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“Carbon pricing is increasingly recognized as an essential instrument to cost-
effectively deliver the transition to low-carbon societies”  
 

- UN Intergovernmental Panel on Climate Change (IPCC) 
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Introduction to Carbon Markets 
Emergence of a New Asset Class - Carbon 
 

Since the beginning of the industrial era, humans have polluted the atmosphere without financial 

repercussions, leading to multi-decadal global warming and an existential threat to humankind. Over the 

past 10-15 years, countries around the world have begun to address the need for market mechanisms to 

combat climate change. It is estimated that $1.6-3.8 trillion in investment is needed to keep global warming 

to 1.5 degrees Celsius, whereas only $463 billion is currently deployed1. The Global Carbon Index creates a 

historic opportunity to close this gap by creating a single price for the world’s largest and most liquid carbon 

markets, reducing barriers for investment in climate solutions and creating a new asset class for carbon.   

Carbon pricing is often cited as the single most efficient and effective tool to address climate change2. 

Putting a price on carbon dioxide emissions, the most prevalent greenhouse gas (GHG), fundamentally 

shifts economic incentives by making it more expensive to pollute. As the cost of carbon goes up, emitters 

(eg: energy companies, large industrials, etc) have a clear signal to take operational and investment 

decisions to reduce their GHG emissions. 

Carbon pricing can take two basic forms (i) a carbon tax imposed by a government, or (ii) an emissions 

trading system (ETS or carbon market).  Carbon taxes tend to function like other fiscal policies by placing a 

tax on emissions of climate pollution. Conversely, an ETS creates a market for trading of permits issued by 

governments, generally unitized as one tonne of carbon dioxide equivalent (tCO2e). 

The market for this new asset class is evolving and experiencing significant global growth.  57 countries and 

states have carbon pricing systems in place, representing a 34% increase since 20173 Further deployment 

of carbon pricing systems is expected as a response to the 2015 Paris Agreement which specifically calls on 

countries to consider using carbon trading as a tool to reach their climate objectives.  

IHS Markit, one of the leading global index providers, together with Climate Finance Partners (CLIFI), have 

developed the Global Carbon Index, a first-of-its-kind index that tracks the underlying assets of the most 

liquid carbon markets – the European Union Emissions Trading System (EU ETS), the California Cap-and-

Trade (CA C&T) system, and the Regional Greenhouse Gas Initiative (RGGI) representing ten states in the 

                                                                 

1 Climate Policy Initiative, July 2019 
2 IPCC, Global Warming of 1.5°C, 2018 
3 World Bank State and Trends of Carbon Pricing 2019 
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Northeast of the United States. The index was constructed to be liquid, diversified, and well-suited as a 

basis for financial products. 

Mechanics of Carbon Pricing 
Carbon markets are created when a government implements a mandatory cap on climate pollution. To 

ensure compliance with this cap, the government issues carbon allowances to companies, either for free 

or through an auction, and then companies must surrender one carbon allowance for every tCO2e they 

emit. Typically, ETS’s include the ability for companies to trade carbon allowances to provide flexibility and 

efficiency in order to meet their regulatory obligations.  This trading system for carbon credits creates a 

market with its own supply and demand fundamentals. As a secondary benefit, carbon markets generate 

significant revenues for governments through the auction of credits. Many of these markets require that 

such revenues are used to invest in carbon abatement technologies, supporting the transition to a low-

carbon economy.    

Global Adoption of Carbon Pricing 
The Paris Agreement, signed by 197 countries, enshrined the use market-based mechanisms as one of the 

international community’s key tools to address climate change. More than half of these countries have 

submitted national action plans that include the use of market mechanisms as part of their strategies to 

further the cost-effective realization of their nationally determined contributions to the Paris Agreement 

objectives.   

With political and regulatory pressure to address climate change, carbon pricing has expanded rapidly in 

the past two decades. Countries representing nearly 90% of global GHG emissions have signed on to the 

Paris Agreement. It is anticipated by 2020 roughly 20% of global GHG emissions (11 billion tCO2e) will be 

covered by carbon pricing systems, up from 7 billion tCO2e in 20134.  

Emission trading continues to expand globally. Since the launch of the first major ETS in the European Union 

in 2005, new carbon pricing systems have more than doubled the share of global emissions covered by 

emissions trading. The rapid growth of this emerging asset class is part of a larger paradigm shift as 

governments enact policy to combat climate change with market-based solutions.  

Figure 1 shows the expansion of the share of global climate pollution that is covered by carbon pricing 

systems since 2000.  Note that this chart includes both carbon taxes and ETS’s. 

                                                                 

4 World Bank State and Trends of Carbon Pricing 2019 
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Rapid Expansion of Carbon Markets 

 

Figure 1: Regional, national and subnational carbon pricing initiatives: includes emissions traded systems and carbon taxes 5 

Carbon Pricing Landscape 
In 2019, global carbon market prices ranged from $1-$30 per tonne of carbon (tCO2e) with half of pricing 

initiatives at below $10/tCO2e6. Market prices are driven by supply/demand dynamics, internal carbon 

market policy mechanisms that support price and limit supply, and a variety of macroeconomic and 

geopolitical forces such as energy production mix and climate risk. There has been a gradual increase in the 

average price of carbon since the inception of the Paris Agreement. However, there is a discrepancy 

between current market prices and the policy underpinning such markets – indicative of the need for 

pricing that better reflects the true cost of emitting carbon. “The High-Level Commission on Carbon Prices 

(a UN & World Bank sponsored intergovernmental and private sector coalition) indicates that carbon prices 

of policies that put an explicit price on GHG emissions need to be at least in the range of US$40–80/tCO2 by 

2020 and US$50–100/tCO2 by 2030 to deliver on the Paris Agreement. These prices are suggested under 

the condition that a sufficiently ambitious climate policy environment is in place.” (World Bank State and 

Trends of Carbon Pricing 2019). Over time, the large variation in prices must converge in order to achieve 

such targets, a goal of the Global Carbon Index’s single price on carbon.  

Figure 2 shows market prices of major carbon markets relative to future target ranges.  

                                                                 

5 World Bank State and Trends of Carbon Pricing 2019 
6 International Carbon Action Partnership (ICAP) – Status Report 2019 
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Figure 2:  Market price of 3 major emissions trading systems – EU (EU ETS), California (C&T), Northeast US (RGGI) since 2015. The 

target ranges are estimates for future market price necessary to achieve the emissions reductions goals of The Paris Agreement.7,8 

Carbon Market Liquidity 
The vast majority of primary market trading activity of underlying carbon allowance assets is reserved for 

emitting entities, as regulatory restrictions and holding limits add significant barriers to asset ownership. 

Therefore, secondary market trading activity occurs in the futures markets, rather than the underlying 

carbon allowance markets themselves.    

 

The carbon allowance futures market provides liquidity to holders of carbon allowances and enables market 

participants to either hedge or speculate on future price volatility that may arise.  Actors in the futures 

market include utilities, industrial companies, institutional investors, hedge funds, and governments. Some 

of these actors are seeking physical delivery of carbon allowances, while others are aiming for financial 

settlement.  Futures, by definition, derive their value from the underlying instrument that they are written 

against, and hence, carbon allowance futures and their physical carbon allowance equivalents are highly 

correlated to one another. The presence of arbitrage opportunities in the market ensure that this 

correlation persists given the ability for market participants to buy or sell these underlying allowances or 

futures rather easily.  Therefore, the structural dependencies in the pricing of the two securities make it 

such that prices move in lockstep to ensure the market clears and price discovery occurs.  

                                                                 

7 IHS Markit, July 2019 
8 World Bank State and Trends of Carbon Pricing 2019 
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Largest Carbon Markets  
 

The three largest and most liquid carbon markets are found in Europe, California, and the Northeast of the 

United States. These markets have an aggregate market value of $50 billion and 2.5 billion tCO2e (July 

2019) and continue to grow in both volume of credits and total market value9.  

European Union 
The European Union Emissions Trading System (EU ETS) is the oldest, largest, and most liquid carbon 

market in the world. Launched in 2005, the EU ETS consists of the EU’s 32 member states and covers 40% 

of the region’s GHG emissions. Over 12,000 entities are required to participate in the ETS across power, 

industrial, agricultural, and aviation sectors. The price per ton of carbon has fluctuated over the past 

decade, with a significant increase since 2017. Total EU emission have dropped by 350 million tCO2e since 

inception of the program10. Figure 3 displays EU emissions to date, the regulated emissions cap, and the 

observed price. 

  

Figure 3: California emissions, regulated emissions cap, and carbon price 11,12 

                                                                 

9 IHS Markit, July 2019 
10 International Carbon Action Partnership (ICAP) – Status Report 2019 
11 European Environment Agency, July 2019 
12 IHS Markit, July 2019 
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EU ETS Market Mechanics 
The EU ETS has several mechanisms designed to control dramatic price volatility as carbon allowance supply 

is reduced. From 2013-2020, 57% of allowances are auctioned at market price to compliance actors, 

determined by supply/demand dynamics, with the remaining allocated for free across sectors. Beginning 

in 2020, there will be a reduction in the number of free allocations, gradually shifting away from a historical 

over-supply of allowances to a likely market shortage, increasing demand and transaction volume13. 

After a period of extremely low prices, the EU implemented the Market Stability Reserve (MSR) to help 

avoid extreme market volatility.  The MSR holds allowances out of the auction when excess volumes are 

available on the market and reinjects them when there is low circulation. There is no predetermined price 

floor or ceiling, however this mechanism creates stability in the market and improves resilience to future 

spikes in supply/demand. In addition, continued European Union economic growth coupled with stricter 

emissions reductions targets will drive towards a shortage of allowances in the market, theoretically driving 

up the price and making carbon emissions more expensive. 

Since 2018, the EU ETS has raised €35.9 billion, which accrues to EU member states - at least half of which 

is required to be used for climate and energy-related purposes14. Integration of this secondary revenue-

generating benefit into long-term infrastructure development reduces short-term policy risk.  

EU ETS Liquidity 
The EU ETS is the most liquid carbon allowance futures market. This market has experienced total notional 

trading volumes of over $130 billion from mid-2018 to mid-2019 and has grown exponentially in recent 

years, shown in Figure 4 below.  The price of EU ETS carbon allowances has increased dramatically since 

early 2017, which has amplified program recognition among media outlets and commodity investors.    

                                                                 

13 International Carbon Action Partnership (ICAP) – Status Report 2019 
14 World Bank State and Trends of Carbon Pricing 2019 
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EU ETS Futures Price & Volume 

 

Figure 4: EU ETS Volume and Pricing from July 31st, 2014 to April 30th, 2019 15 

  

                                                                 

15 Intercontinental Exchange, April 2019 
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California 
California is the 5th largest economy in the world and laid its framework for climate action and a carbon 

pricing system with the Global Warming Solutions Act of 2006 - also known as Assembly Bill 32 (AB32)16. Its 

state-wide Cap-and-Trade program (CA C&T) began in 2013 and covers approximately 80% of the state’s 

emissions. Approximately 400 entities are covered across the electricity generation, transportation, 

industrials, commercial, residential, and agricultural sectors. Since a peak in 2004, state-wide emissions 

have reduced by approximately 25% (110 million tCO2e), while there has been a steady increase in carbon 

price due to market forces driving the carbon pricing program17. Figure 5 displays California’s emissions to 

date, the regulated emissions cap, and the observed price of California Carbon Allowances (CCAs). 

 

Figure 5: California emissions, regulated emissions cap, and carbon price 18,19 

                                                                 

16 EDF: California: An Emissions Trading Case Study, January 2018 
17 International Carbon Action Partnership (ICAP) – Status Report 2019 
18 California Air Resources Board, July 2019 
19 IHS Markit, July 2019 
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California Market Mechanics 
The policy defining the California system creates an environment in which the price to emit carbon has a 

stable and controlled increase over time. The CA carbon pricing program maintains a legal price floor that 

increases 5% plus inflation year-over-year. In addition, a percentage of allowances are reserved to be 

reinjected into the market if the price hits a specified ceiling (3-4x the current trading price). These forces 

are designed to prevent sudden spikes in price, reducing volatility and curbing down-side risk. Since 2017, 

all allowance auctions have sold out and clearing prices have begun to elevate further beyond the price 

floor – creating a long market for carbon. The delta between floor price and trading price is expected to 

expand as demand driven by industry and economic growth begins to exceed the scheduled reduction in 

supply. Between 2021-2030, there will be a mandated reduction in the cap of allowed emissions of 4.1% 

year-over-year – leading to a proportional reduction in tradable carbon allowances20. 

Since 2013, $6.4 billion in revenues have been collected - $3.04 billion in 2018 alone. The majority of 

revenues have been funneled into California’s Greenhouse Gas Reduction Fund, which invests in 

sustainable infrastructure and community development. Similar to the EU ETS, capital from the CA carbon 

pricing program, earmarked for long-term infrastructure development, reduces downside policy risk.  

CA Market Liquidity 
The CA carbon market has seen trading volumes of roughly $4 billion from mid-2018 to mid-2019, as 

shown in Figure 6 below. A notable feature of the CA market has been the considerable lack of downward 

volatility in price exhibited by its allowances over time.  Liquidity has increased dramatically in the early 

months of 2019 as market makers and hedge funds have moved into the market, signaling increasing 

interest in carbon as an asset class. 

                                                                 

20 International Carbon Action Partnership (ICAP) – Status Report 2019 
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CA Futures Price & Volume 

 

Figure 6: CCA Volume and Pricing from July 31st, 2014 to April 30th, 2019 21 

  

                                                                 

21 IHS Markit OPIS, April 2019 
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RGGI  
The Regional Greenhouse Gas Initiative (RGGI) was the first mandatory ETS in the US and began in 2005 as 

an agreement between seven states in the Northeast. The system began operating in 2009 and has nine 

participatory states (Connecticut, Delaware, Maine, Maryland, Massachusetts, New Hampshire, New York, 

Rhode Island, and Vermont). RGGI was originally created as a test market to encourage the federal 

government to take climate action and it is predicated that member states will increasingly use RGGI to 

meet climate objectives in the absence of a mandatory federal carbon market. This creates the possibility 

of regional expansion, broader industry coverage, creation of more stringent targets, and increased 

demand for carbon allowances, ultimately contributing to uplift of prices over next several years. New 

Jersey and Virginia are expected to join RGGI in 2020. 22   

 The program covers 11% of the region’s total GHG emissions across a total of 165 fossil fuel and electric 

generating companies. RGGI mandates a 2.5% annual emissions cap reduction, which has yielded a 40% 

reduction in CO2 emissions (32 million tCO2e) from member states since 2008 levels23. Figure 7 displays 

RGGI actual emissions to date, the regulated emissions cap, and the observed price. 

 

                                                                 

22 EDF: Regional Greenhouse Gas Initiative (RGGI): An Emissions Trading Case Study 
23 International Carbon Action Partnership (ICAP) – Status Report 2019 
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Figure 7: California emissions, regulated emissions cap, and carbon price 24,25  

RGGI Market Mechanics 
RGGI employs internal mechanisms to control price volatility and limit supply, including a price floor, Cost 

Containment reserve (CCR), and Emissions Containment Reserve (ECR). RGGI established a price floor of 

$2.20 in 2018 with a mandated 2.5% annual increase to reflect inflation, which will be amended to 3% in 

2020. The CCR mechanism releases additional allowances to the market when predefined price ceilings 

(trigger prices) are hit. A CCR trigger price of $10 was set in 2017, with a planned increase to $13 in 2021 

and an annual increase of 7% thereafter. The trigger price will nearly double within the decade to $24 in 

2030, indicating an anticipated gradual increase in trading price driven by an annual reduction in supply of 

allowances. RGGI will introduce the ECR in 2021, a mechanism that will automatically reduce the supply of 

allowances if prices fall below established price floor triggers. The ECR trigger price will be $6.00 in 2021 

and rise at 7% per year thereafter26,27. Since the program’s inception, $3.08 billion in revenues have been 

                                                                 

24 CO2 Emissions from Electricity Generation and Imports in the Regional Greenhouse Gas Initiative: 2016 
Monitoring Report, July 2019 
25 IHS Markit, July 2019 
26 International Carbon Action Partnership (ICAP) – Status Report 2019 
27 EDF: Regional Greenhouse Gas Initiative (RGGI): An Emissions Trading Case Study 
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collected and returned to RGGI states for investment in consumer benefit programs such as: energy 

efficiency, renewable energy, direct energy bill assistance, and other greenhouse gas reduction programs.  

RGGI Liquidity 
The RGGI futures market has had total notional trading volumes of roughly $350 million from mid-2018 to 

mid-201928 and has seen a strong uptick in volume in the late months of 2018 and early months of 2019, 

as seen in Figure 8.  Structural changes to the RGGI market regarding the entrance of new states in the 

Northeast, along with a reduction in a surplus of outstanding allowances, have supported a strong uptick 

in the price of RGGI allowances since mid-2017. RGGI has yet to see an increase in secondary market 

liquidity or entrants of market makers and hedge funds, as with the California market.   

 

RGGI Futures Price & Volume 

 
Figure 8: RGGI Volume and Pricing from July 31st, 2014 to April 30th, 2019 29 

  

                                                                 

28 IHS Markit OPIS, April 2019 
29 IHS Markit OPIS, April 2019 
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Global Carbon Markets – A Look Forward 
 
As the adoption of carbon pricing accelerates, major economies are likely to launch ETS’s, creating more 

liquid and investible markets. These systems are expected to have similar drivers that limit supply and push 

up prices over time. The largest of the new carbon pricing systems are in Asia Pacific.  

China, the world’ largest GHG emitter, announced the launch of its national emissions trading system in 

2020. This is expected to cover ~3,300 million tCO2e, approximately 30% of national emissions, making it 

the largest carbon market in the world - nearly twice the volume of the EU ETS. The current iteration the 

Korean Emission Trading System (KETS) began in 2018 and saw average prices of $18 USD. It is expected to 

cover 68% of all national emissions (approximately 85 million tCO2e) and have annual reductions in total 

emissions caps. New Zealand’s ETS covers roughly half of national emissions (approximately 40 million 

tCO2e) and has had an average price of $15 USD since 201730. 

 

Figure 9: Major emerging global carbon markets31 

  

                                                                 

30 International Carbon Action Partnership (ICAP) – Status Report 2019 
31 International Carbon Action Partnership, March 2019 
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The Global Carbon Index 
 

The IHS Markit Global Carbon Index combines more than 15 years of financial market indexing capabilities 

with deep climate change expertise.  IHS Markit indices span across all asset classes, and many tradable 

products are linked to their indices.  As of April 30th, 2019, there are more than $120 billion in assets under 

management linked to exchange-traded funds referencing IHS Markit indices. IHS Markit currently serves 

as the auction service provider for the California, Quebec, and Ontario Cap and Trade program, which 

includes California Carbon Allowances (CCA).  Furthermore, IHS Markit manages the largest global voluntary 

registry for carbon, water, and biodiversity, which lists over 250 million carbon allowances.  The IHS Markit 

Global Carbon Index was developed alongside Climate Finance Partners, who have over 20 years of 

experience in climate finance.  

Composition of the Global Carbon Index 
The IHS Markit Global Carbon Index is designed to track the liquid, investable segments of the global carbon 

allowance market using relevant futures contracts.  As of the latest index rebalancing on November 30th, 

2018, the index contains three constituents. These constituents feature significant liquidity, and 

furthermore, are available to a broad investor base through their respective futures contracts.  The three 

constituents are as follows: 

• European Union ETS (EU ETS) 

• California Carbon Allowance (CCA) 

• Regional Greenhouse Gas Initiative (RGGI) 
 

In order for a constituent to be eligible for inclusion in the IHS Markit Global Carbon Index, a constituent 

contract needs to have over $10 million in average monthly trading volume for six months prior to 

rebalancing. The metric tonnage covered under these respective carbon allowance programs, as well as 

the market value of the carbon allowance programs themselves, is shown below as of April 1st, 2019: 

 

Figure 10: Coverage and Size of EU ETS, CCA, and RGGI Carbon Allowance Programs 32 

                                                                 

32 World Bank Carbon Pricing Dashboard, April 2019 
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Mechanics of the Global Carbon Index 
The IHS Markit Global Carbon Index rebalances on November 30th of a given year; this date aligns with the 

two-week period when most market participants roll their futures contract exposure into the next year 

vintage contract.  While futures generally trade on an unfunded basis, the IHS Markit Global Carbon Index 

assumes that an investor fully funds the futures positions, which produces a collateral yield that earns the 

overnight Federal Funds rate for the investor.  Furthermore, the IHS Markit Global Carbon Index is priced 

in United States dollars (USD) despite certain components, such as the EU ETS contracts, trading in different 

currencies like euros (EUR).  In order to compute the IHS Markit Global Carbon Index, constituents that are 

priced in different currencies than United States dollars are converted to United States dollars using the 

mid-rate for currency exchange.  This treatment allows currency exposure to be left unhedged in the index, 

while also allowing constituent pricing to be comparable on a daily basis across contracts.  

 

The IHS Markit Global Carbon Index is governed by the Carbon Index Advisory Committee, which convenes 

semi-annually to advise on all matters pertaining to the index.  The Committee may discuss potential rule 

changes, updates on the underlying conditions of carbon allowance markets, new contracts that should be 

considered for inclusion in the index, and existing constituents in the index that should be considered for 

removal from the index during these semi-annual conventions.  The IHS Markit Carbon Index Advisory 

Committee includes both buy-side and sell-side market participants, as well as thought leaders and industry 

experts in the carbon allowance markets and related climate finance initiatives.  

 

The weights of the underlying constituents in the index are based on the trailing six-months of notional 

trading volumes subject to regional and contract-specific capping rules.  No region, where regions are 

defined as the Americas, EMEA (Europe, Middle East, and Africa), and Asia-Pacific, can have more than 65% 

weight allocated to it at rebalancing, and no single carbon allowance program can have less than 10% 

weight allocated to it at rebalancing.  Furthermore, any carbon allowance programs with over 20% weight 

in the underlying index will feature 5% of their weight at rebalancing in next-year vintage futures contracts. 

These capping rules ensure that the IHS Markit Global Carbon Index is diversified in terms of the weighting 

allocated to different geographies, constituents, and vintages featured in the index.  
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Risk-Return Characteristics of the Global Carbon Index 

While all carbon allowance programs track a single tCO2e through their cap-and-trade allowances, the 

overall carbon market landscape is heterogeneous in nature.  The carbon allowances of various programs 

are only acknowledged by the regulatory framework of the issuing program, and these programs feature 

differing standards of compliance, expansiveness of coverage, and market size.  The lack of fungibility 

between carbon allowances in different programs implies that the financial performance of each allowance 

is unique in nature.  When the historical performance of carbon allowances in the EU ETS, CCA, and RGGI 

markets are considered using data from July 31st, 2014 through April 30th, 2019, the correlation between 

the underlying futures contracts is found to be low: 

 

Figure 11: Correlations between EU ETS, CCA, and RGGI Carbon Allowance Futures July 31st, 2014 through April 30th, 2019 33,34 

 

Despite the carbon allowance programs having regulatory differences from one another, the commonality 

that they share in measuring a single unit of carbon emissions allows for a weighted carbon price to be 

developed using the IHS Markit Global Carbon Index framework.  Below, the weighted carbon price is 

shown since inception on July 31st, 2014, which is created by using the daily weightings of constituents in 

the IHS Markit Global Carbon Index and multiplying them by the respective carbon allowance futures prices 

of the constituents.  It should be noted that this weighted carbon price follows rather closely with the 

performance of the IHS Markit Global Carbon Index in measuring price changes, and most notably, the price 

has shown a strong upward trajectory since early 2017 due to positive developments in the featured carbon 

allowance markets:  

 

 

 

                                                                 

33 Intercontinental Exchange and IHS Markit OPIS, April 2019 
34 IHS Markit OPIS, April 2019 
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Weighted Carbon Price  

 

Figure 12: Weighted Carbon Price from July 31st, 2014 through April 30th, 2019 35 

 

When the IHS Markit Global Carbon Index is compared to other major asset classes featuring a notable 

degree of risk, such as equities, high-yield debt, commodities, and real-estate, the IHS Markit Global Carbon 

Index outperforms all the representative benchmarks and funds in a cross-asset comparison.  The below 

chart demonstrates the outperformance on an absolute basis shown by the IHS Markit Global Carbon Index 

when compared against well-known ETFs and benchmarks of other asset classes from July 31st, 2014 

through April 30th, 2019: 

Benchmark Key: 

GLCARB IHS Markit Global Carbon Index 

GPSC S&P 500 

JNK SPDR Barclays Capital High Yield Bond ETF 

DBC Invesco DB Commodity Index Tracking Fund 

VNQI Vanguard Global ex-U.S. Real Estate Index Fund 

                                                                 

35 IHS Markit, April 2019 
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Cross-Asset Comparison Between Major Asset  

 

Figure 13: Cross-Asset Comparison Between Major Asset Classes from July 31st, 2014 through April 30th, 2019 36,37 

 

The below table demonstrates the outperformance on a risk-adjusted basis shown by the IHS Markit 

Global Carbon Index when compared against well-known ETFs and benchmarks from July 31st, 2014 

through April 30th, 2019: 

 

Figure 14: Cross-Asset Metric Comparison Between Major Asset Classes from July 31st, 2014 through April 30th, 2019  

 

                                                                 

36 Yahoo Finance, April 2019 
37 IHS Markit OPIS, April 2019 
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While the IHS Markit Global Carbon Index has substantial outperformance both on an absolute and risk-

adjusted basis, an additionally compelling feature of the index as an asset class is the staggeringly low 

correlation exhibited between it and most traditional asset class proxies as shown below from July 31st, 

2014 through April 30th, 2019: 

 

 

Figure 15: Correlations Across Major Asset Classes from July 31st, 2014 through April 30th, 2019 38,39 

 

From the standpoint of optimal asset allocation, low correlations are considered to be a boon given that 

they can substantially boost the risk-adjusted return of a portfolio through diversification benefits.   The 

IHS Markit Global Carbon Index is constructed in such a manner that new carbon allowance futures are 

quickly added to the composition as carbon trading systems evolve and become globally accessible to 

investors.  As these carbon allowance markets develop, the index will continue to reflect a diversified 

investment in the futures of liquid, tradable global carbon allowance programs. 

Placing a price on carbon is an increasingly effective means to combat climate change and fundamentally 

shifts economic incentives. Polluting becomes more expensive, which incentivizes investment in cleaner 

and more efficient solutions and positively impacts the global energy mix. The Global Carbon Index provides 

access to a new asset class and a hedge against the rising costs of climate change. It creates an opportunity 

to increase liquidity in carbon markets and bridge the $1-3 trillion gap between current investment in 

climate solutions and what is needed to preserve the planet for future generations.  

 

                                                                 

38 Yahoo Finance, April 2019 
39 IHS Markit, April 2019 


