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China’s carbon market and corporate 
creditworthiness
A

s China’s economy has 
developed rapidly, its 
energy consumption 

has increased in kind – and 
so have its carbon emissions, 
according to a recent report 
from Standard & Poor’s Ratings 
Services that explores the country’s 
carbon market and its future 
developments. As the world’s 
largest carbon emitter, China has 
contributed more than 20% of 
the world’s total carbon dioxide 
(CO

2
) emissions annually since 

2005, notes the study, entitled 
How China’s transition to the 
world’s largest carbon market could 
affect corporate creditworthiness. 
However, China has begun to 
shift its focus from boosting 
GDP growth to adjusting its 
economic structure, improving 
environmental protection and 
elevating social welfare.

Heading toward a low carbon 
economy, China has committed to 
cutting CO

2
 per unit of GDP by 40% 

to 45% by 2020 compared with the 
levels in 2005. Since June 2013, it 
has established carbon emission 
trading schemes (ETS) in seven 
major regions as pilot programmes 
to prepare for the launch of a 
nationwide carbon market. By end 
of July 2014, the aggregate trading 
volume had reached 10.6mn tonnes 
of CO

2
 equivalent (mn tCO

2
e). Once 

fully implemented, its nationwide 
market will be the world’s largest 
in terms of coverage by an 
emissions cap. Moreover, report 
author Michael Wilkins, Managing 
Director and Head of Infrastructure 
Ratings, believes this market will 
effectively set the benchmark for 
carbon prices worldwide.
The study draws views on the 

financial and general risk 

implications for corporates. Under 
current market mechanisms in 
China, a material financial impact 
of carbon trading on corporates is 
not observed in the short term. 
That said, the impact – both 
favourable and unfavourable – is 
expected to become more 
significant in the next three years 
because of regulatory 
developments and changes to the 
business environment. The 
eventual impact will depend on 
how corporates react to the 
changes. Wilkins believes that the 
potential financial burden incurred 
from carbon markets is like a 
‘sword of Damocles’ hanging over 
corporates’ heads. Winners will be 
those that are proactive in 
managing carbon emissions in 
their business operations and are 
strategic in managing emission 
allowances during financial 
transactions.
The report finds that the chief 

risks that ETS-covered corporates 
face are:
• The carbon price risk resulting 

from volatility in carbon 
markets, which can be material 
and is not properly captured by 
conventional risk-
measurement methods. 

• Regulatory risk; this is high 
given the quickly evolving 
regulatory framework for 
emissions.

• Business risk, which can result 
from losing customers to 
competitors that are not 
covered.

• Financial risk, depending on 
the extent of cash outflow and 
carbon liability.

Figure 1: China’s CO
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emissions by source   Source: US Energy Information Administratiion; Standard & Poor’s 2014

 ‘The potential 
financial burden 
incurred from 
carbon markets 
is like a “sword 
of Damocles” 
hanging over 
corporates’ 
heads.’

Michael Wilkins, 
Managing Director 
and Head of 
Infrastructure 
Ratings, Standards 
and Poor’s
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The Drewry All Earnings Index fell  
20% in August and stood at 152, 
according to the Shipping Insight 
report published in September by 
shipping consultancy Drewry. The 
index was held back by weaker 
tanker and LPG charter rates, 
but overall earnings would have 
fallen further were it not for some 
recovery in dry bulk sectors. The 
fall in August’s earnings followed 
a month in which the index had 

soared 46%, indicating the volatile 
state of the shipping market. The 
index is an average of time charter 
earnings for dry bulk, tankers and 
LPG markets, weighted according 
to estimated market share. The 
tanker market is expected to remain 
volatile as strong demand for crude 
in Asia-PaciRc supports the market, 
while reRnery shut-downs in Europe 
act as a dampener. Report author 
Rahul Sharan also noted: ‘The 

tanker market may suffer further 
if escalating violence in Iraq and 
threats of increased sanctions on 
Russia lead to supply disruptions.’

The UK National Union of 
Mineworkers (NUM) is loaning £4mn 
to HatReld Colliery Partnership as a 
bridge to the start of mining a new 
coalface, helping to secure hundreds 
of jobs.


