
Indian commuters make their way amid heavy smog in Gurgaon on March 7, 2019, a day after it was placed at the top of a report on the 
world's most polluted cities for 2018. 
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India Pilots World’s First Cap and Trade Plan for Air 
Particles 

• The scheme will be tested in Surat, an industrial cluster in Gujarat

• Firms to trade credits accounting for the amount of particles emitted

The Indian state of Gujarat will roll out the world’s first market-based scheme to reduce 
particulate air pollution this summer. 

If successful, its architects say it could set an example for other states and cities across 
India, where the health burdens of air pollution kill millions each year. 

The pilot involves nearly 370 companies operating in Surat, one of the main industrial 
cities of the state. It builds on the existing concentration limit of 150 milligrams of 
particulate matter per cubic meter of air, said Rajiv Kumar Gupta, chairman of the 
Gujarat Pollution Control Board, who spearheaded the project. 

The overall cap on particulates is set at the national level and due to be ratcheted down 
over time. Individual industries are then allocated credits to emit a certain amount of 
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particulate matter, and are encouraged to trade unused credits to others who need to 
emit more. 

The system is known as cap and trade and has been successfully used in the U.S. to 
reduce acid rain, after factories’ sulfur dioxide emissions harmed lakes and bodies of 
water on the East Coast of North America. Some regions are also using cap and trade 
schemes to reduce greenhouse gas emissions. 

In Surat, mock trading will start in July so companies can get used to the process, and 
will continue until August when the real trading phase begins, Gupta said. 

The cost of each credit and the pollution quota that will be allocated to every industry is 
still being decided in cooperation with the project partners, the Harvard Kennedy 
School of Government, the Energy Policy Institute at the University of Chicago, Yale 
University, and the Abdul Latif Jameel Poverty Action Lab in Cambridge, Mass.

Beyond Penalties
“Traditionally, air pollution has been regulated in India through a set of what we call 
command and control policies, where each factory has a set pollution limit and if it 
breaches the threshold, it faces penalties,” said Rohini Pande, an economist with the 
Harvard Kennedy School who helped design the scheme. 

If a single factory violates the limit, it may mean neighboring factories can’t grow even if 
they play by the rules, Pande said. For example, expansion restrictions could apply to a 
whole industrial cluster because of excess emissions from one bad actor. 

“Industries already face regulatory bite,” she said. “It’s just an unpredictable bite and 
this is not good for business.” 

Industry groups appeared on board with the proposal.

“Cap and trade will be beneficial not only for the environment but also for the industry,” 
said Nitesh Patel, secretary general of the Federation of Gujarat Industries. He 
acknowledged that “there could be some teething problems” in the process, because 
companies may be initially reluctant to invest in infrastructure upgrades and might also 
be wary of more severe penalties. 

But he said industrialists are aware of the long-term benefits of the policy.

“They would likely adopt a cap and trade system if it was implemented in the whole of 
Gujarat,” he said.



Cheaper Way to Reach Environmental Targets
Pande, from the Harvard Kennedy School, said the new system adds more flexibility to 
pollution controls and some of its building blocks—such as emission monitoring 
systems—are already in place. 

Gupta, from the Gujarat Pollution Control Board, said Surat already has a monitoring 
network online, “feeding real-time data to the industries and to our servers.” 

“This is a very progressive idea and the industry will be better for it,” said Binay Agarwal, 
vice president of the South Gujarat Textile Processors Association and CEO of Agarwal 
Textile Mills, who is taking part in the pilot. “Our firm was among the earliest adopters 
of the monitoring system three years ago; we trust that the scheme will lead to better 
compliance.” 

He said once the money starts flowing, companies would streamline their processes 
because doing so will be cheaper than paying for additional credits. 

“It makes financial sense, suspended particulate matter will come down, and air quality 
will improve,” he added. 

Because they are based on solid data, environmental programs such as the one piloted 
in Gujarat are particularly transparent and make it easy for firms to comply, said 
Nathaniel Keohane, senior vice president for climate with the Environmental Defense 
Fund. 

“A market-based approach is not a panacea,” he said. “You still need good data, regular 
reporting, and a government willing to really enforce compliance.” 

But he said programs like that have higher compliance rates than other kinds of 
regulation.

“When you can align economic growth, environmental health, and public health, that’s 
the route to sustain the economic prosperity,” Keohane said. 

“That’s true in Gujarat, and around the world.”
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