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Factsheet 14: Controversies – carbon trading and carbon offsets  

 

This factsheet explains arguments for and against 
carbon trading. It will only make sense if you have 
read factsheet 13 on carbon tax first. This is because 
carbon trading is a kind of carbon tax, but with added 
features.  
  
In theory, it works like this:  
The government of a country sets up a carbon trading 
scheme. At the beginning of each year, the 
government gives each corporation an allowance to 
put so many tonnes of CO2 into the air. If it's 10,000 
tonnes of CO2, the company gets 10,000 permits of 
one tonne each.  
  
The government just keeps track of how much coal, 
oil and gas each corporation is using.  
  
If the corporation does not use up all their permits, 
they can sell left over ones to other corporations. Any 
corporation that needs need more permits can buy 
from those who are selling. If a corporation goes over 
their limit they lose money. If they go under, they 
make money.  
  
The first year sets a total number of permits to be 
handed out and then divides them up. After that, 
each year the government cuts the total number of 
permits by a certain amount – say 3% a year. That 
brings down the total emissions by 3% a year. 
  
This is called 'cap and trade'. The total amount of 
emissions each year is the 'cap'. The buying and 
selling of permits is the 'trade'.  
  
The idea is that emissions come down steadily. This is 
better than a carbon tax, which does not 
automatically limit emissions. Also, the market 
ensures that emissions are cut in the cheapest 
possible way. This is because companies that find it 
very expensive to cut emissions will be willing to buy 
more permits. And companies that find it relatively 
easy to cut emissions will be willing to sell. 
  
It is an elegant solution that costs the government 
nothing.  
 

Arguments against 
 
One argument against is that cap and trade has the 
same weaknesses as a carbon tax. Have a look again 
at the Factsheet on carbon tax. 
  
These arguments say that a cap and trade system 
passes the price on to the consumer. In general, the 
people in the middle and the poor will pay a bigger 
proportion of their income. That will make the cap 
and trade system politically vulnerable. 
  
Also, there is always a better solution than a cap and 
trade system. Government regulation and 
government spending will deliver deeper cuts in 
emissions.  
  
Moreover, government spending will make new jobs 
and stimulate the economy. Cap and trade will cost 
more and more, and mean that jobs are lost and the 
economy does not grow. 
 
It does not work 
 
Another argument is that cap and trade will not work 
in practice. So far the only one existing example is the 
European Union scheme. This has not worked. 
 
When it was set up, the scheme only applied to about 
half of the emissions in the EU. National governments 
handed out the permits. Each government gave out a 
lot of permits. The result was that the total cap was 
so high that corporations mostly do not need permits 
and the price has been sinking lower and lower. 
  
The EU has announced that in future they will auction 
all permits, instead of giving them away. This should 
raise the cost to companies. They will also lower the 
total cap. And they will extend the scheme to cover 
new areas, like aviation fuel.  
  
However, opponents of cap and trade argue that the 
ineffectiveness is built into the system. At the point 
where corporations really started hurting from the 
cost of carbon permits, they would intervene with 
governments and get the cap raised. The problem is 
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the same as with carbon taxes – when they get close 
to working governments may be tempted to shy 
away. 
 
For carbon offsets 
 
There is a third kind of argument against cap and 
trade. This is that cap and trade always comes hand 
in hand with 'carbon offsets'. Here is how carbon 
offsets are supposed to work: 
  
The simplest form of 'carbon offset' is this. You book 
an aeroplane flight. That is going to put a tonne of 
carbon dioxide into the air. So you tick the box that 
says you will pay to sponsor growing some trees 
somewhere in the tropics. That saves as much carbon 
as you were emitting. You are 'offsetting' your travel 
emissions. 
  
There are also offsets for companies, local 
governments and national governments. Let's say 
that you own a power station in Germany. You have 
been given permits in the European Union for so 
many tonnes of emissions. But you have gone over 
your limit. 
 
You can buy offsets from another company or 
government outside the cap and trade scheme. For 
instance, you can buy from a forestry company in 
Uganda. They plant trees and save carbon. You 
support them, and get to offset their trees against 
your extra emissions.  
  
People in poor countries get money. This helps them 
cut emissions in poor countries. And it is cheaper to 
cut emissions in poor countries, because wages are 
lower.  
  
It's a win-win, and the rich are helping the poor. 
 
Against offsets 
 
The first argument against is that no one polices the 
offsets. They are open to outright fraud, and to tricks 
that resemble fraud.  
  
For instance, a company can acquire forest land in 
Brazil. They cut down the dense rainforest and 

release the carbon from the soil. Then they plant 
eucalyptus trees, which grow very fast, nowhere near 
as tall, and release a poison that kills the 
undergrowth. As soon as the trees grow, they are cut 
down again. The company is planting trees, and 
storing carbon. But much more would have been 
stored if they had never cut down the forest.  
  
Or a factory in China is using CFCs, a very rare and 
very strong kind of greenhouse gas. The company 
agree to spend a little money on changing the 
production process, and make a lot of money from 
offsets because they are cutting a lot of emissions. 
Without the money, the Chinese government would 
have made them make the changes anyway. 
  
The big objection, though, is that offsets increase the 
emissions from rich countries. The UK, for instance, is 
planning, by law, for 80% cuts in CO2 emissions. But 
the UK government knows that they can't make the 
80% cuts without spending money they do not plan 
to spend. So they are already planning that much of 
their 'cuts' will in fact come from offsets they buy 
from poor countries. 
  
The result is that the UK won't cut 80%. In fact, every 
government in Europe is planning on this get-out 
clause.  
  
Moreover, governments and companies in poor 
countries will be encouraged to allow rich countries 
not to cut, because they make money. And they will 
be encouraged not to sign up to cut their own 
emissions, because that will lose them money on 
offsets. 
 
But, there is another argument for cap and trade. 
Governments and corporations are not willing to 
spend money. They may be willing to do cap and 
trade. It is better than nothing. 
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