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Executive Summary 
The Treasury estimates that the price of carbon to value the Government’s Kyoto liability 
should be €12.5 as at 30 June 2008 (or $NZ25.89 using the exchange rate as at June 30 
of 0.48285). This reflects market conditions as at June 30th and represents an increase of 
€1.37 over the price of €11.13 that was issued in the last Treasury price update that 
occurred in November 2007. 

The new price estimate has been established by using data on trades of primary Certified 
Emission Reductions (CERs) reported by Point Carbon during June 2008. Currently the 
Point Carbon data gives the most up-to-date and relevant information for pricing primary 
CERs in a manner that is consistent with previous Treasury price updates. 

Pricing information from the World Bank and analysis of prices for secondary credits over 
the first six months of 2008 was used to provide a cross-check for this price estimate. 

Pricing in the secondary market was quite volatile over the first 6 months of 2008. During 
the month of May and June secondary units went up by several euros to be around €20 
by the end of June. At that time, the reported prices for primary units had not appeared to 
have moved in response to these secondary unit price increases. If these secondary 
prices are maintained then some response in the price for primary CER trades (and hence 
the Treasury price) would be expected. 

Background 
In 2006, Geoff Sinclair was commissioned by the Treasury to conduct the annual review 
of the carbon price that is used by the Government to calculate its provision for Kyoto 
Liability in the Financial Statements of the government of New Zealand. The methodology 
was peer reviewed by the Allen Consulting Group, and considered to be robust

1
. 

The Treasury has closely followed Mr Sinclair’s methodology since then, including in the 
current June 2008 update in that the price is effectively based on the price of a medium 
risk Certified Emission Reduction (CER) unit.   

However, the Treasury has looked to take into account new publicly available market data 
and to reduce the reliance on sources which are more out of date or less transparent.    

Previously two primary data sources have been used: the World Bank’s State and Trends 
of the Carbon Market reports (publicly available but containing somewhat out of date price 
information); and Point Carbon “CDM and JI Monitor” reports (available to Point Carbon 
Subscribers). 

This year the Treasury has also looked to draw on actual market trades for secondary 
CERs that have occurred on the European Carbon Exchange. This information is publicly 
available from the ECX website.  

                                                 
1
 http://www.treasury.govt.nz/government/liabilities/kyoto/carbonprice 
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Trends in the Carbon Market over the First Six 
Months of 2008 

 
• The start of 2008 saw carbon markets down from the highs achieved at the end 

of 2007. 
 

• European Allowance (EUA) prices were low at the start of 2008 reflecting falls in 
crude oil and European power prices and a plunge on global share markets. 
These low EUA prices dragged down CER prices.  
 

• CER prices were further weakened in February after the EC released its draft 
proposal on the use of CERs in Europe post 2012. Secondary credits were 
trading at a low of around €14 in February (they had reached over €18 in late 
November 2007). 
 

• However, secondary CERs started rising again through May and June with 
growing fears that there would be fewer offsets generated than expected by 
2012. Secondary CERs had reached €20 by June 2008. 
 

• Secondary CER prices were also dragged up by higher EUA prices (at two year 
highs) that have strengthened on the back of higher oil prices and more 
expensive gas and power. 
 

• Primary CERs were typically trading around €9-€14 during the first six months of 
2008. 

World Bank Prices 
The  World Bank State and Trends of the Carbon Market 2008 report

2
 (covering trades in 

the 2007 calendar year), reported primary CER trades of 551 million tonnes in 2007 at a 
value of €5.4 billion. This represents an average price of €9.8. 

This represented around a 30% increase in the average price reported in the 2007 State 
and Trends report. This increase has largely already been reflected in the interim price 
update Treasury provided in November 2007, when the price increased from around 
$NZ15.5 to $NZ21 (€11.13).  

As the State and Trends report is only produced annually, and focuses on the previous 
calendar year, additional sources should be looked at to ensure an accurate current price 
is found. 

The 2008 report
3
 did state that the first quarter of 2008 saw primary CERs increasing €1-

€2 over 2007 prices. If we adjust the Treasury’s Carbon price at the end of 2007 for this 
increase, it would suggest a more current price of between €12.13 and €13.13 or a new 
midpoint price of €12.63. 

                                                 
2
 http://carbonfinance.org/Router.cfm?Page=DocLib&CatalogID=40347 

3
 Page 32, http://carbonfinance.org/Router.cfm?Page=DocLib&CatalogID=40347 
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Point Carbon Prices 
Point Carbon typically reported primary trades in the range of €8-14 through the first 6 
months of 2008. In June 2008 Point Carbon reported primary trades in the range of €8.5-
€14.5

4
, with a midpoint of about €11.5. Unfortunately the Point Carbon “CDM and JI 

monitor” no longer provides prices disaggregated based on contract type (i.e. by risk). 
Previously we did not use the highest risk (and lowest priced) trades from the Point 
Carbon data. To maintain consistency with our previous prices, we take the midpoint from 
a range that has dropped off the lowest priced units. We make an assumption that this will 
increase the lower price range by €2, therefore leaving a €4 range in prices

5
 e.g. we take 

the range to be €10.5-14.5 with a midpoint of €12.5. 

A disadvantage of the Point Carbon source is that the data is only available to paying 
subscribers to the service. 

Secondary CERs 
Secondary CERs are the lowest risk, and hence highest priced CER available. Secondary 
CER and CER futures are now readily and transparently traded on carbon exchanges 
such as the ECX.  A proxy for the price of primary credits could be established by 
appropriately discounting the benchmark price set by these secondary trades.  

The World Bank reports that there is around a €3 gap between secondary CERs and 
higher priced primary CERs (i.e. those represented by the upper price range of €14.5 of 
the Point Carbon data).  Taking a spread in the primary CER prices of €4, then the 
midpoint would be at a discount of around 3+4/2=€5 to the secondary CER price.  

Secondary CER prices tend to be quite volatile (they are linked to the price of EUAs, 
whose prices are influenced by such things as the weather and energy prices in Europe). 
In addition, the reported prices for primary trades do not instantaneously track the 
secondary prices (for example, although secondary prices have risen by €2.5 in late May 
early June reported trades in primary credits have stayed relatively constant). However, a 
level shift in secondary credits could reasonably be expected to eventually lead to a level 
shift in the price of primary credits.  

Given this it would be appropriate to take the average price of secondary CERs over a 
period of time to form the basis of a benchmark price to discount to get a proxy price for 
primary credits. We have chosen an averaging window of three months. 

The average price for secondary CERs (average across Dec08-12 delivery) over the last 
3 months (9/4/08-10/06/08) was around €17.5. Applying the €5 discount gives a price of 
around €12.5. 

                                                 
4
 Page 2, Point Carbon CDM & JI Monitor, 11 June 2008. The upper range of €14.5 was reported again in the 

June 25 CDM & JI Monitor. 
5
 €4 was typically the range of prices for category 2 contracts reported by Point Carbon. Previously Treasury 

has used the Category 2 pricing from Point Carbon. Category 3 and 4 contracts are very close to 
secondary CERs, with a price to match. 
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As a check, the average price of secondary CERs (average across Dec08-12 delivery) 
over August - October 2007 year was around €16.7. Discounting this price by €5 gives 
€11.7. This is quite close to Treasury’s interim update issued in November 2007 of 
€11.13. 

Secondary CER prices rose quickly in June 2008 to around €20. We are unsure at this 
stage if this level will be sustained, and in fact we have yet to see this increase reflected in 
the prices paid for primary credits. However, if this price level is sustained then using the 
above methodology of discounting secondary trades by €5 would produce a price of 
around €15. If in fact the price is sustained through to the next price update (end of 2008) 
this will provide a good opportunity to confirm the robustness of this approach by 
comparing this result with actual primary prices i.e. we will be able to observe how much 
the price of primary credits have risen in response to the rise in the price of secondary 
credits. 

Why not just use the price of secondary credits to 
value the Kyoto liability? 
The basis of the methodology developed by Geoff Sinclair is that the Crown would likely 
buy a diversified portfolio of different carbon units (in particular, a range of primary 
credits). Secondary credits are the most expensive, albeit low risk, units the crown would 
need to purchase. A diversified portfolio could include many cheaper units of varying risks 
and prices.  Thus the average price the Crown pays for units would be expected to be 
lower than that of secondary CERs.  

There is an argument that the higher price of secondary credits perfectly reflects the 
reduction in risk of these units relative to primary credits. In other words on a risk adjusted 
basis primary credits should be priced the same as secondary credits. While in a well 
established and transparent market this could be expected, this is not currently the case in 
the carbon markets. In particular the markets are still developing, there is not perfect 
fungibility of units between the different markets and primary trades tend to be bilateral, 
non-transparent trades with many project specific factors. 

Even if risk was being “correctly priced”, the Crown is likely to price risk differently as a 
result of having a different risk profile (and by having different ways to mitigate risk) to that 
of the current average market participant - for example to that of a European company 
(who buys secondary credits for annual compliance under the European ETS). A possible 
example of this is that the Crown does not need units for annual compliance, but rather 
needs them to meet its obligations at the end of 2012. It could look to enter into forward 
contacts for delivery in 2012 if these are cheaper

6
, or look to purchase primary credits with 

higher delivery risk
7
 knowing that it could make up any difference later. 

                                                 
6
 Over the first six months of 2008, the prices contained in future contracts for December 2012 payment and 

delivery have often been the same as the current price paid for December 2008 delivery. The 2012 price 
can be seen as cheaper when appropriately discounting the 2012 price into current dollars.  

7
 Delivery risk is often the key risk associated with CER contracts. 
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Another factor that has to be taken into account when using pricing information out of 
Europe is that not all CDM projects (i.e. projects that generate CERs) are actively traded 
in the European secondary markets in Europe (for instance allowances generated by 
hydroelectric projects with a generating capacity exceeding 20MW are not traded on the 
ECX, nor are LULUCF (e.g. forestry) based units). This raises the possibility that there are 
some secondary units that could be purchased cheaper than those traded on the ECX. 

Finally, there are options outside of the CDM (i.e. units other than primary or secondary 
CERs) that the Crown could purchase for compliance with its Kyoto obligations e.g. 
Greened AAUs. The availability and pricing of these units is very uncertain

8
. However, 

they would likely be cheaper then secondary CERs.   

These factors make it inappropriate to value the Crown’s liability on the price of secondary 
credits traded on the European markets (and it would be even more inappropriate to use 
the price of EUAs). 

Conclusion and Recommendation 
Currently the Point Carbon data gives the most up-to-date and relevant information for 
pricing the primary CERs in a manner that is consistent with previous updates. 

As such it is recommended that the Crown adopts a carbon price of €12.5 for the 
purposes of calculating the value of its liability under the Kyoto protocol as at 30 June 
2008. 

This figure is consistent with the information contained in the latest World Bank report and 
the price we obtained by looking at appropriately discounted market trades for secondary 
credits. 

Using market data on trades in secondary CERs appears to be a promising approach to 
obtaining timely pricing information. We will continue to observe market data in the lead 
up to the price update at the end of the year to test our assumptions around the level of 
discount that primary trades have to secondary trades, and on the appropriate length of 
the averaging window to use, with a view to relying more on this approach in setting the 
price. It should be noted that this approach would enable the real-time pricing of the Kyoto 
Liability if required. 

                                                 
8
 Anecdotal evidence is that greened AAUs are being priced at similar prices to primary CERs. 
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