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Carbon Pricing in the Broader Climate Policy Architecture
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Key Benefits of Carbon Pricing
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Source: Partnership for Market Readiness. 2021. Carbon Pricing Assessment and Decision-making: A Guide to Adopting a Carbon Price.



The Landscape of Direct Carbon Pricing Instruments
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Domestic Emission Trading Systems (cap-and-trade)
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* In domestic emissions trading systems, governments define emissions caps for regulated entities in
one or more sectors and issue emission allowances to those entities

* Every year, regulated entities must surrender a quantity of allowances to the regulator
corresponding to their emissions. Regulated entities can trade allowances amongst themselves.




Understanding Abatement Options In Order of their Cost
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Source: Partnership for Market Readiness. 2021. Emission Trading in Practice: A Handbook on Design and Implementation. Second Edition.



Informing Instrument Choice

Schematic of Policy Mix for Addressing Climate Change Mitigation Effectively
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Policies to unlock cost-effective
energy efficiency potential that is
blocked by noneconomic barriers

CO, = carbon dioxide, EUR = euro, t = ton.

Source: C. Hood. 2013. Managing Interactions Between Carbon Pricing and Existing Policies. Paris: International Energy Agency/Organization for Economic Cooperation and Development.



Capacity Requirements Across Instruments
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Interaction of Domestic ETS with Other Policy Instruments
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Complementary « Energy market reform (e.g., facilitating cost pass-through)
* Infrastructure upgrades

* Energy efficiency labeling

* Pollution/emissions measurement

Improve
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Source: Partnership for Market Readiness. 2021. Emission Trading in Practice: A Handbook on Design and Implementation. Second Edition. 9



Case study: National ETS in People’s Republic of China

» Power sector (electricity and heat and generation)

» = 40% of national CO, emissions, 2000+ entities with annual emissions of 26,000+ tCO,
* Free allocation using output-based benchmarking; up to 5% offset use

* Power, steel, cement, and aluminum sectors

» = 60% of national CO, emissions, 3700+ entities with annual emissions of 26,000+ tCO,
 Free allocation using output-based benchmarking, up to 5% offset use

crediting market to include all eligible fields

* Prioritize absolute caps for stable industries and gradually implement combination of fre

« Expand the national ETS to cover all major industrial sectors; broaden the carbon
e
and paid distribution of allowances, over time decreasing free allocation portion

» National ETS under an absolute cap with a mix of free and paid allocation of allowances
» Carbon crediting market with broad participation and international integration

Source: Asian Development Bank using information from State Council published by Xinhua on 25 August 2025. 10



Case study: Domestic Carbon Markets in Kazakhstan

« Carbon budget: determines the maximum amount of GHG emissions permitted in Kazakhstan.

Set for five consecutive years and aligned with international commitments.
Covers emissions both within and outside the carbon quota system.

« Carbon quota system: also referred to as the Emission Trading System (ETS), covers carbon dioxide
emissions (CO,) from regulated installations in specified sectors.

Covers CO, emissions from electric power, oil and gas, mining, metallurgical and chemical industries,
cement, lime, gypsum and brick production — representing =45 of national GHG emissions.

The absolute cap is defined in the National Carbon Quota Plan, with indication of total available free
allowances, which are allocated using output based-benchmarking.

Installations emitting over 20,000 metric tons of CO, per year are regulated and allocated allowances.

Administered installations range in emissions from 10,000 to 20,000 metric tons of CO, per year in
regulated sectors, with obligation to report emissions but not subject to verification or quota surrender.

Carbon offsets may be generated from activities in any sector in Kazakhstan, provided that the
emission reductions are not directly covered by the carbon quota system.

As per NDC 3.0, reform of the offset framework is planned by the end of 2026.
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Thank You!
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