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Developed by Ricardo Energy & 
Environment and NewClimate Institute

Available as of yesterday! 

https://www.thepmr.org/system/files/document
s/PMR-TechnicalNote-Benchmark_web.pdf

Agenda for today:

1. The role that CPIs play in supporting the 
implementation of NDCs

2. The role that benchmarking can play in the 
implementation of these instruments

3. The key steps in Benchmark development 
and lessons learnt by surveyed 
jurisdictions

Introduction: Guide to Benchmarking for Climate Policy Instruments

https://www.thepmr.org/system/files/documents/PMR-TechnicalNote-Benchmark_web.pdf
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CPIs are one policy measure which can be used to achieve domestic emission 
reduction targets.
• 100 countries have mentioned the use of carbon pricing in the (I)NDC – 70 of which 

developing countries – 58% of global emissions

Emissions trading systems and carbon taxes can support in the achievement of 
NDC targets. 
• They are financed domestically: impose incentives on domestic polluters, and provide 

downstream signals 

• They can be designed to be compatible with growth and competitiveness priorities

• Tax or trade has different implications for:
– cost effectiveness 
– readiness, implementation and monitoring effort
– acceptability

`

What role can carbon pricing instruments play to support the 
implementation of NDCs?
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Crediting mechanisms can be used to achieve mitigation targets in NDCs. 
• Primarily a mechanism to attract climate finance for ERs. Finance can be sourced 

domestically or internationally. 
• Significantly less costs than ETS/CT, but also lower impact

– scaled-up crediting programmes (S-CP - sectoral, NAMA or policy crediting), 
could unlock reductions and financing at scale, and reduce transaction costs 

• Easily integrated with ETS/CT, in “difficult” sectors (transport / agriculture)

• Or, can exist standalone (national/international RCBF), and reductios can count toward 
domestic targets

Under Article 6 of PA, CPIs may be used to generate MO to satisfy national targets, 
and for ITMO exchange; also, possibly a model for ITMO exchange, creating 
readiness at national level.  
• However, any outcome exchanged will count towards the NDC target of the purchasing 

country, and there may be restrictions on ITMO trade. 

• RCBF funded S-CP can be an exception to this.

What role can carbon pricing instruments play to support the 
implementation of NDCs?
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A benchmark is a standard of performance, representing the impact associated with 
each unit of a particular activity.

A benchmark can provide a signal of desired performance level and technology

What is a benchmark?

𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸 𝑝𝑝𝐸𝐸𝐸𝐸𝑝𝑝𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑝𝑝𝐸𝐸 =  𝐸𝐸𝐸𝐸𝑝𝑝𝐸𝐸𝑝𝑝𝐸𝐸  (𝐺𝐺𝐺𝐺𝐺𝐺  𝐸𝐸𝐸𝐸  𝐶𝐶𝐶𝐶2 𝐸𝐸𝐸𝐸𝐸𝐸𝑒𝑒𝑒𝑒𝐸𝐸𝐸𝐸𝐸𝐸𝑒𝑒 ,  𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑒𝑒𝑒𝑒  𝑢𝑢𝑒𝑒𝐸𝐸  𝐸𝐸𝐸𝐸𝑝𝑝 .)
 𝐸𝐸𝑝𝑝𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑒𝑒  (𝑢𝑢𝐸𝐸𝐸𝐸𝐸𝐸𝑒𝑒  𝐸𝐸𝑝𝑝  𝐸𝐸𝑢𝑢𝐸𝐸𝑝𝑝𝑢𝑢𝐸𝐸  (𝑝𝑝𝐸𝐸𝐸𝐸𝑝𝑝𝑢𝑢𝑝𝑝𝐸𝐸 ,ℎ𝐸𝐸𝐸𝐸𝐸𝐸 ,𝑒𝑒𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝑝𝑝𝐸𝐸 ) 𝑝𝑝𝐸𝐸𝐸𝐸𝑝𝑝𝑢𝑢𝑝𝑝𝐸𝐸𝑝𝑝  𝐸𝐸𝐸𝐸  

𝐸𝐸𝐸𝐸𝑝𝑝𝑢𝑢𝐸𝐸 𝑒𝑒 (𝑝𝑝𝑢𝑢𝐸𝐸𝐸𝐸 ,   𝐸𝐸𝐸𝐸𝐸𝐸𝑝𝑝𝐸𝐸𝐸𝐸𝐸𝐸𝑝𝑝𝐸𝐸𝐸𝐸𝑒𝑒 ) 𝑝𝑝𝐸𝐸𝐸𝐸𝑒𝑒𝑢𝑢𝐸𝐸𝐸𝐸𝑝𝑝 )

.  

Average

Best 
available

Source: Guide to Benchmarking for Climate Policy Instruments
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• In ETS, a benchmark can be used as a metric to determine the rules for allocating 
free allowances. 
– Usually used in context of distribution to EITE participants.
– Transparent and rule based allocation, may encouraging more participation. 

• Distribution may be based on the requirements of an average or above average 
performer.
– Average levels may adequately address average participants allocation needs.
– Above average levels may be used to provide incentive for environmental 

improvement, and a signal on what technology to use. Could therefore play a 
increasing ambition, important in the context of ratcheting up NDC commitments. 

Role of benchmarking in CPIs: how are benchmarks used in ETS?

Jurisdiction Stringency 
Australia (Safeguarding 
mechanism) 

Best practice: weighted average of 10th percentile (proposed) 

California (ETS) 90% of average or best-in-class 
EU (ETS) Based on the average of the 10% most efficient installations in a 

sector/subsector in the years 2007 - 2008 
Kazakhstan (ETS) Average performance 
New Zealand (ETS) Average performance 
Tokyo (ETS) Average performance of facilities covered in the previous program 

 
Source: Guide to Benchmarking for Climate Policy Instruments
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Benchmarks could theoretically be applied in a number of different ways in CTs 
Ex. 1 - Determine eligibility or level of tax rebate: an incentive for top performance

– South Africa, Draft Carbon Tax Bill in South Africa (November 2015)
• Z factor: a “performance allowance” or 5% rebate on the tax is proposed for those 

participants who undertake voluntary action.
• The level of this rebate depends on their performance against a benchmark. If 

they perform at or above the benchmark, they receive the full rebate. If they 
perform below the benchmark, they do not receive any rebate. 

Ex 2. Design a tax free threshold: as a transitionary cost containment measure. 
– The tax free threshold could be determined by using a benchmark. 
– Even within this context of cost containment, use of benchmark provides signal for 

environmental improvement  

Providing such incentives for environmental improvement important in context of 
needing to ratchet up NDC ambitions.

Role of benchmarking in CPIs: benchmarks in Carbon Tax ?
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BM have long been used in for standardized BAU baselines in project based crediting.

Role of benchmarking in CPIs: benchmarks in S-CP?

In sectoral crediting mechanisms, BM can also be used for crediting thresholds.
• Baselines define the BAU for sector/ subsector. Crediting threshold defines which 

level of performance which must be achieved to issue credits.

• May be equal to or more stringent than BAU. If more stringent, indicates desire to 
increase ambition.

Source: Author’s modification, based on Prag & Briner 2012, p. 31

The BM used may provide 
a signal for certain 
technologies or 
performance levels.
• If an above average level 

is used, only above 
average performance is 
credited
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Benchmarks can help reduce costs and increase environmental integrity of S-CP, 
important given their role in attracting large volumes of climate finance

– Using benchmarks to determine crediting thresholds can make up-scaled crediting 
more practical for participants (but more costly for administrators)

– May enhance the environmental integrity of the mechanism, where threshold is more 
conservative than BAU, reduce the risk of over crediting or crediting BAU.

Crediting thresholds should be consistent with the NDC requirements
– Which technologies / performance should you be encouraging to meet targets?
– Benchmarks can be update periodically to increase ambition, consistent with 

ratcheting up NDCs

Role of benchmarking in CPIs: benchmarks in S-CP?

Jurisdiction Instrument and application Implementation  Sectors 
Colombia S-CP; Baseline setting using benchmarks Early design stage Transport (MRP), buildings 

Japan  
 

S-CP (JCM);  
Technology BM in baselines  

Implemented in 2013 Differ depending on partner 
country 

Mexico S-CP Early design stage Urban, Transport, Refrigeration 
Tunisia 
 

S-CP (To be defined)1 Design stage Cement, Electricity 

 

                                                           
                           

Source: Guide to Benchmarking for Climate Policy Instruments
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• Guide provides step-by step guidance on the development of benchmark. 

• Benchmarking is an enduring (3-4 yrs) and resource intensive (particularly data 
intensive) process. 

The key steps in Benchmark development and lessons learnt by 
surveyed jurisdictions

Step Key Activities Key considerations/ lessons learnt

Step 1: 
Planning

Design the benchmark with stakeholder 
engagement
• Which sectors to benchmark
• What to benchmark 
• How to benchmark
Create an enabling environment
• Develop a resourcing plan
• Stakeholder engagement strategy
• Create institutional and legal capacity

Balance cost effectiveness and with 
robustness. 
Stakeholder engagement is key 
throughout BM design. 
Key challenges include:
• Obtaining data: underpins entire 

exercise
• Resource and capacity requirements, 
• Legal infrastructure. 

Step 2: 
Data 
Collection

• Specify data requirements
• Choose a data collection approach
• Implement data collection approaches 

through stakeholder engagement

Stakeholder engagement is key.
Key challenges/ lessons learnt:
• Data availability, requires careful 

planning
• Treatment of sensitive or confidential 

data. 
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The key steps in Benchmark development and lessons learnt by 
surveyed jurisdictions

Step Key Activities Key considerations/ lessons learnt
Step 3: 
Analysis

• Assess and improve data quality and 
sufficiency

• Determine the benchmark value
• Assess the benchmark
• Consult stakeholders during 

assessment

• Stakeholder engagement is key to assess/improve 
data, review methodology and outcomes, 

• Ensure data confidentiality

Key challenges:
• Resource limitations (human and technical).

Pragmatic approaches to reduce requirements exist, 
e.g. using existing benchmarks values.

Step 4: 
Integration

• Apply the benchmark in the policy 
instrument

• Communicate with stakeholders and 
provide guidance on application

• Address grievances 

Key challenges: 
• Early and continual engagement with stakeholders in 

the initial steps can reduce the need for outreach 
during integration

Step 5: 
Monitoring 
+ 
improveme
nt

• Design the benchmark update 
approach

• Develop a monitoring and review plan
• Communicate with stakeholders and 

provide guidance on monitoring and 
review process

Dynamic benchmarking allows for continual 
assessment of improvements. 
Key challenges/ lessons learnt: 
• Good to integrate BM review and data collection 

with wider instrument compliance cycle. 
• Stakeholder engagement, as always, is important



Carolina Downey de Oliveira
Carolina.deoliveira@ricardo.com

Thank you!
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