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Trade has @& inextricablerelationship with climate change.

Onthe one hand, research shows that open economies emit more CO2 per paswade
contributes to climate change through activities such as mining, power generation,
manufacturing, transport, marketing anmbnsumption On the other hand, climate change
hinders trade as well. Rising and falling water levels affect the amount of cargo that can be
transported, widfires affect supply routes and availability wbrkforce, and floodingin a
singleregioncan bottleneck an entire global supply chain.

There is a growing recognition among Governments of the link between trade and climate
change. One such methagbvenments employto address thiss by issuing carbon credits.
Carbon credits aim to reduce emissions in the privae privatesectors while balancing
considerations of competitiveness armdjuity. One of the most common mechanisnas
operationalize such c¢hon credits isan Emissions Trading SysteBT $ whereby emissions

are bought and sold on the open marké&tancially incentivizing corporations to go green.

Measures such as thETShave also led tahe inception of CarborBorder Adjustment
MechanismgCBAMS. While ETSs levy an interrerbon price CBAMSallow countries to
subject imports to a carbon price as well order to offset the carbon price paid bthe
domestic industry CBAMs arean example of howtrade measuresseek to address
environmental and economic goals simultaneously

India also seeks to implement an ETS in the coming years as the Energy Conservation
(Amendment) Bill, 2022, was passed on 8 August 2022, laying down the legistatieg/ork
toenabletheA YL SYSy il GA2y 2F I bOFNb2y ONBRAG NI

In this primer we examine the current state of play when it comes to ETSs. We look at what
9¢{a FINBZ (GKS glea Ay HKAOK GKS&2Q@S 06SSy AY
identified in designing an ETS. We use thistdlool & LY RAI Q& %ewto | YR dz
implement an ETS that works arsdresilient to global changes.

! Harun Onder,What does trade have to do with climate change(Bep.12, 2012), available at
https://cepr.org/voxeu/columns/whatdoestrade-have-do-climate-change

2 Jacques Lesligdow Climate Change Is Disrupting the GlobalpSuChain (Mar. 10, 2023, available at
https://e360.yale.edu/features/howclimate-changeis-disruptingthe-globalsupply-chain
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An Emissions Trading System is a mechanism whgemissions are measured and traded.
The idea behind an ETS is to implemiat adoption ofgreenhousegassesGHG emission
reduction processes and technologies in a mamthat does not stifle growth.

While ETSs may possess differehtairacteristics, one common feature of all ETSs is the
presence of a tradeable instrumerguch as an allowance or a credis discussed further,

this instrument represents GHG emissions, often expressed in terms of tonnes of carbon
dioxide (tCQ) or tonres of carbon dioxide equivalent (teX), and iggivena monetary value.

Thus, this instrument allows for GHG emissions to be expressed in terms -afamcl
OdzNNBy Oes>s GKSNBoe& ONBI (angriaking GHG dMissofsa cdsieoNI DI L
doing bisiness’® This idea of pricing GHG emissions is the backbone of an ETS.

9¢{a dzaS GKAa GLINAROSé (2 LINRPY20GS DID SYA&aa:?z
buy the tradeable instrument so created. This purchasing requirement, which may take the

form of mandatory surrendering of allowances or purchasing of credits in a certain

LINR L2 NIGAZ2YS>S SyadzNBa GKFd DID SyArAaaizya I NB
operations. Therefore, entities must include this cost of GHG emissions imofieiatioral

plans and by extension, consider GHG emisdioaisiselves

Thus ETSs represent a markieased mechanism where GHG emissions are disincentivized by
making businesses consider the financial consequences of their GHG emiaduitisnally,

the preserte of a trading mechanism does not place a univé&saualburdenon all entities

to reduce emissions; entities for whom it is easiedfaster to reduce emissions can benefit

from the additional revenue generated by trading, while entities in sectors with-taabate
SYyraarzya Oly o0dz2 a4FAR ONBRAGA&AX STFFTSOUAOSTE e

3 EMISSIONBRADINGN PRACTICEHANDBOOK ORESIGMINDIMPLEMENTATIONCAP, 2d ed.), page 17, available
at https://icapcarbonaction.com/system/files/document/etsandbook2020 finalweb.pdf
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The Fundamentals adn Emissions

Trading System
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