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Understanding Carbon Markets



What are Carbon Markets?
Carbon markets have the potential to play a key role in reducing global greenhouse gas (GHG) emissions in a cost-e�ective manner. These markets 
involve international trading of emission reductions to help achieve decarbonisation targets and can contribute to the mitigation of climate change 
and sustainable development. 

Article 6 of the Paris Agreement outlines several rules for carbon markets and other forms of international cooperation. This short text contains 
three separate mechanisms for “voluntary cooperation” towards climate goals: two based on markets and a third based on “non-market approaches.” 

The second mechanism would create a new international carbon market, governed by a UN body, for the trading of emissions reductions created 
anywhere in the world by the public or private sector. Carbon credits could, for example, be generated by a new renewable power plant, an 
emissions-saving factory upgrade or the restoration of an area of forest.

This is one of the most controversial parts of the Paris Agreement. The fear with carbon markets is that if the rules governing 
emissions trading markets are too lax, it could become a ‘massive loophole’ for emitters, allowing them to continue polluting without 
taking serious action. The argument in favour of carbon markets focuses on how they can facilitate emissions reductions where it is 
least costly to do so, lowering the global cost of climate action.



Key risks with 
Carbon Markets
There are several key risks 
corporations should be aware of 
when considering which carbon 
credits to purchase. 

1. Double-counting

Double-counting occurs when a corporation 
or country uses carbon credits from 
another country that count toward its own 
decarbonisation e�orts, but at the same 
time, the country of origin that produced 
the credits also uses it towards its own 
decarbonisation targets. This is one of the 
main ways in which the integrity of carbon 
markets could be undermined. Therefore, 
avoiding double-counting is fundamental for 
the e�cient and e�ective functioning of any 
carbon market and movement towards a 
net-zero future. 

2. Additionality

A key element in carbon markets is that all 
emissions reductions must be additional to 
what would have otherwise occurred 
without the introduction of the carbon 
�nance revenues. This idea is constantly 
evolving under guidance from the Paris 
Agreement, and for a project to be 
designated as additional it needs to meet 
the following criteria: it would not have 
occurred without the �nancial support 
derived from carbon markets; it is not 
required by law, and it does not lead to 
carbon lock-in. 
A recent paper published by the Grantham 
Research Institute on Climate Change and 
the Environment analysed 472 wind farms in 
India that received carbon o�set �nance 
revenue under the Clean Development 
Mechanism (CDM). The researchers 
estimated that “at least 52% of approved 
carbon o�sets were allocated to projects 
that would very likely have been built 
anyway.” This means millions of dollars in 
carbon o�set revenues that could have 
been spent on legitimate decarbonisation 
e�orts were wasted.

3. Permanence

There is a signi�cant risk that the carbon 
stored in o�set projects such as 
forestry-based projects will return to the 
atmosphere over relatively short time 
scales. There are many examples of areas of 
forest that are designated to be carbon 
o�set projects going up in smoke during 
forest �re events, which are becoming 
increasingly common due to climate change. 
In August 2021, forests in Washington and 
Oregon that generate the carbon o�sets 
bought by companies including BP and 
Microsoft went up in �ames amid raging 
forest �res across the region.
The use of carbon credits is a key part of 
corporate climate commitments. However, 
companies need to remain focused on 
reducing emissions as their main priority.
 Emission reductions should reach 90% by 
2050 (at a minimum) in order to achieve 
Paris Agreement targets and a 
climate-friendly future, the rest of the 
emissions can be neutralised via carbon 
removals. Companies should implement a 
decarbonisation pathway aligned with the 
science which includes an 
o�setting strategy. 



Rising prices of Carbon credits

Research from a leading carbon rating provider shows that the voluntary carbon credit market is experiencing signi�cant price pressure due to an explosion 
in demand from large global corporations, increased speculative activity, and constrained new credits supply. This pressure has the ability to increase the 
price required for corporations to reach their climate commitments. The inventory of energy-based credits, which have historically been the cheapest 
carbon credits on the market, is being rapidly depleted. Corporates are being forced to purchase nature-based credits which are typically 2 to 4 times more 
expensive than energy-based credits. O�setting looks set to become a much more expensive endeavour for businesses.

It is important to note that the current supply of carbon credits is not inexhaustible. New projects take years to be approved, developed, and produce new 
credits, and the current projects are not capable of keeping up with the current demand. On current trends, available inventory risks being exhausted in the 
next two years. Therefore carbon credits are likely to experience continued price pressure in the medium-to-long term. The physical constraints of available 
land on this planet will likely become an issue in the coming decades (see Fig).

Carbon markets have historically been characterised by oversupply and low prices, but this is no longer true. A carbon credit average price is $1.6 under 
the Veri�ed Carbon Standard (VCS) and $5.27 under the Gold Standard; the dollar per tonne of nature-based o�sets has increased from $4 in June 2021 
to $14 in January 2022. 

Land needed to achieve ‘net zero’ carbon emissions
Many “net-zero’’ plans require land; for planting, reforestation or carbon sequestration. Below are samples of ‘need’ based on oil majors’ 
ambitions to meet their 2050 goals. 

Total Energies 

ENI 

BP 

Shell 

Haiti

Cambodia

Ghana

Italy

2.6m hectares 

16m hectares

22.5m hectares

28.6m hectares



How to avoid buying ‘bad’ credits
An important aspect of carbon markets for corporations is knowing what to buy and ensuring it is legitimate. In this regard, there is a 
growing range of carbon o�set rating providers, using a variety of technologies such as satellite data, drones, and LIDAR, combined 
with on the ground measurements to verify carbon storage rates and ensure legitimacy. Companies should seek to engage with 
projects that display robust performance across each of the key risk factors discussed in the article.
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Conclusion

Carbon markets can play a fundamental role in  achieving emission reductions as long as credits are highly credible and not double-counted. 
Companies must play a role in supporting the development of these markets while acknowledging that emissions reductions must be their 
current priority. The expectations placed on organisations' transition plans are increasing and greater scrutiny will be placed on business 
expenditures and accountability by stakeholders. 


