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E X EC U T I V E  SUMM A RY 

trade carbon credits, either from avoided emissions 
or removals. Pushed by corporate net zero targets, 
the Taskforce on Scaling Voluntary Markets (TSVCM)4, 
a private-led initiative to scale up high-integrity mar-
kets, believes that the global demand for voluntary 
carbon credits will grow 15x by 2030 and up to 100x 
by 2050, going from 100 MtCO

2
e to between 7 and  

13 GtCO
2
e. At the same time, data shows that there is 

already sufficient supply to respond to the expected 
increased demand, even though a set of obstacles are 
still to be overcome.

More importantly, voluntary carbon markets represent 
a true economic opportunity to developing countries. 
Nations that are home to tropical forests can position 
themselves as nature-based solutions credit issuers 
and Brazil could be a major player in this field. The 
country holds 20%5 of the potential global supply of 
natural climate solutions, mainly based on the conserva-
tion or restoration of forests. Nevertheless, the country 
still needs to address several challenges to be seen as 
a credible carbon credit issuer, such as ending illegal 
deforestation and achieving its NDC reforestation target.

Finally, voluntary carbon markets are believed to play 
an important role in corporate net zero strategies in 
the upcoming years. To achieve their full potential, 
they must be developed under strict quality and in-
tegrity rules and aligned to the best international 
practices. This is critical to avoid reputational risks and 
provide legitimacy signals to both buyers and suppliers, 
while effectively fostering the transition towards a 
low carbon economy.

The climate crisis requires the world to reach net zero 
emissions by 2050, from the current level of 59 GtCO

2
e  

per year1, in order to meet the Paris Agreement ambi-
tion of limiting global average temperature rise to 1.5°C. 
In this context, both governments and corporations are 
pledging to neutralize their emissions. This means that 
all sectors will need stronger climate action to acceler-
ate plans to reduce absolute emissions to the greatest 
possible extent. To reach the corporate goals of carbon 
neutrality, there is no one size fits all solution, and 
several strategies are being developed worldwide. 

There are many uncertainties regarding the scope of the 
decarbonization challenge and the commercial maturi-
ty of low carbon technologies, as almost 50% of the 
emission reductions needed by 2050 depend on technol-
ogies that are at the prototype or demonstration stage2. 
At the same time, science acknowledges that residual 
emissions will have to be neutralized through removals, 
especially in hard-to-abate industries3. In this scenario, 
voluntary carbon markets, or offsetting mechanisms 
more specifically, are considered critical and are at the 
center-stage of global strategic discussions.

Carbon markets first came into the global scenario 
amid the UN’s Kyoto Protocol, but they have been 
plagued with credibility issues. The current Article 
6 negotiations, in the preparation for COP26 later in 
2021, may provide further clarity on the role of inter-
national carbon credits trading, while also influencing 
voluntary carbon markets’ rules. 

Voluntary carbon markets are, differently from regulat-
ed ones, platforms where private entities voluntarily 

1. UNEP. Emissions gap report.2020

2. IEA. Net Zero by 2050 A Roadmap for the Global Energy Sector. 2021

3. MCKINSEY. A blueprint for scaling voluntary carbon markets to meet the climate challenge. 2020

4. TSVCM. Final Report.2021

5. RONALDO SEROA DA MOTTA. Oportunidades e Barreiras no Financiamento de Soluções Baseadas na Natureza. 2020
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1 . I N T RO D UC T IO N:  C L IM AT E 
CR I S I S  A N D  T H E  ROL E  OF 
C A RBO N  M A RK E T S

The Paris Agreement ambition of limiting global 
warming to 1.5°C above pre-industrial levels by 2100 
requires a 50% reduction in net GHG emissions by 
2030 and net zero emissions by 2050, compared to 

current levels6. According to McKinsey, the pathway we 
are currently heading to will take us to an emissions 
decline of only 25% by 2050, implying a 3.5°C pathway7. 

6. MCKINSEY. A blueprint for scaling voluntary carbon markets to meet the climate challenge. 2021 

7. MCKINSEY. Global Energy Perspective 2021. 2021 

4

https://www.mckinsey.com/business-functions/sustainability/our-insights/a-blueprint-for-scaling-voluntary-carbon-markets-to-meet-the-climate-challenge
https://www.mckinsey.com/~/media/McKinsey/Industries/Oil and Gas/Our Insights/Global Energy Perspective 2021/Global-Energy-Perspective-2021-final.pdf
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To be aligned to a 1.5°C scenario, global emissions must 
fall by 7.6% every year from 2020 to 20308, reaching 
approximately 25 GtCO

2
e/year by the end of the 

decade. In this scenario, both the public and private 
sectors need to engage on stricter and stronger climate 
action immediately. 

There are many uncertainties regarding the scope of 
the decarbonization challenge and the commercial 
maturity of low carbon technologies, as almost 50% 
of the emission reductions needed by 2050 depend 
on technologies that are at the prototype or demon-
stration stage9. At the same time, science recognizes 
that residual emissions will have to be neutralized 
through removals, especially in hard-to-abate in-
dustries10. In this scenario, voluntary carbon markets, 
or offsetting mechanisms more specifically, are 
considered critical and are at the center-stage of global 
strategic discussions.

Carbon markets first came into the global scenario amid 
the UN’s Kyoto Protocol, but they have been plagued 
with credibility issues. The current Article 6 negotia-
tions, in the preparation for COP26 later in 2021, may 
provide further clarity on the role of international 
carbon credits trading, while also influencing volun-
tary carbon markets’ rules (see box Article 6).

Carbon markets are systems where emissions, or emis-
sions reductions, can be exchanged from one entity 
to another. Based on the polluter-pays principle, the 
idea is that the consequences of an activity should be  
reflected in the cost of doing business and not considered 
as an externality11. 

Basically, there are two different types of frameworks 
that are used in the existing carbon markets: cap and 
trade schemes, also called regulated carbon markets, 
and baseline-and-credit (or offset) mechanisms12. 

FIGURE 1 - GLOBAL GHG EMISSIONS UNDER DIFFERENT SCENARIOS

Source: UN. Emissions Gap Report. 2020

8.  OXFORD SMITH SCHOOL OF ENTERPRISE AND THE ENVIRONMENT. Will COVID-19 fiscal recovery packages accelerate or retard progress on 
climate change?. 2020

9. IEA. Net Zero by 2050 A Roadmap for the Global Energy Sector. 2021

10. MCKINSEY. A blueprint for scaling voluntary carbon markets to meet the climate challenge. 2020

11. CARBON MARKET WATCH. Carbon markets 101 - The ultimate guide to global offsetting mechanisms. 2020

12. CARBON MARKET WATCH. Carbon markets 101 - The ultimate guide to global offsetting mechanisms. 2020

https://www.smithschool.ox.ac.uk/publications/wpapers/workingpaper20-02.pdf?stream=top
https://www.smithschool.ox.ac.uk/publications/wpapers/workingpaper20-02.pdf?stream=top
https://iea.blob.core.windows.net/assets/4482cac7-edd6-4c03-b6a2-8e79792d16d9/NetZeroby2050-ARoadmapfortheGlobalEnergySector.pdf
https://www.mckinsey.com/business-functions/sustainability/our-insights/a-blueprint-for-scaling-voluntary-carbon-markets-to-meet-the-climate-challenge
https://carbonmarketwatch.org/wp-content/uploads/2020/07/CMW-ENGLISH-CARBON-MARKETS-101-THE-ULTIMATE-GUIDE-TO-MARKET-BASED-CLIMATE-MECHANISMS-FINAL-2020-WEB.pdf
https://carbonmarketwatch.org/wp-content/uploads/2020/07/CMW-ENGLISH-CARBON-MARKETS-101-THE-ULTIMATE-GUIDE-TO-MARKET-BASED-CLIMATE-MECHANISMS-FINAL-2020-WEB.pdf
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Those two do not work in the same way, and do not have 
the same objective, although they can be considered to 
have complementary roles. Cap-and-trade schemes, 
such as an Emissions Trading System (ETS), are  

government-led initiatives where companies trade 
pollution permits, known as allowances, which let 
them emit one ton of CO2e. When a company releases  
1 tCO

2
e, it must give one permit back to the government.

13. WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020

14. ICAP. Emissions Trading Worldwide - Status Report 2021. 2021

15. ICAP. Emissions Trading Worldwide - Status Report 2021. 2021

BOX  |   REGULATED CARBON MARKETS 

Implemented since the early 2000’s, regulated carbon markets are considered key climate strategies 
in many places, as there are more than 3013 ETSs operating worldwide. Companies falling under an 
ETS can acquire or trade emissions allowances, with some scope for purchase of compliance 
offsets (for example, California’s cap and trade systems will allow 4%14  of compliance obli-
gation to be met through offsets between 2021 and 2025) and a generally decreasing supply 
of allowances to drive reductions.

Recently, with the implementation of the Chinese National ETS in the beginning of 2021, the share of 
global GHG emissions under an ETS has reached 16%15, or almost 9 GtCO

2
e, as illustrated in Figure 2.

CONTINUES  >

FIGURE 2 - REGULATED CARBON MARKETS: GLOBAL EMISSIONS COVERED BY ETSS

Total emissions covered in regulated carbon markets (MtCO
2
e)

file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://icapcarbonaction.com/en/?option=com_attach&task=download&id=723
https://icapcarbonaction.com/en/?option=com_attach&task=download&id=723
https://www.ft.com/content/d94aa146-445a-11ea-a43a-c4b328d9061c
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The largest ETSs in place are the EU-ETS and the Chinese and their main features are as follows. 

Characteristics EU-ETS 16 China 17 
Sector covered (April 2021) Power, industry, aviation Power
Cap/Estimated coverage (2021) 1,610 MtCO2

e Over 4,000 MtCO
2

Allocation Free allocation, benchmarking, auctioning Free allocation. Benchmarking
Gases Several GHG CO

2
 only

Offsets and credits
Offsets and international credits can  
no longer be used for compliance since 
Phase 4 (2021–2030)

Domestic only (limited to 5% 
on Certified Emissions Reduc-
tion Scheme)

Average price (2020) USD 28.3 USD 2.5 - USD 12.618 
Total Revenue (2020) USD 21.8 billion N/A

16. ICAP. Emissions Trading Worldwide - Status Report 2021. 2021

17. ICAP. Emissions Trading Worldwide - Status Report 2021. 2021

18.  The Chinese ETS started operating only in 2021, so this price range refers to the 8 Chinese Pilot ETSs (Beijing, Chongqing, Fujian, Guangdong, Hubei, 
Shangai, Shenzhen and Tiajin)

19. FINANCIAL TIMES. Cost of polluting in EU soars as carbon price hits record €50.2021

20. ICAP. Allowance Price Explorer. 2021

It should be noted that, differently from what happened after the 2008 crisis, existing 
markets demonstrated remarkable resilience to the COVID-19 shock, first reacting to lower 
demand through price decreases, and then returning to near-normal functioning. Moreover, 
a considerable rise in prices has also been observed in 2020 and 2021, especially in the 
EU-ETS, as the ton of carbon exceeded US$55/tonCO

2
e19 due to the expectations of increased 

climate policy restrictions. 

FIGURE 3 - EU-ETS ALLOWANCE PRICE DEVELOPMENTS 

Source: ICAP, 202120

https://icapcarbonaction.com/en/?option=com_attach&task=download&id=723
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://icapcarbonaction.com/en/?option=com_attach&task=download&id=723
https://www.ft.com/content/2b965427-4fbc-4f2a-a14f-3be6019f0a7c
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On the other hand, in an offsetting mechanism, such 
as voluntary carbon markets, countries/companies 
trade offsets, or emission reduction units, which must 
represent a ton of CO

2
e that has already been reduced.

At the corporate level, many opportunities may arise 
from the voluntary offsetting framework, either for 
enhancing private emission reductions or for building 

new business models and financing new technologies 
to accelerate the transition. 

This paper aims to provide some key insights regarding 
the perspectives of voluntary carbon markets, and 
how Brazilian companies could insert themselves in 
this promising trend.



Paper 11  •  Voluntary Carbon Markets  •  August 2021

9

Paper 11  •  Voluntary Carbon Markets  •  August 2021

2. VOLU N TA RY  M A RK E T S  - 
T H E  D EM A N D  S I D E:  I N CRE A SED 
N E T  ZERO  TA RG E T S 

In the last few years, there has been an increase in 
climate ambitions and, most prominently, in net zero 
targets. Countries representing 63%21 of the world 

GHG and 70% of CO
2
 emissions22, are considering, or 

have adopted, net zero targets. This represents 70% of 
global GDP23.

21. CLIMATE ACTION TRACKER. Paris turning point: net zero targets would bring warming to 2.1°C. 2020

22. IEA. Net Zero by 2050 A Roadmap for the Global Energy Sector. 2021

23. IEA. Net Zero by 2050 A Roadmap for the Global Energy Sector. 2021

9

2.1. NET ZERO PLEDGES FOR BROADER AND STRONGER CLIMATE ACTION

https://climateactiontracker.org/press/global-update-paris-agreement-turning-point/#:~:text=In%20total%2C%20127%20countries%2C%20responsible,have%20adopted%2C%20net%20zero%20targets
https://iea.blob.core.windows.net/assets/4482cac7-edd6-4c03-b6a2-8e79792d16d9/NetZeroby2050-ARoadmapfortheGlobalEnergySector.pdf
https://iea.blob.core.windows.net/assets/4482cac7-edd6-4c03-b6a2-8e79792d16d9/NetZeroby2050-ARoadmapfortheGlobalEnergySector.pdf
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The most recent announcements were made at the 
Leaders’ Summit on Climate, held by the US Presi-
dent Joe Biden in April 2021, which aimed at putting  
the climate fight at the forefront of the global  
political agenda. World’s top emitters, such as the 

USA, China, Japan, the UK, and Canada, reaffirmed and 
strengthened their climate pledges, setting new short 
and mid-term targets. Brazil also announced its new 
intention of reaching net zero by 2050.

BOX  |   MAIN CLIMATE PLEDGES ANNOUNCED AT THE LEADER’S 

SUMMIT ON CLIMATE ,  2021

Country/region
Share of global GHG  

emissions (2019)24

Volume of GHG emis-
sions in 2019 (GtCO2e)25 Reduction %26 Target date27 

Brazil 2% 1,228 Net zero 2050

European Union
8% 4,3

55*
Net zero

2030
2050

United Kingdom
78*

Net zero
2035
2050

United States  
of America

13% 6,6
50-52**

Net zero
2030
2050

Japan 2,7% 1.4
46***

Net zero
2030
2050

China† 27% 14
65**

Net zero
2030
2060

India 7% 3.7
33-35**

Net zero
2030

In Consideration

Nationally Determined Contributions, †per unit of GDP, *from 1990 levels **from 2005 ***from 2013

24. GHG emissions excluding LULUCF. UNEP. Emissions gap report.2020

25. GHG emissions excluding LULUCF. UNEP. Emissions gap report.2020

26. FINANCIAL TIMES. US aims to lead by example as countries pledge climate action, 2021

27. FINANCIAL TIMES. US aims to lead by example as countries pledge climate action, 2021

28. GHG emissions excluding LULUCF. When including LULUCF, Brazilian emissions reach 2,2 GtCO2
e. SEEG. Emissões totais. 2021

https://www.unep.org/interactive/emissions-gap-report/2020/
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://www.unep.org/interactive/emissions-gap-report/2020/
https://www.ft.com/content/1e3b2ce5-ff17-409b-8957-c5851bace2da
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://www.ft.com/content/1e3b2ce5-ff17-409b-8957-c5851bace2da
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On the corporate side, as for September 2020, 1,541 
companies had committed to net zero targets, 
three times more than in 2019. Those companies 
have a combined revenue of over US$ 11,4 trillion, 
equivalent to more than half of the USA GDP, and 
cover 3,5 Gt CO

2
e emissions, an amount greater 

than India’s annual emissions29.

According to the IPCC30,  a net zero target is met when 
anthropogenic emissions of GHG to the atmosphere 
are balanced by anthropogenic removals. To achieve 
this goal, companies will have to reduce their emis-

FIGURE 4 - # OF COMPANIES WITH NET ZERO TARGETS

Source: UN PRI – “Investor guide to negative emissions technologies 

and land use”, 2020

29. DATA DRIVEN ENVIRONLAB AND NEW CLIMATE INSTITUTE. Accelerating Net Zero. 2020

30. IPCC. Glossary. 2018

31. MCKINSEY. A blueprint for scaling voluntary carbon markets to meet the climate challenge. 20201

32. TSVCM. Final Report.2021

sions as much as economic and technically possible 
and assure that residual emissions will be compensated 
or neutralized either through direct company action 
(e.g.: reforestation) or through the purchase of 
carbon credits in credible voluntary markets. 

With this rise on climate commitments and net zero 
targets, McKinsey31 estimates that the annual global 
demand for carbon credits could reach up to 1.5 to  
2.0 GtCO2e by 2030 and up to 7 to 13 GtCO2e by 2050 
(Figure 5). Depending on different price scenarios and 
their underlying drivers, the market size in 2030 could 
reach more than US$ 50 billion32.

FIGURE 5 - VOLUNTARY CARBON MARKETS DEMAND 
SCENARIOS

Source: McKinsey, 2020

http://datadrivenlab.org/wp-content/uploads/2020/09/Accelerating_Net_Zero_Report_Sept2020.pdf
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://www.ipcc.ch/sr15/chapter/glossary/
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3 .VOLU N TA RY  M A RK E T S  - 
T H E  SU PPLY  S I D E:  T Y PE S 
OF  C A RBO N  CRED I T S  A N D 
H I S TO R I C  VOLUM E S 

In order to analyze the current state of voluntary 
carbon markets, it is important to emphasize 
that, currently, they are on a highly different 
scale compared to regulated ones. For example, 
total revenues grew from US$ 146 million in 2017 to 

US$ 320 million in 2019, compared to US$ 21,8 bn in 
the EU-ETS in 2020. In terms of volume of emissions 
covered, voluntary carbon markets reached 104 MtCO

2
e 

in 2019 (Figure 6), compared to 4,000 MtCO
2
e cov-

ered in the Chinese national carbon market. 

1 2
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A summary of how voluntary carbon markets work 
is provided below:

•   A project or initiative leads to the avoided emis-
sions or removal of GHG emissions;

•   A credit is issued after the project developer sends 
information to third-party verification in order to 
prove that the emission reduction/removal was 
additional (would not have taken place without 
credit issuance), as well as that it is real, measurable, 
and permanent;34 

•   The credit is traded in the market, and supply and 
demand dynamics lead to price formation when an 
entity buys the carbon credit;

•   This credit can either be retired (claimed as an emission 
neutralization) or cancelled (removed from market 
but not used).35  

FIGURE 6 - VOLUNTARY CARBON MARKETS HISTORICAL VOLUMES AND VALUES

Source: Ecosystem Marketplace, 202033

33. ECOSYSTEM MARKETPLACE. Voluntary Carbon and the Post Pandemic Recovery. 2020

34. MCKINSEY. How the voluntary carbon market can help address climate change. 2020

35. MCKINSEY. A blueprint for scaling voluntary carbon markets to meet the climate challenge. 2020

Carbon offset credit is retired (used to 
compensate for emissions) or cancelled 
(not used, form of climate finance) 

Carbon offset credit is bought by 
another entity

Emission reduction takes place

Carbon offset credit is issued, after 
additionality being approved by 
third-party verification

https://wecprotects.org/wp-content/uploads/2020/11/EM-Voluntary-Carbon-and-Post-Pandemic-Recovery-2020.pdf
https://www.mckinsey.com/business-functions/sustainability/our-insights/a-blueprint-for-scaling-voluntary-carbon-markets-to-meet-the-climate-challenge
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Regarding carbon credit types, two main questions 
must be addressed:

1.  Is this credit related to emissions that were avoid-
ed or removed from the atmosphere? 

Avoided emission credits attest the reduction of 
emissions from a current source, such as by funding 
the implementation of lower-carbon technologies, 
renewable power, switching fuels, or avoiding high 
emitting practices, such as by reducing deforestation.

Removal, or ‘negative emissions’, are originated 
from projects that take out and use/permanently 
store CO

2
 from the atmosphere.36 

2.  Is this carbon credit based on a technological or 
nature-based solution?

Technological solutions include renewable energy, 
carbon capture and storage (CCS), bioenergy with 
CCS (BECCS) and direct air carbon capture (DACC).  

Nature-based solutions are focused on natural 
processes, such as avoiding deforestation, for-
est-related removals (eg.: reforestation) or soil 
carbon sequestration. 

In 2019, renewable energy was responsible for the high-
est volume of credits transacted in the voluntary mar-
ket in 2019 (Figure 7) at 42,4 MtCO

2
e (41%), followed 

by forestry and land use at 36,7 MtCO
2
e (35%).37

FIGURE 7 - TYPES OF TRANSACTED CREDITS IN 2019

Source: Ecosystem Marketplace – “Voluntary Carbon and the Post-Pan-

demic Recovery”, 2020

36. TSVCM. Final Report.2021

37. ECOSYSTEM MARKETPLACE. The only constant is change. 2020.

Average Prices and Volumes – Forestry and Land Use

Renewable energy

Forestry and land use

Waste disposal

Industrial processes

Energy efficiency

Other

MtCO
2
e  x  US$

MtCO
2
e  x  US$

Average Prices and Volumes – Renewable Energy

MtCO
2
e

https://www.iif.com/Portals/1/Files/TSVCM_Report.pdf
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As for prices, Nature-Based Solutions (NBS) credits, also 
referred to as Forestry and Land Use credits, increased 
30% compared to 2018, reaching the average of US$ 4.3/
tCO

2
e, while renewable energy credits’ price decreased 

by 16%38, down to the average of US$ 1.4/tCO
2
e. 

This can be related to the fact that, due to the increased 
competitiveness of renewable energy, specialists believe 
in a gradual phase-out of renewable energy credits, since 
it is harder to prove that a project was additional, 

Out of this 8-12 GtCO
2
/year, it is expected that from 

this potential supply, the amount that could enter the 
market will range from 1 to 5 GtCO

2
/year by 203039, 

since some key mobilization challenges are still to be 
addressed in the next decade. Those include the rate 
and complexity of scale-up, geographic concentration, 
reputational risks, and the lack of financial attractiveness 
for project developers.

e.g., that it would not have been implemented without 
access to the carbon credit. 

According to McKinsey and the TSVCM, the potential 
demand in 2030 could be matched by the potential 
annual supply of 8-12 GtCO2 per year. Up until 2030, 
it is expected that more than 50% of the projects 
will consist of NBS, either for avoiding nature loss, 
or nature-based sequestration (Figure 8).

So, to make sure demand is met by 2030, experts 
recommend that all project types need financing 
now – both avoidance/reduction and removal, 
including scaling down cost curves and bringing 
emerging technologies earlier to market. 

Although supply and demand projections may seem 
promising, some challenges are still impeding the vol-
untary carbon markets growth, such as low carbon 
credit quality, low credibility, and double counting 
risks, as can be seen in Figure 9. 

38. ECOSYSTEM MARKETPLACE. Voluntary Carbon and the Post Pandemic Recovery. 2020

39. TSVCM. Final Report.2021

FIGURE 8 - PRACTICAL POTENTIAL OF VOLUNTARY CARBON CREDITS SUPPLY PER YEAR BY 2030

Source: TSVCM(2021)

https://wecprotects.org/wp-content/uploads/2020/11/EM-Voluntary-Carbon-and-Post-Pandemic-Recovery-2020.pdf
https://www.iif.com/Portals/1/Files/TSVCM_Report.pdf
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FIGURE 9 - PAIN POINTS EXPRESSED BY CURRENT 
OR FUTURE BUYERS

Source: : TSVCM – “Phase II Report for Public Consultation”, 2021

In this scenario, to adress most of the challenges 
mapped among buyers, the TSVCM, a private sector 
initiative, headed by the UN Special Envoy for Climate, 
Mark Carney, is now working to guarantee the high-integ-
rity carbon credits trading needed for robust, transparent, 
and liquid markets (see box “Taskforce on scaling 
voluntary carbon markets”).40  

Moreover, voluntary carbon credits, if properly designed, 
can direct private financing to climate-action projects 
that would not otherwise be viable. These projects 
can have additional benefits such as biodiversity pro-
tection, pollution prevention, public-health improve-
ments, and job creation. Carbon credits also support 
investment into the innovation required to lower the 
cost of emerging climate technologies.41 

Faced with the urgency of the climate crisis and the 
increase in corporate ambitions, voluntary carbon 
markets are set to be an important part of the solution 
in the energy transition, in addition to the decarbon-
ization arising from new technologies and processes.

40. EPBR. Mercado voluntário de carbono e o Acordo de Paris, por Ronaldo Seroa. 2021

41. MCKINSEY. A blueprint for scaling voluntary carbon markets to meet the climate challenge. 202

https://epbr.com.br/mercado-voluntario-de-carbono-e-o-acordo-de-paris-por-ronaldo-seroa/?utm_campaign=0331_-_estrategia&utm_medium=email&utm_source=RD+Station
https://wecprotects.org/wp-content/uploads/2020/11/EM-Voluntary-Carbon-and-Post-Pandemic-Recovery-2020.pdf
https://www.mckinsey.com/business-functions/sustainability/our-insights/a-blueprint-for-scaling-voluntary-carbon-markets-to-meet-the-climate-challenge
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BOX  |   TASKFORCE ON SCALING VOLUNTARY CARBON MARKETS 42

The TSVCM is currently made up of more than 400 members and 250 institutions globally, 
representing buyers and sellers of carbon credits, standard setters, the financial sector, 
and market infrastructure providers and is supported by a consultation group composed 
of subject-matter experts from companies and relevant sector trade associations43. 

It published its first report in late 2020, setting up 6 areas of action and 20 recommendations. Its 
intention is to significantly scale up voluntary carbon markets and ensure they are transparent, 
verifiable, and robust, drawing up a blueprint and roadmap to build the market infrastructure needed 
for a fully functional voluntary carbon market that works with high environmental integrity.

The TSVCM believes that reducing absolute emissions should be a priority and that the 
act of offsetting emissions should play an important complementary role to accelerate 
climate action. Moreover, it is believed that there are potential benefits from fungibility with com-
pliance schemes (e.g. EU ETS) driven by regulated markets opening up to a certain percentage of 
private standard carbon credits.

In order to provide robustness and transparency for different types of credit, the TSVCM is 
working on defining Core Carbon Principles, that are characteristics that every credit will 
have to present in order to guarantee its integrity, as can be seen below:

1 TON
CO2e

WHAT IS A 

CORE CARBON 

PRINCIPLE?

TYPE REMOVAL/ 
REDUCTION METHOD

STORAGE METHOD CO-BENEFITSCORRESPONDING 
ADJUSTMENTS

•  1 ton of GHG emissions avoided or removed

•  Credible (after the result is measured against a baseline) 

•  Monitored, reported and verified

•  Permanent, with eventual leakage accounted for and minimized

•  Absence of social and environmental net harm

Removal or avoidance/
reduction or mixed

Geological, biological, 
building materials

Contribution to SDGs, 
biodiversity, income 

generation, air quality 
impovement, etc.

Technology  
or nature based

Yes or no

CONTINUES  >

42. TSVCM. Final Report.2021

43. Catavento is currently part of the Consultation Group, represented by Clarissa Lins, founding partner.

https://www.iif.com/Portals/1/Files/TSVCM_Report.pdf
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
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BOX  |   TASKFORCE ON SCALING VOLUNTARY CARBON MARKETS

BOX  |   ARTICLE 6  AND ITS POSSIBLE CONSEQUENCES ON 

VOLUNTARY CARBON MARKETS

The TSVCM also believes that different credit types may be subject to diverse levels of risks, 
namely whether additionality can be proven, permanence can be guaranteed, leakage can be 
mitigated, net socioenvironmental harm is avoided, and baselines are credible. 

The Conference of the Parties (CoP) 26, that will take place in Glasgow in November 2021 will 
be of utmost relevance for the global voluntary carbon market. In the event, important defi-
nitions regarding the Paris Agreement Article 6 will be debated. This Article is the last piece 
to be agreed on by parties and includes the voluntary trade of carbon credits between 
countries and/or private entities, that will be under the UN scope.

Article 6.2 sets up a carbon market which allows countries to sell any extra emission reductions 
they have achieved compared to their target to other countries. On the other hand, Article 6.4 
calls for the trading of emission reductions that took place through specific actions in a country 
and are sold to another country or private entity.

CONTINUES  >
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BOX  |   ARTICLE 6  AND ITS POSSIBLE CONSEQUENCES ON 

VOLUNTARY CARBON MARKETS

Some key negotiation points may have a relevant impact on voluntary carbon markets since 
they may guide the criteria that international bodies and companies will use to both issue and 
buy credits, such as whether the credits were subject to corresponding adjustments and partial 
cancelations.44  

The TSVCM is already planning to analyze how Article 6, if agreed on, could interact, and affect 
the voluntary carbon market. Further disclosure will be given after the outcomes are known, 
especially on how the different mechanisms fungibility will be addressed.45

Below are some of the key difficulties that Article 6 negotiations are trying to solve and some 
of the already upcoming solutions being discussed.

44. CARBON MARKET WATCH. Carbon markets 101 - The ultimate guide to global offsetting mechanisms. 2020

45. TSVCM. Phase 2 Public Consultation Document. 2021

MAIN CHALLENGES POTENTIAL SOLUTIONS

Corresponding adjustments by the  
seller country in case of export of credits 
that are accounted for in the receiving 
country’s inventory

Double counting (if both the countries 
that sell and buy the credits count the 
emission mitigation carried out by the 
company that sold the credit)

Credits should be partially cancelled to  
go beyond zero-sum offsetting

Failure in delivering overral mitigation in 
global emissions (zero-sum game)

Restriction that the sale of credits  
will only be allowed for countries with 
goals that cover the entire economy 
(economy-wide)

Perverse incentives that hamper ambi-
tious of adopting more ambitious targets

https://carbonmarketwatch.org/wp-content/uploads/2020/07/CMW-ENGLISH-CARBON-MARKETS-101-THE-ULTIMATE-GUIDE-TO-MARKET-BASED-CLIMATE-MECHANISMS-FINAL-2020-WEB.pdf
https://www.iif.com/Portals/1/Files/TSVCM_Public_Consultation.pdf
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3.1. A SPECIAL FOCUS ON THE ROLE OF NATURE-BASED SOLUTIONS (NBS) 

NBS are defined by IUCN46 as actions to protect, 
sustainably manage and restore natural or modified 
ecosystems, which address societal challenges effec-
tively and adaptively, while simultaneously providing 
human well-being and biodiversity benefits. Natural 
Climate Solutions (NCS) are the type of NBS that fo-
cuses on the conservation, restoration and improved 
land management actions that increase carbon storage 
or avoid greenhouse gas emissions.

According to the UN-PRI Investors Guide47, forest re-
lated NCS could generate US$800 billion in annual 
revenues globally by 2050, while promoting a new 
bioeconomy. NCS opportunities are geographically 
concentrated in regions with both dense carbon sinks 
and high existing rates of deforestation. These regions 
are home to many of the world’s tropical forests, peat 
bogs, coastal wetlands, and mangrove swamps. For 
example, Indonesia, Brazil, Democratic Republic of the 
Congo, and India hold over half (53%) of cost-effective 
NCS potential48.

By having 90%49 of offset commitments to date orig-
inating from companies headquartered in advanced 
economies in the Global North, scaled-up voluntary 
carbon markets could facilitate the mobilization of 
capital to the Global South, where there is the most 
potential for economical nature-based emission 
reduction projects.

Even though NBS potentials are huge, most of its credits 
are generated through the REDD+ framework, which 
stands for Reducing Emissions from Deforestation and 
Forest Degradation projects. In the past, there have 
been concerns about their baselining, permanence, 
and leakage. To deal with those issues, the TSVCM is 
assessing how to legitimize these projects, as well as 
evaluating whether standalone project-based REDD+ 
should be allowed in the medium to longer term50.  

Still, for now, NBS credits are vital to voluntary carbon 
markets and represent, as previously shown, an important 
share of the potential supply by 2030, surpassing 50%.

46. IUCN. Nature-based Solutions to Address Societal Challenges. 2016

47. UNPRI. The Inevitable Forest Finance Response: Investor Opportunities. 2021

48. ROYAL SOCIETY OF BIOLOGICAL SCIENCES. National mitigation potential from natural climate solutions in the tropics. 2020

49. TSVCM. Final Report.2021

50. TSVCM. Final Report.2021

https://portals.iucn.org/library/sites/library/files/documents/2016-036.pdf
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://www.unpri.org/download?ac=11981
https://royalsocietypublishing.org/doi/10.1098/rstb.2019.0126
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://www.iif.com/Portals/1/Files/TSVCM_Report.pdf
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51. RONALDO SEROA DA MOTTA. Oportunidades e Barreiras no Financiamento de Soluções Baseadas na Natureza. 2020

52. EPE. Nota Técnica - Precificação de Carbono: Riscos e Oportunidades para o Brasil.2020

53. RONALDO SEROA DA MOTTA. Oportunidades e Barreiras no Financiamento de Soluções Baseadas na Natureza. 2020

BOX  |   BRAZILIAN POTENTIAL FOR DEVELOPING NBS

Brazil is considered to have many competitive advantages in the transition to a low carbon 
economy, such as a lower carbon and diversified energy mix, vast natural resources, and the 
potential for offering carbon credits associated with NBS/NCS.

 

The country hosts 20%51 of global 
NCS potential, which is dominated by 
forests conservation and reforestation, 
with an important portion of sustainable 
agriculture and cattle raising.

Brazil is expected to be a major seller of carbon credits in the near future, if it is able to 
address some relevant challenges. These include but are not limited to: (i) the need to organize 
and strengthen its climate governance and environmental management of conservation units, 
controlling and curbing down deforestation, (ii) and reorienting its climate diplomacy towards 
compliance with the Paris Agreement Article 6 rules for voluntary cooperation between 
countries and private companies52.  

If these instruments are marketed without double counting and with climate integrity, REDD+ 
projects in Brazil could generate business of up to US$ 17 billion by 203053, according to Professor 
Ronaldo Seroa da Motta.

In other words, NBS could open new and high profitable markets in Brazil, generating jobs and 
environmental benefits that go beyond climate aspects, such as increase in biodiversity, water 
availability, income generation, improvements in air quality and more. Being a major NBS credit 
issuer in the voluntary markets could set the country in a relevant role in the new political and 
economic order.

BRAZIL’S NATURAL VOCATION FOR BEING A NBS SUPPLIER

https://biblioteca.cebds.org/ebook-solucoes-baseadas-natureza
file:///G:/.shortcut-targets-by-id/0B8_gT1FaaUdjY0syanA5Tnc4WXM/Catavento_3/Papers Catavento/2021 - Mercados de carbono/WORLD BANK GROUP. States and trends of carbon pricing 2020. 2020
https://www.epe.gov.br/sites-pt/publicacoes-dados-abertos/publicacoes/PublicacoesArquivos/publicacao-549/NT EPE-DEA-GAB-014-2020 - Precifica%C3%A7%C3%A3o de C_final_05012021.pdf
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4. F I N A L  REM A RK S:  K E Y 
I S SU E S  FO R  M O N I TO R I N G 
M A RK E T  D E V ELO PM EN T

Voluntary carbon markets could play a critical role 
in helping the world to reach a 1.5°C pathway, by 
strengthening the corporate potential of achieving 
net zero targets, even in the hardest sectors where 
technology is still not available. They can provide 
pathways to a more reliable neutralization of residual 
emissions through removal projects and by enabling 
the development of a robust infrastructure to support 
decarbonization beyond their own carbon footprint 
and in addition to NDCs. 

Nonetheless, there are still many challenges that need 
to be overcome to guarantee the growth and increased 
legitimacy of the voluntary carbon markets as credible, 
transparent and robust mechanisms. 

The main one is the evolution of public policies and 
Article 6 negotiations and their impacts on credit 
acceptance, as well as overall COP 26 outcomes. Other 
important issues are related to greater scrutiny on net 
zero goals, including the need for medium-term targets 
aligned with science and realistic action plans.

Finally, Brazil could have a unique role in promoting 
voluntary carbon markets, by valuing the role of forests 
and associated opportunities, advocating for the value of 
standing forests, proposing solutions and frameworks that 
could ensure the elimination of double counting of credits. 
This is a role for both the public and the private sector, so 
nature-based solutions could be considered a reliable and 
successful tool for the transition to a low carbon economy. 

2 2
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