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ABSTRACT

In response to the global warming crisis, in Rio deo Janeiro of Brazil, the 1992 UN Conference
on the Environmental and Development clearly raised the concept of sustainable development.
Through this conference more than 150 countries had established “United Nations Framework
Convention on Climate Change”, which was called UNFCCC for short. UNFCCC is the first
convention to take full control of greenhouse gas emissions including carbon dioxide  discharge
and is an international convention to fight global warming which is causing a lot of adverse
effect to the development of society and economy. After that, in December 1997, the third
Conference of the Parties (COP) under the UNFCCC held in Kyoto of Japan, which aimed at
limiting carbon emissions in developed countries. In this way, we can curb global warming.
Carbon trading is a advances format, where firms or countries buy and sell carbon permits as
part of a program to trim out carbon emission. It is a widespread method and countries utilise it
in order to meet their obligations specified by international Kyoto Protocol (1997) of United
Nations Framework Convention on Climate Change; namely the reduction of carbon emissions
in order to mitigate future climate changes. It specifically targets carbon dioxide calculated in
terms of CO

2 
equivalent or CO

2
. Currently, future contracts in carbon credits are actively traded

in European Exchanges (ECX).The European Union Emission Trading Scheme (EU ETS) is
the largest multinational, greenhouse emissions scheme in the world and is committed to reduce
8% 1990 levels of emission in 2008-2012.Carbon Development Mechanism (CDM) is another
trading project which is administered by the CDM executive which reports and is accountable to
the Conference of  Parties(COP) Carbon Trading. In India, though we are potentially the largest
market for carbon credits on the MCX, we still need to implement proper policies to allow trading
of certified emission reductions (CERs), carbon credit. To increase the market for carbon trading
Forward Contracts (Regulation) Amendment Bill has been introduced in the Parliament. Thus
we see that Carbon Trading is definitely the “Greenest” pastures for business trading for the
small and large scale private and governmental sectors in India with opportunities for everyone.
So, in this paper, we have reviewed and put forward the technologies and market standards
that we can set so that the concept of carbon trading can have its roots in India too.

Keyword: Carbon Permits, Kyoto Protocol, Carbon Development Mechanism (CDM), Carbon
Footprint .Carbon trading in India

INTRODUCTION

Increase in GHGs mostly the Carbon dioxide
is the serious problem of the era. The problem
with humans contributing so much carbon dioxide
is that Earth’s natural system is overwhelmed and

can’t keep up with the rate of our CO
2
 release.

The natural carbon cycle is disrupted and Earth’s
carbon ‘sinks’ or places that carbon can be safely
absorbed are either diminishing or saturated. The
terms ‘Global Warming’ and ‘Climate Change’,



International Journal of Scientific and Innovative Research 2014; 2(1): 196-205,

P-ISSN 2347-2189, E- ISSN 2347-4971

www.ijsir.co.in 197

describes what is happening..!! Global economic
growth is driving higher carbon dioxide emissions
and we really must manage the tremendous
amounts of carbon dioxide we are emitting.

Definition of ‘Carbon Trade’

An exchange of credits between nations
designed to reduce emissions of carbon dioxide.
The carbon trade allows countries that have
higher carbon emissions to purchase the right to
release more carbon dioxide into the atmosphere
from countries that have lower carbon emissions.
The carbon trade originated with the 1997 Kyoto
Protocol and is intended to reduce overall carbon
dioxide emissions to 5% below 1990 levels
between 2008 and 2012.

Carbon emissions trading is a form of
emissions trading that specifically targets carbon
dioxide calculated in tonnes of carbon equivalent
or tCO

2
e and it currently constitutes the bulk of

emissions trading. This form of permit trading is
a common method and countries utilize it in order
to meet the obligations specified by Kyoto
Protocol; namely the reduction of the carbon
emissions in an attempt to mitigate the future
climate change. Emission trading works by
setting a quantitative limit on emissions produced
by emitters.

How are carbon credits created?

The carbon market can be divided into two:
the voluntary market and the regulatory
(compliance) market .In the compliance market,
carbon credits are generated by projects that
operate under one of the United Nations
Framework Convention on Climate Change
(UNFCCC) approved mechanisms such as the
Clean Development Mechanism (CDM).Credits
generated under this mechanism are known as
Certified Emissions Reductions (CERs). In the
voluntary market, carbon credits are generated
by projects that are accredited to independent
international standards such as the Verified
Carbon Standard (VCS). These credits are
known as Verified Emission Reductions (VERs).
Carbon Trade Exchange supports the trading of
both voluntary and compliance credits. It is
important to note that carbon credits differ from
carbon allowances although the term carbon
credit is interchangeably used to represent both.

Although in most cases, they both represent
one tonne of carbon dioxide equivalent,
allowances do not originate from carbon projects
but are allocated to companies under a ‘cap and
trade’ system such as the EU Emissions Trading
Scheme – therefore, they represent the right to
emit.

How are carbon credits issued?

All projects listed on CTX are certified,
verified and registered, ensuring that actual
emission reductions take place before the credits
are issued thus providing a secure and
transparent environment for carbon trading. The
process of getting credits issued varies
depending on the credit type i.e. CERs vs VERs.
However, below is a very general overview of
the process a project developer needs to follow
before credits can be issued:

1. The selection of a approved methodology
which quantifies the GHG benefits of a
project

2. The development of a Project Design
Document (PDD) which describes the whole
project in detail including the project
crediting period and the demonstration of
additionality

3. An independent auditor reviews the PDD
and validates the project

4. The project is monitored to ensure that GHG
reductions are occurring

5. The monitoring reports are verified by an
independent auditor

6. The project gets credits issued into a
appropriate registry account

Where are carbon credits held?

Carbon credits are stored electronically in
‘registries’. Registries are essential for issuing,
holding, and transferring carbon credits. Once a
carbon project is issued with credits, the registry
gives each one a unique serial number so that
they can be tracked through their entire life-cycle.
Registries also facilitate the retirement
(surrendering) of credits for carbon neutrality
purposes, ensuring credits are not resold at a
later date.

In the voluntary carbon market, the largest
registry is the Market Environmental Registry
which CTX is directly connected to. In the
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compliance markets, each scheme has its own
arrangements with regards to registries. CTX is
connected to various national registries in the EU
via CDC Climate’s Registry Electronic Interface
(REI).

Greenhouse gases

Greenhouse gases trap heat in the Earth’s
atmosphere. Cars, planes, power plants and
factories all emit GHG. The Kyoto Protocol, an
international GHG agreement, defines six
troubling types of emissions:

· Carbon dioxide (CO
2
): When fossil fuels,

waste and plant matter burn, they emit CO
2
,

the most common GHG emission.

· Methane (CH
4
): Landfills, l ivestock,

agricultural activities and the production of
coal, natural gas and oil all generate CH

4
, an

emission far more powerful than CO
2
.

· Nitrous oxide (N
2
O): Sewage treatment and

the combustion of fossil fuels both produce
N

2
O. s However, fertilizer and agricultural soil

management release the majority of this
potent emission.

· Sulphur hexafluoride (SF
6
): The electric

power industry uses this man-made
compound for insulation and current
interruption.

· Hydro fluorocarbons (HFCs): Solvents,
refrigerants, fire fighting agents and
propellants for aerosols use HFCs as a
replacement for ozone-depleting
chlorofluorocarbons (CFCs).

· Per fluorocarbons (PFCs): There are
relatively low amounts of PFCs in the
atmosphere, but they’re hard to get rid of.
The estimated atmospheric life of this solvent
and component of aluminium production
ranges from 10,000 to 50,000 years!

KYOTO PROTOCOL:

United Nations Framework Convention on
Climate Change

The Kyoto Protocol is an historical
agreement. It was the first international
agreement in which many of the world’s industrial
nations concluded a verifiable agreement to
reduce their emissions of six greenhouse gases

in order to prevent global warming. The major
feature of the Kyoto Protocol is that it sets binding
targets for 37 industrialized countries and the
European community for reducing emissions.
These amount to an average of five per cent
against 1990 levels over the five-year period
2008-2012.The Kyoto Protocol was adopted in
Kyoto, Japan, on 11 December 1997 and entered
into force on 16 February 2005. 184 Parties of
the Convention have ratified its Protocol to date.
It is an international agreement linked to
the United Nations Framework Convention on
Climate Change. The conference ended with an
agreement of “Kyoto Protocol”. The Protocol
took formal effect on  February 16th 2005. “Kyoto
Protocol” is internationally binding and
enforceable agreements that will encourage
countries to reduce greenhouse gas emissions.
The Kyoto Protocol has introduced ground
breaking concepts on carbon credits, carbon
footprint and emissions trading.

Annex - I Countries:

United States of America, United Kingdom,
Japan, New Zealand, Canada, Australia,

Austria, Spain, France, and Germany etc.
agree to reduce their emissions (particularly
carbon dioxide) to target levels below their 1990
emissions levels. A total of 41 industrialized
countries are currently listed in the Convention’s
Annex-1 including the relatively wealthy
industrialized countries that were members of the
Organization for Economic Co-operation and
Development (OECD) in 1992, plus countries
with economies in transition (EITs), including the
Russian Federation, the Baltic States, and
several Central and Eastern European States.

Annex II Countries:

Annex II countries are a sub-group of the
Annex I countries. Developed countries which
pay for costs of developing countries if they
cannot reduce their emissions, they must buy
emission credits from developing countries or
invest in conservation are included in this
category. Countries like United States of America,
United Kingdom, Japan, Newzealand, Canada,
Australia, Austria, Spainetc are also included in
Annex- II.

This serves three purposes:
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a) Avoids restrictions on growth because
pollution is strongly linked to industrial
growth, and developing economies can
potentially grow very fast.

b) It means that they cannot sell emissions
credits to industrialized nations to permit
those nations to over-pollute.

c) They get money and technologies from the
developed countries in Annex II.

Kuwait, Malaysia, Pakistan, Phillippines,
Saudi Arabia, Sigapore, South Africa, UAE  etc.
Developing countries have no immediate
restrictions under the UNFCCC.

This serves three purposes:

a) Avoids restrictions on growth because
pollution is strongly linked to industrial
growth, and developing economies can
potentially grow very fast.

b) It means that they cannot sell emissions
credits to industrialized nations to permit
those nations to over-pollute.

c) They get money and technologies from the
developed countries in Annex II.

CARBON EMISSIONS TRADING

It is relatively a new market and has traded
a bit at minor levels in the OTC market since the
1990s .Recent developments in this vibrant
market is due to significant global governmental
involvement which has facilitated the tremendous
growth for carbon emission trading since 1997
from $727 million in 2004 to over $120 billion in
2008. The carbon credit market emerged due to
various regularity bodies that collaborated with
governments to establish the framework for
carbon emission trading in a proactive attempt
to involve the world to decrease their carbon
footprint.

Furthermore, due to the complexity of this
market, carbon emission trading has attracted
numerous intermediaries including brokers,
exchangers, aggregators and financiers.

Opportunities for market participants are
expected to continue to increase as the value of
global carbon markets are forecast to grow by
68% per year to $669 billion in 2013.With the EU

members taking common commitment to reduce
their average greenhouse emissions by 8% in
the first Kyoto commitment (2008-2012), the EU
has set up a European Emissions Trading
Scheme. With the Japanese and Canadian
governments entering the markets, and
increased pressure on US companies to comply
with the carbon emission reduction, the end-user
in this market has grown and will continue to do
so. Further to this, Britain’s Department of  Energy
has committed to cut carbon emission by 8%
before 2050. Even, Barack Obama’s new US
administration is considering whether to set up
its own federal carbon emissions trading scheme.

CARBON CREDITS

The primary purpose of the Protocol was to
make developed countries pay for their ways with
emissions while at the same time monetarily
rewarding countries with good behaviour in this
regard. Since developing countries can start with
clean technologies, they will be rewarded by
those stuck with “dirty  ones. This system poises
to become a big machine for partially transferring
wealth from wealthy, industrialised countries to
poor, undeveloped countries.

A CER or carbon Credit is defined as the
unit related to reduction of 1 tonne of CO

2

emission from the baseline of the project activity.

For example, India decided to invest in a
new power station, and has decided on a
particular technology at the cost of X crore. An
entity from an industrialised country (which could
even be a company) offers to provide India with
slightly better technology, which costs more (say
Y crore), but will result in lower emissions. The
industrialised country will only pay the
incremental cost of the project – viz. Y minus X.
In return, the   investing” country will get certified
emission reductions (CERs), or credits, which it
can use to meet its Kyoto commitments. This is
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a very good deal indeed – but for the investing
country. Not only do they sell developing
countries their technology, but they also meet
their Kyoto commitments without lifting a finger
to reduce their domestic emissions. Countries like
the US can continue to pollute at home, so long
as it makes the reductions elsewhere.

MECHANISMS OF EMISSION REDUCTONS
TO EARN CARBON CREDITS

Kyoto Protocol worked out three
mechanisms of the energy conservation and
emission reduction;

Clean Development Mechanism (CDM)
Joint Implementation (JI)
Emissions Trade (ET)

a) Clean Development Mechanism (CDM):

 The Clean Development Mechanism
(CDM), defined in Article 12 of the Protocol,
allows a country with an emission-reduction or
emission-limitation commitment under the Kyoto
Protocol (Annex B Party) to implement an
emission-reduction project in developing
countries. Under the UNFCCC charter, any
company from the developed world can tie up
with a company in the developing country that is
a signatory to the Kyoto Protocol. These
companies in developing countries must adopt
newer technologies, emitting lesser gases, and
save energy.

Only a portion of the total earnings of carbon
credits of the company can be transferred to the
company of the developed countries under CDM.
There is a fixed quota on buying of credit by
companies in Europe.

b) Joint Implementation (JI):

The mechanism known as “joint
implementation,” defined in Article 6 of the Kyoto
Protocol, allows a country with an emission
reduction or limitation commitment under the
Kyoto Protocol (Annex B Party) to earn emission
reduction units (ERUs) from an emission-
reduction or emission removal project in another
Annex B Party, each equivalent to one tonne of
CO

2
, which can be counted towards meeting its

Kyoto target. Joint implementation offers Parties
a flexible and cost-efficient means of fulfilling a
part of their Kyoto commitments, while the host
Party benefits from foreign investment and
technology transfer.

c) Emissions Trading (ET):

Parties with commitments under the Kyoto
Protocol (Annex B Parties) have accepted targets
for limiting or reducing emissions. These targets
are expressed as levels of allowed emissions,
or “assigned amounts,” over the 2008-2012
commitment periods. The allowed emissions are
divided into “assigned amount units”
(AAUs).Emissions’ trading, as set out in Article
17 of the Kyoto Protocol, allows countries that
have emission units to spare – emissions
permitted them but not “used” - to sell this excess
capacity to countries that are over their targets
.Thus, a new commodity was created in the form
of emission reductions or removals. Since carbon
dioxide is the principal greenhouse gas, people
speak simply of trading in carbon. Carbon is now
tracked and traded like any other commodity. This
is known as the “carbon market.”

INDIA AND CARBON CREDITS

India being a developing country has no
emission targets to be followed. However, it can
enter into CDM projects. As mentioned earlier,
industries like cement, steel, power, textile,
fertilizer etc emit green houses gases as an
outcome of burning fossil fuels. Companies
investing in windmill, bio-gas, bio-diesel, and co-
generation are the ones that will generate carbon
credits for selling to developed nations. Polluting
industries, which are trying to reduce emissions
and in turn earn carbon credits and make money
include steel, power generation, cement,
fertilizers, waste disposal units, plantation

 



International Journal of Scientific and Innovative Research 2014; 2(1): 196-205,

P-ISSN 2347-2189, E- ISSN 2347-4971

www.ijsir.co.in 201

companies, sugar companies, chemical plants
and municipal corporations.

DELHI METRO RAIL CORPORATION (DMRC)

A must mention project is The Delhi Metro
Rail Corporation (DMRC): It has become the first
rail project in the world to earn carbon credits
because of using regenerative braking system
in its rolling stock. DMRC has earned the carbon
credits by using regenerative braking system in
its trains that reduces 30% electricity
consumption.

Whenever a train applies regenerative
braking system, the released kinetic energy starts
a machine known as converter-inverter that acts
as an electricity generator, which supplies
electrical energy back to the Over Head
Electricity (OHE) lines. This regenerated
electrical energy that is supplied back to the OHE
that is used by other accelerating trains in the
same service line. DMRC can now claim 400,000
CERs for a 10-year crediting period beginning
December 2007 when the project was registered
by the UNFCCC. This translates to Rs 1.2 crore
per year for 10 years. India has the highest
number of CDM projects registered and supplies
the second highest number of Certified Emission
Reduction units. Hence, India is already a strong
supplier of Carbon Credits and can improve on
it. (Refer Annexure No. 3 & 4 for projects
registered and expected average annual CERs
generated respectively)

BENEFITS FOR INDIA

By switching to Clean Development
Mechanism Projects, India has a lot to gain from
Carbon Credits:

a) It will gain in terms of advanced
technological improvements and related
foreign investments.

b) It will contribute to the underlying theme of
green house gas reduction by adopting
alternative sources of energy

c) Indian companies can make profits by
selling the CERs to the developed countries
to meet their emission targets.

Trading of CERs

As a welcome scenario, India now has two

commodity exchanges trading in Carbon Credits.
This means that Indian companies can now get
a better trading platform and price for CERs
generated. Multi Commodity Exchange (MCX),
India’s largest commodity exchange, has
launched future  trading in carbon credits. The
initiative makes it Asia’s first-ever commodity
exchange and among the select few along with
the Chicago Climate Exchange (CCE) and the
European Climate Exchange to offer trades in
carbon credits. The Indian exchange also
expects its tie-up with CCX which will enable
Indian firms to get better prices for their carbon
credits and better integrate the Indian market with
the global markets to foster best practices in
emissions trading. On 11th April 2008, National
Commodity and Derivatives Exchange (NCDEX)
also started future  contract in carbon trading for
delivery in December 2008.

MCX is the future  exchange. People here
are getting price signals for the carbon trading
for the delivery in next five years. The exchange
is only for Indians and Indian companies. Every
year, in the month of December, the contract
expires and at that time people who have bought
or sold carbon will have to give or take delivery.
They can fulfil the deal prior to December too,
but most people will wait until December because
that is the time to meet the norms in Europe. If
the Indian buyer thinks that the current price is
low for him he will wait before selling his credits.
The Indian government has not fixed any norms
nor has it made it compulsory to reduce carbon
emissions to a certain level. So, people who are
coming to buy from Indians are actually financial
investors. If the Europeans were unable to meet
their target of reducing the emission levels by
2009, 2010 or 2012, then the demand for the
carbon would increase and then they would make
more money. There was a huge requirement of
carbon credits in Europe before 2012. Only those
Indian companies that meet the UNFCCC norms
and take up new technologies will be entitled to
sell carbon credits. There are parameters set and
detailed audit is done before you get the
entitlement to sell the credit.

Financing support in India:

Carbon Credit projects require huge capital
investment. Realizing the importance of carbon
credits in India, World Bank has entered into an
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agreement with Infrastructure Development
finance Company (IDFC), wherein IDFC will
handle carbon finance operations in the country
for various carbon finance facilities. The
agreement initially earmarks a $10-million aid in
World Bank-managed carbon finance to IDFC-
financed projects that meet all the required
eligibility and due diligence standards .IDBI has
set up a dedicated Carbon Credit desk, which
provides all the services in the area of Clean
Development Mechanism/Carbon Credit
(CDM).In order to achieve this objective, IDBI has
entered into formal arrangements with multi-
lateral agencies and buyers of carbon credits like
IFC, Washington, KfW, Germany and Sumitomo
Corporation, Japan and reputed domestic
technical experts like MITCON.HDFC Bank has
signed an agreement with Cantor CO

2
E India Pvt

Ltd and MITCON Consultancy Services Limited
(MITCON) for providing carbon credit services.
As part of the agreement, HDFC Bank will work
with the two companies on awareness building,
identifying and registering Clean Development
Mechanism (CDM) and facilitating the buy or sell
of carbon credits in the global market.ss

Examples of Carbon trading in India

 Jindal Vijaynagar Steel

 The Jindal Vijaynagar  Steel has recently
declared that by the next ten years it will be ready
to sell $225 million worth of saved carbon. This
was made possible since their steel plant uses
the Corex furnace technology which prevents 15
million tonnes of carbon from being discharged
into the atmosphere.

Powerguda in Andhra Pradesh

 The village in Andhra Pradesh was selling
147 tonnes equivalent of saved carbon dioxide
credits. The company has made a claim of having
saved 147 MT of CO

2. 
This was done by

extracting bio-diesel from 4500 Pongamia trees
in their village.

Handia Forest in Madhya Pradesh

In Madhya Pradesh, it is estimated that 95
very poor rural villages would jointly earn at least
US$300,000 every year from carbon payments
by restoring 10,000 hectares of degraded
community forests.

LEGAL ASPECT OF CARBON TRADING IN
INDIA

 The Multi Commodity exchange started
future trading on January 2008 after Government
of India recognized carbon credit as commodities
on 4th January. The National Commodity and
Derivative Exchange by a notification and with
due approval from Forward Market Commission
(FMC) launched Carbon Credit future contact
whose aim was to provide transparency to
markets and help the producers to earn
remuneration out of the environmental projects.

Carbon credit in India is traded on NCDEX
only as a future contract. Future contract is a
standardized contract between two parties to buy
or sell a specified asset of standardized quantity
and quality at a specified future date at a price
agreed today (the future price). The contracts are
traded on a future exchange. These types of
contracts are only applicable to goods which are
in the form of movable property other than
actionable claims,  money and securities .
Forward contracts in India are governed by the
Indian Contract Act, 1872.

Under the present provision of the Forward
Contracts Regulation Act, the trading of forward
contracts will be considered as void as no
physical delivery is issued against these
contracts. To rectify this Forward Contracts
(Regulation) Amendment Bill 2006 was
introduced in the Indian Parliament. The Union
Cabinet on January 25, 2008 approved the
ordinance for amending the Forward Contracts
(Regulation) Act, 1952. This Bill also amends the
definition of ‘forward contract’ to include
‘commodity derivatives’. Currently the definition
only covers ‘goods’ that are physically
deliverable. However a government notification
on January 4th paved the way for future trading
in CER by bringing carbon credit under the
tradable commodities.

Mandatory Carbon Trading

The Kyoto Protocol, an international treaty
on climate change that came into force in 2005,
dominates the mandatory carbon market. It
serves as both a model and a warning for every
emerging carbon program.

   In the early 1990s, nearly every member
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state of the United Nations resolved to confront
global warming and manage its consequences.
Although the resulting United Nations Framework
Convention on Climate Change (UNFCCC)
international treaty recognized a unified resolve
to slow global warming, it sets only loose goals
for lowering emissions. In 1997, the Kyoto
amendment strengthened the convention.

  Under the Protocol, members of the
convention with industrialized or transitional
economies (Annex I members) receive specific
reduction targets. Member states with developing
economies are not expected to meet emissions
targets—an exception that has caused
controversy because some nations like China
and India produce enormous levels of GHG. The
Protocol commits Annex I members to cut their
emissions 5 percent below 1990 levels between
2008 and 2012. But because the Protocol does
not manage the way in which members reduce
their emissions, several mechanisms have
arisen. The largest and most famous is the
European Trading Scheme (ETS), still in its two-
year trial phase.

The ETS is mandatory across the European
Union (EU). The multi sector cap and trade
scheme includes about 12,000 factories and
utilities in 25 countries. Each member state sets
its own emissions cap, or national allocation plan,
based on its Kyoto and national targets.
Countries then distribute allowances totalling the
cap to individual firms. Even though countries
distribute their own allowances, the allowances
themselves can be traded across the EU.
Independent third parties verify all emissions and
reductions.

There has been, however, some question
as to whether the ETS has actually helped reduce
emissions. Some people even call it a “permit to
pollute” because the ETS allows member states
to distribute allowances free of charge. The ETS
also excludes transport, homes and public sector
emissions from regulation and as with all cap-
and-trade schemes, governments can essentially
exempt influential industries by flooding them
with free allowances.

The ETS allows its members to earn credits
by funding projects through two other Kyoto
mechanisms: the Clean Development

Mechanism (CDM) and Joint Implementation (JI).
CDM allows Annex I industrialized countries to
pay for emissions reduction projects in poorer
countries that do not have emissions targets. By
funding projects, Annex I countries earn certified
emissions reduction (CER) credits to add to their
own allowances. JI allows Annex I parties to fund
projects in other Annex I countries.

The Kyoto Protocol expires in 2012.
Lawmakers around the world are rushing to
analyze its achievements and shortcomings and
negotiate a successor. The United States,
Kyoto’s most famous holdout, lacks any national
mandatory carbon legislation but, ironically, has
a booming voluntary carbon market. In the next
section we’ll learn about the Chicago Climate
Exchange.

CRITICISMS

One criticism of carbon trading is that it is a
form of colonialism, where rich countries maintain
their levels of consumption while getting credit
for carbon savings in inefficient industrial projects
(Liverman, 2008, p. 16).  Nations that have fewer
financial resources may find that they cannot
afford the permits necessary for developing an
industrial infrastructure, thus inhibiting these
countries economic development. Other
criticisms include the questionable level of
sustainable development promoted by the Kyoto
Protocol’s Clean Development Mechanism.

Another criticism is of non-existent emission
reductions produced in the Kyoto Protocol due
to the surplus (“hot air”) of allowances that some
countries have. For example, Russia has a
surplus of allowances due to its economic
collapse following the end of the Soviet Union
(Liverman, 2008, p. 13). Other countries could
buy these allowances from Russia, but this would
not reduce emissions. Rather, it would simply be
a redistribution of emissions allowances. In
practice, Kyoto Parties have as yet chosen not
to buy these surplus allowances (PBL, 2009)

In China some companies started artificial
production of greenhouse gases with sole
purpose of their recycling and gaining carbon
credits. Similar practices happened in India.
Earned credits were then sold to companies in
US and Europe.
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   Critics of carbon trading, such as Carbon
Trade Watch, argue that it places
disproportionate emphasis on individual lifestyles
and carbon footprints, distracting attention from
the wider, systemic changes and collective
political action that needs to be taken to tackle
climate change. Groups such as the Corner
House have argued that the market will choose
the easiest means to save a given quantity of
carbon in the short term, which may be different
from the pathway required to obtain sustained
and sizable reductions over a longer period, and
so a market-led approach is likely to reinforce
technological lock-in. For instance, small cuts
may often be achieved cheaply through
investment in making a technology more efficient,
where larger cuts would require scrapping the
technology and using a different one. They also
argue that emissions trading are undermining
alternative approaches to pollution control with
which it does not combine well, and so the overall
effect it is having is to actually stall significant
change to less polluting technologies. In
September 2010, campaigning group FERN
released “Trading Carbon: How it works and why
it is controversial”] which compiles many of the
arguments against carbon trading.

  The Financial Times published an article
about cap-and-trade systems which argued that
“Carbon markets create a muddle” and “...leave
much room for unverifiable manipulation”.
Lohmann (2009) pointed out that emissions
trading schemes create new uncertainties and
risks, which can be commoditised by means of
derivatives, thereby creating a new speculative
market.

Recent proposals for alternative schemes
to avoid the problems of cap-and-trade schemes
include Cap and Share, which was being actively
considered by the Irish Parliament in May 2008,
and the Sky Trust schemes. These schemes
state that cap-and-trade or cap-and-tax schemes
inherently impact the poor and those in rural
areas, who have less choice in energy
consumption options.

STRUCTURING ISSUES

Corporate and governmental carbon
emission trading schemes (a trading system
devised by economists to reduce CO

2 
emissions,

the goal being to reduce global warming) have
been modified in ways that have been attributed
to permitting money laundering to take place. The
principal point here is that financial system
innovations (outside banking) open up the
possibility for unregulated (non-banking)
transactions to take place in relativity
unsupervised markets. The principle being that
poorly supervised markets open up the possibility
of structuring to take place.

CONCLUSION

 Even though India is the largest sbeneficiary
of carbon trading and carbon credits are traded
on the MCX, it still does not have a proper policy
for trading of carbon in the market. As a result,
the Centre has been asked by The National
Commodity and Derivatives Exchange Limited
(NCDEX) to put in place a proper policy
framework for allowing trading of certified
emission reductions (CERs), carbon credit, in the
market. Also, India has huge number of carbon
credits sellers but under the present Indian law,
the buyers based in European market are not
permitted to enter the market. To increase the
market for carbon trading Forward Contracts
(Regulation) Amendment Bill has been
introduced in the Parliament. This amendment
would also help the traders and farmers to utilize
NCDEX as a platform for trading of carbon
credits. However, to unleash the true potential of
carbon trading in India, it is important that a
special statue be created for this purpose as the
Indian Contracts Act is not enough to govern the
contractual issues relating to carbon credits.
Having cornered more than half of the global total
in tradable certified emission reduction (CERs),
India’s dominance in carbon trading under the
clean development mechanism (CDM) of the
Unconventional on Climate Change (UNFCCC)
is beginning to influence business dynamics in
the country.
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