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Numerous challenges in carbon market system
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FEW would dispute that the car-
bon market, a system where enti-
ties can buy and sell credits or
permits representing the right to
emit a certain amount of green-
house gases, is a key strategy in
achieving net zero.

By putting a price on carbon,
businesses and industries are
encouraged to reduce emissions
through efficiency improve-
ments, cleaner production pro-
cesses, and adoption of renewa-
ble energy.

The carbon market also
encourages technological innova-
tion, stimulating i in
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the Clean Development
Mechanism (CDM) and voluntary
carbon markets enable develop-
ing countries to benefit financial-
ly from climate-friendly projects.

Many companies use carbon
credits to meet their environ-
mental, social and governance
(ESG) goals, enhancing their rep-
utation and attracting sustaina-
bility-conscious investors.

A well-regulated carbon mar-
ket can generate revenue for gov-
er through carbon taxes

low-carbon technologies such as
carbon capture and storage
(CCS), renewable energy, and sus-
tainable agriculture.
Furthermore, programmes like

and auctions, which can be rein-
vested in green infrastructure
and social programmes.

Article 6 of the Paris
Agreement allows for interna-

tional carbon trading, enabling
countries to collaborate in emis-
sion reduction while meeting
their climate goals in a cost-effec-
tive manner.

But there are challenges in the
carbon market, as highlighted
during a recent meeting hosted
by Friends of Sustainable
Malaysia in partnership with the
Academy of Sciences Malaysia.

One of the challenges raised
concerns the lack of standardisa-
tion and transparency in the car-
bon market. Different regions
have varying carbon pricing
mechanisms (e.g. cap-and-trade
vs carbon tax), making global
coordination difficult.

Then there are real concerns
over double counting (where
multiple entities claim the same
emission reduction), which can
undermine market credibility.

The risk of greenwashing was
also highlighted.

This happens when companies
buy carbon credits without mak-
ing actual reductions in their
own emissions, leading to super-
ficial climate action.

Price volatility and uncertainty
is another concern. Carbon pric-
es fluctuate due to market condi-
tions, policy changes, and eco-
nomic factors, affecting long-
term investment confidence.

There is also the issue of limit-

ed coverage. Many carbon mar-
kets cover only large industries,
leaving sectors like agriculture,
transport, and small businesses
outside the regulatory frame-
works.

While the carbon market pre-
sents a valuable tool for achiev-
ing the net zero target, its effec-
tiveness depends on strong gov-
ernance, transparency, and inte-
gration with broader climate pol-
icies.
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