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The year 2021 was certainly a milestone for the global
climate agenda. The conclusion of the negotiations
on Article 6 of the Paris Agreement during COP 26
represents an important step in the climate journey,
although some points remain open. More than an ad-
vance in the regulation of a global carbon market, we
positively saw the unprecedented engagement of the
private sector, positioning itself as an increasingly re-
levant actor for the implementation of the commit-

ments made.

We cannot ignore, however, that new challenges have
emerged in recent months, driven by the war between
Russia and Ukraine, which has put pressure on ener-
gy supplies globally. Although the current context se-
ems to add new obstacles to the equation, we believe
that this could be a new opportunity to rethink the
way we produce and in fact accelerate the transition

to clean energy sources and to a greener economy.

In this sense, Brazil will certainly play an even more
important role in the climate agenda and must be
prepared to seize all opportunities and leverage all its

competitive advantages. One of the main opportuni-

ties that stand out in the country is the carbon credit
market. Despite being a transition mechanism, it has
the ability to encourage companies to reduce their
emissions, becoming credit issuers and helping com-

panies whose transition will take a little longer.

This year, ICC Brasil and WayCarbon joined forces
once again to present the concrete potential of our
country, bringing in an unprecedented way a map
of the national ecosystem of the certified emissions
reduction market, based on interviews with its main
players. It is known this is the decade of action and
that the Sharm EI-Sheikh COP 27 will focus on nego-
tiating conditions for public policies to translate into
concrete and positive impacts, whether at global or
local level, and we hope that the results of this publi-
cation can make it clear that, although we have alrea-
dy done a lot, there is still a long way to go and it can

be full of good outcomes.

If in 2021 the study of economic potential for Brazil
in carbon markets highlighted that the country could
earn up to US$ 100 billion in revenues by 2030, ha-
ving the capacity to supply up to 22% of the global

demand of the regulated carbon market and 37 .5% of
the global demand of the voluntary market, in 2022’s
edition, we identify that the potential of Brazil is to
supply up to 28% of the global demand of the regu-
lated market and 48.7% of the voluntary market by
2030, obtaining up to US$ 120 billion in revenues - a

relevant increase.

We would like to take this opportunity to thank everyo-
ne who participated and contributed to the develop-
ment of the study and, as with the first version of this
publication, we hope that the main conclusions can
provide input to negotiators, policymakers, the busi-
ness community and society in general in preparation
for COP 27 and other forums, fundamental to the suc-
cess of the mission to ensure a future that balances
economic and social development and environmental

responsibility.
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As the institutional representative of more than 45
million companies, in more than 130 countries, the
International Chamber of Commerce (ICC) opera-
tes with a mission to ensure that businesses func-
tions for everyone, every day, everywhere. We are
the main voice of the economy in many different
intragovernmental organizations - from the World
Trade Organization to the UN’s climate process -
defending the needs of local businesses in deci-

sion Mmaking processes.

The reach of our global network allows us to define
rules and patterns that enables the commerce of

more than US$ 10 trillion a year. Moreover, it ena-

bles the provision of digital personalized products
and services that address directly the real challen-

ges faced by companies that operate globally.

Present in Brazil since 2014, we work to bring the
private sector to the center of the international
trade agenda in a sustainable way and to amplify
the voice of the business community within gover-
nments and international organizations by the ela-
boration of projects for economic and social deve-
looment and for the improvement of the business

environment.

To learn more, visit iccbrasil.org
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CARBON

Established in Brazil since 2006, WayCarbon is
a technology-based company and is the biggest
strategic consultancy with exclusive focus on
sustainability and climate change issues in Latin
America. The company offer to the market a range
of solutions that encompass professional expe-
rience, innovation, and technological development
with the objective of transforming sustainability

topics as a competitive element inside businesses.

WayCarbon is a B-Corp certified company and is
reference in assessing topics such as global cli-
mate change, asset management and developing
business strategies with the aim to catalyze a tran-

sition to a low carbon economy.

WayCarbon recognizes that the carbon market
agenda is strategic for Brazil. Through its expe-
rience and market intelligence, it develops techni-
cal knowhow and financial innovation for the suc-
cess of the implementation of such opportunity
in the country, which is a clear motivation of the
partnership with ICC Brazil and the deliverable of
this project.

To learn more, visit waycarbon.com
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PRESENTATION

After its publication in 2021, Opportunities
for Brazil in carbon markets presents a new
publication in 2022 updating the market on
the topic. This study brings a new perspec-
tive on opportunities for Brazil with upda-
tes on carbon markets after the last United
Nations Conference of the Parties (COP), the
Mmapping and analysis of the national carbon
market ecosystem and recommendations for
the business sector and national government.

UPDATES AFTER
COP 26

COP 26, which took place in Glasgow in November
2021 - brought news impacting carbon markets, both
resolutions for the mechanisms of article 6 of the Paris
Agreement, as well as reflections on domestic regula-
ted markets and voluntary market.

MECHANISMS OF ARTICLE 6

OPERATION OF 6.2

Transactions will be independent across countries. In the
absence of a regulatory body, transparency will be essen-
tial to guarantee the environmental integrity of ITMOs
(Internationally transferred mitigation outcomes), the
unit to be transacted in this mechanism. Each party must
ensure that it has arrangements in place to authorize the
use of ITMOs and submit an updated emissions inventory
and NDC. Transactions will take place with the goal of I)
achieving NDC (Nationally Determined Contributions), II)
“other international mitigation purposes” or Ill) “other pur-
poses”. (UNFCCC, 2021a). It is understood that CORSIA
(Carbon Offsetting and Reduction Scheme for International
Aviation)' is included under other purposes of internatio-
nal mitigation. Also, under ‘other purposes’, it is unders-
tood that it is included the voluntary and domestic regu-
lated markets. Additionally, there is no determination that
the transferring country must have achieved its NDC, but it
is considered risky for a country that has not yet achieved
its NDC to commit to selling mitigation results. Countries
such as Switzerland and Sweden have already started to
establish partnerships along the lines of Article 6.2 funding
projects in developing countries.

OPERATION OF 6.4

The mechanism in Article 6.4 will be operated by the
Supervisory Body. As with the Article 6.2 mechanism, tran-
sactions under this mechanism will take place for the pur-
poses of |) achieving NDC, II) “other international mitigation
purposes” or ) “other purposes”. The types of projects have
not yet been defined, but it was determined that methodolo-
gies and the definition of the baseline of the projects should
consider a benchmarking market analysis of the best tech-
nologies and that less strict criteria based on historical emis-
sions could be used if applied at a discount. The addition of
the projects must consider mitigation through activities that
are not required by law (UNFCCC, 2021b).

CLEAN DEVELOPMENT MECHANISM
(CDM) CREDITS

CDM project credits (CER - Certified Emission Reduction)
may be used towards 6.4 as follows: if they are from pro-
jects registered, or from 2013 with pre-2021 emission
reductions, they can be used only to fulfill NDCs until the
year 2030 without corresponding adjustments and, in
projects that have not yet issued CERs, the continuation
of projects whose request for transition to 6.4 is made
until 2023 and approved by 2025 is allowed, provided
they are consistent with the criteria of the new mecha-
nism (UNFCCC, 2021b). According to data extraction
from the CDM project registry carried out in April 2022,
there are 46 registered CDM projects that fit the above
definitions, whose supply potential is 83.5 million credits.
(UNFCCC, 2022a).

1. CORSIA is a global CO, emissions offset scheme whereby airlines and other aircraft operators will offset any increase in emissions above 2020 levels. (Aviation Benefits Beyond Borders, 2022).

FEES

There will be two levies on the credits traded under the
Article 6.4 mechanism: a 5% fee from the 6.4ER (6.4 Emission
Reduction - unit traded in the 6.4 mechanism) intended for
the Adaptation Fund and another 2% fee for overall mitiga-
tion purposes in global emissions (OMGE). For 6.2, these
fees are optional (UNFCCC, 2021b).

CORRESPONDING ADJUSTMENTS

There was the acceptance of matching adjustments to
avoid the possibility of double counting emission reduc-
tions. It was decided that when a country sells an amount
of ITMOs or 6.4ERs, it must subtract the amount sold from
the emission reductions accounted for in its NDC. In the
same way, the buying country must include the quantity
purchased in its NDC considering the existing rates in the
mechanism(UNFCCC, 2021a). The reporting of the cor-
responding adjustments at the national level will happen
through the Biennial Reports (starting in 2024). The cor-
responding adjustments do not apply to CDM and if the
host country in 6.4 does not issue the letter of authori-
zation for use for NDC or other international mitigation
purposes (UNFCCC, 2021a, 2021b). Furthermore, the cor-
responding adjustments are optional for transactions in
the voluntary market.
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NATIONAL CONTEXT

The first edition of the Opportunities for Brazil in car-
bon markets study analyzed the great potential of
Brazil in these mechanisms and brought recommen-
dations to the Brazilian government at COP 26 to
defend the acceptance of this type of credit, coope-
ration to reach common ground on the need for the
corresponding adjustments and support for fee equity
in Article 6 mechanisms (ICC Brasil & WayCarbon,
2021). Thus, the advance of the regulation of article 6
at COP 26 was positive for Brazil.

It is important to highlight that Brazil is participating
In commitments recently established in the climate
agenda.

« 25 Brazilian companies joined the Business
Ambition 1.5°C campaign (Science Based Targets,
2027D).

e More than 100 companies, 12 cities and 4 sta-
tes have signed the Race to Zero commitment in
Brazil(ICLEI, 2021).

* At least nine banks operating in Brazil have alre-
ady joined the Net Zero Banking Alliance initia-
tive, committing to neutralize emissions by 2050
(FEBRABAN, 2027).

Since COP 26, Brazil has presented an update of its
NDC and Decree 11,075 was signed, which proved to
be an important step towards the creation of a regu-
lated carbon market in Brazil.

NDC UPDATE

In March 2022, the Brazilian government presen-
ted its updated NDC with commitments to: reduce
GHG emissions, compared to 2005, by 37% by 2025,
50% by 2030, achieve climate neutrality by 2050
and zero deforestation in 2028 (BRASIL, 2022).
Moreover, it is important to call attention to the fact
that this new NDC does not internalize the com-
mitment made at COP 26 to reduce methane emis-
sions by 30% by 2030 (Unterstel & Martins, 2022)
and did not correct the methodological distortions
in the change in baseline of the document presen-
ted at the end of 2020 (Romeiro et al., 2021). In this
way, in 2022, Brazil presented an outdated NDC and
without advancing in increasing ambitiously its cli-
mate commitments.

DECREE N°. 11,075

Signed on May 19, 2022, this decree has the goal
of establishing the procedures for the prepara-
tions of the Sector Plans for Mitigation of Climate
Changes and to institute the National System for the
Reduction of Greenhouse Gas Emissions (SINARE),
to centralize recording GHG emissions, removals,
reductions and offsets, and credit transactions and
retirement (DECRETO No 11.075, DE 19 DE MAIO DE
2022, 2022). In this decree, the carbon credit was
defined as a financial, environmental and transfe-
rable asset (DECRETO No 11.075, DE 19 DE MAIO
DE 2022, 2022), a definition that differs from the
PNMC, which treated it as a security (Lei 12.187.
Politica Nacional Sobre Mudanca Do Clima - PNMC,
2009) and from PL 528, which treated it as a legal
deed (Projeto de Lei PL 528/2021 Apensado Ao
PL 290/2020, 2021). The methane credit and car-
bon stock were also defined. However, despite the
signing of this decree, the creation of a regulated
market in Brazil through a law is still expected.

WHAT IS EXPECTED UNTIL COP 27
AND WHAT IS NOT DEFINED YET

In June 2022, the Climate Change Conference was
held in Bonn (United Nations Climate Change, 2022),
when the importance and urgency of capacity buil-
ding to operationalize the mechanisms of 6.2 and
6.4 was recognized (UNFCCC, 2022b). Additionally,
work was requested on the definition of processes
for implementing the transition of credits from the
CDM to 6.4 and the functioning of this mechanism
(UNFCCC, 2022¢). Until the next COP, in November
2022, a greater understanding of the functioning
of these mechanisms and resolutions on REDD+
(Reducing Emissions from Deforestation and forest
Degradation) is expected? At the national level, the
definition of the Designated National Authority is
expected.

Also, progress is expected in discussions regarding
climate finance. As the host country of the COP 27,
Egypt wants to focus on how the most vulnerable
nations can obtain financing for energy transition and
climate change adaptation (Machado, 2022).

2. REDD+, besides considering the reduction of emissions from deforestation and forest degradation, also considers the conservation and increase of forest carbon stocks and the sustainable management of forests.

GLOBAL OVERVIEW
OF THE CARBON
MARKETS

The carbon markets have undergone several changes
over the course of 2021, with increased exposure, new
International agreements, and greater private sector
engagement. Thus, it is important to know the impact
of this on the regulated markets and the voluntary
market.

REGULATED MARKETS

Until the first half of 2022, there were 68 carbon pri-
cing instruments, corresponding to 23% - equivalent
to 12 GtCO. e - of global CO, emissions and represen-
ting an increase compared to 2021, when the instru-
ments covered 21.5% of global emissions. Some cou-
ntries also took important steps in 2021: Germany
created its German ETS (Emission Trading System)
(Dehst, 2021), Indonesia launched the basic legislation
for carbon pricing (ICAP, 2022b); and Colombia came
into force a law that consolidates the commitments
assumed in the NDC and establishes the goal of imple-
menting ETS by 2030 (ICAP, 2022a). As of April 2022,
other 3 mechanisms have been implemented - a car-
bon tax in Uruguay and two subnational ETSs in the
United States and Canada. Besides national initiatives,
there is potential inclusion of greenhouse gas (GHG)
emissions pricing in international shipping (WORLD
BANK, 2022b).
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VOLUNTARY MARKET

The emissions of credits in the voluntary carbon
market grew in 2021 approximately 65% in relation to
2020 (Climate Focus, 2022). This growth would have
been driven by the Forestry and Land Use projects,
which grew by 139% until August 2021, compared to
2020, reaching 115 MtCO.e. It can be highlighted that
carbon reduction credits had a trading volume almost
10 times greater than removals in 2020 and 2021, but
with prices up to five times lower. This difference can
be explained by the preference of groups of investors
for removal credits, besides the incentive of the SBTI -
Science Based Target initiative (Donofrio et al, 2027).
According to information provided by Carbonext, the
price of REDD+ project credits grew by about 122% in
2021, from US$ 5.73 to US$ 12.72. The prices of credits
from Nature-Based Solutions (NBS) projects reached
US$ 13.8 at the end of the year (OPIS, 2022).

There is also a constant difference between the num-
ber of credits issued and those retired over the years.
This difference can be caused by the inefficiency of
the market, the high price elasticity of credit supply
and the over-the-counter trading format, for example.

Considering retired credits with beneficiary identifica-
tion, the main beneficiaries are: industry sectors (41%),
energy sector (33%) and services (14%)3, but it is worth
noting that more than 52% of credits do not have this
type of identification.

NATIONAL CARBON MARKET ECOSYSTEM

A survey of the current market ecosystem was carried out to understand the matu- databases were used, interviews with strategic market players* and online research

rity of carbon markets in Brazil. To this end, data from the literature and standards were carried out. First, market players were defined according to table 1.

Table 1 Types of activities in the Brazilian carbon market ecosystem

One or more individuals or organizations that have control and overall responsibility for the project. They are the project
owners. Sometimes it may be the owner of the site or the technology to be implemented in the project activity.

Player

Type of activity

Project proponent

Investors or financial institutions that provide capital for the development of carbon projects directly

Financier or through funds.

Supply players Sroiect denelomer Organization that gathers information, performs the required analyses, identifies adherent methodologies
J P and prepares the required documents for project registration.

Implementing Partner Company that implements the project in practice, which has the continuous work of on-site operation

Technology Suppliers Company that provides technology for the implementation or monitoring of carbon projects.

Final buyer Organization interested in acquiring credits for its own emissions offsets.

Intermediary buyers who carry out the resale of credits taking advantage of the appreciation of credits

Traders in the market for capitalization.

Demand players

Brokers Intermediary agents that connect final buyers and sellers, and earn commissions on sales.
Also known as standard. Institution that works in the delimitation of criteria, rules and methodologies

Reglstration progran (stancare) for the issuance of carbon credits

Company that audits project activities and their reductions or removals of GHG emissions according to
the rules of the standard and methodology.

Transversal players Third-party auditor

Local community and beneficiaries Local population, sometimes composed of indigenous and traditional populations, affected by project activities.

Source: Own preparation.

There is still the possibility of action by non-profit organizations, government insti- Analyzing the project registration process and the reports of the players inter-

tutions, political figures, law firms, among others. And note that an institution that viewed, it was identified that, currently, the Brazilian carbon market ecosystem has

wants to operate in the carbon market can encompass more than one type of activity. the following basic configuration, summarized in Figure 1.

3. The sector division was carried out for the credits in which the beneficiary is specified in the database.
4. Overall, 25 companies contributed to this study through interviews conducted by the WayCarbon team between April 12 and May 4, 2022.
5. Prepared by WayCarbon and published by ICC and WayCarbon on their networks, between May 2 and 31, 2022, aiming at a greater reach of the vision of market players. Another 18 companies, in addition to those 9

interviewed, collaborated through the online research.

OPPORTUNITIES FOR BRAZIL IN CARBON MARKETS




Figure 1 - Representative summary of the current Brazilian carbon market ecosystem
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REGISTRATION OF CARBON
PROJECTS IN BRAZIL

Projects registered with the VCS, Gold Standard and
CDM® in Brazil mostly have the following distribution
of projects by scope: renewable energy (108), fores-
try (28), waste treatment (18) and livestock (15). It is
worth noting that projects can present activities in
more than one scope. In 2021, projects in Brazil emit-
ted around 45.28 MtCO._e in carbon credits, of which
97.2% were registered by VCS (Gold Standard, 2022;
Verra, 2022). This amount was driven by REDD+ and
represents an increase of more than 200% compa-
red to 2020 (Verra, 2022). However, as is the case
internationally, the number of retired credits is smal-
ler than the number of credits issued, which denotes
an excess supply of Brazilian credits. It was conside-
red that the prices for licensing projects vary with the
methodology adopted, the generation of credits and
other specificities. Entry costs added to other deve-
lopment costs can limit the performance of small
bidders.

The demand for credits from Brazilian projects was
mMainly composed of companies in the service sec-
tor, companies in the Oil and Gas sector and energy
generation companies. Furthermore, the market has
moved towards projects that generate socio-envi-
ronmental co-benefits and their respective contri-

bution to the Sustainable Development Goals (SDG)
(VERRA, 2022).

The constant difference between emissions and reti-
rements of carbon credits in the voluntary market
can happen due to the inefficiency of this market’,
high price elasticity of credit supply® and the over-
-the-counter trading format, so that the buyer does
not have enough information to base its decisions,
besides having high transaction costs, making nego-
tiations in this market difficult.

TRANSACTION POTENTIAL FOR
BRAZILIAN CREDITS

Updating the proportion of Brazilian participation
in the world supply of credits with data from 2021,
following the logic adopted in the previous edition of
this study, we have that: the Brazilian supply corres-
ponds to about 12% of world emissions - Brazil emit-
ted 45.28 MtCO, in carbon credits on the voluntary
market in 2021. This percentage exceeds previous
estimates, based on data from 2019, when Brazil
issued an average of 3% of the world’s carbon credits
- and above the 10% market share considered in ICC
& WayCarbon (2021). It is possible that this growth
will continue to be driven mainly by NBS projects so
that, while these low-cost projects are still plentiful, it

IS possible that the country will maintain this expres-
sive participation in the voluntary market.

Based on the continuity of Brazil as responsible for
12% of the share of the world supply, Brazilian carbon
credit emissions under Article 6.4 would be between
360 and 1,200 MtCO, per year in 2030°. Furthermore,
it is important to consider the non-eligibility of new
energy projects in the largest programs of the volun-
tary market since 2020, which results in a residual
potential for emissions of approximately 62 MtCO._e
by 2030 for the projects already registered, changing
the potential of credits in the voluntary market to 3
35 MtCO.e and 973 MtCO_e in the pessimistic and
optimistic scenarios, respectively. Finally, it is impor-
tant to point out that for the mechanism of article
6.2, an even greater supply potential is expected in
comparison with 6.4, due to the breadth of initiatives
that can compose the results of emission reduction
transacted. With this potential, Brazil could supply
between 8.4 and 28% of the demand in the Article 6.4
mechanism, according to Edmonds et a/. (2019), who
estimates a demand of 4,300 MtCO. e in this market,

Considering the average prices of credits by project
types in 2021, according to Forest Trends’ Ecosystem
Marketplace (2022), Brazil could obtain between 1.39
and 4.63 billion reais in 2030. Considering the price
of US$ 100 per ton, a value considered by the TSVCM
(Taskforce on Scaling Voluntary Carbon Markets)

6. There is no registration of projects of the American Carbon Registry (ACR) and Climate Action Reserve (CAR) standards in Brazil and, for the CDM, projects registered after 2013 are considered..

7. Fama (1970) defines efficient markets as those in which: 1) there are no transaction costs; 2) all information is available and free of charge to market participants; 3) all agents agree on the implications of current information on pricing. These

as necessary for a rapid reduction in emissions, the
potential would be up to US$ 120 billion in 2030,
against US$ 100 billion estimated at ICC & WayCarbon
(2021). In this scenario of accelerated reductions, the
demand for credits in the voluntary market would be
between 1,500 and 2,000 MtCO_e (TSVCM, 2021), so
that Brazil could offer between 22.3 and 48.7% of cre-
dits in this market.

Regarding the demand for credits generated in
Brazil in the voluntary market, two possible scena-
rios can be considered:

« According to ICC & WayCarbon (2021), considering
that most Brazilian companies will establish net zero
targets and that residual emissions would be offset
with carbon credits, the possible national demand
for carbon credits is estimated at approximately
32.7 MtCO,e for 2034, according to the tool develo-
ped by Carillo Pineda et al. (2020)°.

* |f we consider the purchase of Brazilian credits by
companies around the world, based on estimates
made by TSVCM (2021), and considering that Brazil’s
relative share of retired credits in the world in 2021
s 7.9%, the demand for Brazilian credits would be
between 15.8 and 79 MtCO. e per year in 2030.

« As for the global regulated market, Edmonds et al.
(2019) estimates that a pricing system established to

conditions are sufficient, but not necessary, to guarantee the efficiency of the market - the market can be considered efficient if a significant number of agents have access to the information and disagreements about the implications of the in-
formation will not be a problem as long as some agents do not do, so consistently better ratings than those that are reflected in prices.

8. The price elasticity of supply refers to the reaction of the quantity of a good supplied in the market to an increase in its price. A high price elasticity means that the quantity supplied reacts more than proportionally to the increase in price.

9. Note that, despite the time cuts for the transition from CDM credits to the 6.4 mechanism, it is not yet known what types of projects and methodologies can be transferred, as well as how the baseline reviews will take place within these me-

thodologies that may undergo the CDM transition. For this reason, the amount of credits estimated for the transition between CDM and 6.4 was not added to the scenarios in order not to inflate the numbers, although there is this potential.

10. Aligned with the trajectory stipulated by the SBTI for a scenario of global warming restriction of 1.5°C.
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meet the countries’ NDCs could cover up to 4,300
MtCO_ e per year by 2030. This value would then
be equivalent to the demand for credits in the 6.4
mechanism. Based on the same proportion of cre-
dits from retired Brazilian projects in the voluntary
market, 7,9%, a demand of 339.7 MtCO e for carbon
credits generated in Brazil in 2030 can be envisioned.

Note that the difference between the potential supply
and demand highlights the need to create a natio-
nally and globally regulated market to give rise to the
generation of credits.

Figure 2 presents a summary of transaction poten-
tials for Brazilian credits, updating the numbers brou-
ght in the 2021 edition of this report.

Figura 2 - Summary of transaction potentials for the Brazilian credits
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of global demand
in the Article 6.4
(in MtCO_e)***

Brazilian supply could
cover up to 48.7%
of global demand in
the voluntary market
(in MtCO_e)**

2022 updates

Source: Own preparation based on: ICC & WayCarbon (2021), Forest Trends’ Ecosystem Marketplace (2022), Carillo Pineda et a/. (2020), TSVCM (2021),

Edmonds et al. (2019)

* Optimistic scenario using as a reference price of USD 100 dollars, considered by the Taskforce on Scaling Voluntary Carbon Markets as necessary to rea-
ch the Paris Agreement target of limiting global warming to 1.5°C. The average prices of credits by types of projects up to August 2021 in Table 5 are also

considered, with the lower limit of the price range.

**Considering the demand for credits in the voluntary market of 2,000 MtCO_e in 2030 (TSVCM, 2021).
***According to the demand of 4,300 MtCO e estimated by Edmonds et a/. (2019) for the Article 6.4 mechanism.

NATIONAL
ECOSYSTEM
ASSESSMENT

From the survey of the national carbon market
ecosystem, there is a need to analyze what barriers
need to be overcome so that the estimated transac-
tion potential can approach being effective and what
opportunities for action exist in the market today.

BARRIERS TO ACTING IN THE
CARBON MARKET IN BRAZIL

Contributing to and corroborating the various bar-
riers known in the literature, 22 difficulties to acting in
carbon markets were raised in interviews with market
players. It was identified that these barriers can inte-
ract, given that the functioning ofany marketis depen-
dent on several simultaneous factors. For example,
the lack of a good institutional framework can affect
the availability of information, as well as predictability
and the formation of expectations. Figure 3 presents
not only the barriers but also their connections.
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Figure 3 - Barriers to action in the carbon market and their interconnections

Complexity of the
land registry and the
difficulty of mapping

properties

Brazilian legislative and
tax complexity

Absence of a
regulated market in
Brazil or some level
— of regulation for the
voluntary market

Constant change
and instability of the
national position
related to the carbon
market

Direct influence of one barrier on another,
generating or intensifying it

Political barrier

Market barrier

Technical barrier

Economic Barrier

Regulatory Barrier

Quoted by supply-side players in the interviews

Quoted by demand side players in the interviews

Quoted by transversal players in the interviews

oo 0000 !

Impact on the purchase Long process of

. . - . Risks to reputation due Low interest of registering the project,
Legal insecurity on the of Brazilian credits f . .
art of the players _) mainly by international (_ to the purchase of poor landowners in (_ new methodologies
P players quality credits registering projects and new technologies

in standards

Lack of information regarding the volume
and market players and lack of transparency
of prices and types of agreements

o-0-0
J

Low return of the value Low maturity of the
protection against of the credits to the market as a whole (—) professionals in the
price fluctuation local population in NBS market

O pr:ects ®-0-0 O
4

Lack of mechanisms
that bring financial

Shortage of qualified

The carbon credit
cannot be used as
collateral and the
difficulty in accessing
financing

The financial scalability

Low availability of of reforestation

resources for project _)
development

projects is hindered
by the long payback
period of the projects

Difficulty in
implementing
jurisdictional REDD G
projects

The scalability of
jurisdictional projects
currently may be
a hindrance to the
development of
forestry projects

Unavailability of proper
methodologies to the
tropical reality

Additionality issues
especially in the
agricultural sector

Source: Own preparation.
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OPPORTUNITIES TO OPERATE IN THE

CARBON MARKET IN BRAZIL

In the previous year’s study, the potential of the agri-
culture, forestry and energy sectors to act in the
mechanisms of Article 6 and in the voluntary market
was indicated. In an update for this year, the greatest
potential of the Article 6.2 mechanism in relation to
Article 6.4 is highlighted. After the experiences with
the pilot projects of the mechanism of Article 6.2, the
Brazilian government has the opportunity to define
possible types of projects and partnerships for the

transfer of ITMQOs, considering that types of genera-
tion projects that are easier to implement should not
be considered so as not to hinder the achievement of
its NDC.

Besides the opportunitiesrelated to the sectors, Figure
4 lists the opportunities to act in the carbon market
mentioned in the interviews and in the form, detailing
the type of player who will have the opportunity.

Figure 4 - Opportunities for demand-side players, supply-side players, and the Brazilian government

DEMAND PLAYERS

SUPPLY PLAYERS

BRAZILIAN GOVERNMENT

» Greater market competitiveness, given the
international front opened by article 6 of the
Paris Agreement.

» Consideration of NBS with important and
higher added value projects.

* Internationalization of the Brazilian market
considering the large numbers of estimated
capacity to generate credits..

* Leverage strategies to monitor results of NBS
projects and achieve their NDC more cheaply

* Increase in demand with commitment from
industries with science-based targets, or

through bids for the acquisition of credits.

* Investment in carbon projects aiming at
compensation and residual emissions and
surplus commercialization..

» Exploration of new fronts to be regulated
internationally.

* Positioning for greater performance of
financial institutions as financiers.

* Intensified opportunities from the evolution of Brazilian legislation with the regulation of carbon markets.
» Great potential for NBS. Possible Brazilian positioning as a major supplier of NBS credits, internationally.

» Preference for avoided deforestation projects in the short term, reforestation projects in
the medium term, and carbon capture and storage projects in the long term.

» Carbon market as an investment vehicle for the country, which can
leverage the adoption of alternatives and less carbon intensive solutions.

» Greater relevance and strengthening of Jurisdictional REDD

with the launch of ART Trees.

» Exploitation of sectors whose potential for emission reductions
has been little explored and developed, such as waste treatment.

Source: Own preparation.

RECOMMENDATIONS
AND KEY MESSAGES

Recommendations that have the potential to over-
come presented barriers, seize opportunities and
boost the national market are presented.

FOR THE BRAZILIAN GOVERNMENT

It is imperative that the Brazilian government take
a stand and act urgently in accordance with the
following guidelines:

FEDERAL EXECUTIVE BRANCH

It is essential that Brazil, in its regulatory role,
1 supported by ministries and sectors, as defined
by decree 11,075, develop and publish specific plan-
ning to fulfill its NDC and commitments to zero ille-
gal deforestation and methane reduction.

Given the planning for compliance with the
2 NDC, the Executive, mainly through the Ministry
of Economy (ME), Ministry of the Environment
(MMA) and Ministry of Foreign Affairs (MRE), must
establish its strategy for selling credits through the
Article 6 mechanisms considering using more com-
plex types of projects in the mechanisms and their
potential as a major supplier of NBS credits.

It is important that the Inter-ministerial
3 Committee on Climate Change and Green
Growth takes responsibility for the regulated and
voluntary carbon markets.

Brazil, through the ministries, mainly the MCTI,
4 and through the state governments, should
strongly encourage and support the development
of methodologies that consider the country’s cli-
mate reality, through the allocation of funds for the
development of studies, or training from the market.

It is important for the federal government to
5 provide the state governments with clear defi-
nitions on jurisdictional projects and procedures for
their implementation through a well-structured and
publicly available guide.

6 The MRE should follow the COP 27 discussions
on the inclusion of REDD projects.

FEDERAL LEGISLATIVE BRANCH

Effectively establish a regulated carbon market
1 in Brazil through a law. Therefore, it is up to the
Brazilian legislative branch, with the support of the
executive branch, to move in this direction.

2 2. Promote the potential for economic
development, social equity, and ecological
balance that carbon markets offer. It also should:

2.1. Promote the development of less carbon-inten-
sive technologies and the professional development
in this field.

2.2. 2.2. Ensure the protection of indigenous peo-
ples, quilombola communities, traditional communi-
ties, and primary producers. Moreover, ensure that
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they also participate in the elaboration of carbon pro-
jects and receive due recognition and compensation.

2.3. Provide environmental and human rights

safeguards..

It is important to prioritize processes related
3 to land regularization and other regulatory
barriers to enable the implementation of projects
and to advance the proper implementation of the
Forest Code to support the mapping of properties
that can potentially host carbon projects.

4. Take advantage of the preparation towards
4 a regulated market in Brazil initiated by the
Decree to enable several importantinstitutional mea-
sures for the good operation of the carbon markets:

4.1. Definition of the legal nature of credit in laws.

4.2. Definitions on the performance of SINARE, con-
sidering access and integration with other systems
such as SIRENE and data transparency. Furthermore,
it is important to ensure the incorporation of an inter-
sectoral architecture that allows monitoring of the
mitigation outcomes of all programs and public poli-
cies related to the progress of the various sectors
towards the targets set by the NDC.

4.3. It is extremely important to ensure that the gui-
delines provided by the ministries are laid out Iin a
clear and direct way, to allow due monitoring of
the emission reductions and removals promoted, as
well as the transaction of ITMOS and corresponding
adjustments.

4.4. Bring in the new regulations and sector trajec-
tories to be determined to achieve the NDCs, besi-
des clear indications about the additionality of the
projects.

STATE GOVERNMENTS

To take advantage of the benefits that can
1 result from jurisdictional programs at the state
level, the state governments should strengthen their
technical staff, for example on the topics of carbon
markets, REDD+, and Jurisdictional REDD+.

FOR THE PRIVATE SECTOR

For the private sector as a whole, with the aim of

strengthening the national market and supporting its
maturation process, this study makes the following
recommendations:

Support the simplification of credit transaction
1 processes in the voluntary market and defend
the adoption of digital technology for MRV and car-
bon credit certification processes with voluntary
programs.

2 Actively contribute to periodical publica-
tions prepared by entities experienced in the
subject.

Supply-side players have a critical role in making the

country’s credit supply potential practical and ensu-
ring the quality of the credits produced. They also have
great opportunities as the market grows. Therefore,

specific recommendations have been prepared:

Establish partnerships with other market players

with the intention of strengthening and coo-
perating for the maturation of the market, valuing
transparency and fair return to the landowner and
local communities involved in the project.

Include and increase the visibility of the par-
2 ticipation of local, indigenous, and traditional
populations directly affected in discussions on the
elaboration of projects in the forestry sector.

3 Invest in projects that generate co-benefits,
generating resources for people, communities
and small producers.

Investments in NBS desighed to ensure the
4 greatest possible benefit in terms of sustai-
nability and regeneration, as well as minimizing
social and environmental damage, prioritizing pro-
jects involving the planting of forests, due to Brazil’s
potential in this regard and the relatively low aba-
tement cost and considering the potential increase
in demand from the commitment of industries to
science-based targets and the requirement of such
initiatives for carbon capture and removal.

5 Take advantage of opportunities for action in
new international mechanisms as done with
CDM.

6 Ensure that GHG removals and emission reduc-
tions are implemented not only in forestry pro-

jects, but also in projects of other scopes that have
been little explored nationally, such as projects that
apply carbon storage and sequestration technolo-
gies to industrial processes and the GCC (Global
Carbon Council), a voluntary market mechanism
that continues to generate credits through renewa-
ble energy-related activities in Brazil.

7 Support professional development and the
increase of scientific knowledge in the area by
promoting debates, courses, and seminars.

To support the growth of this market and take advan-
tage of the best opportunities to offset emission and
to achieve net zero targets, the

should prioritize the following:

Commit to long-term agreements to purchase
carbon credits.

Expand its operations in the market by propo-
sing and financing projects.

Give preferencetoprojectsthat provide socioe-
conomic co-benefits and generate income and
wealth for peoples, communities, small producers.

Expand efforts to reduce and remove GHG
emissions by investing in technological deve-
lopment and innovation.

Establish partnerships that make viable new
technologies for reducing emissions and remo-
ving GHG from the atmosphere.
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Since the process of generating carbon credits plays
an essential role in the voluntary market, the regis-
tration programs must follow the Brazilian market

development. For this purpose, this study brings the
following recommendations:

1 Pay attention to the speed of its processes, con-
sidering since the review of methodologies to
the operation of the registration platform.

2 Carry out harmonized reporting with
other registration programs to ensure data
comparability.

It is also suggested the preparation of metho-
3 dologies focused on the national climatic cha-
racteristics, mainly, ensuring adherence to the wide
range of possibilities in projects in the forestry and
agricultural sectors.

As carbon markets are constantly evolving, to follow
this evolution, we recommended to carry out new
studies yearly in the area of carbon markets in Brazil.
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