Chile

Emissions trading schemes: Santiago

Chile implemented a cap-and-trade program in Santiago in 1997 with the objective of reducing particulates from stationary sources. While criticized for frequent rule changes, lack of market activity and opaque rules, air quality in the Santiago Metropolitan Region improved dramatically between 1992 and 2005 after the emission trading program was implemented with concentrations of air particulates falling by about 40%. The success, however, was not entirely due to the market approach taken be regulated. In fact, very little activity was seen on the emissions trading market. The pollution reduces successes, it seems, were motivated by the perceived need to reduce emission under the cap-and-trade system, even if an acute shortage of permits did not develop, along with greater availability of cleaner natural gas and the desire among polluters to get off a list of facilities that must shutdown during air quality emergencies. The lack of activity on the market exchange was attributed to the small number of emitters in the scheme, opaque trading rules, lack of market intermediaries, unwieldy permit approvals, and a lack of market liquidity. 
The Chilean experience suggests that while an active market exchange is not essential to achieving emission reductions, the political and economic framework it creates motivates significant behavioral changes for environmental improvements. The ultimate benefits of the trading system included: new pollution sources unknown to authorities voluntary identified themselves to claim emission permits (similar experiences were observed in other countries);53 emission sources internalized the cost of pollution and found innovative ways to cut emissions; and sources switched to natural gas as a cost-effective way to meet presumed reduction targets.
� O’Sullivan, R., Streck, C., Pearson, T., Brown, S. and Gilbert, A. (2010) Engaging the Private Sector in the Potential Generation of Carbon Credits from REDD+; An Analysis of Issues, Report to the UK Department for International Development (DFID)





