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2017 HIGHLIGHTS
EUROPE

EU lawmakers finally agreed the
post-2020 EU ETS reform bill in early
November, which was two years in the
making. The rule changes largely maintain
the system of free allocation to carbon
leakage-threatened industries, but with an
extra safeguard of re-allocating some units
earmarked for auctions should the free
supply run out. It also doubles the annual
intake of the Market Stability Reserve
to 24% for 2019-23, and introduces
measures to cancel any excess allowances
beyond that.

2020. Trump also this year ordered the

However, the final sale of the year saw

US Environmental Protection Agency to

only 83% of the current allowances get

repeal the Obama-era Clean Power Plan

picked up at the price floor as concerns

and other measures aimed at reducing

mounted that the opposition Progressive

GHG emissions.

Conservatives would replace the market

with the federal government’s ‘backstop’

California lawmakers in July cemented
legislation extending the state’s cap-

and-trade market beyond 2020. Along
with the end of a long-running lawsuit

challenging the programme’s auctions, it

helped curtail months of uncertainty that

had weighed on the market. Although the

legislation preserves the core programme,

EU lawmakers also agreed a deal to extend
the suspension of extra-European flights
from the ETS but will hold a review of UN
aviation agency ICAO’s CORSIA programme
at the end of 2023.

Efforts to “Brexit-proof” the EU ETS from
an uncoordinated UK exit were hastily
completed in the final weeks of 2017.
Seeking to avoid British emitters dumping
hundreds of millions of unneeded 2018
allowances before the UK’s divorce date in
March 2019, EU lawmakers approved a UK
government proposal to bring forward the
nation’s 2018 compliance date by around
six weeks. In return, the EU has agreed
not to mark or restrict the use of the British
EUAs from next year, which stakeholders
said would have been highly disruptive to
the market.

it will require some dramatic design

modifications: the creation of a price

speculation, and further quantitative and

US President Donald Trump in June
announced that he would withdraw his
country from the Paris Agreement, setting
in motion a process that could see the US
leave the 2015 agreement by November

a deal with California and Québec to

link to their markets, under the Western
Climate Initiative, starting in January

2018. Ontario and Québec also passed

legislation to secure their markets beyond
2020 and made progress in advancing

their offset markets by developing their
first joint protocols.

qualitative offset usage limits.

A number of Canadian provinces unveiled

In 2018, the ARB is expected to advance

for combating climate change. Under its

and possibly finalise the rule-making

new NDP-Greens coalition government,

process for the market’s post-2020 future.

British Columbia will unfreeze its economy-

And after selling just 18% of the allowances

wide carbon tax from next year, while

on offer in their first joint auction of 2017,

Alberta set the groundwork for replacing its

California and Québec sold out the next

10-year old SGER system for big emitters

three sales after confidence was restored

with one to start in 2018 that is based on

to the market following dissipation of

output-based allocation and aligned with

legislative and legal concerns over the

the province’s wider C$30/tonne carbon

future of California’s programme.

levy. Meanwhile, Nova Scotia, Manitoba,

or enhanced their market-based measures

and Saskatchewan released preliminary
RGGI member states this year agreed a
suite of ambitious post-2020 reforms
to their US regional, power sector-only
annual emissions cap reduction and

AMERICAS

election. Ontario also this year finalised

ceiling, new rules to address market

carbon market, which include a greater
The EU and Switzerland signed a
formal agreement to link their emissions
markets. Signed in August, the agreement
could act as a model for future linkages to
the EU ETS. The two systems are expected
to officially connect by 2020.

tax regime should they win next June’s

complementary measures, such as a onetime bank adjustment of excess allowances

plans for putting a price on carbon, as
required under the federal Pan-Canadian
Carbon Pricing Framework, while the
national government revealed details of its
‘backstop’ carbon pricing option for those
jurisdictions which opt not to develop their
own pricing system.

and a supply-curbing mechanism to
support prices. This year’s Democratic
gubernatorial victories in New Jersey and
Virginia also greatly improved prospects for

Mexico launched its carbon market
simulation, while Colombia approved

those two states to respectively rejoin and

a measure allowing fuel producers and

link to RGGI in the years to come.

importers to cover 100% of their
national $5/tonne carbon tax obligations
using either domestic CERs or VERs

Ontario launched its provincial

from any country. From 2018, however,

cap-and-trade system this year, selling

only domestic CERs can be used for

out its first three quarterly auctions.

compliance in the Colombian system.

017
ASIA PACIFIC

China was meant to launch what has
been hailed as the “world’s biggest carbon
market”, but at the time of writing the
market’s start has yet to be announced.
Regulators completed a design proposal
for the national ETS, but are still awaiting
approval from the State Council. However,
it appears that the initial scope of the
Chinese ETS will be narrower than planned,
with only the power sector to be covered
from the start. There are also doubts as to
whether there will be actual compliance
obligations for the first year or two.

likely change or removal of the NZ$25

May, the Korean government is rewriting its

price cap. The full details will be decided

entire climate and energy policy strategy,

in 2018. A change of government in late

with impacts on the ETS not likely to

September provided further momentum to

become certain until the first half of 2018.

the market, as the new administration has

Management of the ETS was also restored

said it wants tighter rules, higher prices,

to the environment ministry, after it was

and to possibly include agriculture - the

briefly the responsibility of the country’s

nation’s biggest-emitting sector. NZU prices

finance ministry.

have surged to their highest levels since

May 2011 in response, although the plan’s
specifics likely won’t be announced until

Kazakhstan is on track to re-launch its

early next year.

ETS in January 2018, after suspending
it in early 2016 due to a number of
operational problems.

The South Korean market has been

plagued by a lack of available supply

In July, New Zealand’s government
announced four major market reforms:
the introduction of rolling five-year caps,
auctioning, a limit on international credits
if and when they get introduced, and a

throughout the year, and although the

government on several occasions said they

PREPARED BY:

would step up market intervention, the

situation had yet to be resolved by mid-

December. After a change of president in
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IETA INSIGHTS - DIRK FORRISTER

AS 2017 DRAWS TO A CLOSE, IT’S ENCOURAGING
TO REFLECT ON THE PROGRESS OF CARBON
PRICING AROUND THE WORLD. AGAINST A
DISAPPOINTING BACKDROP OF PRESIDENT
DONALD TRUMP’S REVERSAL OF THE US
FEDERAL LEADERSHIP ON CLIMATE CHANGE,
IT WAS HEARTENING TO SEE MANY OTHER
GOVERNMENTS, IN EVERY REGION OF THE
GLOBE, STEP UP THEIR EFFORTS.
In Bonn, we celebrated two of these
successes. IETA was proud to join forces
with CMIA once again to present Carbon
Pricing Champion awards to two of this
year’s superstars:

These awards came at the end of a year
of progress in many other places.

• First, we honoured the government
of New Zealand for reforming its
carbon trading system to help meet its
Paris Agreement ambitions – and for
leading the “Carbon Market Declaration”
countries in advancing a vision of
international cooperative approaches
as established in Article 6 of the
2015 framework.

• Colombia implemented its
aforementioned new carbon tax-andoffset system this year. It created a
burst of activity in the Clean
Development Mechanism (CDM)
market, since the credits could be used
to offset the cost-burden of the tax.
The future use of offsets in this
market is still under discussion, with
restrictions from 2018 on credits from
CDM projects outside the country. But it
has offered yet another model
of how economic instruments can
deliver benefits at low cost.

• In week two of the talks, we honoured
the Pacific Alliance countries, Chile,
Colombia, Mexico and Peru, for the
Cali Declaration that pledged joint work
on a common carbon market for the
region. For the countries involved, this
will mean a work programme that
begins with efforts to harmonise their
policies for measurement, reporting
and verification (MRV) as a building
block for a future carbon market
linkage. Chile, Colombia and Mexico
have established carbon taxes as a first
step. But they recognise that, to achieve
more ambitious emissions reduction
goals in the future, they would benefit
from a linked regional market.

4

In January, two new jurisdictions came
on line with carbon pricing programmes.

• Ontario launched its cap-and-trade
programme, operating alongside the
California-Québec market.
As the year progressed, California
passed legislation to extend its
cap-and-trade market through to 2030,
with a number of strengthening measures
signed into law in the summer. In
September, Ontario signed an agreement
to join the California-Québec market –
making it the largest market in North

America. Other states (Washington,
Oregon, Virginia, New Jersey) are working
on carbon pricing approaches, as are
their Canadian siblings (Alberta, British
Colombia, Nova Scotia, New Brunswick).
In November, European leaders reached
a final compromise on measures to
strengthen the EU ETS for the coming
decade. After the final votes, set for
February 2018, these measures will
become law – and the regulatory process
to implement the reforms will begin. The
package will enable Europe to meet its Paris
contributions, buttressed by a number of
complementary policies.
China’s launch plans are still expected
before the end of the year. In Bonn, we
learned that China is “ready for launch”
sometime soon. The exact contours of
the programme are still unknown. But it
is still expected to be the world’s largest
carbon trading system in terms of
emissions coverage.
In November, international negotiators
gathered in Bonn for the annual COP. The
deliberations on Article 6 produced an
informal note, containing subject headers
with a request to the chair of the negotiating
stream it falls under to develop a negotiating
text ahead of the May meetings. This may

sound like meager progress, but it gave
us the necessary starting point for a hard
year of talks to produce a “Paris Rulebook”
for Article 6 in 2018.

HIGH-LEVEL TAKEAWAYS
FROM 2017

trading markets are the preferred
approach for larger countries (EU,
China, Korea, states and provinces
in North America).
3.

The world of market linkages built
on Article 6 is just beginning to
develop. Europe made its first formal
linkage by treaty with Switzerland,

Looking across these and other
developments, I’m taken by a few key
“takeaway” observations on carbon
market development in 2017.

and Ontario is poised to join the
California-Québec system. I expect
others will see benefit in joining

WE HOPE IETA INSIGHTS
CAN CONTINUE TO
CONTRIBUTE TO THE
THOUGHT LEADERSHIP
NEEDED TO BRING
ABOUT REAL CHANGE
FOR THE BENEFIT OF THE
PLANET, DRIVEN BY THE
POWER OF MARKETS.

forces in the coming years, creating
1.

2.

There is an strong trend in favor
of carbon pricing, and we shouldn’t
lose sight of it during any particular
tweetstorm. This trend has been
steady for a number of years, and
the Paris ambitions – coming to the
fore during the 2018 Talanoa Dialogue
– will fuel it further.
Article 6 will provide a basic
accounting infrastructure and
crediting mechanism, but much
of the action will remain rooted in
national systems – with sights trained
on implementation of each country’s
Nationally Determined Contribution.
While smaller jurisdictions seem to
prefer carbon taxes as a starting
point, it is clear that emissions

more vibrant emissions markets to
DIRK FORRISTER

drive cost-effectiveness.
4.

President and CEO, IETA

The Carbon Offsetting and Reduction
Scheme for International Aviation
(CORSIA) offers a large new market
– but it is likely to evolve in stages.
The first set of volunteer countries
will set the stage for others to follow.
The market standards and practices
will develop in the first CORSIA
phase, so those who gain experience
will be well positioned to serve the
market for the long haul.

The coming year will bring more
clarity to these and other areas of
market development.
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IETA INSIGHTS - KATIE KOUCHAKJI

2018:
A YEAR IN PREVIEW

THE PAST 12 MONTHS HAVE SEEN A SURGE IN CARBON
MARKET DEVELOPMENTS AROUND THE WORLD. CAN 2018
KEEP UP THE PACE? KATIE KOUCHAKJI LOOKS AT THE
AGENDA FOR NEXT YEAR
Two years after the historic Paris

with discussions to be held in May and

Agreement was finalised, governments

at the December UN talks in Poland. The

have maintained the momentum on

political phase will take place towards the

climate action. Throughout 2017 we saw

end of COP24, with ministerial participation

developments around the world – including

building on the preparatory phase and

the start of Ontario’s cap-and-trade

focusing on the three questions. The

programme in January, the Cali Declaration

outcome from this is intended to inform

by four Pacific Alliance nations to create

Nationally Determined Contributions

a voluntary cross-border carbon market,

(NDCs), and drive greater ambition in the

proposed changes to the New Zealand

NDC process.

Emissions Trading Scheme (ETS) to get it

ready for the Paris era. The later months of

Also one to watch is progress on the

the year saw European lawmakers finally

“rulebook” for the Paris Agreement, which

agreeing on EU ETS reforms, Singapore

Parties agreed at the Marrakech talks

signing the Ministerial Declaration on

last year to adopt at next year’s COP. The

Carbon Markets and, most recently, the

negotiations in Bonn in November made

Carbon Pricing in the Americas declaration

some progress, and a draft text for Article 6

at a summit on 12 December to mark

is expected to emerge in March – ahead of

two years since the Paris Agreement

the next round of talks in May.

was reached.

The other big piece of international

Away from the international arena, 2018
is shaping up to be a big year for both
existing and new markets – all with an
eye on Paris Agreement pledges. China’s
national ETS is finally set to begin in the
early part of the year, in a phased rollout. Throughout the year, supporting
infrastructure for the market will ramp up.
At the time of writing, the launch date had
yet to be confirmed.
In mid-December, as IETA Insights
was going to press, lawmakers in
Mexico passed an amendment to the
country’s historic climate change law to

Next year is set to be equally busy,

policy to keep an eye on in 2018 is the

with a lot of work to turn pledges and

development of the aviation sector’s

promises from words into action.

Carbon Offsetting and Reduction

Underpinning it all is the international

Scheme for International Aviation

climate change process, which in 2018

(CORSIA), under the International Civil

sees the first global stocktake of action

Aviation Organization (ICAO), which is set

under the Paris Agreement, through the

to begin in 2021 with a pilot phase. In

Talanoa Dialogue. Taking its name from

February, ICAO will convene a three-day

the Pacific islands concept of open,

seminar on carbon markets, which will

transparent and inclusive discussion,

take a close look at some of the various

EU ETS GEARS UP FOR
THE FUTURE

this dialogue will focus on three main

emissions crediting programmes from

In Europe, February brings a European

questions: where are we?; where do we

around the world that could be eligible

Parliament plenary vote on the final

want to go?; and how will we get there?

for CORSIA compliance.

agreement for the EU ETS post-2020

mandate a carbon market; previously, it
was voluntary. The first part of the year
will see the regulations being drawn up,
then in August 2018 a three-year pilot
phase will begin. From 2021, the market
will formally launch.

reform, with Council approval expected

Its ultimate aim is to increase ambition

6

CHINA, MEXICO NATIONAL
MARKETS TO START

– that is, for governments to pursue

This is followed by an ICAO Council

around the same time. Details of

deeper emissions cuts, sooner than

meeting in June, during which there

provisions in the reform package will

currently planned.

may be some decisions about the

also need to be worked on next year,

Emissions Unit Criteria – essentially,

such as the benchmarks for free

The process is structured into two

which programmes’ units will be eligible

allocations, the Innovation Fund and

phases: a preparatory phase and a

for CORSIA. This will enable airlines to

the Modernisation Fund.

political one. The former will last for

start getting ready for CORSIA, as well

most of 2018, and will feature input from

as firming up new sources of demand

Both the Council and Parliament are also

governments, stakeholders and experts,

for the eligible credits.

set to approve the ratification of the linkage

TWO YEARS AFTER THE HISTORIC
PARIS AGREEMENT WAS FINALISED,
GOVERNMENTS HAVE MAINTAINED THE
MOMENTUM ON CLIMATE ACTION.

agreement with the Swiss ETS in the first
part of 2018 as well – although the markets

KEY EVENTS
JANUARY

ONTARIO LINKS TO CALIFORNIA-QUEBEC MARKET

FEBRUARY

ICAO SEMINAR; EP PLENARY VOTE ON EU ETS REFORM

MARCH

ARTICLE 6 DRAFT NEGOTIATING TEXT EXPECTED

not begin operations until 2019, European

MAY

UNFCCC INTERSESSIONAL MEETING IN BONN, GERMANY - INCLUDING
FIRST TALANOA DIALOGUE DISCUSSIONS

Commission data to be published in May

JUNE

ICAO COUNCIL MEETING

SEPTEMBER

POSSIBLE EXTRA UNFCCC NEGOTIATING SESSION; GLOBAL CLIMATE
ACTION SUMMIT IN SAN FRANCISCO

OCTOBER

RELEASE OF IPCC REPORT ON IMPACTS OF 1.5°C OF WARMING

DECEMBER

COP24 IN KATOWICE, POLAND

are not expected to join up before 2020.
Although the Market Stability Reserve does

2018 on the total number of allowances
in circulation will shed light on how many
allowances will be placed in the reserve.
Looking ahead, the European Commission
is expected to next year launch a public
consultation on the EU’s 2050 strategy,
as a review of its current 2050 Low
Carbon Roadmap. The bloc is aiming for
an 80% reduction in its GHG emissions,
compared to 1990 levels, by 2050 – with
interim goals of a 40% reduction by
2030 and 60% by 2040.

CARBON MARKETS
CONTINUE TO EXPAND
ACROSS NORTH AMERICA
Carbon pricing activities across North

(Manitoba, Nova Scotia).

WHERE ARE
WE? WHERE DO
WE WANT TO GO?
AND HOW WILL
WE GET THERE?

In California, attention will turn to the rules

In New Zealand, the new government will

The country’s government has pledged
that there will be a carbon price across
Canada in 2018, and the federal backstop
will ensure that this is met. However, most
provinces either have programmes in place
already (Ontario, Alberta, British Columbia
and Québec) or concrete proposals
for introducing a carbon price in 2018

for its post-2020 market. In 2018, a series

pick up the mantle of ETS reform and

of public workshops will be held, and a 45-

look to develop legislation to implement

day public comment period on proposals is

the outcomes of this year’s market review

trade system link to the California-Québec

anticipated in the second half of the year.

process – including on auctions, the

markets, as the Western Climate Initiative

The formal rulemaking process, which lasts

use of international credits, and ditching

(WCI) partners take the lead. Other

six to eight months, will run into 2019.

the current NZ$25 (US$17) per tonne

America are also facing a pivotal year.
January sees Ontario’s nascent cap-and-

potential WCI market joiners to watch

price ceiling. Further consultations and

are Washington State and Oregon, while in

ASIA PACIFIC ACTION

stakeholder engagement are expected

the east all eyes are on Virginia and New

China’s national ETS isn’t the only show

over the coming year.

Jersey to see if those states will seek to

in the region – though it will be the largest

join – or rejoin, in New Jersey’s case – the

market. South Korea holds the prestige

Finally, in Australia, the outcome of the

Regional Greenhouse Gas Initiative power

of the first economy-wide cap-and-trade

government’s review of national climate

sector-only market.

system in Asia, and the government is

policies is expected in the first half of 2018.

expected to announce the rules for the

This will be key in establishing the post-

Next year will see legislation for Canada’s

second phase of the three year-old market

2020 framework for the country and how it

federal backstop carbon price introduced.

by early 2018.

plans to fulfil its Paris contribution.
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IETA INSIGHTS - RASTISLAV VASILISIN

ASSESSING SINGAPORE’S
CARBON TAX

RASTISLAV VASILISIN TAKES A CLOSE LOOK AT SINGAPORE’S
PROPOSED CARBON TAX AND HOW IT COULD PAVE THE
WAY FOR A TRADING SYSTEM IN THE SOUTHEAST ASIAN
ISLAND CITY-STATE

of punishment and does not stimulate
research and development of green
technologies.
3.

transferred to the end customer; this
is general practice in every country

Singapore’s National Energy Agency (NEA)

a top-down approach to curbing man-made

which has implemented a carbon

recently released a draft version of its

climate change, a carbon tax offers many

tax. We could already observe this

carbon tax system, proposing to impose a

social and economic benefits: it increases

phenomenon in Singapore, when SGX

S$10-20 (US$7-14) tax on CO2 emissions

government revenues while promoting

from around 30-40 major emitters. Under

awareness of climate change policy.

Electricity Futures spiked immediately
after the announcement of the carbon

the proposal, the NEA would issue credits
that liable companies would have to buy

However, carbon mitigation in Singapore

at a fixed price and then surrender to the

is not a straightforward issue and it is

government to show their compliance.

necessary to evaluate the pros and cons

tax. The market has already priced in
the cost of the carbon tax, assuming
that electricity producers will pass it
on to end customers through higher

of the proposed carbon tax before drawing

The first compliance date is set for 30

September 2020, covering 2019 emissions.

tariffs.

to any conclusions.

4.

The proposed carbon tax mechanism

Any facility emitting more than 2000 tonnes

PROS

will take the form of a fixed price

of CO2 equivalent (CO2e) of emissions for

Supporters of carbon tax in Singapore

credits-based (FPCB) mechanism.

the previous year would have to submit

ague that it has a potential to decrease

The credits will be issued by NEA

an emissions report to NEA; however the

the emission and become a great platform

at a fixed price, determined by the

tax only applies to installations which emit

for innovation.

government. Let’s call things by their

more than 25,000 tonnes.

1.

Trading Scheme (ETS), in creating

million tonnes of CO2e per year and has

awareness of the cost of carbon

pledged to cut its carbon intensity to 36%

emissions.
2.

proper name: the FPCB mechanism

It lays the foundation for an Emissions

For context, Singapore emits around 48

below 2005 levels by 2030 – a target which

is just another name for a carbon tax,
and the fixed price credit is nothing
else but a simple prepayment on the
future carbon tax. Emitters will first

Proponents say a carbon tax helps

buy the credits at the fixed price, then

Climate Action Tracker has concluded is

develop the measurement, reporting

highly insufficient, given that Singapore is

and verification (MRV) guidelines. As

already poised to achieve that this year.

well as monitoring GHG emissions,

date. Similarly, a surrender date

Towards the end of this year’s UN climate

this will force polluters to submit an

does not actually represent the true

talks in Bonn, Singapore became the 20th

emissions report every year.

surrender, but a simple tax payment

It facilitates a one-time seamless

date. Even penalties associated with

Ministerial Declaration on Carbon Markets,

registration of all polluters under the

non-compliance are just regular late

which commits signatories to work together

new Carbon Pricing Act.

government to sign the New Zealand-led

to create standards and guidelines for

3.

4.

In a future ETS, the tax can serve

robust emissions market and ensure

as a reliable price floor, protecting

environmental integrity.

against manipulation of carbon price

surrender them on the compliance

payment fees for not paying taxes.
5.

There is no question that putting a price
on carbon has been, and continues to be,

CONS

a good thing for the world. Carbon pricing

1.

The biggest problem with the carbon

Market-based price discovery is
completely absent. Compliance clients
acquire carbon permits but not from

downwards by speculators.

an exchange or brokers, but directly
from the government at a fixed price
set by the government.
6.

Lastly, we believe the proposed draft

has been good for renewable energy

tax in general is that it does not put

investment and has led to continuing

a cap on carbon emissions. In fact,

is a hybrid of tax, ETS, incentives

decarbonisation of the energy industry

polluters can emit as much as they

and initiative that does not belong

around the world. The carbon tax story

want as long as they pay the tax.

in carbon mitigation systems.

The most common complaint about

Each component of the proposal

the carbon tax is that it acts as a form

undermines the others.

began in the 1990s, when Finland became
the first country to introduce a CO2 tax. As

8

The cost of the tax will typically be

2.

WHAT IS MISSING?
Linkage potential: With China postponing
the full implementation of its national
ETS for two years, Singapore has a
unique opportunity to become a leader

CARBON TAXES ARE BEING OVERTAKEN
BY AN AVALANCHE OF EMISSIONS TRADING SYSTEMS GLOBALLY

in emissions trading in the region.
Together with smaller countries in the

requirements, there is no mention of this

positive signal to 100 other countries which

region like South Korea, New Zealand and

in the proposal. This raises questions

are either considering or developing cap-

Japan which have already implemented

about whether an offset provision has been

and-trade programmes. Singapore should

emissions trading, Singapore could lead

permanently written off or if it might be

try harder to swim in the snow and stay on

the sector and become a global emissions

reconsidered later.

top. As a major financial, commodities and
legal litigation global center, Singapore has

trading hub. The proposal does not
encourage any linkage with existing

Absence of carbon price enhancing

the opportunity to create its own ETS with

ETSs in the region. With the proposed

mechanism: According to the World

potential to link the rest of the world.

FPCB, Singapore will not be taken

Bank’s Carbon Pricing Leadership

seriously in ETS linkage initiatives between

Coalition, the world needs much higher

Rastislav Vasilisin is the Founder and

Korea, Japan, New Zealand or China.

carbon prices, in the range of US$40-80,

CEO of Virtuse Group. Over the last 11

to incentivise polluters to decrease

years he has led the Virtuse team to

Tax revenue use: Use of revenue from the

emissions. It is unimaginable that a

become one of the most recognizable

tax is unspecified, meaning it will likely be

government which relies on oil and gas

brands within the European energy

consumed by the annual budget. If the

revenue would increase a carbon tax to

industry. The company has established

government allocated only fraction of the

these levels anytime soon.

itself as one of the largest emissions
brokers in Europe and China. As of

SG$500 million annual revenue to create
a emissions trading hub, it could curb

Almost all carbon tax initiatives pioneered

today, Ras oversees global strategy, trends

emissions more efficiently while generating

by European countries in the 1990

and investment relations for Virtuse. His

thousands of new jobs in emissions trading,

eventually lead to the creation of an ETS.

visionary approach has created new

MRV, and the clean energy industry.

Carbon taxes are being overtaken by an

departments in cross-border power trading

avalanche of emissions trading systems

and supply, renewables investment and

Offset provision: Even though the National

globally. By the end of 2017, ICAP

blockchain-based trading of digital assets.

Climate Change Secretariat had mentioned

estimated that economies accounting for

Originating in Europe, Ras has led Virtuse

that it was considering letting emitters

half of the world’s GDP would feature an

into new markets in Asia, including China

use offsets as part of their compliance

emissions trading system1; this sends a

and Singapore.

(1) ICAP. (2017). Emissions Trading Worldwide: Status Report 2017. Berlin: ICAP
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IETA INSIGHTS - JONATHAN SHOPLEY

HOW VOLUNTARY ACTION
WILL DELIVER AMBITION UNDER
THE PARIS AGREEMENT

THE VOLUNTARY CARBON MARKET HAS A VITAL ROLE TO
PLAY IF WE ARE GOING TO ACHIEVE NET-ZERO EMISSIONS
BY MID-CENTURY. JONATHAN SHOPLEY LAYS OUT ICROA’S
LATEST THOUGHTS ON HOW THE VOLUNTARY MARKET
CAN SCALE-UP FOR THE FUTURE
To date, over 1 billion offset credits have

nationals and cities) have a crucial

been bought and retired by people and

role to play in scaling-up, and

organisations taking voluntary action

speeding-up, action to get to a net

to reduce GHG emissions1. Since the

carbon zero global economy by mid-

Kyoto Protocol’s Clean Development

century.

Mechanism (CDM) breathed life into

3.

The fact that an increasing number

carbon trading, low- and medium-carbon

of corporates – examples being

intensity businesses have used voluntary

Aviva, Fetzer, Marks & Spencer

offsetting to demonstrate leadership

and Microsoft – are using market-

in mitigating unavoidable emissions.

based instruments to price carbon

Although still niche and buffeted by the

and deliver cost-efficient reductions

same turbulence found in compliance

in their carbon neutral climate

markets, the voluntary carbon market plays

leadership programmes.

an invaluable role in delivering funding
and innovation for climate mitigation,

In addition, as we shift from the top-down

adaptation and sustainable development;

Kyoto Protocol to the bottom-up Paris

in serving corporates taking action ahead

Agreement, the voluntary carbon market

of or beyond regulation; and, as a source

and voluntary action by multinational

of demand for credits from reducing

corporations provides a model foundation

emissions from deforestation and forest

from which to build international carbon

degradation (REDD+), which are currently

market linkages.

excluded from compliance systems.

DRIVERS FOR INCREASED
AMBITION AND MARKET
SOLUTIONS

To address these challenges IETA’s affiliate,
the International Carbon Reduction and
Offset Alliance (ICROA), is in the middle
of a two-year programme of research,
consultation and engagement to define
a place for voluntary action post 2020.
Guidance on pathways to increased
voluntary action by non-state actors has
been discussed at a series of workshops:
a side event at the UN climate talks in
Marrakech in late 2016, followed by a
workshop at Innovate4Climate in Barcelona
in May 2017, and most recently with a
further workshop at the UN talks this
November in Bonn.

UNTANGLING THE
ACCOUNTING
ICROA’s guidance paper3 describes three
potential models for the voluntary carbon
market which, if used in parallel, could
accommodate the variability of NDCs and
meet the provisions for environmental
integrity as set out in the Paris Agreement:
1.

Non-NDC crediting model: Credits
are generated from sectors which
are not currently part of a host

TAKING CARE OF
ENVIRONMENTAL INTEGRITY

country’s NDC. This model is like
the arrangements under the Kyoto

What is less apparent is how the voluntary

Protocol’s CDM when credits are

carbon market can evolve and scale

generated in countries without

There is ample evidence of the need

within the parameters of the Paris

carbon reduction targets. Except in

for more voluntary action. The main

Agreement. This is because the concepts

this case, it’s the sectors not covered

reasons are:

of additionality, double claiming are much

by the NDC, rather than non-Annex

1.

The material gap, according to the UN

more complex within the bottom-up,

1 countries, in which qualifying

Environmental Programme’s recent

Nationally Determined Contribution (NDC)

mitigation projects or programmes

analysis, between the aggregated

approach. Further, the requirements

can occur. Credits generated under

reductions expected from NDCs and

under carbon market provisions of Article

this model will be additional to the

what is needed for a stable climate2.

6 of the Paris Agreement that call for net

NDC by definition, and mitigation

The recognition by Parties to the UN

mitigation and contributions to sustainable

claims made by non-state actors that

Framework Convention on Climate

development layer on more demanding

purchase and retire these credits

Change (UNFCCC) that non-state

requirements than existed under the Kyoto

will not give rise to double counting

actors (eg, the private sector, sub-

Protocol and CDM.

complications.

2.

(1) Unlocking Potential: State of the Voluntary Carbon Markets 2017. Ecosystem Marketplace, 2017. (2) The Emissions Gap Report 2017: A UN Environment Synthesis
Report. UNEP, 2017. (3) Guidance Report: Pathways to increased voluntary action by non-state actors, ICROA, 2017.
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2.

Financing Emission Reductions
model: Emission reductions within an
NDC are financed by non-state actors
and contribute to the host country’s
NDC. Under this model, there would
be no international transfers of
emissions reductions and, so long

The first is for an ‘open architecture’
approach to article 6.4, to recognise
independent standards under the
mechanism. This would allow those that
have driven innovation and a focus on
sustainable development to continue to
play a valuable role.

explore how voluntary action can best
be incorporated in NDCs in ways which
encourage and reward voluntary action as
a valued complement to regulation. It will
also engage with stakeholders to explore
how the unique structure of the Paris
Agreement may require new thinking about

as non-state actors do not make
mitigation claims related to their own
GHG footprint, double counting and
claiming is not an issue.
3.

NDC crediting model: Emission
reductions are generated within a
host country’s NDC and transferred
internationally using the provisions
to be established under Article 6.2
and 6.4 to make the corresponding
adjustments to the host country’s
NDC account. The units may then be
purchased and retired voluntarily by
a non-state actor, which will be able
to make mitigation claims against its
GHG footprint.

At the ICROA workshop in November,
the first model gave rise to debate about
the potential for this model to act as a
disincentive to Parties to make their NDCs

The second is for an ‘international voluntary
market’ account to provide a central data
repository, allowing the market to adjust to
changing patterns of supply and demand,
and giving participants the ability to
evaluate the aggregated impact of nonstate actor voluntary action. In a simple
form, this account could be a central
data source to track and report voluntary
action by disclosing how much and what
type of units are being retired. In a more
comprehensive form, this account could
link to the global accounting process under
the Paris Agreement. Having a single
source of information would help manage
claims, bring transparency and draw
attention to the activities of non-state actors
who are making a direct contribution to
closing the ambition gap.

economy-wide.

NEXT STEPS TO SECURE
SCALE AND IMPACT

The second model gave rise to concerns

ICROA will continue this work in 2018
by expanding its dialogue with Parties to

that private sector participants receive

double claiming, additionality and other
core principles supporting the operation of
resilient carbon markets.
For further information, contact
Antoine Diemert at the ICROA Secretariat:
diemert@ieta.org
Jonathan Shopley’s 30-year career
has focused on the design and delivery
of solutions to environmental and
sustainability issues in business and
industry. He is Managing Director at
Natural Capital Partners, a leading
international provider of services delivering
positive impact for the environment
and business in the areas of climate,
energy, water, and biodiversity. He is a
board member of IETA; founding cochair of ICROA; and was instrumental
in establishing the UK’s All Party
Parliamentary Group on Climate Change.
He chairs a community renewable energy
cooperative in the South of England.

little or no return for their investments in a
country’s mitigation efforts if they are not
able to claim a reduction in their footprint
or receive some related incentive to make
voluntary investments at scale.
The third model depends crucially upon
progress on the Paris Agreement’s

1 BILLION OFFSET CREDITS HAVE BEEN
BOUGHT AND RETIRED BY PEOPLE AND
ORGANISATIONS TAKING VOLUNTARY
ACTION TO REDUCE GHG EMISSIONS

‘rulebook’. However, it was agreed that
work by the UNFCCC, Parties (individually
and in dedicated market supporting clubs)
and the Carbon Offsetting and Reduction
Scheme for International Aviation (CORSIA)
should deliver the required modalities for
Article 6.

MAINTAINING MOMENTUM
BY REPORTING PROGRESS
Support was expressed for two ICROA
proposals that could play a vital role in
deepening supply and bringing more
stability to voluntary carbon market
dynamics than has been the case
throughout the Kyoto era.

ICROA’s Simon Henry
presents the guidance on
scaling-up voluntary action
post-2020 at the recent
UN climate talks
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IETA INSIGHTS - CHRISTINA ELVERS, REDD+ AND DEFORESTATION SPECIALIST, PWC.

BUILDING TRUST
IN REDD+ FINANCE

SOWING CONFIDENCE AND CAPITAL ARE VITAL FOR REDD+
TO BLOSSOM, SAYS CHRISTINA ELVERS
In early November, climate negotiators from

REDD+ programmes and projects

around the world descended on Bonn,

haven’t taken off at the scale neither

Germany to attend the UN climate change

expected nor needed.

talks. The two-week meeting focused

provisions for transferring emissions
reductions between countries, but it has
not yet been decided whether this will
include REDD+ emissions reductions.
• The International Civil Aviation
Organization is launching an offset

on how to implement the 2015 Paris

In a recent paper, Building trust in forest

mechanism for international aviation.

Agreement, under which 196 countries1

carbon payments2, we argue that this

It is looking to set eligibility criteria for

have agreed to keep the global temperature

is due to a lack of trust between those

its ‘early action’ phase and for the full

rise below 2°C in order to avert dangerous

stakeholders working on REDD+ and

programme, but it has not yet been

climate change.

explore ways to overcome this lack of trust.

decided to what extent it will accept
emissions reductions from REDD+ as

the goal is ambitious, the evidence

REDD+ STARTED ON
SHAKY FOUNDATIONS

suggests that countries aren’t yet rising to

When the concept of REDD+ was first

the scale of the challenge.

conceived over a decade ago, many

vehicle for climate finance under the

believed it would solve global deforestation.

UN Framework Convention on Climate

PwC has been crunching the numbers

However, the mechanics of implementing

Change (UNFCCC) – recently approved

on the extent to which countries are

REDD+ have proved difficult and its early

a $500 million pilot programme for

decarbonising their energy systems and

problems were broadcast very publicly.

REDD+ results-based payments. This

economies to reach the goal of limiting

This led to a lack of trust between many of

is one step towards its larger ambition

warming to 2°C. While our annual Low

those trying to design and scale a REDD+

for a full-scale programme for REDD+

Carbon Economy Index revealed a clear

mechanism and its intended beneficiaries.

results-based payments.

step-change in the carbon intensity of the

Stakeholders were left with the perception

global economy (2.6% reduction in 2016

that REDD+ systems are extremely

These are very real opportunities – but

from 2015), average country progress falls

complex; that there are concerns around

they will be realised only if trust is built in

well below the 6.3% annual reductions

its environmental and social robustness;

REDD+ approaches.

needed. Tackling widespread carbon

and that it is difficult to achieve results on

sequestration outside the energy system is

the ground. These concerns led outsiders,

likely to be necessary to address this gap

including many private sector stakeholders,

LEARNING FROM
FINANCIAL MARKETS

given the reality of current emissions trends

to take a step back.

We believe REDD+ contributors can learn a

This is urgently needed – because while

in power, transport, buildings and industry.

eligible offsets.
• The Green Climate Fund – the primary

lot from trust-building in financial markets.
However, we believe that now is a crucial

Financial accounting in particular has

But a truly ‘green’ option is already on

time to overcome this lack of trust, to open

played a key role in maintaining investors’

the proverbial wooden table. Over a third

up the possibility of scaling up REDD+

confidence in mainstream capital markets.

of carbon mitigation could be achieved

investment and implementation to the

The International Financial Reporting

through a combination of reforestation

levels originally envisioned – levels required

Standards Foundation’s Conceptual

and reducing global deforestation through

to combat climate change.

framework for financial reporting identifies

a market-based mechanism, known as

six characteristics, or guiding principles,

reducing emissions from deforestation and

There are a number of upcoming

for financial accounting, including

degradation (REDD+).

opportunities to scale up results-based

relevance, faithful representation and

payments for REDD+, including the

comparability. These characteristics go

following:

beyond those generally used to assess

The idea of REDD+ is simple: those that
benefit from the carbon emissions saved
(i.e., the credits) should channel money

12

Article 6 of the agreement sets out

REDD+ (the UNFCCC’s transparency,
• The Paris Agreement requests

accuracy, consistency, completeness

to countries who would otherwise benefit

substantial cuts in carbon emissions

and comparability – TACCC – reporting

more in the short-term from cutting the

by countries, and Article 5 specifically

principles). We believe these financial

forest down. However, financing flows to

highlights REDD+ as a mechanism.

accounting characteristics can not only

coverage and reporting uncertainty data
using common methodologies.
In addition, we would recommend a
third-party rating agency for REDD+
programmes and projects which
independently assesses the data
gathered and the reporting. These
interventions will help to improve
stakeholders’ confidence that REDD+ is
environmentally and socially robust.
• Harmonising and standardising
REDD+ accounting approaches:
The financial accounting principles
have led to a standardisation and
harmonisation of the reporting of
financial information. Conversely, a
number of different REDD+ approaches
and frameworks have evolved for

EVIDENCE SUGGESTS THAT COUNTRIES
AREN’T YET RISING TO THE SCALE OF THE
CHALLENGE

results-based payments, but each
has a different set of requirements.
A roadmap towards a harmonised
set of requirements for results-based
payments (which provide another level

be applied to accounting for the impacts

pineapple farmers. This allows buyers

of detail beyond that provided by the

derived from REDD+ efforts, but can

to source preferentially from pineapple

Warsaw Framework3) is needed to

help build trust in much the same was

farmers with a zero deforestation

reduce complexity and make REDD+

as financial markets have successfully

record. Focusing on data that is relevant

and its reporting more accessible to a

achieved to date

to end users builds trust because it

range of end-users.

provides decision-relevant information
Applying financial accounting principles to

and a clear picture of REDD+ impacts

These measures would be an important

REDD+ accounting can help build trust in

to engage important stakeholders,

step towards building trust. Public

three ways:

including private sector investors and

stakeholders, in particular donors and

agricultural producers.

REDD+ countries, and private entities –

• Tailoring reporting to end-users
of the information:

from REDD+ project developers to

• Increasing the robustness and

large-scale investors – need to work on

In financial accounting, reports have to

transparency of REDD+ approaches:

be relevant to the end-users for them to

In financial accounting, faithful

make decisions. Applying this to REDD+

representation relates to whether

accounting would mean collecting data

the information provided is a good

that is relevant – not only for the direct

representation of reality and can be

end-user (such as a donor) but a wider

relied on by investors for decision-

group which may include a company

making. Specifically, it refers to the

that has pledged zero deforestation in

need for complete, neutral and error-

alike - need to come together to provide the

its supply chain.

free reporting (these align well with

finance so desperately needed.

these standards together to develop a
common set of metrics that everybody
can subscribe to.
In order to halt global deforestation,
everyone in the space – public and private

three of the TACCC principles: accuracy,
For example, Costa Rica is combining

completeness and transparency). For

Trust is a fundamental building block –

remote sensing information with

REDD+, this means working towards the

let’s start building it now so we can all reap

property registry information on

provision of emissions data with good

the benefits.

(1) In June 2017, US President Donald Trump announced he would withdraw the country from the Agreement; the earliest this can take effect is November 2020. Nonetheless, the country is not included in this figure. The two holdouts from Paris, Syria and Nicaragua, have both this year announced they will participate in the Agreement.
(2) See www.pwc.co.uk (3) The Warsaw Framework for REDD+, adopted at the UN climate talks in the Polish city in 2013, is a set of decisions which define the international
framework for financial incentives for developing countries to implement REDD+.
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