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The 21st session of the Conference of Parties at Paris yielded a historic agreement on the long-
term reduction of global greenhouse gas emissions. Around 200 countries assented to a 
comprehensive deal that ought to lead nations towards a global mechanism capable of shrinking 
GHG emissions. 

One of the most significant aspects of the Paris Agreement is the recognition for market-based 
solutions to reduce GHG emissions. The Agreement leaves open the possibility of a global 
carbon market, whose principles are expected to be chalked out before the decade’s end.  

This document, prepared by analysts of Climate Connect Limited, working predominantly in the 
existing Californian and Chinese carbon markets, looks at the macro-level market outlook vis-á-vis 
the provisions for market mechanisms in the Paris Agreement.  

National, Regional Carbon Markets 

Countries now officially recognise the value of the preexisting and voluntarily introduced carbon 
markets around the world, albeit without explicit mention of cap-and-trade or carbon tax 
regimes. 

This represents a major validation of the work already done by regions and countries with such 
operational, or indeed planned, carbon markets. The decision is expected to enhance the 
confidence of market regulators to increase the ambitions of existing markets; another added 
incentive is that emission mitigations achieved by these markets are valid for inclusion towards 
their respective Intended Nationally Determined Contribution. INDCs will be updated every 5 
years after 2020. 

Carbon Market Linkages 

The Paris Agreement also recognises the present and planned linkages of carbon markets 
across both countries and regions. Countries will be able to transfer and transact mitigation 
instruments in order to achieve their mitigation targets.  
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However, no rules or principles have been outlined for the format of such linkages. Presently, 
this leaves ample room for countries to forge various models of linkage, any of which might be 
adopted as the official formula for linkage that could eventually be applied in constructing a 
global carbon market during the next few COPs. 

MRV In Linked Carbon Markets 

Throughout the Paris Agreement’s treatment of carbon markets, transparency and 
environmental integrity are regularly emphasised with regards to linkages and inter-market 
flows of mitigation instruments. These have been thrust forward as the guiding principles for any 
global market mechanism that may be crafted over the coming years.  

While the Agreement does not state any MRV provisions explicitly, it does stipulate that 
countries with any form of market linkage or involved in transaction of mitigation instruments 
must ensure that double counting is avoided.  
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Models of Linkage  

The Paris Agreement opens up an array of possibilities for market linkages and cooperation: 

Primary Market Linkage  

California and Quebec, members of the North-American and regional Western Climate Initiative, 
have succeeded in linking their respective carbon markets. The two jurisdictions are not only 
grouped on a secondary level, but are also linked directly on a primary level. The two markets host 
common auctions for emission allowances where covered entities from both jurisdictions 
participate.  

Secondary Market Linkage 

The planned linkage between the now defunct Carbon Pricing Mechanism of Australia and the EU 
Emissions Trading Scheme is an historic example of secondary market linkage. Covered entities in 
Australia would have been able to purchase EUAs to meet their respective emission reduction 
targets.  

South Korea has also announced plans to allow use of offsets generated in other countries by 
covered entities.   

Technology Transfer-based Linkage  

Japan has proposed the Joint Crediting Mechanism, the details of the program are sketchy, 
nevertheless some projects have been approved by the Japanese government. Japanese 
companies will now execute low-carbon technology projects in the developing, and the least 
developed countries in Asia and Africa. Japan may acquire the mitigation instruments resulting 
from these projects.  
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Likely Demand For Mitigation Instruments 

The Paris Agreement urges the developed (Annex I) countries to further increase the emission 
reduction targets for 2020. So whilst demand for mitigation instruments may be dominated by 
Annex I countries till 2020, INDCs submitted by developing countries could lead to increased 
demand after 2020. The Paris Agreement also calls for submission of updated INDCs every five 
years after 2020, allowing for regular market adjustment by regulators to avoid long-term slack 
in any market. 

Road Towards A Global Carbon Market 

The next few sessions of the Conference of Parties will be crucial in sketching a comprehensive 
set of rules for international trade of mitigation instruments. The UNFCCC can use Clean 
Development Mechanism and transactions under the Kyoto Protocol as a foundation of a new 
global market mechanism.  

Industry associations may have to take lead in drafting minimum commons rules to ensure that 
double counting is avoided and environmental integrity of the instruments is upheld. The 
associations can work with an appropriate body of the UNFCCC to build broad consensus 
among countries.  

MAJOR COMMITMENTS MADE BY COUNTRIES 

Market Operational Status Linkage Status

WCI Operational, partially International linkage operational (California-Quebec linked, expansion likely)

RGGI Operational Possible linkage with WCI/California

EU-China EU: Operational 
China: ETS in 2017 China stated enhanced cooperation with EU for development of national ETS

EU-Australia EU: Operational 
Australia: Uncertain Australia and EU ETS were linked under now defunct Carbon Pricing Mechanism

South Korea Operational Will allow international offsets in national ETS

Japan Operational, partially Possible import of offsets through Joint Crediting Mechanism
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Likely Impact On Stakeholders 

Disclaimer: Climate Connect Ltd has taken due care and caution in compilation and reporting of data as 
has been obtained from various sources including which it considers reliable and first hand. However, 
Climate Connect Ltd does not guarantee the accuracy, adequacy or completeness of any information and 
it not responsible for errors or omissions or for the results obtained from the use of such information and 
especially states that it has no financial liability whatsoever to the users of this report. This research and 
information does not constitute recommendation or advice for trading or investment purposes and 
therefore Climate Connect Ltd will not be liable for any loss accrued as a result of a trading/investment 
activity that is undertaken on the basis of information contained in this report. Climate Connect Ltd does 
not consider itself to undertake Regulated Activities as defined in Section 22 of the Financial Services and 
Markets Act 2000 and it is not registered with the Financial Services Authority of the UK. 

Stakeholder Relevant Decision In Paris Agreement Market Opportunity / Possible Impact

Independent Power 
Producers

Emphasis on sustainable development and 
renewable energy

China and India target up to 610 GW of solar and wind 
energy capacity by 2020-2022

Verifiers/DOEs Recognition of national & regional carbon markets;  
Possibility of international linkages

Possibility of consultancy opportunities for development 
of common minimum MRV regulations for future global 
linkages; advisory services to project developers for 
producing internationally-acceptable offsets

Regional 
Governments

Recognition for forestry projects for sustainable 
development

Develop offset mechanism linked to forestry projects as 
additional source of income, development

National 
Governments Update INDCs every five years after 2020

Government may have to open up more sectors to low-
carbon development, possible introduction of carbon 
markets in various industrial sectors

Carbon Traders Possibility of international linkages Possibility of new market openings

Carbon Offset 
Developers

Possibility of international linkages; regular 
updates to emission reduction targets in INDCs Increased demand for offsets from new markets

Law Firms
Annex I countries asked to increase pre-2020 
ambition; All countries asked to regulatory update 
INDCs

Increased opportunities for advocacy for industrial 
sectors that may be gradually included under low-
carbon development plans
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