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Who Are We?
Identity

Carbon Tracker is an independent non profit financial think tank
funded by EU and US foundations interested in climate.

Vision

To enable a climate secure global energy market by aligning
the capital markets with climate reality.

Strategy

Mission

Mapping the transition for the fossil fuel industry to stay
within a two degree budget.
Empower
investors to
identify and
switch off capital
to the highest
cost, highest
carbon projects.

Engage with
companies to
re-assess both
the viability of
such projects
and of their
business model.

Educate
mainstream
financial
markets and
policy-makers
over the risk
of a disorderly
transition.

Work with
financial
regulators to
bring transparency
on carbon and
stranded asset risk
and the fossil fuel
risk premium.
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Economics of fuel switching

•

Implied fuel-switching price from coal to gas over 2019-2022 = €35-40/t
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Current EU GHG target = -40% by 2030 v 1990
EU-ETS cap is set at 1,333Mt for 2030 under current EU-wide target

Source: European Commission, EU Council, CTI research estimates

•

EU-ETS has to reduce emissions more quickly than non-ETS sector

•

EU-ETS must reduce emissions by 43% versus 2005, non-ETS by only 30%
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A Paris-compliant target = -55% by 2030 v 1990
We estimate EU-ETS cap would need to fall to 943Mt by 2030

Source: European Commission, EU Council, CTI research estimates

•

Assuming same relative burden between EU-ETS and non-ETS for overall target

•

This would require extra emissions reductions over 2021-30 of 1,595Mt v our base
case
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A Paris-compliant cap would hit power hardest
Power sector would have to take most (if not all) of extra strain

Source: European Commission, EU Council, IEA, CTI research estimates

•

A Paris-compliant EU-ETS would mean an extra cut to the power-sector’s carbon budget

•

On our numbers, auction volumes would need to be 1,595m lower than in our base case

•

This would dramatically increase the need for fuel switching over Phase 4
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Paris would require much more beyond MSR
MSR gets EU-ETS one quarter of the way towards a 2°C pathway

Source: European Commission, EU Council, CTI research estimates

•

MSR will take out >3Gt over 2019-23, but overwhelming majority of this was surplus

•

On our numbers, a Paris-compliant cap would require an LRF of 4% from 2021
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A Paris-compliant cap would mean higher prices
Implied cost of fuel switching would rise to €45-55/t

Source: Bloomberg, Carbon Tracker

•

A tighter cap would mean more fuel switching required

•

For less efficient gas to displace more efficient coal/ignite, prices of €45-55/t needed

8

Disclaimer and Disclosures
Carbon Tracker is a non-profit company set up to produce new thinking on climate risk. The organisation is funded by a range of European and American
foundations. Our mission is to deliver a climate-secure energy system by aligning financial and capital market actions with climate science. Carbon
Tracker is not an investment adviser, and makes no representation regarding the advisability of investing in any particular type of investment, including
EUAs. A decision to invest in any type of investment should not be made in reliance on any of the statements set forth in this publication. While Carbon
Tracker has obtained information believed to be reliable, they shall not be liable for any claims or losses of any nature in connection with information
contained in this document, including but not limited to, lost profits or punitive or consequential damages. The information used to compile this report
has been collected from a number of sources in the public domain and from Carbon Tracker licensors. Some of its content may be proprietary and belong
to Carbon Tracker or its licensors. Where the price of an investment referred to in this report is not based on sources in the public domain and a model is
used, additional details on the models, methodologies and underlying assumptions used to either evaluate an investment or to project the price of an
investment are set out in the report under the heading “Main Modelling Assumptions”.
The information contained in this research report does not constitute investment advice, an offer to sell investments or the solicitation of an offer to buy
investments within any jurisdiction. This report provides general information about EU-ETS carbon markets, carbon pricing and emission allowances
(EUAs) only and does not constitute an offer to sell or a solicitation of an offer to purchase any EUAs or to engage in any other transaction, nor is it
intended to provide, and should not be relied on for, investment, tax, legal or financial advice. Any decision to buy or sell EUAs should not be made on the
basis of information contained in this report. If you are unclear about any of the information in the report, please contact an independent financial
adviser before making any such decision.
The information, opinions and projections constitute the current judgment of the author as at the date of this report and are subject to change without
notice. Carbon Tracker has no obligation to update, modify or amend this report or to otherwise notify recipients if any information, opinion or projection
changes, becomes inaccurate or out of date. The information and opinions contained in this report have been compiled or arrived at from sources
believed to be reliable and in good faith, but if there is any doubt as to the reliability of a source, this is clearly indicated in the report. To the extent that
any information displayed in this report may contain material that is interpreted as a financial promotion for the purposes of the Financial Services and
Markets Act 2000 of the United Kingdom, as amended (“FSMA“), the communication of such information is provided only for and is directed only at
persons in the UK reasonably believed to be of a kind to whom such promotions may lawfully be communicated by an unauthorised person pursuant to
an exemption under the FSMA (Financial Promotion) Order 2005 (the “FPO“). Such persons include: (a) persons who have professional experience in
matters relating to investments and who are investment professionals as specified in article 19(5) of the FPO; (b) high net worth companies,
unincorporated associations and other persons as specified in article 49 of the FPO; and (c) persons outside the United Kingdom. Persons who do not fall
within the descriptions in (a), (b) or (c) above should not act on this report. Carbon Tracker does not make EUAs available to any person, whether or not
they fall within these descriptions. Recipients of the report should keep the report confidential and not disseminate it to any other persons.
The Author of this report and the Directors of Carbon Tracker and their immediate family have no holdings in EUAs. The philanthropic funders who have
grant-funded this research have no influence over the independence of the research. There are no other known relationships or circumstances that may
reasonably be expected to impair the objectivity of the analysis in this report, particularly in relation to the price projection of EUAs.
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For more information please visit:
www.carbontracker.org
@CarbonBubble
mlewis@carbontracker.org
@MCL1965

