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Abstract The Clean Development Mechanism (CDM), established by the Kyoto protocol,
can generate substantial rents for project participants via the sale of Certified Emission
Reductions. For this reason, supposedly technical decisions about the approval of CDM
methodologies and about the registration of projects may be driven by benefits to specific
countries or interest groups. Our econometric analysis of data for about 250 methodologies
and about 1000 projects discussed by the CDM Executive Board (EB) so far, suggests that
indeed, along with formal quality criteria, political-economic variables determine the final
EB decision.

Keywords International climate policy · CDM · Political economy · Rational choice ·
International organization

JEL Classification D73 · O19 · Q56

1 Introduction

The CDM Executive Board (EB) is an institution defined by the Kyoto Protocol to the UN
Framework Convention on Climate Change (UNFCCC). Its 20 members and alternates are
elected by the UNFCCC Conference of the Parties and meet about once a month to register
individual projects to be carried out in the framework of the Clean Development Mechanism
(CDM). Moreover, EB members are responsible for the approval of methodologies used to
assess the “additionality” of current and future projects and to calculate as well as monitor
their emission reductions. As defined by the Conference of the Parties (UNFCCC 2002),
“a project activity is additional, if anthropogenic emissions of greenhouse gases by sources
are reduced below those that would have occurred in the absence of the registered CDM
project activity”.
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As the CDM allows industrialized countries to receive Certified Emission Reductions
(CERs) from projects in developing countries, the assessment of additionality is vital to
determine whether emission reductions through these projects would not have happened
without the CDM as well. The approval of non-additional projects leads to benefits for the
investor in the industrialized and/or in the developing country concerned (depending on
resource flows agreed between these partners), to the detriment of global protection against
climate change. We ask whether this conflict between global and country specific benefits
(i.e., greenhouse gas mitigation versus revenues from CER sales) becomes visible in terms
of the registration of projects and the approval of methodologies by the EB.

To assess this question, we draw upon the Public Choice literature on international or-
ganizations, as initially developed by Frey (1984, 1997), Vaubel (1986, 2006), and Vaubel
and Willet (1991), which is in turn related to more general questions of collective action
(Sandler 1992; Sandler and Hartley 2001). On the basis of these early works, a large litera-
ture has developed in recent years, and the role of special interests has been analyzed in the
context of many international organizations, most prominently the IMF and the World Bank.
Usually, this role is found to be substantial. For example, several authors find that the mem-
bership of a developing country on the UN security council not only significantly increases
the aid flows it receives from the U.S., but also the credits it receives from the IMF and
World Bank (Kuziemko and Werker 2006; Dreher et al. 2009a, 2009b). These effects appear
to be driven by some sort of vote buying. Similarly, membership on the World Bank’s Board
of Executive Directors is found to approximately double funding from the IBRD (Kaja and
Werker 2009). However, Public Choice analysis of environmental decision making is so far
largely restricted to the national level. In their comprehensive review of studies on the po-
litical economy of environmental policies, Oates and Portney (2003) find that both social
welfare and interest-related variables have an impact on regulatory outcomes.

With rising concerns about climate change, the general literature on global greenhouse
gas mitigation has also expanded dramatically. The UNFCCC, as the major policy regime
covering the current Kyoto Protocol as well as its successor after 2012 has, however, been
largely neglected by academics. This is true especially when it comes to empirical evi-
dence on its internal functioning. From a practical perspective, more knowledge might help
to design more effective climate policy treaties in the future. Theoretically, it is of inter-
est whether the results from the existing literature carry over to this newly established and
unique institution.

Based on nearly 1000 projects and 250 methodologies discussed by the EB until October
2007, we ask what determines EB decision making. More specifically, we want to assess
whether purely technical aspects of the emission reduction of projects or methodologies
dominate, or whether member countries’ special interests (including the interests of lobbies
within these countries) have any major influence, too. We therefore closely examine the
relevance of recommendations by specialized technical committees on the one hand, and
the role of EB members’ nationality and other strategic or interest-related variables on the
other hand. The latter include the role of the World Bank as a major participant in the CDM
business, the impact of change over time due to increasing numbers of methodologies and
projects, and the degree of transparency of the EB decision-making process.

In Sect. 2, our theoretical ideas will be outlined in more detail. This will allow us to
motivate our hypotheses. Section 3 then discusses the data and the estimation strategy we
use for our econometric analysis. Section 4 presents the results. Finally, Sect. 5 derives first
conclusions and policy recommendations for the further institutional development of the
UNFCCC Secretariat and its CDM Executive Board.
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2 Determinants of EB decision making: a brief theoretical foundation

2.1 Decision making in boards of international organizations and in national
environmental bureaucracies

Recent studies have shown that membership on boards of international organizations can
yield more favorable outcomes for the countries represented. Kaja and Werker (2009) find
that membership on the World Bank’s board of governors significantly increases funding by
the IBRD. Even though the UNFCCC and the World Bank differ strongly in terms of setup
and organization, we focus on potential similarities here. Decisions on funding by the IBRD
and decisions by the EB on the CDM are related in that both involve significant monetary
flows to developing countries. In this paper, we want to examine whether membership on
the EB significantly increases CDM acceptance rates.

As mentioned earlier, similar evidence exists for other international organizations. Mem-
bership on the UN Security Council increases aid flows from the U.S. (Kuziemko and
Werker 2006) and credits from the World Bank and the IMF (Dreher et al. 2009a, 2009b).
Apart from the simple effect of country membership in the Council, this also suggests the
existence of wider political effects that extend to other international organizations. In our
context, we may find interrelations between the EB and the World Bank. In particular, we
will investigate whether the World Bank, as the predominant international player in the
CDM market outside the UNFCCC, can make use of its lobbying expertise in influencing
the EB’s decisions.

The literature discussed so far is related to the EB in terms of decisions on financial
flows to developing countries made by international organizations. Turning the focus away
from the financial flows and more to the environmental good characteristic of the CDM,
we lay out some possible similarities with decision making by national bureaucracies on
environmental issues.

Cropper et al. (1992) investigate the determinants of U.S. EPA decision making on pesti-
cide regulation. They find that risks to the environment and health increased the probability
that the pesticide was forbidden. At the same time, larger benefits associated with the use of
a pesticide and comments by grower associations on the need for it reduced this probability.
Hird (1990) finds that the regional background of members on the congressional committee
responsible for site cleanups only marginally influences the distribution of related funding.
The main determinant of site cleanups seems to be their risk. Oates and Portney (2003) sum-
marize these findings in the following way: Bureaucrats can be conceived as maximizing a
weighted utility function of both social benefits and benefits that accrue to specific interest
groups. We intend to extend this analysis to bureaucratic decision making in the framework
of international agreements on global pollutants.

Studying the determinants of EB decision making can hence expand the knowledge of
bureaucratic decisions on environmental issues to the international sphere and, more specif-
ically, to committee membership in international organizations.

2.2 Decision making in the EB

According to the rules of the Kyoto Protocol, a CDM project may be accepted only if it gen-
erates emission reductions which are “additional” to reductions that would have happened
without the CDM. For instance, if the investment in the replacement of an old power plant
leads to higher energy efficiency and reduced emissions, this project does not automatically
qualify for the CDM. If the replacement is economically attractive for mere efficiency rea-
sons, the investment will take place without the CDM, and no CERs should be issued for it.
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However, any investor planning such a project has an obvious incentive in trying to argue
that it is additional, because the CERs potentially generated can have a considerable finan-
cial value for him. For example, a wind power plant with an investment cost of 100 million
€ in a moderately attractive wind regime could annually generate CERs of a value of six
million €. In extreme cases (e.g., industrial gas projects), the value of CERs generated in a
single year can even be a multiple of the initial investment cost. Thus, there is reason to be-
lieve that investors and other stakeholders are strongly interested in influencing EB decision
making.1

While we argue for stakeholder interest, it may not yet be clear how this can effectively
influence EB decision making. Following the rational choice approach employed by Frey
(1984) and Vaubel (1991), we first define the relevant actors and then discuss plausible as-
sumptions about their preferences, i.e., about the utility these actors derive from different
decisions they might take. More specifically, we rely on Oates and Portney (2003) in imag-
ining that EB members maximize a weighted utility function of both costs and benefits that
accrue solely to their national constituencies, and costs and benefits that accrue globally,
i.e., via climate change and mitigation. While non-additional CDM projects certainly lead
to benefits for stakeholders in host and buyer countries, they can be regarded as a cost with
respect to global greenhouse gas mitigation. Let us now consider the national stakeholder
interests in more detail.

These interests may arise in different countries: the host countries, usually developing
countries, but also including individual high-income countries like South Korea, and the
buyer countries, which are industrialized countries with emission reduction targets as de-
fined in Annex B of the Kyoto Protocol (Annex-B countries). The actual investor may be
a national or international firm or a public institution. The project may be developed in the
host country alone (unilateral CDM) or result from cooperation between a host and a buyer
country investor.

If a project is registered by the EB and becomes operational, it generates CERs. In case
of unilateral CDM the CERs can be sold by the host country investor at market prices, as no
buyer country is directly involved in the project investment. Otherwise, the benefits arising
from the CERs are shared between the host and the buyer country investors, whereby the
shares depend upon the negotiation power of each party. The buyer country investor can
then either also sell his part of the CERs on the market or use it to compensate his domestic
emissions. In the case of bilateral CDM, the host country can also benefit from technology
transfer.

The above discussion shows that both private investors and governments themselves may
have an interest in their CDM projects being approved. As private firms cannot directly in-
fluence policy making at the international level, we assume that they will lobby their gov-
ernments for support. In line with what is known on decision making in a possibly com-
parable international organization like the World Bank (Kaja and Werker 2009), we expect
that countries directly represented among the ten members or ten alternates of the EB have
a higher chance of influencing decision making in favor of their governments and private in-

1The potential influence of lobbying is further enhanced by the fact that additionality tests are far from
straightforward. For example, projects can face political or other barriers and may therefore not be imple-
mented without the CDM despite looking financially attractive. As these barriers cannot always be monetized,
they may not be adequately considered. Figueres and Bosi (2006) discuss the problem of political barriers
through the example of lighting projects. Major problems in this context are in particular distorted (i.e., low)
electricity prices and poor recovery of cost, which taken together destroy any incentives for the consumer to
buy more efficient light bulbs.
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vestors. While only the members have a formal right to vote,2 decisions are usually based on
a consensus, so that alternates, who have the same right to participate in the debate, can be
assumed to be similarly influential. Hence, we expect that EB decisions tend to favor projects
and methodologies relevant for public and private investors in countries of EB members or
alternates.

Moreover, not only investors can benefit from the CDM. In the last few years, the CDM
has also become an important business for various kinds of consultancy and auditing ser-
vices. There are consultancy services required for the development of project documenta-
tion, which is then to be audited (“validated”) before a project may even request registration
from the EB. Consultancy services are also required for the design of CDM methodologies.
The organizations involved in this business are often private consultancy firms for which
the success of getting a major project registered or of getting a methodology approved
may be crucial for acquiring new orders in the future. We can therefore expect that these
consultancies—just as private investors directly involved in CDM projects—will lobby their
governments to ensure the success of their proposals. Therefore, we expect that if a consul-
tant’s country is an EB member, methodologies and projects are more likely to be accepted.

Finally, international organizations become involved in the process. They frequently act
as an intermediate buyer pooling CDM projects to establish funds, with the resulting CERs
equally benefiting all the members of the fund. The pioneer and most well-known example
is the Prototype Carbon Fund (PCF) of the World Bank, operational since April 2000. The
World Bank has opened up ten other funds since then (World Bank 2007, pp. 4–5). For the
World Bank, this field represents a challenging new area of diversification. Of course, just
as governments and private investors, the Bank is interested in positive EB decisions for its
projects. First, it has to defend its image of a highly professional think tank in all areas of
international development. And second, it might not be able to obtain subscriptions for new
funds if projects in the portfolio of existing funds face difficulties in the registration process.

Moreover, international organizations compete with private consultancies in designing
CDM methodologies. Again, the World Bank is at the forefront of activities in the area,
and the stakes in favorable EB decisions on its methodologies are at least as high as for
individual projects. Apart from the World Bank, the Asian Development Bank is involved
in several CDM activities but only to a limited extent.

While international organizations are never directly represented by an EB member coun-
try, they may indirectly influence EB decisions. First, the methodologies and projects they
develop are generally relevant for a number of countries, some of which will almost certainly
be represented in the EB. Second, especially the World Bank as the predominant interna-
tional organization involved in the field is present everywhere in the debates and has strong
information and lobbying power. Finally, they may use networks within the international
bureaucracies to reinforce their positions. It follows that if international organizations, i.e.,
the World Bank or the Asian Development Bank, are involved in the CDM process, method-
ologies and projects are more likely to be accepted.

In general, for most of the actors described above one might expect the interest in having
methodologies passed to be even higher than the interest in the registration of individual
projects. The reason is that there are fewer methodologies, and that each of the method-
ologies predetermines the CDM potential of a whole group of individual projects. At the
same time, the stakes of individual countries in a given methodology depend on the geo-
graphical spread of the relevant technology. A methodology for hydro power, for instance,

2To date, a formal vote has only been made twice in the seven-year history of the EB.
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will be applicable in many countries, so that many countries will be similarly interested.
A methodology for N2O reduction from adipic acid production, however, can be used only
in China, South Korea, and Brazil because other countries do not apply this technology. The
approval of methodologies relevant to technologies only in a small number of countries may
benefit some countries (and/or their investors) to the detriment of others—as it can attract
investment which substitutes for investment elsewhere. We therefore expect debates about
this type of methodologies to be the most highly politicized, i.e., for these methodologies, EB
membership should be particularly relevant.

We also expect some differences in the political interest in different type of projects.
Here, however, interest can be assumed to simply depend upon project size. For small
projects, even the official texts provide for a different treatment with faster procedures and
fewer restrictions concerning project evaluation. Depending on project type, small projects
have to meet one of the following thresholds: (i) renewable energy: <15 MW; (ii) en-
ergy efficiency: <60 GWh (before December 2006: <15 GWh); (iii) all other projects:
<60 000 CERs (before December 2006: project emissions <15 000 t CO2-equivalent). We
therefore expect higher chances of small projects being registered.

In contrast to other international organizations where the overriding dominance of indi-
vidual member states is a frequently analyzed topic (see e.g., Fleck and Kilby 2006 for the
World Bank or Barrow and Lee 2005 for the IMF), voting power is distributed equally over
all members in the EB. Nevertheless, there could be differences in the effective influence
an individual EB member may be able to exert. This influence may be related to the over-
all importance of a country which can raise its negotiating power (e.g., through informally
linking up the issue at stake with cooperation or pressure in other fields). Moreover, it may
be related to different levels of effort linked to a different strength of incentives. While all
countries can benefit from the CDM, the potential for such benefits may be quite different.
For instance, relatively more advanced developing countries, which are generally attractive
for foreign direct investment (FDI), are usually also more attractive as host countries for the
CDM (Michaelowa and Michaelowa 2007). On the buyer country side, it could be relevant
which obligations for emission reductions the countries took up under the Kyoto Proto-
col and to what extent economic, technical and political constraints hinder them to meet
these obligations domestically. Moreover, it may be relevant whether a country already has
a strong position in FDI, which could enhance the potential interest for the CDM.

Similarly, even countries not represented in the EB may have higher chances to get their
projects and methodologies adopted if they are generally powerful players, and if there is
a high incentive for them to engage in influencing the decision-making process. Hence, for
countries for which the CDM has a high potential, and for countries which are generally
powerful players, we expect higher chances of methodology approval and project registra-
tion.

Turning our attention to the actual decision-making process of the EB, it may be worth-
while to note certain differences between project registration and methodology approval. As
outlined already, the evaluation of whether a methodology is adequate to correctly calculate
emission reductions and properly assess additionality, and whether a specific project meets
these requirements, demands important technical knowledge which cannot be expected from
EB members who are usually delegated from national bureaucracies. Special committees of
researchers and other experts are therefore set in place to analyze these technical questions.
The responsible technical committee for methodologies is the Methodology Panel (Meth
Panel); for individual projects, it is the Registration and Issuance Team (RIT). Formally,
both bodies have no decision-making power; all decisions are taken by the EB. While Meth
Panel recommendations are reported in openly accessible minutes of the meeting, there is no
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transparency about RIT recommendations. In addition, positions on individual projects are
exchanged in the EB behind closed doors despite the general rule that EB meetings should
be public (UNFCCC 2006: p. 38, Decision 4/CMP.1, Annex I, rules 26 and 27).

In general, the extent to which EB members will favor political-economic over technical
or scientific quality considerations must be expected to depend upon the above-described
institutional setting of the decision-making process. In particular, the transparency of the
process appears to be an important variable here. Many non-governmental organizations
(NGOs) have taken a critical stance towards the CDM because they fear that CERs will be
generated for projects that are neither additional nor sustainable (WWF 2007: p. 2; CDM
Watch 2005). Clearly, under such conditions, a divergence between EB decision making and
the technical advice of the relevant advisory committees will be closely scrutinized and may
give raise to protests which could harm the image of the EB and the CDM as a whole. Ob-
viously, NGO interventions are much easier when the information on both technical advice
and EB decision making are openly available. Given the political cost of criticism, we may
thus expect that interest related determinants of EB decision making—as opposed to techni-
cal or scientific considerations—will be stronger for decisions on projects than for decisions
on methodologies.

Finally, it appears plausible to assume that it is in the joint interest of all actors poten-
tially benefiting from the CDM to show that the mechanism works. Policy makers may also
wish to show this, for the simple reason that they have taken a positive decision on the in-
troduction of this market mechanism in the first place—a decision which would otherwise
be considered by the general public as a failure. In order to show that the mechanism works
in the first place, a certain volume of CDM activities is required, i.e., sufficient demand for
CDM projects must be generated, and a relevant number of projects have to become oper-
ational. In the initial years, this may lead to a rather mild scrutiny of methodologies and
projects submitted for registration. At the same time, in the long run, a decision-making
body cannot always let everything pass if it wants to be taken seriously by any outside ob-
server. In addition, the CDM may be rejected as a whole if the assessment procedure is
deemed to be unreliable. Therefore, the selection process can be expected to become stricter
over time.

3 Data and estimation methods

We assembled a dataset based on data from the UNEP Risoe Center (URC 2007) to empir-
ically test our hypotheses. Our data contains qualitative information on the type and status
of all projects and methodologies available on the CDM website of the UNFCCC on Oc-
tober 31, 2007. As we are interested in the determinants of EB decision making, we select
only those cases where the status indicates that some EB decision has already been taken.
This includes a total of 985 projects and 239 methodologies (including 31 afforestation and
reforestation methods).

For these projects and CDM methodologies, the original UNEP Risoe Center dataset
contains information on the host and (in case of multilateral CDM) the buyer countries,
the names of the relevant consultancies or international organizations, the intermediate and
final assessments of the EB, as well as the relevant dates for submission of and decisions on
methodologies.

We expanded this dataset in many ways. First, we looked up the EB decision date for
projects from individual project design documents (PDDs) available online (see UNFCCC
2007a). Then, we searched in the minutes of EB meetings (UNFCCC 2007b) for individual
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EB members and alternates in each year. Their nationality was then used to create dummy
variables indicating host or buyer country representation in the EB. Using PDDs and relevant
company websites, we also determined the country of the relevant consultants and equally
created a dummy indicating EB membership.

Moreover, to capture the political relevance of a methodology, we created a categorical
variable with ranges from 1 (applicability in all countries, i.e., low potential for political
competition) to 5 (applicable only in a small number of countries, i.e., high potential for
political competition). Thus, the higher the value of the variable, the higher is the political
relevance of the decision.

Furthermore, we derived the gap between Annex B countries’ Kyoto emission budgets
and the projected emission levels during the commitment period. This variable indicates the
expected need for CERs. For EU countries, it was based on forecasts by the EEA (2006),
and for Canada and Japan on projections by the U.S. Department of Energy (2007) (only
energy-related CO2 emissions). All remaining information was obtained through linear ex-
trapolations based on UNFCCC inventory data for 2000–2005 (UNFCCC 2007c).

In addition, we merged this data with additional country information on GDP, FDI, trade,
CO2 emissions, and education from the World Bank’s (2006) World Development Indica-
tors. All these variables are selected for the year 2000, which is the year just before CDM
activities started in 2001, and therefore should be the year at which decision makers would
orient themselves when considering the power of a country or the relevance of CDM as a
complement to FDI. As the variation of this data over the years 2000 to 2006 is negligible
when compared to the cross-country variation relevant here, and as information on these
variables is taken into account with a lag which may vary from one EB member to the other,
we consider that it is misleading to seek additional precision by entering this information
for individual years of EB decision making. Using only information for the year 2000 also
allows us to impute missing values with values for adjacent years. For tertiary education, for
which information was missing for some developing countries even after this replacement
procedure, additional linear imputations were made sequentially using secondary enrollment
rates and GDP per capita.

The education variable might as well serve as proxy for the quality of projects and
methodologies. As the RIT assessment is confidential and remains unpublished, an alter-
native quality control is particularly relevant in the context of projects, rather than method-
ologies. As discussed above, the Meth Panel assessment is available for methodologies, so
that we can retrieve the relevant quality information from the individual meeting reports
(UNFCCC 2007d).

At the project level, considering host country education levels alone may be one option,
but does not seem sufficient to control for project quality. As an alternative, we therefore
derive a new quality indicator based on a review of all 985 individual PDDs. Since one of the
authors is himself a member of the RIT, he knows the standard criteria to be respected and
carried out the results of all RIT assessments himself. The criteria include the credibility of
the additionality test implemented by the project, as well as the correctness of the application
of the baseline and monitoring methodology. Based on the information available from the
PDDs, we define a categorical variable with categories from 1 (lowest quality) to 5 (highest
quality) for each individual project.

To control for the quality of methodologies, we dispose of two alternative measures: the
initial Meth Panel recommendation and the final Meth Panel recommendation. The initial
recommendation corresponds to the first Meth Panel assessment prior to any discussion at
the EB. If the following EB decision does not lead to a clear approval or rejection, the revised
method is discussed in the Meth Panel again.
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The final Meth Panel recommendation is coded as a binary variable taking the value of 1
(method recommended) and 0 (method not recommended). The initial Meth Panel recom-
mendation is coded as a categorical variable assigning 2 if an approval is recommended, 1 if
changes are requested, and 0 if a rejection is recommended (corresponding to Meth Panel
recommendation categories A, B, C).3 The initial Meth Panel recommendation therefore
allows us to discriminate among good, intermediate, and bad methodologies.

We use a similar coding for our dependent variable, i.e., for EB decisions. Again, for
methods we can distinguish three categories (immediately adopted: 2, adopted after revi-
sion: 1, rejected or withdrawn: 0). Alternatively, we define a simple binary variable with
the two categories “adopted” (1) and “rejected or withdrawn” (0). For projects, the binary
decision variable is coded in the same way. However, prior to the final decision there is a
more detailed distinction possible between intermediate categories reflecting requested or
imposed reviews as well as correction requests. The scale of the variable ranges from 4
(project registered) to 0 (project rejected or withdrawn).

The distribution of methodologies and projects into the different categories is presented
in Table 1.

From Table 1 it becomes immediately apparent that decisions on methodologies have
been stricter by far than decisions on individual projects. In fact, only 6% of all projects
were rejected, whereas this was the case for 55% of the methodologies.

The estimation procedure is predetermined by the type of our dependent variables. For
multivariate regressions with the binary and the other categorical variables we use probit
and ordered probit regressions respectively. We initially also estimated logit and ordered
logit models, but tests on the functional form indicated that the normal distribution yields a
better fit.

We expect that observations on projects or methodologies of the same host countries may
not be independent. Therefore, we explicitly take into account clusters at the host country
level. One might also expect other limitations to the usual independence assumption. For
instance, projects by the same buyer or validated by the same auditors may not be fully
independent. However, for theoretical reasons (e.g., related to national technology) we ex-
pect this problem to be more relevant at the host country level. In addition, there is a large
share of unilateral CDM for which buyer countries were not even defined when the EB deci-
sion was taken. To avoid an overly complex modeling framework with various overlapping
clusters, we thus limit our analysis to the consideration of potential correlations within host
countries.

4 Empirical results

4.1 EB decisions on methodologies

Let us first consider EB decision making with respect to CDM methodologies. Table 2
presents our regression results. In Regression 1, we use the binary final Meth Panel recom-
mendation to control for the methodologies’ quality. Note that the number of observations is
lower for Regression 1 because for 20 methodologies no final Meth Panel recommendation
has (yet) been made. This variable is highly significant and, in fact, explains almost all of

3In two exceptional cases, the initial Meth Panel recommendation is indecisive between B and C. We code
these cases as 0.5.
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Table 2 Determinants of methodology approval by the CDM Executive Board

(1) (2) (3) (4) (5) (6) (7)

Probit Probit Probit Probit Probit Probit Probit

EB EB EB EB EB EB EB

approval approval approval approval approval approval approval

yes/no yes/no yes/no yes/no yes/no yes/no yes/no

Final Meth Panel 4.87***

recommendation (0.00)

Initial Meth Panel 3.03*** 3.07*** 3.05*** 3.04*** 3.07*** 3.05***

recommendation (0.00) (0.00) (0.00) (0.00) (0.00) (0.00)

Host country is EB 0.31 0.58** 0.43 0.58** 0.45

member or alternate (0.17) (0.01) (0.13) (0.02) (0.15)

Buyer country is EB 0.14 0.52 0.22 0.51 0.20

member or alternate (0.63) (0.12) (0.59) (0.12) (0.64)

Consultant country is EB 0.14 −0.47 −0.47 −0.51 −0.48 −0.47 −0.52

member or alternate (0.69) (0.14) (0.14) (0.12) (0.14) (0.14) (0.12)

Consultant is an 0.45 0.87** 0.92** 0.89** 0.90*** 0.93*** 0.91***

international (0.47) (0.03) (0.03) (0.04) (0.01) (0.01) (0.01)

organization

Year of decisive EB −0.37*** −0.25** −0.26** −0.25** −0.24** −0.26** −0.24**

decision (0.00) (0.02) (0.02) (0.02) (0.04) (0.03) (0.05)

FDI, net inflows into

host country −0.01 −0.01 −0.01

(2000, % of GDP) (0.92) (0.95) (0.94)

FDI, net outflows from

buyer country 0.00 0.00 0.00

(2000, % of GDP) (0.75) (0.98) (0.85)

Constant 738.95*** 490.36** 516.53** 501.47** 468.93** 519.55** 487.41**

(0.00) (0.02) (0.02) (0.02) (0.04) (0.03) (0.05)

Observations 218 238 238 238 238 238 238

Log pseudolikelihood −14.16 −50.17 −50.60 −50.03 −50.12 −50.60 −50.01

Wald χ2 186.53 62.35 69.76 81.54 158.73 183.03 189.46

Prob > Wald χ2 0.00 0.00 0.00 0.00 0.00 0.00 0.00

Pseudo R-square 0.91 0.69 0.69 0.69 0.69 0.69 0.69

Area under ROC curve 0.99 0.97 0.97 0.97 0.97 0.97 0.97

Notes: p-values in parentheses (adjusted for host country clusters). The Receiver-Operating Characteristic
(ROC) curve jointly depicts the fraction of correctly identified positive values (approvals) and the fraction of
correctly identified zero-values (rejections) for different cutoff points. The cutoff point specifies the minimum
probability for a prediction of EB approval = 1 (see, for example, StataCorp 2005, p. 85)
**Significant at 5%; ***Significant at 1%
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Table 3 Final Meth Panel
recommendation versus EB
decision

Methpanel recommendation EB decision

No Yes Total

No 122 1 123

Yes 2 93 95

Total 124 94 218

the variation in our outcome variable. Table 3 shows a cross-tabulation of Meth Panel rec-
ommendations and EB decisions. This table demonstrates that, indeed, in only three cases
the two committees show divergent views. Apparently, the EB decision is closely linked
to the final Meth Panel recommendation. This implies that hardly any other variable has
enough explanatory power to become significant. Only the year of the EB decision shows
a significantly negative coefficient, indicating that EB decisions have become stricter over
time. However, even this variable hardly adds any explanatory power to the overall model
in Regression 1.

Considering initial rather than final Meth Panel recommendations and taking into account
intermediate values between a clear yes or no (Regressions 2–7), we find more differences
between the assessments of the two committees. There are divergent views in 26 cases,
whereby the EB tends to be stricter than the Meth Panel (more negative assessments in 19
out of 26 cases).

Furthermore, looking more closely at EB membership, we find a very high correlation
(0.71) between EB membership of the host and of the buyer country. This makes it difficult
to distinguish between the effects of host and buyer country EB membership in a regres-
sion model including both variables. Therefore, these variables are estimated separately first
(Regressions 2–3 and 5–6). In Regressions 4 and 7, it is tested whether despite their high
correlation it still possible to estimate their effects jointly. The two sets of Regressions 2–4
and 5–7 only differ by the additional inclusion of FDI as a measure of a host country’s CDM
potential and buyer countries’ propensity to invest abroad.

When we leave out buyer country EB membership and focus on host country EB mem-
bership alone (Regression 2) the coefficient indicates a significantly positive impact on
methodology approval. Keeping all explanatory variables at their mean host country EB
membership increases the predicted probability of a method to be approved by 22.6 per-
centage points. This result suggests that indeed EB decisions tend to favor methodologies
relevant for EB member countries. When we focus on buyer country EB membership alone
in Regression 3, it fails (marginally) to be significant at the 10% level. Finally, trying to es-
timate both the impacts of host and buyer EB membership jointly in Regression 4 increases
the standard errors to such an extent that now even host country EB membership fails to
be significant. However, as opposed to EB membership of the buyer country, host country
membership is still relatively close to significant at the 10% level and also seems to be more
important considering the size of the effect.

Moreover, we find significant coefficients for methodologies developed by international
organizations (IO), i.e., predominantly the World Bank. The IO variable has the expected
positive impact. IO participation increases the predicted probability of approval by 32.8 per-
centage points—at the mean of all explanatory variables, including the given level of tech-
nical and scientific quality as measured by the initial Meth Panel recommendation.

For consultants whose governments are represented in the EB, the coefficient is negative
and does not show any significant impact. As opposed to our hypothesis, it does not seem to
matter for consultancies whether their country has a seat in the EB.
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The results above are robust to the inclusion of additional host and buyer country vari-
ables. We ran estimations with different possible controls from a selection of macro variables
indicating the economic power and the CDM potential of host and/or buyer countries. None
of them becomes significant or changes the coefficients of the other variables in any relevant
way. As an example, Regressions 5–7 presents the results after control for FDI. Neither FDI
inflows into the host country nor FDI outflows from the buyer country have any significant
effect on methodology approval. Coefficients of all other variables are almost identical to
those in Regressions 2–4.

All in all, Table 2 shows mixed evidence of the impact of political-economic, i.e., interest-
related variables on EB decisions on methodologies. We do find statistical and economic
positive impacts of host country membership in the EB as well as of the consultant being an
international organization—at least as soon as we control for effective quality with the initial
Meth Panel recommendation. In line with our hypothesis, assessments become stricter over
time. Nevertheless, the most dominant explanatory variable is our control for the effective
quality of the methodology as indicated by the Meth Panel recommendation. Using the final
Meth Panel recommendation, we hardly find any other significant result. Only using the ini-
tial Meth Panel recommendation, do all of the above mentioned political-economic variables
become significant. If we believe the results using the initial Meth Panel recommendation,
both technical and interest-related variables are simultaneously relevant to explaining EB
decisions.

How can this difference between the impact of the initial and the impact of the final
Meth Panel recommendation on the overall regression result be explained? It is likely that
final Meth Panel recommendations are not free from political considerations. Indeed, even
though the Meth Panel is a body of experts, it is not fully free from EB influence because
the chair himself is an EB member, and there are frequent complaints from independent
Meth Panel members about this linkage. Therefore, especially when the initial Meth Panel
decision is not definitive, effective lobbying might concentrate on the Meth Panel. In fact,
to some extent, final Meth Panel recommendations could anticipate the final EB decisions.
If this were the case, final Meth Panel recommendations as used in Regression 1 would be
endogenous and hence misleading as a control.

We dealt with this problem in various ways. First, we considered to instrument the quality
of the methodology with host country tertiary education. However, the correlation between
Meth Panel decisions and tertiary education was so low (ρ = 0.099) that we decided to aban-
don this approach. Second, we regressed the Meth Panel recommendation itself on the dif-
ferent political-economic variables introduced in Table 2. While using the final Meth Panel
recommendation as the dependent variable leads to significant coefficients for most of these
variables, this is not the case when using the initial Meth Panel recommendation. Hence, we
consider that, as opposed to the final Meth Panel recommendation, the initial Meth Panel
recommendation is a valid control variable for effective quality of methodologies. In turn,
this substantiates the results of Regressions 2–7.

In our initial hypotheses, we had mentioned one more plausible effect which we have
not discussed so far. This refers to the political relevance of the methodology in terms of
its applicability to different countries. This variable does not have any significant effect
in our regressions, so that we did not introduce it into Table 2. However, it seems to be
related to the question whether there is at all a divergence between the initial Meth Panel
recommendations and the EB assessments. In this context, the direction of the divergence
does not seem to matter. Coding a simple dummy variable to indicate divergence and relating
it to our variable for political variance in a bivariate logistic regression framework yields
a (weakly) significant odds ratio of 1.82 (p-value = 0.105, regression not reported here).
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This implies that the more limited the applicability of the methodology, i.e., the higher
the competition effect and thus the political relevance, the higher the chances that some
divergence of views arises in the first place.

Finally, we checked the robustness of the positive impact of EB membership in two ways
(regressions not reported here). First, we introduced linear country fixed effects for Regres-
sions 2–7 to remove any unobserved heterogeneity on the country level using the Mundlack-
Chamberlain approach (Wooldridge 2002: pp. 487–490). The effect of EB membership does
not disappear. Second we tried to examine more directly whether the effect of country mem-
bership might be confounded with the (unobserved) capacity of a country to develop sound
CDM methodologies. To do so, we introduced variables for pre- and post-EB membership.
If there were any stable latent variables that would drive the results, pre- and/or post-EB
membership should also be significant. We do not find any sign of significant pre- or post-
EB membership. Hence, all in all, we are confident that no unobserved latent variables are
driving the results.

Summing up our discussion of decision making on methodologies, we can say that there
is some relevance of political-economic, i.e., non-quality related, but interest-driven vari-
ables. There is clear evidence that—conditional on the initial Meth Panel recommendation—
host country EB membership as well as the World Bank influence have a positive impact on
the approval of a methodology. Moreover, as expected, decisions have become stricter over
time. At the same time, we do not find the expected effects for buyer country EB member-
ship or consultant country EB membership. Moreover, EB decisions closely follow Meth
Panel recommendations, indicating a strong effect of quality after all. In fact, most of the
time EB members do not tend to decide in their own favor or in favor of their constituen-
cies. There is some evidence for an effect of the political relevance of the methodology on
whether or not there is a divergence of views between the Meth Panel and the EB. More-
over, methodologies for which the EB cannot find a clear decision immediately seem to be
the prime target of lobbying activities. Especially in these cases, final Meth Panel decisions
also appear to be affected by this lobbying influence.

4.2 EB decisions on individual projects

We will now analyze EB decisions on individual projects, where the transparency of the
decision-making process is more limited, and see how these deviate from decisions on
methodologies. In particular, we note that there are only a small number of rejections as
compared to methodologies. Only 5.8% of all projects, for which a final decision had been
taken until October 31, 2007, have been rejected.

In fact, various explanatory variables related to EB membership cannot even be intro-
duced into our multivariate regressions because there is no variance in outcomes. Thus, all
29 projects for which the World Bank was the credit buyer successfully achieved their reg-
istration. Similarly, in all 15 cases in which the host country was represented as an alternate
EB member, the corresponding projects were registered. And finally, in all 7 cases in which
the validator’s government was represented in the EB, projects were registered, too.

Moving beyond descriptive statistics we present the results of our more general econo-
metric assessment in Table 4. Even though the rejection rate is relatively small, we stick to
traditional probit estimations. An alternative procedure could be to explicitly consider our
data as rare events data and to carry out a case control study which introduces a selection
on the dependent variable prior to estimation and tends to perform better in Monte Carlo
simulations (King and Zeng 2001). However, this procedure is generally suggested only for
datasets in which one of the two occurrences is below 5% and in which the total number of
observations is relatively small.
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One of the major econometric concerns is how to properly control for the effective quality
of a project. Using host country tertiary enrollment rates as a proxy (Regression 8) does
not show any significant relationship with EB decision making—a result which leaves us
with some doubts about the adequacy of this variable for this purpose, and thus about this
regression specification as a whole. Measures of fit for the overall regression are very low,
too. In all other regressions, we use the assessment of project quality in line with RIT criteria
as described in Sect. 3. This variable is highly significant throughout all further models
(Regressions 9 to 14) and considerably increases their fit. It seems to capture the actual
effect of quality rather well.

Host country EB membership mostly shows the expected positive coefficient, which,
however, becomes only significant in Regression 9 where buyer country EB membership
is not considered. Just as in the case of methodologies, the estimation problem here is a
very high correlation between both membership variables (0.77). We therefore consider the
effects again first individually and then combined.

Buyer country EB membership turns out to be always positively significant. Its effect
also remains unaffected by the simultaneous introduction of host country membership. The
stronger factor in terms of EB membership, therefore, appears to be membership of the
buyer. Marginal effects displayed in Regression 10 suggests that buyer country membership
increases the predicted probability of a project to be registered by about 5.4 percentage
points (evaluated at the mean of the explanatory variables). This is a rather small effect in
terms of its absolute value. The size of the effect is reduced even further when other host
country variables are taken into account (see Regressions 13 and 14).4 One should note,
however, that the overall registration rates are very high. Hence, marginal effects (as well as
the effects for the discrete change of the dummy variable from 0 to 1) are estimated to be
fairly small, even though they are highly significant in statistical terms.

Our results on project registration confirm the earlier result for methodologies that EB de-
cisions have become stricter over time. This result is highly significant across all regression
specifications. Moreover, in Regressions 12 to 14, we find some evidence for the importance
of variables indicating the economic relevance of the project—in general, as well as for the
host or buyer country individually. With respect to project size, our hypothesis suggested
that small projects would not lead to relevant competition effects. Hence, we expected them
to be registered more easily. Indeed, Regressions 13 and 14 show that small projects have a
significantly higher chance to be registered.

Moreover, as expected, the potential demand for certified emission reductions affects EB
decisions. If a buyer country’s Kyoto gap is large, i.e., its need for the CDM is high, its
chances to have its projects registered by the EB increase. Finally, we look at the potential
supply of certified emission reductions. The overall amount of CO2 emissions of a host
country, which relates to the economic potential of the CDM, is also positively related to
projects being registered.

There is only one political-economic variable with a coefficient that contradicts our ini-
tial expectations. We supposed that host country FDI inflow, indicating host country attrac-
tiveness for investments, would affect project registration positively. However, we find a
significant negative effect. Most plausibly, this can be explained by the relevance of the uni-
lateral CDM. Unilateral CDM may open up new possibilities for countries willing to attract
a higher share of international investment but not yet achieving this goal. An example could
be India where, at the turn of the century, FDI and trade involvement were relatively limited

4Only the coefficient of the constant is very high. However, this is simply a result of the range of the “year”
variable.
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but which is opening up and can now make use of the unilateral CDM as some kind of a
marketing tool to attract more FDI in the future.

Comparing the different regression specifications, the best fit of the data to the model is
achieved in Regressions 13 and 14. In these regressions, EB membership, the variables re-
lating to the economic potential of projects, and the effective quality control variable explain
EB decision making rather well. We are confident that these explanatory variables cover the
most important determinants of EB decision making. Ramsey’s Reset tests5 for the probit
models in Table 4 are satisfactory. For all regressions, the squared predicted values are never
significant (not even at the 10% level) while the plain predicted values are highly significant.
Leaving out the political-economic variables, the test indicates that important information is
missing.

Furthermore, we applied similar robustness checks to the regressions on projects as we
did before to the regressions on methodologies. Controlling for unobserved heterogeneity
via linear methodology fixed effects does not change the results. Neither do pre- or post-EB
membership turn up significantly.

Summing up our discussion of individual project decisions, we find non-negligible evi-
dence for almost all of our initial political-economic hypotheses. Although results are not
always significant in all relevant specifications and the size of the effects is often rather
small, the overall picture provides a rather convincing evidence of the relevance of various
stakeholder-related factors for EB decision making. Especially with respect to buyer country
EB membership, the results show that individual projects are subject to political influence
in general. In addition, some other relevant political-economic variables could not even be
introduced into our regression models as they perfectly predicted success.

The overall picture of political-economic influence may be seen as more consistent here
than in the context of EB decisions on methodologies. This in turn is in line with our hy-
pothesis that due to the lack of transparency for decisions on individual projects, political-
economic factors matter more for EB decisions on individual projects than for decisions on
methodologies. Obviously, given the high overall registration rates for CDM projects, the ab-
solute value of the observed marginal effects is much lower for projects. Finally we observe
that along with political-economic considerations, for projects just as for methodologies, the
impact of quality on EB decisions is also very strong.

5 Conclusions

In this paper, we set out to examine what determines decision making on the CDM Exec-
utive Board. Based on prior studies of decision making in international organizations, we
considered that EB members maximize a weighted utility function of global and country
specific costs and benefits. Theoretically, EB decisions should hence be influenced not only
by the technical quality of the methodology or project under consideration, but also by the
special interest of various stakeholders, which in turn seek the support of their country rep-
resentatives. This led us to expect that membership on the EB should have a positive impact
on methodology approval and project registration. Furthermore, we expected that World
Bank involvement would also raise the chances of acceptance. If methodologies are only

5In the basic version of Ramsey’s Reset test which is used here, the dependent variable is regressed on its
own predicted values from the main regression and their squares. If the initial model is well specified, the
coefficient of the predicted values should be highly significant, while the square term should not contain any
additional information and thus be insignificant.
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beneficial for a few countries, we expected more politicized decisions and hence more di-
vergence from recommendations by the Methodology Panel. In turn, for small projects, for
which there is less scrutiny with respect to registration, higher chances of registration were
expected. Turning to the stakes actually involved, more powerful countries and countries
with high CDM potential were thought to be more successful in methodology approval and
project registration. As there is less transparency in the assessment process of projects than
of methodologies, we expected stronger results for all political-economic factors on the for-
mer. Finally, we argued that decisions should become stricter over time, as a certain number
of effectively registered CDM projects were required to show that the whole mechanism
might actually work.

Based on our econometric analysis on the determinants of EB decision making over al-
most 1000 individual CDM projects and 250 methodologies, we find that the EB is strongly
committed to quality criteria. Recommendations by the Methodology Panel explain a large
part of EB methodology approval. Project quality is just as important a determinant for
project registration by the EB. At the same time, our results suggest that a number of
political-economic variables also drive outcomes of EB decision making.

More specifically, we find that EB decisions tend to favor projects relevant for EB mem-
ber countries. This is the case for both host and buyer countries, whereby the role of the latter
is more clearly significant for project registration. For methodologies, only the host country
influence is significant in the regressions presented here. However, this is partly driven by
a high correlation between host and buyer countries which makes it difficult to disentangle
these effects. While EB membership is generally highly relevant, consultancies (as opposed
to investors) active in the CDM market do not seem to benefit from the influence of their
country representatives.

For projects and methodologies alike, the involvement of the World Bank as a powerful
international player improves the probability of success. In addition, as expected, we observe
more divergence from Meth panel recommendations for those methodologies which are
relevant only for a limited number of countries. Moreover, project regressions clearly show
that small projects are registered more easily, i.e., without much critical discussion.

There is mixed evidence for our hypothesis that countries for which the CDM has a high
potential and countries which are generally powerful players have a higher chance to see
their projects and methodologies accepted by the EB. For CDM projects we observe that
host countries with a high overall level of CO2 emissions (and thus a high potential for
CDM investments) are able to obtain registration for a higher share of their projects. At the
same time, host FDI inflows or other indicators of economic attractiveness and power do not
improve the probability of projects being registered. For methodologies FDI inflows do not
show the expected positive effect, either. On the contrary, it seems that to some extent CDM
even substitutes for FDI.

The effect of transparency of the decision-making process could not directly be tested,
but there are some indications for its relevance when comparing the assessment process
for projects and methodologies. In particular, project registration rates are generally much
higher than rates for methodology approval. However, political-economic considerations
are clearly significant in both contexts and not substantially stronger in the less transparent
decision-making process on individual projects.

Finally, for both methodologies and projects, there is highly consistent evidence that EB
decision making has become stricter over time—along with the increase in the stock of
methodologies and projects already approved.

As the EB is a rather new institution, its functioning may still be subject to change. This
eventually leads us to reflect upon potential institutional improvements, which our analysis
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may suggest. First, it has to be recalled that the existing system seems to function rather well.
This is the case because the predominant determinant of EB decisions appears to be quality.
Nevertheless, the impact of the political-economic variables is clearly significant. Let us
consider the potential relevance of these variables in the context of institutional reform.

Time dependency, in the sense that initially EB decision making tended to be less strict
than in more recent times, does not seem to present any further problem for the future. Now
that the CDM has become a widely used mechanism, no fall-back has to be expected.

The influence of IOs and of other economic and EB membership variables can, however,
give rise to some concern. With respect to methodologies, potential lobbying after initial
decisions for revision calls for further analysis. If necessary, institutional safeguards have to
be put in place to limit the impact of lobbying. An additional recommendation for the pro-
cedure on registration of individual projects could be to increase transparency. This would
also imply a publication of the initial scientific or technical assessments of the RIT.

Acknowledgements Helpful comments by Thomas Bernauer, Simon Hug, Thomas König, Ulrich Obern-
dorfer, Jeremy Tobacman and participants of the CIS/KOF conference on the Political Economy of Inter-
national Organizations (PEIO) in Ascona, 3–8 February 2008, as well as of the 16th Ph.D. Workshop on
International Climate Policy at the ZEW in Mannheim, 1–2 May 2008, are gratefully acknowledged.

Appendix A. Annex 1: Rules on the transparency of EB decision making

E. Transparency—Rule 26

Subject to the need to protect confidential information, the principle of transparency should
apply to all the work of the Executive Board, encompassing the timely public availabil-
ity of documentation and channels through which external comments by all Parties and all
UNFCCC accredited observers and stakeholders can be submitted for consideration by the
Board. The posting of the Board’s meetings on the Internet is one way to ensure trans-
parency.

F. Attendance—Rule 27

Paragraph 16 of the CDM modalities and procedures:

1. Meetings of the Executive Board shall be open to attendance, as observers, by all Par-
ties and by all UNFCCC accredited observers and stakeholders, except where otherwise
decided by the Executive Board.

2. In the context of paragraph 1 above, the Executive Board may decide, in the interest of
economy and efficiency, to limit attendance at its meetings to members, alternate mem-
bers and secretariat support staff. In such instances, the Executive Board shall take all
practicable steps to accommodate in other ways the interests of Parties, non-Parties to
the Kyoto Protocol that are Parties to the Convention and accredited UNFCCC observers
and stakeholders to observe its proceedings, except when the Executive Board decides to
close all or a portion of a meeting.

Source: UNFCCC 2006: Decision 4/CMP.1, Annex I, rules 26 and 27, p. 38.
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