
CarbonExpo Australasia2008 
The EU Market Policy to Practice 
Chris Leeds  
Head of Environmental Markets Sales 
Thursday 30 October 2008 



Executive Summary 

• Barclays Capital’s Capabilities 
• The EU Emissions Trading Scheme  
• The Key Components 
• Cause and Effect 
• EU ETS for Phase 2 
• EU ETS for Phase 3  
• What are the lessons for Australia? 
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Barclays Capital’s Capabilities 
•  Barclays Capital has been at the forefront of emissions trading since the inception of the EU 

emissions trading scheme in 2004 
•  Barclays Capital is one of the largest liquidity providers in the carbon market 

•  Number 1 trading house for EUAs (market share of 17.4%) and CERs (market share of 21.7%), having 
traded more than 900m allowances (source: Risk Magazine 2007) 

•  Access to a large network of customers / counterparties across all industries within Europe and beyond 

•  Standardised the secondary CER market with the launch of the “Standard CER forward agreement” 

•  Recognised as the industry leading player for its emissions capabilities by several awards 

•  Ability to work with Utility A in structuring the optimal transaction structure 

•  Directorship of the International Emissions Trading Association (IETA)  
•  Actively pursuing a build out strategy in Australasia 
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The EU Emissions Trading Scheme 

Cap set for EU ETS sectors: 
• energy 
• ferrous metals 
• minerals 
• pulp & paper 

Target for sectors outside 
EU ETS: 
• transport 
• domestic fuel 
• etc 

Kyoto Protocol 

EU Burden Sharing Agreement 

EU National Reduction Targets 
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Cause and effect – hedge timing effects 
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EU ETS Phase 2 - key changes 

Over Allocation in Phase I…. …has been addressed in Phase II 



EU ETS Phase 2 -The story so far 

So far, the average level of spot fuel 
switching has changed… 

Coal use down y-o-y in UK: coal down 
10% and natgas down 1% – overall 
gen down 4% for Q1 &Q2 2008 



EU ETS Phase 2 - price behaviour and correlation 

Dec 08 EUA and CER prices  EUAs GY Oil 

€/t €/t €/bbl 
€/MWh 



EU ETS Phase 3 - where next post 2012? 

Phase 3 looks to be either very short…or 
very, very short 

With a high carbon price needed … 
2013-2020 (Mt CO2) 

Phase gap to cap 5275 
Banked EUAs / CERs + ERU allowances* 500-900 
CCS abatement 200 
Energy efficiency – Power 255 
Energy efficiency – Industry 177 
Extra abatement required 4143-3743 
Average annual short 518-468 

    Barclays Capital Research price forecasts (EUR/MT) 

2008                   
(Dec 08) 

Phase 2              
(2009-12) 

Phase 3         
(2012-20) 

EUA 26 34 55 

CER 21 26 30 

EUA-CER 
spread 5 8 25 



What are the lessons for Australia? 

• Scheme design is critical 

• Don’t overallocate 

• The allocation methodology will create winners and losers 

• Use international trading as a safety valve 

• Make the rules clear and don’t keep tinkering 

• Encourage trading – it is how the system works best 
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Disclaimer 
This presentation has been prepared by Barclays Capital – the investment banking division of Barclays Bank PLC and its affiliates worldwide 
(‘Barclays Capital’). This publication is provided to you for information purposes, any pricing in this report is indicative and is not intended 
as an offer or solicitation for the purchase or sale of any financial instrument. The information contained herein has been obtained from 
sources believed to be reliable but Barclays Capital does not represent or warrant that it is accurate and complete. The views reflected 
herein are those of Barclays Capital and are subject to change without notice. Barclays Capital and its respective officers, directors, partners 
and employees, including persons involved in the preparation or issuance of this document, may from time to time act as manager, co-
manager or underwriter of a public offering or otherwise deal in, hold or act as market-makers or advisors, brokers or commercial and/or 
investment bankers in relation to the securities or related derivatives which are the subject of this report. 

Neither Barclays Capital, nor any officer or employee thereof accepts any liability whatsoever for any direct or consequential loss arising 
from any use of this publication or its contents. Any securities recommendations made herein may not be suitable for all investors. Past 
performance is no guarantee of future returns. Any modeling or backtesting data contained in this document is not intended to be a 
statement as to future performance. 

Investors should seek their own advice as to the suitability of any investments described herein for their own financial or tax circumstances. 

This communication is being made available in the UK and Europe to persons who are investment professionals as that term is defined in 
Article 19 of the Financial Services and Markets Act 2000 (Financial Promotion Order) 2001. It is directed at persons who have professional 
experience in matters relating to investments. The investments to which is relates are available only to such persons and will be entered into 
only with such persons. 

Barclays Capital – the investment banking division of Barclays Bank PLC, authorised and regulated by the Financial Services Authority 
(‘FSA’) and member of the London Stock Exchange. 

Copyright in this report is owned by Barclays Capital (© Barclays Bank PLC, 2005) – no part of this report may be reproduced in any manner 
without the prior written permission of Barclays Capital. Barclays Bank PLC is registered in England No. 1026167. Registered office 1 
Churchill Place, London, E14 5HP. 


