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MARKET
DEVELOPMENTS
California lawmakers have approved

They also began work to allow

The third EU ETS trilogue meeting

an extension of the state’s cap-and-trade

Australia, Canada, New Zealand and

did not deliver a breakthrough in

market to 2030, ending months

Singapore to become Associate Members”

the talks on changes to the market

of legal and programme uncertainty.

of the Alliance.

post-2020. Representatives from the
European Commission, Council and

With bipartisan support, legislation was
passed by a two-thirds supermajority

Preparations for China’s national ETS

European Parliament will next meet

vote in both the state Senate and

continue. IETA’s latest expectations are for

on 13 September.

Assembly on 17 July. “Business needs

China to hold a ceremony launching the

clear rules and predictability, and that

national ETS around COP 23 in Bonn and

By the end of June, 71 countries,

is what the California state policymakers

for allocation to the first three initial covered

representing more than 87.7% of

have provided,” said IETA’s CEO

sectors (power, aluminium, cement) to

international aviation activity, had

possibly take place in early 2018. The

registered with ICAO their intent to

existing ETS pilots will likely continue to

participate in CORSIA from its outset.

operate separately from the national ETS,

The ICAO Council will convene in

but participate in the same allocation

October to review proposals for

process and allowance market.

the global MBM, which will come into

Dirk Forrister of the development.
Although the legislation preserves the
core programme, it will require some
dramatic design modifications: the
creation of a price ceiling, new market
speculation rules and further limits on
offsets (quantity tightened, a portion

force in 2021.
Following June’s announcement by US
President Donald Trump of his intention

Work to finalise EU ETS arrangements

to withdraw the country from the Paris

for aviation has progressed with both the

Agreement, a coalition of US cities, states,

Parliament’s ENVI committee and the

business leaders and universities launched

Council having agreed their respective

America’s Pledge on climate change

positions in July. The whole Parliament

on 12 July. Spearheaded by California

will examine the ENVI committee’s

Governor Jerry Brown and Michael

report, with a tentative date of 12

Bloomberg, UN Special Envoy for Cities and

September for a plenary vote. After this,

Climate Change, the initiative will aggregate

trilogue negotiations can begin. A deal

Colombia, Mexico and Peru signed

all the emissions reduction commitments

needs to be reached by the end of the year

the Cali Declaration, which commits

made by these stakeholders into one report.

to ensure no gap in legal obligations for

them to working together to strengthen

The founders intend this report to then

aircraft currently covered by the ‘stop-the-

regional climate action and cooperation.

guide further greenhouse gas reductions

clock’ policy, which limits EU ETS coverage

This includes the promotion of

and demonstrate how these “non-party

to intra-EU flights only, as the current

“green growth” in the region and

actors” can help the US still meet the goal

provisions expired at the end of 2016.

greenhouse gas monitoring, reporting

tabled ahead of the 2015 Paris talks of a

and verifying, with a view to enabling

26-28% reduction in emissions by 2025

At its 17th meeting at the start of July,

future voluntary market opportunities.

compared with 2005 levels.

the Green Climate Fund’s Board moved

restricted to “in-state” projects). ARB
will soon launch rule-making activities
and new consultations to inform
final decisions on post-2020 modification
details.
At a Pacific Alliance Summit on
30 June, the Presidents of Chile,

closer to supporting REDD+. The Board

BUSINESS NEEDS
CLEAR RULES AND
PREDICTABILITY
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adopted a decision to encourage the
submission of early stage REDD+ projects,
using existing modalities, tools and
programmes. The decision will also see
the Fund establish a framework to build
complementarity and coherence with
other funds supporting these projects.
The decision came as the GCF transferred
funds to a REDD+ project for the first
time, based in Ecuador.

The World Bank released an advance

As part of its programme review, RGGI is

bill also establishes a price per tonne

brief of its State and Trends of

considering widening its market through

of emissions for Oregon’s largest GHG

Carbon Pricing report at the end of

either linkage or new members. The nine-

emitters and limits offsets usage at 8%.

June. In total, 8 billion tonnes CO2e

state programme has asked for stakeholder

Although there was insufficient time for the

of GHG emissions, or 15% of global

comments on the possibility of linking

bill to pass in the 2017 Legislative Session,

emissions, are now covered by a

to other markets or of other jurisdictions

carbon price. It also finds that the

joining the eight-year-old system. Among

number of carbon pricing initiatives

others, Canada’s Maritime provinces,

active or planned to start, at 46, has

Virginia, Pennsylvania and New Jersey

quadrupled since 2007 and almost

– pending the gubernatorial election in

doubled over the last five years.

November – are potential candidates.

In total, carbon markets and carbon

which ended in July, it has “teed up”
the conversation for the upcoming 2018
Legislative Session that begins in February.
“Establishing a cap and price on climate
pollution is the next big step that Oregon
must take for clean energy leadership,”

taxes are valued at $52 billion in 2017

On 6 July, bicameral legislators in

said Representative Ken Helm (D),

– up 7% from 2016, says the report.

Oregon introduced Senate Bill 1070,

Chair of the House Energy and

The full report, prepared by Ecofys

a carbon pricing (cap and trade) bill

Environment Committee. “This is going

and the World Bank, will be released

that features a state-wide cap on GHG

to happen, because Oregon can’t miss

in October.

emissions, which lowers over time. The

an opportunity this big.”
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IETA INSIGHTS - JACKSON EWING

THE ASIAN
CARBON CENTURY

JACKSON EWING SHINES A LIGHT ON THE CLIMATE
LEADERS OF THE ASIA-PACIFIC

falls far short, and reflects the soft-launch
mentality to rolling out the national ETS that
currently pervades Beijing. Price discovery
in China is further complicated by the

The epicenter of global emissions trading

sectors.1 Emissions trading may well

country’s emphasis on energy efficiency

is moving east. After decades of European

become the most significant public policy

targets rather than hard emissions caps

leadership, marked by both fits and starts

instrument for ushering in this new era.

at the national level. China’s adaptation of

and dogged perseverance, the most

these efficiency standards to targeted cap

impactful carbon market developments are

In late 2017, China will introduce the

allocations will be a key driver of future

now occurring in the Asia-Pacific. These

largest ETS in the world. Eight Chinese pilot

emissions prices. Chinese leadership

mostly fledgling markets have unrivalled

systems already cover 1.2 billion tCO2e, or

suggests that relatively low initial carbon

potential along with steep operational hills

about 10% of the country’s GHG emissions.

prices are designed to allow companies

to climb.

Its move to a national system will extend

time to adapt3, yet it remains possible that

this markedly, even as uncertainties persist

these companies may not feel real pressure

The most vital measures for addressing

about precise coverage levels at the time of

to cut emissions until the carbon price hits

global climate change are to help large,

launch. China’s ETS has political support

¥200-300 – which is unlikely before 2020.

developing nations industrialise without

at the highest levels, and commensurate

runaway greenhouse gas (GHG) emissions,

government resources steered toward

China’s pursuit of regulations and other

and to bring the capital and capacities

its implementation. In December 2016,

trading systems that will impact the

of wealthy countries and firms to bear

the Chinese State Council approved an

national ETS also create questions about

effectively. Emissions trading systems

overall cap on CO2 emissions for more

its potential effectiveness. An emergent

(ETSs) in the Asia-Pacific can do both.

than 7,000 companies, and the National

green certificate scheme and possible New

Their domestic effectiveness and regional

Development and Reform Commission

Energy Vehicle credit trading market add

connectivity will define the next generation

(NDRC), tasked with the ETS rollout, is

more complexity to an already multilayered

of emissions trading, and help shape future

working furiously to establish national

environmental market landscape in China.

international climate change mitigation

market design structures. As the NDRC

These markets risk double-counting,

policies and resource flows.

develops technical rules on reporting and

as well as diluting or obfuscating the

verification, trading, offsetting, and the like,

mitigation value of the ETS. But these and

third party consultants, verifiers, trading

other design and contextual considerations

Nowhere are the stakes higher than

platforms, and knowledge centers are

are ultimately less important than the

in China. Outcries against air pollution

rapidly increasing their ability to support

capacities of China’s ETS operators. Prior

and environmental stress – which may

market activities.

to launching its pilot ETSs, China had

CHINA

contribute to more than 1.6 million deaths

scant GHG accounting capacity and much

per year – has made transforming energy

Unsurprisingly there are manifold

of the country’s expertise and experience

systems a key part of Beijing’s strategic

questions about China’s national ETS

remains concentrated in the pilot regions.

planning. Its energy and environmental

rollout. Estimates suggest that a price

China has made rapid progress, and still

ambition is prodigious. Estimates suggest

of ¥240 ($35.55) per tonne of CO2e

the effectiveness of the national system

that the country will require $2.8 trillion

may be required to drive broad emission

will require long-term commitments to

of spending for 2,547 gigawatts of new

cuts from China’s covered entities.2 The

capacity-building both domestically and in

capacity by 2040. Wind and solar capacity

current predicted price range of ¥30–40

cooperation with international partners.

are set to increase eightfold to help meet
this demand, while helping to steadily
extract China from polluting fuel sources.
These efforts dovetail with China’s desire to
transition away from an economy based on
heavy industry and material exports to one
steeped in higher-value tech and service
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THE MOST IMPACTFUL CARBON MARKET
DEVELOPMENTS ARE NOW OCCURRING IN
THE ASIA-PACIFIC

KOREA
The Republic of Korea is taking a different
approach to emissions trading. After
decades of pronounced emissions growth,
Korea launched its Framework Act on Low
Carbon Green Growth in 2010 – setting
the stage for its national carbon market

THE MOST VITAL MEASURES FOR
ADDRESSING GLOBAL CLIMATE CHANGE
ARE TO HELP LARGE, DEVELOPING NATIONS
INDUSTRIALISE WITHOUT RUNAWAY
GHG EMISSIONS

coming online in early 2015. The K-ETS
has become a core instrument for Korea

introducing swaps and other forms of

led Carbon Pricing Leadership Coalition,

to reach its emissions reduction target of

trading moving forward.

and the MOE is currently supporting a

37% below business-as-usual scenarios
by 2030.

scoping study on the design of a mandatory

JAPAN

national system.

Japan continues to search for a tenable
The K-ETS is nearing the completion of

future energy and emissions strategy. Since

Sub-national schemes are currently

Phase I of a three-part progression. This

the Fukushima nuclear crisis of 2011,

being pursued in its absence. The Tokyo

first phase, lasting through 2017, provides

Japan has significantly increased coal and

Metropolitan Government launched a

a soft-launch for the system and sets

natural gas consumption to compensate

municipal ETS in April 2010 which is now

the foundation for more impactful future

for energy missing from the nuclear sector

in its second compliance period. In April

carbon reduction measures. The second

— which, prior to the disaster, supplied

2011, Saitama Prefecture – the fifth largest

and third phases will expand coverage,

30% of Japan's total power production.

in Japan – followed suit with a similar

scale-up auctioning, and ultimately enable

Questions persist about how Japan will

scheme which subsequently linked to

limited international offsetting. Thus far,

meet its future energy needs in climate-

Tokyo’s. It is difficult to foresee the country

market function has been mixed.

friendly ways. A 2015 report by the Ministry

meeting its environmental and emissions

of Economy, Trade and Industry (METI)

goals without enhancing its engagement

Korean Allowance Units (KAUs) cleared

called for nuclear energy to account for

with market mechanism – whether they be

at 26,500 KRW ($23.58) in February

20-22% of power generation by 2030,

domestic, international, or both.

2017, a 37.3%increase from December

which drew criticism from those calling

2016 (19,300 KRW), despite the Korean

for a more complete move away from

government’s announcement that it would

the controversial power source. If Japan

EMERGING ECONOMIES
& THE ASIA-PACIFIC

add 17 million additional allowances for

requires significantly more fossil fuels to

ETS interest is growing in key Central,

the 2017 compliance year. In an effort

make up for lost nuclear power as it scales-

South, and Southeast Asian countries.

to address the weakened structural

up its renewable energy production – a

Kazakhstan intends to reconstitute its ETS

imbalance between supply and demand,

likely scenario – it will need to grow its

in 2018 following a two-year suspension

in April 2017 the Ministry of Strategy and

market offsetting strategies to meet its

aimed at improving MRV and overall

Finance (MoSF) proposed a set of market

emissions goal of a 26% reduction below

market function. Ukraine has legislated

stabilisation strategies geared to change

2013 levels by 2030.

plans for an ETS and Russia and Turkey
have set foundations from which to build a

banking and borrowing provisions and the
use of international credits (see page 9 for

Japan has experimented with carbon

system if they choose. Thailand’s current

more on these changes).

market mechanisms since launching a

development plans include ETS provisions,

voluntary crediting system in 1997. Efforts

and it is pursuing market capacity-building

Prior to this reform, the Korean government

later expanded to the Joint Crediting

exercises with the Asian Development

allowed unlimited banking between

Mechanism – a CDM-like system unique

Bank and other partners. Vietnam’s

phases while limiting borrowing, which

to Japan that credits emission-reducing

Green Growth Strategy introduces market-

resulted in nearly half of the compliance

projects in developing countries. In 2005,

based instruments, and, while they are

entities banking 88% of their total unused

Japan launched the Japanese Voluntary

domestically controversial, Indonesia has

free allowances by the end of the 2015

Emissions Trading System as a foundation

for years considered ETS and forestry-

compliance year. Additionally, the MoSF

for a mandatory nationwide carbon market,

based trading systems. India has

increased the borrowing restriction from

though shifts in domestic political and

resisted calls for a national ETS,

10% in Phase I to 15% in future phases.

public sentiment have set back plans for

but has a Renewable Energy Credit

The Korean government will seek to

a national ETS. This ambition may return:

trading system and previously called

improve market liquidity by allowing

in May 2016 the Japanese Ministry of

for pilot carbon market systems in three

international credits from Phase II, and

Environment (MOE) joined the World Bank-

major states. Neighbours to the south

IETA GREENHOUSE GAS MARKET REPORT 2017
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in Australia and New Zealand are

links would also reflect the economic

towards limited market links, and linkage

likewise active in the carbon market space

connections that define much of Asia, and

restrictions, quotas, discount rates, along

with potential regional implications.

disincentivise the movement of emissions-

with targeted connections among cities and

generating activities to jurisdictions with

sectors all hold near-term promise.

Taken together, the considerable ETS

less stringent climate policies.

activities in Northeast Asia and ambitions

Such connections are the key to bringing

elsewhere in the region beg questions

Forging such links will take time, and

more of the world’s emissions under

about the future of regional market

requires technical expertise, strategic

effective market pricing and trading

integration. While these countries are

vision, and diplomatic energy. Regional

systems. Developing the foundations for

understandably fixated on domestic

efforts should strive to avoid the pitfalls

connectivity now can pay future dividends

progress, formative phases need to yield

suffered elsewhere – particularly the

that are greater than the sum of their parts.

markets that are flexible and “linkage

oversupply of emissions allowances that

Asia is well-placed to lead these efforts.

ready” if the benefits of market connectivity

has depressed emission-reduction efforts

are to take shape. Such connectivity has

and carbon prices – and cultivate the

Jackson Ewing is the Director of Asian

high-potential upsides, and there are

levels of trust, political will, and

Sustainability at the Asia Society Policy

promising signs of regional interest.

institutional capacity needed to

Institute in New York. He leads the initiative

harmonise select standards and practices

Toward a Northeast Asia Carbon Market

across national boundaries.

– which is amplifying cooperation on

PROSPECTS FOR
INTEGRATION

carbon pricing and exploring avenues for

Linking Asian markets would widen the

Work is underway. Recent discussions

market linkage between China, Japan, and

range of emissions reduction options, some

by international thought leaders and

Korea. Dr. Ewing previously headed the

of which will be cheaper than those which

regional policymakers have been hosted by

Environment, Climate Change, and Food

emitters can currently access, and help

Tsinghua University and the Asia Society

Security Programme at the S. Rajaratnam

provide the scale and liquidity needed for

Policy Institute, among others, which has

School of International Studies, and he

robust trading platforms. As the resulting

helped place carbon market cooperation

has worked throughout Asia with actors in

mitigation costs go down, national levels

on regional political agendas. The coming

government, the private sector, civil society,

of climate ambition could go up. Such

years will likely see Asian countries work

and intergovernmental organisations.

RUSSIA
KAZAKHSTAN

CHINA

UKRAINE

KOREA

TURKEY

JAPAN
VIETNAM

INDIA

INDONESIA
THAILAND

AUSTRALIA

NEW ZEALAND

(1) China’s “new normal”: structural change, better growth, and peak emissions. Fergus Green and Nicholas Stern. Grantham Research Institute on Climate Change and
the Environment. Policy brief, June 2015. (2) China: the new global leader in carbon pricing? Chris Papanicolaou. Jones Day. 16 February 2017; accessed via lexology.com
(3) China prepares for the world’s biggest carbon market. Climate Home article, 22 November 2016.
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CHINA’S GREEN EFFORT:
FROM REGION TO NATION

EMISSIONS TRADING IS SET TO GO NATIONAL IN CHINA
THIS YEAR. A TEAM AT ZHIXIN TAKES STOCK OF
PREPARATIONS FOR THE WORLD’S LARGEST CARBON MARKET

NDRC’s approved calculation and
reporting guidelines show that both the
power generation side and the power
consumption side are considered as
emission sources. In addition, China is in

By the end of June 2017, more than

five-year plan (2011-15), the number

the process of supply-side reform, which

2,000 enterprises in seven regional carbon

of enterprises with energy consumption

requires companies and industries to

pilot markets across China should have

equivalent to double that amount is

improve energy efficiency and eliminate

surrendered their allowances for the fourth

approximately 16,000. There’s no doubt

outdated industrial capacity. The Chinese

“compliance year” and, by the end of the

that the first countrywide emission

ETS is likely to be established with the

year, some of them will be enrolled for

reporting and verification will be no picnic.

strictest ever emission-control policies in

China’s national ETS.

the country.

According to NDRC’s working plan,

In September 2015, President Xi Jinping

the national ETS covers eight sectors:

Based on the Clean Development

announced that China would commence

petrochemicals, chemicals, building

Mechanism (CDM), China has introduced

its national ETS in 2017, placing the

production and materials, iron and steel,

a domestic offset mechanism, which

design and implementation of a nationwide

nonferrous metals, paper and pulp, power,

allows emissions reducing projects to

carbon market on the fast track. Over the

and aviation. Altogether, nearly 8,000

apply for emission reduction credits

past two years, a series of tasks have been

enterprises in 18 sub-sectors are involved.

from NDRC, so-called Chinese Certified

accomplished or are at the final stage,

Due to the tremendous workload, the range

Emission Reductions (CCERs). Emitters

including the establishment of regulations,

has been scaled down to four industrial

can purchase credits and balance

foundation of carbon inventories, and

sectors (power generation, electrolytic

emission at certain percentage according

the development of allowance allocation

aluminium, cement and aviation) at the

to relevant regulations. The issuance of

schemes. According to publicly available

start. The rest will be incorporated when

CCERs requires third-party validation and

information released by National

the necessary preparation is completed.

verification plus expert review pursuant to a

Development and Reform Commission

Even with just those first four sectors, the

methodology.

(NDRC), it is likely that China’s national

total amount of allowances, each one equal

ETS will launch in November of this year.

to one tonne of CO2, will reach 4-5 billion,

To date, the NDRC has approved 200

which is 1.5 times greater than EU ETS in

CCER methodologies, 173 of which are

As the cornerstone of a carbon market,

terms of cap. The world’s largest emitter

converted from the CDM; the remaining

Measuring, Reporting and Verification

is becoming host to the biggest carbon

27 methodologies were developed by

(MRV) programmes at provincial level

market in the world.

domestic project owners and consultancy

have been built up. From 2013 to 2015,

companies. As one of the methodology

NDRC gradually approved measuring and

The allocation methodologies for power

developers, Shanghai Zhixin Carbon Asset

reporting guidelines of GHG emissions for

generation, electrolytic aluminium and

Management Co. Ltd (Zhixin Carbon)

24 scopes, to ensure the consistency and

cement industries have been published,

has registered four CCER methodologies

accuracy of emission data. Subsequently,

and are based on benchmarking, in

and three CDM methodologies. Its first

provincial Development and Reform

contrast to the grandfathering approach

registered methodology encouraged the

Commissions (DRCs) developed province-

initially used in the EU ETS. Furthermore,

installation of electric vehicles charging

specific data reporting procedures as well
as accreditation criteria for independent
verifiers. NDRC’s regulation states that
Chinese firms which consumed over 5,000
tonnes of coal equivalent per year shall
report GHG emissions annually. Official
data indicates that in the period of 12th

THE WORLD’S LARGEST EMITTER
IS BECOMING HOST TO THE BIGGEST
CARBON MARKET IN THE WORLD
IETA GREENHOUSE GAS MARKET REPORT 2017
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stations with carbon-benefits. Such
offset mechanisms not only bring more
participants into carbon market to enhance
trading activity, but also attract more
investment in renewable energy and
energy-conservation industry via the carbon
market. Moreover, it helps to engage all of

THE DEVELOPMENT OF THE CHINESE ETS
DEMONSTRATES THAT CHINA WILL TAKE
ITS RESPONSIBILITY FOR GLOBAL CLIMATE
CHANGE SERIOUSLY

society in GHG mitigation.
Along with the elaborated government
policies, a carbon market catches various
parties’ attention. Other than emitters, more
investors and professional service providers
emerge in the market. A big portion of the
service providers focus on the management
business of carbon asset. These companies
are either from large state-owned
enterprises, for instance Zhixin Carbon is a
branch of State Grid Corporation of China,
or from private/overseas companies which
gained experience in the Kyoto Protocol
era. In a few years, individual investors
are expected to have access to the carbon
market as well. The market will become

With lessons and experiences gained

considered part of the national green

from regional trials in the last four years,

finance strategy. In September 2016,

China’s carbon market is growing and

with seven other ministries, the People’s

exploring right way towards national size.

Bank released a groundbreaking report,

The development of the Chinese ETS

Establishment of China’s Green Financial

demonstrates that China will take its

System, right after the G20 Summit, which

responsibility for global climate change

gives the green light to the development of

seriously. It is also a great opportunity for

financial instruments.

the nation itself to realise a low-carbon
transformation and to build up a climate-

At present, several carbon-related

resilient economy. Although US President

financial products have been introduced

Donald Trump’s pullback from the Paris

to the market, such as carbon emission

Agreement casts a shadow over the world,

allowance buybacks, CCER pledge loans

we have confidence that China will fulfil its

and carbon allowance futures and forward,

pledge to cut emissions and contribute to

which increase the market liquidity.

the goals of the 2015 agreement.

more efficient and prosperous with all sorts

Among these, Zhixin Carbon signed the

of participants’ efforts, which is crucial to

first CCER pledge contract with Shanghai

Shanghai Zhixin Carbon Asset

cultivating a stable market-based system

Pudong Development Bank in 2015 and

Management Co. Ltd. is a subsidiary

to help the nation achieve its reduction

the first carbon assets buyback contract

of State Grid Corporation of China and

targets. Doubtlessly, a national carbon

with Spring Airlines, a pioneer in aviation

a leading carbon asset management

exchange platform is needed as well to

industry, together with Industrial Bank

company, which opened the first Chinese

support trading activities. The design of a

in 2016. When the design and business

carbon trading broker house (Zhixin

new trading system has been kicked off,

model of carbon derivatives combined with

Carbon Broker House) in Shanghai. Winner

which will replace existing ones in each trial

trading options matures, carbon-related

of “Award for Today's Transformative Step”

region to secure smooth and safe operation

finance will certainly further boost the

in 2014 and 2015 at the UN Climate

across the country.

growth of the market.

Conference for its innovative contributions.

IETA China Working Group meeting, July 2017.
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The Chinese carbon market is also
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KOREA ETS EVOLVING

SUNGWOO KIM, HYOUNGCHAN KIM AND HEEJIN KIM
ANALYSE THE PERFORMANCE OF THE K-ETS SO FAR AND
LOOK TO WHAT CHANGES PHASE II WILL BRING ASIA’S
FIRST CAP-AND-TRADE SYSTEM

emitters can borrow from the future,
from 10% to 20%, for the first phase,
aiding 239 entities which were short of
allowances. Those entities met more than
half of their shortfall with the borrowed
allowances.

The Korea ETS (K-ETS) is currently in

the annual economic growth in the

the final year of the first phase. Initiated

Republic of Korea has dropped to 2% since

The highest carbon price in the K-ETS

in 2015, the nationwide ETS is at the

2012; and the government made allocated

history to date was €20 ($23), reached in

forefront of the Korean government’s

an additional 68 million allowances for early

February 2017, due to this supply-demand

climate mitigation policy, covering 68% of

action that entities earned before the start

imbalance. As a result, the government

the country’s emissions. It provides a clear

of the K-ETS.

in April announced a carbon market

signal to domestic entities to consider the

stability plan, effective immediately. This

economic value of emission reductions in

A structural imbalance between allowance

their operations. However, there remain

supply and demand inhibits smooth

challenges which must be addressed for

functioning of the market mechanism.

the market to accomplish the national GHG

The inflow of surplus allowances to the

reduction target in a cost-effective way.

carbon market has rarely been seen for

amount of banking to the next phase for
each entity.

the last two years. The share of allowances

PHASE I RECAP: HOW
THE K-ETS HAS WORKED
It might be too early to evaluate the

first phase as the period is still going
on. However, experiences of the first
implementing year and subsequent

responses from the government are
sufficient enough to represent key aspects
of the first phase of the K-ETS.
In 2015, there was a net deficit of 3 million
tonnes, comparing the total amount of

plan includes a provision to limit the total

traded in the market is only around 1.4%
of the total cap. In the meantime, carbon

WHAT CHANGES ARE
EXPECTED FOR PHASE II?
A key rationale behind the changes
brought into Phase II is to incentivise

prices had continuously increased until

more entities to invest in reducing their

earlier this year, eventually hitting three
times the price from the beginning of the

emissions. This approach is well illustrated

ETS. This is mainly because entities were

in the broad application of benchmarking

reluctant to trade their surplus allowances,

method and the consideration of

as they intend to carry them forward in

emission reduction credits generated in

case of any shortfall they might encounter

2015 and 2016.

in the future. There were 283 entities in
such a position, with a combined total of

Specifically, the government will use a

15 million excess allowances.

benchmarking approach more broadly
than in the first phase. Although the

allowances with verified emissions – but

Furthermore, there was not much room

sectoral coverage of the application is

with a total allocation of 550 million

for offset credits since new projects have

still in consideration, it seems that it will

allowances, it’s only a 0.5% shortfall. This

rarely begun after the launch of the

be extended initially from three sectors

is far from what the industrial sector initially

K-ETS, although some market participants

(aviation, cement, and refinery) to eight in

anticipated, that they will suffer from a

have used credits from CDM projects

total, including the power sector. Altogether,

significant lack of allowances since the

implemented before the launch of the

this means that almost 50% of the total

cap is simply not enough for them. Yet

K-ETS. Consequently, the government

emissions covered by the K-ETS will be

this hardly implies that entities made great

increased the amount of allowances

allocated allowances via benchmarking.

contributions to their emissions reductions;
many understand this relatively low amount
of emissions from the industrial sector
would result from a slowdown in economic
growth. It is expected that this trend could
be maintained until the end of the first
phase, considering the following features:

THE NATIONWIDE ETS IS AT THE FOREFRONT OF THE KOREAN GOVERNMENT’S
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The government will allocate to the
remaining entities via grandfathering,
factoring in any emissions reductions
made in 2015-16. This means entities
can receive allowances based on their

EFFICIENT FUNCTIONING OF THE MARKET
IS VITAL FOR THE THE COUNTRY TO MEET
ITS EMISSION REDUCTION TARGET

actual verified emissions, and along with
this, additional allowances are given

When it comes to international credits, the

normally generate carbon credits for at

according to verified reductions. The

government earlier this year amended the

least seven years to a maximum

government intends for this to motivate

regulations to approve the use of credits

21 years, it is necessary to clarify

emitters to invest in reduction

generated from CDM projects in the ETS.

the relationship between the use of

technologies, to maximise their

Detailed rules and principles are under

international carbon credits and the

allocations in the next phase.

discussion and are expected to be available

implementation of Korea’s national

once the final allocation plan for the next

reduction plan under the Paris Agreement

Another critical feature of the second

phase is published in mid-August. This will

by next year. Clearly, any uncertainty

phase is auctioning. The government is

open a window for domestic companies to

on the use of carbon credits gained

currently reviewing the sectoral coverage

seize opportunities to earn carbon credits

from international projects should be

for auctions, based on trade intensity

with business development, as well as

avoided, especially once the rules for

and carbon costs of subsectors. By

easing low market liquidity.

the market mechanism under the

law, the total amount of allocation via

Paris Agreement are agreed.
Sungwoo Kim is the Regional Head of

is expected to generate millions of euros

WHAT IS NEEDED
FURTHER TO STIMULATE
MARKET ACTIVITY?

of auction proceeds, which will be used

Efficient functioning of the market

Asia Pacific, with over 16 years

for international and national low-carbon

mechanism is vital not only for covered

of professional experience. He has

development and support businesses in

entities to fulfil their obligation, but also for

been advising public and private

reducing emissions.

the country to meet its emission reduction

decision-makers since 2008 on issues

target. The K-ETS is undergoing extensive

related to carbon pricing, climate

The last important feature worth

changes, given the lessons learned from

finance, and corporate social responsibility.

highlighting is newly introduced

the first phase. Nonetheless, it provides

He is a member of World Bank

measures to increase market liquidity.

a clear and certain mid/long-term signal

External Advisory Group for sustainable

Key measures are the aforementioned

of a stable and continuous operation of

development.

limit provisions on banking and

the regulation for market players. This

borrowing, and the early initiation of

is mainly because corporates’ decisions

Hyoungchan Kim is a Director in

using international credits. In the case

on investments in low-carbon projects

KPMG Korea, and has over 10 years of

of allowance banking, the government

generate consistent carbon reduction

professional experience in climate

set a limit on the amount which can

effects over the years.

change and sustainability practices.

auction is precisely 3% of the total
national cap. During Phase I, auctioning

He advises the Korean Government

be carried over to the next phase, and
when entities bank more than their

In particular, domestically, it is critical

on the development and implementation

limit their allocation will be cut. On the

to eliminate uncertainty by setting a

of the ETS, and private sector clients

other hand, the borrowing cap was

detailed implementation pathway towards

on low-carbon strategy and carbon

increased from the current 10% to 15% –

achieving a national reduction target of

market engagement.

but, the borrowing cap will then be

37%, compared with business-as-usual

reduced in the following year in

projections. This pathway should also

Heejin Kim is a senior consultant in

accordance with the amount borrowed.

clearly aim to further drive low-carbon

KPMG Korea, and has developed her

This measure is intended to resolve

investment by the private sector.

professional experiences in climate
policies and Korean ETS after joining

imbalance situations, whereby
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allowance demand intensifies at the

Also, from an international perspective,

KPMG in 2014. Whilst supporting the

end of the implementation period. In

the rules regarding a transfer of carbon

public sector to build and advance

reality, there have been positive

reduction credits and double-counting

carbon policy measures, she has

consequences, such as an increase of

issues between different countries under

provided advisory services to the private

traded volume. Carbon prices eased to

the Paris Agreement has not been agreed

for strategy development responding to

€15 after the release of the plan in April.

yet. Considering that existing CDM projects

climate policy implementation.
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