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German coal-phase out a lesson for linking
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Climate Changed

Markets Drive Germany’s Exit From Coal
Much Harder Than Merkel
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» BNEF study shows coal losing out to natural gas, renewables

> Plants powered by imported gas cheaper to operate than lignite
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BE CAREFUL

Regulators | |s..

e Washington state carbon market will not be linked from outset [to WCI] -govt
official (Carbon Pulse, Nov 21).

e The Parties shall [...] give serious consideration to linking their [...] systems in a
way that preserves the integrity [...]. (EU-UK Agreement, April 21)

e Any possible merger of the two systems should be assessed only after a few years
of the functioning of the new emissions trading system. (EU FF55 package, ETS
reform proposal, July 21)

— Cautious for good reasons, e.g. delinking of NZ ETS from Kyoto markets in 2013
(Kerr et al. 2021), conditions need to be met (= Stefano)



https://carbon-pulse.com/143750/

Markets

e Voluntary carbon market put pressure on Article 6 agreements (cp. TSCVM)

e “UK utilities are widely believed to have continued hedging their forward power
sales with EUAs. [...] The growth of the UKA premium has begun to trigger calls
for the market to be linked to the EU ETS” (Carbon Forward 2021)

e “[Financial participants are] just trying to anticipate where we’re going next.
That’s what has been going on with the EU ETS since the announcement of the

MSR a few years ago.” (Rob Pulleyn, Morgan Stanley, Carbon Forward 2021)

e “If allowance prices in either [EU] system are considerably lower than the
anticipated future single allowance price in an integrated system, market
participants might buy and bank lower-priced allowances for future use, driving
up short-term prices.” (Edenhofer, Kosch, Pahle & Zachmann 2021)
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https://carbon-pulse.com/140541/
https://carbon-pulse.com/140602/

Prepare for financials in the linking driving seat!
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Source: Quemin & Pahle (forthcoming) Source: TSVCM (2021), Phase 1- Final Report

* Acknowledge “emission market as financial market” (= talk by E.
Cantillon), with financials (always) a step ahead of regulators

e Strengthen & harmonize governance (= talk by R. Betz)
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