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• What is an ETS?

• Global Status

• ETS or Tax (Plus FF Reform)

• International Obligations

• Legal Framework

• Planning an ETS (10 Steps)

• Challenges

• Resources

Emitter A Emitter B

Image Source: hhttps://climatechange.novascotia.ca/nova-scotias-cap-trade-program

https://legal-planet.org/2016/08/24/does-ab-197-mean-the-end-of-cap-and-trade-in-california/&sa=D&source=docs&ust=1662064921146930&usg=AOvVaw2VWiPefEdHdSpQ4e8T7Naq
https://climatechange.novascotia.ca/nova-scotias-cap-trade-program
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Source: Legal Planet 

Puts a 
price on 
carbon

Addresses NDC

Discourages  

investment in 
high-emissions 

activities 

Generates revenue 
for complementary 

activities
CO2
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Source: World Bank Carbon Price Leadership 

Coalition (World Bank CPLC)

Disclaimer: All data provided on this image 

utilizes information as published by the World 

Bank CPLC. The boundaries, colors, 

denominations, and any other information 

shown on this map do not imply, on the part 

of the Asian Development Bank, any judgment 

on the legal status of any territory, or any 

endorsement or acceptance of such 

boundaries, colors, denominations, or 

information.
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➕ Sets a firm cap on emissions
➕ Defines clear emissions reduction trajectory
➕ Encourages innovation by high emitters
➕ Creates ability to link within and across borders
➕ Is countercyclical
➕ Generates additional revenue 

➖ Price fluctuates with market
➖ Requires new system
➖ Impact on emissions uncertain

Emissions

Trading Systems

Fossil Fuel 

Subsidy Reform

➖ Results in high fuel prices can negatively impact 
lower socio-economic groups

➖ Can cause short-term macroeconomic shocks
➕ Creates a stable price for carbon emissions
➕ Utilizes existing tax infrastructure
➕ Generates additional government revenue

➕ Frees funds for climate and other priorities

Carbon Taxes

Based on  ADB (2016), ICAP Briefs
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• Nationally Determined 
Contributions

• Article 6

*Based on NDC, Source: Asian Development 

Bank (2020)

DMC Intentions to use Market Mechanisms*
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Key Objectives

What is the ETS’ role?

Level of Formalization and Centralization 

• Add Stability and Legitimacy

• Stakeholder Appeal

Core Institutional Functions

Who is responsible for what?

Key Milestones and Timelines

What will be achieved and when?

AMBITIOUS + FEASIBLE =  STRONG SIGNAL
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Source: ICAP (2021)

Prepare

Decide the Scope

Engage Stakeholders, Communicate, and Build Capacity

Set the Cap and Compliance Period

Distribute Allowances

Promote a Well-Functioning Market

Ensure Compliance and Oversight

Consider Flexible Mechanisms

Consider Linking

Implement, Evaluate, and Improve
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GHG Inventory of potentially covered sectors

Image Source: EPA (2022)

WHO: Regulatory Authority

WHAT: Set Framework for 

Measuring and Reporting 

• National Inventory Reports 

• Entity Level Reports

• Identify Key Sectors and 

Sources

• Form Timeline

• Track Progress



10

INTERNAL. This information is accessible to ADB Management and staff. It may be shared outside ADB with appropriate permission.

Image Source: ICAP (2021)

Emission Quantity vs. Participant Number

Broader Range 

Higher Mitigation Potential 

Decreased Cost of MRV

Market Fluidity 

Best Practice:

Start with Narrow Scope 

Expand with Capacity 
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Source: ICAP (2021) 

• Identify Key Stakeholders 

• Designate Stakeholder POC

• Increase Transparency 

• Secure Approval & Continued Support

• Prepare Stakeholders to Perform Roles 

• Avoid Gaps and Issues in Policy 
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Align the cap with overall emissions targets

Reduce the cap over time

Image source: ICAP (2021)

DATA

• Emission Record

CAP AMBITION: 

• Trade-off

• Alignment of Goals and Targets

• Share of Responsibility Between Sectors

CAP TYPE: 

• Absolute vs. Intensity 

APPROACH: 

• Top Down vs. Bottom Up
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Source: ICAP (2021)

Grandparenting 

or

Benchmarking
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Source: ICAP (2021)

The impact of supply adjustment measures

Reserves: 

• Cost Containment Reserve

• Emissions Containment 

Reserve
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Source: ICAP (2021)

Regulatory Body Activities:

Manage Reporting Methods

Approving Verifiers and Plans

• Third Party Verifiers

Design and Enforce Penalties

• Financial vs. Social 
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OFFSETTING 

Source: ICAP (2021)

Purchase of offsets to meet emission allowances is often limited to a small percentage of 

overall emission reductions.
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Source: ICAP (2021)

NDC
Article 6

• ITMO
• OMGE

Use allowances of one 

system in another
Larger Carbon Market = Increased 

Fluidity + Increased Price 

Competition

Knowledge Sharing + International 

Cooperation

Requires Flexibility 



18

INTERNAL. This information is accessible to ADB Management and staff. It may be shared outside ADB with appropriate permission.

Source: ICAP (2021)

Implement

Phase-In vs. Pilots

Evaluation

Policy Evaluation Metrics

Ongoing R&D

Improve

Learning from Others

New Developments 
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Source: ICAP (2021)
Source: MCC (2020)
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… Online Resources
▪ Asian Development Bank Carbon Market Program

▪ Carbon Pricing Leadership Coalition (CPLC)

▪ International Carbon Action Partnership (ICAP)

▪ International Emissions Trading Association (IETA)

▪ International Energy Agency (IEA)

▪ Partnership for Market Implementation (PMI)

rachaelj@gwu.edu


