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(iv) cost containment measures. 
 
2.2.4 In addition, we also assume that those factors that are not necessarily barriers to linkage but which 

nonetheless must be addressed as part of the linkage arrangement, (Tuerk et al. (2009)), have been 
satisfied: 

(i) monitoring, reporting and verification (“MRV”) rules for units; 
(ii) banking compliance periods; 
(iii) compliance periods; 
(iv) registries; 
(v) rules governing new entrants and closures; and 
(vi) allocation methods. 

 
2.2.5 It is, however, fair to say that much of the work referred to above and our assumptions have been 

in the context of more traditional approaches to linking (i.e. direct or indirect linking). Networking 
seeks to add a less traditional approach towards linking to respond to a new carbon market 
landscape that is decentralised and is characterised by heterogeneities in their design and ambition. 
We discuss this further in section 7 of this paper.  
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countries as host Parties for the activity in question. Like the CDM and JI, the new mechanism will 
also allow for participation in the activity by private entities authorised by the relevant Parties.  

3.6 On the face of it, the new mechanism seems to provide an opportunity to launch a centralised 
offset mechanism that benefits from all of the knowledge, know-how and experience of CDM/JI. 
However, it also appears that this mechanism is not envisaged as a cap-and-trade mechanism and 
has the characteristics of an offset mechanism. 

3.7 Given the centralised nature of the Sustainability Development Mechanism, it seems to preclude 
the application of networking because: (a) it is a ‘top-down’ mechanism that is operated by the 
CMA (and supervised by a body to be established by it); (b) it appears to be limited to offsets and 
would preclude cap-and-trade markets; and (c) does not, on its face, suggest an offset mechanism 
that would differentiate between various Party offsets on the basis of their MV. 

3.8 As such, for the purposes of this paper, we will assume that the scope and application of the 
transactions to be covered by this paper in the context of networking will be limited to those, 
whose international transfers via their linked markets will qualify as ITMOs under Article 6(1)-(3) 
of the Paris Agreement. 
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4.1.5 It is important to recognise those differences in the context of this paper, in particular because 

discussion of the required governance and legal framework is beyond the scope of this paper. That 
said, the following points are worth making. 

4.2 Governance framework 

4.2.1 For linked markets, the multiplicity of issues that will need to be resolved (and which we have 
already assumed would have been agreed upon before the issue of the regulatory framework can be 
addressed) must nonetheless be addressed. The forum in which those issues are to be addressed 
and the process by which they are discussed goes to the heart of the governance framework. For 
example, in bilateral directly linked markets, that process may kick off through bilateral memoranda 
of understanding (“MOUs”) or cooperation agreements between the parties. Examples of such 
arrangements include the recent US-China Climate Change Working Group under which they have 
launched action initiatives on vehicles, smart grids, carbon capture, utilization and storage, energy 
efficiency, greenhouse gas data management, forests and industrial boilers. From the seeds of such 
forums grow the more formal arrangements that lead to institutionalised governance structure. 
Ensuring such a forum exists to co-ordinate efforts is a key example of where a suitable 
governance structure can be important. It is also necessary to ensure there is a forum in which to 
address issues that cannot be resolved on a mutual basis. For example, if one party were to 
unilaterally wish to withdraw from a linked market and did so in contravention of the pre-agreed 
process under the legal framework that otherwise established that linkage, to which platform does 
the aggrieved country elevate that grievance (e.g. providing for resolution under the International 
Court of Justice or, in the context of a multilateral organisation, by developing an in-house dispute 
resolution forum for its members)? 

4.3 Legal framework 

4.3.1 A distinction is also to be drawn between the legal frameworks required to support linkages at 
national level from sub-national level. This is because, typically, international legal relations 
between two or more states are the subject of public international law and therefore, agreements 
made between two or more contracting states often take the form of international treaties. 
Although not always called a treaty, many terms are used to describe internationally binding 
relations between two or more countries. These terms include international conventions, 
international agreements, covenants, final acts, charters, MOUs, protocols, pacts, accords, and 
constitutions for international organisations. Usually, these different names have no legal 
significance in international law as the degree of formality chosen will typically depend upon the 
gravity of the problems dealt with and upon the political implications and intent of the parties. The 
EU’s link with Switzerland is established through an agreement between the EU and Switzerland 
but until it is signed by the relevant authorities and ratified by the two parties, that agreement is not 
binding on the parties. In effect, this agreement is an international treaty within the meaning of the 
1969 Vienna Convention on the Law of Treaties.  

4.3.2 In contrast, linkages established at sub-national level by two or more countries will have to fit 
within limits imposed on those sub-national agencies under the respective constitutional national 
laws of their respective nations dealing with international relations. For example, in order for a 
linkage between Quebec and California (discussed further below) to arise, the question of US 
national authority and sovereignty and whether the linkage interferes with the autonomy/policy 
choices of the national government, needed to be considered. Therefore, the shape of such 
linkages at sub-national level will be a question of the extent and scope of the sub-national entity’s 
jurisdiction. This can be a limiting factor in the ability for states or sub-national entities to negotiate 
with each other in the context of market linkages. Where the efforts of two linked sub-nationals 
also need to ensure that, going forward, their efforts did not detract from the efforts at national 
level counting towards their NDC under the Paris Agreement, this becomes a greater limiting 
factor for sub-nationals that are securing to link and will need to be taken into account in 
developing the legal framework. 
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4.3.3 Whatever legal framework that is applied in the context of two or more linked markets, whether 
that be thorough ‘networking’ or more classic forms of linking, that framework will lay the 
foundation for the regulatory framework to be established between two or more linked parties. It is 
not necessary for all of the details to be prescribed in the legal framework but it is important for 
authority to be delegated to the appropriate body or group of bodies in order for those details to 
be further developed. The absence in the legal framework of suitable organisations to delegate the 
responsibility of detailing policy development to may lead to the creation of new organisations or 
bodies outside the scope of the legal framework in order to service the two linked markets. As 
such, the legal framework needs the foresight to anticipate potential issues that may have to be 
resolved between two or more countries or sub-national entities. An illustration of such an issue 
faced by California during its considerations for linkage with Quebec included the following: 
“California might find a market design flaw that can only be corrected if Quebec implements the same market rule 
change. However, it would be difficult, if not impossible, for CARB to compel Quebec to implement this market 
rule.”5 Arguably, the inability for one sub-national to enforce a breach of a linking agreement 
against another country’s sub-national would be a significant design flaw for the linked markets. 
Other examples include the lack of harmonisation of EU VAT laws regarding EU allowances as 
part of the EU ETS establishment process in 2004. These laws were only harmonised recently 
following the VAT fraud scandal in the EU ETS in 2009/10.  

4.3.4 The legal framework may also wish to address the exclusivity of the membership of the plurilateral 
or, to a lesser extent, the multilateral organisation. For example, will it be open for any country to 
join or would it be limited to its founding countries? Would it allow a country or international 
organisation to be an observer as a means to promote itself or its activities?  

  

                                                 
5 Issue Analysis : Linkage with Quebec in California’s Greenhouse Gas Emissions Cap-and-Trade Market by Bailey et al. 
Emissions Market Assessment Committee for AB 32 Compliance Mechanisms (September 20, 2012) 
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much of the other necessary rule development, oversight and enforcement issues delegated to the 
bodies already existing under their own respective programmes or within the Western Climate 
Initiative (“WCI”) arrangements. 

5.1.5 However, this is slightly simplistic when ‘networking’ is factored into the equation because the 
question of who determines the respective MV of the two linked countries or sub-nationals has not 
yet been addressed.  It is understood that the process would be independent and neutral, and that it 
would be designed to provide assurance of the environmental integrity of the asset, in accordance 
with rules and procedures that are recognized by regulations, the regulatory body and the 
participating jurisdictions. This step is not required for more traditional forms of linking.  The key 
question for two markets that are ‘networked’, will relate to the regulatory framework that is used 
to apply the MV, as determined by a third party, for the respective schemes. We discuss this further 
in section 7 of this paper. 

5.2 The regulatory framework for linked markets 

5.2.1 As previously mentioned, the difference in the regulatory framework for bilateral and multilateral 
linkages are mostly one of scale and complexity. As illustrated by the California-Quebec example 
above, the additional regulatory bodies or institutions required in a bilateral model may be relatively 
few. However, this is not the case with plurilateral (i.e. regional or carbon clubs) or multilateral 
linked models. The complexity of those models, where the parties are signing up to a common set 
of rules, requires a more formal and structured approach to enable the formulation, development, 
elaboration, ratification, implementation and enforcement of those rules between the participating 
countries. This formalisation of approach often leads to the following types of bodies being 
established, each with a specific role to play to ensure the effective running of the carbon club or 
multilateral instrument: 

5.2.2 A Decision Making Body: to make political decisions, carry out the functions of the body and 
take necessary actions. This is typically the apex level of the body made up of the most senior 
government representatives of the participating members of the carbon club countries or of the 
multilateral instrument. This body will typically meet once a year or with such other frequency as 
may be agreed or required.  

5.2.3 An Administrative Body: to oversee the day-to-day running of the carbon club or multilateral 
instrument on behalf of the participating country representatives in the Decision Making Body. 
The Administrative Body will report to the Decision Making Body and is often supported by 
additional subsidiary committees or groups. The Administrative Body will also be made up of 
representatives of all the participating countries. This body will meet more regularly than the 
Decision Making Body sometimes, as frequently as every six weeks. Often this body will be 
empowered under the legal framework to determine its own rules of procedure as well as to 
establish any subsidiary bodies that it sees fit to support its activities. This body will often approve 
the rules of procedures of any committees or subsidiary bodies that it establishes. It may also 
formulate policy, review progress, identify new areas of co-operation and establish new 
mechanisms as required to implement the objectives of the club. 

5.2.4 A number of Sub-Administrative Bodies: may be required to deal with specific aspects of the 
plurilateral or multilateral arrangement. The rules of procedure of these bodies are often very thinly 
specified in the legal framework pursuant to which they were established and therefore, they are 
empowered to determine their own rules of procedure as they see fit.  For example, a body may be 
set up specifically to deal with dispute resolution and enforcement issues relating to breaches by a 
country of its obligations under the rules of the instrument. Other examples of Sub-Administrative 
Bodies may relate to those dealing with the fiscal or budgetary concerns of the instrument and the 
contributions of participating country members. After all, the operation of the various activities of 
the instrument, the resources necessary for organising the various meetings as well as costs of the 
permanent staff of the instrument’s bodies and its secretariat will be a significant factor in the 
decision to establish the body in the first place. Under-resourced organisations are likely to be 
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ineffectual in the implementation and performance of their objectives. This is particularly likely to 
be an issue where the club countries or multilateral instrument members require capacity-building 
support for the implementation of their obligations under the rules of the instrument.   

5.2.5 A number of technical committees and working groups: are required to achieve the often 
mundane but nonetheless important nitty-gritty aspects of the instrument. The tasks of these 
committees or working groups may involve receiving notifications of new regulatory measures 
being proposed by its member countries, compiling databases of information (e.g. emissions data, 
monitoring reports, accounting information), conduct technical verification of documents etc. The 
importance of these technical committees and working groups is sometimes understated. These 
platforms often provide the best source of ideas and information (to include discussion, 
elaboration, justification and contestation). Communication and cooperation between the 
participating countries in turn often has the effect of reducing the risk of conflicts arising between 
the parties concerned. These committees or working groups can also facilitate the development of 
shared norms between the participating countries, for example by providing a forum for airing 
views on the interpretation of specific or ambiguous provisions with the rules of procedure of the 
instrument or the legal framework under which the instrument was established. 

5.2.6 Often the technical committee or working group will be tasked with ensuring specific elements of 
the instrument. For example, in the case of traditional forms of linking, a working group may be 
tasked with ensuring the harmonisation of monitoring, reporting and verification arrangements 
across the participating countries.  The task of harmonising is not as relevant for networking so a 
working group may be set up to develop the principles, rules and procedures for accepting an MV 
determined by a third party as well as how the suitable third party may be accredited as an MV 
assessor.  Other examples include the running of specific tools of the instrument, such as an 
international transaction log to link up the carbon registries of the linked participating countries or, 
in the context of the International Transaction Unit model to operate the platform for issuing 
ITUs.  

5.2.7 A Secretariat: The head of the secretariat may be appointed by the Decision Making Body. That 
person is likely to be empowered with the responsibility of appointing the staff to the secretariat, as 
well as setting their responsibilities, duties and terms of service, each of which may be under 
regulations adopted by the Decision Making Body. The Secretariat should be impartial towards any 
member country and should be exclusively international (as opposed to national) in character. Its 
role is to coordinate and monitor the decisions of the Decision Making Body and the activities of 
the organisations. It may also act as the point of communication with other international 
organisations or carbon clubs and its location will act as the headquarters for the carbon club or 
multilateral instrument. 

5.2.8 In the table below, we use the bodies under the South Asian Association of Regional Cooperation 
(“SAARC”) (a plurilateral organisation) to illustrate how the bodies listed above have been 
established under that regulatory framework:  

Level Body SAARC example 
1 Decision Making Body SAARC Heads of State Summit 
2 Administrative Body Council of Ministers 
3 Sub-Administrative Bodies Standing Committee/Programming 

Committee 
4 Technical committees/Working Groups Technical Committees – (i) Agricultural, 

(ii) Transport and 
Communications, (iii) Forestry, 
Environment and Meteorology, 
(iv) Social Development, (v) 
Science and Technology, (vi) 
Human Resource and (vii) 
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5.2.9 Whilst any regulatory structure applied in the context of linked carbon markets would have to be 

tailored to the objectives of its legal framework and the specific issues that are needed to be 
resolved to create sufficient homogeneity and ensure the ability of those two or more participating 
markets to link, the bodies suggested above could, in principle, be applied to regulate most 
generically linked markets.  

5.2.10 This of course raises the question of whether any current or existing plurilateral or multilateral 
arrangements could be used to link carbon markets using their existing legal or regulatory 
framework. We explore this in the following section. 

 

  

Energy. 
5 Secretariat SAARC Secretariat 
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laws and regulations provided for equivalent enforcement of its cap-and-trade programme; and (4) 
that linking was unlikely to place any significant liability on California.9  

6.2.5 The above illustrates that existing carbon market linkages on a bilateral level have required a high 
degree of harmonisation in relation to their respective emissions caps, price controls and other 
features of their systems, inevitably resulting in some loss of sovereignty and control over national 
carbon market policy.  This loss of sovereignty and carbon market control is a common feature in 
direct linkages10, although the extent of the loss of sovereignty varies according to a variety of 
factors, as evidenced above.  The loss of sovereignty issue is a major challenge to the adoption of 
direct linkages, particularly in the case of plurilateral or multilateral linkages. 

6.2.6 Therefore, in order for direct linkages of the type established by the EU-Swiss and California-
Quebec linkages to be viable, the following key aspects need to be addressed by the framework: 

 How strictly the environmental integrity of a system is maintained, though MRV standards, 
i.e. so that there is sufficient alignment on the value of carbon allowances, meaning there is 
no mitigation value consideration. 

 Whether the registry and accounting systems are aligned on issues such as carry-over of 
allowances into future compliance periods. 

 The level of ambition in the participant’s domestic cap-and-trade system, i.e. at what level 
the regulatory emissions cap and reductions targets are set.  This directly impacts on the 
price of carbon allowances. 

 Whether a system has an absolute target or a relative target. The Chinese system – relative 
– is unlikely to be compatible with the EU ETS for this reason. 

 
6.2.7 It follows that there needs to be close alignment, not only a regulatory level, but also on a legal and 

governance level in order to achieve the necessary harmonisation in the direct linkage model. The 
requisite degree of alignment was self-evidently present in the case of the EU-Swiss linkage and the 
California-Quebec linkage, but the fact that examples of bilateral linkages are few in number (at 
least at present) suggests that the need to achieve this degree of multi-faceted alignment is a 
potential limiting feature of the direct linkage model, particularly in terms of the ability to expand a 
bilateral linkage into an indirect bilateral linkage model (through multiple bilateral linkages, see 
Figure 3 below) or the Multilateral Trading Model. 

6.2.8 The EU ETS Directive11 contains strict requirements with regards to linking with other ETS 
schemes; it provides that such linkages may only be established if the other scheme is compatible 
and mandatory, and has absolute emissions caps.12  Even in the case of the EU-Swiss linkage, the 
negotiations took nearly 5 years to conclude an agreement. It therefore seems unlikely that the 
direct linkage model would work in the context of linking the EU ETS with more divergent, 
emerging carbon markets, given the regulatory, political and structural incompatibilities.  As to the 
ability of the EU ETS to link under the MV model where direct linkage is not possible, it is unclear 
if this could happen as there is nothing in the directive to suggest that the strict compatibility 
requirements would not apply to such an agreement. This potential obstacle under the EU ETS 
may require further consideration.  

6.2.9 Even if the required alignment can be achieved for the purposes of initial bilateral linkage, 
maintaining a harmonised, linked carbon market throughout the regulatory lifecycle of the 
respective systems may present a challenge. For example, Switzerland is targeting a 50% reduction 
in its emissions (compared to 1990 levels) by 2030, of which at least 30% must be achieved by 

                                                 
9 As noted in Carbon Market Watch paper, “Towards a Global Carbon Market, Risks of Linking the EU ETS to Other 
Carbon Markets” (2015). 
10 As noted by Ranson and Stavins in “Linkage of Greenhouse Gas Emissions Trading Systems: Learning from Experience” 
(2014). 
11 Directive 2003/87/EC establishing a scheme for greenhouse gas emission allowance trading within the Community and 
amending Council Directive 96/61/EC 
12 Article 25(1a)   
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Switzerland itself and the remaining 20% achieved through the purchase of international offsets.13  
Conversely, the use of offsets is excluded from the EU’s 2030 target of achieving a 40% reduction.   
This policy divergence towards 2030 potentially represents a loss of control on the part of the EU, 
given the potential for international offsets to enter the combined market via the back door.   

6.2.10 The California-Quebec agreement addresses the potential for regulatory divergence by providing 
for regulatory harmonisation measures, including a commitment to consult each other regularly 
and constructively to ensure ongoing harmonisation of the regulatory regimes for reporting of 
carbon emissions and cap-and-trade systems.14  This is one way to mitigate the risk of the parties 
having to de-link at some later stage due to regulatory incompatibility. 

6.2.11 The need for close regulatory alignment in the direct linkage model could potentially be overcome 
through adoption of the Carbon Club Model or Multilateral Trading Model.  However, it would 
not necessarily address origination concerns regarding, for example, the environmental integrity of 
units produced by another participant or their MRV standards.  To address such concerns would 
require a higher degree of regulatory oversight by an appropriately qualified, independent decision-
making body, which the bilateral model presently does not provide for.  The effort and cost of 
achieving this integrity assurance would suggest that networking would be most cost effective on a 
plurilateral or multilateral basis as common regulatory bodies could be utilised and the costs of 
supporting the regulatory infrastructure spread across more participants. 

6.2.12 Geographic proximity also appears to be a significant feature in the majority of existing bilateral 
linkages. Whilst geographic proximity is not a necessary feature of bilateral linkage, the need for a 
high degree of regulatory and political alignment militates in favour of linking with geographically 
close partners. It follows from the discussion above that geographic proximity may be less of an 
issue with regards to linkage in the NCM model, but only if the requisite supervisory framework is 
in place. 

6.3 Regional/plurilateral linkage 

6.3.1 As noted above, the potential to develop a regional or plurilateral carbon club using the direct 
linkage model is inhibited by the requirement to have a high degree of regulatory, legal and 
governance alignment, and the loss of sovereignty that necessarily entails.  Neither of the 
agreements cited in this section seek to interfere with the national sovereignty of its members on 
these issues, so their potential to support a direct linkage would appear to be low.  However, 
linkage using the Carbon Club Model is not so inhibited, and so is considered.   

6.3.2 The Agreement on South Asian Free Trade Area (“SAFTA”) is a regional trade agreement that 
was established in 2004 by the members of SAARC.  There is potential appeal in utilising a trade 
platform such as SAFTA to create a regional carbon club, in that it could provide an established 
regulatory framework and governance structure on which to build a specialised carbon trading 
platform.  The institutional arrangements under SAFTA, consist of: 

 SAFTA Ministerial Council (“SMC”): the highest decision making body of SAFTA, 
responsible for implementing the agreement. 

 Committee of Experts (“COE”): provides expert support to the SMC in the 
implementation of the agreement, and acts as the Dispute Settlement Body under the 
agreement. 

 SAARC Secretariat: provides secretarial support to the SMC and COE in the discharge of 
their functions under the agreement.15 

 

                                                 
13 https://icapcarbonaction.com/en/about-emissions-trading/linking 
14 Articles 3 and 4 of the California-Quebec Agreement 
15 Article 10 of SAFTA. 
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6.3.3 The above bodies could potentially provide regulatory oversight of a linked carbon market within 
their existing powers. However, the SMC is likely to lack the requisite expertise in carbon market 
regulation, as compared to a body such as the CDM Executive Board; the narrow focus of SAFTA 
on trade in products is likely to mean that it is likely to be ill-equipped to provide a sufficiently 
rigorous regulatory platform for trade in more complex instruments such as carbon allowances. 

6.3.4 A further limiting feature of agreements like SAFTA is geographic exclusivity.  Participation in 
SATFA is limited to SAARC states, which would limit the potential of its combined carbon 
market.   

6.3.5 The Trans-Pacific Partnership (“TPP”) Agreement is an example of a more recently established 
plurilateral trade agreement; again not one that seeks to establish a carbon market linkage.  The 
agreement was signed by the 12 participating Pacific Rim countries in February 2016, although it 
has yet to be ratified. Whilst principally an agreement to establish a free trade area, the TPP (unlike 
SAFTA) also covers a wider range of issues over its 30 chapters, including intellectual property, 
labour and the environment. 

6.3.6 The TPP does not expressly cover carbon markets and trading, nor does it impose a cap-and-trade 
scheme.  However, Article 20(4) provides that the TPP members should enter into dialogue on 
trade and environmental issues of mutual interest, particularly with respect to the implementation 
of multilateral environmental agreements (“MEAs”). The Paris Agreement is likely to meet the 
definition of an MEA, so the implementation of Cooperative Measures and ITMOs (as discussed 
at paragraphs 3.2 – 3.4 above) is theoretically within the scope of the TPP. As such, there appears 
to be potential to utilise the framework established by the TPP to establish a linked carbon market. 

6.3.7 A number of provisions in the environmental chapter are relevant to the question of whether the 
agreement could potentially provide a platform for carbon market linkage. Article 20(3) recognises 
the sovereign right of each party to establish its own levels of domestic environmental protection 
and its own environmental priorities.  The retention of national sovereignty means that the TPP 
would not support a directly linked carbon club in which the parties cede control over domestic 
emissions reduction targets and carbon market control in favour of an EU ETS type system. 
However, it does potentially leave room for the MV model, in which participants would not 
necessarily need to relinquish sovereignty over their domestic carbon emissions policies. 

6.3.8 Article 20(12) promotes the use of cooperation frameworks as a mechanism to implement the 
environmental provisions of the TPP, which may be carried out on a bilateral or plurilateral basis. 
Whilst the establishment of a carbon market is perhaps outside the ambitions of the TPP, it is 
interesting that the language mirrors that of Article 6(1) of the Paris Agreement, which promotes 
voluntary cooperation to implement the parties’ nationally determined contributions.  Further, 
Article 20(15) makes reference to cooperation on emissions monitoring and market mechanisms. 

6.3.9 An obvious limitation of utilising a framework such as the TPP as a platform for carbon market 
linkage is that it covers such an expansive range of topics, of which carbon markets if ‘bolted on’ 
would be only one small part.  This means that countries wanting to join the carbon club 
established thereunder, who are not presently TPP participants, would potentially have to accede to 
the full agreement (there is no ability to unilaterally opt out of any provisions) and would have to 
be accepted for full TPP membership by the existing participants. 

6.3.10 The TPP provides that accession is open to any country as may be agreed (unanimously) by the 
existing TPP members, provided that country is willing to comply with the obligations in the 
Agreement. 16   Accordingly, unlike other free trade agreements such as SAFTA, there are no 
geographic limitations on membership, only a requirement that prospective members are willing to 
align with the TPP on all issues set out in the agreement. In this sense, it is not a regional 
agreement, with the connotations that has about exclusivity of membership; even amongst the 

                                                 
16 Article 30(4) of the TPP. 
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existing TPP members (i.e. the Pacific Rim region), there is huge diversity in regulation, economic 
policy and governance, which demonstrates that alignment on such factors is not essential for 
membership. 

6.3.11 The TPP may be a cumbersome instrument to utilise for a discrete issue such as carbon trading, 
albeit that it is still too early to make any judgments on this.  The TPP provides for the 
establishment of a TPP Commission, whose functions will include monitoring and reviewing the 
implementation of the agreement.17  It is unlikely that the TPP Commission would have the 
requisite expertise or time to effectively supervise the establishment and functioning of a carbon 
club. However, the agreement gives wide discretion to the TPP Commission to establish subsidiary 
bodies and develop arrangements for implementing the agreement. Therefore, it would 
theoretically be within the powers of the TPP Commission to establish a subsidiary body dealing 
solely with the establishment of a networked carbon club, which would be accountable to the TPP 
Commission. 

6.3.12 The above tends to suggest that the TPP could offer a regulatory platform for carbon market 
linkage on a plurilateral scale. Whether it would be a cost-efficient and operationally effective 
means to do so is questionable, and would require further detailed consideration. 

6.4 Multilateral linkage 

6.4.1 The World Trade Organisation (“WTO”) is an example of a global, multilateral trade framework. 
Various commentators have already considered whether the global carbon market and carbon units 
are caught by the WTO agreements – whether as a product, financial instrument or financial 
service – and the potential issues this creates.  For the purposes of this paper, it is assumed that 
carbon units fall within the auspices of the WTO agreements and the analysis of its potential to 
support multilateral carbon market linkage is premised on that assumption. 

6.4.2 The WTO operates under comprehensive institutional arrangements, which consist of the 
following bodies: 

 General Council: the highest level decision-making body, which also acts as the Dispute 
Settlement Body and the Trade Policy Review Body. 

 Councils for Trade in Goods, Services and Trade-Related Aspects of Intellectual Property 
Rights: who have responsibility for the WTO Agreements, namely the General Agreement 
on Tariffs and Trade (GATT) and the General Agreement on Trade in Services (GATS); 
and  

 Various committees and working groups: who deal with specific aspects of the WTO 
Agreements, and report to either the Councils for Trade and Services or directly to the 
General Council.18 

 
6.4.3 The WTO certainly appears, on the face of it, to have sufficient prowess to provide the requisite 

regulatory oversight of a multilateral carbon market linkage.  However, as noted in relation to the 
TPP, it may be cumbersome for a body such as the General Council to exercise a specialist 
regulatory function as a supervisory body of a global carbon market given its broad remit.  
Although the General Council could be supported in this function by the councils, committees and 
working parties below it, this may only serve to create an overly complicated governance structure.  

6.4.4 One might argue that the United Nations Framework Convention on Climate Change 
(“UNFCCC”) has an equally complicated governance structure.  However, its climate change 
function is more focused and relevant than that of the WTO.  Further, it is more likely that a body 
constituted under the UNFCCC, such as the CDM Executive Board, has the requisite specialist 
knowledge to act as an effective supervisor of a multilateral carbon market linkage.  Therefore, 

                                                 
17 Article 27 of the TPP. 
18 https://www.wto.org/english/thewto_e/whatis_e/tif_e/org2_e.htm 
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there would need to be a compelling reason to elect the WTO framework over the UNFCCC as 
the primary platform for multilateral linkage. 

6.4.5 That conclusion is reinforced when one considers the other regulatory obstacles presented by the 
WTO agreements.  For example, the general prohibition on discrimination19 by obliging WTO 
members to afford most favoured nation treatment to all other members, could mean that 
discriminatory treatment of carbon units based on country of origin or type of unit (i.e. allowance 
or offset) violates WTO rules.  Accordingly, prior commitments made by participants of the 
multilateral carbon club, for example through existing bilateral arrangements, may be classed as 
discriminatory20.  Equally, national measures imposing quantitative restrictions on the import of 
foreign carbon units could fall foul of the WTO rules against quantitative restrictions.   

6.4.6 The applicability of these principles to carbon units – and the potential obstacles this may present 
for carbon market linkage under WTO – is by no means certain and would require further 
examination.  Nonetheless, the potential complexity of bolting on carbon trading to the WTO 
framework militates in favour of adopting an alternative multilateral framework that does not start 
from such a position, such as UNFCCC.  

  

                                                 
19Article I of GATT. 
20 As posited by J. Munro in “Trade in Carbon Units as a Financial Service under International Trade Law: Recent 
Developments, Future Challenges” (2014). 
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one or more markets are eligible for use in the others, and vice-versa23. An example of such a Full 
Direct bilateral linkage is that between California and Quebec discussed above. 

Figure 2. Direct Bilateral Linking 

 

 
 

 

 

7.2.4 Unilateral linkages are also an example of direct linkages albeit one where emissions flow in one 
direction only, i.e. one system accepts units from one or more other systems, but not vice-versa24. 

7.2.5 Indirect linkage occurs when two unlinked systems each link a common third system25.  Increasing 
in scale when numerous countries are linked, the participant countries (see for example the 
countries illustrated in Figure 3 as Country B, C, D etc.) are indirectly linked via their common 
bilateral link with Country A. 

Figure 3. Indirect Bilateral Linking 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
7.2.6 If a global carbon price is the desired outcome, but with a recognition that the classical 
approaches of establishing homogeneity before linking is time consuming and challenging (as illustrated 
by the experiences described in the preceding sections of this paper) then finding alternative or softer 
linkage pathways, ‘networking’, is worth considering. Of course, networking requires the MV concept to 
be fully explored and accepted by participating jurisdictions which, while it may have political challenges, 
may be more practical and achievable, in the nearer term, than achieving agreement on a single 
homogeneous carbon market. At the heart of ‘networking’ is the idea that there should be an independent 
assessment framework to determine the climate change mitigation value of the different climate 
mitigation efforts to enable the carbon units from each scheme to be made fungible in another scheme or 
more broadly, in the international market. 

 
 

                                                 
23 ibid.  
24 ibid. 
25 ibid. 
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Figure 4: Networking 
 

 
 

7.3 Scale of linking 

7.3.1 Expanding on the points illustrated above, the linking of carbon markets can also be considered 
through the prism of its scale, for example, bilaterally (smaller scale) or multilaterally (larger scale). 
Within the multilateral context, there are at least two models that could be adopted that are 
differentiated in their scope by the number of participants and, therefore, scale. 

7.3.2 The smaller multilateral model (see Figure 5 below) is where a number of countries within regional 
or geographic proximity or other political affiliations sign up to a set of common rules that they 
agree to apply in the context of their trading relationship with each other (the “Carbon Club 
Model”). This sort of club is often characterised as a ‘carrot and stick’ approach, where benefits 
are offered to attract countries to sign up to play by the rules and, therefore, exclude those who do 
not. 

7.3.3 Figure 5. Carbon Club Model 
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7.3.4 The larger multilateral model (see Figure 6 below) is where a lot of countries, with little or no 

geographic connectivity to each other,  sign up to a common set of rules that they agree to apply in 
the context of their relationship, sometimes in the context of trading with each other but not 
exclusively so (the “Multilateral Trading Model”).  Examples of this model already exist such as 
the World Trade Organisation, the International Maritime Organisation and the International Civil 
Aviation Authority. 

 
 

Figure 6. Multilateral Trading Model  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 In the context of the multilateral linking approach described above, parallels may be drawn to the 

two notions of clubs described in the sister paper commissioned by the World Bank (Brewer, et al. 
[2016]). That paper describes two notions of clubs; the first “emphasizes the role of benefits as incentives 
for participation and compliance … the [benefits] must be shareable among complying participants and excludable to 
non-participants and non-complying participants”. In contrast, the second notion “has been stimulated and 
developed more inductively in an effort to supplement existing international institutional arrangements … the key 
issue in this approach, then, is the size … in particular the number of governments involved in negotiations and 
therefore the prospective size of the institution or other arrangements”. These two notions broadly reflect the 
two approaches to multilateral linkages described above. 

 
7.4 Transacting carbon assets in a future international market - the NCM transactions (and 

their relevance in a regulatory framework) 

7.4.1 In order to provide a setting in which to assess the regulatory frameworks described in sections 5 
and 6 above, this sub-section considers the NCM transaction scenarios described in Appendix 1 (as 
extracted from the NCM Concept Paper). 

7.4.2 Before seeking to address the regulatory framework for networking through MV, it is first worth 
summarising the sample transactions highlighted in the NCM Concept Paper.  

7.4.3 The NCM Concept Paper describes three possible options for networking transactional structures 
in a networked carbon market. For ease of reference, we have paraphrased Annex D of the NCM 

Country F  Country H Country J 

Multilateral Agreement 

Country A Country B Country C Country D Country E 

Country G Country I 



 

 

C
w

7.4.4 W
in
lin
un
by
nu

7.4.5 Fo
ha
C

(i)
(ii
(ii

 

Figu
Coun

 

  

 Pl
ab
ap
un
be
pl
ne
un
th
ne
ac

oncept Paper
which necessit

We note that 
ntermediary (e
nked markets
nit”);  (ii) the
y a third par
umber of new

or the purpo
ave adopted 
oncept Paper

) the Fore
i) the Fore
ii) the Int

currency

re 7: Possi
ntry B 

lease note th
bove at secti
ppear to be t
nder the tran
e directly to 
latform (see 
ecessary to li
nit that is cap
hird party inte
eed to be rec
cquisition by 

r in Appendix
tate a conside

the NCM 
e.g. a settlem
s, will involv
e conversion 
ty entity follo
w issued units

ses of this pa
similar term

r. These are, 

eign Unit Tra
eign Unit imp
ernational T
y model’ in th

ble Transac

at although t
ons 2 and 3
treated as an 
sactions fallin
another Part
p. 34 of the
nk the unit t
pable of bein
ermediary pla
cognised with
a Party of th

x 1 of this pa
eration of the

Concept Pap
ent platform)

ve (i) the imp
of a foreign 
owing the su
s will be base

aper and for e
ms to describ

respectively:

ansaction mo
ported model

Transaction U
he NCM Con

ction Struct

this is not pro
, any of the 
ITMO unde

ng within (iii)
ty to the Par
e NCM Con
transferred to
g transferred
atform, the m
hin the accou
e ITU for the

23 

aper. Howeve
eir impact on 

per assumes 
). Broadly sp
port of a for
unit into a lo

urrender of t
ed on the app

ease of cross-
e the three t

odel; 
l; and 
Unit model 
ncept Paper).

tures: Exam

ovided for in
units used i

er the Paris A
) would quali
ris Agreemen
ncept Paper)
o the third pa
d to the acqui
mechanism lea
unting guidel
e purposes of

er, those tran
this paper. 

that carbon
eaking, these

reign unit fro
ocal unit; and
the local unit
plicable MV o

-reference ag
transactional

(referred to
. 

mple of Cou

n the NCM C
in the transa
Agreement b
ify as an ITM
nt but to a th
. In order to
arty intermed
iring Party. W
ading to or a
lines to be d
f its NDC wi

nsactions mak

n units will b
e transactions
om another c
d/or (iii) the i
t to the third
of that ITU. 

gainst the NC
approaches 

o as the ‘Ind

untry A im

Concept Pape
actions at (i) 
but it is less c

MO, given tha
hird party in
o qualify as 
diary and the 
Where that tra
chieving that

developed by 
ill be frustrate

ke certain assu

be transferre
s, in the conte
country (the 
issuance of a 
d party and w

CM Concept P
set out in t

dex Unit tra

mporting un

er, in our assu
and (ii) abov
clear whether
at the transfer
termediary se
an ITMO, i
subsequent 

ansfer is achi
t transfer will
the CMA or

ed. 

umptions 

ed via an 
ext of the 
“foreign 
new unit 

where the 

Paper, we 
the NCM 

ansaction 

nits from 

 

umptions 
ve would 
r an ITU 
r may not 
ettlement 
it will be 
ITU to a 
ieved in a 
l arguably 
r else the 



 

24 
 

 

7.5 Regulatory framework issues specific to MV 

7.5.1 In each of the three transactional approaches described in the NCM Concept Paper, one country 
or sub-national entity’s unit is converted based on its MV. We note that the responsibility of 
determining the MV of a participating country or sub-national is assumed to not be determined by 
that or another country or sub-national as they would obviously risk certain biases. We agree with 
this assumption as it is difficult to foresee any country or sub-national willing to have another 
country or sub-national pass judgment on its relative MV where such assessment would result in 
any other outcome than MV ≥ 1.  

7.5.2 As such, if some third party (without us passing comment on the identity or suitability of that third 
party) private sector entity, multilateral entity or international organisation were to be the assessor 
of the linked country or sub-national’s MV (the “MV Assessor”), the legal framework would also 
have to ensure that there was an acceptance between the two linked parties of the determinations 
made by the MV Assessor and establish a regulatory process to resolve issues arising from such 
determinations vis-a-vis the impact it would have on any conversion or mutual recognition of each 
other’s units under the Foreign Unit Transaction model or the Foreign Unit Imported model.  As 
mentioned in Section 5, one option would be for participating jurisdictions/Parties to establish a 
technical working group to agree on the principles, rules and procedures for accepting an MV 
determined by the MV Assessor as well as how the third party may be accredited as the MV 
Assessor. 

7.5.3 The regulatory framework would also have to consider the relationship between the compliance 
value and MV. We have assumed that the unit price would be set by market principles. Issues may 
arise, for example, where one of the linked parties seeks to add a qualitative criterion to the 
acceptance of the other party’s unit that is in excess of any criteria used by the MV Assessor in 
setting the MV for the source country’s unit. This becomes an even more acute issue in the context 
of the International Transaction Unit model because, in that, the ITU is not issued by either of the 
parties to the linked markets. The regulatory framework would have to reflect a solution to 
complaints raised by the other linked party regarding the inclusion of any additional qualitative 
criteria (unless that was agreed in advance as part of the legal framework negotiations). However, if 
the MV Assessor’s mandate is, by necessity (in order to gain international acceptance (e.g. in a 
multilateral model)), limited in some of the factors it assesses as part of its process, it is possible to 
contemplate some countries wishing to add its own qualitative criteria on top of the MV. For 
example, Country B could say that it accepts that Country A’s units are worth 5 ITUs via its MV 
but it could then say that if the ITU is sourced from an offset source that represents a 
methodology that Country B does not support, it will not accept those 5 ITUs. Whether such 
granular linkage between the ITU and Country A’s units are going to be possible or necessary will 
only be determined once the MV calculation and ITU issuance process is further developed.  

7.5.4 In the context of the concepts being considered as part of the NCM systems, other tools such as 
an ‘international carbon asset reserve’ (ICAR) or an ‘international settlement platform’, will create 
additional layers of regulatory consideration.  In the case of an ICAR, the intention is to offer 
jurisdictions an alternative to establishing their own domestic carbon asset reserve, thereby 
lessening the resource requirement and additional regulatory considerations at the domestic level. 
The degree and complexity of these regulatory framework considerations will turn on whether the 
MV is used for the purposes of bilateral, multilateral or plurilateral linkages. For example, it is 
possible to envisage a single international settlement platform as well as a series of settlement 
platforms each representing a carbon club that uses MV as their basis for linking. A regulatory 
framework to address the abovementioned tools, will be on top of the regulatory framework 
aspects already identified in sections 5 and 6 of this paper.  

7.5.5 In addition to those identified in paragraph 7.5.3 above, it is possible to envisage a multiplicity of 
matters that will require resolution under a regulatory framework that applies MV.  To illustrate 
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this point we set out some random examples of points that may need to be addressed depending 
on the linking modality and linking scale applied, in each case using MV):  

 In the Foreign Unit imported model, it would need to be agreed whether the conversion 
rate of a unit from Jurisdiction A to Jurisdiction B (based on the relationship of MV to 
compliance value) is static or dynamic? If the MV is based on a forecasted or anticipated 
basis, then when the forecast is revised (e.g. at an end of compliance phase), what impact 
does that have to the carbon units that were previously converted based on the earlier MV 
rate?  There may be a range of options for how this is achieved but the regulatory 
framework must address this. 

 
 In the Foreign Unit converted model, if the type of unit converted from Jurisdiction A is 

an offset unit, but both Jurisdiction A and Jurisdiction B apply cap and trade mechanisms, 
how will the MV or Jurisdiction A impact offsets that arise outside Jurisdiction A’s cap and 
trade mechanism? Will Jurisdiction A have both an MV for its offset program and its Cap 
and Trade programme? What happens if Jurisdiction A expands the scope of its sectoral 
coverage, bringing the offset that was from a source originally outside the scope of that 
ETS, into it? The regulatory framework linking Jurisdiction A to Jurisdiction B will need to 
address the consequences of such events (e.g. it may need to have procedures to limit 
acceptance of units at risk of double counting). 

 
 In the International Transactional model, if a carbon club chose to establish a common 

single settlement platform for ITUs but retained their own national carbon registries for 
their own national units, how would a compliance obligation (e.g. a surrender of unit 
requirement) using ITUs as well as national units be practically managed without private 
sector participation in the international settlement platform? The regulatory framework for 
using an international settlement platform would need to address the issues associated with 
private (as opposed to State level) participation in an inter-governmental process. Thereby 
potentially importing aspects of private international law in an otherwise pure public 
international law regulatory framework. 

 
7.5.6 There are of course many other considerations arising from the MV assessment process, each 

party’s acceptance of the MV Assessor’s determination and the issuance of credits based on the 
MV for which solutions will have to be provided via the regulatory framework.  However, it is not 
possible to articulate further regulatory aspects until the MV concept and process has matured 
further.  
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focus or chapter. Even if they do, they are given lower ranking priority to perceived greater goals. 
However, the TPP, as an example of a more modern trade agreement, seems to strike a better 
balance in recognising the importance of environmental policies as part of its broader remit. 
Therefore, the TPP may provide a better foundation for its members on which to build a linked 
carbon market than many of the other trade agreements where the environment or climate change 
is not its raison d'être. 
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Appendix 1 

8.2 NCM Transaction Scenarios 

8.2.1 This part sets out three example NCM transaction scenarios: 

 the Foreign Unit converted model; 
 the Foreign Unit imported model; and  
 the International Transaction Unit model. 

 
Example NCM transaction scenario: Foreign Unit converted model 

 

Jurisdiction A Jurisdiction B 
MV = A MV = B 

Trades A units Trades B units 
Compliance entity A wishes to sell 12000 A units to 

Compliance entity B  
Compliance entity B wishes to buy 12000 A units 

from Compliance entity A  
On xx/yy/zz date:  

e.g., MV A/B translates into an exchange rate of 1.5 (that is, 1.5 A units = 1 B unit) 
12,000 A units debited Compliance entity A’s 

account in A registry 
8,000 B units credited Compliance entity B’s 

account in B registry 
 
 Transaction: 
 

 The respective MVs of the two jurisdictions translate into an exchange rate between them 
(how this is worked out will be critical, but assume for the purpose of this example it can be). 

 
 The counterparties agree how many of the seller’s carbon units they wish to transact. 
 
 The applicable exchange rate, on the date of the transaction, determines the number of 

carbon units that are credited to the buyer’s account in the buyer’s registry in the carbon 
units of the buyer’s jurisdiction: the regulator/scheme administrator in Jurisdiction B cancels 
the 12000 A units received in the registry account and issues in their place 8000 B units. 

 
 The transacted number of seller’s carbon units are debited from the seller’s account in the 

seller’s registry: regulator/scheme administrator in Jurisdiction A does not need to do 
anything after the 12000 A units have been transferred out of the A registry account. 

 
 Compliance value: 
 

 Jurisdiction A regulator/scheme administrator determines the CV of A units. 
 
 Jurisdiction B regulator/scheme administrator determines the CV of B units. 
 
 CV does not come into the transaction equation, because the units surrendered against 

compliance in any jurisdiction will always only ever be the domestic units of that jurisdiction. 
 
 Financial value: 
 

 The price reached by Seller A and Buyer B will be substantially influenced by the exchange 
rate on the date of the transaction, as in effect, this will determine the compliance value. 
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 As the exchange rate derives from the respective MVs, the price should be a reflection of 
the relative MVs of the two jurisdictions.   

 
Example NCM transaction scenario: Foreign Unit imported model 

 

Jurisdiction A Jurisdiction B 
MV = A MV = B 

Trades A units Trades B units 
Compliance entity A wishes to sell 12000 A units to 

Compliance entity B  
Compliance entity B wishes to buy 12000 A units 

from Compliance entity A  
On xx/yy/zz date:  

e.g., MV A/B translates into an exchange rate of 1.5 (that is, 1.5 A units = 1 B unit) 
12,000 A units debited Compliance entity A’s 

account in A registry 
12,000 A units credited Compliance entity B’s 

account in B registry 
 
 Transaction: 
 

 The respective MVs of the two jurisdictions translate into an exchange rate between them 
(how this is worked out will be critical, but assume for the purpose of this example it can be). 

 
 The counterparties agree how many of the seller’s carbon units they wish to transact. 
 
 The applicable exchange rate, on the date of the transaction, is immaterial to the transaction 

as  the number of carbon units that are credited to the buyer’s account in the buyer’s registry 
are the same as the number debited from the seller’s account in the seller’s registry: the 
regulator/scheme administrator in Jurisdiction B by agreement with Jurisdiction A, accepts 
A units and credits the 12000 A units received in the registry account to Compliance entity 
(buyer) B . 

 
 The transacted number of seller’s carbon units are debited from the seller’s account in the 

seller’s registry: regulator/scheme administrator in Jurisdiction A doesn’t need to do 
anything after the 12000 A units have been transferred out of the A registry account. 

 
 Compliance value: 
 

 Jurisdiction A regulator/scheme administrator determines the CV of A units. 
 
 Jurisdiction B regulator/scheme administrator determines the CV of B units. 
 
 CV becomes relevant on the date [aa/bb/cc] that Compliance entity (buyer) B wishes to 

surrender them to the Jurisdiction B regulator/scheme administrator  against compliance 
obligations under Jurisdiction B ETS. On that date, Jurisdiction B regulator/scheme 
administrator determines what CV to give to the Jurisdiction A units. If the exchange rate 
has changed between the dates, xx/yy/zz and aa/bb/cc, then the CV Buyer B gets for the 
12,000 A units on aa/bb/cc may be different from that which would have applied on 
xx/yy/zz. Buyer B carries that risk. 

 
 Financial value: 
 

 The price reached by Seller A and Buyer B will be influenced by the exchange rate on the 
date of the transaction, but only to the extent that: (a) the exchange rate is relevant to the 
CV on that date, which may be a function of the NCM arrangements, e.g., might be 
exchange rate on date of transfer converts directly to CV, or alternatively, might be left up 
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to Jurisdiction B regulator/ scheme administrator; and (b) the surrender date for compliance 
in Jurisdictional B is proximate to the transaction date. 

 
Example NCM transaction scenario: International Transaction Unit model 

 

Jurisdiction A Index (‘II’) based on 
e.g., all MVs of 
trading 
jurisdictions;  
Index has notional 
ITUs 

Jurisdiction B 

MV = A  MV = B 
Trades A units  Trades B units 

Compliance entity A wishes to sell 
12000 A units to Compliance 

entity B 

 Compliance entity B wishes to buy 
12000 A units from 
Compliance entity A 

On xx/yy/zz date: 
e.g., MV A/II translates into an exchange rate of 0.67 (that is, 1.5 A units = 1 ITU) 

12,000 A units debited Compliance 
entity A’s account in registry 

A 

8,000 ITUs held in Seller 
A’s pending 
account on 
International 
Settlement 
Platform 

 

 8,000 ITUs transferred 
from Seller A’s 
pending account 
to Buyer B’s 
pending account 

 

e.g., MV II/B translates into an exchange rate 0.8 (that is, 0.8 ITUs = 1 B unit) 
  10,000 B units credited Compliance 

entity B’s account in registry B 
 
 Transaction: 
 

 The respective MVs of the two jurisdictions translate into an exchange rate between each of 
them respectively and the Index (how this is worked out will be critical, but assume for 
purpose of this example it can be) 

 
 The counterparties agree how many of the Seller A’s carbon units they wish to transact; 
 
 The applicable exchange rate A/II, on the date of the transaction, determines the number of 

ITUs that are credited to the Seller A’s pending account on the International Settlement 
Platform; 

 
 On financial settlement, the ITUs in Seller A’s pending account are transferred to Buyer B’s 

pending account; 
 
 The applicable exchange rate II/B, on the date of transaction (or on whichever date Buyer B 

decides to move them from its International Settlement Platform pending account to its 
account in registry B), determines the number of B units that are credited to the Buyer B’s 
account in registry B. 

 
 Compliance value: 
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 Jurisdiction A regulator/scheme administrator determines the CV of A units; 
 
 Jurisdiction B regulator/scheme administrator determines the CV of B units; 
 
 CV does not come into the transaction equation, because the units surrendered against 

compliance in any jurisdiction will always only ever be the domestic units of that jurisdiction. 
 
 Financial value: 
 

 The price reached by Seller A and Buyer B should be substantially influenced by the two 
exchange rates applicable on the date of the transaction, as in effect, this will determine the 
number of B units received by B; 

 
 As the exchange rates derive from the respective MVs in relation to the Index, the price 

should be a reflection of the relative MVs of the two jurisdictions to the Index and 
ultimately, to each other; 

 
 However, nothing above prevents the Buyer B from speculating on an improvement of the 

exchange rate II/B, by continuing to hold the ITUs in its pending account and only 
transferring them to its account in registry B as B units, when that more favourable rate 
applies or when it absolutely needs to, e.g., for compliance reasons. This would not impact 
in any way on the other elements, such as the CV, since it would just be the number of B 
units received in the B registry that might vary. The ITUs held in this way in the pending 
account would only be able to be converted into B units. 
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