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The OTC Market Perspective
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• Compliance instruments trade OTC before adoption by regulated exchanges
o European Union Allowances (EUAs)
o California Carbon Allowances (CCAs)

Carbon market incubator

• OTC market participants tackle difficult risk challenges
o Options for compliance instruments
o Offsets for compliance use (CERs & CCOs)

Innovation in risk management



Current OTC Derivatives Markets for Carbon
• Well developed OTC carbon derivatives market for established 

compliance programs
o Largely dealer/customer transactions mirroring exchange-cleared market
o Exchange listed-contracts for hedging OTC positions

• Mature OTC market for spot and forward delivery
o Focus on bespoke structures and lowering transaction costs
oNew carbon trading platforms
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Evolving Carbon Offset Market
• Largely spot trades for physical delivery or 

forward purchases of long-term strips of 
credits 

• Lack of standardization: “Beauty in the eye of 
the beholder”

• Manage risk through contracting

• New project development
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Optionality
• Volume
• Price
• Unit-contingent

Project Diversity
• Methodology
• Geography
• Vintage

Co-marketing

Carbon Offset Risk Management

Spot/forward 
salesHedgingProject 

financing
Offtake 

agreement

Currently few options for 
OTC or listed derivatives



Future Considerations: Climate Change
• Extreme weather events lead to price volatility and raise market 

structure issues
• Long-term shifts in liquidity (commodities, venues, products)

oPower & natural gas basis markets
oGlobal LNG markets
oCarbon markets
oRenewable energy certificate markets

• Emerging trading strategies based on climate impacts amplify trends
• Carbon pricing will play important role
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Future Considerations: Intersectional Approach

• Decarbonizing of economy and drive to net zero emissions will lead to 
new products
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•SDG carve outs
•Biodiversity credits

•Net zero emissions 
products (coal, nat
gas, crude)

•EFP + Offsets

•New compliance 
markets with linkage

•Global carbon offsets
•Paris Agreement

•Differentiated fuels 
(crude, nat gas)

•Carbon intensity

Energy Carbon

Sustainable 
Development

Bundled 
Products



Thank you.
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