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Global carbon trading jumped to a record high of USD214 billion in 
2019 as prices rose on current or expected tightening of regulation –
an annual increase of more than a third. The EU’s Emissions Trading 
Scheme (ETS) made up about 80% of this volume, and the rollout of 
China’s national ETS is likely to increase this further. Demand for 
carbon offsets is likely to outstrip supply by 2025 as climate policies 
tighten, benefiting emerging markets (EM). 

Global Trading Scheme Can Lower Costs, but 

Lack of Global Agreement Adds Uncertainty  
Free trading of carbon offsets under a global scheme could cut costs 
of the Paris Agreement by up to 33% by 2030, or achieve a 50% 
increase in abatement for equivalent costs by directing mitigation 
towards the lowest-cost options. However, governments have 
struggled to agree on issues, such as the carryover of past credits, 
accounting treatment and measures to ensure the additionality of 
overall emissions reduction. Lack of agreement may slow the path 
of decarbonisation, but an agreement that fails to address concerns 
may lead to abrupt policy changes further down the line. 

Expansion of Carbon Policies to “Hard-to-

Abate” Sectors Drives Demand for Offsets  
Tightening climate regulation is leading to the launch of numerous 
carbon ETS globally and the expansion of existing ones to more 
sectors. Emissions from the construction, transportation and 
agricultural sectors largely sit outside of emissions trading and 
carbon tax systems at present, despite their substantial abatement 
potential, including non-CO2 greenhouse gases, such as methane. 
Fitch Ratings expects the expansion of carbon trading schemes to 
these sectors will drive demand for offsets.   

EM, Industrials to Drive Offset Supply  
Regions and low-cost mitigation potential would likely benefit from 
an increase in inward investment. A lot of the forecast emissions 
growth will come from EM industrial sectors, where penetration of 
low-carbon technology is lower. Avoided emissions in these regions 
will be key to offset supply.  

Rise in ETS Costs Could Precede a Sharp 

Increase in Offset Prices - Driven by Policy  
The increase in EU ETS prices in recent months has been driven by 
policy announcements and market intervention. A further 
tightening of emission reduction targets is likely to lead to further 
increases in ETS prices, and a corresponding increase in offset 
prices. This is spurring an increase in the volume of trading and 
speculative positions, driven by an expectation of policy support. 

“2020 has been a turbulent year for carbon 
markets and will have a lingering impact on 
industrial output. We expect rising demand for 
consumption in emerging markets, coupled 
with a tightening of climate regulations, to 
drive a rapid increase in demand for carbon 
offsets, namely from ‘hard-to-abate’ 
construction, transportation and agricultural 
sectors.” 

David McNeil, Associate Director, Fitch Ratings 
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Regulatory Carbon Markets to Expand, Led 

by China 
Carbon ETS have evolved over time, from largely unregulated offset 
systems through the Kyoto Protocol-era Clean Development 
Mechanism (CDM) to more modern ETS and voluntary carbon 
offsetting standards. ETS schemes are regulated markets with net 
allocations usually determined on an annual or multiannual basis, 
while the voluntary carbon market remains largely unregulated, 
albeit with a growing role for third-party verification of offset 
projects, which tend to focus on forestry and forest restoration 
activities in the global south.  

 

The value of transactions of carbon ETS allowances and offsets 
reached an all-time high of USD219 billion in 2019, with much of 
this driven by an increase in demand for allowances under the EU 
ETS, as well as efforts to restrict supply. Prices rose following policy 
intervention to address historical oversupply, at the same time as 
demand grew. After falling to a low EUR14 a tonne due to the 
coronavirus crisis, prices have rebounded strongly to new record 
highs in anticipation of future tightening of emissions limits and 
supportive measures in the European Green Deal.  

The number and scope of ETS are due to expand as jurisdictions look 
for cost-effective methods to meet emission targets. Notably, of the 
162 Intended Nationally Determined Contributions (INDCs) 
submitted by countries under the Paris Agreement, more than half 
envisage a role for carbon markets as a means to deliver on national 
targets for emission reduction. This implies a significant increase in 
carbon trading from present levels, given the currently low 
coverage of ETS. 

 

National ETS are being launched across many regions. In Asia, China 
plans to launch its national ETS later this year, while Thailand, 
Vietnam and Indonesia are in the process of designing pilot schemes 
with a view to launching them in 2021. In Latin America, Mexico, Chile 
and Colombia are in the process of launching ETS building on existing 
carbon taxes (largely in the power sector), while Chile has been an 
active participant in the Warehouse Initiative of the World Bank, with 
the aim of developing a greenhouse gas (GHG)-mitigation portfolio of 
energy projects that could be traded under Article 6 of the Paris 
Agreement in the future.  

International ETS and Offsetting 

Country/ 
jurisdiction 

Domestic offsets 
permitted  

International offsets 
permitted 

EU ETS (Phase III, 2013 
– 2020) 

Yes  Yes  

Alberta  Yes  No  

California  Yes  Yes  

China ETS Pilots  Yes No  

Kazakhstan  Under consideration Under consideration 

Regional GGI (USA) Yes  Yes 

South Africa  Yes Yes  

South Korea   Yes  No  

Mexico Yes Under consideration 

Quebec  Yes  Yes  

New Zealand  Yes Yes  

Switzerland  Yes Yes 

Tokyo  Yes  Yes  

Chile Yes Yes 

Colombia  Yes Yes  

Source: Fitch Ratings, International Emissions Trading Association, Carbon Pulse  

 
China’s carbon market is likely to be significantly more consequential 
for ETS than carbon markets in other regions, given the scale of its 
domestic market. The national scheme will be applied initially to the 
utilities sector, but, in time, trading is expected to be extended to 
another eight industrial sectors (petrochemical, chemical, building 
materials, steel, nonferrous metals, paper and domestic aviation), 
building on the experience of the regional ETS pilots in China that 
have been operating since 2014.  

Yes
53%

Unclear
26%

No
21%

Source: Fitch Ratings, Carbon Pulse , IPCC

Majority of Country INDCs Envisage a Role for Carbon 
Markets

Carbon markets take three broad forms, with some degree 
of overlap:  

• Regulatory ETS: these include cap-and-trade regulatory 
systems such the EU ETS. Companies falling under the 
ETS can acquire or trade emissions allowances within 
the boundaries or scope of ETS, with some scope for 
purchase of compliance offsets (for example, 
California’s cap and trade systems) and a generally 
decreasing supply of allowances to drive reductions.   

• Compliance baseline and credit (or offset) markets: 
these are carbon markets administered by the UN, such 
as Certified Emissions Reduction (CER), Clean 
Development Mechanism (the world’s largest) or Joint 
Implementation (focused on EM). These schemes stem 
from the 1997 Kyoto Protocol and have suffered from 
deficiencies in policy design. The compliance offset 
market is estimated at USD40 billion-120 billion in size.  

• Voluntary offset schemes: this model allows companies 
to purchase offsets from third-party organisations 
certifying that emissions reductions have 
environmental integrity. The entire market depends on 
trust between project developers and buyers, with 
varying degrees of verification. The voluntary offset 
market is estimated at about USD300 million in size but 
has experienced rapid growth in the past five years.  
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China National Emissions and ETS Coverage 

  MtCO2e (2012) 

Overall GHG emissions 
(excluding land use 
change) 

 10,976  

Emissions covered by 
China ETS (cap) 

 3,300  

Overall Emissions by 
Sector  

Energy  7,947 

 Industry 1,297 

 Agriculture  832 

 Transport  703 

 Waste  198 

Source: Fitch Ratings, International Carbon Action Partnership  

 
Much uncertainly still surrounds the timing of rollout of China’s ETS 
and the trajectory of climate policies in post-crisis recovery, with 
more approvals for new coal-fired power plants in March 2020 than 
for the whole of 2019 and aggressive lobbying by industry groups 
for the increase of 2030 coal capacity targets.  

China’s draft Energy Law, released in June 2020, envisages 
province-level renewable targets and large-scale investments in 
grid modernisation to ensure rural regions can compete in energy 
switching. At the same time, the law underlines the role of fossil 
fuels in the domestic grid mix as well as Chinese overseas financing 
of coal capacity under the Belt and Road Initiative (BRI). The 
People’s Bank of China has estimated that BRI countries could 
account for over 50% of global emissions by 2050. 

Nonetheless, domestic Chinese solar and wind projects are 
expected to increasingly compete on grid price parity with coal, 
increasing fuel switching. This, coupled with the rollout of the ETS, 
could lead to increased carbon leakage from China to other BRI 
countries and bilateral trade partners. Emissions appear to be 
shifting across borders as a result of regulatory and market 
incentives, even in the absence of a globally agreed carbon market 
system. These pressures may increase if the proposed EU Border 
Carbon Adjustment is introduced. 

International Coordination Challenges 

Increase Policy Uncertainty  
Article 6 of the Paris Agreement is intended to support 
collaborative approaches and an enhanced role for the private 
sector to reduce the cost and difficulties of achieving national 
targets. This includes both the design and implementation of rules 
around the use of international offsets. Trading of international 
offsets has the potential of reducing the cost of decarbonisation by 
driving emission reduction in sectors and regions with the lowest 

mitigation costs. The Intergovernmental Panel on Climate Change 
estimates that the costs of the full implementation of Kyoto 
Protocol pledges in OECD countries using the CDM would be about 
0.3% of regional GDP, compared with as much as 1.5% in the case of 
domestic reductions alone.  

 

Many barriers to operationalising carbon markets remain, notably 
the treatment of international offsets within country targets, 
despite the scale of potential benefits of the Paris Agreement. A 
number of countries have insisted on the inclusion of international 
offset credits within domestic carbon reduction pledges (notably 
Brazil, Saudi Arabia and Australia), leading to an impasse in the 
absence of a major climate summit this year.  

Key concerns include the failure to achieve additionality of 
emissions reductions (ie emissions reductions occurring as a result 
of the offset that would not otherwise have occurred) through 
trading, and that mitigation activities jeopardise domestic 
emissions reductions under Nationally Determined Contributions, 
as well as possible double counting of emissions (offset reductions 
being incorporated within the emissions reductions targets of both 
the selling and purchasing countries), such as issues around the lack 
of verification and transparency of emissions reduction outcomes. 
As such, the post-Kyoto offset market system remains subject to a 
high degree of uncertainty.  

Perceived deficiencies of the CDM also add to concerns. Article 6 
envisages some trading of CDM projects, which have been 
hamstrung by oversupply and relatively low demand. Countries 
that benefited from relatively weak targets under the Kyoto 
Protocol were able to generate extremely high volumes of carbon 
credits, which have contributed to the supply glut. EDF Energy 
research estimates an increase in the volume of emissions 
reductions to 147 tonnes in the non-trading base case from 77 
billion tonnes in a scenario with full global emissions trading – an 
increase by 91%. However, a large transfer of CDM projects into 
Article 6 markets (as advocated by Australia) would likely suppress 
the price and emissions savings of the scheme.  
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Cost Savings of Trading Mechanisms in Meeting Paris 
Agreement Targets 

(% Cost saving from full carbon trading )
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The UN Framework Convention on the Climate Ambition Alliance 
of 120 nations, 996 businesses, 458 cities, 24 regions, 505 
universities and 36 investment groups, designed to galvanise 
support and strengthen implementation of net-zero pledges, does 
not define a role for using carbon offsets in achieving net-zero 
targets, but instead acknowledges the global debate as it currently 
stands. The criteria emphasise that if offsets are ultimately 
recognised, they must only be used to neutralise residual emissions 
that cannot be eliminated internally, and recognises the current 
divide between the use of high-quality offsets generated under 
recognised standards and organisations like the Science-Based 
Targets initiative (SBTi), which has been reluctant to endorse 
offsetting to meet net-zero targets. 

The European Commission currently states that it does not 
envisage utilising measures, such as international carbon credits 
(that have been permitted in previous phases of the ETS) beyond 
2020, but it remains unclear to what extent will Article 6 
transactions will be incorporated into compliance. Prices of offsets 
fell under both the CDM scheme and involuntary markets when the 
use of credits was restricted, to less than USD2/tonne. This limits 
the scope of mitigation activities and projects that can be financed 
under the scheme. 

Failure to achieve an international agreement could lead to a slower 
and more expensive path to decarbonisation. Alternatively, an 
agreement that fails to address concerns around additionality could 
lead to policy adjustments at a later date, risking more drastic 
changes should the urgency of meeting emission targets increase. 
This could lead to the risk of more abrupt adjustments and costs for 
entities that become more reliant on the use of offsets to meet 
emission targets rather than investing in low-carbon technology or 
shifting to less carbon-intensive business models. 

More broadly, uncertainty around the role of offsets limits the 
effectiveness of compliance markets and ETS, overall, both in 
determining the price of credits and development of projects 
contributing to mitigation.  

The treatment of certain types of activities for international offsets 
is also a point of contention. For example, CDM mechanisms 
penalise emissions reduction attributed to afforestation, in part 
because of the difficulties in measuring the additionality of 
decarbonisation from forestry projects. This is a legacy of the Kyoto 
Protocol and there is growing recognition among national 
governments of the need to address emissions reduction from 
forestry and land use, and associated incentives, in a more coherent 
manner, given the substantial abatement potential in the sector and 
its major role within voluntary offset markets. 

Expansion to “Hard-to-Abate” Sectors to 

Drive Demand for Offsets  
The expansion of international offsets and credits in regulatory 
systems such as ETS is likely to drive prices and demand for offsets 
higher particularly as allocations of allowances are reduced, despite 
uncertainty over their exact roles. Experience from the EU ETS 
points to different sectoral usage of credits and offsets. Companies 
engaged in manufacturing of cement, iron and steel were 
significantly more likely to make use of CER credits in Phase II of the 
EU ETS than companies engaged in fuel combustion or oil refining, 
even though those sectors benefited from large volumes of free 
allocations during this phase This may be due to the higher share of 
emissions within company subsidiaries and suppliers for the former 
sectors; for example, previous Fitch research has pointed to the 
impact of value chain emissions on the emissions profile of 
steelmaking (Emerging ESG Risks in the Metals and Mining Value 
Chain: A Joint Special Report from Fitch Ratings and CRU, June 
2020).  

Emission schemes have so far focused on power and industry 
sectors, but many other major sources of emissions largely sit 
outside ETS at present. Sectors such as the buildings and transport 
have emissions reduction potential at or above that of industrial 
emissions in most countries. This means carbon emission schemes 
will likely expand to other sectors as governments attempt to meet 
more aggressive emission targets, further driving demand for 
offsets from these sectors. 

The European Commission is exploring the extension of the ETS to 
transportation and buildings (currently included in California’s 
ETS). A number of European countries covered by the EU ETS in 
other sectors have already expanded their domestic carbon pricing 
scheme to transport and heating. Germany, Ireland and the 
Netherlands are recent examples, while the Nordics have priced 
road transport emissions since the early 90s. Retrofit and 
improvement of building energy efficiency are nearly half of the 
measures supported by the Green Deal, followed by incentives for 
electric vehicles and charging infrastructure.

 

 

Article 6 of the Paris Agreement: The Role of Carbon 
Markets  

This aspect of the Paris Agreement establishes the framework 
for trade in international emissions credits post-Kyoto 
Protocol. Article 6 of the Paris Agreement provides for: 

• Accounting rules requiring parties to apply robust 
accounting frameworks to approaches that involve 
the use of ‘internationally transferred mitigation 
outcomes’ towards nationally determined 
contributions. These rules will enable the linking of 
schemes while ensuring the integrity of commitments. 

• A mitigation mechanism to replace existing 
mechanisms (such as CDM and Joint Implementation) 
and provide for certification of emissions reductions 
for use towards nationally determined contributions. 
This could facilitate participation in international 
carbon markets on the basis of a defined contribution 
to mitigation. 

https://app.fitchconnect.com/search/research/article/RPT_10123194
https://app.fitchconnect.com/search/research/article/RPT_10123194
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Some advanced economies with net-zero pledges have implicitly 
acknowledged in their legislation that some degree of offsetting will 
be required in ‘hard-to-abate’ sectors such as agriculture, aviation 
and waste, with a handful indicating that purchase of international 
offsets will be permitted as part of their net-zero goals. Critically, 
almost all pledges address the full range of GHG (eg not only CO2 in 
isolation), implying deeper emission cuts in these sectors. A 
continued rise in ETS prices will increase pressure to use offsets and 
credits (particularly within national ETS) in these sectors, 
particularly as allocations of allowances fall. 

 

 

 

 

 

Current Legislated International Net-Zero Pledges 

Country/jurisdic
tion Year Coverage  

International 
offsets permitted 

California  2045 All GHGs Unclear 

Chile  2050 CO2 Unclear  

Costa Rica 2050 All GHGs Unclear  

Denmark  2050 All GHGs Unclear  

EU 28 2050 All GHGs Unclear 

Fiji 2050 All GHGs Unclear  

Finland  2035 All GHGs No 

France  2050 All GHGs No  

Marshall Islands 2050 All GHGs No  

New York 2050 All GHGs  No  

New Zealand 2050 All GHGs, except methane 
from agriculture & waste 

Unclear  

Norway 2030 All GHGs Yes 

Portugal  2050 All GHGs No  

Sweden  2045 All GHGs Yes 

UK 2050 All GHGs Yes  

Source: Fitch Ratings, New Climate Institute 
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EU ETS Allowance Price (EUA) 
(EUR/Tonne)

Oil Majors, Utilities Spur Offset Demand  

One burgeoning source of demand for offset credits are oil 
majors, responding to increased scrutiny and investor activism. 
Royal Dutch Shell plc and Eni SpA have recently made major 
pledges to invest in nature-based carbon offsets to the tune of 
USD300 million and 60 million tonnes of CO2 in Shell’s case. BP 
plc has purchased more than 40 million offset credits under the 
California cap and trade system since 2016 at a cost of several 
hundred million dollars. Also, last year it invested USD5 million 
in a Pennsylvania-based offset supplier (Finite Carbon), with 
the expectation of both fulfilling its own regulatory 
requirements as well as selling on credits to other market 
participants. Finite has recently launched a web portal to allow 
small landholders to assess the potential offset value of their 
land. It anticipates wider use of remote sensing and satellite 
data to reduce verification and transaction costs of offsetting. 
BP’s approach reflects a growing engagement with carbon 
offsets in the trading divisions of some utilities, and a shift in 
perceptions of offsets (and ETS allowances) from a conventional 
regulatory compliance cost to valuable commodities in their 
own right, with values expected to increase over time. RWE AG, 
for example, has hedged its position on carbon offsets for three 
years in order to supply customers with zero carbon energy 
while also profiting from speculative trading.  

Notably, many trading divisions of banks and large institutional 
investors, including pension funds, have increased their 
exposure to carbon offset credits in the past two years, and new 
products as the Global Emissions Offset by Xpansiv CBL 
Holding Group have been launched in recent months. 
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Concurrently, a growing number of companies are setting net-zero 
or science-based targets (with the number pledged to the SBTi 
approaching 1,000). On a sectoral basis, utilities, insurance and real 
estate companies are the most prevalent in terms of targets, 
indicating that offsets are likely to play an increasing role in these 
sectors as low-hanging abatement options are exhausted and Scope 
3 (supply chain) emissions increasingly factored into target setting. 

 

Demand for voluntary offsets rose sharply in the years preceding 
the coronavirus crisis, particularly in projects relating to forestry 
and land use carbon emissions (where growth by volume was nearly 
300% in the past two years, with projects concentrated in Latin 
America and Africa). Increased corporate demand for voluntary 
credits is likely to lead to an increase in the average price of these 
credits over time. 

Other interesting patterns have emerged: smaller companies (in 
terms of turnover) have been significantly more likely to make use 
of offsets, as have manufacturing companies with subsidiaries in 
joint-implementation countries such as Russia or Poland. The 
influence of related regulations (notably the Renewable Energy 
Directive) may explain the more limited use of offsets by utilities. 

Aviation Offsetting to Have Limited 

Financial, Emissions Impact  
Aviation is a rare example where global coordination on the use of 
offsets is occurring at the sector level, in part due to the cross-
border nature of the industry. The Carbon Offset and Reduction 
Scheme for International Aviation (CORSIA) comes into force in 
2021, requiring airlines flying between participating countries to 
buy offsets for emissions growth above average annual emissions 
from a 2019-2021 baseline. However, recent changes to the 
emissions baseline accepted under the scheme and the lingering 
effect of the pandemic impact on passenger growth will likely blunt 
the impact of the scheme in reducing emissions. Previous Fitch 
research has highlighted the growing gap between government 
(Lower Traffic Growth Key for Aviation CO2 Emission Cuts, but 
May Cause Sector Disruption, November 2019) 

Projected upward trends in passenger growth in the mid-2020s will 
support demand, either within the voluntary carbon market or 

within a regulated market if aligned with a global Paris Agreement-
compliant standard. In addition, it is likely that continental flights in 
the EU, which currently fall under EU ETS, will be integrated within 
the scheme in the near future. 

The International Civil Aviation Organization in March 2020 
endorsed six offsetting programmes for inclusion in CORSIA: the 
UN’s CDM, China’s GHG Voluntary Emission Reduction Program, 
the Swiss-headquartered Gold Standard and US-based offset 
registries American Carbon Registry, Climate Action Reserve and 
Verra’s Verified Carbon Standard.  

Two other programmes of the 14 that originally applied for CORSIA 
eligibility – the World Bank’s Forest Carbon Partnership Facility 
and the Middle Eastern and North African region’s Global Carbon 
Council were conditionally approved subject to further review.  

The International Civil Aviation Organization also adopted its 
technical advisory board recommendation for only accepting 
credits generated from 2016-2020 to supply CORSIA’s 2021-2023 
pilot phase, with the aim of avoiding double counting from 2021 
under the Paris Agreement’s Article 6 carbon markets. 

There is concern that the inclusion of such a wide range of offset 
schemes within the pilot phase of CORSIA could lead to a supply 
glut and persistently low prices. Recent announcements on the 
scheme’s baseline period are expected to save airlines about 
USD15 billion in offsetting costs, with most of them not required to 
make investments in offsets until 2024 at the earliest.  

Much will depend on the impact of the crisis on airline revenues and 
the speed of subsequent recovery. A sharp decline in airline 
revenue per passenger kilometre followed by a swift recovery to 
previously projected levels in 2021 would entail a nearly 50% 
increase in demand for offsets from the base case, while a sustained 
revenue slump would have a small effect on offset demand.  

Our current projections point to a delayed return to 2019 levels of 
passenger revenue by 2023 or later, blunting the impact of CORSIA 
in driving emissions reductions in the sector. Revenues are 
projected to more than halve in 2020, followed by a slow upward 
trajectory.  
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https://app.fitchconnect.com/search/research/article/RPT_10101060
https://app.fitchconnect.com/search/research/article/RPT_10101060
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More broadly, the relatively low cost and quality of offsets 
purchased by airlines are drawing increasing scrutiny. EasyJet’s 
offsetting of ‘three years of emissions’, for example, entailed a 
carbon cost of GBP3/tonne, compared with GPB24/tonne under 
the EU ETS. EasyJet’s expenditure under the EU ETS was GBP80 
million in 2019, but full coverage of its emissions would have been 
GBP180 million, according to estimates by the Financial Times. 

This points to low prices and demand in the voluntary offset market 
for airlines and persistent use of free allocations in the regulatory 
market. In the EU, emissions reductions in other industries subject 
to the ETS have been deepened to offset increases in emissions for 
the airline sector. Accordingly, most airlines with net-zero pledges 
have made limited investments in fuel efficiency or technology 
improvements as a result of limited incentives, although there have 
been some exceptions, such as JetBlue. 

International Airlines Net-Zero Pledges 

Carrier  Target year  Use of emissions offset credits 

Delta  2050 Unclear  

JetBlue  2020 Yes 

Etihad Airways 2050 Unclear 

Qantas  2050 Unclear 

British Airways  2050 Unclear 

Iberia  2050 Unclear 

Aer Lingus  2050 Unclear  

Level  2050 Unclear  

Air France  2020 Yes 

Ryanair  2050 Unclear  

Aer Lingus 2050 Unclear  

EasyJet  Ongoing Yes 

Source: Fitch Ratings  

EM Power and Industry to Drive Offset 

Supply  
Regions and sectors where carbon mitigation costs are low may 
benefit from investment flows as demand for carbon offsets 
increase. Notably, large EM producers such as China, India and 

Russia with substantial hydrocarbon resources benefit particularly 
from market mechanisms because they can abate emissions from 
power and industrial activities more cheaply than those countries 
that have achieved more substantial penetration of low-carbon 
technologies. Research by the World Resources Institute points to 
substantial emissions abatement potential by 2030 even under a 
relatively low carbon price in China, India, USA, Brazil and Russia, 
driven by wider dependence on coal and other fossil fuels in these 
countries 

 

Over half of CDM emission credits were issued by China in the past 
15 years, driven by the rapid growth of investment in the domestic 
energy sector over this time and associated growth of low-carbon 
projects. China’s lower mitigation cost in part reflects a large-scale 
energy system and greater flexibility of fuel switching and reducing 
carbon emissions at lower costs, with Brazil and Latin America also 
playing a growing role over time given the potential of hydroelectric 
energy and afforestation for achieving emissions reductions.  

 
In addition to power and manufacturing, which have been the focus 
of emissions reductions so far, buildings, transport and agroforestry 
also carry substantial abatement potential as penetration of low-
carbon technology is comparatively limited, particularly in EM.  

Research by the International Energy Agency on the marginal 
abatement costs of different decarbonisation options indicates that 
a substantial share of 2030 mitigation opportunities globally are 
available at a relatively low carbon price incentive point of 
USD42/tonne, when considering likely sources of future emissions 
growth and mitigation options based on existing technologies. 
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Post-Coronavirus Recovery  

(Revenue in USDbn)

0

200

400

600

800

1,000

1,200

C
h

in
a

In
d

ia

U
S

A

B
ra

zi
l

R
u

ss
ia

S
o

u
th

 A
fr

ic
a

C
a

n
a

d
a

F
ra

n
ce

Ja
p

an

G
e

rm
an

y

U
K

It
al

y

M
e

x
ic

o

Source:  Fitch Ratings, WRI

2030 Mitigation Potential Under USD10-30 Per Tonne 
Carbon Price 
(Mt CO2e)

0 10 20 30 40 50 60

China
India

South Korea
Brazil

Other Countries
Indonesia

Mexico
Chile

Vietnam
Egypt

Uzbekistan
South Africa

Colombia
Argentina

Thailand
Malaysia

Source: Fitch Ratings, UNFCCC

China Represents Half of Emissions Reduction Credits 

Issued (2005-2020)

(%)



 

Sustainable Insight  │  9 September 2020  sustainablefitch.com 9 

 

  

 

Sustainable Finance 
Industrials 

Global 

Global Abatement Potential by Sector Under a 
Moderate Carbon Price Scenario (Mitigation Costs 
<USD42/tonne) 

Sector 

Share of 
abatement 

potential, 
2030 (%) 

Example activities (marginal 
abatement cost average 
<USD42/tonne) 

Power  22 Renewable energy 

Manufacturing 22 Energy efficiency, fuel switching  

Buildings 14 Improved insulation, 
heating/cooling, energy efficient 
lighting 

Transportation 11 Fuel efficient vehicles, biofuels  

Forestry  25 Afforestation, avoided 
deforestation 

Agriculture/waste 6 Methane capture, non-tillage  

Source: Fitch Ratings, McKinsey, International Energy Agency, US EPA 

 

Most existing NDCs under the Paris Agreement focus on a 
relatively limited number of sectoral targets, varying by region. 
Developed market NDCs tend to focus extensively on 
decarbonisation targets in the power sector and, to a lesser extent, 
industry. EM economies are substantially more likely to refer to 
forestry, land use and agricultural emissions reduction targets 

within their own NDCs (as these sectors usually represent a larger 
share of economic activity in these countries).  

Research by the International Emissions Trading Agency shows 
that the pattern of buyers and sellers of carbon credits will shift 
over the coming decades. Many EM, export-oriented economies 
will switch to net purchasers of offsets as their economies develop. 
China is a special example given the size and nature of its domestic 
economy, with growing demand for offsets likely to be met in the 
domestic market through offsets issued under China’s GHG 
Voluntary Emission Reduction Program. Ongoing economic growth 
will eventually shift China from being the largest supplier of offsets 
internationally to a net buyer, likely after 2030.  
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