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The market is responding to world leaders

“

The United States will once again engage vigorously in these
negotiations, and help lead the world toward a new era of global
cooperation on climate change

”

Barack Obama, President-elect of the USA, November 2008

“

Indonesia has etched a diplomatic history, by successfully
hosting the UN Conference on Climate Change in Bali. We shall
continue to strive that this Bali Roadmap will bring about a global
consensus on climate change

”

Susilo Bambang Yudhoyono, President of Indonesia, August 2008

“

The Australian Government’s ultimate aim is to ensure that future
international carbon markets provide incentives for reducing
emissions from deforestation and forest degradation

”

Kevin Rudd, Australian Prime Minister, March 2008
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Global market for emissions reductions
 Extremely high future demand for emissions reductions is expected if ambitious commitments are made
by Annex 1 countries
―

The carbon market could reach over 6,000 MtCO2e p.a. in 2030 requiring an estimated 25,00035,000 registered projects p.a.1

 Supply will fall short of demand unless the post-Kyoto framework includes new categories of emissions
reductions (e.g. REDD) and national schemes recognise projects in developing countries
―

Efficiency dictates that at least half of abatement spending (until 2050) should occur
in developing countries

Carbon market potential in 2030 – Energy Modeling Forum estimates5*
Emissions reduction (from 1990 base)
Stabilisation of GHG concentrations

30%
450 -550 ppmv CO2e

Volume of reduction2

6,400 Mt CO2e p.a.

Volume purchased from developing countries p.a3

3,200 Mt CO2e p.a.

Market value4

US$107bn p.a.

*Based on UNFCCC assessment of a range of models and data sources
Source: Investment And Financial Flows to Address Climate Change: Background paper on analysis of existing and planned investment and financial flows relevant to the development of effective and
appropriate international response to climate change, UNFCCC, 2007
Notes:
1. Assuming projects represent average annual emissions reductions of 165,000tCO2e p.a.- this would require a 4 to 5 fold increase in projects
2. Includes GHG emissions by all Annex I / B parties (including Australia and the US)
3. Assumes that half of the CO2e reduction is purchased from developing countries
4. Assumes market price of US$16.5 t/CO2e in 2030
5. Energy Modelling Forum estimates included in UNFCCC report cited below. Assumes ambitions commitments by all Annex I parties (including Australia and the US) and no commitments from non-Annex I
parties
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Demand for forestry projects will be high
Sources of carbon credits: Now and in 2030
30

Biofuels

 Forestry will need to play a major role,
as a low-cost, scaleable source of
credits

250
20
0

Coal bed/mine methane

 REDD and reforestation together
expected to account for c 42% expected
demand

81

HFC/PFC destruction

0
42

N2O destruction

65
1

Reforestation

1,300
52

Renewable energy

900
52

Other (mainly landfill gas)

0
0

Reduced deforestation

2,000
0

CO2 capture & storage

1,200
55

Energy efficiency & fuel switching

2,000
0

500

1,000

Maximum annual emmission reductions potential in non-Annex I parties in 2030 (mt CO2e)

1,500

2,000

2,500

Estimated annual emission reductions in current CDM pipeline (Mt CO2e)

Source: Investment And Financial Flows to Address Climate Change: Background paper on analysis of existing and planned investment and financial flows relevant to the development of effective and
appropriate international response to climate change, UNFCCC, 2007
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What does the private sector bring?
Private sector investment can channel carbon finance from developed nations to developing
nations, drive quality project design and management, deliver accountability to carbon buyers
and trigger economic incentives for real and measurable reductions in deforestation for
national and international policy makers.
Investing capital in
developing markets
Proven project
management
expertise
Accessing global
carbon finance

Accountability & risk
management

Scale and speed of
investment







Capital for project design and verification (typically min. 12 months)



Investment over the long-term, including ability to fund upfront costs while carbon
benefit accrues (i.e. concession buy-outs)



Experience in sustainable long term management of community assets (similar to
other privately financed social infrastructure i.e. water supply, schools, hospitals)



Ensure project level accountability and success



Experience in carbon credit creation and Clean Development Mechanism projects



Providing a link to and consistency with existing carbon markets (US$64 bn
market)



Sourcing investment to transfer finance from developed to developing nations



Risk held by project manager, consistent with current Kyoto rules



Accountable to the carbon buyer for project success (and carbon benefit, i.e.
ERPA) – key requirement for finance flows



Transparency of all financial flows



Ability to finance rapid reduction in deforestation as demand for abatement
increases in accordance with global emission reduction agreements



The existing carbon market demonstrates the effectiveness of private investment
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What does the private sector get?
REDD projects can be attractive to investors as eco-infrastructure….
Stable and predictable cashflows
Long term return profile
Bond-like characteristics as projects de-risk
Natural hedge for carbon-based portfolios
Boost to corporate sustainability profile







….providing value beyond pure ‘carbon’ benefit
 Trigger for private foreign investment in developing
nations at significant scale
 Ability to pursue complementary projects in
surrounding area (e.g. sustainable logging, agriculture
and renewable energy)
 Local employment opportunities
 Broader ecosystem services benefits (food, water,
rainfall, biodiversity)
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Credibility is critical for market success
Key ingredients for private investment in REDD……..
Nationally endorsed REDD
framework

Certainty on international
agreement

 Process for approving projects
and recognising carbon rights

 Meaningful deal on emissions
reduction to drive abatement

 National carbon monitoring and
accounting
 Policy settings for co-benefits
(biodiversity, community)

National
REDD

International
Rules

 REDD inclusion
 Effective & efficient rules that
encourage investment

 Great progress: e.g.
Government of Indonesia REDD
framework
Strategic investors

Effective, quality projects
 Meet national and sub-national
framework
 Deliver additionality and
address leakage & permanence
 Sustainable carbon and cobenefits (pro-poor impact)

Investors
Effective,
quality
projects

…….no one wants to buy junk bonds!

 Suit long-term investors
 Appreciation for co-benefits
and sustainable land use
manage
 Effective links to carbon
markets – achieving price
premium
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