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Abstract 

 

Global Carbon markets have been promoted as an important part of the solution to the 

climate crisis because of their economic and environmental efficiency and their potential 

to deliver sustainability co-benefits through technology transfer and capacity building. The 

term Global carbon market refer to the entire worldwide carbon industry as a whole. 

Commercially, the term Global carbon market can also be used to describe the various 

dealings, activities, and interactions usually business to business within the carbon 

industry itself around worldwide. These interactions may also include those involving the 

various carbon exchanges and registries that are emerging in each of the major regions. 

Such participants within each of the various carbon markets around the world as 

governments, businesses, and individuals can buy, sell, option, and trade units of 

greenhouse gas emissions (GHG) or their equivalents under many Act, protocol and 

agreements such as Paris agreement, The Kyoto Protocol, Act on Promotion of Global 

Warming Countermeasures 1998, American Clean Energy and Security Act of 2009, and 

The Carbon Tax Act 2019. Currently they can do this by using carbon credits, offsets, and 

permits.   

 

Keywords: Global carbon market, Emission Trading, Compliance Market, Voluntary Market, United 

Nations Framework Convention on Climate Change (UNFCCC). 

 

1. Introduction  

 

Global carbon market is an important instrument for international climate change mitigation. It 

helps to realize climate protection efficiently. This makes climate change mitigation less costly, 

with the result that effective carbon markets can contribute to states setting more ambitious 

emission reduction targets and the private sector making more climate-friendly investments. The 

dramatic imagery of global warming frightens people. Melting glaciers, freak storms and stranded 

polar bears, the mascots of climate change, show how quickly and drastically greenhouse gas 

emissions (GHG) are changing our planet. Such graphic examples, combined with the rising price 

of energy, drive people to want to reduce consumption and lower their personal shares of global 

emissions.i But behind the emotional front of climate change lies a developing framework of 

economic solutions to the problem. 

Global Carbon markets were a fundamental component of the Kyoto Protocol, the major 

international agreement on climate change.ii Markets were introduced to allow more flexibility on 

where greenhouse gas emissions are to be reduced and to offer countries the ability to invest in 
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more cost-effective mitigation options outside of their boundaries and thus lead to cost savings on 

the global level, which might in turn facilitate increased ambition for climate change mitigation. 

The Global carbon market is a market in which we trade carbon emission allowances as well as 

carbon credit. In an emissions trading system, the government sets an overall limit on emissions, 

which is called Carbon emission allowances. A carbon credit is something that people can use to 

assign a commercial dollar value to one metric ton of greenhouse gas emissions or its equivalent, 

so that they can measure, buy, sell, and trade it. The market aims to encourage companies, 

government and individual to limit their emissions of CO2. It also wants to encourage countries to 

reduce their emissions. The world now has several different carbon markets in various regions. 

They’re all currently working towards a regulation. 

 

The questions therefore arise now a days that the environment friendly policies to be incorporated in 

the business arena globally, along with the Governments and communities that takes place with due 

importance and does work effectively in accordance with the law. 

 

2. Objective of the study 

 

This paper will discuss the global carbon marketing and consider why a market based system is the 

most effective policy option. it will Also focus on the carbon market regulation in its various 

manifestations, providing a comprehensive over-view and analysis of the current carbon regime by 

drawing from existing regulatory frameworks including the Paris Agreement, Kyoto Protocol, the 

US and the UK Emission Trading Scheme as well as other initiatives around the world. 

 

3. Overview of Carbon Marketing System 

Carbon markets emerge when market-based instruments take hold and trading of carbon emission 

certificates begins. Market-based instruments put a price on emissions of climate-damaging 

greenhouse gases, thus promoting efficient climate change mitigation. There are basically two 

different approaches which lead to the creation of carbon marketing system: cap-and-trade schemes 

and crediting mechanisms. 

Under a cap-and-trade system, an overall cap is set to achieve emissions reductions. These 

allowances are then neither created nor removed, but merely traded among participants. This finite 

supply creates a scarcity and drives the demand and price for allowances. A cap-and-trade system 

aims to internalize (some of) the costs of emissions, and thus drives actors to seek cost-effective 

means to reduce their emissions.iii The challenge in a cap-and-trade program is to determine the 

appropriate level at which to set the cap, which should be stringent enough to induce the desired 

level and rate of change, while minimizing overall economic costs.ivUnder a cap-and-trade system 

it is the cap and the allocations rules that drives demand, and determines the level of emissions 

reduction. Activities that are undertaken in response to the pressure of the cap therefore do not need 

to prove that they are additional. 

A baseline-and-credit system in contrast, does not entail a finite supply of allowances. It does not 

involve projects that are implemented under the umbrella of a cap-and-trade system. Rather, more 

credits are generated with each new project implemented. These credits can then be used by buyers 

to comply with a regulatory emission target, to “offset” an emitting activity (such as an airline 
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flight), or to be a “carbon neutral” organization with zero “net” emissions.vIn a baseline-and-credit 

system a carbon offset buyer can only legitimately claim to offset his emissions if the emissions 

reductions come from a project that would not have happened anyway.  
 

3.1 Cap-and-Trade System 

Each of the participants within a cap-and-trade system (usually countries, regions or industries) is 

allocated a certain number of allowances based on an emissions reduction target. Cap and trade 

allows the market to determine a price on carbon, and that price drives investment decisions and 

spurs market innovation. In a cap-and-trade system the cap constitutes a finite supply of 

allowances, set by regulation and political negotiation. 

 

3.1.1 Emissions Trading Under the Kyoto Protocol  

The Kyoto Protocol to the United Nations Framework Convention on Climate Change (UNFCCC) 

established a cap-and-trade system that imposes national caps on the greenhouse gas emissions of 

developed countries that have ratified the Protocol (called Annex B countries).Each participating 

country is assigned an emissions target and the corresponding number of allowances – called 

Assigned Amount Units, or AAUs. On average, this cap requires participating countries to reduce 

their emissions 2% below their 1990 baseline between 2008 and 2012.vi Countries must meet their 

targets within a designated period of time by: 

• reducing their own emissions; and/or 

• trading emissions allowances with countries that have a surplus of allowances. This 

ensures that the overall costs of reducing emissions are kept as low as possible; and/or 

• meeting their targets by purchasing carbon credits: to further increase cost-effectiveness 

of emissions reductions, the Kyoto Protocol also established so-called Flexible 

Mechanisms: the Clean Development Mechanism (CDM) and Joint Implementation 

(JI). 

 

3.1.2 European Union Emissions Trading Scheme  

The Kyoto Protocol enables a group of several Annex I countries to join together and form a so-

called ‘bubble’ that is given an overall emissions cap and is treated as a single entity for compliance 

purposes. The 15 original member states of the EU formed such a ‘bubble’ and created the EU 

Emissions Trading Scheme (EU-ETS). The EU-ETS is a company-based cap-and trade system 

which came into force in 2005. Under this cap-and-trade scheme, emissions are capped and 

allowances may be traded among countries. The EU-ETS is the largest mandatory cap-and-trade 

scheme to date. In 2006, it traded 1.1 billion metric ton of CO2, valued at over €16 billion. There 

are currently several cap-and-trade compliance schemes that operate independently of the Kyoto 

Protocol.vii All of these also incorporate a baseline-and-credit component to their program. Three 

examples are: 

New South Wales GHG Abatement Scheme (NSW GHGAS) 

The NSW GHGAS in Australia aims to reduce greenhouse gas emissions from the power sector. 

Under this cap-and-trade scheme, emissions are capped and allowances may be traded among 

countries. It achieves this by activities to offset the production of greenhouse gas emissions.viii The 

program was established in 2003. 

Regional Greenhouse Gas Initiative (RGGI) 
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RGGI is a multi-state regional cap-and-trade program for the power sector in the Northeast United 

States. The RGGI cap-and-trade program is proposed to start in 2009 and lead to a stabilization of 

emissions at current levels (an average of 2002-2004 levels) by 2015, followed by a 10% reduction 

in emissions between 2015 and 2020. Some of the program reductions will be achieved outside the 

electricity sector through emissions offset projects.ix Offsets serve as the primary cost containment 

mechanism in RGGI; if allowance prices rise above trigger prices, the ability for regulated sources 

to use offsets increases. 

Western Climate Initiative (WCI) 

The WCI is a collaboration of 5 Western US stated and British Columbia launched in early 2007. 

The initiative set a goal of reducing greenhouse gas emissions by 15% from 2005 levels by 2020 

and requires partners to develop a market-based, multi-sector mechanism to help achieve that goal, 

and participate in a cross-border greenhouse gas (GHG) registry.x 

 

3.2 Baseline-and-Credit System 

A baseline and credit systems, an emissions intensity is set for emitting activities against a baseline 

(which can be business as usual or some proportion thereof) and credits are created for activities 

that achieve emissions intensities below the baseline and activities that have emissions intensities 

above the baseline have to buy such credits. The ability to generate credits from emissions 

reductions relative to baseline and the pressure to avoid having to buy permits for emissions in 

excess of the baseline provide incentives for participants to find lower emission production 

processes. A baseline and credit scheme, consumers do not face any incentive to reduce their 

demand for emissions intensive goods. Baseline and credit schemes do not necessarily penalize 

emissions intensive activities and goods, thereby muting the incentive to consumers to buy less 

emissions intensive good or undertake less emission intensive activities. 

 

3.2.1 The Clean Development Mechanism (CDM) 

The CDM allows Annex I countries to partly meet their Kyoto targets by financing carbon emission 

reductions projects in developing countries. Such projects are arguably more cost-effective than 

projects implemented in richer nations because developing countries have on average lower energy 

efficiencies, lower labor costs, weaker regulatory requirements, and less advanced technologies.xi 

The CDM is also meant to deliver sustainable development benefits to the host country. CDM 

projects generate emissions credits called Certified Emissions Reductions or CERs – one CER is 

equal to one ton of carbon dioxide equivalent – which are then bought and traded. 

 

3.2.2 Joint Implementation (JI) 

Joint Implementation works similarly to CDM, with the exception that the host country is not a 

developing nation but another Annex-I country. The tradable units from JI projects are called 

Emissions Reductions Units (ERUs). It is not strictly a baseline-and-credit system since it also has 

aspects of a cap-and-trade system, and, notably, both participants have an overall reduction target. 

The value of both JI and CDM projects has more than doubled in recent years, reaching a combined 

total of USD 5 billion (EUR 3 .9 billion) in 2006 (Capoor &Ambrosi, 2007). Since JI officially 

starts in 2008, it is not surprising that over 90% of the credits transacted in these markets were 

produced by CDM projects.xii 

 

3.2.3 The EU-ETS Linking Directive 
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The EU Linking Directive, which was passed in 2004, allows operators in phase 2 of the ETS to 

use credits from Joint Implementation (JI) and the Clean Development Mechanism (CDM) to meet 

their targets in place of emission cuts within the EU. Member States specify a limit up to which 

individual installations will be able to use external credits to comply with the ETS. These limits 

vary between 0% (Estonia) and 22% (Germany) of allowances.xiii There are also restrictions on use 

of CERs from forestry projects and from certain types of large hydro projects. 

 

4. Global Carbon Markets 

 

Global carbon markets exist both under compliance schemes and as voluntary programs. 

Compliance markets are created and regulated by mandatory regional, national, and international 

carbon reduction regimes, such as the Kyoto Protocol and the European Union’s Emissions Trading 

Scheme. Voluntary offset markets function outside of the compliance markets and enable 

companies and individuals to purchase carbon offsets on a voluntary basis. 

In order to understand the Global carbon markets completely, it is important to recognize the 

differences between two fundamentally different types of carbon commodities, allowances and 

offsets, and the systems that create them. The first, allowances, are created by cap-and-trade 

systems. The second, offsets or carbon credits, are created by baseline-and-credit systems (also 

sometimes called a project-based system).Carbon offset is a certificate stating that someone else 

has made a commitment to reduce carbon emissions on behalf of the owner of the credit or offset. 

People, governments, and businesses can buy, sell and trade carbon credits, offsets, and permits in 

the various carbon markets. Many carbon trading schemes exist with a variation in design, 

emissions coverage, and price with only a few markets being internationally linked or accepting 

international offsets for compliance.xiv 

 

4.1 Compliance Market 

The compliance market, also known as the regulatory market, allows governments, private 

companies, and other entities to purchase carbon offsets in order to comply with caps on the amount 

of greenhouse gases they are allowed to emit. Compliance market consist of allowances, which are 

created by cap-and-trade systems and offsets or carbon credits, are created by baseline-and-credit 

systems. Cap and trade is an approach that harnesses market forces to reduce emissions cost-

effectively. Like other market-based strategies, it differs from “command-and-control” approaches 

where the government sets performance standards or dictates technology choices for individual 

facilities. Cap and trade allows the market to determine a price on carbon, and that price drives 

investment decisions and spurs market innovation. 

 

4.1.1 Participation of Different Countries in Compliance Market 

4.1.1.1 Japan 

The Tokyo Emission Trading Scheme(ETS) covered 13.5MtCO2 in 2015 and has been in place 

since April 2010. It requires covered entities to reduce their emissions by a legislated percentage 

(regulation) relative to a base year. The current compliance period (2015-2020) requires reduction 

in emissions of 15 to 17% depending on the type of entity. Prices in the Tokyo ETS have been 

trading around US13.50 in 2017. A number of domestic credits can be used in the scheme, along 

with offsets from the linked Saitama ETS. The Saitama scheme utilizes a very similar design, but 

is half the scale of the Tokyo ETS covering only 7MtCO2 in 2015. Japan has a national tax for 
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climate change mitigation of 3/tCO2 and runs a voluntary ETS. This requires participating entities 

to adopt absolute emissions targets and allocates emissions units for compliance and trading 

purposes.xv A mandatory national ETS has been discussed at various times but has failed to receive 

sufficient support. Most recently a 2018 a report prepared for Japan’s Ministry of Environment 

proposed carbon pricing as a viable option for achieving the country’s long term abatement targets. 

While a compulsory national scheme is unlikely in the short to medium term, Japan’s participation 

in discussions with China and Korea indicate that it may be open to international trade to meet its 

NDC. 

 

4.1.1.2 China  

Beginning in 2013 China established the first four of its eventual seven regional ETS pilots. Over 

the past four years these pilots have allowed China to trial different scheme designs to assist with 

the selection of a final design for their national ETS. Trading has been active with some regions 

beginning to offer forward contracts. Prices however have been low in comparison to other 

compliance schemes, ranging from around US$1 to around US$7.China’s national scheme, 

scheduled for implementation in 2017, will be the largest in the world expecting to cover 3,000-

5,000 MtCO2 per annum. Phase one (2017-2019) will include a free allocation of units and is 

expected to allow trade of domestic offsets (China Certified Emission Reductions (CERs) to meet 

compliance requirements. Given the free permit allocation international offsets are unlikely to be 

accepted in the early years of the scheme but the following phases should provide clarity on 

whether international offsets will be accepted in future.xvi Discussions held by China, Japan and 

Korea indicate that even in the event that China does not accept international offsets for its domestic 

scheme that it may be open to international trade to meet its NDC. 

 

4.1.1.3 New Zealand and Australia 

New Zealand launched an emissions trading program in 2008 which was designed to cover almost 

all New Zealand emissions with caps based on its 2008-2012 commitment under the Kyoto 

Protocol. Since New Zealand is a small economy, the program was built around the idea of linking 

to other markets; this initially includes the Clean Development Mechanism but could be expanded 

to other national or regional carbon markets (such as the EU or Australia). This feature has made 

the program vulnerable to international policy uncertainty and to issues surrounding the CDM. The 

program covers a relatively small number of large emitters who must reduce emissions, purchase 

domestic or international offsets, or pay $25 (New Zealand) per ton of emissions. The program has 

no price floor and prices have steadily declined through 2012, generally following the movements 

of CDM prices. Industries facing international competition, horticulture, and fishing receive up to 

90 percent free allocation, but the power sector, transportation. 

In Australia, after a long and contentious political process in which the prime minister reversed her 

public position, a series of bills became law in 2011 that will begin an emissions trading program 

in 2015. In the meantime, major carbon emitters will pay a steadily increasing carbon tax set by 

the legislation. Government revenues from this tax and auctions beginning in 2015 will go to new 

spending on efficiency, renewable, and technology, with at least 50 percent of revenues going to 

increased pension payments, increased tax credits, and decreased income taxes for households. In 

August 2012, Australia announced that its program will link with the EU ETS, allowing emitters 

to surrender EUAs to comply with up to 50 percent of their requirements. Additionally, European 

emitters may use Australian allowances for compliance as early as 2018.xvii However, Australia’s 
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current opposition party has made repealing the carbon price “the top priority” on its agenda, 

calling into question the policy’s viability moving forward. 

4.2 Voluntary Carbon Market 

The voluntary carbon market allows private investors, governments, non-governmental 

organizations, and businesses to voluntarily purchase carbon offsets to offset their emissions. The 

largest category of buyers comprises private firms that purchase carbon offsets for resale or 

investment. As a part of the global carbon market, the voluntary CO2 market is different from the 

compliance schemes under the Kyoto Protocol and EU-ETS.  

Instead of undergoing the national approval from the project participants and the registration and 

verification process from the UNFCCC (United Nations Framework Convention on Climate 

Change). The advantage of lower development/transaction cost makes the voluntary market 

especially attractive to those small and sustainable projects to which the UN certification process 

is too expensive.xviiiIn a voluntary market, on the other hand, individuals and companies are not 

required to reduce their emissions. We can therefore assume that they would only do so to a limited 

extent. The availability of offsets enables them to go beyond what they would have done anyway 

to reduce their own emissions.xix The availability of offsets in the voluntary market may therefore 

lead to additional emissions reduction that would not have happened without the availability of 

offsets. Buyers in the voluntary market can only claim a unique, incremental “offset” reduction if 

the reduction is additional. 

Companies that are unable to reduce their emissions can purchase carbon offsets from verified 

suppliers to offset their emissions. The revenues collected are used to finance the carbon reduction 

project.xx Voluntary offset buyers are often driven by certain considerations such as safeguarding 

their reputation and ethics. 

 

4.2.1 Participation of Different Countries in Voluntary Carbon Market 

 

4.2.1.1 United States 

Two regional carbon pricing schemes are currently in operation in the US. The Regional 

Greenhouse Gas Initiative (RGGI) is a cap and trade system covering nine states (Connecticut, 

Delaware, Maine, Maryland, Massachusetts, New Hampshire, New York, Rhode Island, and 

Vermont). The scheme has a limited scope and only covers fossil fuel electricity generators with 

production greater than 25MW per annum (equating to 89MtCO2 in 2015). In 2017 emissions units 

traded at US$2.53(AU$3.30).Offsets can be used in the scheme, but only those generated via 

eligible projects within the participating states. The California Cap and Trade Program is 

significantly larger than the RGGI covering 370MtCO2 in 2015. Formal linking has been 

established between the Californian and Québec schemes with linking under consideration with 

Ontario. Under the Californian scheme some free allocations are given with the remaining units 

sold via auction up to the set cap. In 2017 emissions units have been trading at just below 

US$14(AU$18). The scheme allows regulated entities to meet 8% of their obligations via the 

surrender domestic offsets from specific projects or international offsets originated in Québec. The 

current administration’s withdrawal from the Paris Agreement and declaration that it will not be 

pursuing its NDC means that any demand for offsets from the US in the short to medium term will 

be limited to businesses pursuing voluntary carbon reduction targets.xxi 
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4.2.1.2 North America 

The Chicago Climate Exchange (CCX) is a voluntary GHG emissions in North America. Although 

participation is voluntary, compliance with emission reduction objectives is legally binding once a 

member joins. CCX has as part of its cap-and-trade scheme an offset program with a full-fledged 

carbon offset standard. The CCX is the only voluntary but legally binding cap-and-trade system. 

That is, although a voluntary scheme, companies that decide to participate (members) make a 

legally binding commitment to reduce GHG emissions. Trade is between the members. CCX 

members commit to reduce their emissions by a fixed amount below the established baseline level. 

Members who cannot achieve the reduction target through cutting their emissions internally can 

meet their compliance commitment by purchasing emission allowances (called Carbon Financial 

Instruments; CFI) through CCX’s electronic trading platform from other CCX Members hat reduce 

their emissions beyond the reduction target. Offsets from projects implemented through the CCX 

offset program can also be used to comply with reduction targets.xxii Total use of offsets for 

compliance is limited to no more than one half of the required reductions. 

 

4.2.1.3 China 

China has three voluntary environmental exchanges that do not involve the central government:  

 The China Beijing Environmental Exchange (CBEEX) provides a market platform, 

amongst others for trading emission rights from CO2, and facilitates CDM transactions;  

 The Tianjin Climate Exchange (TCX) is an integrated exchange for the trading of 

environmental financial instruments;  

 The Shanghai Environment Energy Exchange (SEEE) provides a platform for trading 

all kind or rights focusing on environment and energy.xxiii 

It is exploring a new market mechanism aligned with the requirements of the CDM. The aim of the 

exchange is to reduce transaction costs and bring more transparency to CER pricing. 

 

4.2.1.4 The Republic of Korea 

The Republic of Korea has the Korean Certified Emission Reduction (KCER) Program, a 

government-operated GHG reduction program. The KCERs are issued by the government for five-

year crediting periods and benchmarked using CDM, ISO standards and IPCC guidelines. The 

KCERs are either purchased by the government, sold into the voluntary market or banked in 

preparation for emissions trading. xxiv 

 

4.3 Voluntary Carbon Market vs. Compliance Market 

The compliance market, also known as the regulatory market, allows governments, private 

companies, and other entities to purchase carbon offsets in order to comply with caps on the amount 

of greenhouse gases they are allowed to emit. The markets are created by national and international 

treaties such as the Kyoto Protocol and the EU Emissions Trading Scheme. On the other hand, the 

voluntary carbon markets allow participants to purchase carbon offsets to mitigate their greenhouse 

emissions resulting from manufacturing processes, electricity use, transportation, etc. Both types 

of carbon markets can complement each other, and work towards the overall goal of reducing, 

avoiding and storing greenhouse gases from the atmosphere. 
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Compared to the compliance market, trading volumes in the voluntary market are much smaller 

because demand is created only by voluntary wish to buy offsets whereas in a compliance market, 

demand is created by a regulatory instrument. Because there is much lower demand, because 

quality standards are not widely established, and because they are not fungible in compliance 

markets, carbon offsets sold in the voluntary market tend to be cheaper than those sold in the 

compliance market. 

 

5. Regulation of Global Carbon Marketing  

 

5.1.1 Paris Agreement 

Article 6 of Paris Agreement 

In October 2016 the Paris Agreement became the fastest ever UN agreement to come into force. 

To date it has been ratified by 148 parties representing 66% of global emissions(excluding the 

US)which far exceeds the minimum threshold of 55 counties and 55% of emissions required for 

the agreement to enter into and remain in force.xxv 

In practice Article 6 may translate to: 

 The trade of carbon units through a direct bilateral agreement between two countries 

permitting abatement in one country to be transferred to another country  

 The establishment of “carbon market clubs”14where linkages are formed by a 

multilateral agreement between participating countries to trade offsets at an 

international level 

 The establishment of an international offset trading framework overseen by the 

Conference of the Parties (COP) which is accessible on a voluntary basis to all parties 

to the Paris Agreement 

 The use of non-market approaches for abatement, the form of which is uncertain and 

has not been well articulated to date. 

Article 6 of the Paris Agreement introduces two international carbon markets that receive extensive 

attention and are expected to play an important role in the post-2020 climate regime. Three key 

elements of the two international carbon markets, including the scope, the types of tradable units 

and the governance, are identified, as the basis to clarify their basic forms. Based on the key issues 

and their different designs identified in negotiations, this study analyzes the contributions and 

challenges for China to participate in international carbon markets. By signing the Paris 

Agreement, countries have committed to maintaining levels of warming to 2°C, and agreed in 

principle to aim to limit warming to 1.5C above pre-industrial levels. Parties to the Agreement will 

need to set targets (Nationally Determined Contributions (NDCs)) which will undergo review every 

five years for ambition and consistency with the agreement’s mitigation objectives.xxvi 

 

5.1.2 Kyoto Protocol 

Article 6 of the Kyoto Protocol 

JI projects earn emission reduction units (ERUs), each equivalent to one ton of CO2. As with the 

CDM, all emission reductions must be real, measurable, verifiable and additional to what would 

have occurred without the project. Under JI there are two “tracks” by which projects can apply for 

approval: Party-verification and international independent body verification. The mechanism is 
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overseen by the JI Supervisory Committee, which answers ultimately to the countries that have 

ratified the Protocol. 

Through the JI mechanism, a country with an emission-reduction limitation commitment under the 

Kyoto Protocol may take part in an emission-reduction (or emission removal) project in any other 

country with a commitment under the Protocol, and count the resulting emission units towards 

meeting its Kyoto target.xxvii 

 

Article 12 of the Kyoto Protocol 

The CDM allows emission-reduction (or emission removal) projects in developing countries to 

earn certified emission reduction (CER) credits, each equivalent to one ton of CO2.These CERs 

can be traded and sold, and used by industrialized countries to a meet a part of their emission 

reduction targets under the Kyoto Protocol. The projects must qualify through a rigorous and public 

registration and issuance process designed to ensure real, measurable and verifiable emission 

reductions that are additional to what would have occurred without the project. The mechanism is 

overseen by the CDM Executive Board, answerable ultimately to the countries that have ratified 

the Kyoto Protocol.xxviii 

The mechanism stimulates sustainable development and emission reductions, while giving 

industrialized countries some flexibility in how they meet their emission reduction limitation 

targets. 

 

Article 17 of the Kyoto Protocol  

The Kyoto Protocol spurred the creation of the European Union Emissions Trading Scheme, and 

many people foresee the growth and linking of emissions markets globally. 

Countries with commitments under the Kyoto Protocol can acquire emission units from other 

countries with commitment sunder the Protocol and use them towards meeting a part of their 

targets. An international transaction log, a software-based accounting system, ensures secure 

transfer of emission reduction units between countries.xxix 

 

5.1.3 Act on Promotion of Global Warming Countermeasures 1998 

Articles 20  

On March 12, 2010, the government of Japan proposed the Basic Act on Global Warming 

Countermeasures. Thus far, the climate policy of Japan has excluded market-based approaches and 

price instruments. With the ‘Basic Act’ a mandatory ETS is established, a carbon tax is 

implemented, and a feed-in tariff for all renewable energy sources is included. Furthermore, the 

Act aims to achieve a 10% share of total primary energy supply from renewable sources by 2020, 

and is in line with Japans mid-term and long-term GHG emissions reduction goals. There is 

growing opposition to the proposed bill from leading business organizations that have concerns 

about the costs to the economy.xxx The ETS will be active in one year but observers believe that, 

due to the opposition, this will take longer. This is not the case for the carbon tax and feed-in tariff. 

 

5.1.4 American Clean Energy and Security Act of 2009 

This act pledges to cut US emissions by 17% by 2020 and 83% by 2050 (compared to 2005 levels), 

and includes a cap-and-trade provision. According to this act, the majority of the cap-and-trade 
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permits (85%) will be given away for free to the most heavily-emitting industries, grandfathering 

their emission rights. As of now it is uncertain whether the act in its current form will pass the US 

Senate. Meanwhile, the Kerry-Boxer Climate Bill has been working its way through committee 

stages. It is similar to the Waxman-Markey Act in many ways, but would set a slightly more 

stringent target (a 20% reduction from 2005 levels by 2020), places greater emphasis on the use of 

domestic rather than international offsets, and gives the US President more control over what types 

of offsets would be eligible under the scheme.xxxi 

 

5.1.5 The Carbon Tax Act 2019 

From an economic perspective, both carbon tax and a cap-and-trade systems function in equivalent 

ways: one sets a price on emissions which then determines the level of emissions, the other sets the 

level of emissions, which determines a price for those emissions. The level of the tax or cap and its 

rate of increase (for a tax) or decline (for a cap) over time drives the degree to which emissions are 

cut.xxxii Designed well, both of these approaches can deliver on the main aim of a robust carbon 

pricing program, which is to help cut emissions cost-effectively in line with climate and energy 

goals. However, there may be important policy or political reasons to prefer one or the other in a 

particular context, such as voter preferences or limits on regulatory or legislative authority.xxxiii 

 

6. Carbon taxes 
 

Some carbon taxes allow for full or partial “offsetting” through carbon credits, typically using 

domestic offsets. The latter condition is put in place in order to ensure that emissions reductions 

are achieved in the same jurisdiction as the carbon tax and thus avoid the “outsourcing” of 

emissions. For example, in Colombia entities regulated under the carbon tax can be certified as 

“carbon neutral” leading to the exemption from the tax liability. Entities can achieve “carbon 

neutrality” through selected carbon credits coming from projects registered after 1 January 2010 

on the Colombian territory under (IETA, 2018): 

• Clean Development Mechanism (CDM); 

• certification programs or standards that have been either publicly consulted and verified 

appropriately or issued by the UNFCCC; 

• projects recognized by the national government through a National Normalization Body 

or meet the requirements for the registration of initiatives established by the REDD+ 

registry.xxxiv 

In Mexico, since 2018, companies can pay the carbon tax in kind with carbon credits from Mexican 

CDM projects issued after January 2014 at market value up to 20% of their carbon tax liability. It 

means that to pay tax for 1tCO2, at current CER prices, about 15 CERs would have to be paid. 

 

6.1 Carbon Offset 

A carbon offset refers to the units earned by firms that have implemented a greenhouse gases 

reduction project. It is issued by a board or government authority, and one offset credit is given for 

every ton of greenhouse gas that is reduced, stored or avoided. The offset is then sold to an investor, 

government, or NGO to offset their emissions or for investment purposes.xxxvTypically, carbon 
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offsets are measured in tons of greenhouse gases, which comprises carbon dioxide, methane, 

nitrous oxide, sulfur hexafluoride, hydro-fluorocarbons, and per-fluorocarbons. 

 

6.2 Emerging case study: Mexico’s carbon tax with offsetting 

In 2016, Mexico included in its tax reform a carbon tax on fossil fuel sales and import by 

manufacturers, producers and importers. The tax, which covers 40% of greenhouse gas emissions, 

does not cover the entire carbon content of fossil fuels but rather the additional emissions compared 

to natural gas, which is therefore exempt from the tax. This use of the natural gas carbon content 

benchmark is design feature that is compatible with Mexico’s current wider strategy for economic 

development, and may be adjusted in the future. The price has been set conservatively to facilitate 

private sector buy-in and reduce the negative burden on international competitiveness, but 

incremental price increases are envisaged in the design.  

In addition to the tax’s effect on reducing fossil fuel consumption and associated greenhouse gas 

emissions, the tax will raise governmental funds that will be used, in turn, to develop and promote 

climate change mitigation actions.xxxviA notable feature of the Mexican carbon tax is that it offers 

participants the option to reduce their tax liability by purchasing offset credits through the MexiCO2 

platform, launched by the Mexican Stock Exchange in November 2016 for the sale of carbon 

credits from the Gold Standard, Voluntary Carbon Standard, Climate Action Reserve and CDM 

projects developed in Mexico.xxxvii 

 

7. Carbon Trading in Bangladesh:  

 

In December 1997,Bangladesh along with 160 other countries, completed negotiations at the third 

session of Conference of Parties(COP3) at Kyoto Japan to finalize a protocol subsequently known 

as the Kyoto Protocol. This protocol includes reduction targets and time table for six greenhouse 

gases. The gases are: carbon dioxide, methane, nitrous oxide, hydrofluoric carbons, per-fluoro 

carbons and sulphur-hexafluoride. As an emerging economy, Bangladesh has a long way to go in 

carbon trading across the world with a view to achieve maximum benefits for the country.  

7.1 Impact of Carbon Trade in Bangladesh: 

Bangladesh is a developing country and a strong actor in the effort to reduce global carbon 

emission. This is appropriate as it faces a major adverse burden from global climate change. 

Although per capita carbon emission is very low, total carbon emission in Bangladesh is growing. 

Consequently, as a good global team player, Bangladesh committed to reduce its carbon footprint 

in its Intended Nationally Determined Contributions (INDC) submissions in 2015.To reduce the 

emission the carbon trading has been introduced. But it is not much more beneficial for Bangladesh 

as its emission is very low but the impact of climate change is very alarming.xxxviii 

Use of fossil fuel is a primary determinant of carbon (CO2) emission. Much of the fossil fuel is 

used for production of electricity. As the Bangladesh economy has grown, the demand for power 

has increased. Alongside, CO2 emission has also increased. Evidence shows that emission from 

power has grown at a long-term trend of 8.8% per year between 1970 and 2016 . As a result, the 

share of power sector in total CO2 emissions has accelerated from 22% to 42% over the same 

periods.xxxix Although improved technology has slightly lowered the growth rate of carbon 
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expansion from power, this pattern could go up as natural gas supply shrinks and fuel-oil and coal 

use increases.  

Bangladesh GDP growth is on an increasing trend growing presently in the 7% plus range and 

could reach 8% in the coming years. The government’s Perspective Plan 2041 seeks to achieve 

upper middle-income status and higher income status. Indicative projections show that to achieve 

these targets GDP will need to grow at around 8-9%. The demand for electricity will increase 

commensurately. Presently some 98.6% of electricity is produced by using fossil fuel. The share 

of renewable energy is a mere 1.4%. This suggests that the CO2 emission from power will continue 

to increase at a rapid rate unless corrective actions are taken soon.xl 

Bangladesh can earn US$ 80 million annually through selling carbon as carbon credit in the 

international market by using modern technology in brickfields surrounding only Dhaka city. If the 

opportunity of carbon trading can be spread throughout the country, Bangladesh can earn huge 

carbon credit. The total carbon emission from the brickfields in Dhaka is 8 million ton. Bangladesh 

can be benefited through producing and exporting environment-friendly bricks through using 

modern technology in the brickfield. 

8. Recommendations 

 

The Global Carbon Markets can be improved by taking following steps: 

 Broad Participation in voluntary market. The voluntary carbon market enables those in 

unregulated sectors or countries that have not ratified Kyoto, such as the US, to offset their 

emissions 

 Make participation easy for future participants so that they can gain experience with carbon 

inventories, emissions reductions and carbon markets. This may facilitate future 

participation in a regulated cap-and-trade system. 

 Increasing Corporate Goodwill. Corporations can benefit from the positive public relations 

associated with the voluntary reduction of emissions. 

 By decreasing the costs of reductions, offsets can in principle make a compulsory mandate 

more politically feasible and a voluntary target more attractive, thereby accelerating the 

pace at which nations, companies, and individuals commit to reductions. 

 Insurers and brokers should investigate the potential for risk transfer products in this 

growing market, in both the underlying project activity and in the permits themselves. 

 Investors should investigate the potential of the carbon market for alternative forms of asset. 

 Create best practice guidelines to ensure that regional and national carbon marketing 

instruments are designed with appropriate rules and develop a voluntary process for 

international review. 

 

9. Conclusion 

 

The Global Carbon markets is benefiting from experience. Experience with windfall profits from 

free allowance allocation has led to an increased use of auctions. Jurisdictions are learning to handle 
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market-sensitive information in a more transparent and orderly manner, but there is still progress 

to be made. Efforts to moderate high and low prices are providing lessons on what works and what 

does not while also making the simple point that prices matter. Perhaps most importantly, we are 

seeing that carbon allowance trading can support emissions reductions and send market signals for 

future investment. However, the strength of those signals for future investment hinge on confidence 

in the emissions market, the underlying regulatory framework and its stringency, and the broader 

investment climate. The evolving nature of carbon markets and associated design changes imply 

that confidence in the market cannot be one hundred percent. Governments cannot provide 

certainty where it does not fundamentally exist. Looking forward, authorities need to be clearer 

and more orderly about policy revisions and recognize the consequent impacts on market price, 

market participants, and future market confidence. 
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