Carbon

Players get busy in CDM market

With tighter NAPs and growing demand for credits from the Kyoto
mechanisms, not least from financial players, the price of CDM/JI

certicficates will be closely linked to the price of EUAs in the second Phase.

The market for emissions credits can doubtlessly be called
an emerging asset class and is already approaching the
USD 1trillion level in terms of market capitalisation. A mar-
ket of this magnitude certainly attracts attention from the
financial players. So, alongside state driven initiatives, a
couple of specialised private funds have found their way
into the market, offering investors the possibility of both
contributing towards climate protection and investing into

anew commodity with major opportunities for profits.
Funds like the European Carbon Fund have been acting
successfully in the market for years now, acquiring carbon
credits from both Jland CDM projects, with more players
following in their wake. Power giant EDF recently setup a
EUR 300 million carbon fund which will identify and acquire
carbon credits for the French major's affiliated companies.
serman utility RWE, as investor into the World Bank's Pro-
e carbon fund, is alsoone of the European pioneers in

7 carbon credits,
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The European Commission has already decided on the

NAP proposals of several membe while some coun-

tries are still awaiting a verdict from Brussels. The Com-

mission's general approach has k

1 to cut allocations,

but to show some flexibility with regards to the r

accepted CER. Indeed, some European countries have suc
ceeded in negotiating a lower cap of CERs/ERUs. Garmar
for example, could increase the total amount of C
from an initial 12 per cent to 20 per cent.

This has boosted the demand for Kyoto credits in Europe

evenfurther, and inthe near term we may see other countriz

some increased selling pressure on Phase 2 EUASs by
panies purchasing CERs/ERUs and selling second pha

lowances againstthis position. On the upside, the demand fc
CERs/ERUs will receive a boost by the same amount, puttine
upward pressure on the price of these compliance units
Recent falls in the forward EUA 2008 market, dracqir
down CER /ERU credits as well, took many market partic:-

pants by surprise despite the signals from Brussels that
the allocation of allowances will be tighter in the K
period. Following simple supply and demand rules and ap-
plying the reduction targets of the NAPs known so far, the
price for European allowances for phase 2 should be in the
EUR 20/t range. And the prices of CDM / J| credits will be
closely linked to the price of EUAS,

While at the beginning of the first trading period of the E
ETS buyers paid between EUR 8-10/t for low risk CERs, the
market saw prices peak above EUR18/t in early 2006, Sincs
then the price has fallen considerably to current levels
around 11 euros per tonne,

The contuining political discussions about the alloca-
tions within the EU ETS and the current inability t
cally transfer COM/Jl credits intothe EU ETS justify 2 -
spread, currently at 20 per cent, between EU allowances
(the December 08 contract) and CDM/JI credits, . While the
delivery risk will disappear as soon asthe [TL is up anc
ning, the cap on the utilisation of COM/J| credits inthe E
ETS will remain. Moreover, in the price equation fc

credits, signals from other, non-European trading s
which accept them for compliance, will be included,

pite recent initiatives to establish a post-Kyoto

rework for global emission trading, the market will re-
n fragmented and complex over the course of the next
ple of years. Well funded professional financlal institu-

ns such as funds, will therefore actively contribute to

dthe ultimate tonne of greenhouse gas reduction. ®
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