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MARKETS 
DELIVER
AMBITION: 
LEARNING
THE VALUE OF 
ARTICLE 6
Dirk Forrister explains why 
it is vital that COP24 sees 
guidance for the new wave
of international markets if
the world is to achieve the 
1.5°C goal.
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COP24 OPENS IN KATOWICE, Poland on

2 December. Will it be all about rules – or 

more about ambition?

As always with a UN climate meeting, it will 

not be about just one thing. It will be about 

compromises and packages, forged in late 

night policy debates and political wrangling. 

As the COP approaches, the relationship 

between clear rules and enhanced ambition 

is coming into stark relief: 

• How can countries amp up ambition 

unless they have confidence that others 

are joining the cause, using common 

reporting standards to assess progress?  

• How can they reach for the heights of 

climate ambition unless there are strong 

avenues for international cooperation 

between interested partners? 

The issues of higher ambition and good 

rules are – and always were – deeply 

intertwined. They come together on the 

pages of Article 6: it contains the most 

promising avenue for fostering the kind 

of economic cooperation that will enable 

greater ambition. 

This year, we began to see the first 

economic analysis of the value of Article 6. 

It shows the potential of Article 6 to lower 

costs – making higher ambitions possible. 

The initial assessments by the Joint Global 

Change Research Institute at the University 

of Maryland show that, with current levels 

of ambition, Article 6 cooperation can 

lower costs over the century by nearly 

$1 trillion.1 Viewed from another 

perspective, economists at the 

Environmental Defense Fund found that 

cooperative approaches envisioned in 

Article 6 could drive double the ambition 

for the same economic cost.2 This is the 

potential value of Article 6, and why it 

deserves such serious attention. It is also 

why the business community is so intently 

focused on its success, because it can 

lower cost and enable transformation.

The Article 6 guidelines will appear as one 

chapter in a larger Paris Rulebook. The full 

Rulebook will address a suite of important 

issues – from reporting and transparency 

to technology, finance, adaptation, capacity 

building and just transition for workers 

and communities. 

The Article 6 portion will set out common 

standards for countries to account for 

market imports and exports of emissions 

units, so as to avoid double-counting and 

assure public confidence. The chapter 

will also set up the operations of a new 

mechanism to support emissions reductions 

and sustainable development, building on 

the experience of the Kyoto Protocol’s Clean 

Development Mechanism. Finally, it will 

set up a work programme to explore how 

cooperation in non-market approaches can 

foster even more action.

During the Kyoto Protocol era, a wide range 

of companies around the world gained 

DIRK FORRISTER
President and CEO, IETA

(1) www.iea.org/media/workshops/2018/18thghgetsworkshop/ShaYu.pdf (2) blogs.edf.org/climate411/2018/08/01/internation-
al-trading-of-emissions-reductions-could-greatly-increase-global-climate-ambition/



3IETA INSIGHTS 2018 - EDITION 3

MARKETS 
DELIVER
AMBITION: 
LEARNING
THE VALUE OF 
ARTICLE 6

experience in how markets can deliver 

financial rewards to those who invest in 

reducing emissions. But this was just a 

foretaste of much bigger things to come. At 

present, over half of the countries involved 

in the climate negotiations plan to use 

Article 6 to achieve their future climate 

aspirations. Many are already using market 

approaches via domestic emissions trading 

or carbon tax systems.

This year, when the topic of enhancing 

ambition takes center stage with the 

culmination of the Talanoa Dialogues, 

ask yourself: what is stopping countries 

from doubling down on their commitments? 

They know the scientific imperative. 

They have taken stock of the new 

IPCC Special Report on 1.5°C. They 

have seen increasingly powerful storms, 

fires and floods. They know that an 

ounce of prevention (mitigation) is worth 

a pound of cure (adaptation). So what is 

the hold-up?

Put simply, for a 
country to scale up
its ambition, it needs 
to have clear rules 
that provide flexibility 
to cooperate with 
others through 
international trading

The IPCC highlighted the fundamental 

challenge: a 1.5 degree level of ambition 

requires economic transformation on a 

scale that we have never seen before. 

As Shell described in its “Sky Scenario” 

of a world embracing 1.5°C level of 

protection, the goal is possible, but it is 

not plausible unless much more is done. 

Shell’s scenario went on to illustrate how 

aggressive use of emissions reduction 

technologies and storage solutions would 

be needed. Since the reduction and 

storage potential is not evenly distributed 

to every country, we need a trading system 

to allow cooperation across international 

borders. This is the work of Article 6.

The real hold up, then, is about finding 

the political will to scale up the economic 

transformation – and doing it together 

so that competitiveness concerns are 

mitigated. The political will depends on 

breathing life into the strong fundamental 

economic underpinnings in the 

implementation of the Paris Agreement.

Put simply, for a country to scale up 

its ambition, it needs to have clear rules 

that provide flexibility to cooperate 

with others through international trading. 

Absent this clarity, large scale 

change will be impossible – and the 

ambitious temperature targets will be 

too expensive.

Thankfully, the reverse is also true: a 

clear and simple Rulebook in Katowice 

can enable countries to implement 

cooperative approaches – and build the 

type of market system that can transform 

the energy economy globally. From a solid 

Article 6 foundation, policy frameworks 

can be built at the provincial, national and 

regional level that are capable of supporting 

large scale investment that transcends 

national borders. This system can enable 

us, as a global community, to achieve much 

more benefit for the investments made.
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SHELL Scenarios Compared - World Energy-Related CO2 Emissions

Source:  SHELL Analysis

How Close are we to 1.5ºC?

Source:  IPCC

Human-induced warming reached approximately 1°C above pre-industrial levels in 2017. At the 
present rate, global temperatures would reach 1.5°C around 2040.
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EMEA

European carbon peaked at a 10-year 

high of €25.79 in September, extending a 

run that had seen prices quadrupling in 

18 months in anticipation of the supply-

curbing effect of the Market Stability 

Reserve (MSR) in 2019.

 

Upon reaching that level, Poland called for 

EU regulators to intervene by introducing 

fresh supply under the EU ETS Directive’s 

Article 29a, which was written to guard 

against “excessive fluctuations” in the 

market. Romania backed the move, and 

Poland claimed Greece and Spain were 

also supportive. Few observers believed the 

strict intervention criteria had been met. 

Brussels made no comment on the criteria, 

with EU officials said to be ‘happy, calm, 

and positive’ about the price rise.

 

EUA prices slid back drastically to as 

low as €15.10 in November and have 

since hovered near €20. Experts have 

predicted the violent daily price swings 

of above one euro would continue to 

December, mainly due to the effect of 

speculators taking long positions by 

utilising more complicated strategies such 

as call spreads, rather than simply buying 

the underlying EUA futures outright.

The UK is continuing 
the process to exit 
the EU by next 
March, with the 
British government 
giving cautious 
backing to a text that 
keeps the country in 
the EU ETS until the 
end of 2020.

The UK is continuing the process to exit 

the EU by next March, with the British 

government giving cautious backing to a 

text that keeps the country in the EU ETS 

until the end of 2020. Lawmakers still 

must approve it, and ongoing wrangling 

keeps alive the possibility that Britain will 

leave without a deal. The UK said that in 

that event, its emitters – currently covering 

around 10% of ETS emissions – would be 

placed under an interim carbon tax that 

roughly corresponds to its current carbon 

pricing and regardless is examining the 

launch of a linkable ETS in 2021.

Lawmakers still 
must approve it, 
and ongoing 
wrangling keeps 
alive the possibility 
that Britain will leave 
without a deal

NORTH AMERICA

Voters have again rejected a ballot 

initiative that would have introduced a 

carbon tax in Washington, marking the 

latest setback in the state’s ongoing 

attempts to put a price on GHGs.

California’s capped entities cut their 

emissions by around 1% last year 

compared to 2016, according to figures 

released by the state’s Air Resources 

Board (ARB). The drop was fuelled 

almost entirely by the power sector, 

which slashed its emissions by nearly 

10%. Québec, which linked with 

California in 2014, reported a 3% 

increase in 2017, driven mainly by 

higher fuel consumption. In total, the 

WCI programme emitted 1.2 billion 

tonnes during the 2015-17 trading period.

California and Québec conducted the final 

joint WCI auction of 2018 on 14 November. 

All 78.8 million current vintage allowances, 

including 15.8 mln unsold allowances from 

2016-17, sold out for $15.31 – or 2 cents 

below the price recorded in the adjacent 

future sale of 9.4 mln vintage 2021 units. 

Experts predict the 2019 WCI floor price 

will be set at $15.62.

California regulator ARB also in November 

held its first board meeting on post-2020 

amendments for the cap-and-trade 

regulation, while it deferred endorsing a 

Tropical Forest Standard (TFS) that could 

serve as a launching point to accepting 

REDD offsets in the market. The post-2020 

amendment package could be approved in 

December or January, while the board said 

it will revisit the TFS proposal in April 2019. 

RGGI’s third quarter emissions rose by 

9% year-on-year as double-digit gains in 

New York overshadowed declines in two 

other member states. That came after the 

scheme’s Q3 auction cleared at $4.50/short 

ton as compliance entities upped their 

buying following the previous speculator-

driven sale.

The Canadian government announced 

the five provinces and two territories 

which will receive either full or partial 

implementation of the federal ‘backstop’ 

carbon pricing plan in 2019, consisting 

of a fuel levy and output-based pricing 

system (OBPS) for large emitters. An 

estimated 130 facilities across the seven 

jurisdictions will be regulated under the 

OBPS, with more clarity on trading and 

offsetting as part of the standard expected 

this fall. Newfoundland and Labrador also 

released the details for its own OBPS, while 

Nova Scotia published its cap-and-trade 

regulation, outlining the scheme’s yearly 

emissions caps and auction procedures. 

Manitoba in October scrapped the carbon 

tax portion of its climate plan in defiance of 

the federal government.
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The Ontario government officially 

repealed the act underpinning the 

province’s now-cancelled cap-and-trade 

system, though the federal government 

stepped in to fund many of the low-carbon 

programmes that were to benefit from it. 

The province was expected to announce 

its new climate plan in late November.

Mexico also published regulations 

for its three-year pilot ETS that will 

start on 1 January 2019. The pilot 

programme will cover entities with 

annual emissions greater than 100,000 

tonnes of CO2e in the power, industrial, 

and natural gas transmissions sectors. 

ASIA-PACIFIC

Despite some delays in the national 

ETS, China is continuing to develop 

its approach to market-based climate 

mechanisms, and said in November it 

would launch a mandatory REC market 

in 2019. This will include mandatory 

renewable energy targets for all provinces 

and companies in the power industry. 

Despite some delays 
in the national ETS, 
China is continuing to 
develop its approach 
to market-based 
climate mechanisms

A number of Asian nations participating 

in the World Bank-led Partnership 

for Market Readiness are preparing 

domestic market approaches. Indonesia’s 

economy ministry said it expects to have 

a market ready to go as early as 2021, 

which could range from a fully-fledged 

ETS for energy and industry, to an energy 

efficiency-based system or a voluntary 

carbon market. India, meanwhile, plans 

to have a pilot market-based instrument 

ready in March next year for small- 

and medium-sized businesses and the 

waste sector.

A number of Asian 
nations participating 
in the World Bank-
led Partnership for 
Market Readiness 
are preparing 
domestic market 
approaches

In November, Australia’s opposition 

Labor party – which is expected to win 

next year’s election – said it would push 

to legislate the Coalition’s National 

Energy Guarantee with a 45% emissions 

reduction target for electricity. That 

policy would have an indirect carbon 

price in the form of retailer-traded 

carbon intensity contracts. Labor is 

also open to having an ETS for 

sectors such as oil and gas production 

and manufacturing.

South Korea has entered into the 

second three-year period of its ETS, and 

will host its first regular permit auction 

in January as some of the sectors will 

now only receive 97% of their expected 

allowances for free. 

PREPARED BY:
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THE PHILOSOPHY driving decisions at 

ENGIE is that only companies which

focus on sustainable growth will succeed. 

This is why ENGIE is moving away from 

coal – in the last three years, we have

more than halved our coal-fired capacity.

It is also why we have an internal

carbon price, beyond the EU ETS price,

to guide investment decisions, and

why we are vocal advocates for carbon 

pricing globally. 

This approach is changing the way

we do our business. In France, we 

launched in 2016 the option for 

households to have exclusively “green 

electricity”, which has attracted over

1.3 million customers. We also created

the Energy Gathering Impact Fund in

2011 to pioneer cleaner activities, such

as energy efficiency, decentralised

power generation, and clean cooking 

solutions in developing countries. 

As a firm, we are 
committed to limiting 
the global average 
temperature increase 
to 2°C

We are looking along our entire

value chain to reduce our impact on 

the environment. This includes issuing

green bonds - €6.25 billion to date –

and reducing emissions across the

whole business. As a firm, we are 

committed to limiting the global average 

temperature increase to 2°C, so we

need to look at our entire business

network to see where we can make 

impactful and meaningful changes. 

Being recognised as an industry leader 

by RobecoSAM validates our decision 

and strategy of pursuing a sustainable 

business model, which marries economic 

performance with social and environmental 

responsibilities. While the EU ETS may be 

what pointed us towards this path, it is our 

duty as a responsible business to ensure 

we play our role in driving sustainable 

development. 

_______

Christine Fedigan
Head of CO2 Corporate
Policy, ENGIE

HYDRO IS A GLOBAL aluminium company 

with 35,000 employees in 40 countries, 

engaged in the entire aluminium value 

chain, from raw materials and energy 

to primary aluminium, innovative 

products and solutions, and recycling. 

In Hydro, carbon pricing is based on 

evaluation of different global, regional 

and national frameworks, including future 

developments. 

We estimate and analyse future carbon 

regulations and pricing annually. The 

analysis is used as input to all significant 

investment decisions. Carbon pricing is an 

integrated part of all energy price analysis 

and forecasts. We also perform scenario 

analyses on the CO2 effect with regards to 

price levels and regional regulation levels, 

which are used in the strategy and plan-

ning processes. Hydro conducts power 

price forecasts on an annual basis for sev-

eral regions/markets in the world. Sensitiv-

ities with respect to the impact of the CO2 

cost on power prices is analysed together 

with an evaluation of where and when such 

regimes might be introduced. Our Europe-

an activities are already regulated by the 

EU ETS, and CO2 price forecasting is an 

integrated part of the power price forecasts 

and industrial investments.

70% of all our 
aluminium 
production is driven 
by hydropower

A significant share of our production

is fuelled by hydropower and, where

this is not possible, we seek the lowest

carbon-intensive fuels possible. In

total, 70% of all our aluminium

production is driven by hydropower.

Our aim is to achieve carbon neutrality

by 2020. 

In 2017, Hydro started a review of

its climate-related risks, including

physical, technological, commercial,

legal and reputational risk. Hydro also 

became a signatory to the Task Force on 

Climate-Related Financial Disclosures 

(TCFD). The review of Hydro’s climate-

related risks will be finalised in 2018 and 

will also include scenario analysis.

_______

Liv Rathe
Director, Hydro

THIS YEAR SAW TWO IETA MEMBER COMPANIES,
HYDRO (FORMERLY KNOWN AS NORSK HYDRO) AND
ENGIE, NAMED AS INDUSTRY LEADERS IN ROBECOSAM’S
CORPORATE SUSTAINABILITY ASSESSMENT (CSA) AND
THE DOW JONES SUSTAINABILITY INDICES. PARTICIPANTS
IN THE EU ETS SINCE 2005, THEY OUTLINE BELOW HOW 
EUROPE’S CARBON PRICE HAS CHANGED THEIR BUSINESS.



7IETA INSIGHTS 2018 - EDITION 3

The voice of business on mobilising markets
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THE RECENT RELEASE of IPCC’s latest 

climate change report notes that only 

rapid and far-reaching changes to the 

world economy will stop global warming 

exceeding 1.5°C by 2040. However, 

while the Paris Agreement unites 

countries in their national efforts towards 

a universally agreed goal to limit global 

warming to below 2°C, current targets 

fall far short of this. 

A global carbon price is deemed as 

one of the most powerful ways to shift 

the world towards cleaner greener 

outcomes and deliver the action that is 

required to avoid catastrophic climate 

change impacts. Indeed, it was core to 

all scenarios laid out by the IPCC. 

Carbon markets are steadily growing 

worldwide; they are increasingly seen 

as an essential policy tool to achieve 

emissions reductions at lower cost 

than other regulations acting on their 

own. A recent economic analysis 

from Environmental Defense Fund 

found that these cost savings from 

international trading of emissions 

could produce nearly double the 

climate ambition at the same overall 

cost as countries’ complying with 

their Paris Agreement targets without 

international carbon markets.In 

addition to the volume and scale 

of emissions reductions that 

carbon markets can unleash, 

further sustainable development 

outcomes can also be delivered 

through various activities, projects 

and climate financing channelled 

through market avenues.

Such co-benefits are increasingly being 

measured and plotted against global 

sustainable development goals. While the 

use of international credits in compliance 

schemes is often for cost containment 

rather than enhancing ambition, it can 

act as a powerful source of private sector 

finance for climate change mitigation. 

Most of the crediting mechanisms which 

exist today are built around the peculiar 

structure of the Kyoto Protocol and some, 

like the CDM and JI, were actually created 

by the Protocol. As the global framework 

of reference for climate action shifts from 

the Kyoto Protocol to the Paris Agreement 

questions emerge as to what the future of 

international credits will look like. 

The Paris Agreement does not specifically 

reference carbon markets; rather, it 

allows parties to pursue “cooperative 

approaches” and use “internationally 

transferred mitigation outcomes” to help 

meet their reduction targets, while ensuring 

that transparency and the environmental 

integrity of the regime is maintained. Article 

6 of the agreement also establishes a new 

mechanism to “contribute to the mitigation 

of greenhouse gas emissions and support 

sustainable development”. The mechanism 

allows for the participation of both the 

public and private sectors, and can be 

a driver for the uptake of market-based 

measures worldwide. 

IETA has consistently argued the new 

mechanism should become a broad 

framework mechanism, within which 

many types of mitigation approaches 

can be executed, rather than a single 

purpose mechanism such as the Kyoto 

Protocol’s CDM. Nevertheless, similarly to 

the CDM and other existing mechanisms, 

its core purpose could be defined so as 

to deliver an emissions reduction against 

some reference level, while also delivering 

an overall reduction in global emissions 

and sustainable development benefits. 

Because such a mechanism can connect 

with the emission mitigation objectives 

of another party, it can act to facilitate 

cooperative approaches.

The future of this mechanism is still 

currently uncertain. At COP22 in 

Marrakech, parties committed to prepare 

all of the elements needed for the 

implementation of the Paris Agreement for 

adoption this year at COP24. Commonly 

called the “Paris Rulebook”, it will contain 

a chapter with the necessary guidance, 

rules and procedures for operationalising 

the market provisions in Article 6, including 

the new mechanism. 

THERE IS NO QUESTION THAT THE PARIS AGREEMENT IS A 
GAME-CHANGER FOR CARBON MARKETS. FOR THE PAST TWO 
YEARS, IETA AND ICROA HAVE BEEN DISCUSSING THE FUTURE 
OF OFFSETTING. STEFANO DE CLARA, ANTOINE DIEMERT AND 
SOPHY GREENHALGH SUMMARISE THE LATEST THINKING

A global carbon price is deemed as one 
of the most powerful ways to shift the world 
towards cleaner greener outcomes and 
deliver the action that is required to avoid 
catastrophic climate change impacts
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WHO WILL NEED 
INTERNATIONAL CREDITS 
GOING FORWARD?

PARTIES AND COMPLIANCE-DRIVEN 

DEMAND FOR CARBON CREDITS

While certain parties have already indicated 

they do not envisage using international 

credits to meet their Paris pledges, such 

as the EU, many others will need Article 6 

compliant units to do so. In fact, about half 

of the signatories to the Paris Agreement 

plan to have a contribution from market 

mechanisms. 

Demand for eligible credits will also 

continue in regional, national and sub-

national emissions trading systems around 

the world where they usually play an 

important role in helping entities to meet 

their compliance obligations, subject to 

qualitative and quantitative restrictions. In 

addition, some countries are now looking 

to implement hybrid systems allowing 

regulated entities to meet their 

compliance obligations with carbon 

credits. That is already the case in 

Colombia where fuel importers and 

producers can cover their carbon tax 

obligations by retiring domestically 

produced offset credits, thereby adding 

flexibility in the system and supporting 

voluntary GHG certification programmes1. 

Other countries such as South Africa 

and Chile are contemplating a similar 

approach, adding further compliance-

driven demand for carbon credits.

(1) Similarly, an open architecture approach to Article 6.4 could allow recognised independent standards to be accredited under the future emissions mitigation mechanism. As such, these 
standards could issue and verify Article 6 compliance units if requested, in addition to their own verified units when not issuing for a Party.

Demand for eligible credits will also
continue in regional, national and sub-national

emissions trading systems around the world

Caribbean
Countries      Pacific Island

     Countries

NDC will be met domestically NDC includes the use of 
international markets

Country will maybe make use 
of international markets

Not Specified NDC not Submitted
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SECTORAL INITIATIVES

Responsible for about 2% of human-

induced GHG emissions annually, the 

global civil aviation industry is currently 

designing its CORSIA programme to 

address emissions from international 

flights, which are not covered under the 

Paris Agreement. ICAO will determine 

which certification programmes, project 

types and credit vintages will be eligible 

for use under the scheme to address all 

increase in emissions above 2020 levels. 

Around 3 billion offset credits may be 

needed under CORSIA over its proposed 

lifetime (2021-35). Credit supply could 

range from as little as a few million units 

to as much several billion, depending on 

the final guidance to be adopted in the 

coming months. 

Going forward, the 
demand for credits 
will very much 
depend on the supply 
available for voluntary 
offsetting

International shipping - also not covered 

under the Paris Agreement and a 

significant contributor to global warming, 

accounting for over 2% of global GHG 

emissions annually - will have its own 

long-term strategy. IMO is set to adopt 

guidelines in the near future to help meet 

its objective to cut emissions by 50% by 

2050, compared with 2008 levels. Among 

the set of tools to meet this target, the 

launch of a market-based measure in 

2023 could add significant demand for 

international credits.

VOLUNTARY DEMAND FOR 

INTERNATIONAL CARBON CREDITS

The Paris Agreement presents an 

opportunity for the private sector to step 

up and take a leadership role by helping to 

bridge the existing ambition gap. While 

the voluntary carbon market provides the 

tools to enable this climate leadership, 

sufficient progress on Article 6 will be 

needed to ensure the future Paris rulebook 

enables, incentivises and rewards voluntary 

action by the private sector. Voluntary 

carbon market issuances and retirements 

levels in 2017 set record highs and this 

growth looks set to continue in 2018. 

This shows the pivotal role of carbon 

credits as part of global corporate carbon 

management strategies. 

Going forward, the demand for credits 

will very much depend on the supply 

available for voluntary offsetting, bearing 

in mind the need to address double-

counting risks to ensure environmental 

integrity. The ambition gap is a call to 

action for many non-state actors and there 

is a growing momentum through voluntary 

initiatives, such as TCFD and Science 

Based Targets. Other initiatives, such as 

Nature for Climate involving WBCSD and 

the World Economic Forum’s Gigatonne 

Initiative, are looking to create a strong 

commitment from the private sector to 

support investments in natural climate 

solutions, which has the potential to add 

substantial demand for carbon credits. 

CLEAR SIGNALS TO UNLOCK 

POTENTIAL AND MAXIMISE AMBITION 

Long term signals are needed for 

project developers to continue to fund 

the much-needed emission reductions 

that will make it possible to meet the 

objectives of the Paris Agreement. The 

current lack of visibility and incentives 

poses high risks and makes it difficult 

for developers to look to the future and 

invest at scale when the prospects 

are not clear. Among other issues, 

how the CDM’s 7,000+ projects and 

billions of carbon credits will be treated 

under Article 6 is still a key question. 

Only strong demand signals can unlock 

this potential.

  

Likewise, voluntary market buyers 

are beginning to ask questions about 

future options available to source and 

retire credible carbon credits in order 

to continue to make strong claims, as 

part of their long-term carbon 

management strategies to bring down 

their environmental impact. Several 

pathways are being considered, and 

the rulebook expected at COP24 

should provide elements of response. 

Public finance alone will not enable 

the transition of developing countries 

away from fossil fuels. The mobilisation 

of private sector finance through 

robust carbon markets, underpinned 

by clear and transparent rules, needs 

to play an essential role in scaling 

up low emission practices. Business 

is eagerly waiting for the rules so it 

can get to work. 

The Paris Agreement presents an 
opportunity for the private sector to step
up and take a leadership role
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THE EU Emissions Trading System 

saw its busiest year ever in 2018, as 

prices rose non-stop for nine months, 

peaking at €25.79 on 10 September. 

As of 16 November, more than 3.6 billion 

front-year EUA futures had changed 

hands on ICE Futures, the most in any 

year since the market started.

Traders and compliance installations 

scrambled to beat the rising price 

trend by accumulating cheap EUAs, 

while speculators made a comeback 

to the market.

Below, several analysts set out what 

the world’s largest cap-and-trade market 

should expect in 2019.

Traders and 
compliance 
installations 
scrambled to
beat the rising
price trend by 
accumulating
cheap EUAs

MARKET STABILITY RESERVE

Analysts are unanimous that the key 

development in 2019 will be the start of 

the Market Stability Reserve (MSR). The 

new measure will remove 24% of the 

market surplus every year from 2019 

through 2023, before it reverts to a 12% 

withdrawal rate from 2024.

“MSR is by far the biggest thing that 

will happen next year,” said Jahn Olsen 

of IETA member Bloomberg NEF. “It’s the 

first time that there will be flexibility in EU 

Allowance supply.”

The removal of the 1.6 billion EUA glut 

will be a gradual process, Olsen pointed 

out, but it’s already changed market 

behaviour before it even starts.

When Phase 4 of the EU’s market starts 

in 2021, free allocation to energy-intensive, 

export-oriented industries will shrink, 

meaning that more companies will find 

themselves short of EUAs. At the same 

IT’S BEEN A TUMULTUOUS YEAR FOR THE EU EMISSIONS TRADING 
SYSTEM, IN WHICH PRICES HAVE SOARED TO LEVELS NOT SEEN IN 
A DECADE. THE OUTLOOK FOR 2019 IS NO LESS EXCITING: A MAJOR 
MARKET REFORM WILL BE IMPLEMENTED, WHILE THE SHAPE OF THE 
MARKET WILL CHANGE WITH THE EXPECTED DEPARTURE OF A KEY 
MEMBER STATE FROM THE UNION. ALESSANDRO VITELLI REPORTS

Source:  ICE Futures
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time, the annual cut in the total 

allocation will decrease at a faster 

rate. Some companies are already 

preparing for this.

“Industrial installations are no longer 

as willing to sell their surplus allocation

as they once were - they need to bank

this surplus for the next phase of the 

market,” Olsen said.

The bigger problem, according to

Trevor Sikorski of Energy Aspects, is

how power generators will react to the 

changes in supply next year.

“We’ve already seen some one-off 

changes, such as RWE’s bulk purchase 

of allowances in 2017 and 2018,” 

Sikorski said, referring to the company’s 

announcement earlier this year that it

was “financially hedged” until 2023.

RWE is one of the most carbon-intensive 

utilities in Europe, and its early move 

demonstrated to shareholders that the 

company wouldn’t be heavily impacted 

by higher EUA prices in the short term, 

Sikorski added.

The bigger problem 
is how power 
generators will react 
to the changes in 
supply next year

But for other generators, the issue is

still very much in play. “Some utilities

are using their coal plants less. And

as coal consumption drops, so does 

the need to hedge,” said Sikorski.

This is a significant development,

Sikorski said: “The change in how

much utilities hedge, versus how much 

spot risk they’re willing to take” by not 

buying carbon in advance, will affect

the day-to-day market.

SPECULATORS

The other major development is the

return to the market of speculative

trading. Most EU ETS participants

believe speculative buying was a major 

factor in pushing prices to a ten-year

high, but with the expiry of the December 

2018 futures contract fast approaching, 

there is little certainty as to what these 

investors will do next.

“Commodity markets behave differently 

from equity markets, in that the value 

of an equity reflects a future cash flow,” 

explained Mark Lewis of Carbon Tracker. 

“Commodities reflect actual supply 

and demand: it’s the physical flow that 

determines the value.”

Lewis expects the operation of the MSR 

from January to generate a more proactive 

approach among the market. “We’ll have a 

real impact on the supply-demand balance 

and that will change everything,” he said.

Much will depend on whether investors 

have bought EUAs as a long-term play, 

or whether they are preparing to cash out 

their bullish bets, according to Marcus 

Ferdinand of ICIS.

“There’s been a lot of front-running 

of the MSR, but the question is what 

will change in terms of price when supply

is actually cut,” he said. “Compliance 

buyers are risk-averse and don’t like to 

anticipate price rises, so I don’t expect 

much change from them.”

BREXIT

The other major issue facing the market 

in 2019 is the UK’s withdrawal from the 

European Union. As late as mid-November, 

it was still not clear whether the UK and 

EU would agree to a two-year transitional 

period that would allow UK installations 

to remain in the EU ETS until the end of 

Phase 3 in December 2020.

This uncertainty led the UK government 

to publish contingency plans for a “hard 

Brexit” in the autumn, advising UK-based 

companies on how to plan for a sudden 

Brexit in March 2019.

“There are basically two options for

the UK,” Sikorski said. “A managed 

withdrawal from the EU ETS by 2020,

or a hard Brexit in March 2019.”

Germany is currently wrestling with
the challenge of phasing out coal-burning 
power plants
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And with the negotiated withdrawal

deal attracting widespread criticism from 

within the UK as IETA Insights went to 

press, it’s not at all clear that the managed 

withdrawal option is feasible.

Our panel of analysts agreed that a

“no deal” Brexit would likely trigger 

widespread selling of older-vintage

EUAs by UK installations that have 

surpluses, while utilities would unwind 

hedges for the period after March 

and sell off their EUAs as well.

Some analysts have estimated this 

liquidation of EUAs could temporarily 

overcome the impact of tighter supply 

due to the MSR, by pushing prices 

down by as much as €2.

“However, the UK wouldn’t be 

auctioning EUAs in the event of a hard 

Brexit,” said Lewis. “So a hard Brexit 

might be bullish after the short term 

sell-off.”

Equally, a “no-deal” Brexit would require 

the Commission to “tag” UK-issued 2019 

EUAs so that they could not enter the 

wider market, where they would have no 

monetary or compliance value. Earlier 

vintage EUAs would remain eligible.

OTHER FACTORS

There also remain a number of supply-

related decisions which need to be made 

in 2019, said Ingvild Sorhus of Refinitiv.

Some member states have been given 

the choice to issue EUAs free of charge 

to power generators, rather 

than to auction them, Sorhus said. 

In a number of these countries 

such as Poland, there remain a 

large quantity of EUAs that have 

not been handed out to utilities, 

and must therefore be either auctioned, 

or transferred to the next compliance 

period (2021-30). These countries 

have until the end of 2019 to decide 

what to do.

Elections will also play a critical 

role in 2019, according to Ferdinand. 

Voters will choose a new European 

Parliament in May, while the chances 

are growing of a snap election in 

Germany as well. 

Germany is currently wrestling with

the challenge of phasing out coal-burning 

power plants, and an electoral victory

for opponents of Chancellor Angela

Merkel may delay progress in drawing

up plans that balance the need for

reliable power supply with the demands

of EU climate policy.

While the reforms to the EU ETS 

for 2021-30 have been approved 

by the current EU chamber and member 

states, there remain some key 

aspects of the new rules that have 

yet to be completed, which could 

be affected by the outcomes of 

these polls.

This includes large funds to 

support the transition to clean 

energy, which are fed by revenue 

from EUA auctions, as well as 

free permit allocations to 

industrial installations.

While the reforms 
to the EU ETS 
for 2021-30 have 
been approved 
by the current 
EU chamber and 
member states, there 
remain some key 
aspects of the new 
rules that have yet to 
be completed

ANALYST FORECASTS FOR AVERAGE EUA PRICE IN 2019

Refinitiv €23.00

Carbon Tracker €35.00

BNEF €24.70

Energy Aspects €28.00

ICIS €23.53 (year-end price forecast)
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TWENTY-ONE YEARS on from the first 

ever global agreement to cut greenhouse 

gas (GHG) emissions, the international 

community is putting the finishing 

touches on the 2015 Paris Agreement, 

which will significantly ramp up the 

global climate change response. This 

action needs to be swift and effective, 

with the Intergovernmental Panel on 

Climate Change warning that there 

are only 12 years until the global 

average temperature is more than 1.5°C 

higher than pre-industrial levels – the 

level beyond which there is a higher risk 

of flood, drought and extreme heat. In 

the panel’s report, carbon pricing (which 

includes carbon markets) is acknowledged 

to be a vital component for all pathways 

to control this temperature increase – 

adding further urgency to the need to 

finalise rules and guidance for the new 

markets as envisioned in Article 6 of the 

Paris Agreement. 

While the use of markets to reduce 

emissions was not a new concept in 

1997, it took the Kyoto Protocol and its 

flexibility mechanisms, plus the EU’s 

pioneering regional emissions trading 

system, to really showcase their potential 

on a grand scale. (They also highlighted 

areas for improvements, lessons which 

have benefitted the second generation 

of markets, and will inform the new 

mechanisms under the Paris Agreement). 

Simultaneously, growing corporate 

consciousness of business’ environmental 

impact translated to increased voluntary 

offsetting, further driving innovation in 

approaches to cutting emissions. 

For almost 20 years, IETA has represented 

the voice of business on carbon 

markets. IETA’s membership represents 

a cross-section of highly experienced 

businesses involved in emissions 

trading, either as regulated entities in 

one of the world’s carbon markets, a 

service provider, or as a developer of 

offset projects. Their stories cut across 

sectors and geographies but have a 

common theme: how the power of 

markets is leading to real, verifiable, 

quantifiable and permanent 

emissions reductions. 

Markets inherently seek efficiencies 

and maximum impacts for minimum 

costs: private sector investors in the 

carbon market pursue the greatest 

amount of emissions reductions possible 

at the lowest cost. This can range from 

transforming the cookstove sector in 

Ghana to preventing deforestation in 

Peru to developing new technology for 

low-carbon industrial-scale aluminium 

manufacturing. Their innovations will have 

lasting impact, both in terms of cutting 

emissions and in showing a new, cleaner 

way to conduct business. 

OVER THE COURSE OF 2018, IETA HAS BEEN COLLECTING 
STORIES FROM ITS MEMBERS ON HOW THEY HAVE USED CARBON 
MARKETS TO EFFECT CHANGE. AS THE WORLD PREPARES FOR 
IMPLEMENTATION OF THE PARIS AGREEMENT AND THE NEXT WAVE 
OF MARKET MECHANISMS TO CUT GLOBAL GHG EMISSIONS, THESE 
STORIES SHOW WHAT CAN BE ACHIEVED WITH THE RIGHT POLICY 
FRAMEWORKS AND PRIVATE SECTOR INGENUITY. KATIE KOUCHAKJI 
SHINES A LIGHT ON SOME OF IETA’S TALANOA STORIES4.

The full collection of stories
can be viewed online at
www.ieta.org/Talanoa-Stories VATTENFALL:

FUELLING CLEANER STEEL

In partnership with SSAB and LKAB, 

Sweden’s Vattenfall is developing a process 

to manufacture carbon-free steel. The 

HYBRIT project aims to use hydrogen 

instead of coal and coke in blast furnaces, 

eliminating CO2 emissions from the process 

and leaving water as the sole by-product. 

The pilot plant is expected to be operational 

in 2020. 
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BLUESOURCE:
CREATING A HEALTHIER
HEALTHCARE SYSTEM

In North America, Bluesource is using carbon 

markets to reduce emissions from the healthcare 

sector in two innovative projects. In Alberta, the 

firm helped Alberta Health Services enhance the 

value of a series of energy efficiency projects by 

structuring a portfolio to capture the emissions 

reductions and claim offset credits under the 

province’s emissions trading system. Meanwhile, 

in Virginia, Bluesource helped Rockingham County 

and Rockingham Memorial Hospital register a 

voluntary carbon project with Verra, in which gas 

from a local landfill is cleaned of impurities then 

piped to the hospital for use in a variety of ways, 

including to sterilise equipment. 

VERTIS:
CLEANING UP COOKING

Using the sales of carbon credits to 

fund the distribution of clean cookstoves is one 

way that the carbon market can transform lives. 

By displacing fuels such as charcoal and wood, 

these projects improve the immediate air quality 

for families while also, typically, freeing up 

women and girls to pursue education or income-

generating activities instead of gathering fuels and 

cooking for lengthy periods. Vertis, on behalf of a 

client, is supporting such a project in Peru, which 

was the first of its kind to be developed under the 

Gold Standard. The credits are used by the client 

to offset the portion of its emissions not covered 

by the EU ETS and which it cannot reduce by 

other means.

FIRST CLIMATE:
SAVING FORESTS WITH BIOGAS

First Climate began distributing biogas 

digesters to rural households in India in 2007. 

These micro plants are fuelled by animal waste 

and can be used for cooking, lighting and water 

purification – displacing the need to burn wood 

and preserving forests. Other benefits include 

providing employment (as the digesters are 

built locally), improved health by reducing 

exposure to wood smoke, and reducing 

workloads for women and children, who no 

longer need to gather wood. The project is also 

registered with the Gold Standard and the 

credits sold in the voluntary market. 

For almost 20 
years, IETA has 
represented the 
voice of business 
on carbon 
markets
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