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Carbon Allowances v. Carbon 

Offsets

•Allowances: cap and trade

•Offsets: project driven



Mandatory v. Voluntary 

Markets

•Mandatory: EU Scheme, W-M bill

•Voluntary: VCS, CCX?





Carbon Tax v. Cap and Trade

•Carbon tax: cost certainty

•Cap and trade: environmental 

certainty



Devil (and Angels) is (are) in the 

Details



Carbon Offsets v. Renewable 

Energy Certificates

•Offsets: carbon sequestered or 
avoided

•RECs: one MW hour from renewable 
source





Kyoto Protocol Participation





CDM and JI Buyers



Location of CDM Projects





CDM Project Types



Kyoto 2012?



•Modeled after  Kyoto CDM and JI

•Provides protocol and standards for measuring and 

accounting as well as registration



•Cap and trade

•Ten States

•Auction system of distribution







EU Emissions Trading Scheme









Price Volatility: EUA v. Gas v. Oil



http://upload.wikimedia.org/wikipedia/commons/f/f3/World_CO2_emission_by_country_2006.svg


China v. US v. EU
State Population Economy Emissions

China 20% 10% 21%

U.S. 4.5% 20% 20%

E.U. 7% 22% 13%



Comparison of Proposed Schemes





DERIVATIVES



What is a Derivative?

• A financial instrument whose value is based on 

an underlying asset, index, event, or condition.

• The underlying asset does not change hands.  

Only money is exchanged.



Exchange Traded v. Over-the-

Counter

•Exchange: intermediary, standardized, 
highly regulated

•OTC: bilateral, unregulated (for now), 
subject to counterparty risk



Why Use Derivatives?

• Speculation

• Hedging



Types of Derivatives

• Futures

• Forwards

• Options

• Swaps

• Swaptions



How Might Derivatives Fit in a 

Carbon Market?
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THE END


