Message from the President and CEO of IETA

After the excitement of the Paris Agreement in 2015 and its entry into force in 2016, we are now deep
into the debate over the “rules” of the future global climate deal. It’s been a year of implementation for
Paris, for the International Civil Aviation Organization’s CORSIA market, and for the world’s largest capand-trade system, being developed in China. It’s also been a year of reforms for existing markets in the
EU, California, New Zealand and South Korea.
We’ve had time to digest the political earthquakes of the Trump
election and Brexit, and to observe the impacts they’ve had on
environmental and climate policy. And while uncertainty has
grown in some parts of the world, in others there have been
encouraging steps towards adopting carbon pricing.

In the US, the past year has shown that subnational actions are
the way forward as long as the federal government continues
to resist carbon pricing. Almost all of our respondents this year
highlight the importance of state-level action, which in turn
downplayed the role of federal regulators.

In Mexico, Colombia and other Latin American states,
momentum is building towards launching market mechanisms;
in Asia, Singapore, Taiwan and Japan are set to put a value on
carbon emissions. And of course, we await details of China’s
enormous cap-and-trade regime.

California’s cap-and-trade system received a big boost last
year when the post-2020 framework was agreed, while on the
east coast, the Regional Greenhouse Gas Initiative also agreed
a model rule for the next trading period.

Perhaps the main feature of the last twelve months, however,
has been the trebling of emission allowance prices in Europe,
still seen as the benchmark for carbon for many. As we go
to press, EUAs are trading above €14.50/tCO2, compared to
€4.50/tCO2 a year ago.
Politicians in Brussels brought about a wide-ranging revamp
of Europe’s market last year that aims to remove the current
surplus and manage future supply. This has triggered a sharp
increase in price expectations: a clear demonstration that
well-organised markets do deliver, boosting the incentive to
reduce emissions.
Yet Europe is also showing that the debate on carbon pricing
never stands still: France has decided to impose its own floor
price from 2022, much as the UK has done since 2013. With
our polling showing that a large share of respondents see
the need for floor prices, the discussion is likely to continue
for some time.
And while the UK’s withdrawal from the EU remains very much
a work in progress, almost three-quarters of our respondents
this year believe that Britain will remain a member of the EU
ETS. If it doesn’t, then the UK is seen as likely to link its own
system to the EU’s, respondents said.
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Both markets are expected to grow as new states come on
board, further underpinning the leadership roles that regions
and subnational jurisdictions are playing.
North of the border, Canada is moving towards a nationwide
system to ensure that every province and territory puts a price on
carbon, which most respondents believe will be in place by 2019.
But carbon markets are only worth the effort if they help
achieve the goals of the Paris Agreement. It’s clear from the
responses to our survey that many of these markets have to up
their game if they are going to help achieve net zero emissions
by the second half of the century. There’s a lot to celebrate and
anticipate, but also a lot more work to be done.
Thanks, and happy reading!

Dirk Forrister
President and CEO of IETA
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Carbon price floors remain contentious
A narrow majority of respondents agree that floor price
mechanisms are needed (Figure 4), but are split over which
price band these should fall within. Most believe the floor price
should be set above or far above €20/tCO2, which suggests
that the level of expected price increases shown in Figures
3 & 4 do not go far enough. However, just over a third of
respondents do not believe that floor price mechanisms are
appropriate in a market-based mechanism; a further 7% do
not think they are needed to support the carbon price. With
nearly half of respondents against them, it is clear carbon price
floors continue to divide opinion. Nevertheless the UK already
has a national price floor of £18/tCO2 (€20.58/tCO2 as of
May 15th 2018), while France has committed to set its own of
€44/tCO2 from 2022 and has also called on EU nations to
adopt a regional carbon price floor.

Figure 4: Do you think floor price mechanisms are needed, and if yes,
what level should they be set at?
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The EU not aligned with Paris goals
Over half the respondents disagree that the Phase 4 reforms
are sufficient to meet the Paris Agreement goal of keeping
warming to well within 2°C; just over a quarter believe they
are (Figure 5). This is nearly the opposite of last year’s results
(where 59% agreed and 28% disagreed), despite the lower
expectation of future carbon prices at the time. It is possible
that, with the Phase 4 reforms having since been finalised,
respondents who were optimistic last year have changed
their minds now the extent of the reforms’ ambition has been
confirmed. This sentiment is strengthened by the selection
of “Revising Phase 4 targets to align with any increased
ambition in the EU’s NDC post 2020” as the most important
future climate policy priority for the EU by almost a third of
respondents (31%), with a further 17% opting for “The review
of the EU’s 2050 Low-Carbon Roadmap”.
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Figure 5: The post-2020 EU ETS reform is sufficient to align the EU's
carbon market with the Paris Agreement goal of limiting
warming to well below 2°C
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“

The EU now needs to work on increasing its 2030 target and
using international market mechanisms to help achieve this
increase.”
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2. China
As the world's largest GHG emitter, China’s commitment to
launch the world’s largest national ETS in 2017 was seen as a
crucial development in the evolution of carbon markets globally
and yet more evidence of its resolve to play a leadership role in
climate action and market solutions to tackle climate change.
Figure 7: In what timeframe do you expect carbon trading to emerge in
China's national ETS?

Figure 8: Which two of the following do you believe pose the biggest
challenge to the future implementation of the Chinese ETS in
the coming years?
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Starting as far back as 2011, the Chinese government launched
a series of provincial ETS pilot markets to gain data and
experience in anticipation of the national launch. This stepby-step approach is being continued with the national ETS.
The government announced that the ETS will be launched in
three stages, where stages one and two will focus on set-up
and road-testing, before a full implementation for the power
sector from 2020 onwards in stage three. Just over 70% of
respondents expect carbon trading to have commenced
within the next 1-3 years (Figure 7), implying a broad degree
of confidence in the Chinese government’s proposed timeline.

Establishing the ETS infrastructure
There was a relatively even spread in terms of views about
potential stumbling blocks for the Chinese ETS. A common
concern is establishing and successfully operating the
necessary systems and infrastructure (Figure 8). The issue of
Monitoring, Reporting and Verification (MRV) and the accuracy
of emissions data has already proved challenging in some of
the provincial pilots prior to the national launch.
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Chinese ETS to stick to the power sector
in the immediate future
Initially the Chinese ETS will cover only the power sector, given
its large contribution to GHG emissions and the relative ease
of data gathering from the pilot schemes. Most respondents
expect the ETS to expand to other sectors in the next 3-4 years
(71%), with only 7% expecting this to take place in the next
1-2 years.
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3. The Americas
Latin America
Carbon Market Growth & Cooperation in
Latin America
Latin America has made considerable progress on carbon
markets over the last year. In June 2017, the Presidential Cali
Declaration was signed by the Pacific Alliance, comprising
Chile, Colombia, Mexico and Peru. Since then, the group
has established committees to promote policy coordination.
The Declaration has spurred increased efforts across the four
nations to ensure compatibility on GHG MRV, and it commits
them to develop a regional voluntary carbon market. This
represents a step-change for the region that could serve as a
blueprint for wider cross-border collaboration in Latin America.
The Declaration also helped to pave the way for the Carbon
Pricing in the Americas statement in December 2017, which
saw leaders from North and South America champion carbon
pricing as a key economic and environmental policy instrument
for ambitious climate change action. Perhaps emboldened by
these announcements, 90% of respondents now believe a
cap-and-trade system will emerge within five years in Latin
America (with responses skewing towards the 2-5 years range
– Figure 11).

Mexico, Colombia and Chile leading the
charge on carbon pricing
According to respondents, the two most important carbon
market developments in Latin America over the last year
were the Mexican climate change law mandating a cap-andtrade programme and Colombia’s introduction of a tax-andoffset programme (Figure 12). This suggests that, despite the
Cali Declaration’s symbolic impact and its extensive scope,
respondents may be more impressed by concrete national
legislative action than high level statements. Supporting this
point is the fact that the introduction of Chile’s carbon tax in
the last year ranked joint third with the Cali Declaration, despite
its considerably smaller scope.
Figure 11: How long do you think it will take for the first cap-and-trade
system to emerge in Latin America?

Figure 12: Which of the following do you consider to be the two most
promising carbon market developments in Latin America over
the last year?
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Pacific Rim cooperation on the horizon?
As a result of promising market developments over the last
year, expectations for broader Pacific Rim carbon market
cooperation in the next five years are high (Figure 13).

Figure 13: To what extent do you agree that recent Latin America and
Asia-Pacific market developments pave the way for broader
Pacific Rim carbon market cooperation in the next 5 years?
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States driving private sector climate
action, business case not far behind
Underscoring the shift from federal to state-level action, 97%
of respondents consider state regulation to be either very
important or important in driving private sector climate action
in the US (Figure 15), compared to 54% for federal regulation.
Furthermore, 77% of respondents believe that future trade
barriers and competitiveness concerns are either important or
very important in this regard. The increased mainstreaming of
carbon reporting and shareholder activism is enough to see
56% of respondents cite recommendations from the Task force
on Climate-related Financial Disclosures (TCFD) and broader
investor action similarly as important or very important.

Figure 15: How important are the following in driving private sector action
on carbon in the US?
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Figure 16: What do you consider the most important policy challenge for
California's cap-and-trade system post-2020?
New offset design
constraints (direct
environmental benefits)

29%

Addressing over-supply
post-2020

21%

Interactions with
supplementary policies
(LCFS, RPS, SLCP etc.)

16%

Enabling linkage partners
post-2020

14%

Unsure

9%

Industrial allocations and
leakage avoidance
Post-2020

7%

Other

2%

Addressing market
volatility, speculation
post-2020

2%

0%

12

11%

23%

29%

Federal regulation 18%

Progress at
the UNFCCC 7%

In July 2017, the state legislature voted to extend California’s
cap-and-trade market from 2020 to 2030; crucially, as this
was approved by a supermajority (i.e. with enough votes to
surpass a two-thirds threshold in the legislature) the threat
of future legal action challenging the market’s existence has
disappeared. The clarity this has provided to businesses after
years of uncertainty appears to be bearing dividends, with
57% of relevant respondents expecting to become much or
moderately more active in the cap-and-trade system post2020. New offset design constraints are considered the most
important policy challenge for the market post 2020, followed
by the contentious issue of addressing oversupply (Figure 16).
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Canada is broadly on track

Ontario takes centre stage

A majority of respondents (59%) expect Canada to achieve
its Paris target of a 30% cut in emissions, compared with
2005 levels, by 2030. However this is a smaller proportion
of respondents compared to last year (77%), and most
respondents believe Canada will be reliant on international
trading to achieve this target (Figure 17).

Figure 18: What do you consider the most significant provincial carbon
market development in Canada over the last year?

Figure 17: Do you expect Canada to achieve its NDC target of 30%
below 2005 levels by 2030?
100%

46%

Yes, but will need to
rely on international
imports/transfers

13%

Yes, can achieve
within Canadian
borders and without
international
cooperation (trading)

90%
80%
70%
60%
50%
40%
30%

16%

No, Canada will not
achieve its NDC

20%
10%

25%

Unsure

0%

As one of the key pillars of the Pan-Canadian Framework
on Clean Growth and Climate Change, respondents also
seem broadly convinced (61%) that Canada will achieve its
commitment to impose an explicit carbon price across every
province and territory in 2019, with only 16% disagreeing.
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Ontario has dominated the most important carbon market
developments in Canada over the last year (Figure 18). The
launch of the province’s cap-and-trade system and its
subsequent linking to the California and Québec markets as
part of the Western Climate Initiative (WCI) is considered the
stand-out event (41%).This market is now the largest in the
world after the EU (and eventually China), creates significant
administrative efficiencies and cost reductions, and is an
important symbol of cross-border cooperation and subnational action in the fight against climate change. By the same
token, the threat of the cap-and-trade system’s dismantlement
by the Progressive Conservative leader of one of Ontario’s
main challenging parties in the upcoming election on the 7th
June this year appears to be a very real concern for many
respondents (30%).
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6. Talanoa Dialogue & UN negotiations
Uncertain futures for COP24 and the
CDM
Looking ahead to December’s COP24 in Katowice,
respondents appear to be uncertain whether this will be a
success (defined as Parties adopting the Paris Rulebook).
The majority say they are unsure (39%) and only a small
gap exists between those who believe it will achieve its
goals (38%) and those who do not (23%). This uncertainty
is also evident in responses to whether the CDM will operate
beyond 2020 to serve the Paris Agreement (Figure 23).
Although 59% think that it will, respondents are split over
whether it will be incorporated under Article 6.4 (27%), or if it
will continue for existing projects only, with a tail-off period for
generation of Certified Emission Reductions (32%). A further
27% are currently unsure regarding the CDM’s continued
existence.

Article 6 to boost carbon markets – but
developed countries to fall short of $100
billion mark in 2020
Figure 24: T
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Respondents have clear views over Article 6’s role in increasing
the use of carbon markets, with 73% agreeing or strongly
agreeing that it will expand the number of jurisdictions opting
for a market-based mechanism (Figure 24). On a less upbeat
note, almost half of respondents believe that developed
countries will not mobilise the promised $100 billion per annum
of climate finance by 2020; only 19% think they will and almost
a third remain undecided.
Despite the inaugural Global Climate Action Summit in
September 2018 being framed as a critical milestone en route
to COP24, 43% of respondents are also ambivalent about the
importance of its outcome to their organisation. The same
percentage, however, agree or strongly agree that it does
matter, suggesting that respondents require some convincing
of its merits, rather than disregarding it outright.
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Talanoa Dialogue – governments need to
“get real” about action on climate change
The survey also asked respondents for their views on the
Talanoa Dialogue, launched by the Fijian Presidency at COP23
to discuss efforts to raise global climate ambition. The three
main questions it asks are: where are we, where do we want to
go, and how do we get there?
Responses covered a wide range of topics, some technical
(“we need large investments in clean electricity grids”),
some politically charged (“End the false dichotomy between
developing and developed countries. China & Saudi Arabia are
not Somalia”). Some advocated a radical shift in attitudes to
climate change (“Massive PR effort to drive home stark scientific
realities”, “Broader corporate education of the economic value
of sustainability”). Respondents also touched upon individual
countries, suggesting for instance that, without meaningful
Chinese buy-in to climate action, the global community faces
an uphill battle.
However, the overriding appeal is to meaningful political
commitment and cooperation that is transparent, depoliticised
and not stymied by aiming for perfection. Respondents also
want to see governments make use of the regulatory tools
they have at their disposal. This includes greater disclosure
requirements on stock exchanges, regulatory carbon pricing
systems, the faster roll-out of sub-national/national compliance
markets and clear policy signals for renewable energy and
energy efficiency. Ultimately, as one respondent succinctly
puts it:

“
“

Greater transparency in the
conversation, genuine
political commitment and a
coordinated campaign to
explain why this needs to
happen.”
The Paris Agreement
represents a bulwark
against the rising challenge
to international cooperation
and progress.”

“

Governments need to get real about their climate
ambition. They need to get the basics right and implement
investable policies at the national level that align with their
own NDCs and then with 2°C. Discussion of 1.5°C is
meaningless until they close the existing gap with 2°C.”
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Survey methodology
The survey was conducted by PwC UK using an online survey
tool. The questionnaire was developed jointly by PwC and
IETA. An email was sent out to all IETA members to invite them
to participate.
The survey consisted of 36 questions, but participants were
given some freedom to choose sections and subject matter
that they felt most confident answering. The questions were
predominantly multiple choice with the option of providing
comments and alternative answers.
The survey opened on Friday 13th April 2018 and closed on
Tuesday 1st May 2018. Reminders were sent out by email
between these dates to increase the response rate.
As in last year’s edition, unattributed quotes taken from the
survey were presented alongside the survey results, thereby
giving all IETA members the opportunity to contribute in greater
detail.
It is important to make a few observations regarding the
interpretation of data and the comparability of results between
IETA GHG Market Sentiment Surveys conducted in different
years.
Firstly, the sample size may differ between results. Secondly,
since the first edition of the survey in 2005, different groups
have been asked to participate. In the first four editions,
only IETA members were asked to reply, by sending in one
response per organisation. The mailing list was enlarged for
the fifth and sixth editions of the survey, to include a wider
range of GHG market participants and observers. The seventh
survey, in 2012, was based on semi-structured interviews with
key IETA members. In 2013, the original approach of surveying
IETA members only was readopted. Since 2014, the survey has
allowed multiple responses per IETA member company to gain
a broader survey of sentiment amongst market participants.
It should also be noted that several questions in the survey
gave participants the option of selecting multiple answers.
Hence, not all percentages displayed throughout the report add
up to 100%. Moreover, where participants were asked to rank
choices, weightings were applied accordingly. Finally, due to
rounding, the percentages displayed in graphs may sometimes
show slight discrepancies with the text descriptions or appear
to not add up 100%.
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Important Notice
This report has been prepared for the International Emissions
Trading Association (“IETA”) by PricewaterhouseCoopers
LLP (“PwC”).
This report contains information obtained or derived from a
variety of sources, as indicated within the report. PwC and
IETA have not sought to establish the reliability of those
sources or verified the information so provided. Accordingly
neither PwC nor IETA assume any responsibility for any
inaccuracy in the data nor for the accuracy of the underlying
responses submitted by the participating IETA membership
and other organisations included in the survey and no
representation or warranty of any kind (whether express or
implied) is given by PwC or IETA to any person as to the
accuracy or completeness of the report.
PwC and IETA accept no duty of care to any person for the
preparation of the report. Accordingly, regardless of the
form of action, whether in contract, tort or otherwise, and to
the extent permitted by applicable law, PwC and IETA
accept no liability of any kind and disclaim all responsibility
for the consequences of any person acting or refraining to
act in reliance on the report or for any decisions made or not
made which are based upon such report.
This report is not intended to form the basis of any
investment decisions.

© International Emissions Trading
Association
This document may be freely used, copied and distributed
on the condition that approval from IETA is first obtained
and that each copy shall contain this Important Notice.
In this document, "PwC" refers to the UK member firm, and
may sometimes refer to the PwC network. Each member
firm is a separate legal entity. Please see www.pwc.com/
structure for further details.
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