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• Carbon pricing is an 

integral element in the 

overall climate policy 

architecture

• Carbon pricing can be 

an effective green 

fiscal policy 

instrument to facilitate 

government spending 

and taxation to influence 

green growth 

• To ensure a key role of 

carbon pricing, policy 

makers should reflect on 

what it is designed for 

and expected to do and 

design a policy mix

Carbon Pricing in the Broader Climate Policy Architecture                             

(Source: Asian Development Bank)

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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Quantity Based Hybrid Instruments Price Based

External

Internal

Company Wide 

Emissions Trading

Internal Shadow 

Pricing

CARBON PRICING

Cap-and-trade

(emissions trading)

Baseline-and-

crediting

Carbon Tax

Source: Asian Development Bank



Domestic Emission Trading Systems (cap-and-trade)
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Source: ICAP 2019c Source: Chandreyee and Velten 2014

• 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. 

EMISSIONS

TIME

Emissions Cap

Unused Permits
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Understanding Abatement Options in Order of their Cost
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Mitigation options with negative cost

Option 1 has the 

lowest cost and 

should be 

undertaken first

Option 1

Option 2

Option 3

Option 3
Option 4

Option 5
Option 6

Option 7

Option 8

Option 9

Option 9 

has the 

highest 

cost

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



Informing Instrument Choice 
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Schematic of Policy Mix for Addressing Climate Change Mitigation Effectively 

CO2 = carbon dioxide, EUR = euro, t = ton. 

Price of CO2

EUR/tCO2

Reduced long-term

marginal abatement cost

Technology support policies to reduce 
costs for long-term decarbonization

Carbon price mediates 
action economy wide 

Policies to unlock cost-effective 

energy efficiency potential that is 
blocked by noneconomic barriers

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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Source: Adapted from Partnership for Market Readiness. 2021. Carbon Pricing Assessment and Decision-making: A Guide to Adopting a Carbon Price. 
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» Credible enforcement mechanism and 

punishments for emission liabilities

» Monitoring and reporting institutions for 

other policies (such as taxes) or standalone 

data gathering and reporting system

Market 
oversight

» Financial market regulation that provides 

stability and punishes misconduct

Trade 
infrastructure

» Registry for holding/trading units

Allocations
» Production and emissions data for 

determining free allocations

» Clear lines of responsibility 

» Access to emissions verification or auditing 

service providers 

» Established data collection processes

» Access to verification services

» Businesses’ ability and willingness to 

comply with regulation

» Liquid market, operating through exchange 

based trading

» Internal carbon risk management processes

» Understanding of allocation design and 

competitiveness implications



Interaction of Domestic ETS with Other Policy Instruments

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

Examples

Lilkely impact on 

allowance demand and 

carbon price in an ETS

Complementary

Improve 

functioning of 

carbon markets

• Energy market reform (e.g., facilitating cost pass-through)

• Infrastructure upgrades

• Energy efficiency labeling 

• Pollution/emissions measurement

Overlapping

Duplicate 

incentives in 

carbon markets

• Feed in tariffs

• Green certificate programs, such as 

renewable energy targets

Countervailing 

Oppose 

incentives in 

carbon markets

• Fossil fuel subsidies

• Industry tax breaks and special treatment



Case study: National ETS in People’s Republic of China
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2021

• ≈ 40% of national CO2 emissions, 2000+ entities with annual emissions of 26,000+ tCO2 

• Power sector (electricity and heat and generation)

• Free allocation using output-based benchmarking; up to 5% offset use

2025

• ≈ 60% of national CO2 emissions, 3700+ entities with annual emissions of 26,000+ tCO2  

• Power, steel, cement, and aluminum sectors

• Free allocation using output-based benchmarking, up to 5% offset use

2027

• Expand the national ETS to cover all major industrial sectors; broaden the carbon 
crediting market to include all eligible fields

• Prioritize absolute caps for stable industries and gradually implement combination of free 
and paid distribution of allowances, over time decreasing free allocation portion 

2030

• 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. 
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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 (CO2) from regulated installations in specified sectors. 

• Covers CO2 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 CO2 per year are regulated and allocated allowances. 

• Administered installations range in emissions from 10,000 to 20,000 metric tons of CO2 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.



Thank You! 
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