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About the International Carbon Action Partnership

ICAP members &

An international forum of 41 national & subnational governments to i
exchange knowledge and experiences on emissions trading systems (ETS) 22

> Share best practice & learn from each others’ experiences 'I 6

» Facilitate development and improvement of carbon markets

» Explore the role of emissions trading in decarbonization II .I
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1. Why Carbon Pricing?



Why price carbon? icap

> GHG emissions are a side-effect of economic activities.
They generate:

— A“good” (e.g. cement)
— A“bad” (e.g. GHG emissions, which cause climate change)

» Greenhouse gas externality: Those who cause climate
change through GHG emissions are not the same who will
suffer its consequences

» The costs of the “bad” are not incorporated in the price of Image source: The Red & Black
products and services
- economic inefficiency at societal level
-> emissions increase
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Price carbon!

» Solution: “internalize the climate change
externality” by charging for carbon pollution

» Price per tonne of CO2e emitted

» Polluter pays principle

» Economic efficiency at societal level

Image source: New York Times
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Carbon pricing can deliver an economy-wide signal:

Production - producers have an
incentive to use less carbon-
intensive materials

Investment - investors are
encouraged to invest in less
carbon-intensive activities, as the

value from doing so is diminished.
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icap

Consumption - consumers have
an incentive to consume less
carbon-intensive goods and
services

Innovation - provides a financial
incentive to develop new low-
carbon new products, processes
and technologies

International Carbon Action Partnership



icap

Question

» What forms of carbon pricing can you think of?
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2. Let‘s untangle the concepts



Emission trading SyStem sy v
U,‘,igﬁ“gtVol&maary Carbon Stam}ard ,«.'\(.-,b\;,,‘,
andar NDCS Voluntary buyers

Carbon taxes L ]
NDCs CDM,C(B;:&;‘Standarff‘::gBIosm NDCs I Ca .

° ”%%;fd%ll.‘,.?.‘.?f“c“ Tt aos g, NDCs Sniuamisd " Carbon credits

A jungle of concepts... DC:ITMO: Carbon taxésiitios
com EM1SS161i trading systemnioc:
TN RENOVABIO CDMA {650 o C o g

CORSIA, CORSIAT:A ticle 6"
Vol A

untary buyersco
Car bOl(lméi'médits Asticle 6

Article 6COM

Carbon taxes
CBIOscossia”

T

International Carbon Action Partnership



... let’s untangle them:

» Where does the “price signal” come from?
— Compliance or voluntary?
— What type of instrument?
— Who is regulated?

» |Is anything bought and sold? What types of units?

» Where do the units come from? How are they certified?
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Direct carbon pricing

Compliance Voluntary

Taxonomy Compliance carbon markets Voluntary carbon markets

Emissions trading systems Offsetting schemes

Absolute Intensity-based

Intensity-based ETS
Cap-and-trade (e.g., China ETS) .
h Af
Examples systems (e.g., EU tradable CORSIA SOutiiAirican Voluntary carbon market
carbon tax
ETS) performance
standards

. Allowances/permits
What is

Allowances/permits No Carbon Carbon credits represent the right

being Carbon credits tradin credits (if to emit one tCO2e.
traded? & allowed)

Carbon credits (if allowed) Allowances/permits Carbon Credits

represent guarantee
i Carbon " . that one tCO2e has
Who is "
supblvin Carbon crediting SradTilie Carbon crediting mechanisms been reduced or
PRLANS mechanisms mechanis removed from the
it? ms atmosphere
Carbon crediting mechanisms

Companies (voluntary pledges)

" o Covered
Covered entities Covered entities R Individuals (offsetting)

Who is

buying it? .
Market intermediaries intermediar
(if allowed) ies (if Market intermediaries
allowed)

Market intermediaries (if allowed)
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3. 5 different approaches to carbon pricing



Approaches to carbon pricing;:
Emissions Trading Systems

» Government imposes a limit on total emissions in
specific sectors

» Regulated companies receive (or need to buy)
emissions allowances, which they can trade with other
companies

» Regulated companies need to deliver one allowance
for each tonne they emitted

—> Certainty on emissions outcome, but not on the price

» Examples: EU ETS, China, California, Mexico
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Approaches to carbon pricing;:
Carbon taxes

> Government sets a tax rate in one or more sectors

» Regulated companies are obliged to pay this amount
for every tonne of emissions released

—> Certainty on price, but not on emissions outcome

» Examples: EU countries, Colombia, Canadian

_—
o]
provinces, Chile K

Offset market
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Approaches to carbon pricing;:
Voluntary Market

» Businesses and individuals voluntarily
purchase units, often to claim “carbon
neutrality”

» Units are usually carbon credits, but
could also be allowances from ETSs

» Can often be a good way to
disseminate an initial price signal...

» ...but prices are usually too low to
incentivize deep decarbonization
and technological development

Offset market
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Approaches to carbon pricing: icap

CORSIA

VOLUNTARY MANDATORY '

» Target: carbon neutral growth in international
aviation from 2020
> Airlines purchase credits above 2019 baseline L d

> Eligible credits: > Country participation in pilot phase
— Several standards, including: CDM, VCS, Gold — In: 88 states, ~80% of traffic (eg
Standard, China GHG Voluntary Emission Europe, US)
Reduction Program (CCER) — Out: China (10%), India (4%),
— Projects that started their first crediting period Brazil (3%), Russia (3%)

from 1 January 2016

» No double counting
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... and what’s “Article 6”? ICap

> Article 6.2 - Cooperative approaches

— Allows countries to use “Internationally transferred mitigation outcomes” (ITMOs)
towards NDCs

— Mostly “bottom up”, under authority of Parties

> Article 6.4 - Mechanism
— Crediting mechanism, under authority of UNFCCC

» Article 6.8 - Non-market approaches
— To promote mitigation and adaptation
— Scope unclear; possibly information exchange

International Carbon Action Partnership
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4. Compliance carbon pricing around the world



MENTIMETER ICaE

» How many carbon pricing systems are there worldwide?
— 713
— 112
— 37
— 179
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Compliance carbon pricing worldwide icap

ETS aind Casbon Tax
Implemmanbed or Schidul ed
ETS Iniplesmentod of
Schaduled for Implsnertation
Carbon Tax Implemented or
Scheduled for Implemertation

ETS of Carbaon Tax

Unacder Comsideration ‘Washingtan
Oregon q L ‘

;'E— saschusetts

Califarnia 4‘ 1 P
—
Narth Carolina
Haaii Burang
Z
Jelizza Thailand
- i C—
State of Mexico Senegel 4
Migeri
Cate dhens —Higeria
Colombia = r
Gabon
Lz Botswana
British Columbia = Lruguay r
Chille —= .
Alberia A S South Africa
Saskatchewan }
Manitoba __I
: Mew Zealand

Prince Edweard Esland

Mowva Scotis

New Brunswick

(x#] Instruments are considered “scheduled for implementation” once they howve been formaolly adopted through kegistation ond kave on official, planned start dote Instruments one lered “under leration” if the gowernment has
. - announced its intentson to work toward the implementation of a corbon pricing imitiotive ard this has been formally corfirmed by offickal gevernment scurces. Scame countries thot hove mechanisms  olso have addi i
.. instruments under corsiderntion. For subnational jurisdictions only the subnatioral instrument is reflected.
Source: World Bank S&T of Carbon Pricing (2023)
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5. Focus on key trends of ETSs



. The number of ETS systems in 17% of global GHG emissions are ica J
ETS worldwide .

force grew from 25 to 29 under and ETS cap
Regional Greenhouse Gas Initiati ve (RGGI)
® Quibec w
Cap-and-Trade System @ German National ETS
Austrian National ETS @
UKETs
Nova Scotia
@ Cap-andTrade %N @ China National ETS
Program
i Sakhalin {Russia)
Ilffnfung tonC q;:—mld—fnuest .1 . M hess etts Limits p
Oregon Climate Protection Program &) Pernns - & on Emissions from Japan
! Electricity Generation Saitama ETS
California Cap-and-Trade Program & New York State Pakistan @ Tokyo Cap-and-Trade Program
New York City & Montenegro ETS Republic of Korea ETS
North Carolina @ Switzerlond ETS Taiwan (China)
India Vietnam
Mexican ETS &
Nigeria Chinese
Colombia » pilots © Malaysia
© EUVETS . ,
Brazil
29 © mforce
@ EUETS2
8 @ Under development
Chile ¥
12 Under conside ration /
New Zealand ETS & '
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Different levels of governance

6 Cities

Beijing”
Chongging®
Shanghai*
Shenzhen
Tianjin®
Tokyo

20 Provinces & States

California
Connecticut
Delaware
Fujian
Guangdong
Hubei

Maine
Maryland
Massachusetts

New Jersey

New York

MNova Scotia
Oregon

Québec

Rhode Island
Saitama Prefecture
Vermont

Virginia

New Hampshire Washington

4

10 Countries

Austria

China

Germany
Kazakhstan
Mexico
Montenegro

New Zealand
Republic of Korea
Switzerland
United Kingdom
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1 Supranational

EU Member States
+Iceland

+ Liechtenstein

+ Norway




MENTIMETER icar

» Which sectors do most ETSs cover?
— Agriculture and Forestry
— Transport and Building
— Domestic Aviation and Shippping
— Power and Industry

International Carbon Action Partnership



Sectoral coverage

Agriculture oﬁ

&

4@

Forest ()
orestry Q RS
Domestic @
o X
Aviation o
: RGGI
Transport @
REPY
Buildings = OREA
S
Industry @
@ E
Power o
o

@ The Fujlan ETS covers the electricity grid
@ Belling Chongging, Fullan, Guangdong, Hubel, Shanghal, Shenzhen, Tianjin
¢ Beljing, Shanghal

@ Beljing, Shanghal, Shenzhen
® Frujan, Guangdang, Shanghal

(1) indicates which sector is covered upstream

Emission
coverage

49 %
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Most systems cover emissions
from power and industry

The sectoral coverage of several
ETSs expands to other sectors as
well

The share of emissions covered
and the point of regulation
(upstream vs downstream)

varies across systems
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Allowance price developments

Allowances prices in most systems This follows significant price gains and
ended 2022 largely unchanged record levels over the last 3+ years
2008-2022 2022
8 120
=)
100
80 EU ETS
{ UK*
60 \
—’J.//\’\W New Zealand
0 Germany*
R California /Québec*
\ NOVa SCOtia*
20 M‘ RGGI*
AS Republic of Korea
——r V S~ China
S Chinese Pilots
0
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 Jan22 Feb22 Mar22 Apr22 May22 June22 July22 Aug22 Sept22 Oct22 Nov22 Dec22 * Primary market data

International Carbon Action Partnership 26



Auctioning revenues

2 70,000
s
é Over
L e USD 224 billion
4 in raised revenues
since 2008
50,000
40,000
Over
USD 63 billion
in raised revenues
in 2022

30,000

20,000

10,000

California +EU ETS

New Zealand
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2008 2009 2010
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2012 2013

2014

witzerland

S

Germany (USD 6,743 million)

UK (USD 7,561 million)

New Zealand (USD 1,288 million)

California (USD 4,027 million)
Austria (USD 263 million)

EU ETS (USD 40,816 million)

+ Nova Scotia

|

|
+ Republic of Korea

2015

2016 2018 2019 2020
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+Germany +UK

2021

+ Austria

icap

High carbon prices and new revenue
streams raised a record $63 billion
globally in 2022. The EUETS
represents 2/3 of the total.

More than half of the total revenues
raised by ETSs since 2008 was
collected in 2021 and 2022 alone

Revenues are being reinvested to
further climate action or assist
industry and consumers




ETS worldwide: trends and developments

» Existing systems are maturing and new ones are being developed

— Existing systems around the world are being reformed and aligned with
net-zero targets

— Recent developments focused on emerging economies, Asia-Pacific is key
» No ‘one size fits all’

— Systems designed to reflect local conditions/priorities
» Trend towards hybrid and intensity-based instruments

— Developing countries are looking at flexible caps and tax-ETS integration
> Prospects for regional cooperation

— ETS developments in the region and Article 6 implementation open the
door to regional cooperation
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Thank you

@ICAPSecretariat

o International Carbon
In Action Partnership



http://www.icapcarbonaction.com/
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