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Carbon Pricing:  
Where to from here? 

 
 

How can public opposition be 
overcome? 
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The Challenge 
 
  

•  12 billion tonne gap 

•  Escalating emissions 

•  5% change of <2 degC 

•  Modelled range 2-4.9 degC, 
median 3.2 degC 

•  Context: at 6 degC Earth 
=> Venus? 
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Help Solve a $200bn a Year Problem
Despite the best intentions of the Paris Agreement, brave, 
new ideas are urgently needed to limit warming to +1.5°C 
and prevent a disastrous hot age for mankind and 
environment.
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Mission
Shrink the Emissions Gap, quickly

sparkchange.ioAugust 2018

FIG. 1  THE WIDENING EMISSIONS GAP
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Remove 6 Billion Tonnes of CO2
Spark is a scalable, innovative solution for impact 
investors, designed to make a real and quantifiable 
difference to the emissions gap, and quickly.

Spark a Social Movement
Every day our collective conscious grows as climate 
change affects economies, businesses and individuals on 
a global scale.

Source: 1 UN Environment 2017 Emissions Gap report

Source: www.sparkchange.io /  UN Environment Programme 2017 Emissions Gap Report 

“The Vanishing Face of Gaia”  
       – James Lovelock 
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business growth that BP had factored into the cap
actually materialized.

Despite greatly exceeding its 1% goal, prices were
relatively high. During 2000, BP traded 2.7 million
tonnes (about 3.5% of total allocated) at an average
price of $7.60/tonne of CO2.

Fig. 2 below shows BP’s emissions between 1998 and
2001, along with the 1990 baseline and the 2010
reduction target. As the chart shows, emissions fell at
a much quicker pace than the 1% annual reduction goal
(represented by the solid line) would have driven.

With surplus permits available and weak demand due
to the lax cap it is surprising that the prices did not
converge to zero. Our assessment is that this reflects four

factors. First, BUs could bank credits (up to 5% of their
allocation) for the future, and thus some of the potential
supply for 2000 was being banked for the future when
BUs expected a tighter market. BUs banked 2.6 million
tonnes in 2000 (about 3.3% of the total allocated).
Second, the market in 2000 was thin. Third, since money
did not change hands the market probably did not
reflect the true aversion to the cost of acquiring permits.
Units that bought permits would do their best to cover
their deficits, but when they went to the (thin) market
they were not spending their own money. BU managers
had a sense of what emission reductions should cost,
and those that bought permits thought that the cost
should be positive and in the range of $5–$10 per tonne.
In 2000, they bid for permits at that level; in 2001, as we
will see, some refused to bid above that level. Fourth,
some business units chose HSE personnel rather than
commercial personnel to be in charge of trading. These
managers viewed greenhouse gas trading as a compli-
ance issue rather than a potential profit center, and
tended to trade in large batches rather than make many
smaller transactions. (Gerwing, 2004) If for some reason
these managers did not trade at all, this could have the
effect of creating artificial permit scarcity that would in
turn drive up permit prices.

Mindful that the 1% goal proved to be too easy, late
in 2000 the task force set a much more aggressive goal
for the year 2001. In the words of one task force
member, the aim was ‘‘to set a stretch goal that would
force more meaningful trading activity.’’ Allocations,
again, followed the general rule of grandfathering, but
the task force also gathered information on marginal
costs by observing trading activity in 2000 and sought to
set special stretch goals for BUs that they thought could
do better. The task force fine-tuned the cap according to
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Fig. 1. Source of Greenhouse Gas Emission Reductions inside BP,
1999–2001.
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Fig. 2. Greenhouse Gas Emissions Inside BP.
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•  1997 announcement to reduce 10% 

below 1990 levels by 2010 

•  Launch 1999, 12 major business units 

•  Real emissions, fake money, real 
reward 

•  March 2002 announcement: 
•  10% reduction achieved 7 years 

ahead of plan 

•  $650m in new shareholder value 

•  Average price ~$40/t CO2 

The Great Grandfather 
 
 

“There is mounting evidence that 
greenhouse gas emissions exert an 
influence on the Earth’s climate”  

        – John Browne, 1997 

what they expected the BUs could achieve. And as the
trading system elicited real information about costs, the
task force became more accurate in its fine-tuning. As a
rule, each BU was given 91% of their 1998 baseline, and
the task force abandoned ‘‘burden sharing for growth,’’
and thus any new business activities would no longer
obtain free allocation but, rather, would need to acquire
permits in BP’s market. Moreover, in the spirit of fine-
tuning, in 2001 the task force adjusted permit alloca-
tions on a quarterly basis. The goal, according to John
Mogford, who headed the Climate Steering Group
during the operation of the ETS, was to ‘‘continuously
pull the behavioral levers to re-incentivize.’’ The task
force also abandoned the practice of making allocations
according to projections for each BU’s emissions;
rather, actual past emissions would serve as the basis,
and the cap for each BU would be ratcheted at the
margin.

The tougher abatement target led to much higher
prices for permits in 2001. Fig. 3 shows how permit
prices changed throughout the year. During the first half
of the year the market functioned as it had in 2000—
trades were few, prices started at about $10 but then rose
to $20 and stayed at that level until early summer when
BU managers realized that their surplus would be
exhausted quickly and focused on the need to true up
their accounts by the end of the year. Table 1 shows
emission and trading balances from a sample of BUs in
2001 that includes all of the largest emitters. Most
business units complied with their cap; only a handful of
business units violated their caps by a substantial
amount (some of this behavior is attributable to
idiosyncratic factors—see the note below). Eighteen
out of the 112 business units were not expected to trade
at all because of their minimal emissions, and there were
26 business units that were expected to trade but did not.
Nine of these non-trading units violated their cap.

The tighter cap created stronger incentives for BUs to
search for emissions reductions, as well as headaches for
numerous business units that had already used up their
free reductions. According to Mike McMahon, who
tracked the performance of trading system, business

units were caught off guard when the prices started to
rise, especially around the end of the second quarter
when BUs had to report GHG emissions as part of their
regular quarterly performance reports. By the end of
2001, 4.5 million tonnes (about 5% of total emissions) of
CO2 had been traded, at an average price of $39.63. BP
finished the year with emissions that were 10.6% lower
than its 1990 baseline, a reduction of 9.6 million tonnes
of CO2 equivalent. About 1.79 million permits (2% of
the total amount allocated) were nominated for bank-
ing. On an NPV basis, BP estimated that it saved over
$650 million through decreased gas venting and flaring
(gas which could then be sold) and through increased
energy efficiency (Browne, 2004).

At the end of 2001, the task force suspended the ETS,
telling BUs that the suspension would be temporary
while they adjusted the trading rules. That suspension
dragged into 2002 when, with the 10% pledge achieved,
BP discontinued its internal trading system altogether.
In March 2002 Browne returned to Stanford and
announced BP’s success and made a new pledge—to
keep group emissions at 1990 levels through 2012. The
specific mechanism by which this will be achieved has
not yet been announced, but it will require efforts by the
firm to limit the emissions of its customers since BP itself
appears to be at or near the point where further emission
control efforts by the firm itself will have a positive
opportunity cost, even if the projects that reduce
emissions themselves have a positive net present value.
BP has been an active participant in the UK’s ETS—
indeed, BP’s experience helped to convince the UK
government to deploy a trading system. And BP’s
European operations will be required to comply with the
emerging European emission trading system—itself built
partly on the experience with the UK system. In this
context, it is unlikely that BP will pursue again its own
internal trading system since BUs must already contend
with market signals from the UK and EU systems.

In our interviews we asked each subject about
reactions to the end to the trading system. We expected
to find disappointment because BUs, we thought, would
have positioned themselves for long-term (multi-year)
trading through their investments; those that had
banked would be disappointed to find the quantity in
the bank suddenly worthless.

We found that everyone thought that most BUs were
relieved to see the end of the trading system. The reasons
were three-fold. First, by design the ETS did not elicit
many multi-year capital investments that would yield a
return only in the context of a long-term trading
strategy. Most emissions reductions did not require
capital allocation and all made economic sense without
the financial return from emissions trading. Second, the
ETS was merely a tool for a larger purpose—to ensure
prompt delivery on BP’s public commitment to control
its emissions while adjusting the public debate so that it
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Fig. 3. Permit ‘‘Prices’’ ($/ton CO2) in 2001.
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Source: BP’s Emissions Trading System, Victor and House (2005) 
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•  Core pillar of EU climate policy 

•  43% below 2005 levels by 2030, 1.82bn 
cap in 2020 

•  ‘10% reduction 2005-2012, no impact on 
competitiveness’ 

•  Erosion of impact through overlapping 
policies leads to allowance oversupply, 
depressed prices and policy intervention: 

•  Renewable Energy Directive 

•  Fuel Quality Directive – Upstream 
Emissions Reductions ~£200/tCO2 

•  ‘Reduction in 700mt demand’ 

•  Backloading/Market Stability Reserve 

European ETS 
 
 

“[Our] main recommendation is to 
avoid overlap as a matter of principle 
as it inhibits the market effectiveness 
of the EU ETS” 
- International Emissions Trading 
Association 

Source: OECD Economics Department Working Paper 1515 

ECO/WKP(2018)63 │ 13 
 

THE JOINT IMPACT OF THE EUROPEAN UNION EMISSIONS TRADING SYSTEM ON CARBON EMISSIONS AND ECONOMIC 

PERFORMANCE 
Unclassified 

Figure 2. Overall cap and verified emissions from EU ETS installations 2005-2015 

 

Source: EUTL, own calculations 

15. Phase 1, running from 2005–2007, was insulated from later phases by prohibiting 

banking and borrowing of permits across the phase boundary. Figure 2 clearly indicates an 

oversupply of permits in the first phase, which is why the permit price approached zero at 

the end of the first trading period (see Figure 3). Phase 2 (2008–2012) and Phase 3 (2013– 

2020) allow firms to bank unused permits for later use, as well as a limited form of 

borrowing against future emissions reductions. This explains why the price has remained 

above zero despite over allocation, and also why verified exceeded the cap in 2008. With 

Phase 3, the coverage of the EU ETS also became broader and previously unregulated 

sectors such as aviation and the production of aluminum became regulated.5 

16. Figure 3 presents the price of EU ETS allowances between 2005 and 2015. The 

average spot price in this period was around €10-15, but has varied between €0 and €30. In 
the third phase, the spot price has ranged between €5-7. However, the price of forward 

contracts has remained steadily above the spot price, suggesting firms are taking the 

progressive stringency of the cap into account. Installations, or rather the firms that operate 

them, can then make abatement and investment decisions according to the carbon price 

revealed in the market. 

                                                      
5 Ellerman et al. (2010) give a more comprehensive review of the design and implementation of the 

EU ETS. 
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•  40% below 1990 levels by 2030 

•  334m cap in 2020 

•  $6.5bn state revenue in 2017 

•  CaT is ‘back-stop’ to quilt of 
overlapping policies: 

•  Renewable Portfolio Standard 

•  Energy efficiency Programs 

•  Low Carbon Fuel Standard (~$200/
tCO2) 

California Cap and Trade 
 
 

“the best designed program in the world”  
– Dallas Burtraw, Resources for the Future 
 
“the real threat to the program is we get to a 
high price level and have apolitical crisis” 
- Severin Borenstein, Prof Haas Business School 

Source: California Air Resources Board (CARB) 
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37

Company Country Price (US$)

Consumer 
Staples

Carlsberg Breweries A/S Denmark

Carrefour France 8.32–23.76

Danone France 41.59

Sofidel S.p.A. Italy

Rixona Netherlands

Jerónimo Martins SGPS SA Portugal 5.94

Arnest Russia

ANDRES SERRANO SA Spain

Coca-Cola HBC AG Switzerland

Nestlé Switzerland

MIGROS TICARET A.S. Turkey

Associated British Foods United Kingdom

Dairy Crest Group United Kingdom

J Sainsbury Plc United Kingdom 22.26

MUNTONS PLC United Kingdom

Unilever plc United Kingdom 35.65

Energy OMV AG Austria

Neste Oyj Finland

Total France 30.00–40.00

MOL Nyrt. Hungary

Eni SpA Italy 47.53

Royal Dutch Shell Netherlands 40.00

Vopak Netherlands 47.53

Aker BP ASA Norway

Statoil ASA Norway 50.00; 59.00

Galp Energia SA Portugal 40.00

PJSC Gazprom Russia

Compañía Española de Petróleos, S.A.U. CEPSA Spain

Repsol Spain 15.00

Lundin Petroleum Sweden 50.00

Premier Oil United Kingdom

Tullow Oil United Kingdom 40.00

Corporates Internal Carbon Pricing 
 
•  1,400 companies, $7Tn 

annual  revenue 

•  150 companies in 2014 

•  H i g h e r p r i c e t h a n 
regulated markets 

•  What objective? 
•  Identify opportunity 

•  Pre-empt policy 

•  Risk stress testing 

•  Satisfy investor pressure 

Source: Carbon Disclosure Project (CDP), 2017 

“it’s not just the price, its how you use”  
     - Albzeta Klein, Director IFC 
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The ‘Real’ Challenge 
 
  

•  Companies are designed to 
optimise profits  

•  Science has the burden of 
proof 

•  Rational man is not rational 
society 

•  Democracy moves to social 
media mentality 

How can public opposition 
be overcome? 
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Source: www.sparkchange.io /  UN Environment Programme 2017 Emissions Gap Report 

“Losing Earth: The decade we 
almost stopped climate change”  

 – Nathaniel Rich, NY Times 



 
PEAK CARBON LLC 
 
Daniel Barry 
Partner 
(m) +44 7949 997 702 
dan.barry@peakcarboncapital.com  
 
 
 
 

www.peakcarboncapital.com 

Thank you for your time! 


