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A New Day: Washington Gets 
Behind a Carbon Market
The political winds have shifted, and the U.S. is full ahead with the creation of 
their own carbon market and looking beyond Kyoto. Evolution Markets’ head of 
Carbon Markets for the Americas, Lenny Hochschild, provides an update. 

After years of disengagement from the international community 
on the issue of climate change, the U.S. is suddenly moving 
forward at a quick pace to institute a national carbon cap and 
trade program. The U.S. will also likely and show up in Copenha-
gen with a constructive approach to a post-Kyoto regime to con-
trol greenhouse gas emissions. Activity is taking place at both 
the Federal and State Levels, and trading activity is picking up. 
The U.S. could end up hosting the world’s largest carbon market, 
but as always the opportunities are in the details. This Executive 
Brief takes a snapshot of where we stand today – with an eye 
toward near- and long-term trading opportunities.

Obama Administration

President Barack Obama has made it clear that he plans on 
making a quick and dramatic departure from the Bush Ad-
ministration when it comes to energy policy, and he consid-
ers getting a Climate Bill passed this year a high priority. 

In a joint address to Congress on Feb 24th, Obama requested 
that “…this Congress send me legislation that places a 
market-based cap on carbon pollution.” This statement was of 
particular note as we believe  it was the first time a sitting U.S. 
President has called specifically for a cap-and-trade program 
in a joint address to Congress. 

In addition, Obama’s first proposed budget released at the 
end of February included a commitment to seek legislation 
to reduce greenhouse gas emissions by 14% below 2005 
levels by 2020, and approximately 83% below 2005 levels by 
2050. The budget recommended implementation of a carbon 
cap-and-trade system that would include auctioning of 100% 
of allowances. The auction, the budget forecasted, would 
generate revenue of $645 billion between 2012-2019. Back of 
the envelope calculations indicate the Administration proj-
ects an average carbon price between US$13.00 and $15.00, 
depending on the start of the program.

Taking on cap and trade in the U.S. is no small task, and 
Obama is staffing his Administration accordingly. He will be 
aided by the following key players within his Administration:

• 	 Energy Department Secretary Steven Chu, who was 
the former director of the Lawrence Berkeley National 
Laboratory, bringing a science-based approach to 
climate change;  

• 	 Environment Protection Agency (EPA) Administrator 
Lisa P. Jackson, who was previously New Jersey’s 
commissioner of environmental protection and an 
early proponent of the Regional Greenhouse Gas 
Initiative (RGGI) (see below);

• 	 Head of the White House Council on Environmental 
Quality Nancy Sutley, who was previously deputy 
mayor of Los Angeles for energy and environment 
and a leader in the development of California’s climate 
law, AB32 (see below); 

• 	 Head of the White House Economic Council Lawrence 
Summers, who was Treasury Secretary under Presi-
dent Clinton;

• 	 Secretary of State Hillary Clinton, who is supported 
by Special Envoy on Climate Change Todd Stern, who 
has worked as a senior advisor in the Clinton White 
House and coordinated the administration’s overall 
efforts on climate change; 

and coordinating the entire group…

• 	 “Energy Czar” Carol M. Browner, who was the former 
E.P.A. administrator under President Bill Clinton. 

Post-Kyoto Regime
In addition to devoting resources to craft a national cap-and-
trade program, the Obama Administration will part ways 
from the Bush years regarding an international commitment 
to reduce greenhouse gas emissions. The U.S. never ratified 
the Kyoto Protocol, and the Bush Administration never fully 
engaged in international talks for extending climate change 
commitments beyond 2012.

However, Obama promises to take a more constructive 
approach to post-Kyoto international climate talks. The 
State Department’s Mr. Stern was the senior White House 
representative at the United Nations climate negotiations 
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in Kyoto and Buenos Aires, and he is expected to lead the U.S. delegation 
in Copenhagen. Secretary Clinton and Special Envoy Stern have already 
traveled to China, where they held talks on climate change and where Mrs. 
Clinton made it clear that climate change policy is now a top diplomatic 
priority for the Administration along with the wars in Iraq and Afghanistan 
and other priorities. 

We believe that the fact that these discussions are already taking place at 
the highest levels between U.S. and Chinese policy makers increase the 
chances of making substantial progress in Copenhagen, even though many 
stakeholders do not expect there to be a global agreement finalized by the 
end of this year.

EPA’s Climate Hammer
The Obama Administration is also taking an activist role in the regulation of 
CO2 as a pollutant. Last year, the U.S. Supreme Court ruled that the EPA has 
the authority under the Clean Air Act to regulate CO2, the most prevalent 
greenhouse gas, as a pollutant. The Bush Administration was reluctant to 
utilize this authority, but it has been embraced by Administrator Jackson.

The trigger provided by the Supreme Court order mandates the EPA to 
determine whether carbon dioxide is a pollutant that endangers public 
health and welfare. Jackson has asked her staff to review the latest scientific 
evidence and prepare the documentation for a so-called “endangerment 
finding”. This finding could come out as early as April 2009. If it comes out 
in the affirmative, as it almost certainly will, it would require EPA to regulate 
carbon - something  most members of Congress will not want to have hap-
pen without a climate change bill leading the way.

The apparent dual track by the Obama Administration of pushing for cli-
mate legislation and a regulatory solution from EPA is more about applying 
pressure on Congress to act, than a dedication to regulation. Consequently, 
many believe that the threat of EPA action will accelerate the progress of 
climate change legislation in Congress, which will form the basis for the 
United States’ negotiating position in Copenhagen at the end of this year.

Congressional Overview
Despite the engagement of the Obama Administration, the game will be 
played for the most part in the U.S. Congress. There are currently several 
bills being drafted in both the House and Senate for introduction into the 
various committees. For example, Chairman Henry Waxman (D) of the 
House Energy & Commerce Committee aims to have a Bill pass out of his 
Committee by the Memorial Day Recess - for our non-U.S. clients, that is the 
end of May. Congressman Waxman’s Senate counterpart, Sen. Barbara Boxer 
(D) of California who is the Chairwoman of the Senate Environment & Public 
Works Committee has stated that she hopes to have a Bill pass through her 
committee “by the end of the year”. 

Separately, Senators John McCain (R) and Joseph Lieberman (I) are 
expected to introduce what is being described as an “off-committee alterna-
tive bill”, which we believe will be important. Both Lieberman and McCain 
have played significant roles in previous Climate Bills and could bring other 
Republican Senators along with them when it comes to negotiating the 
details of the various bills. 

Another key group to watch for in the Senate is the so-called “Gang of 
Sixteen”. This group started as a smaller centrist group of Democratic Sena-
tors that wrote a letter to Senate Majority Leader Harry Reid (D) and Sen. 
Boxer a letter last year outlining their reservations about the Lieberman-
Warner Climate Security Act that had just been voted down on the Senate 

floor. The group is apparently honing-in on four main areas: the effects on 
international competition; technology development and deployment; cost 
containment provisions; and agricultural offsets. 

All that makes sense given these sixteen Senators represent states with 
some of the most carbon-intensive electricity mixes in the country, many 
with indigenous coal, oil or gas mining industries, and most are home to 
heavy manufacturing and agricultural industries. 

While there is a great deal of uncertainty regarding the structure of what 
a final bill may look like, much of the discussion centers on the following 
principles:

•	 A significant and meaningful reduction of GHG emissions by 2020;
•	 A cap starting in the range of 5.8 billion tonnes;
•	 The program will begin compliance in the 2013-2014 period;
•	 Approximately 82%-87% of the U.S. emitters being capped; 
•	 Significant auctioning of allowances;
•	 A significantly longer time frame than the five year Kyoto period – 

perhaps going out as far as 2050;
•	 A large role for offsets, inclusive of specified international offsets;
•	 A large role for agriculture and forestry offsets, in particular;
•	 A requirement for regulatory and environmental additionality, for 

offsets however not a requirement to prove financial additionality 
which has proven difficult under the CDM; and

•	 Regulation of carbon market transactions, with a prominent role for 
regulated exchanges.

Regional Carbon Programs
While the action heats up in Washington, regional efforts to limit green-
house gases and establish cap-and-trade programs continue to develop. 
The Regional Greenhouse Gas Initiative, which is made up of 10 Northeast 
states, has conducted two of its quarterly auctions of allowances. The latest, 
which occurred on December 17, 2008, was over-subscribed nearly 3.5 
times.  RGGI reports a broad participation in the auctions, with nearly 70 
different bidders participating in the last auction. RGGI also reported strong 
participation from “compliance entities”, with these bidders submitting 
nearly eighty percent of the bids.  The clearing price for the December auc-
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tion was $3.38 per allowance, but as of this writing, allowances are trading 
for just under $4.00. Average daily volume in RGGI allowance futures and 
forwards is more than 330,000 tons.

California continues to make steady progress on implementation of AB32, 
which established greenhouse gas emissions caps. California regulatory 
authorities are moving ahead with market mechanisms under this program, 
including a cap-and-trade program with offsets. California’s Climate Action 
Reserve (CAR, recently renamed and formerly known as CCAR) offsets 
continue to trade in the $6.00 - $10.00 range depending on the project type 
and location. The quantity of CAR offsets continues to grow as more U.S. 
pre-compliance buyers continue the process of educating themselves and 
taking initial steps to purchase offsets or allowances that they need under 
RGGI or believe they will need under a regional or federal program. 

Other programs that have not yet seen any trading such as the Western Cli-
mate Initiative (WCI) and the Midwestern Greenhouse Gas Accords (MGGA) 
continue to make slow progress forward. 

Outlook for Trading
Below, please find a list of the bids/offers for the various U.S. products that 
are currently trading:

U.S. Carbon Products (March 10, 2009)

Product Term Bid Offer Settle

RGGI Allowances Dec. ‘09 $3.75 $3.80 $3.77

CAR Ag Methane 2009 $6.50 $8.50 n/a

CAR LFG 2009 $5.50 $7.50 n/a

CAR Forestry 2009 $8.50 $12.00 n/a

CCFE CRTs* Dec. ‘09 $6.12 $6.18 $6.15

CCFE “Federal”* Dec. ‘13 $11.50 $12.50 $12.00

CCX CFIs* 2009 $2.00 $2.10 $2.04

VCS 2007 (industrial) 2009 $1.25 $1.75 n/a

VCS 2007 (renewable) 2009 $2.00 $4.00 n/a

*: source CCFE, CCX				  

Should you have any questions regarding the development of U.S. carbon 
markets or wish to transaction, we encourage you to contact Evolution 
Markets’ U.S. Carbon Markets Group at: +1 914.323.0265.


