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2 Executive Summary / Introduction
developed forecast model, the market is due to enter an allowance shortage
in the mid-late decade, which gives the asset a significant upside.

California Carbon Allowances (CCAs) have been around since 2013, and
they are often perceived as a risky, or obscure asset. Understandably,
many investors haven’t yet taken time to comprehend this relatively
small, regional, and regulatory-based market.

As to the risks, the biggest is a perceived ‘pen stroke risk’. This is a
regulatory-based market and a change in legislation from California’s
assembly, or a change in regulation from The California Air Resources
Board (CARB), could theoretically damage or destroy the value of CCAs as
an asset. However, given the current political lay of the land, and the
direction of travel, this risk can be seen as extremely small, even
negligible on most investor scales. California has been a world leader in
climate legislation for decades now, and the Cap-and-Trade market has
been the cornerstone of that effort. Moreover, ARB has shown steadfast
commitment to the program, provided excellent transparency and longrange certainty wherever possible. A major change to loosen the Capand-Trade market before 2030 is unthinkable from ARB’s perspective,
highly doubtful through to 2050. You can never discount any form of risk,
but this one is more fixed than many more ‘usual’ market risks.

However, an increasing number of investors are now taking the time and
effort to investigate the WCI carbon market. The leading reason for this is
CCA’s admirable performance in many of the key metrics used by investors to
judge an asset, including expected return on investment (ROI), tradable
volumes or liquidity, and risk quantification. The CFA reports that carbon
transactions are currently over $1 billion per day, including the futures and
options markets1; and as we detail in this report, the real annualised ROI
could well be 30% over the next decade. CCAs are now turning heads of
investors, and seem set to turn more over the coming years.

As one of the market’s most established and specialised forecasting and
analysis houses, we see value here introducing CCAs as a valid investment
proposition, and evaluating its opportunities and risks, for new and
experienced investors alike.

In this report, we evaluate the investment case for California Carbon
Allowances. We begin by introducing the asset, the regulations of CCAs,
and put its past performance in context.

In a few sentences, the headline opportunity is the CCAs emerging status as a
5% + inflation ‘green bond’ for the next ten years, as fixed and defined in the
market’s regulation. What’s more, as per our proven and highly

We then introduce the CarbonOutlookTM Model, and discuss how we use
this to generate expected price paths and thereby forecast returns on
investment.

1

CFA Institute 2020, Carbon as an Emerging Asset Class
Access at: https://www.cfainstitute.org/en/research/industry-research/casestudy-carbon-as-emerging-assetclass?utm_source=Master+List&utm_campaign=3882aad13e-
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Ins section 3, we analyse the futures market to look at liquidity in the
market, and the emergence of financial players investing in CCAs through
the growing futures market. Next, we use the EU Emissions Trading System
as an example of the direction we think CCAs will take in the next few years,
and examine why the price has increased so rapidly in that market.
In section 5 we take an in-depth look at another key metric used to judge
assets: correlation with other asset classes. We present results on
correlation with the major U.S. indices, bonds, fossil fuel futures, and other
asset classes.
After this we examine how a willing investor might look to invest. We look
at different investing options, including using an investment fund (where
we provide company profiles), and detail investing yourself with your own
CITSS account. This later process saves on costs, but does necessitate
jumping through a number of regulatory hurdles, where again further
advice is offered.
We conclude by looking at the key opportunities and risks within the
market, a final evaluation of which portfolio types might be most suited to
investment in CCAs.

© 2020 California Carbon
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This document is an excerpt

To download and access the complete report, please visit
https://go.californiacarbon.info/2020WCIOffsetMarketReviewOutlook
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price forecasts, regular analytical content
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well as program design and legal risks.
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Disclaimer
While cKinetics, its data or content providers, the financial exchanges and
each of their affiliates and business partners display information on the
web site in good faith, no representation or warranty is given or shall be
deemed given or implied by cKinetics, its data or content providers, the
financial exchanges and each of their affiliates and business partners to
you or any other person as to the completeness, accuracy, sufficiency,
currency, reliability or suitability of any such information, all which
information is provided on an ‘as is’ basis, and all such representations
warranties or conditions that may be implied by statute, general law or
otherwise (whether as to title, non-infringement, merchantability, fitness
for purpose or otherwise) are hereby excluded.

CaliforniaCarbon.info is a comprehensive information service covering
carbon markets and LCFS in North America. Our offering includes
emissions and price forecasts for all jurisdictions across the program,
regular analytical content covering the allowance and offset market, as
well as program design and legal risks.
Whilst our news hub represents a one-stop shop for updates pertinent
to the WCI and carbon trading more globally.
To our premium subscribers we offer full access to our complete historic
price database for all of the key market asset types. Those wanting to
perform deep-dive research into emissions, compliance or auction history
can do so on an entity level basis using our suite of analytic tools.

Access full disclaimer statement

In sum, we aim to be the most focused, and thus the most complete
information solution for all WCI and LCFS stakeholders, all at exceptional
value due to our specificity and expertise.
For more details visit:
www.CaliforniaCarbon.info
Carbon Markets | Climate Finance Analytics
California Carbon is a division of cKinetics Inc
cKinetics Inc
19925 Stevens Creek Blvd, Cupertino
California-95014, USA
Ph: + 1.650.331.1931
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