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Businesses move forward with carbon pricing
As highlighted in the Economic and Social Survey 2020, 
investors and consumers are demanding businesses to move 
beyond short-term profit and adopt environmental, social 
and governance (ESG) standards. Moreover, with growing 
recognition of climate-related risks as well as low-carbon 
opportunities, major companies across the world, including 
in Asia and Pacific, are pricing carbon in their day-to-day 
operations and to inform investment decisions and long-term 
strategies. This policy brief takes stock of this recent trend, and 
explains the main steps to consider in corporate carbon pricing, 
also known as internal carbon pricing. Such proactive, voluntary 
measures by businesses are important as governments seek 
to raise the level of ambition on carbon pricing (see the sister 
brief). 

Shifting perspectives 

Business perspectives and attitudes towards climate change 
have shifted rapidly over the past decade. A 2015 survey 
revealed that about 60 percent of businesses were in favour of 
carbon pricing, with the rest mostly neutral on the topic and only 
7 percent opposing it.1 Momentum has since built up further. The 
2020 edition of World Economic Forum’s Global Risks Report 
for the first time listed environmental risks, including climate 
action failure, in the top five long-term concerns.2  

The change in business perspectives in part reflect the 
expectations of tougher measures by governments and financial 
regulators with respect to climate change. For instance, some 
100 parties to the Paris Agreement have expressed interest to 
engage in the use of market-based approaches and carbon 
pricing in their nationally determined contributions, including 
26 in Asia and Pacific.3  At the same time, investors and the 
financial sector are stepping up action following the Financial 
Stability Board (FSB)’s recommendations to use internal carbon 
pricing as one of the potential metrics for disclosure on climate-
related risks.4  For instance, major banking institutions are 
using carbon pricing approaches to review credit applications 
and assess their own portfolio footprint, while major indices are 
accounting for climate risks and climate policy including carbon 
pricing.5 
 
The change in perspectives is also driven by increasing 
recognition of low-carbon business opportunities. Recent 
research from the Global Commission on the Economic and 
Climate finds that bold climate action could deliver at least 
$26 trillion in economic benefits through 2030.6  Another study 
finds that tackling climate change could unlock a $23 trillion 
investment opportunity by 2030 in emerging markets alone.7  A 
recent survey of companies in Asia and Pacific revealed that 
almost 70 percent of companies are now aware of the financial 
or strategic value of climate-assessments as they identify 
business opportunities arising from the transition to a low-
carbon economy. The most commonly reported opportunities 
related to development of new products and services, improving 
resource efficiency, and identifying new energy sources.8  By 

pricing carbon, businesses are in a better position to take 
advantage of these opportunities. 

Despite encouraging evidence of shifting perspectives, more 
concrete and comprehensive actions are needed. For instance, 
the aforementioned survey of companies in Asia and Pacific 
finds that only half of the companies integrate climate-related 
issues into company-wide risk management process. And while 
70 percent of companies report including their supply chains 
within their climate-risk assessment, only 34 percent engaged 
with both upstream (suppliers) and downstream (customers) 
stakeholders. Moreover, only 25 percent of companies have 
third-party verification in place to audit their scope 1 and 2 
emissions, and even fewer companies for scope 3 emissions.9  

Companies should pay greater attention to verification, not least 
because verification by an accredited third-party is required 
under most government carbon pricing schemes.10 

Internal carbon pricing -- types and trends 

Companies are assigning a value to their carbon emissions 
using a variety of approaches including: shadow pricing, 
implicit carbon price, internal fee, and a hybrid of these. Most 
companies utilize a shadow price – attaching a hypothetical 
cost of carbon to each ton carbon – as a tool to reveal hidden 
risks and opportunities throughout its operations and supply 
chain and to support strategic decision-making related to 
future capital investments. Some companies with emissions 
reduction or renewable energy targets calculate their ‘implicit 
carbon price’ by dividing the cost of abatement/procurement 
by the ton of carbon. This calculation helps quantify the capital 
investments required to meet climate-related targets and is 
frequently used as a benchmark for implementing a more 
strategic internal carbon price. Internal fee mechanisms take 
this approach a step further by charging responsible business 
units for their carbon emissions. These programs frequently 
reinvest the collected revenue back into clean technologies and 
other activities that help transition the entire company towards 
lower-carbon operations and investments. Some companies 
establish an internal trading mechanism – allowing the business 
units to trade allocated carbon credits. 

As of 2017, nearly 1,400 companies worldwide, including some 
465 companies in Asia and Pacific, disclosed the use of internal 
carbon pricing, or plans to implement internal carbon pricing 
within two years.11 The reported corporate carbon prices in 
use are diverse, ranging from $0.3 to $906 per ton of carbon. 
Some companies adopt a range of carbon prices to take into 
account different prices across jurisdictions or to factor in future 
increases in mandatory carbon prices. In total, about half of the 
companies that have disclosed their internal carbon prices are 
using values that are higher than the mandatory prices of the 
jurisdictions they are headquartered in. 

In an updated survey for 2019, nearly 700 companies 
worldwide, including 240 companies in Asia and Pacific, 
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Figure 1. Industry- and country-wide average internal carbon price

Source: Based on CDP 2019 data presented in CDP, Putting a price on carbon: Handbook for Indian companies 2.0, 2020. Note: Industry-wide average 
prices are global.  
Note: Industry-wide average prices are global.  
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reported their carbon price. Figure 1 shows that carbon 
prices vary considerably across industries and jurisdictions. 
Biotech, healthcare and pharma, manufacturing, and apparel 
have average internal carbon prices above $60 per ton of 
carbon, but most other industries have half that level. Globally, 
Japanese companies have the highest carbon price, at $93 
per ton. Chinese and Indian companies have carbon prices of 
$31 and $25 per ton respectively. These values are generally 
on the lower end of the industry-specific carbon price ranges 
estimated to be necessary to achieve the Paris Agreement 
goals.12  However, they are generally higher (and in some cases 
much higher) than the mandatory prices imposed by carbon 
tax or ETS of the jurisdiction the companies are headquartered 
in. Such business leadership will be important as governments 
raise their level of ambition.  

It is not uncommon for a company to adopt different prices for 
decisions with different time horizons. For example, when bidding 
on contracts, Acciona, a Spanish infrastructure developer, 
varies its internal price as follows: €36 per ton for near-term 
projects, €45 per ton for projects that extend through 2030, and 
€72 per ton for those that will continue through 2050.13  It could 
also vary across sectors. In 2016, when Alphabet reported 
an internal carbon price of $14 per ton of CO2, it was a price 
aligned with the market value of the allowances traded that year 
in California’s cap-and-trade system. In contrast, ExxonMobil 
is highly exposed to enduring carbon risk and therefore uses a 
high carbon price of $80 per ton—closer to the long-term social 
cost of carbon used by United States government agencies in 
many of their regulatory impact analyses over the past decade.

The remainder of the policy brief discusses key steps and 
elements in setting up internal carbon pricing. It draws heavily 
on existing references.14   

Measuring carbon footprints 

At the outset, companies must get a clear picture of their 
emissions. Since different jurisdictions are adopting different 
environmental regulations and carbon prices, companies 
should determine the quantity and geographic location of both 
their direct and their indirect CO2 emissions. Direct emissions 
(often referred to as scope 1 emissions) come from sources 
owned or controlled by the company—for example, emissions 

from combustion in a company’s boilers or from its vehicle fleet. 
Indirect scope 2 emissions result from a company’s consumption 
of purchased electricity, heat, steam, and cooling. Other indirect 
emissions (scope 3) occur up and down a company’s supply 
chain—for example, in the production and transport of purchased 
materials and in waste disposal. The distinction between direct 
and indirect emissions shows that even companies that are not 
in carbon-intensive industries may actually be responsible for 
significant emissions. Greenhouse Gas Protocol has created a 
standardized approach for measuring and managing corporate 
emissions, and it provides accounting and reporting standards, 
guidance by sector, and calculation tools.15  

Forecasting future carbon prices

After mapping their emissions, companies should examine 
their exposure to current and estimated future carbon prices, 
beginning with an assessment of existing climate policies in the 
countries where they operate or plan to expand. Current carbon 
prices are useful data points, but to build a long-term strategy, 
companies also need to make predictions about future carbon 
prices. This is a daunting exercise, given the lack of clear and 
consistent signals from governments and the uncertainty about 
technological and economic developments that could affect 
carbon pricing policies. 

The standard valuation approach is to estimate future cash 
flows that reflect the cost impact of the most likely future price 
of carbon. But given the uncertainty, a scenario-based valuation 
approach would be better suited. Companies can judge the 
upside potential and the downside risk of the investment by 
weighting each scenario with the probability that it will occur. 
Moreover, companies can work together. For instance, the 
Carbon Pricing Corridors initiative engages large companies 
in identifying industry-specific carbon price levels necessary to 
achieve the Paris Agreement goals.16  

Applying the price 

When evaluating investments, a firm can assess the carbon 
footprint of each option and use its internal carbon price to 
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estimate the potential carbon costs. For example, when 
deciding how to source energy for a new plant, an internal 
carbon price can be applied to estimate the carbon costs 
of fossil-based electricity versus renewable sources. The 
product of the internal carbon price and the expected carbon 
footprint becomes a financial cost included in the net present 
valuation of the project. 

Internal carbon prices are also useful for gauging the impact 
of regulatory changes and assessing exposure to carbon risk 
throughout the supply chain, beyond the operations directly 
controlled by the company. For instance, utilities are hedging 
their exposure to rising carbon prices through energy 
investment decisions and carbon-allowance transactions, 
including the purchase and banking of allowances for use in 
the future, when allowance prices are expected to be higher. 
Internal carbon prices provide guidance for the hedging 
strategies of many utilities. 

Internal carbon pricing can inform long-term strategy that 
accelerates emissions reduction and helps companies 
find new markets and revenue opportunities. The Swedish 
packaging and processing company Tetra Pak, for example, 
has used its internal carbon price to gauge the potential 
financial impact of incorporating recycled and renewable 
materials into caps, cartons, and other packaging products. 
It has also helped the company launch innovative new 
packaging that uses less aluminum, which is energy-intensive 
to produce.

Assessing results and engaging 
stakeholders

Getting the business carbon-ready requires real commitment 
and a cultural transformation that should start with the board 
and top management. Leadership must communicate the 
firm’s emissions targets and strategies to all employees and 
consider monetary incentives for delivering on the targets. 
Companies should share the objectives of their internal 
carbon pricing programs with partners along the supply 
chain and work with suppliers and customers to reduce their 
carbon risk. 

Investors have become increasingly eager to understand 
how firms manage the risks and opportunities under climate-
change policies. For example, BlackRock, the world’s largest 
asset manager, recently announced plans to press companies 
to disclose how climate change could affect their business. 
In 2017, more than 60 percent of ExxonMobil’s shareholders 
approved a resolution calling for greater disclosure of the 
financial risks posed by climate-change policy.

***

As highlighted in the Economic and Social Survey 2020, the 
transition to a low-carbon economy requires the cooperation 
of all stakeholders, including governments, businesses and 
consumers. This policy brief focused on how businesses 
are moving forward with carbon pricing. It also highlighted 
the key elements to consider in setting up an internal carbon 
price. Going forward, policy makers seeking to raise their 
level of ambition on carbon pricing could partner with leading 
companies engaged in internal carbon pricing to further 
promote the practice across industries and reduce economy-
wide emissions in innovative ways


