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IntroductionAbout the Interim Forest Finance project (IFF)

The Interim Forest Finance (IFF) project is a collaborative 
initiative of the Global Canopy Programme (GCP), the Amazon 
Environmental Research Institute (IPAM), Fauna & Flora 
International (FFI), the UNEP Finance Initiative (UNEP FI), 
and the United Nations Office for REDD+ Coordination in 
Indonesia (UNORCID). The IFF project advocates a strategic 
intervention by donor country and tropical forest country 
governments, and public financial institutions, to scale up public 
and private sector demand for REDD+ emission reductions, 
in the interim period between 2015 and 2020.  

To contact the IFF management team, please write to 
iffmanagement@globalcanopy.org
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The Global Canopy Programme (GCP)

The Global Canopy Programme is a tropical forest think tank 
working to demonstrate the scientific, political and business case 
for safeguarding forests as natural capital that underpins water, 
food, energy, health and climate security for all.

GCP works through its international networks – of forest 
communities, science experts, policymakers, and finance and 
corporate leaders – to gather evidence, spark insight, and 
catalyse action to halt forest loss and improve human livelihoods 
dependent on forests. The Global Canopy Programme is a 
registered UK charity, number 1089110.  www.globalcanopy.org

The Interim Forest Finance (IFF) project aims to address the 
significant lack of finance and demand for REDD+1 emission 
reductions in the lead-up to 2020, when a global climate 
change agreement is anticipated. This lack of finance for 
REDD+ activities and the gap between supply and demand 
for REDD+ emissions reductions risks eroding confidence 
in REDD+ at a critical time. The IFF project aims to facilitate 
agreement on strategies for scaling up investment in REDD+ 
in the period up to 2020, by working with governments 
and the private sector to identify interventions that can be 
rapidly deployed in specific jurisdictions. Our approach is 
grounded in the recognition that public sector finance alone 
will be insufficient to meet targets for reducing emissions 
or deforestation. As such, we advocate the deployment of 
strategic, targeted interventions that can leverage private 
sector investment and foster effective public-private 
collaboration on REDD+.

In support of these aims, detailed case studies have been 
developed for Indonesia and Brazil, with the objective of 
understanding and describing the need for interim forest 

The Amazon Environmental Research  
Institute (IPAM)

The Amazon Environmental Research Institute (IPAM) is a non-
profit, independent research, policy and outreach organisation 
that has worked over the past 16 years towards achieving 
sustainable development in the Amazon region in a way that 
reconciles people’s economic aspirations and social justice with 
the maintenance of the functional integrity of tropical forest 
landscapes. www.ipam.org.br
 

Fauna & Flora International (FFI) 

Fauna & Flora International (FFI) is a biodiversity conservation 
organisation working in more than 40 countries around the globe, 
mostly in the developing world. Our vision is a sustainable 
future for the planet, where biodiversity is effectively conserved 
by the people who live closest to it, supported by the global 
community. Founded in 1903, FFI is the world’s longest 
established international conservation body and a registered 
charity. www.fauna-flora.org 

UNEP Finance Initiative (UNEP FI)

The United Nations Environment Programme Finance Initiative 
(UNEP FI) was established in 1992 as a partnership between 
policy makers and financial intermediaries. With over 200 
members representing banks, insurers, and investors from the 
around the world, UNEP FI contributes the perspectives of 
financial institutions to the United Nations and global activities 
on sustainable finance. UNEP FI’s mission is to bring about 
systemic change in finance to support a sustainable world by 
“Changing finance, financing change”. www.unepfi.org 

United Nations Office for REDD+ Coordination  
in Indonesia (UNORCID)

UNORCID (United Nations Office for REDD+ Coordination in 
Indonesia) is the UN System focal point for REDD+ in Indonesia, 
and serves as a coordinating body and knowledge institution. 
Building on the competitive advantage and domain expertise of 
eight UN Partner Agencies (UNDP, UNOPS, ILO, FAO, UNEP, 
UNESCO, WFP, and UNODC) and numerous civil society 
partners, UNORCID provides decision-makers and stakeholders 
at the national through local levels with relevant information 
and tools to support successful REDD+ implementation. 
UNORCID was inaugurated on 17 November 2011 by the UN 
Secretary General, following the signing of a Memorandum of 
Understanding (MoU) between the Republic of Indonesia and 
the UN System in September 2011. www.unorcid.org

finance from the perspective of two major tropical forest 
countries. In Brazil, this has involved seeking feedback on 
all elements of the IFF project approach, in particular its 
alignment with the strategic objectives of the Brazilian 
government’s national policy landscape, and the applicability 
to Brazil of the financial instruments identified in the IFF 
scoping study.

The outcome of the work in Brazil is a proposal to 
implement a mechanism foreseen in the national climate 
change policy called the Brazilian Carbon Market (MBRE), 
which is described in this report. The MBRE would foster 
investment in REDD+ activities and scale up demand 
for REDD+ emission reductions, both before 2020 and 
far beyond. It is the culmination of desk-based research 
and engagement with key government and private sector 
stakeholders between July 2013 and November 2014. The 
Amazon Environmental Research Institute (IPAM) led the 
research and consultation for the MBRE proposal.

1Reducing Emissions from Deforestation and forest Degradation plus conservation, sustainable management of forests 
and enhancement of forest carbon stocks. 

Executive Summary
Preliminary information from the Fifth Assessment Report 
(AR5) of the Inter-governmental Panel on Climate Change 
(IPCC) shows that the time to limit global warming to 2°C 
this century is running out. Global actions to reduce greenhouse 
gas (GHG) emissions in order to attain this goal are becoming 
even more urgent. The current round of negotiations under the 
UN Framework Convention on Climate Change (UNFCCC) 
is expected to establish a new agreement at the Conference 
Of Parties (COP) 21, to be held in Paris in late 2015. This new 
agreement is being put in place in a setting where key players, 
such as the United States and China, are entering a new political 
context on climate change. Based on what has already been 
agreed under the UNFCCC, the establishment of mandatory 
regimes for reducing GHG emissions is more likely to occur 
as of 2020, with the “interim period” of 2015-2020 being the 

subject of separate commitments. Against this global scenario, 
Brazil faces two major challenges: maintaining the trend of 
decreasing levels of deforestation in the Amazon and the 
Cerrado; and re-orientating important sectors of domestic 
industry towards a low-carbon economy. In both cases, strategic 
actions are required. An opportunity that may help overcome 
these challenges is the implementation of the Brazilian carbon 
market (Mercado Brasileiro de Redução de Emissões or MBRE), 
where the financing of actions to reduce deforestation in Brazil 
can be connected to emission reductions mechanisms found 
in other sectors of the economy. Depending on the way this 
market is implemented, it can generate incentives to place 
Brazil in a strategic position to meet emission reductions targets 
after 2020, as well as securing the level of  funding required to 
continue the reduction in Amazonian deforestation.
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Section 1: The international context

According to the Fifth Assessment Report (AR5) of the Inter-governmental Panel on Climate Change (IPCC)2, 
the time required to reduce GHG emissions to a level that would limit global warming to 2°C this century is 
running out. As time passes, the costs of mitigation and adaptation increase. Despite domestic and international 
efforts in mitigating climate change, GHG emissions have grown on average 2.2% per year between 2000 and 
2010 (Figure 1).

All efforts must be mobilised to keep average global warming 
below 2°C throughout this century, in order to avoid the most 
severe and unpredictable impacts on our society. To meet this 
target, global emission levels must not exceed 44 GtCO2e/year 
in 2020. However, even if existing voluntary commitments made 
by governments around the world are met in full by 2020, annual 
global emissions will be around 52-56 GtCO2e; that is, 8-12 
GtCO2e per year4 above the target. 

Given this global context, governments are inclined to assess 
the implementation of climate treaties with mandatory targets 
for reducing GHG emissions. The year 2015 is an important 
milestone in this process because it is expected that the process 
of building a new global climate agreement will be finalised 
at the 21st Conference of the Parties (COP 21) of the UN 
Framework Convention on Climate Change (UNFCCC) 
in Paris, coming into force in 2020. New or more stringent 
commitments in the period from 2015-2020 (the “interim 
period”) will also be critical.

In addition to the scientific evidence, the current round of 
climate negotiations is developing in a new global scenario 
where some key players, such as the United States and China, 
are reviewing their historical positions on the climate agenda.

The United States, which, along with several other large 
economies, has historically been a major obstacle to the 
implementation of a major global treaty to reduce GHG 
emissions, appears to be changing its approach. America’s 
Climate Security Act (ACSA), also known as Lieberman-Warner 
draft law of 2007, was the first step in politically repositioning 
the U.S. Congress about climate change, as it recognised that 
global warming is influenced by anthropogenic emissions. 
Since then, mainly by reducing emissions from the energy sector 
as a result of the increased use of shale gas, American GHG 
emissions have decreased year on year. During the first quarter 
of 2012, U.S. energy-related carbon dioxide emissions (CO2) 
were the lowest in 20 years5. Apart from the increased use of 
shale gas, the increased use of renewable energy sources and 
energy efficiency also contributed to this scenario. In June 
2014, the United States Environmental Protection Agency 
released a plan including several targets to significantly reduce 
emissions from the energy sector6. These are some of the signs 
that show changes in the U.S. scenario, opening up more space 
for the country to take on targets for reducing GHG emissions.

  
Another important player in the global climate agenda, China 
is also promoting the use of renewable energy, especially solar 
and wind, in order to reduce the share of coal, which currently 
accounts for 65% of the energy mix in the country. In June 2014, 
China launched its seventh pilot carbon market and provides for 
the enforcement of emission reductions targets by 2015.
 
Finally, in November 2014, the two largest emitters of GHGs, 
China and the United States, announced a new bilateral agreement. 
U.S. President Barack Obama and China’s Xi Jinping in Beijing 
have pledged to move forward in climate negotiations, one 
year before the climate conference in Paris, from which a global 
agreement is expected. The United States has pledged to cut 
emission between 26% and 28% by 2025 compared to 2005 
levels while China has set a goal to reach the ceiling in emissions 
by 2030.

In Europe, Germany, the bloc’s largest economy, is also 
committed to reduce its reliance on nuclear power and 
fossil fuels.The German government has set a goal of making 
renewable energy7 35% of its energy mix by 2020 and 50% 
by 2030. The European Union has agreed a target of 40% 
reduction in GHG emissions by 2030, with additional targets 
for energy efficiency and use of renewable energy sources.

The climate agenda has significantly moved forward with regard 
to forests. The agreement on REDD+ at COP 19 in Warsaw 
in 2013 (Warsaw Framework for REDD+) established the 
REDD+ mechanism as a tool for mitigating climate change 
that will be recognised under the UNFCCC. The Warsaw 
Framework for REDD+ defined elements related to: drivers 
of deforestation, benchmarks, monitoring, reporting, verification, 
funding, mitigation actions, institutional arrangements and 
safeguards. These elements have created suitable institutional 
conditions for including efforts to reduce emissions from 
deforestation within mitigation targets under the UNFCCC. 
Thus, countries that wish to participate will be able to develop 
their REDD+ strategies internally, monitored by a designated 
entity to ascertain results and, once reaching the deforestation 
reduction targets, to receive compensation/remuneration 
for this.

  2 Source: IPCC WGIII AR5 - Final Draft Summary for Policymakers - April 12, 2014
3 Source: IPCC WGIII AR5 - Final Draft Summary for Policymakers - April 12, 2014

4 Source: The Emissions Gap Report 2013 - United Nations Environment Programme (UNEP), November 2013. 5 Source: U.S. Energy Information Administration 
– August 2012. 6 Source: United States Environmental Protection Agency – EPA - Carbon Pollution Emission Guidelines for Existing Stationary Sources: Electric 
Utility Generating Units - Proposed Rule by the Environmental Protection Agency on 06/18/2014. 7 International Energy Agency - http://www.iea.org

Figure 1:  Total annual anthropogenic GHG emissions (GtCO2eq/year) by gas group between 1970 and 20103

CO2 FOLU
CO2 Fossil Fuel & Industrial Processes

F-Gases
N20
CH4 

50

40

30

20

10

0

1970
1975

1980
1985

1990
1995

2000
2005

2010

55%

65%

11%

16%

6.2%
2.0%

17%

19%

49 Gt

+1.3%yr -1

1970 - 2000

+2.2%yr -1

2000 - 2010

7.9%
0.44%

38 Gt

27 Gt

G
H

G
 E

m
is

si
on

s 
[G

tO
2
/e

qy
1]

 

59%

16%

18%

7.4%
0.81%



54

Section 2: Brazil in the international context

  8 A five-year emission variation was used for China, covering the period from 2005 to 2010. Source: UNCCC - National Inventory Submissions 2014; 
Climate Analysis Indicators Tool 2014 - Washington, DC: World Resources Institute; SEEG - System for the Estimation of Greenhouse Gases, Team Review 

9 Source: SEEG - System for Estimating Greenhouse Gas Emissions, 2012. 10 SEEG - System for Estimating Greenhouse Gas Emissions, 2012. 
11 The projected emissions for 2020 were authorized by Decree 7390/2010

In Brazil, four major sectors of the economy (industry, energy, waste and agriculture) increased carbon emissions 
by 15% between 1997 and 2012. In the same period, the United States and Europe decreased their emissions by 
11%, and Germany by 24%. Figure 2 shows two distinct trends: GHG emission reductions in developed countries, 
and an increase in developing countries. 
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Figure 2: Progress of GHG emission variation, excluding emissions from changes in land use, between 1990 and 20128

Figure 3: Brazil’s GHG emissions from 1990 to 2012 (million tCO2e)10

When the emissions resulting from changes in land use are 
included in this analysis, Brazil increased gross annual GHG 
emissions from 1.39 GtCO2e in 1990 to 1.48 GtCO2e in 2012, 
a 7% increase9 (Figure 3). Compared to the 15% increase from 
industry, energy, waste and agriculture, this shows how GHG 
emissions from land use have decreased over the period. 

1990
1992

1994
1996

1998
2000

2002
2004

2006
2008

2010
2012

280

310

250

220

190

160

130

100

70 -24%
-11%

-11%

+15%

+47%

Variation: 07-12

EU 28
Germany

China
Brazil
U.S.

Energy
Agriculture

Land use
Other sectors
Industrial Processes 

During COP15 in Copenhagen, Brazil took a voluntary national 
commitment to reduce its GHG emissions by 202011 between 
36.1% and 38.9% as compared to the emissions projected for 
2020 (Figure 4), through the National Policy on Climate Change 

(NPCC). The NPCC has established sectoral plans, with targets 
to reduce GHG emissions for the energy, industry, mining, 
shipping, steel and agricultural sectors. 

By the last decade, changes in land use were the main source 
of GHG emissions in the country, accounting for almost 80% 
of gross annual GHG emissions. However, deforestation 
reduction and economic changes have been contributing to 
reverse this trend in recent years.
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In addition to the plans, which are already in progress, for the 
control of deforestation and burning of the Amazon and the 
Cerrado (known as PPCDAm and PPCerrado respectively), 
the NPCC sets out two main instruments for the promotion 
of mitigation and adaptation actions: 

a)  The National Fund on Climate Change; 
b)  The Brazilian Carbon Market (MBRE), where titles 
     of certified emission reductions can be traded. 

Figure 4: National Voluntary Commitment to Reduce Emissions (GtCO2e)

Figure 5: Deforestation reduction target of 42% every five years, totaling a 80% reduction by 2020 as compared to 2006, 
according to the voluntary targets adopted by Brazil at COP-15 in Copenhagen14

In this scenario, the land use change and forestry sector 
would be responsible for 1.4 GtCO2e, while the energy sector 
would be responsible for 0.87 GtCO2e, followed by the 
agricultural sector with 0.73 GtCO2e, and finally, the sector 
of industrial processes and waste treatment, accounting for 
0.23 GtCO2e. The federal government made a voluntary 
commitment12 to reduce emissions in 2020 compared to 
these BAU levels, by between 1.17 and 1.26 GtCO2e, thus 
the country’s total emissions in 2020 are expected to range 
between 1.98 and 2.07 GtCO2e. So far, most of the reductions 
achieved by the country were from reduced deforestation, i.e., 
the land use change and forestry sector. Other sectors have 
increased their emissions since 1990. By analysing reduction 

targets of sectoral plans, the national voluntary commitment 
for 2020 will most likely be achieved, almost exclusively, 
through reductions from land use change, that is, reduction 
in deforestation. 

A central objective of the NPCC is to reduce Amazon 
deforestation by 80% (Figure 5). Reducing deforestation in 
the Amazon has been a continuous trend from 2005 onwards, 
but with international pressure for increased production 
of agricultural commodities, linked to the expansion of 
infrastructure (transport) and power generation, there is 
a risk of increasing deforestation, as highlighted by the 28% 
deforestation increase noted in 201313. 

The reduction in deforestation rates since 2005 can be partly 
explained by actions of the Action Plan of Prevention and 
Control of Deforestation on the Legal Amazon (PPCDAm), 
and State Plans of Prevention and Control of Deforestation 
(PPCDs) present in nine states of the Amazonia Legal, but 
is also the result of other actions and initiatives underway in 
the region. In parallel, Brazil has been developing its National 
REDD+ Strategy (ENREDD), which sets out a strategy for 
emission reductions from Land Use Change and Forestry and 
should ensure that Brazil is able to gain international recognition 
for its REDD+ efforts in the context of the UNFCCC. 
The ENREDD will coordinate public policies on climate change 
and forests; measure, report and verify results for the biomes; 
fulfill technical requirements set out in the Warsaw Framework 
for REDD+; and help to access funding (for payments based 
on results). 

In June 2014, complying with the rules defined by the Warsaw 
Framework for REDD+, Brazil submitted to the UNFCCC 
an instrument that will be used to determine the emissions 
avoided by reducing deforestation: the Forest Reference Emission 
Level (FREL). Although the document is specific to the period 
between 2006 and 2010, it is possible to estimate the potential 
reduction in emissions from avoided deforestation between 
2006 and 2020 using the assumptions presented in different 
scenarios of the Amazon deforestation progress (Figure 6). 

Within this context, the estimated potential of avoided REDD+ 
emissions in Brazil for the period can vary between 8.3 and 10.0 
GtCO2e. However, less than 3% of the results achieved so far 
in the Amazon biome have been paid for. The GHG emission 
reductions that have been paid for were funded by international 
donors, such as Norway and Germany.

The Brazilian voluntary commitment to reduce GHG emissions 
is set out in Decree 7390/2010, which regulates the NPCC. 
The national commitment is based on the reduction of emissions 
relative to a projection of Brazil’s emissions in 2020 under 
a “business as usual” (BAU) scenario. According to projections 
sanctioned in Decree 7390/2010, the country’s total emissions 
would change from 2.19 GtCO2e in 2005 to 3.24 GtCO2e 
in 2020. 
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Figure 6: Reduction in emissions as a result of avoided deforestation between 2006 and 2020, 
considering a zero deforestation target by 2020

Reductions of GHG emissions arising from the drop in Amazon 
deforestation between 2006 and 201215 outweigh any other 
domestic efforts to reduce GHG emissions in the world. 
According to Figure 6, considering the FREL, the emissions 
avoided from 2006 to 2013 are in the order of 4.8 GtCO2e. 

These efforts were not adequately compensated and, for Brazil 
to meet its emission reductions targets without reversing the 
progress in reducing deforestation, new financing instruments 
are required to ensure the implementation of REDD+ 
in the Amazon.
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Section 3: Connecting the international and 
domestic scenarios: Interim Financing Facility for 
REDD+ from the Brazilian Carbon Market (MBRE)
Brazil faces three major challenges in responding to the 
climate agenda:

•  The implementation of treaties to reduce GHG
 emissions, after 2020, where Brazil should have
 mandatory targets;
•  Maintaining the reduction in Amazon deforestation
  rates, and;
•  Re-structuring key sectors of the economy towards 
 low carbon production.

The challenge faced by the country in this new context is 
maintaining the reduction in deforestation rates as other 
sectors of the economy are induced towards less carbon 
intensive approaches, whilst also maintaining international 
competitiveness in a gradually decarbonised global market. 
The combination of these elements can form the basis for 
Brazil to be strategically positioned in negotiations for 
a potential global agreement to reduce GHG emissions.
  
To promote the connection between reducing deforestation 
and “decarbonising” the domestic economy, the Brazilian 
Carbon Market (MBRE) could be a key instrument. The MBRE 
is foreseen in the National Policy on Climate Change.

To explore this connection, a survey was conducted with 
representatives from the most important sectors linked to the 
Brazilian climate agenda, with the aim of  validating assumptions 
and identifying potential barriers to implementing the MBRE. 
The survey also explored the potential for the MBRE to act as 
a mechanism to both support “decarbonisation” in the economy 
and also to encourage a reduction in deforestation in Brazil. 

As part of this research, nineteen interviews were conducted 
with representatives of institutions that are expected to be 
impacted directly or indirectly by future mandatory targets for 
reducing GHG emissions, and that are related to a potential 
strategic intervention to stimulate demand for REDD+ emission 
reductions. Initially, the interviews were designed to assess three 
basic assumptions:

Whether stakeholders believe that there will 
be binding agreements in 2020 to establish 
GHG emission reductions targets; 

Whether Brazil should behave strategically 
by promoting early action on reducing emissions 
before these agreements come into force; and

Whether the Brazilian Carbon Market (MBRE) 
is a mechanism capable of inducing a low carbon economy, 
strategically positioning the country 
in anticipation of binding agreements in 2020.

Interviews were carried out with representatives of the following 
sectors:

•  Public sector: ministries of the federal government;
•  Private Sector : Environmental Fund; private and 
 public banks, investment funds; trading platforms 
 of environmental assets; capital markets experts; 
 companies from various sectors; 
•  Third Sector; and
•  Academia.

Survey results revealed that most stakeholders viewed the 
implementation of the Brazilian Carbon Market as a potentially 
useful instrument to induce decarbonisation of economic 
sectors while reducing deforestation. The MBRE opens up the 
possibility of trading forest carbon (REDD+), thus potentially 
increasing the flow of funds for actions that promote 
a reduction in deforestation, whilst also supporting innovation, 
modernisation and continued competitiveness of industry. 
The consolidated responses from the survey respondents are 
summarised as follows:

Potential binding agreements in 2020  
to establish GHG emission reductions targets.

In general, all respondents believe that binding agreements for GHG 
emission reductions are highly likely to be implemented in 2020.

One of the main reasons for this to happen is the fact that 
key countries in the climate negotiations are taking strategic 
positions with regard to this agenda, especially the United 
States and China. Most respondents, however, do not believe 
that there will be a major global agreement with mandatory 
targets for all parties to the UNFCCC. Two aspects were 
considered restrictive to a single binding global agreement: 
firstly the UNFCCC’s lack of political power, and secondly, 
the Convention’s negotiating process itself, where decisions 
are taken unanimously. The opinions converge to a scenario 
where multi and bilateral agreements are expected to prevail, 
as opposed to a single binding mechanism reliant on the 
enforcement of targets. The World Trade Organization (WTO) 
also emerges as a possible entity where agreements to reduce 
emissions can be implemented. 

The need for Brazil to strategically position  
itself in advance of 2020 agreements.

In general, the respondents understand that Brazil needs to 
behave strategically in view of the potential implementation 
of binding agreements to reduce GHG emissions after 2020, 
mainly to maintain the competitiveness of its products in 
international markets. Among others, the following issues have 
been identified:

•  If Amazon deforestation does not continue decreasing,
  actions to meet the country’s total GHG reductions
  commitments will be concentrated in other economic
  sectors where the marginal abatement cost is substantially   
  higher.  Therefore, there is an opportunity for deforestation   
  emissions to be used as a “buffer”, allowing other 
  sectors of the domestic economy to have a smoother
  transition to a low-carbon scenario while Brazil is still 
  able to meet GHG emission reductions targets.

•  Brazil’s climate policy is still focused on the deforestation
  agenda, concentrating on the political debate in the
  country’s Northern forest states. Without the political
  engagement of the industrialised Southern states, this
  agenda may not achieve the necessary political support
  to consolidate within a domestic development strategy.

•  The lack of a long-term policy to reduce emissions 
  in important economic sectors could weaken these
  sectors’ competitiveness in a market where GHG
  emissions become an extra production cost. 

•  The exploitation of offshore oil in the pre-salt layer 
  in Brazil could become a significant new source of 
  GHG, increasing the country’s total emissions.

•  Recent droughts in the country have reduced
  hydropower generation, requiring increased thermal
  power generation, raising the cost of electricity and
  increasing GHG emissions. If this scenario is replicated,
  the sector’s GHG emissions may grow higher 
  than expected.

However, the country has certain strengths to promote 
early action on reducing emissions in view of a binding 
global agreement in 2020, among them:

•  Using the possible monetisation of the existing and
  future stock of REDD+ emission reductions as a way 
  to continue to fund avoided deforestation activities;

•  Brazil’s favorable diplomatic position in negotiations 
  of a post-2020 binding global agreement for the 
  reduction of GHG emissions. 

The MBRE may induce a low carbon economy, 
strategically positioning the country in anticipation 
of binding agreements in 2020.

The MBRE is seen as an opportunity to increase 
competitiveness and generate business in Brazil. 
However, a portion of respondents in the private 
sector believe that, depending on its implementation, 
the MBRE may add to production costs. 

The main possibilities offered by emissions trading are:

•  Acquiring remuneration for productive efficiency 
 and early actions;

•  Being able to quantify the environmental investment
 (ecological footprint), using it as a competitive advantage,
  disseminating best practices and making competition
  more equitable;

•  Broadening participation in the capital market and
  attracting investment from pension funds to the 
  forestry sector;
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•  Generating and strengthening a forest economy,
  remunerating preservation activities;

•  Strengthening the NPCC in Brazil, expanding the agenda
  of Amazonian states to the industrialised Southern states;

•  Reducing the cost of sectoral mitigation.

However, for the MBRE to fulfill its role, a set of instruments 
and mechanisms must be implemented, with definition of 
models for transaction, taxation, bond type, etc. 

Interviews show that the initial assumptions are appropriate, 
and that there is an important role for MBRE as a tool for 
the modernisation of productive sectors and funding of 
environmental assets. 

Figure 7: Detailed perception of players broken down by sectors

Through the implementation of the MBRE, it would be 
possible to finance actions to reduce deforestation in 
the Amazon, such as the PPCDAm, which is facing challenges 
to leverage the amount of resources required to perpetuate 
avoided deforestation. At the same time, climate discussions 

will be incorporated into the agenda of important economic 
sectors, such as industry, energy and transport. This connection 
can be made through a voluntary implementation of sectoral 
plans already set out in the NPCC, and piloting the MBRE.

ü Fully agree ! Agree with reservations  Strongly disagree

Section 4: Exploring the MBRE concept

In this context, within the MBRE, the sectors with voluntary 
emissions caps represent the demand for certified forest 
emission reductions (CER), and the supply is generated by 
emission reductions certified by the Designated National 
Authority (DNA) for REDD+, under the ENREDD (or the
entity designated for this purpose by the federal government, 
as specified under the Warsaw Framework for REDD+). 
In order to meet sectoral targets, companies can either reduce 
emissions through their own operations or they can access 
a CER quota through the DNA. In this voluntary allocation 
system, the CERs remain in DNA’s possession, but can be 
transferred to companies through annual auctions. However, 
there is a temporal mismatch between the generation of the 
forest reductions supply (up to 2020) and the market demand 
in this period, as the sectoral targets would be voluntary. 
The federal government can fill this temporal gap by deploying 
incentive mechanisms that foster the implementation of the 
Brazilian Carbon Market (MBRE).

Figure 8 illustrates the process whereby a certain amount of 
REDD+ related CERs are internationally registered, based on 
the FREL methodology, and then allocated and transacted within 
Brazil. The UNFCCC Secretariat is expected to certify the 
specific volume of CERs for Brazil, including emission reductions 
from REDD+ initiatives by Brazil, in line with agreed standards.

The National Agency for REDD+ (NAR), which may be 
created by the implementation of the Brazilian National 
REDD Strategy, will be Brazil’s designated national authority 
to manage operations related to REDD+. The NAR would be 
expected to operate in the same way as the Inter-ministerial 
Commission on Global Climate Change16, which links the 
UNFCCC and the Brazilian government on issues related 
to the Clean Development Mechanism (CDM). The NAR 
is responsible for determining the volume of CERs generated 
in a given year, applying the FREL methodology registered with 
the UN and using data on deforestation in the Amazon supplied 
by PRODES17. Once the CERs have been acknowledged by the 
UNFCCC they are registered under the ownership of the NAR.

CERs can then be allocated by the NAR to: a) the Climate Fund, 
a federal fund to finance REDD; and b) directly to the Amazon 
states. For simplicity, in this proposal the division between the 
Climate Fund and the states would be equal, but in reality the 
split will need to be determined by stakeholders. The Climate 
Fund and the Amazon states will then be able to sell or allocate, 
respectively, the CERs to regulated entities under the MBRE to 
help meet their obligations under the emissions cap. This can 
generate funds for the Climate Fund or States that can support 
projects or policy initiatives. The Amazon states also have the 
option to transfer ownership of CERs to specific projects, in lieu 
of funds, in recognition of the emission reductions achieved by 
that project.

From the perspective of REDD+ project developers, this 
means that they will need to register their actions with the 
Climate Fund or state governments and provide an indication 
of the emission reductions they expect to achieve on an annual 
basis. Once Brazil has been able to register its total volume of 
emission reductions with the UNFCCC and establish a total 
volume of CERs at the year-end, these will need to be allocated 
by the NAR to the different projects and initiatives in line with 
their relative contributions. This is different to how project 
developers have historically been able to generate CERs, 
where the total volume has been defined by the individual 
project’s MRV system and the standard chosen. Alternatively, 
project developers will also be able to receive funds from the 
Climate Fund or state governments (depending where they 
have registered their initiative) in recognition of the contribution 
they have made to the total volume of CERs. 

To illustrate how transactions can be made among the various 
actors, the blue arrows in the figure represent allocations of 
CERs; grey arrows represents transactions where the CERs 
are exchanged for cash.

Stakeholders
Will there be a binding 
global agreement in 2020?

Can Brazil position itself strategically 
in advance of 2020 agreements?

How can the MBRE help Brazil to 
move to a low-carbon economy?

Public sector !
Low probability of a global 
binding agreement under 
the UNFCCC, but carbon 
pricing is inevitable.

!
Must behave strategically 
in order to consolidate the 
domestic climate policy, as 
Brazil is still a reflection of the 
international trading scenario.

ü
The MBRE may change 
the political system of 
a potential mandatory 
domestic market.

Private Sector ü

There will be an 
agreement, with several 
forms this could take:
• Within the UNFCCC
• Bilateral 
• Multilateral

! !  

Third Sector ü
High probability for  a 
binding global agreement 
to occur in 2020. ü

Brazil has the advantage of 
using the early action to reduce 
deforestation as a “buffer” to 
adapt to the new reality.

ü
The MBRE can help by 
equating abatement 
costs and making targets 
accessible for various 
sectors.

Academia !
Highly likely to occur, but 
with a smaller number of 
participants. !

Brazil may be left in a delicate 
situation, because with zero 
deforestation in the Amazon, 
reductions are concentrated in 
other business sectors.

ü
Reduced cost of sectoral 
mitigation, strengthening 
of NPCC and the subject 
enters the agenda of 
various economic sectors.

• Risk of becoming a GHG 
 emitter due to offshore 
 oil exploration 
• REDD may be considered
   an asset 
• Industry must invest in low 
 carbon technology

• MBRE can reduce the  
 costs of meeting 
 low-carbon targets 
• Increase production cost
• Strengthen a forest
   economy

16 CIMGC-http://www.mct.gov.br/index.php/content/view/4016.html
17 PRODES is an initiative for satellite monitoring of the rainforest in the Brazilian Amazon.
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How could the MBRE work?

The MBRE is the mechanism by which CERs can be exchanged 
for money within Brazil. Different sectors of the economy 
are expected to be regulated through a cap on emissions. 
In order to comply with the cap, these sectors will need to take 
measures which could include payment for REDD+ CERs. 
Both the Climate Fund and Amazon state governments will act 
as sellers in the marketplace, along with organisations which 
may have received an allocation of CERs in recognition of 
initiatives they have undertaken. Organisations covered by an 
emissions cap will transact with these sellers through the 
MBRE to obtain CERs and retire them in order to comply 
with sector targets.

The instruments used by the government to promote the 
implementation of the MBRE may comprise, for instance, 
tax exemption and differentiated tax policies.  In this case, 

deductions or exemptions would be granted to companies that 
meet their reduction targets using a portion of CERs purchased 
at auctions. The funds raised with CER auctions could be used 
by the DNA to finance the implementation of actions related 
to REDD+. As of 2020, with a potential increase in the demand 
for CERs, the NAR may auction off CERs accumulated between 
2006 and 2020, which have not been previously absorbed by the 
market. CERs that have been purchased by companies and 
investors, and were not retired for compliance with reduction 
targets, may be sold on, generating capital that can be used to 
promote deeper amendments to reduce emissions in their facilities.

For the Brazilian government, this approach constitutes 
a long-term investment in forest assets. For future regulated 
sectors, it represents low and subsidised costs of adaptation 
to the inevitable low-carbon economy, and maintenance of 
Brazilian competitiveness whilst ensuring capital flows to forests, 
perpetuating existing reductions in deforestation.

Given the varying competency of different states in managing 
forest areas, each state could establish specific rules to determine 
how it will manage REDD+ at state level and how its potential 
benefits are to be allocated among all relevant players, such 
as traditional and indigenous peoples, farmers, municipalities, 
residents of protected areas, private projects, etc. States like Acre, 
Mato Grosso and Amazonas already have laws on climate 
change enabling this system. Others, such as Amapá, are developing 
these laws.

Once the CERs have been assigned to the DNA, the allocation 
can be made in various ways, for example using the stock and 
flow concept to distribute CERs to the states. Such distribution 
does not mean a “transfer” for the States or right of use for the 
state governments.

This division may resort to an approach of 50% based on 
the state’s forest stock, and 50% on the flow of historical 
deforestation, which seems well adjusted in allocating incentives 
to each region, considering area, forest cover, as well as rate 
of deforestation for the Amazon biome as identified by PRODES. 
The stock and flow18 concept enables the allocation of emission 
reductions based on two parameters, flow and carbon stock. 

Flow: Contribution of each state to reducing deforestation 
(based on their historical deforestation rate) with regard to the 
deforestation reduction noted throughout the Amazon biome. 

Stock: Amount of carbon stored in the state’s forest area with 
respect to the total forest area contained in the Amazon biome. 
The distribution by state and for the National Climate Fund 
is illustrated in Figure 9, below.

Figure 9: Distribution of benefits according to the stock and flow concept

18 IPAM. 2012. REDD no Brasil: um enfoque Amazônico. 3rd Ed.
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Figure 8: Schematic representation of the operation of the MBRE
Legend: Blue arrows represent allocations of certified emission reductions; grey arrows represent financial transactions
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Section 5: Mechanisms to catalyse the implementation 
of the Brazilian Carbon Market (MBRE).
The establishment of the MBRE before 2020 is mainly focused 
on decarbonising the economy and generating demand for 
CERs of REDD+, thus providing increased flow of capital 
for REDD+ actions (both jurisdictional and projects), while 
establishing incentives to reduce the amount of carbon in the 
Brazilian economy.

In this context, we explore below two mechanisms that could 
contribute to accelerating this process. These mechanisms are 
presented with a brief description, followed by a brief analysis 
of pros/cons and implementation conditions, with focus on the 
aforementioned targets.

PROS CONS

Stimulate demand for REDD+ emission reductions directly.
Supply will need to be carefully managed to avoid over-supplying 
the market in the immediate term – otherwise the amount of funds 
raised to support REDD+ will be far below what is needed.

Pilot the exchange of CERs under the MBRE.

Possible difficulties if the government is only stimulating one part of 
a larger market (i.e. REDD+ credits in a general emissions market) – 
including resistance from companies operating in other parts of the 
market.

Enabling conditions:

The level of incentives have to be properly assessed 
to have the expected impact in stimulating innovation 
and reducing mitigation costs among companies in the 
same sector.

Incentives should be limited to buyers in regulated 
sectors post-2020, limiting the volume of emission 
reductions that can be purchased. 

Auction a fixed amount of emission reductions each 
year pre-2020, which is less than the amount expected 
to be needed per year from 2020 (to avoid flooding 
the market and extremely low carbon price in 2020).

Sell only forward contracts that settle post-2020 
(this would ensure that emission reductions can only 
be retired after 2020, and so reduce opportunities 
for speculation).

Those companies that exceed targets for emission 
reductions through their own action could also 
receive the fiscal incentive. 
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5.1.Fiscal incentive to buy REDD+ emission reductions before 2020. 

The Government would offer tax credits or exemptions conditional on buying emission reductions before 2020, 
which could be retired now or in the future, or held as an asset and sold on. The scheme would only be open 
to entities in sectors where emissions will be regulated.
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5.2. Price floor for REDD+ emission reductions from 2020 to 2030 (or alternative dates)

For REDD+ emission reductions that are sold before 2020, a price floor would guarantee a minimum price 
from 2020 onwards.  This means that a rise in value of REDD+ emission reductions after 2020 is guaranteed 
by policy rather than relying on the increase in demand to push up the price.

PROS CONS

Could stimulate demand for buying low-cost REDD+ emission 
reductions to stockpile, as buyers know that a higher value of the 
stock will exist in the future.

The price in the short term will be less than the future floor price, 
as buyers will need assurance of making a profit by investing – so the 
flows to forests in the short term could be limited.

No government spend required now, and may never incur significant 
public cost if the price after 2020 takes off. 

If emission reductions are stockpiled pre-2020, the market could be 
flooded, pushing down the price and resulting in the government 
having to meet its obligations to cover a minimum price. It therefore 
requires careful planning and controls to manage the risk to 
Government of future cost obligation.

Opportunity to pilot the MBRE and establish REDD+ emission 
reductions as a tradable asset

May be of most interest to traders – including those internal to the 
regulated sectors - looking to buy assets that they can make easy 
money from the guaranteed rise in price.

May have a larger impact on encouraging investment in REDD+ 
activities rather than buying credits, as it guarantees price of emission 
reductions in the future.

May be redundant if large scale demand from 2020 (and therefore an 
increase in price after that date) is expected anyway.

The price floor being in place from 2020-2030 may help ensure that 
offsets remain a competitive but not excessively cheap option during 
this period – so that action by industry to reduce emissions through 
efficiency/renewable energy is also encouraged after 2020.

Enabling conditions:

A price floor could be determined based on an 
analysis of the size of the emission reductions that 
will be needed post-2020 and the volume of REDD+ 
emission reductions available.

Dates to be determined – could consider introducing 
the price floor before 2020 to encourage earlier 
purchasing if required. 

Clarity on regulation capping sectors would need 
to be in place in order to stimulate early action.

While these suggestions were raised by the authors of the study 
and during the interviews, they are not exhaustive, and other 
options can and must be discussed to strengthen the proposal.

Section 6: Conclusion

The development and implementation of interim mechanisms 
for financing of REDD+ emission reductions by 2020 is 
strategically important for Brazil. Many of the GHG emission 
reductions set out in the National Policy on Climate Change are 
due to the reduction in deforestation, especially in the Amazon. 

If deforestation no longer occurs in the Amazon in the post-
2020 period, the potential REDD+ emission reductions will 
account for approximately half of total emissions of other 
sectors in the same period, reversing trends from before 
the year 2000.
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This may co-occur with the enforcement of binding global 
agreements for the reduction of GHG emissions, which would 
require reductions directly from important productive sectors 
of the country’s economy, increasing the domestic industry’s loss 
of competitiveness.

Moreover, the future of low deforestation rates would be 
threatened without a solid source of funding for REDD+ 
actions. Without reciprocity in generating demand for forest 
emission reductions, there is excess short-term supply. This 
imbalance in the market may depress the price of REDD+ 
credits, cutting funds for initiatives that have not only managed 
to reduce deforestation, but are also delivering multiple social 
and environmental benefits. This would be a worrying 
sign for all countries around the world initiating efforts to 
avoid deforestation.

Thus, the incorporation of Brazilian forests emission reductions 
into the MBRE may contribute to:

•  Strategic early action in anticipation of a binding 
  global agreement: maintaining the “buffer” of Brazilian
  emission reductions;

•  Transition of productive sectors to a slower paced,
  milder, low-carbon economy: reduced average price 
  of emission reductions and extended deadline for
  the decline of emission reductions, maintaining the
  competitiveness of the Brazilian economy in a context 
  of changes to international trade criteria;

•  Maintenance of the reduction of deforestation rates 
  in the Amazon and the Cerrado.

In addition to the analysis, the survey results illustrated some 
supporting and some challenging contexts looking ahead 
towards the implementation of the MBRE:

Supporting developments:

•  The climate issue has gained increasingly more space; 

•  Regardless if it occurs through multilateral agreement,
  binding, non-binding, bilateral or regional, the climate
  related regulation has proven increasingly inevitable;

•  Carbon pricing is highly likely in the medium/long term.

Challenging developments:

•  Defining the party who holds the liability: assigning costs
  to regulated sectors or the entire value chain;

•  Engaging the various spheres and government entities;

•  The use of REDD+ may extend the lack of investment 
  in innovation.

In order to begin developing the MBRE, short-term actions 
are required as inputs for the Brazilian strategy in international 
negotiations and to organise mandatory targets at domestic 
level. These actions are:

Determining sectoral emission abatement costs: 

Economic sectors have very different emission abatement costs. 
In order to define the necessary investments for the transition 
to a low-carbon economy, studies are of crucial importance 
to accurately calculate the costs. This analysis is currently being 
conducted in Brazil by the Ministry of Science, Technology and 
Innovation (MCTI), and should be completed in the first half 
of 2015.

Proposing institutional structures for implementing 
the MBRE: 

The MBRE, although mandated under the NPCC, has not 
been enshrined in law nor in regulation. This regulation is 
essential for defining the fiscal, tax and legal mechanisms for 
the MBRE to operate. Therefore, a detailed study of different 
ways to implement the MBRE and its relations with the existing
institutional apparatus in the country must be provided. This 
analysis is currently being conducted in Brazil by the Ministry 
of Finance and should be published later this year.

Setting the baseline and “reasonable” targets: 

In order to avoid major distortions of mitigation costs across 
sectors of the economy, which could occur when applying 
emission reductions targets, the baselines are to be clearly 
defined for each sector and for each type of company within 
the industry. Without this work, the target/cost discrepancies 
may retire a particular company from the market by excessively 
burdening its cost structure.

Engaging the private sector: 

The private sector shows high heterogeneity regarding the
status and consequences of climate change, and that makes
its risk perceptions quite distinct. The private sector should
be trained on the responsibilities of each company so as to
increase adherence to any type of emission reductions 
program that may be established in Brazil.

Regulating the market: 

All markets require a regulatory body to ensure credibility, 
reliability, and reduce risk and transaction cost. The regulatory 
body shall establish new methodologies to ensure the safety 
of investments, such as due diligence for forestry projects.
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