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US EnvironmentalCommodities:
Managing the Mosaic
US Environmental Commodities are
growing, are fragmented, and likely
to remain so in the near term.
Winners will be firms that come to
terms with the complexity, argues
Reiner Musier of APX.

Carbon Offsets. Allowance Allocations. Energy
Efficiency Certificates. Renewable Energy
Certificates. 50 State Jurisdictions. Regional
Initiatives. Federal Legislation. Manda- tory
Markets. Voluntary Markets. RGGI. AB-32.

The landscape of the US environmental markets
over the next five years will be more complex and
fragmented than any commodity market in US
history. That’s a bold statement, but probably not
an exaggeration. Multiply three new environmental
commodities times 50 states and the possibility of
layered regional and federal rules, and you have
quite a complex web that makes up the US
environmental marketplace. As states continue to
lead the way, corporations are now also stepping
forward with calls to action — and all of them
dragging the US federal government forward
toward national environmental markets.

Our view is that the winners will be those companies
who acknowledge this complexity as a feature of
US environmental markets. These companies will
be taking steps in 2007 to manage their exposure
and participation in these markets. Sure, this
sounds obvious. But the fact is that most
corporations have adopted a “do-little” strategy,
until now preferring to wait for clarity in the rules
before committing resources.

There has been some logic to a “wait and see”
strategy — until now. Today, however, we are
seeing a convergence in the science of global
warming, popular opinion, and political will in the
US. California has passed legislation, the North-
east’s Regional Greenhouse Gas Initiative has
multi-state momentum, and further US legislation
appears very likely.

Even with Federal legislation, a likely outcome is
that the US will end up with “tiered systems” –
meaning that some states and regions will be more
aggressive in their greenhouse gas standards than
the Federal legislation, while others will be less
aggressive. (This is also likely for the renewable
energy certificate (REC) markets.) Companies
operating in more aggressive states and regions
will see their carbon policy driven by those state
policies. Businesses in those states with non-
existing or less aggressive greenhouse gas policies
will be driven by the Federal program, once that
is established. A further complexity is that State,
Regional, Federal programs will need to make
choices regarding which greenhouse gases (CO2,
methane, others) will be regulated, and in what
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complex and fragmented than any commodity market in US history.”

industry sectors (power generation, agriculture,
cement, transportation, manufacturing, and more).
State and Federal legislators may also have differing
views on where emissions should be regulated – up-
stream or downstream, at the source or the sink or
load centers. The likelihood that States and Regions
will be exactly aligned among themselves and with
the Federal government across these dimensions
is low. In fact, we think it’s just

who are emitters will be net buyers around carbon, but
potentially sellers around energy efficiency products.
Banks that finance renewable energy, carbon emission
reduction projects, or energy efficiency projects could
broker the environmental commodities associated with
these projects to their clients.

Banks also have an opportunity to help manage and
monetize their clients’ environmental assets, with

infrastructure and advisory
about zero. Further choices will
need to be made regarding the
relationships between the well
established renewable energy
markets, energy efficiency, and
the greenhouse gas markets.

All this brings us back to the main
point – jurisdictional complexity
will be a feature of US environmental
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services. They can facilitate the
buying and selling of those assets
to optimize their clients’ portflios
and achieve their environmental
and compliance targets at minimm
cost. They can develop derivative
instruments, to manage the risk
and exploit the opportunities
created by the jurisdictional

markets for years to come. It seems obvious that
corporations will need to come to terms with this
complexity, and will need help to do so.

For banks and financial institutions, the develop- ment
of the US environmental markets presents a unique
opportunity. Our discussions with some of the
country’s most prominent names show that banks in
the US are only now beginning to seriously evaluate
the possibilities. Within their corporate client portfolio,
banks will have net buyers of environmental com-
modities, as well as net sellers. Power generators
with fossil generation will be net buyers. Wind and
solar generators will be net sellers. Agricultural busi-
nesses can be both buyers and sellers. Manufacturers

complexity across the State, Regional and
Federal markets.

A less glamorous, but necessary function is to quantify
a corporation’s environmental asset portfolio. Increas-
ingly, environmental risk exposure is a board-level
topic, and environmental risk management is becoming
an important core competence. How many RECs,
energy efficiency certificates, carbon offsets and
allocations have you got? What are they worth? Are you
short or long? What’s your exposure in out-years?
Thinking of making an acquisition? How will that affect
your environmental financial balance sheet? For banks
there is financial opportunity in helping corporate
clients answer those questions.
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markets for years to come.”

For multinationals and corporations with operations
in multiple states, the complexity in US jurisdictional
rules will create even greater concerns for any Vice
President of Environmental Policy. With no less than
100 rule making entities in the US across environ-
mental commodities, just staying up-to-date with
current rules and compliance requirements can
be daunting.

So what can corporations do today? For corpora-
tions there will be an advantage in developing their
knowledge base and taking steps now to develop
their expertise:

(1) Begin to understand your environmental
balancesheet.Quantify your liabilities, namely your
current emissions including greenhouse gases, but
also other emissions such as mercury and particu-
lates. Then quantify the asset-side of the balance
sheet. Mobilize your organization to begin thinking
about emissions reduction projects, as well as energy
efficiency projects in the US. These can have value in
the near term, as voluntary and mandatory markets
for these commodities develop.

(2) Think about your environmentalmarket
infrastructureto manage, track, and value your
environmental assets and liabilities. Environmental
markets are developing rapidly, and the leading
companies will need to have a way to actively
know and manage their positions in these markets.

(3) Develop relationshipsandprocessesto get
“hooked in” to the policy developments in the states
and regions where you operate. Corporations need to
understand and interpret rules and changes to rules,
and even play a role in influencing policy makers. We
recently attended a California Market Advisory
Committee Meeting and the floor was opened for
public comment. Only one Fortune 100 operating
company was visibly represented. That’s a missed
opportunity for many. It can pay to be connected.

For more information please visit www.apx.com or contact
201.222.1422
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