
CHAPTER 13

South African carbon trading:
A counterproductive climate
change strategy
Patrick Bond and Graham Erion

If in coming decades floods periodically inundate the eastern third of South Africa
and droughts are unbearable in the western two-thirds, and if the main ports of
eThekwini, Cape Town, Richard’s Bay, Buffalo City and Mandela Metropole
(including the new Coega complex) are gradually submerged – perhaps four
metres below present sea levels in a century – once sufficiently large sections of
Antarctica, the Arctic Circle and Greenland melt, where might South Africans turn
to hurl the blame?

Mainly to Gauteng politicians and capitalists, that’s where. State policy-makers and
allied corporations active in the last two decades of the 20th century and the first
of the 21st have driven the country’s energy systems into unprecedented
contradictions and crises. Perhaps none is more threatening than Eskom’s
contribution to climate change, amplified by the African National Congress (ANC)
government’s 2004 policy which aims to commodify the air as a mitigating
strategy.

For those concerned about global warming, there are two approaches that can be
taken, both of which will be considered in this chapter: a radical approach (i.e.,
going to the problem’s roots) which would entail a genuine transformation of
energy, industry and transport; or the prevailing neo-liberal strategy which entails
the status quo plus gimmicks such as the Kyoto Protocol’s Clean Development
Mechanism (CDM). The latter is far more likely, so it is to the critique of current
trends that we turn first, starting with a flashback to mid-2006.1

Even then, as global awareness about climate change emerged, central government
in Pretoria sent ever stronger signals that it would back the status quo:
• 11 September 2006, Somerset West (Western Cape): Speaking to the UN
Intergovernmental Panel on Climate Change, South African Minister of
Environmental Affairs and Tourism Marthinus van Schalkwyk rates CDM
promotion second in his three priorities for the upcoming Nairobi
Conference of Parties meeting (between more adaptation funding and
tougher targets for Kyoto): ‘The 17 CDM projects in the pipeline in Sub-
Saharan Africa account for only 1.7 per cent of the total of 990 projects
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worldwide. To build faith in the carbon market and to ensure that everyone
shares in its benefits, we must address the obstacles that African countries
face’ (Van Schalkwyk 2006).

• 5 October 2006, Monterey: In the wake of the July 2006 G8 summit in
St Petersburg, which ignored climate change, the group’s energy ministers
plus 12 other major polluters meet in Mexico. Again there are no results,
and as the BBC reports, hopes that the USA Department of Energy would
consider mandatory carbon dioxide (CO2) caps for businesses were dashed
because ‘the White House Council on Environmental Quality [a hard-line
group of advisers with close links to the US oil industry] have ruled that out’
(Harrabin 2006). Russia does not bother attending.

• 30 October 2006, London: The British government releases The Stern Review:
The Economics of Climate Change, which estimates climate change costs of
5–20 per cent of global GDP at current warming rates. Stern calls for demand
reduction of emissions-intensive products, energy efficiency, avoiding
deforestation and new low-carbon technology, and insists that carbon trading
has a key role (HM Treasury UK 2006).

• 15 November 2006, New York: The Oxford American Dictionary announces
the term ‘carbon neutral’ (first used in 1991) is the ‘word of the year’ for 2006,
even though some offsets such as tree plantations cause enormous ecological
damage and many other offsets are being unveiled as illegitimate.

• 17 November 2006, Nairobi: The 12th UN climate change Conference of
Parties (COP) ends. After 11 days of work there is still no timetable for post-
Kyoto Protocol negotiations or reductions. Nairobi delegates and even many
NGOs such as Oxfam adopt an uncritical perspective on carbon trading, and
a new Adaptation Fund is established but with resources reliant upon CDM
revenues. Activists from the Gaia Foundation, Global Forest Coalition, Global
Justice Ecology Project, Large Scale Biofuels Action Group, the STOP GE
Trees Campaign and World Rainforest Movement condemn the COP’s move
to biofuels and genetically engineered timber technology, which are being
promoted through the CDM.

• 22 November 2006, Johannesburg: Van Schalkwyk writes in Business Day
newspaper that South Africa achieved its key Nairobi objectives, including
kick-starting the CDM in Africa, and welcomes UN support for more
‘equitable distribution of CDM projects’ given that only 1.5 per cent of
projects are planned for sub-Saharan Africa. He concludes that this work
‘sends a clear signal to carbon markets of our common resolve to secure the
future of the Kyoto regime’ (Business Day 22 November 2006).

• 24 November 2006, Pretoria: The largest industrial subsidies in African
history are confirmed at the Coega export processing zone near Port
Elizabeth. Alcan will build a US$2.7 billion aluminium smelter thanks to vast
electricity subsidies from Eskom. The following week, the University of Cape
Town’s environmental studies professor, Richard Fuggle, attacks the CO2
emissions associated with the Coega deal in his retirement speech, describing
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Van Schalkwyk as a ‘political lightweight’ who is ‘unable to press for
environmental considerations to take precedence over “development”’
(Fuggle 2006).

• 6 December 2006, Pretoria and Canberra: Van Schalkwyk and his Australian
Conservative-government counterpart, Ian Campbell, sign a co-operation
agreement to ‘identify, develop and implement a program of joint activities
designed to deliver practical outcomes of mutual benefit’ (DEAT 2006) –
which has the effect of lining South Africa up as an ally with one of the
regimes most opposed to climate change action.

• 15 December 2006, Washington, DC: The Asian Development Bank proudly
announces that, aided by its Prototype Carbon Fund, the carbon trading
market ‘rose from about 13 million tons of CO2-equivalent in 2001 to
704 million tons in 2005, when its value totaled $11 billion. The value of the
market continues to rise – it was $7.5 billion in the first quarter of 2006 alone’
(Kapadia 2006).

With climate change posing perhaps the gravest threat to humanity in coming
years, and with free market economics still the global ruling elite’s most powerful
ethos, it is little wonder so much effort has gone into making the latter a solution
to the former, no matter how much evidence has recently emerged to the contrary.
As Daniel Becker of the Sierra Club’s Global Warming and Energy Program
explains, ‘It’s sort of the moral equivalent of hiring a domestic. We will pay you to
clean our mess. For a long time here in America we have believed in the polluter
pays principle. This could become a pay to pollute principle.’2

The idea of paying to pollute immediately reminds us that South Africa has
amongst the world’s most extreme distributions of income. The low wages and
awful conditions faced by domestic workers, for example, reflect a historical
legacy of injustice and apartheid, subsequently cemented by market-oriented
labour relations – in a post-1994 context in which reparations have been rejected
by the corporate-friendly ANC government, and the unemployment rate has
doubled. In the same way that apartheid represented a gift to white people,
according to Larry Lohmann from the British NGO Cornerhouse and the
Durban Group network which formed in 2004 against carbon trading, ‘[t]he
distribution of carbon allowances [the prerequisite for trading] constitutes one
of the largest, if not the largest, projects for creation and regressive distribution
of property rights in human history’ (Wamasti 2007). What President Mbeki
calls ‘global apartheid’ is hence reinforced by carbon trading based on historical
allocations of pollution rights. To borrow Becker’s metaphor, this occurs in the
same way that pre-existing wage and social relations – evident especially in
inexpensive domestic labour – are cemented by strengthened property rights in
contemporary South Africa, in the wake of what the UN rightly termed a crime
against humanity.

It works like this. Rather than forcing countries or firms to reduce their own
greenhouse gas emissions, Kyoto Protocol designers created – from thin air – a
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‘carbon market’ and gave countries a minimal reduction target (5 per cent from
1990 emissions levels, to be achieved by 2012). They can either meet that target
through their own reductions or by purchasing emissions credits from
countries/firms that reduce their own greenhouse gases below their target level.
Carbon trading has become the key response of the international community to
the climate crisis, most prominently through the Kyoto Protocol’s CDM.3

This market does not lack for controversy, particularly because fatuous ‘carbon
offset’ public relations fibs have persuaded politicians and celebrities that they can
make their global conferences, rock concerts and other extravaganzas ‘carbon
neutral’. Contemplating what might be called ‘carbon colonialism’, The Guardian
columnist George Monbiot considered a Nature report (Schiermeier 2006) on
worsening global warming attributable to increased methane emissions from
plants, which were formerly thought to be solely a ‘sink’ for CO2 emissions:

It should shake our confidence in one of our favourite means of tackling
[climate change]: paying other people to clear up the mess we’ve made. Both
through the unofficial carbon market and by means of a provision of the
Kyoto Protocol called the Clean Development Mechanism, people, companies
and states can claim to reduce their emissions by investing in carbon-friendly
projects in poorer countries. Among other schemes, you can earn carbon
credits by paying people to plant trees. As the trees grow, they are supposed to
absorb the carbon we release by burning fossil fuels.

Despite the new findings, it still seems fair to say that forests are a net carbon
sink, taking in more greenhouse gases than they release. If they are felled, the
carbon in both the trees and the soil they grow on is likely to enter the
atmosphere. So preserving them remains a good idea, for this and other
reasons. But what the new study provides is yet more evidence that the
accountancy behind many of the ‘carbon offset’ schemes is flawed.

While they have a pretty good idea of how much carbon our factories and
planes and cars are releasing, scientists are much less certain about the
amount of carbon tree planting will absorb. When you drain or clear the soil
to plant trees, for example, you are likely to release some carbon, but it is hard
to tell how much. Planting trees in one place might stunt trees elsewhere, as
they could dry up a river which was feeding a forest downstream. Or by
protecting your forest against loggers, you might be driving them into
another forest.

As global temperatures rise, trees in many places will begin to die back,
releasing the carbon they contain. Forest fires could wipe them out
completely. The timing is also critical: emissions saved today are far more
valuable, in terms of reducing climate change, than emissions saved in ten
years’ time, yet the trees you plant start absorbing carbon long after your
factories released it. All this made the figures speculative, but the new
findings, with their massive uncertainty range (plants, the researchers say,
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produce somewhere between ten and thirty per cent of the planet’s methane)
make an honest sum impossible. In other words, you cannot reasonably claim
to have swapped the carbon stored in oil or coal for carbon absorbed by trees.
Mineral carbon, while it remains in the ground, is stable and quantifiable.
Biological carbon is labile and uncertain.

To add to the confusion, in order to show that you are really reducing
atmospheric carbon by planting or protecting a forest, you must demonstrate
that if you hadn’t done it something else would have happened. Not only is
this very difficult, it is also an invitation for a country or a company to
threaten an increase in emissions. It can then present the alternative (doing
what it would have done anyway) as an improvement on its destructive plans,
and claim the difference as a carbon reduction…

But perhaps the most destructive effect of the carbon offset trade is that it
allows us to believe we can carry on polluting. The government can keep
building roads and airports and we can keep flying to Thailand for our
holidays, as long as we purchase absolution by giving a few quid to a tree
planting company. How do you quantify complacency? (Monbiot 2006)

In economic terms, would this system work as designed, regardless of its ethical
and ecological shortcomings? There are very serious theoretical problems with the
carbon market, which economists would recognise if they gave it serious thought.
As Gar Lipow explains:

Neither emissions trading nor green taxes are the most efficient way to reduce
carbon emissions, compared to an alternative combination of regulations,
public works, and, secondarily, green taxes in the form of a green capital tax.
Both emissions trading and green taxes are an inefficient way of reducing
carbon emissions because they are largely driven by fossil fuel consumption
and fossil fuel demand is extremely price inelastic [no matter how high the
price goes, you are dependent and will find it hard to cut consumption].

In the short run, some savings may be achieved by simple behaviour changes.
But past a certain point you are giving up the ability to heat your home, get to
work and in general experience other things vital to a decent life – so in the
face of higher energy prices you will give up something else and simply pay
for more energy.

In the longer run, better capital investments can reduce such consumption
without giving up vital things. But a combination of unequal access to capital,
split incentives (where the person who makes the investment is not the one
who would obtain the savings), transaction costs of energy savings vs. other
investments, and other factors, mean[s] capital investment does not occur as
you would expect in the face of rising energy prices. (Lipow 2006)

The remainder of this chapter explores the roots of the controversies around
carbon trading, as well as the adverse effects of this market in South Africa.
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South Africa’s contribution to climate change
The international debate over climate change is heating up, as we see more and
more irrefutable evidence of global warming and climate turbulence emerging.
The overarching problem is well known to South Africans who follow the news;
less understood – if it is understood at all – is the extent of this country’s
responsibility for the world’s overdose of greenhouse gases. Like filthy laundry, it
sometimes seems like a national secret that the economy we inherited from
apartheid is so addicted to fossil fuel, and moreover that the post-apartheid
government has made the situation much much worse.

South Africa is not included in the Kyoto Protocol’s Annex 1 list of countries that
should make emissions reductions, and hence the economy as a whole is not
subject to targets at this stage. But we will be in future and, looking ahead,
officials and corporations – and even a few NGOs which should know better –
are promoting the Protocol’s CDM as a way to continue South Africa’s hedonistic
output of greenhouse gases, and earn profits in the process. Pretoria’s own climate
change strategy argues that the ‘CDM primarily presents a range of commercial
opportunities’ and indeed ‘could be a very important source of foreign direct
investment’ (DEAT 2004: 2).

But do we deserve to earn such ‘investment’ given South African industry’s
indefensible contribution to global warming? On the contrary, from his base at the
University of Zululand, Professor Mark Jury has gathered the following damning
facts about South Africa’s debt to the planet:
• South Africa contributes 1.8 per cent of total greenhouse gases, making it one
of the top contributing countries in the world;

• the energy sector is responsible for 87 per cent of CO2, 96 per cent of sulphur
dioxide and 94 per cent of nitrous oxide emissions;

• 90 per cent of energy is generated from the combustion of coal that contains
greater than 1 per cent sulphur and greater than 30 per cent ash;

• with a domestic economy powered by coal, South Africa has experienced a
fivefold increase in CO2 emissions since 1950;

• South Africa is a signatory to the United Nations Framework Convention on
Climate Change (UNFCCC) and the Montreal Protocol, yet CO2 emissions
increased 18 per cent between 1990 and 2000;

• South Africa only enacted legally binding air pollution regulations
in 2004 via the National Environmental Management Air Quality Act
(No. 39 of 2004), but energy efficiency is low;

• in rural areas of South Africa, approximately 3 million households burn
fuelwood for their energy needs, causing deforestation, reduction of CO2
sinks, and indoor health problems;

• the industrial sector consumes 2.6 quads of energy (57 per cent of total
primary energy consumption) and emits 66.8 metric tons of carbon
(65 per cent of total carbon emissions from fossil fuels), though industry’s
contribution to GDP is 29 per cent;
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• since 1970, South Africa consistently has consumed the most energy and
emitted the most carbon per dollar of GDP among major countries. South
African energy intensity measured at 33.5 K BTU per US$ unit is nearly at
China’s level;

• South Africa’s carbon intensity is far higher than in most other countries due
to its dependence on coal; and

• household and industrial energy consumption across the continent is
predicted to increase by over 300 per cent in the next 50 years with significant
growth in sulphur and nitrogen emissions. (Jury 2004)

Coal is by far the biggest single South African contributor to global warming,
representing between 80 and 95 per cent of CO2 emissions since the 1950s. But
liquid CO2 emissions, mainly from transport, have risen to the level of more than
10 000 metric tons per year since the early 1990s. It is regrettable but true, just as
in Eastern Europe (whose CO2 emissions are well below 1990 levels), that the long
recession of the early 1990s was the only point in South Africa’s history since the
economic crisis of the early 1930s when CO2 emissions stabilised and dropped
slightly. Needless to say, South Africa is by far the primary global warming villain
in Africa, responsible for 42 per cent of the continent’s CO2 emissions – more than
Egypt, Nigeria, Algeria and Libya combined.

Given the vast CO2 emissions increases by South Africa, especially during the
1980s, added to similar increases in global greenhouse gas emissions, it is only
logical to find an average one degree Celcius increase in our region’s temperature,
over historic norms. This is merely the surface-level statistical information about
the climate change crisis, as it emerges.Much more could be said about the various
other indicators, ranging from droughts/floods in South Africa and Africa as a
whole, to the hurricanes which belted GeorgeW Bush’s oil-producing and refining
belt in Texas/Louisiana in September 2005.

As noted, the Kyoto Protocol came into effect in February 2005, but South Africa
is not subject to its emissions reduction targets at this stage. However, since we will
be part of the Protocol in future, some state officials, international financiers and
local corporations – and even a few NGOs – are promoting a gimmick, the
Protocol’s CDM, which substitutes investments in carbon-reducing projects for
genuine emissions reductions.

To critics, including dozens of environmental justice networks which signed the
October 2004 ‘Durban Declaration on Climate Justice’,4 the CDM and especially
the new carbon market that permits trade in pollution rights represent misleading
‘greenwash’. Carbon trading justifies letting the USA, the European Union and
Japan continue their emissions, in exchange for a small profit pay-out to dubious
South African firms and municipalities for reductions in local carbon. Those
reductions are ones we should be making in any event.

For example, methane that escapes from Africa’s largest landfill, at Bisasar Road in
the Durban residential suburb of Clare Estate, should be captured, cleaned and
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safely turned into energy. eThekwini officials instead aim to burn the methane on-
site, which entails keeping the toxic dump open for at least another seven years –
though the ANC had promised its closure in 1996 due to community opposition
to its presence. The officials’ goal is to sell carbon credits via the World Bank to big
corporations and northern governments. But a famous community activist, Sajida
Khan, appears to have frightened theWorld Bank off for now. Although Khan died
in July 2007, her environmental impact assessment filing in August 2005 was a
crucial intervention. At the time of writing, there had been no subsequent effort to
market Bisasar Road to carbon credit investors.

Unfortunately, the Department of Environmental Affairs and Tourism (DEAT)
supports this form of carbon colonialism. In September 2004 the DEAT issued the
National Climate Change Response Strategy, insisting that South Africa must
understand ‘up-front’ how the ‘CDM primarily presents a range of commercial
opportunities, both big and small. This could be a very important source of foreign
direct investment’ (DEAT 2004: 2). In October 2005, a gathering of environmental
activists at the University of KwaZulu-Natal rejected the CDM policy outright.

Indeed, the economy’s fivefold increase in CO2 emissions since 1950, and 20 per cent
increase during the 1990s, can largely be blamed upon the attempt by Eskom, the
mining houses and metals smelters to brag of having the world’s cheapest electricity.
Given that industry emits 20 times more carbon tonnage per unit of economic
output per person than even the USA, South African capital’s reliance upon fossil
fuels is scandalous. Not only are vast carbon-based profits fleeing to the mining
houses’ offshore financial headquarters – there are also very few jobs in these
smelters, including the proposed US$2.5 billion Coega aluminium project for which
the notorious Canadian firm Alcan has been promised lucrative sweetheart deals
from Eskom, the Department of Trade and Industry and the Industrial Development
Corporation (IDC). Fewer than 1 000 jobs will be created in the smelter, though it
will consume more electricity than the entire nearby city of Port Elizabeth.

Aside from carbon trading, the main answer to the climate question provided by
Public Enterprises Minister Alec Erwin is fast-tracking the dangerous, outmoded
Pebble Bed Modular Reactor technology rejected by German nuclear energy
producers some years ago (for more details see Fig, Chapter 6 in this volume). As
noted below, that reckless strategy will continue to be fought by Earthlife Africa,
the environmental lobby group that has won two important preliminary court
battles against Erwin’s special advisor on energy matters, former DEAT Director-
general Chippy Olver.

Instead, renewable sources like wind, solar, wave, tidal and biomass technology are
the only logical way forward for this century’s energy system, but still get only a
tiny pittance of government support (see McDaid, Chapter 7 in this volume), a
fraction of the hundreds of millions of rands wasted on nuclear research and
development. In the meantime, because of alleged ‘resource constraints’,
communities like Kennedy Road in Durban, bordering the Bisasar landfill – where
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impoverished people rely upon dump scavenging for income – are still denied
basic services like electricity.While Kennedy Road activists are promised a few jobs
and bursaries, the plan to burn the landfill’s methane gas on-site could release a
cocktail of new toxins into the already poisoned air. Gas flaring would increase 15-
fold under the scheme Durban has tried selling to theWorld Bank. The generator’s
filters would never entirely contain the aromatic hydro-carbons, nitrous oxides,
volatile organic compounds, dioxins and furans released in the process.

Aside from theWorld Bank, the cash-rich companies which most need to cut these
deals to protect their future rights to pollute are the oil majors, beneficiaries of
windfall profits as the price per barrel soared from US$11 in 1998 to more than
US$70 in 2006 and stood at approximately US$100 in early 2008. The Bank itself
admits in a recent study that these and other extractive firms’ depletion of Africa’s
natural resources drain the national wealth by hundreds of dollars per person
each year in Gabon (whose citizens lost US$2 241 each in 2000), the Republic of
the Congo (–US$727), Nigeria (–US$210), Cameroon (–US$152), Mauritania
(–US$147) and Côte d’Ivoire (–US$100) (World Bank 2005).

In the process, the oil fields are attracting a new generation of USA troops to bases
being developed in the Gulf of Guinea. Once again, Pretoria is amplifying the worst
trends, as Human Sciences Research Council researchers John Daniel and Jessica
Lutchman concluded in their analysis of sleazy oil deals – not only by Imvume (a
corrupt oil transaction company which was used as a front operation to funnel
millions of dollars to the ANC) in Saddam’s Iraq, replete with transfers to ruling
party coffers, but also encompassing the Sudanese and Equatorial Guinean
dictatorships: ‘In its scramble to acquire a share of this market, the ANC
government has abandoned any regard to those ethical and human rights
principles which it once proclaimed would form the basis of its foreign policy’
(Daniel & Lutchman 2005).

President Thabo Mbeki himself downplayed Sudan’s Darfur crisis, even when
sending peacekeeping troops to the region because, as he said after a meeting with
President Bush in mid-2005, ‘If you denounce Sudan as genocidal, what next?
Don’t you have to arrest the president? The solution doesn’t lie in making radical
solutions – not for us in Africa’ (Becker & Sanger 2005). Pretoria’s national oil
company, PetroSA, had five months earlier signed a deal to share its technicians
with Sudan’s Sudapet, so as to conduct explorations in Block 14 in that country,
where it enjoyed exclusive oil concession rights (Fabricius 2005).

Those ethical principles should be urgently revisited now, since our future
generations’ very survival is at stake. Since the DEAT’s October 2005 National
Climate Change Conference (DEAT 2005) did not engage seriously with these
critiques, its attendees will be regarded as a large part of the problem. The irony is
that while generating enormous carbon emissions, energy is utilised in an
extremely irrational way. The unjust system leaves too many without access, while
a few large corporations benefit disproportionately, as discussed below.
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In sum, our purpose is to dig deeper in order to uncover an emerging form of
environmental injustice, the carbon market, and to highlight cutting-edge
attempts to mitigate that injustice through civil-society activism and advocacy that
stretches from retail household reconnections to international environmental
negotiations. This is not an entirely celebratory account, for notwithstanding
successful civic resistance to South Africa’s largest proposed project, at Bisasar
Road, one of the concerns our research has uncovered is the failure of the
environmental justice critique to penetrate the realm of policy. In that sphere, Big
Oil and the South African minerals-energy complex (Fine & Rustomjee 1996)
appear to have the upper hand.

A brief history of carbon trading
The intellectual origins of carbon trading can be traced back to a small publication
in 1968 entitled Pollution, Property, and Prices by Canadian economist John Dales
(Dales 1968). Like Garrett Hardin – who penned his famous essay ‘The Tragedy of
the Commons’ that same year – Dales believed that natural resources in their
unrestricted common property form would face tragic over-exploitation by people
acting in their rational self-interest (Dales 1968; Hardin 1968).

Yet Dales went much further than Hardin in his solution to this problem. Dales
proposed to control water pollution by setting a total quota of allowable waste for
each waterway and then created a ‘market’ in equivalent ‘pollution rights’ for firms
to discharge pollutants up to this level (Dales 1968: 81). These rights, referred to as
‘transferable property rights…for the disposal of wastes’, would be sold to firms
which could then trade them amongst themselves (Dales 1968: 85). The more
efficient firms would make the largest pollution reductions and sell their credits to
less efficient firms, thereby guaranteeing a reduction of pollution at the lowest
social cost.

Though Dales’s proposal took a back seat to the command-and-control approach
that characterised environmental policy during the 1970s, his idea would resurface
in the following decades. Proponents of pollution trading – typically a mix of
industry groups and self-described ‘free market environmentalists’ – echoed
Dales’s logic about greater efficiency, and added claims of lower administrative
costs and greater incentives for innovation. After a series of proposals and pilot
projects by the Environmental Protection Agency, the USA Congress amended the
Clean Air Act in 1990 to create a national emissions trading scheme in sulphur
dioxide, the main pollutant behind acid rain. Until 1997, the USA was the only
country in the world with any significant pollution trading scheme. This would
change following the Kyoto Protocol.

Though carbon trading was initially met with hostility from some European
countries and environmental NGOs during the third Conference of the Parties to
the UNFCCC in Kyoto, it was eventually adopted and appears in three separate
articles of the final text of the Protocol.
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Article 17 of the Protocol establishes a system of ‘Emissions Trading’ whereby
Annex 1 countries (e.g. developed countries that have accepted binding emissions
reduction targets) can trade emissions credits amongst themselves if they
overshoot their targets. This aspect of trading can be controversial, especially when
applied to former East Bloc countries such as Russia and the Ukraine. The collapse
of the Soviet economy during the 1990s meant that these countries today have a
‘free pass’ for reducing emissions. Their contracted economies have already
reduced gross emissions by nearly 40 per cent.5

For this reason the unfavourable label ‘hot air’ has been widely applied to this form
of trading, since it has nothing to do with deliberate efforts to reduce emissions
and everything to do with economic collapse. However, Europe’s larger
considerations about energy security and access to natural gas may still benefit
Russia and the Ukraine in this market and increase the likelihood of future trading
under Article 17 (PCF 2005).

The second type of carbon trading is Joint Implementation (JI) – Article 4 of the
Protocol – whereby Annex 1 countries can invest in projects in other Annex 1
countries, with the investing country receiving credit for the host country’s
reductions. Like emissions trading, JI has thus far not played a significant role in
the international carbon market.6 According to the World Bank’s Prototype
Carbon Fund (PCF), this is due to a lack of investor confidence and institutional
set-up in JI countries (PCF 2005).

With emissions trading and JI playing minimal roles, the global carbon market is
at present almost entirely made up of transactions under Article 12 of Kyoto, the
CDM. The CDM provides an opportunity for Annex 1 countries to receive
emission reductions credits to use against their own targets by investing in projects
to reduce or sequester greenhouse gas emissions in non-Annex 1 countries (i.e.
developing countries).

One of the most controversial aspects of Article 12 is that it requires projects to
show ‘[r]eductions in emissions that are additional to any that would occur in the
absence of the certified project activity’.7 This requirement has become known as
‘additionality’ and is intended to ensure that there is a net emissions reduction.8

This is what Sasol fell foul of in its fake 2005 CDM proposal. Sasol tried to market
its natural gas pipeline from Mozambique as a case of ‘additionality’ (in which the
firm only did something above and beyond what it would have otherwise done in
order to acquire carbon credits), even though the pipeline was already completed.
In discussion (with Graham Erion and others), an official admitted it was a false
case of additionality.

Another controversial aspect of the CDM is the requirement that projects must help
developing countries in ‘achieving sustainable development’.9 The sustainable
development requirement represented a hard-won victory for many of the
countries and environmental NGOs that were initially opposed to the CDM.
However, in meetings of the COP subsequent to the UNFCCC, countries have been
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allowed to set their own definition of sustainable development and judge whether a
project meets these criteria, rather than adopt a universal definition that could
better ensure the accountability of those authorities overseeing project approval.

A variety of domestic and international governance structures have been set up to
oversee CDM projects. There are three key institutions governing CDM projects
through their validation powers. The first of these is each host country’s
Designated National Authority (DNA). The DNA is the first institution to review
a project’s documentation, in the form of the Project Design Document (PDD)
that lays out all the relevant information about the project.10

Assuming that everything is in order, the DNA will write a letter of approval saying
that all participants are voluntary and that the sustainable development criteria
have beenmet.As to the actual composition of the DNAs, they will often be housed
in government departments and staffed by public-sector employees, such as in
South Africa where the DNA is in the Department of Minerals and Energy.
However, in other cases, such as Cambodia, the DNA function is contracted out to
private consultancies.

Once the letter of approval has been issued by the DNA, the PDD is then assessed
by a Designated Operational Entity (DOE). Unlike the DNAs, the DOEs are all
private-sector entities. To date, 12 companies have been accredited as DOEs, though
not all of them can accredit every single methodology. To validate a project the DOE
will review the PDD to consider whether the project’s methodology is in line with
approved methodologies, the claimed emissions reductions and baseline scenarios
are accurate, and the project is ‘additional’. In making its determination, the DOE
will also post the PDD on the internet for a 30-day public comment period.

With the approval of the DOE and the DNA, the final stage in project validation is
the CDM Executive Board (EB/CDM) where the findings of the DOE and DNA are
reviewed and a final decision is made whether or not to allow the project to start
generating Certified Emissions Reductions (CERs).11 There is also a final 30-day
public comment period while the project is at the EB/CDM stage.

With only 12 members on the EB/CDM, they do not have the resources to closely
scrutinise every project that comes across their desks. As such, they rely heavily on
decisions of DOEs. According to Eric Haites, a private-sector consultant in the
carbon market, ‘the vast majority of validation and certification decisions by DOEs
are expected to be final; the Executive Board only deals with the problem cases’
(Haites 2006).

Carbon market trends
With the process of validation now established and some of the relevant
institutions explained, let us turn our attention to how the global carbon market
has developed since Kyoto. The first thing to note is the large role played by
northern firms and consultants – such as Ecosecurities – who are able to provide
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a certain level of capacity and expertise that might not be as readily accessible in
southern countries. Another example of this has been the prominence of the
World Bank’s PCF. In partnership with 6 governments and 17 companies, plus a
budget of US$180 million, the PCF describes itself as ‘a leader in the creation of
a carbon market to help deal with the threat posed by climate change’ (PCF
2004: 7). As the single largest purchaser of CERs (as of September 2006) the PCF
had 32 projects in development with a total CER value potential of US$165
million (PCF 2004: 7).

A second noteworthy trend is that the market is heavily concentrated in large
middle-income countries led by India, China and Brazil. The PCF admits that ‘this
concentration of CDM flows towards large middle-income countries is consistent
with the current direction of Foreign Direct Investment’ (PCF 2004: 5). By
contrast, poorer countries, especially in Africa, have been almost entirely left
behind. By September 2006, South Africa and Morocco were the only countries on
the continent to have validated a CDM project. According to the PCF, ‘[t]his
under-representation of Africa raises deep concerns about the overall equity of the
distribution of the CDM market, as the vast majority of African countries have
not, for the moment, been able to pick up even one first deal’ (PCF 2005: 25). Early
evidence hence contradicts the notion that the CDMwill uplift the world’s poorest
countries to a cleaner path of development.

The other major trend in the carbon market has been the enormous profitability of
non-carbon-related projects. While renewable energy projects (which offset CO2
emissions) make up nearly 58 per cent of the total number of projects, they account
for only 15 per cent of the total number of CERs that have been issued (Fenhann
2006). By contrast, projects abating nitrogen and hydrofluorocarbons (HFC23)
comprise fewer than 2 per cent of the overall number of projects, yet make up 74 per
cent of the CERs issued to date by project sector (PCF 2005).

These projects are known as ‘low-hanging fruit’ since their high returns mean they
are the first to be picked by investors. The reason is that HFC23 has 11 700 times
the potency of CO2, and since credits are in CO2-equivalent a relatively small
capture of HFC23 can bring an enormous windfall of credits. According to the PCF,
the large amount of non-CO2 projects in the carbon market has meant that
‘traditional energy efficiency or fuel switching projects, which were initially
expected to represent the bulk of the CDM, account for less than 5 per cent [of it
now]’ (PCF 2005: 5).

How these trends affect the legitimacy of the carbonmarket, and for whose benefit,
are crucial questions for South Africa that we turn to now.

Corporate CO2 beneficiaries
All South Africans must face up to their responsibility for permitting the country’s
ruthless power brokers – mining/smelting magnates such as the late Brett Kebble,
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the Oppenheimer family, Lakshmi Mittal, and newly enriched Patrice Matsepe,
Tokyo Sexwale and Mzi Khumalo – to befriend the ANC government. The result is
that the state provides them with electricity prices at the world’s lowest levels,
largely for the benefit of externally-locatedmining/smelting empires, whose profits
and dividends now flow mainly from South Africa to Britain, the USA and
Australia. The recent upsurge in earnings by mining/smelting firms is a good
indicator of the extent to which South African public policy and greed are
threatening our descendants’ very lives.

Even though industrial users do provide a small cross-subsidy to household
consumers, Eskom supplies the large firms with the cheapest industrial electricity
in the world. While in other countries domestic consumers are charged twice as
much as large industry, Eskom charges industry prices that are as little as one-
seventh the domestic price (Leslie 2000). As a result, the University of Cape Town’s
Energy for Development Research Centre (EDRC) confirms that generation of
cheap electricity in South Africa still relies on the extremely wasteful burning of
low-grade coal, which has a worsening impact on the environment not just
through emissions but also in requiring vast amounts of coolant water. Indeed,
Eskom is the single largest consumer of raw water in South Africa. While industry
benefits from cheap electricity as a competitive advantage, the negative social and
environmental effects of electricity production have never been internalised into
the cost.

One EDRC study concedes that South Africa:
• is ‘the most vulnerable fossil fuel exporting country in the world’ if the Kyoto
Protocol is adopted, according to an International Energy Agency report;

• scores extremely poorly ‘on the indicators for carbon emissions per capita and
energy intensity’;

• has a ‘heavy reliance’ on energy-intensive industries;
• suffers a ‘high dependence on coal for primary energy’;
• offers ‘low energy prices’ which in part are responsible for ‘poor energy
efficiency of individual sectors’; and

• risks developing a ‘competitive disadvantage’ by virtue of ‘continued high
energy intensity’ which in the event of energy price rises ‘can increase the cost
of production’ (Spalding-Fecher 2000).

In short, the existing levels of environmental degradation caused by coal mining,
electricity generation, lack of access by the majority of low-income people, hydro-
power and nuclear energy are formidable. Not including net exports of greenhouse
gas pollutants – since South Africa is the world’s second-largest exporter of coal
after Australia – the energy sector contributed 78 per cent to South Africa’s share
of global warming and more than 90 per cent of all CO2 emissions in 1994. These
ratios have probably increased since then.

By 1998, South Africa emitted 354 million metric tons of CO2, equivalent to 2 291
kilograms of carbon per person (a 4 per cent increase from 1990 levels). As
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indicated earlier in this chapter, South Africa is amongst the worst emitters of CO2
in the world when corrected for both income and population size, worse than even
the USA by a factor of 20. South Africa took no action to reduce emissions over the
period 1990–1998, and indeed allowed them to increase from 2 205 to 2 291
kilograms of carbon per person (see Table 13.1 for global comparisons)
(International Energy Agency 2000a, 2000b).

Table 13.1: Energy sector carbon emissions, 1999

Area Population CO2/person GDP CO2/GDP CO2 (kg)/GDP
(millions) (US$ billions) (kg/US$ population

billions)

South Africa 42 8.22 164 2.11 0.0501
Africa 775 1.49 569 1.28 0.0016
USA 273 20.46 8 588 0.65 0.0023
OECD 1 116 10.96 26 446 0.46 0.0004
World 5 921 3.88 32 445 0.71 0.0001

Sources: International Energy Agency 2000a, 2000b; final column calculated by authors
Notes: 1 The CO2 emissions are those measurable through fuel combustion.

2 Because Purchasing Power Parity estimates by the International Energy Agency (2000a, 2000b)
are dubious (e.g. Zimbabwe’s GDP is given as US$32.7 billion), the actual GDP figures are used.
However, South Africa’s GDP is far less than US$164 billion, so the ratios indicating South Africa’s
high carbon/GDP emissions are actually quite conservative.

Finally, in 2005, the deals which gave Billiton, Anglo American and other huge
corporations the world’s lowest electricity prices came under attack by Alec Erwin,
the Minister of Public Enterprises. It seemed like progress, at last, because the
package Eskom had given Billiton for the Alusaf smelters at Richard’s Bay Hillside
and Mozal in Maputo, during the period of Eskom’s worst overcapacity, had
resulted in ridiculously cheap electricity – often below R0.06/kilowatt-hour –
when world aluminium prices fell. Creamer’s Engineering News (2005) reported in
June 2005 that ‘following the introduction of new global accounting standards,
which insist on “fair value” adjustments for all so-called embedded derivatives
…Eskom admits that the sensitivities are substantial and that the volatility it could
create is cause for concern’. In the same article, Public Enterprises Minister Erwin
reportedly insisted on lower ‘financial-reporting volatility’ – every time the rand
changed value by 10 per cent, Eskom won or lost R2 billion – and he gave ‘guidance
that the utility should no longer enter into commodity-linked contracts and that
management should attempt to extricate the business from the existing contracts’.
Xolani Mkhwanazi – at the time CEO of the National Energy Regulator of South
Africa, and subsequently appointed to a senior management position in Billiton’s
aluminium business in the region – replied that any change to the current
contracts could be ‘a bit tricky for us…We would adopt a pragmatic approach and,
who knows, perhaps there will even be some sweeteners in it for us’ (Creamer’s
Engineering News 2005).
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How did that new approach play out in terms of the vast subsidies promised at
Coega, where Erwin as trade and industry minister from 1996–2004 had led
negotiations for a new aluminium or zinc smelter? The answer was clear within
two weeks, as a long-awaited US$2.5 billion (R16.3 billion) deal with Canada’s
Alcan came closer to completion. According to the chief executive of the parastatal
IDC, Geoffrey Qhena, ‘[t]he main issue was the electricity price and that has been
resolved. Alcan has put a lot of resources into this, which is why we are confident
it will go ahead’ (Bailey 2005). Meanwhile, however, to operate a new smelter at
Coega, lubricated by at least 15 per cent IDC financing, Alcan and other large
aluminium firms were in the process of shutting down European plants that would
produce 600 000 metric tons over the period 2006–2009, simply ‘in search of
cheaper power’, according to industry analysts (MEI Online 2006).

A Coega plant would generate an estimated 660 000 tons of CO2 per year. For the
purpose of complying with Kyoto Protocol obligations, Europe will be able to show
reductions in CO2 associated with the vast energy intake needed – representing a
third of a typical smelter’s production costs – while South Africa’s CO2 will
increase proportionately. Indeed, as a result of the sweeteners offered to Alcan,
Eskomwill more rapidly run out of its excess electricity capacity, resulting in raised
prices,more coal generation, and a more rapid turn to objectionable power sources
such as nuclear reactors and two proposed Zambezi River mega-dams (Bailey
2005).12 According to University of Cape Town Professor Richard Fuggle (2006: 3):

It is rather pathetic that our current environment minister Marthinus van
Schalkwyk has expounded the virtues of South Africa’s 13 small projects
to garner carbon credits under the Kyoto Protocol’s Clean Development
Mechanism, but has not expressed dismay at Eskom selling 1 360 megawatts
a year of coal-derived electricity to a foreign aluminium company. We already
have one of the world’s highest rates of carbon emissions per dollar of GDP.
Adding the carbon that will be emitted to supply power to this single factory
will take us close to number one on this dubious league table.

Climate activists divided
In this context, our first priority is to find consensus with what might be
considered the ‘reform’ wing of the climate activist community who, through
networks like the Climate Action Network and the South African Climate Action
Network (SACAN), have since 1997 accepted carbon trading as a necessary evil. In
October 2005, at the National Climate Change Conference in Johannesburg,
SACAN did at least resolve to:

[r]aise awareness of the limitations of the Clean Development Mechanism,
the undue emphasis placed on carbon trading in strategies for renewable
energy and efficiency and the need for rigorous application of the sustainable
development criteria by the designated national authority to ensure that
negative local impacts are not offset against global benefits. (DEAT 2005: 5)
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Indeed, whether there are genuine ‘global benefits’ remains to be seen, for at best
CDMs represent a shifting of the deckchairs on the Titanic. A better example for
SACAN would be the struggle over the CDM proposal at Durban’s Bisasar Road,
where more critical climate justice activists led by Sajida Khan have halted the
potential US$15 million carbon trading project (Bond & Dada 2007).

To be fair, however, it is also true that reform-minded environmental NGOs –
including leadership at SACAN – have been far more effective in pointing out the
problems in the strategy, even as they seek to improve it. Nevertheless, there are far
too many staff and members of the large, corporate-funded international NGOs
such as the World Conservation Union, Sierra, the World Wildlife Federation, the
Environmental Defense Fund and even Greenpeace who have bought into carbon
trading – although exceptional individuals do struggle against the current of
market environmentalism.

Consider a fairly typical comment from the market-friendly camp (former Sierra
Club Canada director Elizabeth May, now leader of that country’s Green Party): ‘I
would have preferred a carbon tax, but that is not the agreement we have. The
reality is that Kyoto is the only legally binding agreement to reduce greenhouse
gasses. When you’re drowning and someone throws you a lifeboat, you can’t wait
for another one to come along’ (Athanasiu 2005: 1). Our rebuttal is that carbon
trading is simply not a seaworthy lifeboat, and as temperatures (and sea levels) rise,
we are discovering, to our peril, the numerous leaks.

To illustrate the importance of education (of the type undertaken by our
colleagues in Carbon Trade Watch), here is a paragraph written by Andrew
Leonard, whose ‘How the World Works’ column is familiar to readers of the
popular Salon e-zine:

The activists behind Carbon Trade Watch are smart, and their critique of the
carbon trading system is brutal and effective. How the World Works has long
been attracted to market mechanisms that would create financial incentives
for reducing pollution, but after pondering the arguments marshaled by
Carbon Trade Watch, we feel our optimism melting away like Greenland’s
glaciers.

Some environmental advocacy defeats its own purposes by transparently
manipulating facts to fit its own agenda, a strategy that raises hackles even
when you agree with the overall cause. But Carbon Trade Watch, although
clearly in pursuit of an agenda, doesn’t make that mistake. In particular, the
connections drawn between the root causes of climate change and the forces
propelling globalisation are compelling – for example, a vast proportion of
the investment capital pouring into middle-income emerging nations like
Brazil, India, China and South Africa is going directly to nonrenewable
energy development, with consequences for global warming that dwarf any
reductions in emissions the Kyoto Protocol may accomplish, even if it works
as planned. (Leonard 2006)
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The implications of our findings are also clear for broader South African society
and for those government officials who will probably continue to act as
irresponsibly as USA officials, from the National Climate Change Conference in
Johannesburg in October 2005 to the Kyoto Protocol negotiations in Montreal in
December 2005 to Nairobi in November 2006, the Bali Conference of Parties to the
Kyoto Protocol in December 2007, and beyond.

Conclusion
In sum, several important factors converge when we consider the nature of South
African energy:
• South Africa, already amongst the most unequal countries in the world in
1994, became more unequal during the late 1990s as a million jobs were lost
due largely to the stagnant economy, the flood of imports and capital/energy-
intensive investment – and these trends had enormously negative implications
for the ability of low-income citizens to afford electricity;

• billions of rands in state subsidies are spent on capital-intensive energy-
related investments such as new smelters, where profit and dividend outflows
continue to adversely affect the currency;

• the price of electricity charged to mining and smelter operations is the lowest
in the world;

• a pittance is being spent on renewable energy research and development,
especially when compared to investment in a dubious nuclear programme;

• greenhouse gas emissions per person, corrected for income, are amongst the
most damaging anywhere, and have grown worse since liberation;

• electricity coverage is uneven, and notwithstanding a significant expansion of
coverage, millions of people have had their electricity supplies cut as the state
provider moves towards commercialisation and privatisation; and

• there are other important environmental, segregation-related and economic
benefits that flow from clean electricity as a replacement for traditional fuels,
which are at present not incorporated into social and financial decision-
making, especially when it comes to pricing electricity.

All of these problems can be countered by critiques from civil society. However,
most challenging is the lack of synthesis among the three major citizens’ networks
that have challenged government policy and corporate practices: environ-
mentalists, community groups and trade unions.

Notes

1 This chapter is expanded upon in Bond et al. 2007.

2 Cited in World Bank Press Clips, 29 November 2005.

3 For the full text of the Kyoto Protocol see www.unfccc.int.

4 See http://www.carbontradewatch.org.
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5 BBC News, ‘Q & A on the Kyoto Protocol’,

http://news.bbc.co.uk/1/hi/sci/tech/4269921.stm.

6 As of September 2006 there were only 126 JI projects in various stages of validation,

compared with 1 150 projects in the CDM pipeline; for more information see

www.cd4cdm.org.

7 Kyoto Protocol, Article 12, paragraph 5(2).

8 Since at its root, carbon trading is about northern countries ‘offsetting’ their pollution by

means of reductions in southern countries, if these reductions were to occur without the

intervention of the carbon market – and thus not additional to the status quo – there

would be no net benefit for the climate.

9 Kyoto Protocol, Article 12, paragraph 2.

10 In addition to the PDD, in some countries project developers can submit a Project

Identification Note (PIN). A PIN tells the DNA what the project plans to do but need not

include all the details required in a formal PDD. The purpose of this stage is to allow a

project developer to get a sense of how the project will be viewed by the DNA. If the DNA

has some initial concerns, these can be addressed prior to the submission of the PDD to

save both time and money. If the DNA has no concerns about the PIN, then the project

developer can ask for a letter of no objection that will expedite the process later on. While

this is the case in South Africa, it is important to remember that every DNA can establish

its own procedures related to reviewing PINs, and what is applicable in one jurisdiction

may not be the case in another.

11 CERs are the currency of the carbon market: once a project starts reducing emissions that

are verified by a DOE, they pass on certificates for the reductions in CO2-equivalent to the

country investing in the project, which is then used against the Annex 1 country’s Kyoto

targets.

12 For a full critique of Coega, especially Erwin’s role, see Bond 2002. As of September 2006,

there were still plans in place to offer vast subsidies, very cheap (and reliable) electricity

and other investment incentives to the Canadian firm Alcan to pursue a massive smelter at

Coega.
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