
Compliance Markets: A cap-and-trade market is a 

regulated compliance market where large emitters or other 

obligated parties must keep their emissions below a cap. 

Parties within the market must pay a fine if their emissions 

per facility are over their stipulated cap. Parties have three 

compliance options to remain under their cap: direct 

emissions reductions actions, allowances, and offsets (the 

latter two being forms of tradeable unit) 

Refers to a reduction in CO2e 

emissions or an increase in carbon 

storage, used to compensate 

emissions that occur elsewhere

A transferable instrument, 

certified by an independent 

body, that represents 1 metric 

tonne of CO2e emission 

reduction. The buyer of an offset 

credit can retire it to claim the 

underlying reduction of the GHG 

A CO2e emission that never 

happens because an 

alternative to a “Business as 

Usual” fossil fuel is used. In line 

with the notion that the best 

way to reduce carbon in the 

atmosphere is by not emitting 

in the first place 

Voluntary Markets: Independent markets not covering 

regulated facilities, and not governed by a regulatory 

framework to meet a set cap or reduction goal. 

Participation in the creation of offsets and credits and their 

use is voluntary 

Carbon Markets 

GHG Emissions (Gt CO2e/year)

Emissions Trading Systems (ETS) are cap and trade, voluntary programs. Examples of the 
largest markets are the EU ETS and the China ETS. Canada and the US do not have national ETS 

Companies making net-zero commitments cannot use offsets to avoid the direct 
emissions they generate, therefore limiting the impact of voluntary market offsets 

Figures for illustration purposes. For more information please refer to the Research tab at www.iClima.earth

 Potential Avoided Emissions should not be confused with the term ‘avoided emissions’ 
to describe offsetting within an investment portfolio in order to claim carbon neutrality 

Carbon Offsets 

Achieving a state in which the activities within the 
value chain of a company result in no new emissions, 

lessening the impact on the climate from GHG 
emissions  

Net Zero is achieved by balancing emissions between 
those that can be avoided through direct action and 

those that cannot with an appropriate amount of 
removals 

Net Zero I I

III

Balancing GHG emissions by offsetting (or removing 
from the atmosphere) an equivalent amount of 

carbon for the amount produced. It can be achieved 
by buying carbon credits  

A commitment to carbon neutrality does not require 
a commitment to reduce overall GHG emissions

Carbon Neutral 

Carbon Offset Credit Potential Avoided Emissions 
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https://wriorg.s3.amazonaws.com/s3fs-public/foundational-questions-carbon-removal-united-states.pdf

