
COMPLIANCE & 
VOLUNTARY 

CARBON MARKETS

22 August 2022



COMPLIANCE & VOLUNTARY 
CARBON MARKETS

T H E R E A R E T W O D I S T I N C T
C A R B O N M A R K E T S – T H E
C O M P L I A N C E M A R K E T A N D T H E
V O L U N T A R Y M A R K E T .

The compliance market is a regulated
market that allows governments, corporates
and other organisations to buy carbon credits
to meet prescribed limits on their greenhouse
gas emissions.

Voluntary markets function outside of compliance
markets, are unregulated, and enable companies
and individuals to purchase carbon credits on a
voluntary basis with no intended use for
compliance purposes.

C O M P L I A N C E M A R K E T

Several countries have established compliance
markets to reduce greenhouse gas emissions to
meet their commitments to the Paris Agreement.
These commitments are formally known as
Nationally Determined Contributions (NDCs).

Compliance markets are well established in
developed countries - the European Union, the
United Kingdom, the United States, New Zealand
and Australia.

Most of these countries have schemes in place
where companies or industries have a fixed limit
of allowable emissions, set by governments, that
put in place a ceiling, or a “cap”, on their permitted
emissions, which all entities that fall under the
scheme must comply with. Organisations that
exceed those emission limits must offset them
using carbon credits or pay a penalty. If an
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organisation can reduce its emissions below the
cap, it is able to generate emissions avoidance
credits and sell them to organisations that exceed
their emissions cap. This is known as the “cap-and-
trade” system, or an Emissions Trading Scheme
(ETS). Across global compliance markets, caps
on emissions are being reduced over time to
meet emission reduction goals.

The most mature market is the European
Union ETS, which accounts for ~90% of the
global compliance market1. Other large regional
markets include the California Cap and Trade
and the U.S. East Coast Regional Greenhouse
Gas Initiative. China launched its national ETS
in 2021, and this is expected to become the largest
compliance market by a considerable margin,
covering one-seventh of global CO2 emissions from
fossil fuels2. Despite various global compliance
market schemes having different names, they
typically all operate under the same
cap-and-trade structure.

H O W A C A P A N D T R A D E S Y S T E M
W O R K S

Source: Gaia Natural Capital & Carboncredits.com

C O M P L I A N C E  &  V O L U N T A R Y  C A R B O N  M A R K E T S

1 Refinitiv
2 IEA 2021
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There is increased demand for carbon 
credits ensuing from global efforts to reduce 
greenhouse gas emissions, and it’s apparent 
that the world will need a voluntary carbon 
market that is large, transparent, verifiable, and 
robust. Whilst the market is maturing, it is still 
fragmented and complex, opening itself to 
emissions reductions that have questionable 
offsetting characteristics. Limited data makes

V O L U N T A R Y M A R K E T

The voluntary market encompasses all transactions
of carbon credits that are not purchased with the
intention to surrender into an active regulated
carbon market. The voluntary market is
unregulated, with various standards bodies setting
the methodologies and verification process for
carbon projects.

Voluntary carbon credit markets work in
conjunction with compliance markets to reduce
global emissions. They provide another means
for organisations to reduce their carbon footprint
through investment in carbon credits that
reduce greenhouse gas emissions or sequester
carbon from the atmosphere. As an alternative to
buying carbon credits, some organisations are
choosing to invest directly into carbon projects –
and using the credits generated from the project to
count toward that organisation’s emissions
reductions targets.

While compliance markets are dictated by 
government regulation, organisations are 
purchasing voluntary credits because:

Investors and stakeholders 
are seeking action from all 
companies to reduce emissions 
– not just energy providers. 
Voluntary carbon credits assist 
organisations in this process.

Consumers are demanding 
sustainability verification 
from the products and services 
they purchase. There is a 
commercial opportunity to 
create products and services 
that are carbon neutral.

Despite its relatively small size compared to
the compliance market, the voluntary market is
playing an important role in channelling capital into
climate action projects that might never
have occurred without the financial incentive
of carbon credits. The voluntary market has
developed its own standards and project types that
have later been adopted in compliance markets.

There are also significant ancillary benefits from
voluntary carbon credit programs. Some of these
projects might also bring benefits and help to
progress the UN Sustainable Development Goals
such as improving poverty, access to clean water
and health and wellbeing of local communities.
Credits with these characteristics, known as
“co-benefits” are generally more desirable for
buyers and as a general rule, the more co-benefits
“stacked” onto a credit, the higher premium it
attracts.

U N S U S T A I N A B L E D E V E L O P M E N T
G O A L S

The voluntary market has grown significantly over
recent years. The size of the voluntary carbon
credit market neared US$1bn in 2021 in the
primary market which compares with a value of
US$321m in 2020. Most of the trading occurs over
the counter, and there is only a few research
groups who publish data, including Trove
Intelligence, who in April 2022 forecast the market
to grow 100% to 130% to between US$1.9 billion
and US$2.2 billion this year.

C O M P L I A N C E  &  V O L U N T A R Y  C A R B O N  M A R K E T S
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DISCLAIMER

S U M M A R Y  O F  I N F O R M A T I O N

This Report contains general information only and 
should not considered to be comprehensive or 
purport to comprise all the information that an 
investor should consider when making an 
investment decision. This Report is not a 
prospectus, disclosure document, product 
disclosure statement or other offering document 
under Australian law or under any other law.

A U T H O R I T Y

This Report is disseminated in Australia to 
"wholesale clients" / "sophisticated investors" 
within the meaning of the Corporations Act 2001 
(Cth) by Gaia Natural Capital Pty Ltd, Corporate 
Authorised Representative of Australian financial 
services licence No. 525278.

N O T  F I N A N C I A L  P R O D U C T  A D V I C E  

The information provided in this Report is for 
information purposes only. The information 
contained in this Report is not financial product or 
investment advice or a recommendation to acquire 
securities. This Report has been prepared without 
regard to the circumstances or objectives of those 
who receive it. Gaia Natural Capital Pty Ltd 
recommends that investors independently evaluate 
investments and strategies, and encourages 
investors to seek independent legal, taxation and 
financial advice appropriate to their jurisdiction and 
circumstances. The appropriateness of an 
investment or strategy will depend on an investor's 
circumstances and objectives. The securities, 
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instruments or strategies discussed in this Report 
may not be suitable for all investors, and certain 
investors may not be eligible to participate in some 
or all of them.

N O  L I A B I L I T Y

The information contained in this Report is based 
on publicly available information. Gaia Natural 
Capital Pty Ltd makes every effort to use reliable, 
comprehensive information, but makes no 
representation that it is accurate or complete. The 
information in this Report remains subject to 
change without notice. Gaia Natural Capital Pty Ltd 
is not responsible for providing updated 
information and assumes no responsibility to do 
Gaia Natural Capital Pty Ltd and its affiliates and 
each of their respective directors, agents, officers, 
employees and advisors expressly disclaim, to the 
maximum extent permitted by law, all liabilities 
(however caused, including negligence) in respect 
of, make no representations regarding, and take no 
responsibility for, any part of this Report and make 
no representation, warranty as to the currency, 
accuracy, reliability or completeness of any 
information, statements, opinions, conclusions or 
representations contained in this Report.

E X I S T I N G  R E L A T I O N S H I P  

Gaia Natural Capital Pty Ltd and its affiliates may 
have an investment banking or other relationship 
with the company that is the subject of this Report 
and may trade in any of the securities/instruments 
or derivatives of those securities/instruments

D I S C L A I M E R
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referred to in this Report either for its own 
account or the accounts of its clients. Gaia 
Natural Capital Pty Ltd may make investment 
decisions that are inconsistent with the 
recommendations or views in this Report. 
Likewise, employees of Gaia Natural Capital Pty 
Ltd may have investments in 
securities/instruments or derivatives of those 
securities/instruments of companies mentioned 
in this Report and may trade them in ways 
different from those discussed in this Report.

F U T U R E  P E R F O R M A N C E

This Report contains certain forward-looking 
statements and opinions. The forward-looking 
statements, opinions and estimates provided in 
this Report are based on assumptions and 
contingencies which are subject to change 
without notice, as are statements about market 
and industry trends, which are based on 
interpretations of current market conditions. 
Forward-looking statements, including 
projections, forecasts and estimates, are 
provided as a general guide only and should not 
be relied on as an indication or guarantee of 
future performance and involve known and 
unknown risks, uncertainties and other factors. 
Past performance is not necessarily a guide to 
future performance and no representation or 
warranty is made as to the likelihood of 
achievement or reasonableness of any forward-
looking statements or other forecasts.

N O T  A N  O F F E R

This Report is not and should not be considered 
as an offer or solicitation to buy or sell securities 
or any other financial products. Neither this 
document nor any of its contents will form the 
basis of any contract or commitment to act as a 
securities broker or dealer in any jurisdiction by 
any person or company that is not legally 
permitted to carry on the business of a securities
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broker or dealer in that jurisdiction. This Report 
must not be disclosed to any other party and 
does not carry any right of publication. Neither 
this Report nor any of its contents may be 
reproduced or used for any other purpose 
without the prior written consent of Gaia Natural 
Capital Pty Ltd.

M O N E T A R Y  V A L U E S  

Unless otherwise stated, all dollar values are in 
Australian dollars (AUD$).

C O N F I D E N T I A L  

This document contains information that is 
strictly confidential. You must not directly or 
indirectly disclose to any person or copy, use, 
publish or record in any form any part of this 
document.

D I S C L A I M E R
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