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Overview

Å Background

ñClimate change policy

ñWhy markets

Å An emerging asset class

ñThe Kyoto mechanisms

ñThe EU Emissions Trading Scheme (EU ETS)

ñOther markets

Å The role of exchanges

Å Outlook

ñMarkets in 2020

ñThe global deal

Å Opportunities



From the Stern Review

The need for global emission cuts
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From the Stern Review

Sharing the abatement burden



Source: Manne and Richels (1998)

Cost of meeting Kyoto targets 

for the USA, 2010

The benefits of emissions trading

Å Effectiveness:

Track record in reducing 

emissions

(e.g. SOx and NOx)

Å Efficiency: emission 

reduction at lower costs

Å Integration:

Finance and technology 

flow to emerging markets
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More than one carbon market

Å Allowance market (cap -and-trade)

ñEUA EU Emissions Trading System

ñAAU Kyoto International Emissions Trading

Å Kyoto mechanisms (baseline-and-trade)

ñCER Clean Development Mechanism

ñERU Joint Implementation

Å Voluntary market

ñVER Voluntary carbon offsets

ñVCU Voluntary Carbon Unit (VCS Standard)



Source: World Bank. 

é dominated by the EU ETS

2007 market volumes in mUS$



Source: Reuters Interactive

Heterogeneous prices



EU Emissions Trading Scheme

Å 11,000 installations in 27 EU countries

ñEnergy, refining, minerals, metals, pulp&paper

Å Annual compliance requirement 

ñTargets set in National Allocation Plans

ñMostly grandfathering, some auctioning

ñPossibility to import Kyoto carbon

Å At least three trading phases

ñPhase I 2005ð07

ñPhase II 2008ð12

ñPhase III 2013ð20



Source: IDEAcarbon/ECON Global Carbon Report

é a sign of insufficient market information

Price volatility
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Price Drivers in the EU ETS

Å National Allocation Plan

ñBoth Phase II and III through banking

Å Ratio of coal to gas price

ñDetermines fuel switching

Å Marginal abatement cost

Å Weather

ñCooling/heating demand

ñHydro availability

Å Output/GDP

ñProcess emissions in industry

ñElectricity demand



The Clean Development Mechanism

Technologies

Source:  World Bank
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Supply dynamics (cumulative delivery in MtCO2)

Source: IDEAcarbon / ECON Global Carbon  Report

Scenarios 1 to 3 differ in expectation for CDM process (status quo, streamlined, or 

encumbered), policy expectation post 2012, and likelihood of global market



Compliance demand

Category Purchaser Amount per year Total 2008-2012

Non-EU ETS EU Governments 108-120 540-600

Canada 14 70

Switzerland 2 10

Norway 7 35

New Zealand 7 35

Australia 0-18 0-90

Japan (public) 40-60 200-300

Japan (private) 30-40 150-200

Sub-total 208 - 266 1040 - 1470

EU ETS* 15 ï90* 45 ï450*

Total 223 - 356 1,085 - 1,920



Å Exponential growth over the past several years

Å Composed of OTC market and CCX

Å Biggest exchange remains the CCX, biggest player is US

Å Primarily attractive for non -Kyoto signatories, industry anticipating 

regulation and looking to beat the curve, corporations from a CSR 

perspective or those looking to ôgreenõ their portfolio and 

individuals looking to cut their carbon footprint

Å Worth a total of $331 million in 2007, tripled from 2006 in volumes 

of CO2e: 240% greater than 2006 market value  

Voluntary Markets



ÅGrowth expected to continue, particularly amongst individual 

consumers and retailers (i.e. offsets for flights)

ÅBut the  voluntary markets remain only about 2.2% of the size of the 

regulated market (2,918 MtCO2e in 2007)

Voluntary Markets

Source: Ecosystem Marketplace, New Carbon Finance, World Bank 

Volume (MtCO2e) Value (US$ m)

Markets 2006 2007 2006 2007

Voluntary OTC Market 14.3 42.1 58.5 258.4

CCX 10.3 22.9 38.3 72.4

Total Voluntary Markets 24.6 65 96.7 330.8

Total Regulated Markets 1,702 2,918 40,072 66,087

Total Global Market 1,727 2,983 40,169 66,417


