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CARBON \fi{\'E
Early-moving global capital is piling up behind greenhouse
industries but just what sort of money is it?

here is :r lienzy oi mostli' *ell-intended comnrcrcial
and linancial acriliry in crrbon rladinst rcrivirr.thich
prpers over a morc basic jssue: lvh:rt kincL oi nono, or

transaction, is envisaged?

The nrrnbcrs ccrrainlv sound irnprcssivc cnough: 'Using a lou
ar-er:rge ab:rtement cost of US.S25 per tonne cre:rtes :r c:rpital
narkcr opporruniq' of US$15 rrillion.'llis represenrs rhe single
largest global lin:rncid oppolruniw in histo11." enthrLscs Michecl
Molitor', principal of Cerbon Shifr. adding thar it is no surprise
thar dre l'orldt largcst companrr, CE, is reftrcusing irs errrirc

business in the :rrea.

Carbon is drc porcrrrial investment targcr for 280 insrirurional
investors, l'ho bem,een thcm contLol USS30 rrlllion in fiLnds.

orgrniscd undel the Carbon L)iscLosurc Projccr. Ther'.rle purring
inr,estors rLnder prcssure ao discLose dreir c:rrbon risks and
opporuniries. lhe l'orld's largc insurers ale liketise tuninq
rher'r.rr.i..l ...1,u:riurr. o .. rbo rri..i. , frLl-r -o r,

undenvlite much of rhe risl<.

Nicholes Stcrns rcport estimared thar climarc changc could
shrlnk rhe global econornv bv rbout one-6frh at currenr Lcteis.

about US$9 trillion bur if acrion rvas taken quicklv rhe Loss

rvould onll be about I pcr ccnr.
Thcn there is the quesrion of govcrnmcnt invesmrenr. ltlirch

Hooke, chief cxecutivc of rhe tr,linerals CorLrrcil of Ausrralia,
says that developing clean coal rcchnologv is l case of "Hobson's

choice": lour 6fihs of cncrw llill come fronr coal nnril at lcast rhc
middle of the cenrrLry,. so it is somedring thar "hxs ro be Llone'.

So on the firce of it, rhe ligures erc imprcssir,c. bur rhis rlo.-snt
do arve1, uidr rhc nrorc basic quesrioni lvlrer kind of nroncv erc

rvc ralkire about? Hele the picturc bcconrcs lcss clear. C)nc area of
discussion is r,,]rerhc'r ro havc a ra-r, or l c:rp-anrl rr:rde svstc'rn.

A cap-and-trade svstern. bascd on cxchangc olt calbon credirs,
could be intcrprctcd in a numtrer ofrvals. lhe closesr anaiogy is

plobabll wirh companies widr tax losses rhat are purch:rsed so

thc los can bc broughr fonvard. A cap and nadc sysrcrrr could
be seen :rs :r rype of barrcr, somerfring uith monetery r':rlue l,ur
outsiclc monetaly systerrs,

\,fost likelr', horr'ocr, is drar carbon rracling rvill bcconc
a derivarive (financial exchangcs, such as pur oprions, of
liLtures. *,]rich arc dcrivcd frcur anodrer Gn:rnci:rL or conrmcrciel
activity). Celtrjnlr'. tmdinq crcdits hrs a suprrfici.rl sinilarin sirh
Llcriverivcs. I)crivetiles rvele origin.rlll coJtccivc.l l\ .r firm of
insurence. C:rrbon rr,rtllne is likervise a lbrm ofinsurance: busitress

insuring aqrinst dreil olrn desproLi.rrion of rhc cnvironment.
Derilatires erc elso aboLLt pricinq furure risk: dtis ls the
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underlying object ofcarbon trading, although there is a dillerence.

Derivatives price the future risk ofindividual transactioos. Cafbon

trading is concerned wirh pricing future systemic risk, che risk ro

the environment and world economy.

Ifcarbon trading is a form ofderivarive, then Molitor is rvlong it
is not the "single largesr Gnancial opportunity in historr." lt is more

like a drop in the ocean. According to the Bank for International

Erwin Jackson, director of research and poliry at rhe Climate
Instirute, says viewing cap-and-rrade as a derivative is a "fair
analogy": "You'll have a whole range of mechanisms the financial

markets will use and are already using to move forward on
the international market. There are some estimates that the

international carbon market rvill become rhe world's second

biggest commodity marker. So itt a massive opportunity for many

businesses if they get in early."
"One ofthe problems weve had here in Australia is that many

businesses are not set up and they havenl got climate change

sulficiently on their radar screen to be prepared for the emergence

of Australia in the global market. Therefore we are behind the

eieht brll. A,nd thatt basically a functron
havent ratified Kyoro."

lf carbon rrading is formed as a ta-r

signiEcance alters. The capital will end up in government coFers.

In this context, US$15 trillion would represent a maior change

in government fioances, a lurch towards financial socialism.

In developed econornies (and China), about a fifth of GDP is

in tax revenues from carbon ta-xes it has the potential to provide

funds to enable these governments to be rnore environmentally
active. For developed economies, a carbon ca-x could create

a profound redistribution of wealth, not based on income

disparities, but on environmental impact.

If the US$15 trillion is interpreted as part ofthe global pool of
investmenr funds, then it is big, but on the margin. Global capital

stock, according to consultants McKinsey & Company, is about

US$140 trillion. Far from being the greatest flnancial opportuniry
in history, carbon trading only equates with about a year's growth
in global capital stock.

Carbon trading could, however, be a seminal investment

of the fact that we

then the financial

Settlements, rhe daily collected in rr-x equaling

trade in derivatives i, > lf Stf UCtUfeS i n 5 t i t U t i O n a I i S e Caf bOn with about US$8 trillion

:ili::l:jJj'1il,:"1 pricins, it couLd resemble fhe predictab[e iiTfli rl;.,T1';:l
would only ,"pr"r"ni 6351 f lows seen in inf rastructufe inVeStmell. developing economies, so

about Iive days' trade. ifthere is a signiEcant rise

TRANSPORT CARBON
In a car-based sociery such as Australia, tackling traosport

is essential to reducing carbon emissions. Shifting goods

and people around the country produces 14 per cent of the

countryt toral carbon emissions, a 6gure which will grow by
40 per cent from 1990 to 2010, according to the Australian

Greenhouse Ofice.
One long-term strategy, suggested io a recent research paper by

Professor John Mathews fiom Macquaie Universiry's School of
Management, is to urn Australia into a biofuels superpower by
harnessing its wheat and sugar production.

Australia could replace one-fifth of its petrol consumption
within 10 years by constructing 60 "biorefineries" to churn out
ethanol and biodiesel for a cost of$7.5 billion, sals Mathews.

However, overcoming the incumbency and price advantage of
petrol may be dilicult. The international market for biodiesel,

especially in Asia, is struggling to establish itself, as the November

closure ofAsiat largest biodiesel plant in Darwin shows.

Some carbon reduccion projects in the US have shown how
a volunary credit scheme like Australia's Greenhouse Friendly
could help transport-related companies shift to a low-carbon
world.
A Climate Tiust project in W'ashington and Oregon has

insralled electrical sockets at seven trr-rck stops which let truck
drirer'. power rheir ai..(ondirioning and enrerrainmenr ysrems

overnight. Using the elecrical grid is more efficient thar the

standard practice of running the truck\ engine.

Thousands oftruckers have used the electriEed truck stops since

the project began in 2005. It is expected to save 90,000 tonnes

ofcarbon dioxide over 15 years and generate US$1.1 million in
credits. Other bene6ts include reduced engine wear, lower levels

ofpollutants and noise, and reduced diesel consumption.
Governments. from federal to loca.l. can also harness cash

streams from voluntary credits to fund improvements in transport

managemenr. A 2002 project designed to optimise the timing of
uaffic signals in Oregon, US, qualified for carbon rebates for
172,000 tonnes ofcarbon dioxide over its five-year lifedme.

The Pordand Ofice of Sustainable Development claimed the

project would improve rra6c flow on 17 of the districrt most

congested arterial roads and so reduce the amount of dme can

spent idling at uafic lighrs or accelerating and decelerating.

The project costs werc covered by selling carbon offsets rhat

represented the amount ofcarbon dioxide emissions avoided.

The City of Portland also received oflset credits for serting up

an internet-based carpooling program, which used a website to
match commule$ ro rides. Portland collected credits for 30,000
tonnes ofcarbon dioxide orer lour 1ear..

In another of the city's iniriatives, the standard incandescent

bulbs in traffic and pedestrian crossing lights were replaced by
LED lights. Ihe LEDs use up ro 85 per cent less power and iue

designed ro last 10 years - 10 times longer than incandescents.

Australia can make similar savings. IfAusrraliat 600,000 trafic
signal lights were converted to LEDs, it would save 100,000

tonnes ot c:rlDon a year.

In 2003 the RTA began a three-year, $18 million project to
replace 240-volt incandescent lamps with LEDs in 50,000
trafic lights. The RIA claims it has saved $2.8 million in energy,

maintenance ald upgrade costs a year, and reduced greenhouse

gas emissions by over 10,400 tonnes a year The project saves

1 0G\fi4r/year in electricity
The project was funded by the $40 million Energy Eflciency

I-oan Fund, which is administered by the Depanment ofEnergy,

Utilities and Sustainability and paid for by the NS\0 Tieasury As

shown by the Pordand example, future examples ofthis project

could be paid for in part by the sale ofvoluntary credits. I
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oppolru[iry if it can create predictable incone streams againsr

which high levels ofdebt can be leveraged. The volariliry in carbon

rrading markets has so far-suggested the exact opposite: rhrr
volatiliq' is so high that only equiry capiral is appropriare.

But if structures are established ro institutionalise calbon
pricing, over time it could easily resemble the kind of
predictable cash llows seen in infrasrructure investmenr. If
carbon credirs become a form of predictable income, rclativeLl

high-risk financial structures can be set up to leverage it, because

rhe income streams would be relarively low risk (in the samc

manner as, say, a toll road). Just as transport systems liane rhe

distribution ofgoods and services in a marker, so carbon trading
is inrended as a frame for indusrry, a constraint in uhich it has

to rvork for the sysaem to be resilient.
There arc lirv clear answers to the question of rvh:rr preciseh

are dre Gnancial implications of carbon fina,,ce. One leason for
this is that carbon trading or tax is nor the pursrLir of commerciel
opportuniq', it is rhe atcempt ro creale a new wav of controllinq
industry that has commercial implications principalh a polici.
rather rhan a brLsiness, imperative. Witness the debate or'er rhe

relative merits ofcap-and-trade systems versus a carbon tar. r. hich

concentrate on questions like cheeting, measuremenr and rollour
questions ofpolicy and regulation rather than business.

It is not unusual for incipient commercial markets ro bc messr.

bur they are, over time, organised around the interplav oisup;-h.
demand and price. In carbon trading, a nerv lorm of demand
(constraint on indutry in return for environmentll Lrenelirt

is being artificially created, supply (reduction of emissionsl i\
ill-de6ned, and the pricing mechanism is still unclear.

So far, the amounts being transacred are small: billions of
dollals, not trillions. Global carbon trading is rising l.rsr.

but is only at US$30 billion. It is forecast ro rise ro L SSil5
billion by 2020, but even at this level i. is drvarfed br othcr
derivatives markets.

Sd1l, ir is a fasr-growing marker that represenrs:ln Llnllsu:rll\

bright business opportunitv. ",{s far:rs ne're concerned. the
market isnt slowing dorvn at all, it's onll glorving and getring

faster,' says Sally Burns, managing direcror of Sigma Clobal.
''Thcre are buvers rhar are purchasing Kvoro credits beyond 2012,

the UN negotiarions are cerrainlv not all thac drives the market.

The EU ETS (European Union Emission Tiading Scheme) is

the largesr sorLrce of demand ar the moment for Kyoco credits

and thais conrinuing tcll boond l0l2 so rhere is nor much
nervousness in rhe marker,'
'"llere have been billions of dollars put into the market and

iis clear ro thc market that iis nor a trial phase any more. 1le
neqoriators oi rhe inrernational treary should take that into
,..o rrr *lrc.. \er '1 c de.'d -g on tL( po\r 2012 framework.'

.\ccordin3: ro the London based research 6rm New Carbon
Financc. in'esrors hale devored about US$ 12 billion in investment

tun,.1s ro reducing pollution, a comparatively small sum but
gr(xring fasr. London is emerging as the centre of European

c.rrbon rrading. accounring for 82 per cent of trading in the

F U FTS.

Burns is sceprical about Australiis ability to develop a similar

posirion ro l-ondon in the Asia-Paciiic region. 'Ausrralia hasn't

trcen e major participanr in the inrernational carbon markets and

it sill rake a rvhile to catch up.'We havent been hosring Kyoto
proiects as rve have been ineligible to do so. Ausualian companies

can prrricipare in CDMs (clean development), but actually very

til do. due to the previous Australian governmenr strongly

opposine the scheme."
''.lustralian companies as technology providers havent been on

rhe radar bccause rhey havent been participaring. lCompanies]
,lidnt kno*,horv to capitalise and how to get value from rhose

emission reduction projects because they are very isolated due to

thr lfirrnerj governmenr's positiott on K,voto. China, Singapore,

rher'.rll *ant to play that role lof being the cenrre of carbon

tr3ding]. So unless we acrively get involv.-d in the intcrnarional
. . v. -r'qui.U1. rhe tirre i, goirg to pas'.'

I

CARtsOil FUNBS AND TRADIN6
Ausualia is clearly under-prepared for carbon trading in irs lack

of Gnancial expertise. Some Australian banks have established

small emissioos trading desks io London to test che rvarer. brLr

none have committed as fully as their counterparts in the norrhern
hemisphere.

Many European invesrm€nt baaks have already esrablished

emissions trading desls in Amsterdam and London, the tn'o main
carbon credit centres. "AIl ofthe big investmenr banks are setring

up rhese big rading desks and spending a lor of money doing
it; hiring the right people, invesaing in the market, [makingl
investments in projects and offering their services to their
customers to actually go and find projects to invest in," says Sally

Burns, managing director of Sigma Global. 'Australia still isnt
anlvhere rear drat. [Australian banks] think itt a risk. Even the
American banks are way ahead in terrns of investments made."

A lack oftraders is matched by a lack ofinvesrment. There are no
Australian names among the major billion-doilar carbon funds such

as the European Carbon Fund or Climate Change Capital. Nor are

there any in the secondaty tier with budgets in the hundreds of
millions of dollars. Very few Austalian compaaies have rheir own
carbon funds, and those that do arent saying. Howereq many are

considering establishing one, if rumours are to be believed.

5o rvhich companies should be setring up a carbon fund? There

is no clear rule, but funds are most useful to compalies with an

inrerest in crading credi$ or those wanting to offer cr€dirs to

difcrenriate a product or sefiice, such as bar,ks hoping to woo

investors or other customers.
''If rhcre\ no interest in trading then you probably wouldn't set

up e carbon firnd," says Burns. Offset retailers are more likely to

halc carbon funds, ro ger bulk discounts on purchases, diversify
rheir porrfblios and to give customers, who are increasingly

choosr', a s ider selection ofprojecrs.

Climare Care. a UK-based fund, generates credits from its orvn

projects in Asia, and has established a branch in Australia in
prepararion for rhe voluntary and certified credit markets. "This

is rvhy ne are in Australia - because the market is coming," says

Corin Millais, manaeing director of Climate Care Australia.
Some carbon funds focus solely on sequestration or renewable

energy or, most recenrh, avoided deforesrarion. 'Ihe latter case is

particularly inreresring as rhere is Do Kyoto accreditation for such

projects, which many at the negodarions at Bali hope to remedy.

But the outsider srams ofavoided deforestation has not stopped

it becoming a favourire for European funds *dich dwelop the

projects under volunrary srandards inscead. The trend shows
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"Our rrading schemes are underdereloped, and itt diflicuit to
see why Australia would become a carbon trading centre. Theret
a very large knowledge vacuum in Ausrlalia on horv the Kvoto
lroro.ol uork.. hos rhe en-is.ion. rrrdirg ,.]reme in Furope
works and in general where the demand is coming from. I d like
ro see Austrdia take a leading position in carbon rrading but there
is a lot of catching up to do."

Carbon commerce may nor be very sizable ar lhe momerrr,
but it throws up a fwenry,first centurv issue: how can global,
rnan-made systems be configured to be benign for mankind?
Increasingly, this quesrion will be about shaping business and
6nance, rather than relying on business and finance ro self-
o gani,e .r ; bene6.enr lachion. To J,e eronomic idrgon. lr
will be "exrernalities" - forces outside conventional markets

- that will shape rhe rvealth-creating process. What is meant by
'wealth" will probably be redeined as well.

Much will depend not on pure market condirions, bur the
strategic decisions of big economic actors, including governments
and state-owned entities. "Can you use rhe word business in a
fiee market that is increasingly controlLed by oligopolies?" asks

Andrew Kakabadse, Professor of International Management
Development ar rhe Cranfield School of Managemenr. "Thar ro
me is no ionger a business in the sense we know it because ir is

now already part of the planning for the communiry"
This rype of quesrion wiil increasingly be asked in the carbon

"market", which will Enally be about the interplay of some
of the worldt biggest corporations and governmenc. To give
some idea of rhe amounts at stake, in 2007 half of the top ren
biggesr global companies were petroleum companies, boasting
combined reveDues of US$1.3 trillion, and aggregate proiits
of US$117 billion. These iigures dwarf transactions in carbon
tlading. In the end, rhe carbon market will be impottanr nor for
its budding commercial activiq., but because ir will be the arena
where the rvorldt most powerful business and political players
conle inro conflict. X

the power of rhe consumer to influence the agenda for carbon
rrading. ard direcr fund' rhrough public inrere,r.
A third hurdle faced by Australian enterprise is streamlining the

carbon measuremenr and credit trading processes. Currently ar
least three departments are required ro give a companyt carbon
balance to the CFO: an environmental group collects data, a

commercial group is responsible for the balance sheer, and a third
group rrades the credits.

These methods are often reasonably ad hoc compared wirh a
companyt financial slstems, which is where a carbon reporting
and trading sysrem should evolve. "You can imagine in the
financial worid you ueed that fcarbon] data ro be jusr-in-dme,"
says Lorraine Stepl,enson, head of the national climate change
group at DeloitteTouche hmatsu. "You wanr ro know ar l€asr on
a month close-our where you stand, in rerms ofwhat that liabiliry
has been for the month versus where your trading position is."

Stephenson says that although the companies she works with
ere prepared in rhe broader sense, they haven't done rhe necessary
inrernal work. The task will fall to CFOs ro pull the various
.'l.ments inro one cohesive, automated model. "lr's got to mor-e
:u ay from the environmental area and public reporring ro A ruly
::nancial model." I
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CARBON PROJECTS
IJNDFI? THE KYO IO
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W th Austrol o on torget io rotify Kyoio, investors will be
exposed lo o flood of carbon reloted chollenges ond
opportunities For Austrolion business the time to get
involved is now.

As Austrolio's leoding iniernotionclly focused corbon
troding compony, Globol Corbon Exchange (GCX) hos
engoged with o number of internotionol portners lo
identfy, quolify ond pockoge o range of Kyoio CDM
ond bio-fuel investmenl opportunities These include:

l. Cleon Developmenl Projecls under Kyolo
2. Volunlory slondord (eg, Gotd slondard VCS)

Inveslment returns ronge from l5% to 2070 (iRR),
independent of the corbon osset, with poybock
periods ronging fror- 8 'o l2 yeors.

CDM PROJECT INVESTMENTS
A1 present our portfolio includes 20+ projects wlth
CDM potentiol in South Eost Asio, Chino ond
Afrlco including:

q Hydroeleclric power plants (t-t5N/W)
t Reforestotion

I IVISW: andfill gos floring, composlng,
recycling (200-,l200t per doy copocity)

I Wind porks

n Biomoss plonts

BIO.FUEL
GCX is excileo -o of er Asio^ boseo Jotropho
bio fuel plontct on ond refining projects, at o iime
wl^ere rhe Aust.o on mo'kel is -^dersupp ed.
Jotropho curcos s one of the most promising
bio-diesel plants n the word, delivering high yields,
with strong sociol ond environmentol benef ts.

For turther informolion pleose contocf
Mr. Morc Pop or Mr. Kevin Sher on (02) 8?l I 2789

or visif wwwglobolcorbonexchdnge.com.
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www grobo corbonexchono6 com nfo@9 obo corbo.excho n9€ com

Austrolia Souih Afrco Fronce cemony tndonesto Chino Sngopore
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