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Executive Summary

The Kyoto Protocol signed in 1997 caps the emissions of greenhouse gas including
carbon dioxide. The move makes carbon emission rights become scarce, thus the
global cartbon market and trading of carbon emission allowance and credits taking
shape. Under the arrangement of the framework of Kyoto Protocol during the past
ten years, carbon trading scheme has gradually become the one of the preferred
political instrument by many countries to address climate change issues

In the international carbon trading market, China has been the largest supplier of the
global CDM. Nevertheless, CDM develops slowly in the building sector. Besides the
limitations of the CDM mechanism itself, the unique barriers facing building sector
are the major reasons for the sluggish development of CDM projects, including: (a)
Application of the CDM mechanism to a single building with long construction
period and low returns of emission reduction leads to high unit cost and high
investment risk. (b) It is difficult to determine the benchmark of abuilding project. (c)
There are very few CDM methodologies that fit in conditions of the building sector
in China. (d) There are many difficulties in allocating CERs due to multiple
ownership of residential buildings. In addition, The PCDM, programmatic
enhancement of CDM is also backward in the building sector due to many
constraints in the execution of projects, including: (a) lack of methodologies that fit in
the unique features of China’s building sector. (b) Limitation on qualification and
capability of CME. (c) Lack of supporting policy for development of PCDM.
Considering the constraints of the CDM (PCDM) development in China’s building
sector, we shall find new instruments to incentivize cartbon emission reductions in
the current building sector. One of the most feasible approaches is, undoubtedly, to
establish the domestic carbon trading scheme, which will stimulate energy efficiency
in buildings through market mechanism.

In contrast to rapid development of regional carbon trading markets in other
countries, China’s carbon trading market just kicked off, which is only limited to
voluntary carbon emission reduction trading until now. The Provisional Measures on
Management of Trading of Credits for Voluntary Greenhouse Gas Emission
Reduction issued in 2012 by National Development and Reform Commission (NDRC)
gave stipulations on examination, issuance, registration and trading on credits of
voluntary carbon emission reduction projects, which is a milestone move for the
development of China’s carbon trading market. The voluntary carbon trading market
is a transition arrangement at the initial stage of China’s carbon trading market. With
the ever-growing pressure from international climate negotiations, NDRC will
eventually shift the focus on domestic mandatory carbon trading scheme which is
definitely the trend of carbon trading market. However, the institutional design of
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mandatory carbon trading scheme is yet to be established in terms of legal, political
and institutional framework, applied methodologies, trading mechanism and
procedures. During the period from 2015-2020, the building sector is also considering
establishing carbon trading system to incentivize higher energy efficiency and lower
emission reductions, promote adoption of low carbon technologies, and cover part of
cost of renovation of existing buildings and development of super low energy

building.

This report includes six chapters. In Chapter one, we analyze necessity and feasibility
of establishment of domestic carbon trading scheme in the building sector in China
and states that establishment of the domestic scheme is the choice resulting from
reasons: (a) gloomy prospects of CDM mechanism in the international carbon market;
(b) unique features of the building sector in terms of emission reduction; (c) trend to
mandatory carbon trading market from voluntary market (d) intrinsic needs for
realization of low-carbon objectives and improvement of energy efficiency in

buildings.

In Chapter two, we analyze enabling conditions for establishment of domestic carbon
trading scheme in terms of policy guidance, market cultivation, supporting
conditions arisen from efforts of building energy efficiency, achievements gained
from international cooperation and pilot practice in some cities.

In Chapter three, we analyze the barriers and constraints facing domestic scheme
which should be overcomed to improve feasibility of the domestic scheme. In
Chapter four, we put forward preliminary framework and approaches on
establishment of domestic carbon trading scheme in the building sector in terms of
legal and regulatory framework, political and institutional framework,
methodologies on determination of baseline, trading mechanism. Among which,
focus is given to 4 modes of trading mechanism which are analyzed in details in
terms of features and development priority.

In Chapter five, we put forward steps and roadmap for implementation of the
domestic carbon trading scheme. The timetable is: (a) cultivate and improve
voluntary emission reduction market in building sector since 2012 to make
preparation for transition to mandatory market in terms of technical framework,
infrastructure development and capacity building; (b) from 2012 to 2018, to make
further study on the mandatory system and initiate city-level pilot trading in order to
find the proper and practical trading mechanism and modes that fit in the conditions
and features of the building sector; (c) from 2018 to 2020, to summarize achievements
and lessons of pilot practice and duplicate the experience in other cities or regions
which process similar conditions so as to incentivize building energy efficiency and
application of low-carbon building technologies.
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In Chapter six, we draw conclusions on feasibility of the domestic trading scheme
based on the above analysis and make recommendation on measures to be taken and
planned activities to be implemented to guarantee the setting-up of the scheme.

We sincerely extend our deep gratitude to China Sustainable Energy Program of The

Energy Foundation which sponsored our study and gave a lot of valuable
suggestions and guidance in every stage of the study.
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