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Market Oversight of
Emissions Markets:
TheEssentialRoleofTrackingandRegistrySystems

It’salreadyhappening.Pres-
sureisbuildingforincreased
oversightandtransparencyof
emissionsmarketsastheU.S.
developsagreenhousegas
capandtradeprogram and
legislationadvances.Inpart,thisisbeing
drivenbymoregeneralscrutinyofenergy
tradinginthewakeoftheEnronandother
scandals.Butthereisalsoaddedpressure
toensurethatemergingcarbonmarkets
aretransparentandoperatinginthepublic
interesttoaddressaseriousglobalenvi-
ronmentalproblem.Legislatorsandregu-
latorsacrosstheU.S.aresensitivetothe
concernthatcertainsegmentsorentities
mightmanipulateorprofitexcessivelyin
thenewmarkets.Hencetheneedfor
systemstoensureoversightsothatthe
newemissionsmarketsoperateas
intendedtoachievepolicyobjectives.

GiventhescopeofU.S.state,regional,and
federallegislativeactivity,U.S.emissions
marketscouldarguablybecomethelargest
andfastestgrowingnewcommoditymarkets
inNorthAmerica.Withthepotentialtobe
50to100timeslargerthantoday’sU.S.
acidrainmarkets,thetechnologyoftracking
systemsandregistrieswillplayanessen-
tialroleinenablingmarketoversightatthis
scale.Pressureformorefrequentandtimely
emissionsmarketdatawilldriveaneedfor
APXtechnologythatsupportsmarketover-
sightbetterthanexistingtypesofemissions
andallowanceregistriescurrentlyusedby
governments.

www.apx.com


Copyright©APXInc.2007 page2of8 www.apx.com

M AR KET O VER SIG H T O F EM ISSIO N S M AR KE
TS

CurrentStateofPlayonMarketOversight
SeveralrecentactionsbyCongresspointtoan
increasingtrendtowardmoreoversightofemerging
greenhousegasemissionsmarkets:

•InSeptember2007,SenatorLevinofMichigan
introducedlegislationthatwouldincreaseregula-
tionofenergytradingmarkets.SenatorLevin’s
bill,“TheClosetheEnronLoopholeAct,”would
requirereportingoftransactions

Thebillrequiresthatanagency:
oPublishmarketpricedatainordertoincrease

markettransparency
oMonitortradingformanipulationandfraud
oEnforcepositionlimitsoraccountabilitylevels

topreventexcessivespeculation.

ThebillwouldrequireEPAtocreatearegulatory
structuretooverseethenewcarbon
creditmarketsthatwouldbeparallelto

andpriceinformationinExempt
CommercialMarkets(ECMs),
whichhavepreviouslyhadlittle
oversightfromtheCommodi-
tiesFuturesTradingCommission
(CFTC).Thebillexplicitlycovers
emissionsrelatedderivatives.

•SenatorDianneFeinsteinofCalifor-

Greenhousegas
emissionsmarkets
willrequiregreater

transparency
andbesubjectto
greateroversight.

thesystemused  bytheFederalEnergy
Regulatory Commission(FERC)forthe
electricityandnaturalgasmarkets.
Itprohibitscarbontradersfromfalse
reporting,engaginginmanipulation
ordeceptionasdefinedintheSecu-
ritiesExchangeAct,orcheatingor
defraudinganothermarketparticipant,

niahasintroducedameasuretoestablishfederal
oversightfornewcarbonemissionstradingmar-
kets,designedtopreventfutureEnron-likefraud
andmanipulationingreenhousegascreditmar-
kets.“Congressispoisedtoactoncomprehen-
siveclimatechangelegislation,”SenatorFeinstein
said.“Thislandmarklegislationwillnotonlysignifi-
cantlyreduceournation’scarbonfootprint,itwill
alsogeneratetremendouseconomicpotential.
Infact,newcarbon markets–withannualvalues
ofapproximately$300billion–areexpectedto
emergeonceCongressestablishesacap-and-
tradeprogramforgreenhousegasemissions.So,
it’scriticalthatoversightauthoritytopreventfraud
andmanipulation.Bottom line:ifwetakeaction
beforethemarketsdevelop,wecanestablish a
levelplayingfieldfromtheget-goandhelpprevent
anotherWesternEnergyCrisis.”

andestablishesamaximum$1millionfineand10
yearsinjailforeachoffense.Further,itclarifiesthat
theCFTCmaintainsitsexclusivejurisdictionover
futuresmarkets,includingcarbondioxidefutures.
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CurrentStateofPlayonMarketOversight
•Inthe2005EnergyPolicyAct,Congressdirected

theFederalEnergyRegulatoryCommission
(FERC)toincreaseoversightofenergymarkets
andtoconsidertheimpactof

•Voluntarymarketsarealsoreceivingmorescrutiny.
CongressmanEdMarkeyhasheldhearingsto
determinewhethertheFederalTradeCommission

(FTC)shouldintervenetosetstandards
financialmarketsonenergyprices.
FERChasreportedlybeefed
upitsenforcementstaffandis
startingtogivemoreattentionto
emissionsmarkets.Thisinterest
inemissionsmarketsiscertainto
growiftheU.S.adoptsamanda-
torygreenhousegas(GHG)cap

TypesofOversight
Needed
•Environmental

Compliance
•ElectricityMarket
•Securitiesand

CommodityMarket

andtoensurethatvoluntaryoffsetsare
realandvalid.Inafollow-uptothehear-
ing,Rep.MarkeysentalettertotheFTC
askingthem toevaluatetheadequacy
ofexistingstandardsforvoluntaryoff-
sets.TheFTCisnow holdingaseries
ofworkshopsonthesubjectfromthe
perspectiveofconsumerprotectionand

andtrade program.Therewillbeasignificantand
directrelationshipbetweenthecostofcarbon
emissionsandthepriceofelectricityintheU.S.
Thatcostissignificantlygreaterthananyprevious
environmentalprogram.

•TheLieberman-Warnerclimatebillestablishesa
“CarbonMarketEfficiencyBoard”thatwouldbe
responsibleforawiderangeofresponsibilities
relatedtothefunctioningoftheallowancemarket
andtheimpactofallowancepricesontheecon-
omy.TheActspecificallycallsupontheBoardto
takeonavarietyofinformationgatheringandre-
portingresponsibilitiesregardingthestatusofthe
market,includinginformationrelatedtoemission
allowanceallocationandavailabilityandpricesof
emissionallowances.TheBoardisalsorequired
toreporttoCongressquarterlyonthestatusof
theemissionallowancemarket,itseconomic
impactonregionsandconsumers,theincidents
andeffectsofanymarketfraudormanipulation,
recommendationstorelieveanyexcessivecosts
totheeconomy,andtomakeitsreportsavailable
ontheinternet.

isevaluatingapproachestosubstantiationofenvi-
ronmentalclaims.
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