 

was planned in Bonn in July 2001 under the name of CoP6 Part II. However, before this 

meeting took place, the Americans withdrew from the Kyoto Protocol in March 2001. 

Their official reason was that the developing countries were still exempted from an 

emission ceiling and that the Kyoto target would harm their economy (Bush, 2001), but 

the attempt of the EU (as well as some developing countries) to quantitatively restrict 

the use of the Kyoto Mechanisms certainly did not make the US more enthusiastic to 

support the Kyoto Protocol.  

When CoP6 Part II was actually held, the EU was willing to give up its proposal 

and accepted the unspecified requirement that domestic action shall be a ‘significant 

element’ of Annex B countries’ climate policy (CP, 2001a: 7). This international 

decision was reconfirmed at CoP7 in Marrakesh in October/November 2001 (CP, 

2001b: 3). The EU accepted this compromise to prevent that some JUSCANZ countries 

or even the Russian Federation (a potential seller) would withdraw from the Kyoto 

Protocol, like the US had done a few months earlier. This largely unexpected US 

decision had changed the game and the EU, which believed in the Protocol but was 

sceptic to unrestricted emissions trading (Oberthür and Ott, 1999), rather had a market-

based Protocol than no Protocol at all. Nevertheless, the defeat was partial, because 

some of the environmental concerns of the EU were accommodated at CoP6 Part II, for 

instance by means of the adoption of restrictions on the use of sinks and the adoption of 

a commitment period reserve for each Annex B Party which should not drop below 90% 

of its assigned amount, as discussed in earlier chapters.  

 The official EU proposal on supplementarity was directed against unrestricted 

use of all Kyoto Mechanisms, not against one of them in particular (such as permit 
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trading). However, it was shown in the previous chapter that some hypotheses (on hot 

air, incrementalism and allocation problems) do not apply to JI and CDM projects and 

are only relevant for permit trading under IET Article 17. Moreover, it follows from the 

theoretical analysis of the previous chapter that values are likely to play a significant 

role in explaining the EU position, because a restriction on trade, as proposed by the 

EU, is likely to be against its own economic interests (since the EU is probably a 

potential buyer according to Capros et al. (2000)). Consequently, although the EU 

proposal to quantitatively restrict the use of the Kyoto Mechanisms was rejected by the 

international community in 2001, an empirical analysis of this proposal is still useful to 

reveal the underlying values of why some governments want to limit international 

market-based climate policy in general and the economically superior alternative of 

permit trading in particular. Moreover, if cultural values can act as a barrier to 

implementing the Kyoto Mechanisms, cultural change is one of the opportunities to 

overcome this barrier. In this chapter, we will also discuss some first indications that 

such cultural change is taking place.   

The climate change literature has expressed a desire for more empirical research 

on the political opposition against emissions trading (e.g. Wiener, 2000a). In addition, 

the path dependence literature has expressed a desire for more empirical research on 

political culture in areas of law and economics (e.g. Licht, 2001: 203) and institutional 

evolution (e.g. Nooteboom, 2000: 303). In this chapter, we take a step to meet these 

desires. Similar to the previous chapter, building upon Woerdman (forthcoming (b); 

2001e), the central question of this chapter is why the EU has proposed to limit the 

Kyoto Mechanisms by placing a quantitative ceiling on their use. Where the objective 

of the previous chapter was to provide several positive theoretical explanations for this 

EU proposal on supplementarity, the objective of this chapter is to test these theoretical 

explanations empirically. The empirical test will be performed by means of three types 

of analyses: 
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1. a content analysis of official (and unofficial) documents of the EU on climate 

change and/or emissions trading; 

2. an opinion analysis of the answers regarding the central question given by high-

level officials (civil servants) from the environmental ministries of the different 

EU Member States as well as from the European Commission; 

3. a bargaining analysis of the negotiating behaviour of the EU at CoP6 Part I and 

Part II.  

 

The approached EU civil servants are referred to as ‘key officials’, since they are seen 

as experts that have contributed to shaping the European proposal and/or have 

participated in preparing the decisions on the supplementarity issue made by Ministers 

in the context of CoP6 Part I and Part II. Their opinions have been gathered by sending 

them a detailed questionnaire in either March, June or September 2000 prior to CoP6 

Part I. This is a common method in cross-cultural studies (Licht, 2001: 173). The text of 

the questionnaire can be found in the Appendix. Considering both the official policy 

documents, the views of key officials and the behaviour of negotiators supposedly 

should give a balanced insight into the question why the EU has proposed to restrict 

trading. The limitations of the analyses will be discussed extensively, both in a separate 

section and throughout the rest of the chapter.  

 This chapter is organized as follows. Section 9.2 assesses the representativity of 

the empirical analysis and discusses its limitations. Section 9.3 analyzes the results of 

the empirical research. It tests the explanatory power of the sixteen hypotheses of the 

previous chapter by disentangling the relevant EU documents and by examining the 

opinions of several EU officials, not only about the European proposal on 

supplementarity, but also about issues related to supplementarity. In addition, this 

section opens the ‘black box’ of the EU by comparing (a) the answers of an official 

reflecting the views of the European Commission with (b) the answers of officials from 

the EU Member States and by comparing both with (c) the views expressed in the EU 

documents. Section 9.4 takes a look at the negotiating behaviour of the EU at CoP6 Part 

I and Part II from the perspective of bargaining power and two-level games. Section 9.5 

tries to find out whether there are signs of cultural change that would facilitate the 

acceptance and implementation of the Kyoto Mechanisms in general and the 
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economically superior alternative of permit trading in particular. Finally, section 9.6 

presents the conclusion.   

 

9.2 Representativity and Limitations of the Empirical Analysis 

 

Next to the bargaining analysis which is primarily based on Earth Negotiations 

Bulletins, the empirical research involves a selection of EU documents as well as a 

selection of officials (civil servants) from EU Member States. The question then comes 

to mind as to what extent these documents are representative of the official EU position 

on supplementarity. It can also be asked to what extent the opinions of the selected 

officials are representative of the opinions of (a) the environmental bureaucracy and (b) 

the environmental Ministers in the EU. Finally, one can wonder to what extent the 

aforementioned Bulletins are representative of the actual negotiations.  

 Firstly, the content analysis of EU documents roughly covers the period from 

1997 (prior to CoP3 in Kyoto) to 2000 (prior to CoP6 Part I in The Hague). This period 

was primarily chosen because 1997 was the year in which the Kyoto Mechanisms as 

well as the provision of supplementarity were laid down in the Kyoto Protocol. The 

period thereafter is interesting because the EU then presents documents which contain 

ideas about the elaboration of rules and restrictions regarding the Kyoto Mechanisms. 

The analysis does not consider documents after March 2000, primarily in order to 

obtain a valid comparison with the opinions of officials who received our questionnaire 

in March 2000. Two official documents on climate change and emissions trading 

released in 2000 were also considered to see if the EU would change its official position 

on supplementarity as decided upon in 1999 (EU Council, 1999). For the period 1997-

2000, an attempt was made to analyze all publicly available documents. Although it can 

not be ruled out that a document has been overlooked, the chance of this occurring is 

estimated to be small. Even if a document has been overlooked, the documents which 

have been analyzed do reflect the development and decision of the EU to propose a 

restriction on the use of the Kyoto Mechanisms. For the sake of completeness, a few 

unofficial documents have also been analyzed, such as ‘non-papers’ and internal notes.  
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 Secondly, the hypotheses described above have been tested by sending detailed 

questionnaires on the supplementarity issue in March 2000 to 41 officials from the 

environmental ministries of the EU Member States as well as from the European 

Commission.1 Instead of asking for their personal opinions (with the exception of one 

particular question), we asked these officials to indicate for each hypothesis whether it 

has played a role in the emergence of the EU proposal on supplementarity. We imposed 

an upfront limitation to the empirical analysis by choosing to approach officials instead 

of Ministers. We assumed that the Ministers would not take the time in filling out the 

questionnaire, not only because they would rather focus on high-priority political 

decision-making, but also because the results of our research could have the danger of 

impeding political negotiations and consensus-building among the Ministers. We 

presumed that they would either throw the questionnaire away or delegate it to an 

official. In both cases, it makes more sense to approach the officials in the first place. 

Although we assumed that the officials would have more time and less political 

difficulty to fill out the questionnaire than the Ministers, we still expected a 

considerable (and difficult to estimate) non-response.  

Although the Ministers have a higher position in the bureaucratic hierarchy than 

the officials, the latter are nevertheless important in the decision-making process. The 

Ministers decide and determine the official negotiation strategy, but the officials 

prepare these decisions and provide the Ministers with information and advice. 

Moreover, the officials approached are not ‘just’ civil servants with a low position in 

the bureaucratic hierarchy or with no knowledge of the subject. Rather, we call them 

‘key officials’, not only because they are directly involved in climate change and 

emissions trading, but also because they are seen as experts in these fields by the 

European Commission. Several names and addresses of these officials were provided in 

February 2000 by Peter Vis, who is administrator of the Climate Change Unit of the 

European Commission (European Union, DG-XI Environment). We extended the list by 

                                                 
1 Those who had not responded yet received the same questionnaire for the second time in June 2000. In 
September 2000 we sent a draft version of the research memorandum to all officials on the list, including 
the questionnaire for those who had not responded yet. For the latter group we stressed that we would 
include their answers to the memorandum no sooner than 2001 after CoP6 in order to minimize possible 
strategic manipulation of the data as presented in that draft. Only one questionnaire was received after the 
third and last mailing of September.    
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including European Commission officials participating in Working Group 1 on Flexible 

Mechanisms of the European Climate Change Programme and by approaching the 

environmental Ministries of those Member States that were not represented on the list 

of Peter Vis. The vast majority of the respondents stated explicitly that they wished to 

remain anonymous in the analysis.2 An important exception is the response to the 

questionnaire by Peter Vis, working for and reflecting the views of the European 

Commission.  

In the formulation of the hypotheses, and thus also in the questionnaires, the 

terms ‘emissions trading’ and ‘Kyoto Mechanisms’ are used interchangeably, following 

a reasoning that these flexible instruments under the Kyoto Protocol are all variants of 

the original emissions trading concept (e.g. Dales, 1968; Montgomery, 1972; 

Tietenberg, 1992). It appeared in the previous chapter that most of the hypothesized 

reasons to restrict trading apply to all Kyoto Mechanisms, whereas some hypotheses (on 

hot air, incrementalism and allocation problems) only apply to permit trading under IET 

Article 17. Although all objections against unrestricted trading are interesting to find 

out what drives ‘market-sceptic’ governments, in particular the objections against 

permit trading are interesting to find why this economically superior alternative ranks 

low in the political hierarchy of the Kyoto Mechanisms.  

The sixteen developed hypotheses were presented to the respondents without the 

extensive explanation (and critical assessment) of the theory behind them as conducted 

in the previous chapter. When developing the questionnaire, a trade-off had to be made 

in this respect. Including a discussion of the theory behind every hypothesis in the 

questionnaire increases the probability that different respondents interpret the 

hypotheses in the same way, but also increases the probability of non-response because 

the inquiry form would become too long and too time-consuming for busy officials to 

read and fill in. Hence, not including a theoretical explanation of the theory behind 

every hypothesis in the questionnaire increases the potential danger of different 

interpretations, but lowers the risk of non-response. Because we feared a considerable 

level of non-response (due to constraints of time and autonomy for officials to co-

operate with our research as discussed above), we chose for the latter option not to 

                                                 
2 The names and addresses of the respondents are known with the author. 
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include theoretical discussions in the questionnaire. Despite its plausible advantages 

and possible drawbacks, it should also be noted that the hypotheses themselves already 

contain a theoretical reasoning, so that the absence of comprehensive scientific 

discussions does not mean that the questionnaire does not contain any theory. Rather, 

the respondents had to do without a further elaboration of the theory.  

Although the choice of a short questionnaire is likely to have prevented a lower 

level of non-response than the one we encountered, only 15 of the 41 questionnaires 

sent to the aforementioned European officials were returned. The others presumably did 

not want to answer the perhaps politically sensitive questions (which was the honest 

reply of one potential respondent) or they did not have the time to fill in the 

questionnaire. The number of officials approached is only a fraction of the 

environmental civil servants and, within this small number, the non-response thus 

amounts to 63%. On the one hand, technically speaking, this strongly limits the 

representativity of our analysis. On the other hand, a survey non-response of 50% or 

more is no exception nowadays and these percentages are increasing internationally 

(Heer, 2000). But more importantly, the officials who did answer are experts in the field 

of emissions trading (with a certain influence on decision-making), while the 15 

returned forms represent almost every country in the EU as well as the European 

Commission. In addition, the interviews consisted of in-depth and detailed questions. 

The questionnaires may therefore be considered to represent at least a relevant part of 

the opinions of emissions trading experts working for the environmental ministries of 

the 15 Member States and for the EU in Brussels.  

Finally, a bargaining analysis is conducted which, next to official documents, 

primarily uses information from the Earth Negotiations Bulletins (and occasionally 

draws from newspaper articles which are only brought up to refer to public statements 

made by government representatives or officials in the media). On the FCCC internet-

site of CoP6, the Earth Negotiations Bulletin (ENB) is described as ‘(…) an 

independent reporting service that provides daily coverage and summaries of official 

UN negotiations on environment and development agreements (…)’ (see 

http://cop6.unfccc.int/enb). It is published by, but does not necessarily reflect the views 

of, the International Institute for Sustainable Development (IISD) from Canada and is 

prepared in co-operation with the UNFCCC Secretariat. It is supported by governments 
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and donors of the Bulletin are Ministries of international and/or environmental affairs 

from several industrialized countries, including the Netherlands, Canada and the US as 

well as the European Commission, next to UN agencies and private foundations. 

Although the ENB reports are not able to cover all aspects of the negotiations, such as 

contacts between negotiators behind closed doors (for instance in the form of informal 

personal contacts or telephone calls), they do not only report on the formal agenda 

points, the official negotiating positions and the negotiating outcomes, but more 

importantly (because the following can not be found in official documents), they also 

summarize the discussions that took place during the negotiating sessions, in which, for 

instance, governments clarify and sometimes change their official positions. Although a 

summary could, in principle, leave out details that might be relevant, the ENB has built 

a solid reputation for its objective coverage of the climate change negotiations. The 

aforementioned internet-site of the FCCC states that the ENB ‘(…) has provided 

neutral, informative and objective reports on all major meetings of the UNFCCC (…)’.   

 It follows from the remarks made above that there are limitations to the 

empirical analysis. It seems that there is little doubt about the representativity of the 

document analysis and the bargaining analysis. The representativity of the analysis of 

questionnaires is more problematic, but still seems to be sufficient given the level of 

detail of the questions and answers, the level of power and knowledge of the officials 

and the geographical distribution of those who responded. Nevertheless, the number of 

officials approached is limited and the non-response is considerable, so that conclusions 

can only be drawn cautiously.  

 

9.3 Empirical Analysis of the EU Proposal on Supplementarity 

 

The EU proposed a quantitative restriction on the use of the Kyoto Mechanisms to 

prevent a situation in which the agreed emission targets would be met solely (or 

predominantly) by means of trading. To find out on a detailed level why the Europeans 

wanted to prevent such a situation, the previous chapter systematically elaborated 

various theoretical explanations of the EU proposal on supplementarity in the form of 

sixteen hypotheses. The formulation of these hypotheses is repeated and summarized in 
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Table 9.1 for the sake of convenience. For the theory behind these hypotheses as well as 

for a critical assessment, the reader is referred to the previous chapter where this is 

discussed in detail.  

In this section the sixteen hypotheses as developed in the previous chapter will 

be tested empirically. We will start by analyzing the content of EU documents 

(subsection 9.3.1). We will continue by analyzing the opinions of several key EU 

officials involved in climate change and emissions trading from the environmental 

ministries of the EU Member States and from the European Commission. It is examined 

how they judge the explanatory power of the sixteen hypotheses (subsection 9.3.2) and 

how they have answered a set of ten additional questions on supplementarity 

(subsection 9.3.3). (The negotiating behaviour of the EU is analyzed in the next 

section).  

 

Table 9.1 Summary of hypotheses 

 

Hypothesis number 

and label 

 

Hypothesis formulation 

H1 hot air 

 

The EU wants to limit emissions trading in order to limit the 

use of ‘hot air’ (e.g. from Russia and Ukraine), since its use 

would affect the environmental effectiveness of the Kyoto 

Protocol. 

H2 equity 

 

The EU wants to limit emissions trading in order to 

stimulate domestic action with a view to equity or fairness, 

because Annex B Parties are responsible for the majority of 

historical GHG emissions and should not completely ‘buy 

their way out’. 

H3 compliance  

 

 

(p.t.o) 

The EU wants to limit emissions trading in order to 

stimulate domestic action with a view to compliance, 

because it gets more difficult for a Party to curb emissions 

in a second commitment period if it has implemented its 
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Quantified Emission Limitation or Reduction Commitment 

of the first commitment period mainly in other countries 

rather than initiating a trajectory of reducing emissions at 

home. 

H4 technological 

innovation 

The EU wants to limit emissions trading in order to 

stimulate technological innovation. 

H5 example-setting 

 

The EU wants to limit emissions trading in order to 

demonstrate the willingness to reduce emissions in 

industrialized countries so that developing countries are 

stimulated to adopt commitments in the future.  

H6 liability 

 

The EU wants to limit emissions trading in order to reduce 

problems in the case of non-compliance, because emissions 

trading requires additional rules about who is responsible 

(buyer or seller liability) if assigned amounts, credits and/or 

permits have been traded which have not been backed up by 

real reductions. 

H7 imperfect markets 

 

The EU wants to limit emissions trading in order to limit the 

use of markets in environmental policy because they are 

likely to function imperfectly. 

H8 negotiating power 

flexible instruments 

 

The EU wants to limit emissions trading in order to wield 

negotiating power with respect to elaborating the rules of 

the Kyoto Mechanisms (Articles 17, 12 and 6) at CoP6, 

because at previous CoP-meetings the EU has been able to 

exert influence on the level of country emission targets, but 

less on the choice of instruments.  

H9 negotiating power 

FCCC 

 

The EU wants to limit emissions trading in order to wield 

negotiating power with respect to the FCCC decision-

making process in general, because the proposal gives the 

EU ‘something to negotiate about’ which could increase the 

likelihood of favourable compromises at CoP6. 
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H10 climate leadership The EU wants to limit emissions trading in order to not to 

loose the ‘climate leadership’ to the US. 

H11 incrementalism 

 

The EU wants to limit emissions trading in order to prevent 

too radical policy changes (from standards/taxes to 

emissions trading). 

H12 allocation 

problems 

 

The EU wants to limit emissions trading in order to reduce 

the scope for allocation problems associated with emissions 

trading, since permit allocation gives emitters an incentive 

to inflate baseline emissions, triggers endless debates about 

which distribution is fair and could induce competitive 

distortions. 

H13 macro-economic 

and secondary benefits 

 

The EU wants to limit emissions trading in order to 

stimulate the economy, because domestic action (despite its 

higher micro-economic costs) has more positive macro-

economic impacts than emissions trading (e.g. in terms of 

an increase in domestic employment and reduction of non-

CO2 air pollution (secondary benefits)). 

H14 uncertainty and 

risk 

 

The EU wants to limit emissions trading in order to 

facilitate a step-wise introduction of the Kyoto Mechanisms 

thereby hedging against uncertainties and reducing the 

associated risks.  

H15 pressure on US 

 

The EU wants to limit emissions trading in order to force 

the US to reduce emissions at least partly at home, since 

they are the biggest source of greenhouse gas emissions. 

H16 pressure on Russia 

 

The EU wants to limit emissions trading in order to prevent 

Russia from selling ‘hot air’ and trading questionable 

emission reductions, since it has a weak enforcement 

regime. 
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9.3.1 Content analysis of EU documents 

 

In this subsection, twelve EU documents are analyzed, on the basis of the sixteen 

hypotheses developed in the previous chapter, in chronological order starting from the 

beginning of 1997 to the end of 2000 (before CoP6 Part I). A distinction is made 

between official and unofficial EU documents. The first category contains seven 

documents on climate change (and emissions trading) reflecting the official opinions, 

decisions, policy plans and negotiating strategies of the EU. The second and remaining 

category of five documents consists of two so-called EU ‘non-papers’ (reflecting 

preliminary views of the EU in preparing the FCCC negotiations), a draft reaction of the 

EU on proposals of other FCCC Parties, an internal discussion paper for European 

officials and a public letter of a Commissioner to a newspaper. The documents are not 

presented in two blocks of official and unofficial ones, but they are discussed in 

chronological order to sketch when and how the European idea of restricting emissions 

trading was developed and evolved over time. The content analysis will be performed 

systematically on the basis of the following four questions: 

(a) Does the document mention anything on (any form of) emissions trading? 

(b) If so, does the document mention anything on limiting emissions trading? 

(c) If so, does the document mention any reason(s) for limiting emissions trading? 

(d) If so, with which hypothesis does each reason correspond, either directly or 

indirectly? 

 

The reader should keep two additional characteristics of the documents in mind when 

going through the historical list. First, some of the EU documents analyzed were 

directed at the international climate negotiations and/or at international emissions 

trading, while others considered the internal policy of the EU (including the use of 

economic instruments within the Community) to comply with the Kyoto commitments. 

It could be expected to find more information about reasons for the EU to propose a 

quantitative ceiling on the use of the Kyoto Mechanisms in the first type of documents 

than in the latter.  

 Second, the first three documents to be analyzed in this subsection were released 

before the negotiations in Kyoto in December 1997. In Kyoto, the Parties agreed upon a 
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text on international emissions trading (Article 17) and made a compromise concerning 

JI with developing countries in the form of the CDM (Article 12). It is not strange, 

therefore, that the CDM as such is not mentioned in the EU documents before Kyoto, 

but it is telling that these pre-Kyoto documents refer more (or even only) to JI than to 

emissions trading when discussing (rules for) flexible or economic instruments (e.g. 

Oberthür and Ott, 1999: 153; 190). The Europeans were hardly familiar with emissions 

trading, an option favoured by and already applied domestically in some JUSCANZ 

countries, and a few EU Member States had gained some first experiences with JI in the 

form of AIJ pilot projects since 1995. Moreover, although most European countries at 

that time remained sceptical of any of such concepts, they had more confidence in the 

project-based generation of tradeable emission reductions than in creating a market of 

tradeable ‘pollution rights’ (see also Stavins, 2002: 14-15). The nine EU documents 

treated in this subsection that were released after Kyoto pay more attention to (limiting) 

international emissions trading, because it had become a legal element of the Kyoto 

Protocol as part of a political compromise largely between JUSCANZ countries and the 

EU which had demanded that it should be supplemental to domestic action. For what 

reasons will be discussed below.   

  

Document 1: EU Comments on Framework Compilation of Proposals (EU, 1997) 

 

Before the sixth negotiating session of the Ad-Hoc Group on the Berlin Mandate 

(AGBM) in Bonn of March 1997, the FCCC Secretariat prepared a compilation (in 

January and February 1997) of the proposals by FCCC Parties for a Protocol or another 

legal instrument to combat climate change (FCCC/AGBM/1997/2 and Add.1). The EU 

did not make an explicit proposal to shape or limit emissions trading, but it did indicate 

(as well as the Russian Federation) that decisions had to be made with respect to the 

criteria of JI (EU, 1997). Although the EU only considered JI and had not yet 

formulated an official position on (limiting) emissions trading, Germany already 

provided the basis for the idea of supplementarity by proposing that ‘(...) a certain 

portion yet to be determined may be met through joint implementation, whereby a 

significant part of the commitments must be met through measures within each Party’s 

own territory’ (FCCC/AGBM/1997/2: 45 (paragraph 111)). In a draft reaction to this 

 410



Part IV   Cultural Barriers and Opportunities 

compilation of proposals, the EU seriously considered the idea of limiting the use of the 

flexible instruments by indicating, among other things, that it ‘(...) may want to consider 

allowing only a certain percentage of a Party’s target to be met by JI (...)’ (EU, 1997: 

5). Furthermore, the EU indicates, in the context of its preference for a target year over 

a commitment period (the latter of which was preferred by the US), that it is undesirable 

that countries would delay domestic measures. None of these pronouncements reveals a 

reason, neither directly nor indirectly, for the EU’s tendency to favour domestic action 

and limit emissions trading beforehand. Therefore, this unofficial document does not 

support any of the aforementioned hypotheses, although it can be seen as (one of) the 

first document(s) to consider a limitation on the use of flexible instruments.   

 

Document 2: EU Conclusions on Climate Change (EU Council, 1997) 

 

In March 1997 the EU agreed on a primary internal burden sharing among its Member 

States of no more than 10% emission reduction (EU Council, 1997). These burden 

sharing negotiations resulted, for instance, in a foreseen 25% reduction for Germany, 

stabilization for France and 40% allowable emission growth for Portugal. The EU 

emphasized that it was a negotiating position for Kyoto and not a unilateral 

commitment (EU Council, 1997: 2). Instead of referring to emissions trading, the EU 

mentioned the issue of economic instruments and taxation and called for rules and 

criteria for (project-based) JI to be incorporated in a Protocol. Although this document 

stressed the necessity for common and coordinated policies and measures in the 

Community, it did not propose a limitation on or supplementarity of the flexible 

instruments. Consequently, this official document does not support any of the 

aforementioned hypotheses, neither directly nor indirectly.  

 

Document 3: Climate Change – The EU Approach for Kyoto (COM, 1997) 

 

In the run-up to CoP3 in Kyoto, the EU did not explicitly treat emissions trading or 

tradable permits in its discussion of economic incentives and market-based options 

when expounding its elements for a climate change strategy (COM, 1997: 10). 

Although the EU did call for flexibility, cost-effectiveness and JI, it mentioned 
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emissions trading only once when considering the economic implications of reducing 

GHG emissions (COM, 1997: 14). Although this document emphasizes that an eventual 

emissions trading system must ensure that the overall reduction objectives are met and 

that early action is desirable by initiating changes in the production and consumption 

patterns of industrialized countries (COM, 1997: 3), no explicit reference is made to 

(reasons for) restricting the use of flexible instruments. Therefore, it can be concluded 

that this document does not support any of the hypotheses formulated before.  

 

Document 4: Emissions Trading, Joint Implementation and Climate Policy (EC, 1998) 

 

After the realization of the Kyoto Protocol in December 1997, in which the EU 

succeeded in incorporating (albeit undefined) supplementarity provisions for the Kyoto 

Mechanisms, the European Commission stated in a preliminary internal note of March 

1998 that a ceiling on these flexible instruments is mainly considered to shape the 

supplementarity provisions and to limit the use of hot air under the Kyoto Protocol (EC, 

1998: 15). Nevertheless, this document is also critical in claiming that hot air is not a 

major problem, because it would constitute no more than around 10% of the required 

reductions and because the US and Russia would not have accepted the Protocol 

without it. For the same reasons, the document expected that a ceiling on the use of the 

flexible instruments would not be politically acceptable to them. Furthermore, this 

document expresses the danger that emissions trading will undermine existing domestic 

climate change policy instruments (EC, 1998: 17), which is the basis of the theory under 

hypothesis 11 on the desirability of incremental change by means of limiting the use of 

the Kyoto Mechanisms. Although the rest of the document discusses several other 

problems of the flexible instruments, such as non-compliance (as in hypothesis 3 on 

compliance) and competitive distortions or unfair competition due to permit allocation 

(as in hypothesis 12 on allocation problems), they are not (directly) linked to the 

supplementarity issue. It can thus be concluded that this unofficial document directly 

supports hypothesis 1 on hot air and hypothesis 11 on incrementalism.  
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Document 5: Climate Change – Towards an EU Post-Kyoto Strategy (COM, 1998b) 

 

When developing a post-Kyoto strategy in the spring of 1998, the EU underlined that a 

concrete ceiling is one way to ensure that emissions trading is supplemental to domestic 

action, which is deemed necessary because of its secondary benefits (such as the 

reduction of non-GHG pollutants and road congestion). This directly supports 

hypothesis 13 on macro-economic and secondary benefits. Nevertheless, the EU notes 

that a cap on trade is just one option, has the disadvantage of reducing cost-

effectiveness and may not be necessary if the trading rules and provisions are 

sufficiently strong to guarantee supplementarity and effectiveness. Interestingly, the 

Commission also finds that an intra-EC emissions trading scheme must conform with 

the rules at the international level, so that any supplementarity arrangement will also 

have to be respected for trading between Member States (COM, 1998b: 21).3 The 

document also favours a step-by-step approach for emissions trading and indirectly 

links it to supplementarity, as in hypothesis 14 on uncertainty and risk, by discussing 

the step-by-step approach and supplementarity in the same paragraph (COM, 1998b: 2) 

and in two adjoining subsections (COM, 1998b: 23-24). This document also treats the 

subjects of, among other things, competitive distortions, state aid and harmonization in 

relation to permit allocation (as in hypothesis 12 on allocation problems) as well as 

compliance (as in hypothesis 3), but they are not directly linked to supplementarity. 

Hence, this official document directly supports hypothesis 13 on macro-economic and 

secondary benefits and indirectly supports hypothesis 14 on uncertainty and risk.  

 

Document 6: EU Non-Paper on Joint Implementation (EU, 1998a) 

 

The EU set out its preliminary view on JI in a so-called ‘non-paper’ in June 1998, at the 

Subsidiary Body for Scientific and Technological Advice (SBSTA) meeting in Bonn, 

indicating that a ‘concrete ceiling’ on the use of (not only JI but) all flexible 

mechanisms must be defined. Although the EU had not yet come to a firm view on how 

                                                 
3 In this context, Barker et al. (2000) have identified the option to restrict emissions trading also between 
EU Member States in order to stimulate technological innovation.  
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the ceiling should be defined, it noted that the ceiling could be defined in relation to a 

number of variables, including the assigned amount, the 1990 emission levels, or the 

required effort by a Party (EU, 1998a: 1 / footnote 1). The EU proposed a concrete 

ceiling in this document to ‘(...) ensure verifiable environmental benefits and minimise 

potential adverse environmental, social and economic effects’ (EU, 1998a: 1). This 

formulation is too general to directly link it to the hypotheses presented in the previous 

chapter. However, the limitation of JI to minimize all sorts of ‘potential’ adverse effects 

could be seen as indirectly supporting hypothesis 14 on uncertainty and risk. The 

reference to economic, environmental and social effects is too broad to associate 

indirectly with any other specific hypothesis (for instance on hot air, ancillary benefits 

or technological innovation). Although this unofficial document does not directly 

support any of the hypotheses, indirect support is found for hypothesis 14 on 

uncertainty and risk.  

 

Document 7: EU Non-Paper on an International Emissions Trading Regime (EU, 

1998b) 

 

In an EU ‘non-paper’ about emissions trading circulated by the UK at the June 1998 

SBSTA meeting in Bonn, the Europeans indicated that domestic actions should provide 

the main means of meeting the commitments by defining a concrete ceiling on the use 

of (not only emissions trading under Article 17 but) all flexible mechanisms (EU, 

1998b: 6). The EU reiterated that it had not yet come to a firm view on how the ceiling 

should be defined and that the ceiling could be worked out in relation to a number of 

variables, including the assigned amount, the 1990 emission levels, or the required 

effort by a Party. This short document does not mention any reasons to propose a 

ceiling on emissions trading in the sections on supplementarity, but in other parts of the 

document the EU stresses, among other things, that emissions trading should not lead to 

the trading of hot air, non-compliance (also in relation to legal liability) and distortions 

of competition due to permit allocation. Correspondingly, although it does not directly 

support any of the hypotheses, this unofficial document indirectly supports hypothesis 1 

on hot air, hypothesis 3 on compliance (and, arguably, hypothesis 6 on liability) and 

hypothesis 12 on allocation problems.  
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Document 8: Community Strategy on Climate Change (EU Council, 1999) 

 

In the run-up to CoP6 Part I in The Hague, the EU drafted the formulas of the proposed 

quantitative ceiling on the use of the Kyoto Mechanisms (as already treated in the 

previous chapter), which roughly imply that 50% of the Kyoto commitments should be 

achieved domestically (cf. SBSTA/SBI, 1999). Next to a quantitative ceiling on 

emissions trading, the EU also pleads for a qualitative ceiling in the form of trading 

rules. A concrete ceiling on emissions trading would be desirable to develop strong 

domestic policies and measures in order to modify (a) long-term emission trends, (b) the 

technological structure and (c) production and consumption patterns. This would 

contribute to ‘(...) preparing the path for more ambitious commitments in the second 

and subsequent commitment periods’ (EU Council, 1999: 3), which is exactly the core 

argument of hypothesis 3 on compliance. Although this document acknowledges that 

limiting emissions trading would stimulate a modification of the technological structure, 

it does not explicitly refer to technological innovation. Nevertheless, it could still be 

interpreted as indirect support for hypothesis 4 on technological innovation. 

Furthermore, this document explicitly mentions hot air as the final reason to restrict the 

use of the Kyoto Mechanisms (EU Council, 1999: 3). Therefore, this official document 

provides direct support for both hypothesis 1 on hot air and hypothesis 3 on compliance, 

and, arguably, indirect support for hypothesis 4 on technological innovation.  

 

Document 9: Preparing for Implementation of the Kyoto Protocol (COM, 1999a) 

 

Interestingly, the EU document on preparing for implementation of the Kyoto Protocol 

does not discuss the supplementarity issue or a ceiling on the Kyoto Mechanisms at all. 

Nevertheless, this document does stress that domestic action should provide the main 

means of meeting the Kyoto commitments (COM, 1999a: 1) and it is contended that 

‘certain reservations’ about the flexible instruments may be driven by a ‘lack of 

knowledge of their functioning’ (COM, 1999a: 14), which could be seen as indirect 

albeit meagre support for hypothesis 14 on uncertainty and risk. Furthermore, private 

sector participation and the compatibility of emissions trading with existing EU 

environmental policy are mentioned as the two most obvious basic issues (COM, 
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1999a: 16), which could be interpreted as giving some implicit support for hypothesis 

11 on incrementalism. It is clear, however, that the EU wants to prepare itself for the 

emerging international emissions trading market by possibly developing its own pilot 

emissions trading system by 2005 (COM, 1999a: 15). It can thus be concluded that this 

official document does not directly support any of the developed hypotheses, although 

some minor indications have been found for hypothesis 11 on incrementalism and 

hypothesis 14 on uncertainty and risk.  

 

Document 10: Reasonable Limits on Emissions Trading (Wallström, 1999) 

 

In a short letter to the Financial Times (and thus in an unofficial ‘document’), the EU 

Environment Commissioner Wallström (1999) calls for a ‘reasonable’ limit on 

emissions trading and mentions hot air as a primary motivation to limit such trade, 

thereby obviously providing direct support for hypothesis 1 on hot air.  

 

Document 11: EU Policies and Measures to Reduce GHG Emissions (COM, 2000e) 

 

In the process of developing a European Climate Change Programme (ECCP), the 

Commission mentions supplementarity and the necessity of domestic action in the 

context of emissions trading (COM, 2000e: 4), but does not refer to any (reasons for the 

proposed) quantitative ceiling on the use of the flexible mechanisms at all. Therefore, 

this official document does not directly support any of the hypotheses. Nevertheless, it 

is interesting to note that, next to the development of an EC emissions trading scheme, 

the ‘Commission insists on the utmost importance of energy taxation within an overall 

strategy on climate change and urges the Council to adopt its proposal rapidly’ (COM, 

2000e: 3). Furthermore, the remark that ‘European Community’s leadership in 

implementing the Kyoto Protocol will be measured on progress made over the next few 

years’ (COM, 2000e: 2) seems to confirm the view of Gupta et al. (2000) and Oberthür 

and Ott (1999) that the EU can only credibly claim climate leadership if it succeeds 

(where it currently fails) in reducing its GHG emissions to reach the Kyoto 

commitments.  
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Document 12: Green Paper on GHG Emissions Trading Within the EU (COM, 2000a) 

 

Similar to the EU document on preparing for implementation of the Kyoto Protocol 

(COM, 1999a), the Green Paper on EU emissions trading neither considers 

supplementarity nor a ceiling on trade. Interestingly, the EU acknowledges that ‘the 

Kyoto Protocol has put emissions trading on the EU agenda’ (COM, 2000a: 7). This 

official document already seems to be less reserved towards emissions trading than 

some previous documents by labelling it an ‘important element’ as well as an ‘integral 

and major part’ of the Community’s implementation strategy for the Kyoto Protocol 

(COM, 2000a: 4 / 7), whereas permit trading between private entities is seen as a 

‘unique opportunity’ (COM, 2000a: 9). However, the Green Paper considers 

distributional issues as the key question, such as the choice of how and how many 

permits to allocate to which countries, sectors and/or companies (e.g. COM, 2000a: 5). 

In particular, it is feared that different domestic trading schemes could induce 

competitive distortions across the EU (e.g. COM, 2000a: 19). However, contrary to 

official document 5 (COM, 1998b), the Green Paper does not consider a ceiling on trade 

among the Member States.4 Although permit allocation is thus considered to be an 

internal problem of the EU not related to its proposal of a ceiling on trade between its 

Member States and other (non-EU) FCCC Parties, it could nevertheless be seen as 

underlining the potential relevance of hypothesis 12 on allocation problems. In addition, 

the EU wants to limit the internal trading scheme to large emitters by following a 

‘prudent step-by-step approach’ because of the uncertainties and complexities of a 

broader system (COM, 2000a: 10), which is also the approach taken in hypothesis 14 on 

uncertainty and risk. Still, it means that no direct support has been found for any of the 

                                                 
4 It can be doubted on the basis of negotiating history whether this policy position will be effective in 
generating or maintaining bargaining power. Prior to and during CoP3 in Kyoto in 1997 the EU proposed 
to adopt an emission reduction target of –15% for Annex I countries. Besides the fact that the EU did not 
come further than redistributing a target of –10%, the EU opposed any international differentiation of the 
target, while it allowed its own target to be differentiated internally (cf. EU Council, 1997). This is an 
inconsistency (Oberthür and Ott, 1999: 68), which undermined the credibility of the EU position on 
differentiation to the detriment of its negotiating power in Kyoto. In a similar fashion, prior to and during 
CoP6 Part I in The Hague in 2000 the EU has proposed to restrict trade under the Kyoto Mechanisms for 
Annex B countries (EU Council, 1999), while the EU wants to allow unrestricted trade between its own 
Member States (COM, 2000a). Although the EU considers this to be an internal matter, it could be 
interpreted as an inconsistency which would undermine its credibility and bargaining power again.  
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hypotheses, although some parts of the text (not related to supplementarity) follow a 

reasoning which resembles hypothesis 12 on allocation problems and hypothesis 14 on 

uncertainty and risk.  

The content analysis of EU documents, which is summarized in Table 9.2 (in 

chronological order using the distinction between official and unofficial EU 

documents), reveals direct empirical support in particular for hypothesis 1 on hot air 

(one official and two unofficial documents) and also for hypothesis 3 on compliance 

and hypothesis 13 on macro-economic and secondary benefits (each in a different 

official document). Next to the hot air hypothesis, direct support has been found in the 

unofficial documents for hypothesis 11 on incrementalism. Indirect (and thus weaker) 

support has been found for hypothesis 14 on uncertainty and risk (one official and one 

unofficial document). In the official documents, indirect support was also provided for 

hypothesis 4 on technological innovation. Next to the uncertainty and risk hypothesis, 

in the unofficial documents indirect support was found for hypothesis 1 on hot air, 

hypothesis 3 on compliance and hypothesis 12 on allocation problems (the latter three 

in one and the same unofficial document).  

 

Table 9.2 Content analysis of EU documents (1997-2000 in chronological order) 

 

Question: “Does the EU document provide direct support, indirect support or no support 

at all for hypothesis X?” 

 

Documents 

 

Hypothesis testing 

Number + reference: 

 

Status: Direct support: Indirect support: 

Document 1  

(EU, 1997) 

Unofficial / / 

Document 2  

(EU Council, 1997) 

Official / / 
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Document 3  

(COM, 1997) 

Official / / 

Document 4  

(EC, 1998) 

Unofficial H1 hot air 

H11 incrementalism 

/ 

Document 5  

(COM, 1998) 

Official H13 macro-economic 

and secondary benefits 

H14 uncertainty and risk 

Document 6  

(EU, 1998a) 

Unofficial / H14 uncertainty and risk 

Document 7  

(EU, 1998b) 

Unofficial / H1 hot air 

H3 compliance 

H12 allocation problems 

Document 8  

(EU Council, 1999) 

Official H1 hot air 

H3 compliance 

H4 technological 

innovation 

Document 9  

(COM, 1999) 

Official / / 

Document 10  

(Wallström, 1999) 

Unofficial H1 hot air / 

Document 11  

(COM, 2000a) 

Official / / 

Document 12  

(COM, 2000b) 

Official / / 

 

Most support for hypothesis: 

 

 

H1 hot air 

 

H14 uncertainty and 

risk 

 

Key: 

/  = no support for any hypothesis; 

Hx   = hypothesis x. 

Hx hypothesis = most frequently reoccuring hypothesis in the column; 

 

Data:   Total number of documents = 12. 
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In sum, the strongest empirical support was found in EU documents for hypothesis 1 on 

hot air.  

9.3.2 Hypothesis testing among key EU officials 

 

The hypotheses (which were summarized in Table 9.1 based on their formulation in the 

previous chapter) are tested in this subsection on the basis of detailed questionnaires on 

the supplementarity issue that were sent to several key EU officials involved in climate 

change and emissions trading from the environmental ministries of the EU Member 

States as well as from the European Commission. The questionnaires were sent in either 

March, June or September 2000 (as explained in the previous section), which is not 

only before CoP6 Part I, held in November 2000, where the EU defended its proposal to 

restrict trade, but which is also before the US withdrew from the Kyoto Protocol in 

March 2001 as well as before CoP6 Part II, held in July 2001, where the EU 

abandonned its proposal to restrict trade (for reasons to be explained in the next 

section). It was already explained in the previous section that, instead of asking for their 

personal opinions (with the exception of one particular question), we invited these high-

level EU officials to indicate for each hypothesis whether it has played a role in the 

emergence of the EU proposal on supplementarity. The hypotheses were presented to 

the respondents without a discussion of the theory behind them to lower the risk of non-

response by keeping the questionnaire as short as possible. Also recall from the 

previous section that 41 questionnaires have been sent and 15 of them have been 

returned, so that conclusions can only be drawn cautiously.  

The empirical analysis of the questionnaires among 14 key EU officials5 is 

summarized in Table 9.3. When reading this table, it is important to keep in mind that 

its set-up is directly related to the interview questions. The hypotheses are mentioned in 

the first column. As can be seen in the Appendix (where the text of the questionnaire 

can be found), the respondents were asked to indicate for each hypothesis whether it has 

been a major reason, a side issue or no reason at all for the EU to propose a limit on 

emissions trading. This is reflected in the next three columns. After they had done this  

                                                 
5 One of the 15 respondents did not fill in the hypothesis questions. 
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for each hypothesis, the respondents were also asked to draw a conclusion (to ‘double-

check’ the consistency of their answers) by indicating which hypothesis they think, 

finally, is the principal reason for the EU to propose a ceiling on trade. This is reflected 

in the final column. The highest number of respondents in each column is printed in 

bold type characters. Each number of respondents (that supported a particular 

hypothesis) equal to or higher than 8, which is one more than half of the total of 14 

officials that responded, is underlined. To see where the European Commission stands, 

we have marked the answers of Peter Vis reflecting the views of the Commission 

(included in the indicated number of respondents) by using the abbreviation ‘com’.   

The analysis of questionnaires shows the highest level of support for hypothesis 

2 on equity (13 respondents). These insiders believe that limiting the use of the Kyoto 

Mechanisms is fair, because Annex B Parties are responsible for the majority of 

historical GHG emissions and should not completely ‘buy their way out’. Equity is also 

mentioned as the principal reason (7 respondents) when the respondents are asked to 

draw a conclusion as to which hypothesis best explains the EU position on  

 

Table 9.3 Analysis of questionnaires among EU officials  

(March/June/September 2000) 

 

Question: “Is hypothesis X a major reason, a side issue or no reason at all for the EU to 

propose a limit on emissions trading?” 

 

Level of support 

from respondents: 

Conclusion by 

respondents: 

 

Hypotheses: 

Major reason Side issue  No reason at all Principal 

reason 

H1 hot air 

 

11 respondents 

com 

3 respondents /  3 respondents * 

 

H2 equity 

 

13 respondents

com 

1 respondent / 7 respondents #
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H3 compliance 

 

2 respondents 

com 

11 respondents 1 respondent 2 respondents 

com 

H4 

technological 

innovation 

4 respondents 

com 

8 respondents 2 respondents / 

H5 example-

setting 

5 respondents 

com 

7 respondents 2 respondents / 

H6 liability 

 

1 respondent 4 respondents 9 respondents 

com 

/ 

H7 imperfect 

markets 

/ 3 respondents 11 respondents 

com 

/ 

H8 negotiating 

power flex-mex 

1 respondent 5 respondents 8 respondents 

com 

/ 

H9 negotiating 

power FCCC 

2 respondents 3 respondents 9 respondents 

com 

/ 

H10 climate 

leadership 

1 respondent 3 respondents 10 respondents 

com 

/ 

H11 

incrementalism 

/ 1 respondent 13 respondents

com 

/ 

H12 allocation 

problems 

/ 3 respondents 11 respondents 

com 

/ 

H13 secondary 

benefits 

/ 3 respondents 11 respondents 

com 

/ 

H14 uncertainty 

and risk 

2 respondents 5 respondents 

com 

7 respondents / 

H15 pressure on 

US 

6 respondents 

com 

7 respondents 1 respondent 1 respondent 

H16 pressure on 

Russia 

6 respondents 

com 

6 respondents 2 respondents / 

 

Key: 

/  = no respondent mentioned this level of support for the hypothesis; 
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Hx   = hypothesis x; 

n respondents = highest number of respondents in the column; 

n respondents = number of respondents equal to or higher than 8  

   (more than half of total number); 

com  = answer by Peter Vis reflecting the views of the European Commission 

   (included in indicated number of respondents); 

*  = two respondents mentioned both H1 and H2; 

#  = one respondent mentioned both H2 and H4. 

 

Data: 

Total number of respondents = 14 (one of the 15 respondents did not fill in the hypothesis 

questions); according to one respondent there is no principal reason. 

 

 

supplementarity. This result is not surprising from the perspective that equity and 

perceptions of fairness play an important (if not sometimes dominant) role in politics in 

general and in international climate change politics in particular (cf. Banuri et al., 

1996). However, the prevalence of equity among European officials as the most 

important explication for the EU position on limiting emissions trading is surprising 

from the perspective that (a) hot air (and not equity) is generally seen as the primary 

motivation behind the EU proposal (e.g. Baron et al., 1999) and (b) hot air is the most 

frequently recurring reason mentioned by the EU itself in its official and unofficial 

documents (see previous subsection). But this result should not be exaggerated: it must 

be stressed that hot air is still mentioned as the second major reason for the EU to 

propose a cap on trade (11 respondents) and also appears in second place when asked to 

draw a conclusion (3 respondents). Furthermore, nobody claimed that equity and hot air 

are ‘no reason at all’ for the EU to propose a concrete ceiling on the flexible 

instruments.   

 Compliance with a view to the second commitment period is the most frequently 

mentioned side-issue when asked to explain the rationale behind the EU proposal (11 

respondents). Although only 2 respondents call it a major reason, Peter Vis even states 

when reflecting the views of the European Commission that compliance (and not equity 

as pointed out by the majority of respondents) should be seen as the principal 
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explanation for the EU position on supplementarity. This dissimilarity is a clear 

indication that the EU is no unitary actor or ‘black box’, but rather that EU policy-

makers in different Member States or institutions may have different opinions and 

perceptions. Nevertheless, there is agreement among most of the respondents of the 

Member States as well as between them and Peter Vis, reflecting the views of the 

Commission, that liability, market imperfection, climate leadership, incrementalism, 

allocation problems and secondary benefits are no reason at all or a side-issue for the 

EU to propose a limit on emissions trading. Although calls for incrementalism and a 

recognition of allocation problems, for instance, may have hardly played a role in the 

EU proposal for a cap on international trade, they are still likely to be significant 

barriers to implementing a cross-border permit trading scheme, for example within the 

EU where they are major and continuing issues of debate (e.g. COM, 2000a; COM, 

2001a; EP, 2002).   

 A potential methodological problem which could, in theory, have influenced the 

latter result is that of the order in which the hypotheses are formulated and tested in the 

questionnaire. It could be alleged that the respondents were inclined to give a higher 

level of support to hypotheses mentioned in the beginning than to hypotheses mentioned 

at the end of the questionnaire. In practice, this does not seem to be the case (see Table 

9.3). Firstly, although the first three hypotheses (hot air, equity and compliance) did 

receive a relatively high level of support, there are large differences in the level of 

support among these first hypotheses. For instance, the second hypothesis (equity) was 

found to be a major reason by 13 respondents, whereas the immediately following third 

hypothesis (compliance) gained such support from only 2 respondents. Secondly, 

instead of a situation where the hypotheses mentioned at the end receive the lowest 

level of support, it turns out that this level (in the ‘major reason’ column) is relatively 

low from the seventh until the thirteenth hypothesis, but increases considerably for the 

hypotheses thereafter. Also the other columns of Table 9.3 (such as the ‘side issue’ 

column) show a much more complicated and differentiated picture than the 

aforementioned allegation would suggest. Consequently, the respondents (who are well-

informed experts) were not so much driven by the order, but rather by the content of 

these questions.  
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 From an economic perspective, it is interesting that hypothesis 13 on the macro-

economic and secondary benefits of domestic action is rejected as an explanation by 

almost all interviewees (11 respondents), which could indicate that not much is 

expected from these effects in the first place. Also Peter Vis, reflecting the views of the 

Commission, finds it no reason at all, which conflicts with earlier Commission 

statements (COM, 1998b) that secondary benefits are in fact a reason for the EU to 

propose a ceiling on trade (see previous subsection). Another issue is that it is not clear 

to what extent the EU has proposed a ceiling on emissions trading because of some fear 

for market mechanisms. It seems that such fear was limited, but the uncertainties that 

surround these mechanisms did play a role. On the one hand, almost all EU officials, 

including Peter Vis reflecting the views of the European Commission, agree that a limit 

on trade is not proposed, among other things, to prevent too radical policy changes (13 

respondents), imperfect markets (11 respondents) or allocation problems (11 

respondents). On the other hand, uncertainty and risk are said to have played their part 

in the idea of limiting the use of the Kyoto Mechanisms, albeit a minor one, as 2 

respondents call it a major reason and 5 respondents as well as Peter Vis from the 

European Commission label it as a side-issue.   

 From a political perspective, it is interesting to see that the respondents have 

rather different perceptions about the role the EU proposal is intended to or will play in 

wielding negotiating power in the context of CoP6. Negotiating power with respect to 

the flexible instruments or the FCCC process in general is no reason at all for the EU to 

propose a ceiling on trade according to both Peter Vis reflecting the views of the 

Commission as well as 8 and 9 respondents respectively, but this can be doubted for 

five reasons. Firstly, negotiating power with respect to the flexible mechanisms is a 

major reason according to one respondent and a side-issue according to 5 respondents. 

In addition, negotiating power with respect to the FCCC process in general is still a 

major reason according to 2 respondents and a side-issue according to 3 respondents. 

Secondly, previous EU proposals, for instance its proposal dating from 1997 to make 

industrialized countries reduce 15% of their GHGs, were also intended and used as 

bargaining chips, as recognized by the EU itself (COM, 1997: 18). Thirdly, some 

respondents acknowledged that the EU proposal dating from 1999 to restrict trade was 

at least partly developed to put pressure on the US and Russia. In this respect, there is a 
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difference when the respondents are asked about negotiating power in general terms 

(hypotheses 8 and 9) and in specific terms (hypotheses 15 and 16). In general terms, 

most respondents find that the EU proposal was not intended to wield negotiating power 

at CoP6, but in specific terms most respondents (including Peter Vis reflecting the 

views of the European Commission) agree that pressure on the US and on Russia are 

major reasons (each 6 respondents) or side-issues (7 and 6 respondents respectively) in 

explaining why the EU put forward the proposal to limit the use of the Kyoto 

Mechanisms. One respondent even concludes that pressure on the US is the principal 

explanation for the EU position on supplementarity. Fourthly, the EU did not have a 

strong bargaining position to start with, making it more likely that it was in need of 

ways to improve its position, because JUSCANZ countries formed the broader 

‘Umbrella Group’ that also included the Russian Federation and the Ukraine to explore 

the possibility to use Article 4 of the Kyoto Protocol and circumvent the 

supplementarity restrictions under Articles 6, 12 and 17 by means of (a surrogate form 

of) trading under a ‘bubble’ (Oberthür and Ott, 1999: 149). Fifthly, it will be shown in 

the next section that the EU proposal to limit trade was in fact used (intended or not) as 

a bargaining chip during CoP6 Part I and Part II. 

 Besides equity, hot air, compliance and pressure on the US and Russia, there is 

also substantial support for hypothesis 4 on technological innovation through domestic 

action and hypothesis 5 on example-setting for developing countries. Peter Vis, 

reflecting the views of the European Commission, as well as 4 and 5 respondents 

respectively, label them as major reasons for the EU to propose a quantitative ceiling, 

whereas still 8 and 7 respondents respectively call them side-issues. The above analysis 

of the questionnaires thus seems to reveal that the EU has not one, but several reasons 

to propose a ceiling on emissions trading. And although hot air and compliance are 

frequently mentioned explanations, equity is seen by EU officials, perhaps surprisingly, 

as the principal reason behind the EU position on supplementarity.  

The prominence of equity, but also of hot air and political pressure reasons 

behind the EU proposal to restrict trade, is emphasized once more in Table 9.4, where a 

ranking of the hypotheses is performed based on the number of respondents in the 

‘major reason’ and ‘side-issue’ columns of Table 9.3: an ordering is made based on the 

scores in the former column and when two or more hypotheses have equal scores, the 
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scores in the latter column decide which hypothesis ranks higher. The advantage of this 

ranking is its simplicity. The disadvantages are (a) that it does not cluster the 

hypotheses on the basis of their content (as performed in the previous chapter), (b) that, 

although the rank ordering itself is systematic, it constructs the so-called ‘final’ rank 

ordering more or less on an ad hoc basis (that, nevertheless, takes into account the 

‘distances’ between the various scores) and (c) that it does not weigh the different types 

of scores (by explicitly incorporating the ‘no reason at all’ column and/or the ‘principal 

reason’ column). We will tackle these disadvantages hereafter.  

 

Table 9.4 Simple ranking of hypotheses based on empirical scores 

 

‘Final’ rank Rank Hypothesis Score 

1 H2 equity 13 + 1 1 

2 H1 hot air 11 + 3 

 

3 H15 pressure on US 6 + 7 2 

4 H16 pressure on Russia 6 + 6 

 

5 H5 example-setting 5 + 7 3 

6 H4 technological innovation 4 + 8 

 

4 7 H3 compliance 2 + 11 

 

8 H14 uncertainty and risk 2 + 5 

9 H9 negotiating power FCCC 2 + 3 

10 H8 negotiating power flex-mex 1 + 5 

11 H6 liability 1 + 4 

5 

12 H10 climate leadership 1 + 3 
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13 H7 imperfect markets 0 + 3 

14 H12 allocation problems 0 + 3 

15 H13 secondary benefits 0 + 3 

6 

16 H11 incrementalism 0 + 1 

 

Key: 

Hx   = hypothesis x. 

 

Data: 

The scores are based on the number of respondents in the ‘major reason’ and ‘side-issue’ 

columns for each hypothesis in Table 9.3. 

The rank ordering is based on the scores in the ‘major reason’ column of Table 9.3 and when 

two or more hypotheses have equal scores, the scores in the ‘side-issue’ column of Table 9.3 

decide which hypothesis ranks higher.  

The ‘final’ rank ordering is constructed more or less on an ad hoc basis by taking into account 

the ‘distances’ between the various scores (for a more systematic and sophisticated analysis see 

next tables).  

 

 

On a theoretical level, for the sake of transparency, we have clustered the hypotheses 

(ex post) in the previous chapter into a small number of different types of conjectures. 

This appears to nuance the conclusion provided by the EU officials themselves that 

equity is the principal reason behind the EU proposal. Although there are several 

possibilities to form such groups, we have created four clusters of hypotheses which 

supposedly express the EU’s:  

• environmental reasons to restrict emissions trading (hypotheses 1, 3 and 6 on hot 

air, compliance and liability respectively); 

• political-normative reasons to restrict emissions trading (hypotheses 2, 5, 11, 12 and 

14 on equity, example-setting, incrementalism, allocation problems and uncertainty 

and risk respectively); 

• political-strategic reasons to restrict emissions trading (hypotheses 8, 9, 10, 15 and 

16 on negotiating power regarding the flexible instruments, negotiating power 
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regarding the FCCC, climate leadership, pressure on the US and pressure on Russia 

respectively);  

• technological-economic reasons to restrict emissions trading (hypotheses 4, 7 and 

13 on technological innovation, imperfect markets and secondary benefits 

respectively).  

 

On an empirical level, the scores we have calculated for the clusters in Table 9.5 are 

based on the number of respondents for each hypothesis in Table 9.3. The scores are 

weighted in the calculations by multiplying the number of respondents with a factor 2 

when the hypothesis is mentioned as a ‘major reason’, 1 as a ‘side-issue’ and 0 as ‘no 

reason at all’. The sensitivity analysis also contains the mention of the ‘principal  

 

Table 9.5 Theoretical and empirical clustering of hypotheses (ex post) 

 

The EU proposed to limit the use of the Kyoto Mechanisms because of: 

 

Type of reasons 

 

Clustering of 

hypotheses 

Total  

weighted 

score 

Average 

weighted 

score 

Rank 

Environmental  

reasons 

H1, H3, H6 46 
(61) 

15,3 
(20,3) 

1 

Political-normative  

reasons 

H2, H5, H11, H12, H14 57 
(78) 

11,4 
(15,6) 

2 

Political-strategic 

reasons 

H8, H9, H10, H15, H16 56 
(59) 

11,2 
(11,8) 

3 

Technological-

economic reasons 

H4, H7, H13 22 
(22) 

7,3 
(7,3) 

4 

 

Key: 

Hx   = hypothesis x; 

(xx)  = sensitivity analysis. 
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Data: 

The scores are based on the number of respondents for each hypothesis in Table 9.3.  

The scores are weighted in the calculations with a factor 2 for major reason, 1 for side-issue and 

0 for no reason at all (see Table 9.3). The sensitivity analysis includes a factor 3 for principal 

reason in the weighted scores. The average weighted score is calculated as the total weighted 

score divided by the number of hypotheses in that clustering.  

The rank ordering is based on the average weighted scores.  

 

 

reason’, which is weighted with a factor 3. The final rank ordering of the clusters is 

based on the average weighted score for each cluster calculated as the total weighted 

score divided by the number of hypotheses in that cluster. As an example we show the 

calculations of the average weighted score of the cluster of political-normative 

hypotheses (the scores of the other clusters are calculated in the same way): 

 

Calculating scores of clustered hypotheses (example):    (1) 

Major reason: H2 + H5 + H11 + H12 + H14 = 13 + 5 + 0 + 0 + 2 = 20 

Side-issue: H2 + H5 + H11 + H12 + H14 = 1 + 7 + 1 + 3 + 5 = 17 

No reason: H2 + H5 + H11 + H12 + H14 = 0 + 2 + 13 + 11 + 7 = 33 

Total weighted score: (20 x 2) + (17 x 1) + (33 x 0) = 57 

Average weighted score: 57 / 5 = 11,4 

 

Sensitivity analysis (example):       (2) 

Principal reason: H2 + H5 + H11 + H12 + H14 = 7 + 0 + 0 + 0 + 0 = 7 

Total weighted score: (7 x 3) + (20 x 2) + (17 x 1) + (33 x 0) = 78 

Average weighted score: 78 / 5 = 15,6 

 

The empirical analysis based on the ex post clustering of hypotheses assigns the first 

rank to environmental reasons (such as hot air) and the second rank to political-

normative reasons (such as equity) behind the EU proposal on supplementarity (see 

Table 9.5). Political-strategic reasons (such as negotiating power) also play a role, albeit 

a smaller one, whereas technological-economic reasons (such as secondary benefits) are 
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the least important. The sensitivity analysis does not change these ranks. However, it 

was already shown above that the EU officials give equity the first (and not the second) 

rank when they are asked to rank the individual (and not the clustered) hypotheses 

themselves, because the majority of them sees equity as the major and principal reason 

(and hot air as the second reason) behind the EU proposal to restrict emissions trading 

(see Table 9.3 and Table 9.4).6  

Hence, confronting the testing of individual hypotheses with the ex post 

clustering of hypotheses reveals that political-normative reasons, such as equity, are an 

important factor next to environmental reasons, such as hot air, to explain why the EU 

has proposed to restrict the use of the Kyoto Mechanisms. This also confirms, as 

political science literature would expect, that values are important in (climate change) 

politics. In this and the previous subsection we have demonstrated empirically that the 

so-called ‘green’ values on (improving) environmental integrity, reflected in the cluster 

of environmental reasons, as well as equity values, reflected in the cluster of political-

normative reasons, play a significant role in explaining the desire of European policy-

makers to restrict trade.  

However, the clustering of hypotheses in Table 9.5 does not make a distinction 

between the different Kyoto Mechanisms. Such a distinction, as argued in the previous 

chapter, would be relevant to find out why the economically superior alternative of 

permit trading ranks low in the political hierarchy. Therefore, an additional clustering 

and empirical test is performed in Table 9.6 that makes a differentiation between (a) 

objections of EU policy-makers against the Kyoto Mechanisms in general and (b) those 

against permit trading under IET Article 17 in particular.  

Contrary to permit trading under IET Article 17, as explained in other chapters, 

JI and CDM projects do not only avoid the mobilization of hot air (and generate real 

reductions if they are additional), but they are also incremental as they avoid the 

allocation problem of (re)distributing property (or user) rights. In line with these earlier 

                                                 
6 The final rank ordering of the clusters would change if it would have been based on the total weighted 
score for each cluster. Political-normative reasons would become the primary explanatory factor (total 
weighted score of 57), also in the sensitivity analysis, and political-strategic reasons would even end up 
higher than environmental reasons (total weighted scores of 56 and 46 respectively), although not in the 
sensitivity analysis. However, calculating average scores is more desirable as it takes away any 
correlation between the number of hypotheses in a cluster and the total score of that cluster.  
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findings, the previous chapter provided two clusters of hypotheses which supposedly 

express the EU’s objections against permit trading (hypotheses 1, 11 and 12 on hot air, 

incrementalism and allocation problems respectively) and its objections against all 

Kyoto Mechanisms (all remaining hypotheses, including those on equity and 

negotiating power). The empirical analysis based on this particular ex post 

differentiation of hypotheses (which is, obviously, different from the one presented 

earlier) uses the same calculation method as portrayed and explained above. It appears 

that the first rank is assigned to objections against all Kyoto Mechanisms (such as 

equity) and the second rank to objections against permit trading (such as hot air) to  

 

Table 9.6 Theoretical and empirical differentiation of hypotheses (ex post) 

 

The EU proposed to limit the use of the Kyoto Mechanisms because of: 

 

Type of objections 

 

Clustering of 

hypotheses 

Total  

weighted score 

Average 

weighted score 

Rank 

Objections against  

all Kyoto 

Mechanisms 

 

H2, H3, H4,H5, H6, 

H7, H8, H9, H10, 

H13, H14, H15, H16 

152 
(182) 

11.7 

(14) 

1 

Objections against 

permit trading  

 

H1, H11, H12 29 
(38) 

9.7 
(12.7) 

2 

 

Key: 

Hx   = hypothesis x; 

(xx)  = sensitivity analysis. 

 

Data: 

The scores are based on the number of respondents for each hypothesis in Table 9.3.  

The scores are weighted in the calculations with a factor 2 for major reason, 1 for side-issue and 

0 for no reason at all (see Table 9.3). The sensitivity analysis includes a factor 3 for 
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principal reason in the weighted scores. The average weighted score is calculated as the total 

weighted score divided by the number of hypotheses in that clustering. 

The rank ordering is based on the average weighted scores.  

 
 

explain the EU proposal on supplementarity (see Table 9.6). The sensitivity analysis 

does not change these ranks. This means that the Europeans primarily developed their 

proposal to restrict the use of all Kyoto Mechanisms, rather than just one of them.  

This empirical result also suggests that an analysis of the EU proposal on 

supplementarity, although it can reveal cultural objections against unrestricted use of 

the Kyoto Mechanisms, is not suitable to explain why the economically superior 

alternative of permit trading ranks low in the political hierarchy. However, two 

observations must be made to nuance this view. First, the difference between the 

average weighted scores for the different types of objections is not high (a score of 11.7 

for all mechanisms compared to a score of 9.7 for permit trading), which indicates that 

objections against permit trading, albeit not dominant, still played a considerable role in 

the EU negotiating position on limiting trade. Second, on a theoretical level, we have 

been able to identify specific objections against permit trading, not against any of the 

credit-based approaches in particular. On an empirical level, one of these arguments 

against permit trading that lead the EU to propose a limited use of the Kyoto 

Mechanisms, namely the hot air hypotheses, turned out to be highly relevant, ranking 

first in the content analysis of EU documents and second in the opinion analysis of key 

EU officials. The other two hypotheses associated with permit trading, however, namely 

those on incrementalism and allocation problems, although mentioned in EU 

documents, hardly gained support among these officials (although direct support had 

been found in the EU documents for the former hypothesis and indirect support for the 

latter).  

The empirical relevance of the hot air hypothesis in the survey among high-level 

officials makes it reasonable to conclude that objections against permit trading are not a 

dominant, but still a significant factor to explain the initial wish of the EU to 

quantitatively restrict the use of all Kyoto Mechanisms. The empirical relevance of 

equity values and environmental values underline that political culture, followed by  
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political-strategic considerations, is the primary explanation of the EU proposal on 

supplementarity.   

 

9.3.3 Analysis of questions on supplementarity among key EU officials 

 

In the questionnaire, the respondents were not only asked to judge the explanatory 

power of the sixteen hypotheses, but they were also invited to answer a set of (ten) 

additional questions on supplementarity. Just to mention some examples, these are 

questions about the content of the EU proposal and the expected amount of hot air, the 

impact on developing countries, the role of the nuclear energy lobby and the idea of a 

minimum carbon price, among other things. This subsection analyses the answers to 

these questions (which were not directly intended to test the hypotheses as performed in 

the previous subsection). Recall from the previous section that 41 questionnaires have 

been sent (prior to CoP6 Part I) to several EU officials involved in climate change and 

emissions trading from the environmental ministries of the EU Member States and the 

European Commission, whereas only 15 of them have been returned, so that 

conclusions should be drawn cautiously.   

 A surprising result of the empirical analysis (related to the additional questions 

on supplementarity in the questionnaire) is that the interviewed key officials throughout 

the EU are strongly divided on the issue as to whether a concrete ceiling should be 

placed on the use of the Kyoto Mechanisms. To avoid that the officials would simply 

duplicate the official EU position, this was the only question in the questionnaire in 

which we asked them for their personal opinion. In a personal capacity, almost half of 

the interviewees (7 respondents) indicated that supplementarity should be achieved 

‘quantitatively’ through a ceiling on emissions trading similar to the EU proposal, but 

the other – albeit smaller – half (6 respondents or 40%) pointed out that – more in line 

with the opinion of the JUSCANZ countries – supplementarity should be advanced 

‘qualitatively’ through internationally agreed requirements with respect to domestic 

climate policy (like the requirement to demonstrate adequate efforts to control 

emissions, for instance via tighter energy efficiency norms). One respondent preferred 
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to combine a quantitative ceiling with qualitative requirements.7 Interestingly, Peter Vis 

reflecting the views of the European Commission did not answer this particular and 

highly relevant question.  

The withdrawal of the US from the Protocol in March 2001 was an external 

shock that reduced the bargaining power of the EU, because the other JUSCANZ 

countries could make a credible threat to make a similar move if the EU continued to 

insist on a quantitative ceiling. The fact that about half of the interviewed officials 

personally do not support the official European proposal for a concrete ceiling points to 

internal differences within the EU which could further undermine its bargaining power. 

This also means that the JUSCANZ countries had some opportunity to try to exploit 

such underlying differences within the European environmental bureaucracy. Because 

the officials prepare the policy and negotiating positions of their Ministers, the 

JUSCANZ countries – in the end – may not have had much difficulty in convincing 

relevant EU Ministers of the arguments against a ceiling (despite their unanimous 

decision, if only or partly for reasons of bargaining power, to propose a ceiling on trade 

in the negotations), because half of their officials was already convinced – even before 

the withdrawal of the US.  

However, it is difficult to judge to what extent the EU decision-makers from the 

different Member States have supported or opposed the official EU proposal to limit 

emissions trading internally before, during and after CoP6. On the one hand, the doubt 

among European policy-makers about the official EU proposal seemed to be reinforced 

by the fact that almost half of the interviewees (6 respondents) – even including Peter 

Vis reflecting the views of the European Commission – agreed, and the other albeit 

larger half did not agree (9 respondents), that a ceiling on trade unnecessarily limits 

potential cost savings as well as potential revenues for developing countries and 

countries with economies in transition. On the other hand, most of them (12 

respondents), including Peter Vis reflecting the views of the European Commission, 

strongly disagreed with the idea that a quantitative ceiling on trading would be 

                                                 
7 One of the interviewees remarked that qualitative requirements are acceptable as long as they attain the 
desired effects (presumably on domestic action). Another respondent noted that qualitative requirements 
are preferable because a quantitative ceiling has an uncertain effect on policies and measures as well as 
on energy efficiency. Finally, one respondent found that those who do little in policies and measures 
could be named (and shamed). 
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undesirable because (among other things) it would raise the costs of reducing emissions, 

rejecting the reasoning that the trade restriction would make it more difficult for Parties 

to adopt ambitious targets in a second commitment period or make it harder for new 

countries to join the set of Annex B Parties. Rather the opposite, several respondents 

claimed. Three respondents clarified – in different wordings – that by limiting the use of 

the Kyoto Mechanisms as in the EU proposal one also limits the purchase of hot air, 

which implies more domestic action and thus a lower (emissions) starting point for the 

next negotiations, so that more ambitious targets can be set in a second commitment 

period.  

 Although 2 respondents explicitly stated that they did not want to make 

predictions about the amount of hot air to be traded during the first commitment period 

because of its inherent uncertainty, the other 13 respondents were convinced that hot air 

will constitute a major part (more than 20%) of emissions trading. This could be 

interpreted as a rather pessimistic estimate compared to more optimistic figures that can 

be found in some model surveys in which hot air projections vary between practically 

zero to almost 25% of the Kyoto commitments (Haites, 1998). Nevertheless, the rather 

pessimistic estimate of the respondents seems to be in line with the hot air concern 

expressed in several EU documents (which have been analyzed in a previous 

subsection). However, most EU officials (10 respondents), including Peter Vis 

reflecting the views of the European Commission, also agreed that (not so much the 

economic inclusion of emissions trading, but rather) the distributional inclusion of hot 

air in the Kyoto Protocol was necessary for the US to initially accept an internationally 

agreed emission reduction commitment (while 3 respondents disagreed and 2 did not 

answer the question).  

In his sequential bargaining model, Dupont (1994) points to the importance of 

(creating) perceptions. An actor can obtain negotiating power if it successfully 

convinces the other actors, or makes them believe, that it has fixed domestic constraints 

which reduce its international bargaining space. Similarly, the fact that most of the 

consulted key EU officials view hot air as an important environmental problem, but at 

the same time realize that this hot air has been a political and economic precondition for 

the US to accept a significant emission reduction target is good news for the bargaining 
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position of the US and the other JUSCANZ countries. It would probably be more 

difficult for them to ‘preserve’ the already negotiated hot air if the EU had no 

understanding for such concerns. The European political and economic perceptions thus 

also make it more difficult for the EU to convincingly plead for an environmental limit 

on the use of hot air (for instance by means of a quantitative restriction on all Kyoto 

Mechanisms).  

 The prominent position of equity in the explanation of the EU proposal as 

discovered in the analysis of the hypotheses in the previous subsection is reconfirmed in 

a separate question to which – presumably the same – 13 EU officials consistently 

answered (compare with Table 9.3) that a ceiling on emissions trading promotes 

international equity or responsibility because it will force Annex B Parties to ‘clean up 

their own mess’ by reducing emissions domestically. Only 2 respondents disagreed with 

this line of reasoning and one of them expressed the neo-classical economic view that 

equity would be achieved through equalisation of marginal costs. For reasons of equity 

and hot air, a vast majority of the interviewees (13 respondents) also disagreed with the 

view that a ceiling on trade should only apply to the CDM (because the Annex B 

emission cap would not change from emissions trading). One respondent noted that a 

ceiling on the CDM is not politically acceptable and another respondent said that 

limiting only the CDM would be undesirable, because it would not restrict hot air. 

Based on the perception that non-economic motivations played a role in the EU 

position, some observers have aired the doubtful idea that the EU proposal to restrict 

trade could only be put forward because too few economists and too many lawyers and 

engineers were involved.8 However, this conjecture was unanimously and thus 

convincingly rejected by 12 respondents (whereas the other 3 respondents said that they 

did not know). Interestingly, one respondent even remarked that many economists were, 

in fact, involved. Nevertheless, another respondent added that political interests (rather 

than economic motivations) have mainly shaped the EU proposal. There was also 

unanimous agreement among all 15 respondents that these political interests, and thus 

                                                 
8 A comparable view that is, however, not related to the EU proposal to restrict trade, but to signs in the 
environmental bureaucracy that point in favour of credit and government trading, can be found in Boom 
and Svendsen (2000a: 562) who contend that bureaucrats with an economic background will prefer 
private trading and bureaucrats with a technical background will prefer government trading and credit 
trading.  
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the EU position on emissions trading, have not been influenced by the nuclear energy 

lobby who tries to promote nuclear energy as a climate friendly energy source. 

Given the perception that there were not too few economists involved in shaping 

the EU proposal, it is interesting that most EU officials (11 respondents) cautiously 

think that it is a good idea to set a minimum carbon price in order to stimulate 

technological innovation and reduce uncertainty (as proposed by some authors in 

different contexts, such as Hourcade and Le Pesant (2000) and Rolfe et al. (1999)). 

Only a minority of 4 respondents was against the idea of a minimum carbon price. 

Nevertheless, this question also elicited many reactions and nuances from the officials 

across Western Europe. Two respondents expressed their views with doubt and one 

respondent indicated that his/her view was no definitive position yet. Two respondents 

admitted that a minimum carbon price is difficult to implement in practice. One 

respondent emphasized that a minimum carbon price should be advanced in particular 

to stimulate equity (towards early movers in the Annex B region and towards 

developing countries in the case of the CDM). A particular respondent called a 

minimum price even a good alternative for the EU proposal to limit trade, although 

another feared that this could also trigger an undesirable discussion on a maximum 

permit price.9 Finally, one respondent noted that a minimum price is not necessary if the 

hot air from Russia and the Ukraine is controlled.  

 Because no agreement was reached on the Kyoto Mechanisms at CoP6 Part I in 

The Hague in 2000 largely as a result of the supplementarity issue (according to Churie 

et al., 2000), the EU indicated, already at the start of CoP6 Part II in Bonn in 2001, to 

be willing to make compromises (as noted in Hanks et al, 2001a). The analysis above 

makes clear that this can be explained by both external and internal factors. Firstly, it is 

known that there was external pressure on the EU to leave its supplementarity proposal, 

because the US had already withdrawn from the Protocol and there was the danger that 

others might follow. Secondly, we have demonstrated in this subsection that there was 

also some internal pressure within the EU, at least on the level of the bureaucracy, given 

                                                 
9 Barker et al. (2001) prefer a tax to set a maximum price, while polluters could opt-in for trading. 
Shogren and Toman (2000) prefer to do it the other way around by setting a maximum permit price after 
which a tax becomes effective once this price level is exceeded. Anderson et al. (1999b) advice to start 
with a price ceiling that gradually escalates over time to take away initial price uncertainties.  
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that almost half of a number of high-level EU officials interviewed disagrees with the 

EU proposal to quantitatively limit the use of the Kyoto Mechanisms. Moreover, 

although they prepare but do not make the final political decisions, it appeared that 

these key civil servants see hot air as a major environmental problem, but at the same 

time recognize that the US would probably not have accepted (and will not ratify) the 

Kyoto Protocol without it. Next to hot air, the separate analysis in this subsection (not 

directly linked to the hypothesis testing) reconfirms the importance of equity in 

explaining the content of the EU proposal on supplementarity. Although both the 

aforementioned external and internal factors have reduced the bargaining power of the 

EU, the Europeans were not completely unsuccesful at CoP6 Part II, which will be 

discussed hereafter. In the next section it will also be illustrated that not only EU 

officials (as proven empirically in this section), but also EU politicians were to some 

extent internally divided on the supplementarity issue. 

 

9.4 Bargaining Power, Issue Linkages and Two-Level Games 

 

An additional albeit less systematic test for the hypotheses on negotiating power is the 

observed behaviour of the EU and other FCCC Parties at the negotiations of CoP6 

itself. We start by analyzing CoP6 Part I, which was held in The Hague from 13 to 25 

November 2000. The participating governments intended to take decisions (among 

other things) on the institutional details of the Kyoto Mechanisms at this meeting, for 

instance with respect to the issue of supplementarity, but they failed to do so and 

postponed the negotiations to July 2001 under the name of CoP6 Part II, eventually held 

in Bonn from 16 to 27 July, which will be analyzed next.  

Most respondents to our questionnaire claimed that the EU proposal was not intended to 

wield negotiating power. However, this can be doubted for four reasons. Firstly, 

previous EU proposals, for instance its proposal dating from 1997 to make 

industrialized countries reduce 15% of their GHGs, were also intended (and used) as 

bargaining tools, as recognized by the EU itself (COM, 1997: 18). Secondly, as 

demonstrated in a previous subsection, some respondents acknowledged that the EU 
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proposal dating from 1999 to restrict trade was at least partly developed to put pressure 

on the US and Russia. Thirdly, the EU did not have a strong bargaining position to start 

with, making it in need of ways to improve its position, because JUSCANZ countries 

explored the possibility together with the Russian Federation and the Ukraine in the 

‘Umbrella Group’ to circumvent the supplementarity restrictions by means of trading 

under ‘bubble’ Article 4 (Oberthür and Ott, 1999: 149). Fourthly, as will be 

demonstrated below, the EU proposal to limit trade was in fact used (intended or not) as 

a bargaining chip during CoP6 Part I and Part II.  

 

9.4.1 Bargaining behaviour of the EU at CoP6 Part I 

 

At the end of the first week of CoP6 Part I, held in The Hague from 13 to 25 November 

in 2000, the President of CoP6, Jan Pronk from the Netherlands, recognized: ‘The 

Ministers understand the linkages between the various issues and have to make the 

deals for a political package’ (CoP6, 2000). To the dissatisfaction of some European 

negotiators, Pronk also noted that the 50% ceiling on trade as proposed by the EU is 

negotiable and could be turned into a conditional ceiling (Volkskrant, 2000a: 3). In the 

authoritative and detailed summary of CoP6 Part I in the Earth Negotiations Bulletin, it 

is noted that the Parties failed to agree on the elaboration of the Kyoto Mechanisms 

during the first week, mainly (but not only) due to the issues of supplementarity and 

sinks (Churie et al., 2000: 12, 17). In the second week, both during the formal and 

informal plenary on Tuesday 21, the EU insisted that the use of the Kyoto Mechanisms 

must be balanced with domestic action, but did not repeat its demand for a 50% 

quantitative ceiling (e.g. Wallström, 2000).  

At the same time, an issue linkage developed between supplementarity of the 

Kyoto Mechanisms and sinks under the CDM. The EU stressed the environmental 

uncertainty of sinks and wondered whether current methodologies are sufficiently 

developed to make sure that the carbon sequestration of a CDM sinks project can be 

calculated and monitored adequately. The US and the other JUSCANZ countries 

highlighted the cost-effectiveness of sinks and argued that such options are necessary to 
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minimize the economic impact of its GHG emission reduction target.10 Just like an 

exclusion of sinks from the CDM, a quantitative ceiling on trade as preferred by the 

Europeans would increase overall costs and the Americans stressed that the latter would 

constitute a renegotiation of the Protocol.11  

However, as the second week progressed, the EU gave the sign that it was 

willing to abandon its proposal of a quantitative ceiling. On Wednesday 22 November 

2000, Minister Kawaguchi from Japan (leading an informal group established the day 

before) reported that the EU had expressed interest in a possible qualitative ceiling 

(Churie et al., 2000: 12). Presumably, for the sake of the environment, the EU rather 

had the US and the other JUSCANZ countries ‘on board’ of the Protocol than no 

agreement at all. Interestingly, contrary to the general EU position and more in line with 

US preferences, some EU Member States (such as Sweden and Finland) also signalled 

some willingness to allow for sinks under the flexible mechanisms (Volkskrant, 2000b: 

6). Partly on the basis of these divisions and shifts, Pronk tried to formulate a potential 

compromise in his President’s Note of Thursday 23, which roughly stated that Annex B 

Parties should meet their commitments ‘primarily through domestic action’ to 

accommodate concerns of the EU and developing countries, while allowing for sinks 

under the CDM to accommodate the American demands (cf. Pronk, 2000). To reduce 

the risk of overselling, the Note also required Parties to retain 70% of their assigned 

amounts in their national registries (or a portion determined on the basis of projected or 

recent emissions).  

In the meantime, UK Deputy Prime Minister John Prescott almost struck a deal 

with the US in which the initial and official EU position on supplementarity and sinks 

was abandonned, since no quantitative ceiling would be imposed and sinks would be 

allowed (cf. Churie, 2000: 18). However, this international deal turned out to be 

unacceptable for other EU Member States, notably for France and Germany, which can 

                                                 
10 The developing countries did not operate as a unitary actor on the issue of sinks as their (perception of) 
interests differed. In general, the Latin American and African countries supported sinks under the CDM 
to attract extra investment flows, but China and India argued against sinks, among other things because 
technology-oriented CDM projects (for instance in China) could be crowded out from the carbon market 
due to the competition of cheaper sinks projects (for instance in Latin America).  
  
11 Some developing countries even stated to favour a quantitative ceiling higher than the initial EU 
proposal, such as 70% (Indonesia) or 55% (Saudi-Arabia), although the latter Parties also indicated that 
these percentages could be lowered under ‘certain’ (unspecified) conditions. 
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be explained on the basis of domestic politics. Voynet (the EU delegation leader) from 

France and Trittin from Germany did not only share the similarity that they were each 

Minister for the Environment in a large and influential EU country, but they also both 

originated from a left-wing and nature-oriented Green party. Such parties favour energy 

savings over sinks and prefer domestic action over market mechanisms or trade in hot 

air. In order not to run the risk of being punished by their green voters in the next 

national parliamentary elections, they turned down Pronk’s as well as Prescott’s 

attempts to obtain an agreement, which even resulted in a public conflict between 

Prescott and Voynet (Volkskrant, 2000c: 4).  

The link between domestic and international bargaining politics is also the 

subject of two-level game theory. This theory does not only consider domestic politics 

to explain the international behaviour of states, it also hypothesizes, following a 

conjecture by Schelling (1960), that negotiators use domestic political restraints to exert 

bargaining power at the international level. By tying its hands domestically, for instance 

by posing strict parliamentary ratification demands, a government may gain bargaining 

leverage abroad. In his seminal article, Putnam (1988) argues that international 

negotiators are not only involved in an international bargaining game, but also engage 

simultaneously in a domestic bargaining game, for instance with members of the 

parliament or with interest groups.  

At first glance, it seems reasonable to presume that the US followed such a 

strategy of ‘tying hands’ before and during CoP6 Part I. Indeed, American negotiators 

have pointed at the Byrd-Hagel Resolution which was unanimously adopted (95-0) by 

the US Senate on 25 July 1997 (e.g. Carpenter et al., 1998: 13). The US Senate stated 

that they would not ratify the Kyoto Protocol if the developing countries would remain 

excluded from binding emission targets and if the US economy would be seriously 

harmed. The US negotiators referred to this domestic ratification constraint to plead, 

among other things, in favour of developing country targets and unrestricted use of the 

Kyoto Mechanisms (contrary to the views of the EU).12 

                                                 
12 Frank Loy, head of the US delegation at CoP6 Part I, said: ‘Nations can only negotiate abroad what 
they believe they can ratify at home. (...) The United States is not in the business of signing up to 
agreements it knows it cannot fulfil’ (Loy in: Müller, 2000: 9).  
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However, Putnam’s (1988) theory also suggests that negotiators at the same time 

exploit the international game at home by creating favourable domestic coalitions and 

constraints. This does not seem to be the case. Rather, it appears that the US negotiators 

acted as if the ratification constraints at the domestic level were constant parameters, 

imposed by the democratic process (albeit used to their advantage), when bargaining 

internationally. Similar empirical observations were also established in studies of two-

level games dealing with other bargaining issues (e.g. Dupont, 1994). To our 

knowledge, the EU did not point at domestic ratification constraints in the negotiations, 

presumably because there are fifteen Member States with (partly) different 

parliamentary preferences. Instead, to speak with one voice, the EU countries usually 

referred to their common positions, such as those on supplementarity, agreed upon in 

earlier intra-EU negotiations. However, it is important to realize here that it has not 

been our objective in this subsection (or chapter) to test conjectures about two-level 

games and US bargaining strategies in climate change negotiations. More detailed and 

systematic research, both theoretically and empirically, would be required to do so. 

Rather, we make an attempt here to show that domestic politics, for instance in EU 

Member States and in the US, played a crucial role in determining the breakdown of the 

international negotiations of CoP6 Part I.   

 

9.4.2 Bargaining behaviour of the EU at CoP6 Part II 

 

Because the governments did not reach an agreement on the Kyoto Mechanisms, they 

decided to resume the negotiations at CoP6 Part II, which was held in Bonn from 16 to 

27 July 2001. Before this meeting took place, the Americans withdrew from the Kyoto 

Protocol in March 2001, because the developing countries were still exempted from an 

emission ceiling and because the Kyoto target would harm the US economy (Bush, 

2001). The fact that no agreement had been reached at CoP6 Part I largely as a result of 

the supplementarity issue also reveals that the attempt of the EU (as well as some 

developing countries) to propose a cost-raising quantitative restriction on the use of the 

Kyoto Mechanisms had not exactly stimulated the US to support the Kyoto Protocol.  
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The withdrawal of the US meant that one player of the JUSCANZ coalition, or 

of the broader ‘Umbrella Group’ that also included the Russian Federation and the 

Ukraine, was already lost. Presumably to prevent that others would follow, the EU 

stated at the start of CoP6 Part II (during the so-called High-Level Segment on 

Thursday 19 July 2001) that it was ‘ready for compromises’, as noted in the Earth 

Negotiations Bulletins (Hanks et al., 2001a: 3; 2001b: 2). Where the EU proposed to 

restrict trading, keep sinks out of the CDM and refrain from nuclear energy, countries 

like Canada, Australia and the Russian Federation repeated their wish, among other 

things, to be able to use efficient and accessible market mechanisms as well as all types 

of sinks and nuclear energy to keep compliance costs low (e.g. Hanks et al., 2001a: 3).  

In the beginning of 2001, Kok Kee Chow, Chairman of the CoP6 Working 

Group on the Kyoto Protocol Mechanisms, recognized that ‘(…) supplementarity was 

the major issue that required political agreement as it applies to all three Kyoto Protocol 

mechanisms’ (Chow, 2001: 1). For the latter reason, the EU proposal to restrict the use 

of all Kyoto Mechanisms could be seen as a clever political-strategic move that 

generated some bargaining power for the European negotiators that had a weak 

bargaining position to start with (as explained before). Moreover, Chow acknowledged 

that there was a link between supplementarity on the one hand and sinks as well as 

compliance on the other: ‘Some Parties would only decide the supplementarity issue 

after they had fully considered related issues such as the compliance mechanism and 

land use, land-use change and forestry’ (Chow, 2001: 1).  

In April 2001, before the start of CoP6 Part II and shortly after the US 

withdrawal, CoP6 President Pronk presented new proposals, which had been developed 

on the basis of ‘(…) in-depth consideration of the comments received from Parties on 

my informal note of 23 November 2000 and extensive bilateral consultations’ (Pronk, 

2001: 1). On supplementarity, where we can see the hand of the JUSCANZ countries, 

he did not mention a quantitative ceiling on trade, but proposed that Annex B Parties 

should meet their commitments ‘chiefly through domestic action’. Nevertheless, where 

we can see mainly the hand of the EU, he also proposed, roughly, that the use of sinks 

should not exceed 50% of a Party’s emission reduction target, among other things. To 

reduce the risk of overselling, he proposed a commitment period reserve, to be retained 

in the national registry, that should not drop below 90% of a Party’s assigned amount 

 444



Part IV   Cultural Barriers and Opportunities 

(or five times its most recently reviewed inventory, whichever is lowest), instead of the 

less stringent 70% he had proposed at CoP6 Part I.  

On Thursday 19 July 2001, President Pronk encouraged the governments to 

approach the issues with ‘political eyes’ by taking a step back to consider the options of 

other groups and those outlined in his proposal, by viewing each issue as a possible 

element of an overall deal and by thinking in terms of the full package and make 

decisions accordingly (Hanks et al., 2001b: 2). By doing so, he basically called for 

exchange and compromise on political issues, such as supplementarity. On Friday 20 

July 2001, Ministers and high-level officials met throughout the day to continue 

negotiations in closed meetings (Hanks et al., 2001c: 2). The delegates considered four 

options regarding supplementarity. Interestingly, these included the ‘no elaboration’ 

provision as desired by the JUSCANZ countries, but a 50% ceiling on trade as roughly 

proposed by the EU was already no longer part of the options discussed. In the 

afternoon of Saturday 21 July 2001, these Ministers and officials met in a plenary 

meeting of the so-called President’s Group. There, Minister Hodgson from New 

Zealand (reporting on his consultations on the mechanisms) said that the EU had 

‘moved big distances’ on supplementarity (Hanks et al., 2001d: 1).  

The EU did not emerge as the winner in the negotiations: ‘Ironically, many of 

the deals struck in Bonn fell in the direction the US has long favored’ (Kopp, 2001: 1). 

Supposedly to keep countries like Canada, Australia and the Russian Federation on 

board of the Protocol, the EU gave up its proposal for a quantitative ceiling on trade and 

accepted the unspecified requirement that domestic action shall be a ‘significant 

element’ of Annex B countries’ climate policy (CP, 2001a: 7). The EU also explicitly 

agreed that sinks will be used. Moreover, by leaving its supplementarity proposal that 

would have restricted the use of hot air, the EU also implicitly had to accept that hot air 

would be traded. Both the external and internal factors discussed above (such as the 

withdrawal of the US as well as the differences in opinion among European officials – 

although politicians tried to keep their own ranks closed – about the desirability of the 

EU proposal on supplementarity) have reduced the bargaining power of the EU, which 

forced them to give in more than others.  

In this context, however, it must be stressed once more that high-level officials 

are not politicians. Although these officials are likely to have had an influence on their 
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Ministers, because they prepare their decisions, as well as on the negotiations, because 

Ministers and high-level officials met several times during CoP6 Part I and Part II to 

continue negotiations in closed meetings (e.g. Hanks et al., 2001c: 2), future empirical 

research must establish to what extent key officials in the EU actually had such an 

influence. In addition, the empirical observations in our study of the bargaining history 

of CoP6 illustrate that the EU was to some extent internally divided, not only on the 

level of officials, but also on the level of Ministers. Although the EU Ministers tried to 

close their ranks, in which they succeeded before but only partly during CoP6 Part I, 

more research could be carried out to see whether decision-makers in the EU were just 

as divided on supplementarity as the high-level officials that work for them.    

However, the Europeans were not completely unsuccesful at CoP6 Part II: the 

use of sinks has been restricted and the use of hot air has been specified indirectly via 

the so-called compliance reserve (as discussed in earlier chapters), while the use of 

nuclear energy under JI or the CDM has been ruled out completely (CP, 2001a: 8-12). 

To be more precise, the EU obtained the following favours in return for abandonning 

their proposal to restrict trade. First, the total of subtractions from and additions to a 

Party’s assigned amount resulting from CDM afforestation and reforestation projects 

shall not exceed 1% of its base-year emissions. Forest management (aimed at 

(re)planting trees), which is excluded from the CDM, is restricted for JI projects by 

quota set for each individual Annex B country. Second, each Annex B Party shall 

maintain a reserve during the commitment period that should not drop below 90% of its 

assigned amount or 100% of 5 times its most recently reviewed inventory, whichever is 

lowest. The implication is roughly that a hot air country (in fact any country) is allowed 

to sell 10% of its hot air without any repercussions. More hot air can only be traded if 

and to the extent that its reviewed emissions are lower than 90% of its assigned amount. 

Third, Annex B Parties are to refrain from using ERUs or CERs generated from nuclear 

facilities to meet their commitments.13  

A comparison of these outcomes of CoP6 Part II with the initial EU and 

JUSCANZ preferences as discussed before demonstrates that the Europeans suffered a 

                                                 
13 Moreover, decisions were made on compliance, which became an important (albeit unfinished) issue at 
CoP6 Part II and were later worked out in more detail at CoP7 in Marrakesh in 2001, as already 
discussed in the third chapter. 
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partial and not a total defeat: some of the environmental concerns of the EU were to 

some extent accommodated at CoP6 Part II – no more, no less. On the one hand, it is 

unlikely that these small successes for the EU would have been possible without their 

initial proposal to quantitatively restrict trading. Although this proposal was completely 

swept away, it probably enabled the Europeans to get some favours in return, although 

the possible threat of countries withdrawing from the Protocol, which was turned into a 

credible threat after the US had actually made such a move, undermined the bargaining 

power of the EU that was (and still is) eager to see broad participation of both 

industrialized countries and countries with economies in transition in international 

climate policy.  

On the other hand, only if the hypothesis is correct (which is not tested in this 

chapter and can be a topic of future research) that there is a direct relation between the 

EU proposal to restrict trade and the US withdrawal from the Kyoto Protocol (although 

the US government officially mentioned other reasons to retreat, as discussed above, 

namely that the developing countries were still exempted from an emission ceiling and 

that the Kyoto target would harm their economy (Bush, 2001)), there is more room for 

critics to argue that the EU played an unsuccessful, myopic and even environmentally-

unfriendly bargaining strategy. Böhringer (2002), for instance, calculated that the Kyoto 

agreement, assuming US participation and full trading, would have resulted in a total 

CO2 cut of 3.8% with sinks or 5.8% without sinks in 2010 compared to business-as-

usual emissions. The proposed EU ceiling on trade, which envisaged US participation, 

would have resulted in a reduction of 7.3% with sinks and somewhere around 9% 

without sinks. However, the situation after CoP6 Part II is that the US has withdrawn 

and that the EU has agreed to full trading, which will result, according to Böhringer 

(2002), in a reduction of 0%. In other words, the EU may have partially developed its 

proposal on supplementarity to strengthen its bargaining position, as was shown in the 

previous section, but only if there is a direct relation with the US withdrawal, it could 

be emphasized that its strategy of bringing forward a proposal to restrict trade failed to 

bring about global emission reductions.    

The US withdrawal from the Kyoto Protocol did lead to favourable outcomes for 

the Americans at CoP6 Part II, but can not be interpreted as an intentional strategy of 
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‘tying hands’ to obtain bargaining power, precisely because the US withdrew and can 

not enjoy the favours obtained. Its decision can only be interpreted as a Putnam-like 

strategy if it assumed that the US consciously constructed a ‘masterplan’ to, first, leave 

the Protocol, then obtain favours resulting from the threat power of like-minded 

countries and, finally, join the Protocol again (in the future). This assumption is highly 

doubtful, not only because the American presidency turned from Democratic (Clinton) 

to Republican (Bush) after the – chaotic and much debated – elections of 7 November 

2000, but also if the reasons for its withdrawal, such as the objections against the 

absence of emission targets for developing countries, are genuine. Nevertheless, this 

part of the story shows that domestic politics may have a considerable, even decisive, 

impact on international (climate change) negotiations.  

The EU not only wanted to keep the other JUSCANZ countries on board of the 

Protocol for environmental reasons, but the Europeans were also more willing to make 

compromises for political-strategic reasons, namely to show the world that it does not 

need the US to obtain international (environmental) co-operation. Although the EU had 

lost its struggle for limiting the use of the Kyoto Mechanisms because it was deprived 

of much of its negotiating power for reasons explained before, Environment 

Commissioner Wallström of the EU underlined its aspirations for climate leadership by 

claiming shortly after the deal was made at CoP6 Part II: ‘I think something has 

changed today in the balance of power between the US and the EU’ (in: Hanks et al., 

2001a: 14).  

It follows from this negotiating history of CoP6 Part I and Part II that the EU 

used its proposal of a quantitative ceiling on trade as a bargaining chip, since it was 

willing to give it up and accept qualitative supplementarity requirements in exchange 

for favourable compromises – such as restrictions on the use of sinks – by the US and 

other JUSCANZ countries. This reduces the credibility of those respondents who have 

claimed (as noted in a previous subsection) that the EU proposal was not intended to 

exert bargaining power, also because some EU officials acknowledged that the EU 

proposal was partly (or even principally) developed to put pressure on the US and 

Russia. The fact that the proposal was used as a bargaining chip makes it less likely that 

it was not intended as such at all (unless we would make the almost denigratory 

assumption that those decision-makers who developed the proposal were myopic and 
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did not have any knowledge or expectations about ‘giving and taking’ in international 

bargaining among sovereign states).  

Although more research of the bargaining process would be required, mainly 

with respect to the question how much influence the officials have been able to exert on 

their Ministers before and during CoP6, our brief analysis of the negotiating behaviour 

of the EU provides some additional support for the hypotheses on negotiating power, in 

particular hypothesis 8 regarding the Kyoto Mechanisms. Moreover, the empirical 

observations above illustrate once more that the EU is to some extent internally divided, 

not only on the level of officials as discovered in previous subsections, but also on the 

level of Ministers. The EU Ministers tried to close their ranks in which they succeeded 

before but only partly during CoP6. In addition, the negotiating history of CoP6 

demonstrates that domestic politics, for instance in EU Member States and in the US, 

played a crucial role in determining the outcome of these international environmental 

negotiations.   

 

9.5 Indications of Cultural Change? 

 

Although Licht (2001: 200) only characterizes culture as being resistant to change (like 

an ‘old mother’, he says), we argued in the second chapter that values can not only act 

as cultural barriers to the implementation of the Kyoto Mechanisms (e.g. Banuri et al., 

2001: 45), but can also act as opportunities if their content is favourable to change and 

supports the realization of such market-based policy instruments. Has culture changed 

in favour of these instruments? Below we will only identify and discuss some first 

indications, because our research was not designed to find cultural change. The key EU 

officials were only interviewed once and although our analysis of EU documents and 

EU bargaining behaviour was cross-temporal, it was designed to find the cultural 

objections against emissions trading, not to find cultural change in favour of it. 

Nevertheless, the content of these documents as well as the negotiating history on 

supplementarity do appear to show some signs of cultural change, which (does not 

ensure but) contributes to the acceptance and implementation of the Kyoto Mechanisms. 

If and to the extent that such cultural change has occurred with respect to the 
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economically superior alternative of tradeable permits, it would mean, using the 

terminology of the second chapter on lock-in theory, that the switching costs of permit 

trading have decreased.  

 

9.5.1 Cultural change, external ‘shocks’ and learning 

 

With respect to market-based environmental policy instruments in general, Stavins 

(2002: 1) writes that the concept of using market forces to protect the environment ‘(…) 

has gone from being politically anathema to politically correct’. He writes that although 

‘(…) the political world has been slow to embrace the use of market-based instruments 

for environmental protection, (…) market-based instruments have moved center stage, 

and policy debates look very different from the time when these ideas were 

characterized as “licenses to pollute” or dismissed as completely impractical’ (Stavins, 

2002: 14-15). We will demonstrate below that Stavins’ claims are largely correct, but 

also miss some crucial points.  

 Looking at climate change politics, policy debates do look very different (even 

compared to, say, five years ago) and market-based solutions have gained in 

acceptance. The developments in the EU (which have been the focus of this chapter as 

well as the previous two chapters) are a clear case in point. Even as late as 1997, just 

before the negotiations in Kyoto, the insistence on emissions trading by the US ‘(…) 

was met with caution from most of the European countries [because they] feared (…) 

that trading might provide a cheap way for the US, Canada, Australia and New Zealand 

to “buy” themselves out of their obligations’ (Oberthür and Ott, 1999: 188-189). 

Writing about emissions trading and culture, Oberthür and Ott (1999: 190) write that 

there was ‘(…) a certain mistrust of such concepts by continental European countries’.  

 Much has changed, however. In March 2000 the European Commission 

presented a Green Paper on GHG emissions trading within the EU (COM, 2000a) in 

which such trading was referred to as an ‘important element’ and permit trading 

between private entities as a ‘unique opportunity’. The purpose of that paper, as neatly 

summarized in another document by the Commission, was ‘(…) to familiarise all 

decision-makers with this new instrument and to launch consultation with all relevant 
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stakeholders’ (COM, 2000e: 4). According to the Commission itself, the responses to 

the Green Paper were ‘(…) overwhelmingly in favour of emissions trading’ (COM, 

2001a: 2). Therefore, in October 2001, the Commission presented a proposal for a 

Directive on GHG permit trading for large emitters in the EU to start in 2005. 

Much has changed, but is it the result of cultural change? We have explained 

earlier that culture can be operationalized in terms of values (e.g. Almond and Verba, 

1965) and that values are not directly observable, whereas attitudes are (Van Deth and 

Scarbrough, 1995). To answer the question about cultural change it is important to 

realize that ‘(…) there are elements other than values in attitudes (…)’ (Van Deth and 

Scarbrough, 1995). The attitudes of European policy-makers towards emissions trading 

have changed, but we will hypothesize below that this change was to a large extent 

shaped by the path of (exogenous) international political developments.  

Back in 1997, before Kyoto, the US put forward emissions trading as a pre-

condition to adopt a binding emission (stabilization) target (Oberthür and Ott, 1999: 

188-190). The EU was not able to down-tune this forceful and unshakable American 

demand for market-based policy instruments (e.g. Ringius, 1999), which was therefore 

taken as given and perceived as an exogenous factor that was impossible (or at least 

difficult) to influence. Therefore, as part of an exchange among sovereign states in 

which both parties have to make compromises, the Europeans succesfully concentrated 

their efforts on negotiating a reduction (instead of a stabilization) target for the US – 

following their desire, driven by so-called ‘green’ values, to obtain emission reductions, 

also from the largest CO2 emitter in the world, in the combat against climate change. 

Primarily on environmental and equity grounds, as we have seen in this chapter, the EU 

also succeeded in obtaining another compromise, namely the inclusion of an (albeit 

unelaborated) provision in the Kyoto Protocol that trading emissions should be 

‘supplemental’ to domestic action (Articles 6.1(d), 12.3(b) and 17).  

For these environmental, political-normative and political-strategic reasons, 

despite its initial scepticism to the trading of greenhouse gases, the EU agreed upon its 

inclusion in the Kyoto Protocol of 1997. Because, from then on, EU policy-makers had 

the perception that emissions trading was now a permanent part of the ‘landscape’, they 

started to invest more time and rigour in studying this market-based option with which 

they had been largely unfamiliar (e.g. COM, 1999a: 14-16). The Commission itself later 
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recognized that the Kyoto Protocol had put emissions trading on the political agenda of 

the EU (COM, 2000a: 7). Moreover, the perception took hold in the policy-making 

community that Europe would miss the opportunity of saving costs if no use would be 

made of trading (e.g. COM, 2000e: 3). The idea also became more widespread that the 

effectiveness of the existing policy framework was decreasing (e.g. COM, 2000e: 2-4) 

and that emissions trading (next to efficiency) would enhance effectiveness (e.g. COM, 

2000a: 4).  

However, these perceptions and developments do not mean that all cultural 

barriers had been swept away. On the contrary: in this chapter we have demonstrated 

that high-level EU officials see equity as the primary motivation behind the EU 

proposal, that was developed just after the Kyoto negotiations and that was finalized 

two years later, to place a quantitative ceiling on the use of the Kyoto Mechanisms. 

Nevertheless, in the meantime, the Commission, which has the role of policy pioneer, 

argued in favour of starting an experimental EU-wide carbon trading scheme among 

large emitters by 2005, and later drafted a Directive to establish such a scheme, whereas 

some EU Member States, notably Denmark and the UK, had already started to develop 

domestic emissions trading schemes. Apparently, cultural barriers towards the 

introduction of markets in climate policy were breaking down in some entrepreneurial 

policy arenas and in some countries.  

What European decision-makers did not know at that time was that the 

‘landscape’ was on the verge of another, dramatic, change. Although in particular the 

Americans, but also countries like Canada and Japan, had bargained hard, and with 

success, to introduce emissions trading in the Kyoto Protocol, in 2001 the US 

unexpectedly withdrew from the Protocol. This meant that the EU and the rest of the 

world were left with an agreement full of flexibility instruments that initially were a 

pre-condition for the US to accept the emission reduction target which they now 

rejected. This fait accompli was exogenous to the extent that the earlier EU 

supplementarity proposal had no influence on the US decision that followed shortly 
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after the proposal was made by the Europeans.14 To prevent that countries like Canada 

and Japan would follow the US example, which could now make a credible threat to do 

so, the EU had to give up its resistance against full trading.  

It was already argued in the previous section that the EU wanted to keep those 

countries on board not only for environmental reasons, but also for political-strategic 

reasons, namely to show that it still regards itself as a climate leader which does not 

need the US to make international climate policy succeed (e.g. Hanks et al., 2001a: 14). 

The negotiating history demonstrated that the EU was willing to water down its 

proposal of a quantitative ceiling at CoP6 Part I (Churie et al., 2000: 12) and 

immediately indicated to be ‘ready for compromises’ at the start of CoP6 Part II (Hanks 

et al., 2001a: 3). It also became clear that, during the negotiations (both at formal and 

informal plenaries), the EU stressed the importance of domestic action, but did not 

repeat its demand for a specific 50% quantitative ceiling on trade (e.g. Wallström, 

2000).  

Although cultural change is usually slow, it can change rapidly when there are 

strong pressures for change (Nelson and Sampat, 2001: 52) or when external shocks 

occur (Licht, 2001: 201). We contend that this is exactly what seems to have happened 

in Europe, at least on the level of policy-makers. The aforementioned (exogenous) 

international political developments of, first, forceful US target acceptance conditions 

and, then, the sudden unilateral US withdrawal and the resulting threat power of other 

market-oriented industrialized countries pleading in favour of trading, as well as the 

increasing sense of a necessity to reduce compliance costs in climate policy, have 

shaped the perception among an increasing number of EU politicians and civil servants 

that unrestricted use of the Kyoto Mechanisms (albeit, to some extent, undesirable) is de 

facto unavoidable. The unrelenting attempts of economists and some other scientists 

within Europe as well as, more recently, the Commission (e.g. Drexhage, 2001: 4) to 

get emissions trading accepted on the level of politics, mainly by means of performing 

                                                 
14 In other words: the US withdrawal was not exogenous if the hypothesis is correct (which is not tested 
in this chapter and can be a topic of future research) that there is a direct relation between the EU 
proposal to restrict trade and the US withdrawal from the Kyoto Protocol (although the US government 
officially mentioned other reasons to retreat, as discussed above, namely that the developing countries 
were still exempted from an emission ceiling and that the Kyoto target would harm their economy (Bush, 
2001)). 
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studies (but also by means of lobbying), were factors of internal pressure in the EU. In 

sum: the attitudes of policy-makers have changed, which, in its turn, triggered a process 

of cultural change, as a result of internal pressures and external ‘shocks’ mainly caused 

by (exogenous) international political developments that were difficult if not impossible 

to influence. This view would also be in line with the theoretical findings of Van Deth 

and Scarbrough (1995: 33) who argue that values (partly) determine attitudes, but also 

that attitudes influence values as a result of learning and experiences. The attitudes 

about trading in the environmental sphere have changed among EU policy-makers and 

it seems plausible to assume that cultural change has set in on the level of specialized 

political elites as a result of external and internal pressures.      

 

9.5.2 Cultural change, political barriers and the recurrence of equity 

 

Still, the fact that the Europeans had largely been unable to keep other countries away 

from unrestricted trading (apart from the limits on sinks, for instance) does not mean 

that they had to opt for unrestricted trading themselves. Yet, the EU seems to have 

taken that path by means of the Commission proposal for a Directive establishing 

emissions trading within the EU for the period 2005-2007 prior to the first commitment 

period.15 Does this mean that cultural change is completed and widespread? Although 

the significance of the Commission proposal should not be underestimated, this does 

not seem to be the case.  

In principle, the proposal can be interpreted in two ways: (a) the Directive is the 

result of attitude change, which would be in line with Stavins’ (2002) general remarks, 

or (b) the Directive is designed by the Commission to bring about attitude change. 

Drexhage (2001) makes two separate remarks which (are not intended to but) implicitly 

suggest that not only the former, but also the latter interpretation has some grain of 

                                                 
15 In addition, although Parties are free to voluntarily restrict their own use of the Kyoto Mechanisms, the 
Commission replied to two informal, personal e-mails (of 13 and 20 December 2001) that, for the time 
being, it had not heard of any such voluntary restriction. The only exception is the Netherlands that 
intends to place a domestic ceiling of 50% on its use of these flexible instruments (e.g. PVN-EU, 2000: 
2), but the ‘Vogtländer Committee’, which includes officials, firms and NGOs, installed by the Dutch 
environment ministry, adviced the government in its final report on CO2 trading of early 2002 to drop the 
unilateral restriction to be able to make optimal use of the international emission reduction cost-saving 
potential (Commissie Vogtländer, 2002: 2).   
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truth. He starts by saying that the ‘(…) Directive represents a significant policy move 

for governments in the EU, signalling a whole sale change in attitudes towards 

emissions trading from as little as four years ago’ (Drexhage, 2001: 2). Later on, when 

writing about trading emissions between 2008-2012, he says that: ‘In fact, it appears 

that the real rationale in setting up a preliminary phase is to get the private sector and 

governments more engaged and supportive of the initiative’ (Drexhage, 2001: 4). 

Apparently, cultural change in support of market-based climate policy is unfinished 

among policy-makers.16  

On the one hand, it seems that this proposal for a Directive could not have been 

developed in the case of enormous cultural barriers. If the Commission would have 

anticipated that the introduction of market-based approaches in climate change policy 

would be perceived as completely unethical by the Member States’ governments (the 

‘power of anticipation’), it is unlikely that it would have gone through the costly 

process (in terms of time and effort) of developing a legal proposal. On the other hand, 

the proposal for a Directive itself is not the ultimate proof of cultural change throughout 

the civil society and/or policy-making community in the EU. Its source, content and 

reactions are rather tentative indications that such change has occurred to a significant 

extent, but is still limited for the following reasons.  

It was the Commission, which has the role of policy pioneer, not ‘the’ EU that 

made this proposal. Although it is more than just a discussion paper, and although 

consultation meetings with (among others) Member States are said to have 

demonstrated ‘strong support for emissions trading’ (COM, 2001a: 2), it is not a final 

decision (yet) that will involve a codecision procedure with the European Parliament. 

Interestingly, the reaction of the European Parliament to the proposal suggested a link 

between the polluter pays principle and auctioning as the preferred starting points of a 

                                                 
16 Although reliable data are lacking, one might also assume that cultural change in support of market-
based climate policy is likely to be unfinished among citizens. A weak indication in this direction is 
provided by general opinion research on energy matters, held prior to the Kyoto negotiations but not 
directed at climate policy per se, which revealed that about 25% of the EU citizens wants to leave energy 
investment decisions (which, of course, is not the same as climate policy) largely or fully to market 
forces, whereas more than 50% of them wants to leave such decisions to public bodies (Eurobarometer, 
1997: 31-32). This survey also refers to the percentage of almost 22% of citizens that don’t know as 
‘remarkably high’ (Eurobarometer, 1997: 32). The figures show that support for these particular market 
forces dropped by 1.3% between 1993 and 1996. More research would be necessary to find out how EU 
citizens think about introducing market-based instruments in climate policy.  
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harmonized permit allocation (EP, 2002), which denies the similarity of auctioning and 

grandfathering in terms of efficiency and reflects the differences between those two in 

terms of equity (as discussed in detail in the seventh chapter). This underlines, first, that 

the concept of emissions trading is no longer seen as politically incorrect by the 

democratic institutions of the EU, which suggests that one cultural barrier is overcome, 

but second, it also demonstrates that equity concerns are still alive when it comes to the 

decision-making and implementation stages of the flexible mechanisms. These 

observations show that, although cultural change has set in, still various cultural barriers 

have to be overcome before an EU-wide (or international) emissions trading scheme 

will be up and running. The preference of the European Parliament in favour of 

auctioning apparently for equity reasons (in combination with its blocking power in the 

codecision procedure) is also an indication that permit allocation will be a bottleneck 

when implementing permit trading in the EU. Cultural change does not imply that 

institutional and legal barriers and trade-offs vanish into thin air. Nevertheless, some 

may become less difficult to overcome when there is a strong political will to 

implement such a scheme: culture tends to be more persistent than law, for instance 

(Licht, 2001: 149-150).  

Much has changed, but what has changed exactly? The crucial point, which is 

neglected by Stavins (2002: 15) when he writes that ‘market-based instruments have 

moved center stage’, is that some market-based instruments have moved more to the 

center than others as a result of path dependence: the variant of (project-based) credit-

trading, which is inferior according to (neo-classical) economic theory, has proven to be 

more acceptable (so far) than the theoretically superior variant of permit trading. It was 

demonstrated in this and the previous chapters that environmental and equity values are 

one part of the explanation, next to legal and institutional factors that contribute to the 

large switching costs of permit trading. Once the trading concept as such became more 

and more accepted among an increasing number of politicians and officials, the 

economically superior alternative of permit trading still met with relatively high cultural 

resistance.  

Before the domestic permit trading initiatives were developed in Denmark and 

the UK, EU countries were (and some of them, like the Netherlands, still are) primarily 

engaged in preparing and/or implementing credit trading, such as (AIJ) projects that 
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were perceived to generate real reductions (if additional), while permit trading was 

perceived to be environmentally ‘inferior’ as it mobilizes hot air. This resistance against 

hot air trading was based on equity concerns: in the third chapter it was demonstrated 

that hot air trading, which does not disturb effectiveness in its formal interpretation 

because the emission ceiling is met, disturbs effectiveness in its ethical interpretation 

because it makes overall emissions higher with than without trading. This combination 

of environmental and equity values also forms the basis of the position of the EU, 

before Kyoto, not to refer to emissions trading and only to call for rules and criteria of 

JI projects to be incorporated in a Protocol (EU Council, 1997). Hot air was also the 

dominant reason for the EU to propose a trade restriction according to our literature 

survey of (un)official EU documents and to exempt JI and CDM projects from the 

proposed limit on supply (EU Council, 1999). Nevertheless, the limit on demand was 

intended to be imposed on both emissions trading, JI and CDM projects, mainly for 

(other) equity reasons (namely to prevent that industrialized countries ‘buy their way 

out’) according to our opinion survey among key officials in Europe.  

The analysis of Stavins (2002) does not recognize that permit trading is a non-

incremental policy option with relatively high switching costs due to the allocation 

problem of explicitly having to (re)distribute property (or user) rights before trading 

starts, by means of grandfathering or auctioning, whereas credit-based approaches are 

incremental by taking existing environmental policy as the baseline from which to 

calculate the tradeable emission reductions. We have seen in the seventh chapter, 

among others, that permit allocation is only problematic when actors focus on its equity 

consequences instead of its efficiency consequences. Because allocation aspects remain 

implicit under credit-based approaches, they met with less cultural controversy and 

fewer discussions about fairness. Nevertheless, although we found some support for the 

incrementalism hypothesis in EU documents to explain the proposal to restrict trading, 

key EU officials do not appear to believe that the incrementalism or allocation problems 

associated with permit trading were an important reason to propose such a restriction. 

Although this seems to put the relevance of the cultural barrier associated with the 

economically superior alternative of permit trading into perspective, as incrementalism 

and allocation issues hardly played a role in the proposal for a cap on international 

trade, these issues are still likely to be significant barriers to implementing a cross-
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border permit trading scheme, for example within the EU where they are major and 

continuing issues of debate (e.g. COM, 2000a; COM, 2001a; EP, 2002). This could be 

explained by making a stronger distinction between attitudes against full-scale 

international emissions trading and attitudes against EU-wide emissions trading. It 

could be argued that the major reasons mentioned by EU officials against implementing 

full-scale trading on an international scale, namely to prevent that industrialized 

countries ‘buy their way out’ and/or buy hot air, as we have shown earlier in this 

chapter, largely disappear when it comes to implementing full-scale trading within the 

EU itself. A possible consequence, and a relevant topic for further empirical study, is 

that desires for incremental (instead of fundamental) change and equity issues 

associated with permit allocation will then come to figure more prominently in the 

resistance of policy-makers, if any, to implementing permit trading.   

It appears, at least with respect to European policy-makers (which have been the 

focus of this chapter), that environmental values are relatively stable as evidenced by 

their enduring dedication to get international GHG emission reduction targets accepted 

and ratified. It also appears that there has been some cultural change among them given 

the apparent decline in the use of ethical arguments against the concept of market-based 

instruments itself, but this change is also limited as equity arguments have continued to 

resurface when it comes to their design and implementation. Although our empirical 

analysis confirmed that equity is an important reason to explain government objections 

against the trading of greenhouse gases, we have hypothesized that the attitudes of 

European policy-makers towards such trading have changed mainly as a result of 

(exogenous) international political developments in which national US foreign 

(environmental) policy strategies and decisions played a critical role. This hypothesis 

could be explored further. Attitudes have changed, but more research is necessary to 

find out whether and to what extent cultural values have changed as well.  

 

9.6 Conclusion 

 

The climate change literature has expressed a desire for more empirical research on the 

political opposition against emissions trading (e.g. Wiener, 2000a). In addition, the path 
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dependence literature has expressed a desire for more empirical research on political 

culture in areas of law and economics (e.g. Licht, 2001: 203). In this chapter, we take a 

step to meet these desires. Similar to the previous chapter, the central question of this 

chapter is why the EU has proposed to limit the Kyoto Mechanisms by placing a 

quantitative ceiling on their use. Where the objective of the previous chapter was to 

provide several positive theoretical explanations for this EU proposal on 

supplementarity, the objective of this chapter is to test these theoretical explanations 

empirically. 

In the previous chapter it was explained that culture can be operationalized in 

terms of values, which engage moral considerations, such as equity. According to the 

IPCC, values can act as cultural barriers to the implementation of the Kyoto 

Mechanisms (e.g. Banuri et al., 2001: 45). In the previous chapter it was contended that 

values are likely to play a significant role in explaining the EU position, not only 

because culture is important in explaining the attitudes of political actors (e.g. Van Deth 

and Scarbrough, 1995), but also because the proposal of the EU is likely to be against 

its economic interests (e.g. Capros et al., 2000). Although the EU proposal to 

quantitatively restrict the use of the Kyoto Mechanisms was rejected by the 

international community in 2001, an empirical analysis of this proposal is still useful to 

reveal the underlying values of why some governments want to limit international 

market-based climate policy in general and the economically superior alternative of 

permit trading in particular. 

The sixteen hypotheses developed in the previous chapter have been tested 

empirically in this chapter by analyzing (a) the content of twelve EU documents, (b) the 

opinions of fifteen high-level officials from the environmental ministries of EU Member 

States and from the European Commission, gathered by means of a questionnaire and 

(c) the bargaining behaviour of the EU at CoP6 Part I and II. The content analysis of 

official (and some unofficial) EU documents roughly covers the period from 1997 (prior 

to CoP3 in Kyoto where the provision of supplementarity was adopted) to 2000 (prior to 

CoP6 Part I in The Hague where the EU proposed to elaborate supplementarity by 

means of a quantitative restriction on trade). The opinion analysis is directed at EU 

officials who received our questionnaire in either March, June or September 2000 prior 

to CoP6 Part I that was held in November 2000 (the text of the questionnaire can be 
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found in the Appendix). The approached EU civil servants are referred to as ‘key 

officials’, since they are experts that have contributed to shaping the European proposal 

and/or have participated in preparing the decisions on the supplementarity issue made 

by Ministers in the context of CoP6. The bargaining analysis, that follows after the 

opinion analysis, is primarily conducted on the basis of information from Earth 

Negotiations Bulletins which have built a solid reputation for their objective coverage 

of the climate change negotiations. 

To limit the level of non-response, we kept the questionnaire short and imposed 

an upfront limitation by choosing to approach EU officials (who prepare decisions) 

instead of Ministers (who take decisions). We assumed that the Ministers would not 

take the time to fill out the questionnaire: they would either throw it away or delegate it 

to an official. In both cases, it makes more sense to approach the officials in the first 

place. Although this is likely to have prevented a lower non-response than the one we 

encountered, the level of non-response is still 63% (15 of the 41 questionnaires sent 

were returned). However, the questionnaires which have been received contain detailed 

information and come from almost every country in the EU as well as from the 

Commission. Still, the number of officials approached is limited and the non-response is 

considerable, so that only tentative conclusions can be drawn. The main findings of this 

chapter are the following.  

 Opening the ‘black box’ of European climate politics by means of the 

aforementioned research set-up has produced some new data and confirms that the EU 

is no unitary actor. First, the most surprising result of our empirical study is that the EU 

environmental bureaucracy is internally divided on the supplementarity issue, because 

40% of the key officials from different Member States declares (in a personal capacity) 

to disagree with the official EU proposal decided upon by their Ministers to restrict the 

use of the Kyoto Mechanisms. Second, the official EU documents principally mention 

hot air to explain the EU position on supplementarity, whereas Peter Vis reflecting the 

views of the European Commission sees compliance (with a view to strengthening the 

targets of a second commitment period) as the major reason to restrict emissions 

trading. From this perspective, it is remarkable that the vast majority of the key EU 

officials interviewed do not so much refer to hot air or compliance, but rather to equity 

as the primary motivation behind the EU proposal to prevent that industrialized 
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countries ‘buy their way out’. Third, the analysis of EU documents shows, among other 

things, not only a development, but also a change (and, arguably, an inconsistency) in 

the views of the Commission on supplementarity. In 1998 the Commission said that 

international supplementarity rules should also be applied to emissions trading within 

the EU (COM, 1998b: 21), but less then two years later it only wants to restrict such 

trade at the international level and not within the EU itself (e.g. EU Council, 1999; 

COM, 2000a). 

An optimistic interpretation of these differences between and within (a) EU 

documents, (b) the views of the Commission and (c) the opinions of EU officials is that 

a ceiling on the use of the Kyoto Mechanisms helps to solve several problems at once, 

such as those related to hot air, compliance and equity. However, the idea that such a 

trade restriction can do all of these things at the same time is not only doubted in our 

critical assessment of the hypotheses in the previous chapter, but also does not explain 

the aforementioned differences found. A more sceptical interpretation then suggests that 

the differences in opinion revealed in the empirical analysis are not only signs of the 

absence of a coherently thought-out EU view on the social, economic and 

environmental effects of a trade restriction, but that they are also indications of the 

presence of internal political divisions within the EU on the issue of emissions trading.  

 In the previous chapter, we have created (ex post) four theoretical clusters of 

hypotheses which supposedly express the EU’s environmental reasons, political-

normative reasons, political-strategic reasons and technological-economic reasons to 

propose a quantitative ceiling on the use of the Kyoto Mechanisms. On an empirical 

level, the scores we have calculated for these clusters are based on the number of 

respondents for each hypothesis. The scores are weighted by systematically attaching 

numerical values to their answers. A sensitivity analysis is carried out on the basis of 

their concluding remarks. The final rank ordering of the clusters is based on the average 

weighted score for each cluster. Our empirical analysis based on the ex post clustering 

of hypotheses assigns the first rank to environmental reasons (such as hot air) and the 

second rank to political-normative reasons (such as equity) behind the EU proposal on 

supplementarity. Political-strategic reasons (such as negotiating power) also play a role, 

albeit a smaller one, whereas technological-economic reasons (such as secondary 

benefits) are the least important. The sensitivity analysis does not change these ranks.  
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Our analysis confirms, as political science literature would expect, that values 

are important in (climate change) politics. We have demonstrated empirically that the 

so-called ‘green’ values on (improving) environmental integrity, reflected in the cluster 

of environmental reasons, as well as equity values, reflected in the cluster of political-

normative reasons, play a significant role in explaining the desire of European policy-

makers to quantitatively restrict the use of the Kyoto Mechanisms. Equity turned out to 

be more important in explaining the EU position than usually thought in the literature 

on emissions trading and supplementarity: the European officials interviewed see (the 

individual hypothesis of) equity as the most important explication behind the EU 

proposal to restrict trade and our more broader ex post clustering of hypotheses assigns 

the second rank to political-normative reasons that includes equity. The empirical 

relevance of equity values and environmental values underline that political culture, 

followed by political-strategic considerations, is the primary explanation behind the EU 

proposal on supplementarity.   

However, the aforementioned clustering does not make a distinction between the 

different Kyoto Mechanisms. Such a distinction would be relevant to find out why the 

economically superior alternative of permit trading ranks low in the political hierarchy. 

Therefore, an additional empirical test is performed on the basis of two theoretical 

clusters of hypotheses which supposedly express the EU’s objections against permit 

trading (the hypotheses on hot air, incrementalism and allocation problems respectively) 

and its objections against all Kyoto Mechanisms (all remaining hypotheses, including 

those on equity and negotiating power). Using the same calculation method as above, it 

appears that the first rank is assigned to objections against all Kyoto Mechanisms (such 

as equity) and the second rank to objections against permit trading (such as hot air) to 

explain the EU proposal on supplementarity. The sensitivity analysis does not change 

these ranks.  

At first sight, this means that the Europeans primarily developed their proposal 

to restrict the use of all Kyoto Mechanisms, rather than just one of them. However, 

some observations must be made to nuance this conclusion. First, in the previous 

chapter, we have been able to identify specific objections against permit trading, not 

against any of the credit-based approaches in particular. Second, the difference between 

the average weighted scores for the different types of objections found in this chapter is 
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not high (a score of 11.7 for all mechanisms compared to a score of 9.7 for permit 

trading). Third, one of the arguments against permit trading, namely the hot air 

hypotheses, turned out to be highly relevant, ranking first in the content analysis of EU 

documents and second in the opinion analysis of key EU officials. Fourth, in their 

proposal, the EU wanted to exempt JI and CDM projects from a limit on supply (EU 

Council, 1999). This makes it reasonable to conclude that objections against permit 

trading are not a dominant, but still a significant factor to explain the initial wish of the 

EU to quantitatively restrict the use of all Kyoto Mechanisms.  

The EU did not enter the negotiations of CoP6 Part I with a strong bargaining 

position. Apart from the internal pressures revealed above (40% of the key EU officials 

was against the proposal), we also found that most EU officials, although they believed 

that hot air will constitute a major part (more than 20%) of emissions trading, at the 

same time agreed that hot air was necessary for the US to initially accept (and 

subsequently ratify) an emission reduction commitment under the Kyoto Protocol. 

However, high-level officials are not politicians. Although these officials are likely to 

have had an influence on their Ministers, because they prepare their decisions, as well 

as on the negotiations, because Ministers and high-level officials met several times 

during CoP6 to continue negotiations in closed meetings (e.g. Hanks et al., 2001c: 2), 

future empirical research must establish to what extent key officials in the EU actually 

had such an influence.  

Because no agreement on the mechanisms was reached, the negotiations were 

resumed at CoP6 Part II held in Bonn in July 2001. However, the Americans had 

withdrawn from the Kyoto Protocol a few months earlier which forced the EU further 

down on its knees, because other countries could now make a credible threat to 

withdraw as well if the EU would continue to insist on restricting the use of flexible 

instruments. As a result of these internal and external pressures, the EU signalled to be 

‘ready for compromises’ at the start of the negotiations (Hanks et al., 2001a: 3), gave up 

its proposal for a quantitative ceiling and finally accepted the unspecified requirement 

that domestic action shall be a ‘significant element’ of Annex B countries’ climate 

policy (CP, 2001a: 7). The Europeans were also more willing to make compromises for 

political-strategic reasons, namely to show the world that it does not need the US to 

obtain international (environmental) co-operation.  
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Most respondents, that answered our questionnaire before the US withdrew from 

the Kyoto Protocol, claimed that the EU proposal to restrict trade was not intended to 

wield negotiating power. However, this can be doubted for at least three reasons. 

Firstly, previous EU proposals, for instance its proposal dating from 1997 to make 

industrialized countries reduce 15% of their GHGs, were also intended (and used) as 

bargaining tools, as recognized by the EU itself (COM, 1997: 18). Secondly, an 

interesting finding of our empirical study is that there is a difference when the EU 

officials are asked about negotiating power in general terms and in specified terms. In 

general terms most officials state that the EU proposal on supplementarity was not 

intended to wield negotiating power, but in specified terms several of them 

acknowledge that the proposal was in fact intended to put pressure on the US and the 

Russian Federation. Thirdly, the EU proposal to limit trade was actually used (intended 

or not) as a bargaining chip during CoP6 Part I and Part II. The EU was willing to 

weaken its supplementarity proposal at CoP6 Part I and II in exchange for favourable 

compromises: in return, the international community agreed to restrictions on the use of 

sinks and adopted a commitment period reserve for each Annex B Party which should 

not drop below 90% of its assigned amount, as discussed in earlier chapters.  

If cultural values (such as equity) can act as a barrier to implementing the Kyoto 

Mechanisms, cultural change is one of the opportunities to overcome this barrier. We 

have stressed beforehand that our research was not designed to find cultural change: key 

EU officials were only interviewed once, for instance. However, our cross-temporal 

analysis of EU documents and EU bargaining behaviour do show some indications of 

cultural change. Whereas before the turn of the century there was still a certain mistrust 

in Europe against market-based instruments (Oberthür and Ott, 1999: 190), in 2001 the 

Commission presented a proposal for a Directive on GHG permit trading for large 

emitters in the EU. This seems to confirm the idea of Stavins (2002: 15) that ‘market-

based instruments have moved center stage’ and the idea of Drexhage (2001: 2) that the 

Directive signals ‘a whole sale change in attitudes towards emissions trading’. We have 

argued that these views are largely correct, but also miss some crucial points.  

First, attitudes (which are observable) have changed, but this does not mean that 

values (which are unobservable) have changed as well or that market-based instruments 

have gained in acceptance as a result of cultural change. Although cultural change is 
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usually slow, it can change rapidly when there are strong pressures for change (Nelson 

and Sampat, 2001: 52) or when external shocks occur (Licht, 2001: 201). This is exactly 

what seems to have happened in Europe, at least on the level of policy-makers. We 

hypothesize that the attitudes of policy-makers in the EU have changed as a result of 

internal pressures and external ‘shocks’ (that were difficult if not impossible to 

influence), which has set in a process of cultural change (and not the other way around). 

Examples of such pressures are economic studies, innovative Commission reports, 

unilateral permit and credit trading experiments in Denmark and the UK and the 

unshakable demand of JUSCANZ countries to use flexible instruments as a pre-

condition to accept and ratify emission (reduction) targets.  

 Second, although ethical objections against the concept of market-based 

instruments have declined, which suggests that one cultural barrier is overcome, equity 

arguments have continued to resurface when it comes to their design and 

implementation. For instance, the reaction of the European Parliament to the proposal 

for a Directive suggested a link between the polluter pays principle and auctioning as 

the preferred starting points of a harmonized permit allocation (EP, 2002), which denies 

the similarity of auctioning and grandfathering in terms of efficiency and reflects the 

differences between those two in terms of equity (as discussed in detail in the seventh 

chapter). This and other examples of the ‘recurrence of equity’ suggest that cultural 

change is not completed and widespread. It also underlines that institutional and legal 

barriers and trade-offs do not disappear, although they may become less difficult to 

overcome when culture is changing.  

 Third, the view that ‘market-based instruments have moved center stage’ 

(Stavins, 2002: 15) underestimates that some market-based instruments have moved 

more to the center than others as a result of path dependence: the variant of (project-

based) credit-trading, which is inferior according to (neo-classical) economic theory, 

has proven to be more acceptable (so far) than the theoretically superior variant of 

permit trading. Before the domestic permit trading initiatives were developed in 

Denmark and the UK, EU countries were primarily engaged in preparing and/or 

implementing credit trading, such as (AIJ) projects, and also now credit trading 

initiatives are being or have been developed in various countries, such as the UK and 

the Netherlands. 
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Attitudes have changed, but more research is necessary to find out whether and 

to what extent cultural values have changed as well. The politico-economic history 

sketched above indicates that the political hierarchy is not necessarily static, but can 

evolve over time. Permit trading ranks low in the political hierarchy, but it is climbing 

up. As cultural change seems to have set in, actual developments have come closer to 

the conditions for a break-out: the benefits of this economically superior alternative 

have become better known, the effectiveness of existing policy has come under 

increasing pressure, information has been improved and those switching costs that are 

caused by cultural resistance have decreased. However, it is unclear when the turning 

point for a break-out will be reached and whether it will be reached at all. The switching 

costs of permit trading arising from institutional, legal and cultural barriers continue to 

be considerable and credit trading remains the incremental option that generates 

positive feedbacks by building upon existing environmental policy. Whether recent 

developments in climate policy are likely to strengthen the lock-in or cause a break-out 

must be determined in future research.  
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