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Carbon Trading Market Risk Capital Charge Discussion
—From Risk Control and Market Development Perspective
MIAO Renlong' DAI Xinzhu®

(1.Traded Risk Management, Standard Chartered Bank (China);2.Zhejiang University International Business School)
Abstract Risk based capital management is not only an important starting point for commercial banks’long term
stable development, but also an important component of a Country's financial competitiveness. Under the current
practice, China regulators have always been aware of the problem of commercial banks'capital ratio, and published
relevant regulatory rules. At the same time, although under the current carbon market system, domestic commercial
banks cannot directly participate in the national carbon market trading, nor can they act as agent for carbon trading on
behave of clients. However, given the further development of the nation's unified carbon market, the overall market
size and liquidity will increase significantly in future. The market participants and clients' demand will become more
diversified, and the number of carbon financial products will also grow rapidly, which will provide the possibility for
commercial banks to be able to participate in carbon trading in China. Recently, the standardized approach of FRTB,
jointly published by PBoC and NAFR, will likely increase the market risk capital charge by banks for carbon trading.
In general, the higher risk weight assigned, the higher market risk capital would be required. And the fact that carbon
spot and forward transactions cannot be fully hedged under FRTB could generate certain market risk capital for
forward or future hedging trades. This paper analyzes the recent developments of commercial banks in carbon trading
market and the potential market risk capital impact for commercial banks' to participate in carbon trading in future.
We propose some suggestions at the end of this paper.
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JEL Classification G21 G32 Q56
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