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THE OFFSETTING MECHANISM IN GUANGDONG PROVINCE'S ETS:
LESSONS LEARNED AND THE WAY FORWARD

Yang Shu
China Quality Certification Centre, Guangzhou Branch

The Kyoto Protocol provided three market mechanisms for emission reductions of developed coun-
tries: the Clean Development Mechanism (CDM), Joint Implementation (JI), and emissions trad-
ing. The common foundation for these market mechanisms is that one ton of carbon dioxide (CO,)
removed or reduced has the same effect on emission reductions, regardless of where the removal
or reduction took place. Emission trading schemes have been developed worldwide, and offsetting
mechanisms became indispensable parts of carbon markets. 197 Parties ratified the Paris Agreement
in 2015 at COP 21 in Paris; under the Agreement, a new global emission reduction scheme is being
developed. The Paris Agreement provides a robust and ambitious basis for the use of international
carbon markets — primarily in Article 6; the Agreement allows Parties to use international trading of
emission allowances to help achieve emission reduction targets.

According to the World Bank, in 2021, 25 offsetting mechanisms have been developed worldwide,
while six offsetting mechanisms are under development. Large offsetting mechanisms such as Califor-
nia’s Emissions Trading System (ETS) issued over 214 million tons (Mt) of carbon-dioxide equivalent
(CO,e) through the end of 2020, and the average price of offsets reached USD13.71 /tCO,e. In the
Republic of Korea, even though the Korean ETS issued only 33.53 Mt CO e by the end of 2020, its
average price reached USD20-36 /tCO e

An overview of offsetting mechanisms reveals several related characteristics: first, emission reduc-
tion credits from offsetting mechanisms usually constitute no more than 10% of a corporate entity’s
obligation to cover its emissions — with the much larger portion of emissions covered by allowances
issued by the relevant jurisdiction; second, the scope of offsetting mechanisms may include agriculture
and forestry, industrial gases, energy efficiency, renewable energy, transport, and waste treatment, with
the exact scope being defined by the administrators of carbon markets; third, priorities are usually
defined for certain types of projects considering local environmental and social benefits.

As one of the first low carbon pioneering provinces in China, Guangdong launched its carbon market
in 2013. The Guangdong Emissions Trading System (ETS) focuses on the largest emitting industrial
entities. To encourage the citizens and the small and medium sized entities (SMEs) unregulated by the
ETS to reduce carbon emissions, Guangdong has launched and released the implementation plan for
the “Tan Puhui” scheme, as well as the temporary management rules for the Puhui Certified Emission
Reductions (PHCER). Tan Puhui has been defined as an inclusive voluntary emission reduction scheme,
to encourage the citizens and SMEs to participate in low carbon actions, and to explore low carbon
production and life styles; in return, participants in the scheme receive honorary or monetary awards.
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Tan Puhui has two major formats: one is through internet platforms, including websites and apps —
including WeChat — to encourage individuals to take low carbon actions. In return, credits are given
to participant rankings and to purchase goods. The other format is through emission reduction proj-
ects, following methodologies published by the government. Projects developed according to these
methodologies will generate emission reduction credits (PHCERs), if verified by third-party organiza-
tions and approved by the administration. PHCERSs can be traded in the Guangdong ETS or used
in offsetting emissions in large events such as conferences. So far there have been six provincial level
methodologies approved by the government: forestry, small scale PV, home-used heat pump heaters,
high efficiency air-conditioners, public bike-sharing, and reuse of abandoned clothing.

The Guangdong ETS has set up rules for using its offsetting mechanism. Each year no more than a
total of 1.5 million tons of China Certified Emission Reduction (CCER) units and PHCERs could
be used for compliance, 70% of which must be located and generated in Guangdong. CCERs from
the following types of projects are excluded in compliance: projects from Guangdong ETS emitting
entities and other regional ETSs; hydro power projects; and projects related to fossil fuel electricity
generation and heating supply or waste heat utilization. Because there is a system-wide limit of 1.5
million tons, the government will approve the offsetting compliance request according to the orders
of submission in writing.

The price of PHCERSs from 2017 to 2021 has increased from around RMB 10/tCO,e to RMB 40/
tCOe (equivalent to about USD 2/tCO e to USD 6/tCO,e), which was also higher than the Guang-
dong Emission Allowance (GDEA). PHCERs becomes increasingly favorable for investors due to
several reasons: first, some forestry PHCERs have additional ecological benefits, which meet the needs
for companies to show their contribution to sustainable development. Second, some PHCERs from
forestry or solar projects were generated in rural villages that were still in poverty, therefore buying
such PHCERs helped companies to carry out social responsibility.

Take the first forestry project in a poor village in Shaoguan City for example, with the forests owned
by the village community. The project produced 3,046 tons of PHCERs and traded for about RMB
33506 yuan (equivalent to about 4,500 USD). This income helps the village to invest in public proj-
ects and provides better community services. The third and perhaps the most important reason is that
companies could create a portfolio of carbon assets for their compliance, including GDEA, CCER,
and PHCER, which reduces overall costs and enhances investment returns. Prior to the first compli-
ance cycle of national ETS, some CCERs from previous projects are sold at relatively low prices, there-
fore companies can calculate the percentages of GDEA, CCER and PHCER to be used in compliance
at the minimum cost.

Even though the CCER program has been suspended since March 2017, CCERs generated before this
date can be used in the first compliance cycle of China’s national ETS from October 2021. By the end
of 2021, key emitting entities covered in the national ETS have completed the first compliance cycle
and can use no more than 5% of CCERs in their compliance. Looking ahead, CCER will re-initiate
as the national ETS continues operating, because the need for more CCERs to be issued will increase.
The Guangdong ETS is at a crossroads where it has to either develop differently and remain indepen-
dent from the national ETS, or become a part of the national ETS. Therefore the offsetting mecha-
nism in Guangdong also faces great challenges for further development.



Three key aspects could be considered in the next steps: first, PHCERs can be used continually in
Guangdong ETS, while the total amount will be constrained due to the size of Guangdong ETS;
second, with the national targets of peaking CO, emissions by 2030 and carbon neutral by 2060,
Guangdong needs to study how to use PHCER in the broader scope of carbon offsetting, because
more and more companies have the need for carbon-neutral commitments; third, in the development
of global carbon market, Guangdong Tan Puhui can actively connect with international offsetting
mechanisms, and aims to become an internationally recognized offsetting program; fourth, Tan Puhui
can continue to develop at the city level and on internet platforms, which have large numbers of users,
hence more people and SMEs can take low carbon actions and receive credits for rewards in more
scenarios. That is the spirit of inclusive voluntary emission reduction scheme — everyone can take
actions to reduce carbon emissions and gain rewards from low carbon actions.
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