Carbon markets: A new opportunity to protect tropical forests

Tropical forests are the world’s richest biodiversity resource and a key regulator of carbon dioxide levels.
Deforestation relentlessly destroys precious biodiversity, natural habitat and genetic resources.

e We are losing tropical forests at a rate of between 70,000 and 170,000 square kilometres a year. '

e The local extinction of one species significantly changes the population size of others, leading to
species extirpation. As a consequence, twenty five percent of the world’s mammal species and
eleven percent of bird species are at a significant risk of total extinction.”

e The demise of tropical forests and their associated genetic diversity also imperils medical
research and agriculture.’

There are a multitude of international agreements intended to help conserve the biological diversity of
our planet: the Convention on Biological Diversity’, the Ramsar Convention on Wetlands’, the
Convention to Combat Desertification (UNCCD)® and the Kyoto Protocol (UNFCCC). None of them
are succeeding in halting tropical deforestation or reducing its effects and for a simple reason; it is more
profitable to cut a tree down than to leave it standing. For forest communities and landowners felling
trees for timber, fuel and agriculture, however destructive, generates real income. No one pays them,
under any of these treaties, to protect the forests which would provide enormous benefits to climate
change mitigation and adaptation as well as to biodiversity.

The preservation and restoration of tropical forests represent the single largest means of reducing GHG
emissions over the next half century.” Ninety percent of the exchange of carbon between the
atmosphere and the Earth occurs through photosynthesis primarily in the world’s forests.” Deforestation
is by far the largest source of emissions from developing countries, contributing an amount greater than
total US fossil fuel emissions."” Indonesia, is now the world’s third largest emitter after the US and
China, almost entirely because of deforestation''.

Payments for carbon dioxide sequestration offer the only realistic opportunity to protect and restore
forests, allowing a shift from the current paradigm of exploitation to one of stewardship. The Stern
Report estimates that it will cost $15-20 billion per year for the next several decades to reduce the current
rate of tropical deforestation by 50%. The amount of money required is vastly greater than that of the
total global public sector and non-governmental organisation annual expenditure on conservation.
Without this investment, targets to reduce the rate of biodiversity loss by 2010, and the Millennium
Development Goal No.7, to ensure environmental sustainability, are unlikely to be met.  Donor
governments and agencies currently show little sign of being able to contribute the level of funding
necessary to achieve these global aspirations. °

The fact that neither the Kyoto Protocol nor the European Union Emissions Trading System (EUETY)
provide for such payments is unacceptable. At present there are no meaningful measures in place in
either system to promote the protection and regeneration of tropical forests in developing countries."
The European Union explicitly bans all forest credits from its system even if they comply with Kyoto
Protocol regulations. The Kyoto Protocol itself has created a perverse incentive for developed countries
to protect their own forests-which count towards their treaty obligations and encourage deforestation in
developing countries who gain no credit under the treaty for preserving their forests. The only forestry
projects in developing countries to feature in the Kyoto Protocol are ‘afforestation and reforestation’
activities through the Clean Development Mechanism (CDM) and avoided deforestation is excluded
altogether. Sadly the existing rules for CDM forest projects are so onerous that there are currently no
commercial project in the world which are operational. Private sector investment, the only conceivable
source of the funding required, has been stifled.

Avoided deforestation, reforestation, re-vegetation, afforestation and sustainable forestry management
practices all reduce GHG emissions and generate carbon emissions reductions. Properly managed, they
can provide sustainable livelihoods, enhance watersheds, protect soils and crucially, protect biodiversity.



The carbon market can be harnessed to sell emission reductions from forestry activities to provide a new
vehicle to channel the enormous sums required to make a real difference and provide a long-term and
sustainable alternative to continued forest and species loss.

The G8+5, by taking the lead now in stating the intention to include all sustainable forestry and land-use
activities in the next phase of carbon market development, could stimulate immediate private sector
investment in the sustainable management of tropical forests for their ecological services including
carbon storage and sequestration, watershed protection and erosion control. This would bring benefits
to biodiversity conservation and to local communities, as well as contributing to the stabilisation of
global climate. Critically, it would reduce the risk of extinction of up to 30% of the world’s species which
are threatened by global warming in the next few decades."

The international community, prompted by a proposal from 15 rainforest countries, is scheduled to
complete a two year dialogue of deforestation at the UNFCCC in Indonesia this December. > The
European Union is now conducting a review of its emissions trading system. The CDM mechanism
must be radically reformed to encourage afforestation and reforestation and provision must be made for

avoided deforestation to be included in the Kyoto Protocol and all three must be included in the
EUETS.

These reforms cannot wait until 2012 or beyond. We must create a global carbon market that is inclusive
of all forest activities and soon. Early action crediting for avoided deforestation in both the Kyoto
Protocol and European Union trading system is essential to curb deforestation in the short-term and
stabilize the climate. A strong voluntary carbon market with high integrity which promotes innovation
can and must also play an important role in the protection of forest ecosystems. Positive signals from
policymakers on all these issues are urgently needed to combat climate change, and ensure the
preservation of our tropical and sub-tropical forests the world’s most precious terrestrial ecosystems.
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