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 US climate bill: “Born to be Mild” 
The US Congress is under pressure from the White House to design 
and pass a climate bill by the end of 2009. Democratic 
Representatives already had to water down ambitions in order to 
secure enough support for House passage. The Senate promises to 
be an even greater challenge, as Democrats have a less 
comfortable majority there. Passing the bill by year end remains 
unlikely, in our view. We propose an analysis of the House's bill. 

 Fears lessened on CO2 costs for heavy industries 
The threat of full auctioning mentioned by Mr Obama has faded 
away. Indeed, all sectors but transport fuels are set to receive 
generous free allocations out to 2025, thus preventing sectors such 
as steel, cement, chemicals and paper producers from facing
significant CO2 costs. We also expect the carbon price signal to 
emerge from such a scheme to remain under USD20/t out to 2020. 
We estimate oil companies would have to foot a ~USD32bn carbon 
bill, but that can be offset by a ~5% increase in gasoline prices.  

 Cooling down hopes for a green electroshock 
~USD74bn of allowance value over 2012-2020E would support the 
funding of clean technologies. However, the bill is unlikely to create 
a green electroshock for renewable energies or change our view on
wind players such as EDF EN, IBR Renovables, or Vestas – all of 
which we rate 3/Underperform –  as it fails to set more aggressive 
targets for renewables by 2020. The auto industry players involved 
in clean vehicle programmes such as Renault-Nissan can expect 
USD9bn in positive fallout over 2012-2020E. 

 Mixed signals for international climate talks 
Though encouraging, the emissions reduction target defined by the 
US is considered far too weak by Europe and emerging countries. 
The move is thus unlikely to unblock UN climate talks. In this 
context, the EU has no reason in our view to strengthen its 2020 
reduction commitment from 20% to 30% that would add to the 
burden on its energy-intensive industries by 2020. 
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Summary 
Climate change: a key priority of Obama's presidency 
The US is the second largest emitter of greenhouse gases, behind China, and accounts 
for one-fifth of global energy-related CO2 emissions. The election of Barack Obama has 
given new impetus for climate legislation to be passed. Strategically, the move is seen as 
a way to endorse climate leadership at the international climate talks and to build a new 
energy policy leading to less dependence on foreign oil and more jobs in green 
technologies.  

US climate bill: “Born to be Mild” 
However, the White House must deal with a Congress that is rather reluctant to pass a 
law that would jeopardise the purchasing power of US citizens and competitiveness and 
jobs in traditional industries. The House’s vote on the Waxman-Markey climate change bill 
cleared an important hurdle, but also revealed the difficulty of gathering all Democrats on 
the issue. Our analysis of House votes points to an even tougher time ahead in the 
Senate, where Democrats hold a thin majority. We believe that if any climate bill makes it 
through the legislative process, it will have a mild impact on the US economy. The 
deadline of the UN climate talks for a post-Kyoto agreement in December 2009 looks out 
of reach. 

Low carbon costs and price signal expected by 2025 
Under the Waxman-Markey bill, due to a lenient emissions cap, a generous 2bn limit on 
the use of carbon offset credits, and other cost containment provisions, we would expect 
the carbon price signal to emerge to remain under USD20/t out to 2020. In addition, all 
sectors but transport fuels are set to receive relatively generous free allocations out to 
2025, thus preventing sectors such as steel, cement and paper manufacturing from facing 
significant compliance costs. An intra-sector low-carbon competitive advantage will fully 
reveal itself when free allowances disappear.  

Deprived of CO2 rights, we estimate oil companies would have to foot a ~USD32bn 
carbon bill, but that can be offset by a ~5% increase in gasoline prices, necessary to 
protect the tight margins of oil companies' downstream  businesses, e.g. for BP, which is 
the European oil major with the highest exposure to the US. 

USD74bn out to 2020 to support clean tech funding, but no green electroshock 
13-16% of the value of allowances, which we estimate at USD74bn over 2012-2020, 
would be directed to clean technologies. This would notably make available USD45bn to 
states to help them to fund renewable and energy efficiency programmes. However, at the 
same time, as it fails to propose more ambitious renewable energy targets than current 
ones, the bill is unlikely to create a green electroshock for the US wind market or for 
players such as EDF EN (3/Underperform), Iberdrola Renovables (3/Underperform), and 
Vestas (3/Underperform), which have relatively high exposure to the US renewable energy 
market. Automakers involved in clean vehicle programmes such as Renault-Nissan can 
expect USD9bn in positive fallout. ~USD16bn would also help Carbon Capture & Storage 
technology get started.   

Mixed signals for international climate talks 
Though encouraging, the emissions reduction target defined by the US is considered far 
too weak by Europe and emerging countries. The move is thus unlikely to unblock UN 
climate talks. In this context, the EU has no real reason to strengthen its 2020 reduction 
commitment from 20% to 30%, and to increase the burden on energy-intensive industries 
by 2020. Globally, the "+2°C only" EU objective seems increasingly out of reach. If world 
leaders were to concede 1 more degree to global warming, this would boost the climate 
change adaptation theme. 
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I— US climate bill: “Born to be Mild” 
The US is the second largest emitter of greenhouse gases, behind China, and accounts 
for one-fifth of global energy-related CO2 emissions. The election of Barack Obama has 
given new impetus for climate legislation to be passed. Strategically, the move is seen 
as a way to endorse climate leadership at the international climate talks and to build a 
new energy policy leading to less dependence on foreign oil and more jobs in green 
technologies.  
 
However, the White House must deal with a Congress that is rather reluctant to pass a 
law that would jeopardise US competitiveness and jobs in traditional industries. The 
House’s vote on the Waxman-Markey climate change bill cleared an important hurdle, 
but also revealed the difficulty of gathering all Democrats on the issue. This points to 
an even tougher time ahead in the Senate. We believe that if any climate bill makes it 
through the legislative process, it will have a mild impact on the US economy. 

 Overview of the US GHG profile and the Waxman-Markey 
climate bill 
The US has a much “dirtier” greenhouse gas profile than other developed countries, for 
two main reasons: 

 The country's power sector is more reliant than Europe on coal (~50% of 
electricity generation), which is seen as a strategic fuel as the US holds the world’s 
largest coal reserves (proven coal reserves estimated at ~240bn tonnes, WEC 2007). 

 Also, the transportation sector is highly carbon-intensive due to car fuel efficiency 
standards and gasoline price that are notably lower than in other developed 
countries. This further deteriorates the CO2 per capita compared to other countries, 
as highlighted in the chart below (right-hand side). 

This makes of the US the second largest emitter of greenhouse gases in the world behind 
China, but with a CO2 intensity per capita that largely overshadows that of the EU and 
Japan, for instance, and dwarves the carbon intensity of China. 

 

BREAKDOWN OF US GHG EMISSIONS BY SECTOR  ENERGY AND CARBON INTENSITY IN THE US 
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Key provisions of the Waxman-Markey climate bill 

Lawmakers in Congress already started designing a climate change bill including cap & 
trade systems last year, with a view to George W. Bush's departure from the White 
House.  

Earlier this year, the American Clean Energy and Security Act (ACESA), sponsored by 
Representatives Henry Waxman and Edward Markey, was introduced in the Energy & 
Commerce Committee of the House of Representatives. 

The table below presents the key aspects of the Waxman-Markey climate change draft 
bill, which was passed by the House of Representatives on 26 June 2009, and of the 
Boxer-Lieberman-Warner bill, which was rejected by the Senate last summer. 

The key criteria to assess a cap & trade scheme are:  

 The scope of the coverage in terms of type of greenhouse gas and economic 
sectors;  

 The timing and the stringency of the cap;  

 The limit on the use of offsets and other cost containment measures, which, along 
with the previous criterion, will determine the carbon price signal to emerge from the 
scheme;  

 The allocation of allowances (free, auctioned);  

 Other provisions to support the development of low-carbon technologies. 

SUMMARY OF KEY CLIMATE CHANGE BILLS PROPOSED BY CONGRESS 

Climate 
change bill 

Scope of coverage 2010-
2019 
cap 

2020-
2029 
cap 

2030-
2050 
cap 

Allocation Offsets and other 
cost controls

Early 
action 

Technology and 
misc.

Status

Waxman-
Markey 
(H.R. 2454) 

7 GHGs; upstream 
for transport fuels, 

downstream for 
electric utilities and 

large sources, 
commercial and 

natural gas at LDCs; 
compliance to start 
in 2012 with some 
sources phased in 

later; separate HFC 
cap 

3% 
below 
2005 
level 

by 
2012 

20% 
below 
2005 
level 

in 
2020 

42% 
below 
2005 

level in 
2030; 

83% in 
2050 

16% to help low-
income consumers 
and workers; 62% 

handed out for free to 
regulated sectors; 13-
16% to support clean 
energies; 9% to fund 
adaptation measures 

and avoid 
deforestation. 

Transitional phase-out 
of allowances to 

regulated industries 
from 2025.

2bn tonnes can be 
used for 

compliance (1bn 
domestic offsets 

and 1-1.5bn 
international); 

quarterly strategic 
reserve auction 

when carbon price 
reaches twice the 
price modelled by 

EPA

 RPS: 15% in 
2025, + 5% 

through energy 
efficiency actions; 

CCS: Regulatory 
support; Energy 

efficiency 
provisions; Low 

carbon fuel 
standard: 5% 

reduction from 
2005 levels by 
2023; 10% by 

2030

Passed 
by the 

House in 
June 
2009

Boxer-
Lieberman-
Warner 

6 GHGs, upstream 
for transport fuels 

and natural gas; 
downstream for 

large coal users and 
GHG manufacturers; 

separate HFC cap 

4% 
below 
2005 
level 

in 
2012 

19% 
below 
2005 
level 

in 
2020 

71% 
below 
2005 

level in 
2050 

Sector allowances 
total 75.5% in 2012: 

18% to power plants; 
11% to 

manufacturers; 
12.75% to electricity 
and natural gas LDC; 

15% to states. 
Auctions rising from 

24.5% in 2012 to 59% 
in 2032

30% limit on 
supply of offsets. 
Cost containment 

auction using 
future year 
allowances

5% of 
allowances 

reserved for 
early 

actions 

Bonus allocation 
for CCS and 

renewables; funds 
for technology 

and adaptation to 
climate change

Rejected 
by a full 
Senate 
vote in 

summer 
2008

Source: Pew Center, CA Cheuvreux 

The tax versus cap & trade debate is also taking place in the US, with notable figures 
(such as James Hansen of the NASA Goddart Institute for Space Studies) arguing for a 
tax system (easier to implement and predictable carbon price signal). Lawmakers in 
Congress have nevertheless thus far proposed only cap & trade-based systems for 
regulating greenhouse gas emissions – an option that is also favoured by the White 
House.  

A cap & trade system 
remains the privileged 

regulatory tool…

…even though the tax 
versus cap & trade 

debate is still on
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Recent polls show that the number of citizens supporting the cap & trade option has 
declined, but they remain in the majority (52%). 

 Low effect expected on household consumption and GDP  
The implementation of the cap & trade scheme would create ex nihilo an amount of 
emissions allowances (carbon credits) with a total value ranging from USD50bn in 2012E 
to ca. USD90bn by 2030E.  

Although such figures look impressive, the net economy-wide cost of the scheme is likely 
to remain fairly limited. The EPA estimates that this would dent reference consumption per 
household by USD80-111 per year (NPV) on average. This loss in consumption would cut 
growth rate prospects for consumption in the US by an estimated 2 basis points (0.02%) 
between 2010 and 2030. Greenhouse gas mitigation could shave 2-4 basis points off the 
average GDP growth rate between 2010 and 2030. 

However, these estimates take into account only the drawbacks of the plan and do not 
factor in potential costs avoided due to climate change mitigation (e.g. adaptation costs). 

 Weak carbon price likely to emerge 
The carbon price of a cap & trade scheme is mainly determined by: 1) the stringency of 
the cap imposed on the greenhouse gas emissions of regulated sectors; and 2) the 
openness of the system to offset carbon credits, which provide a higher range of emission 
abatement options often at a lower cost. 

The 2020 cap could have been more ambitious… 

The Waxman-Markey climate bill sets two types of targets. One applies to US-wide 
greenhouse gas emissions, which are to be cut by 3%, 20%, 42% and 83%, respectively, 
by 2012, 2020, 2030 and 2050, compared to 2005 levels.  

Emission sources capped under the cap & trade system have relatively similar targets, 
except for 2020, where the cut is limited to 17%, i.e. a 1.2% average annual cut between 
2005 and 2020. HFC gases would notably be regulated under a separate cap & trade 
scheme. 

Although decoupling CO2 emissions from economic growth remains a challenge, the 
apparent stringency of this cap has to be put in perspective, as: 

 The 2020 cap is less stringent than EU objectives (21% under 2005 levels for 
capped sectors); 

 The projected growth CO2 emissions under a “business as usual” (BaU) scenario 
is estimated at 0.35% p.a. on average between 2012 and 2020. This can also be 
compared to a 0.2% average growth p.a. between 2000 and 2005. 

 More sectors are capped compared to the EU ETS, which provides more CO2 
abatement potential, notably in the transportation and housing sectors, for which 
other incentive plans can be made available and interfere by decreasing the net CO2 
abatement costs. 

Macro impact set to 
be mild…

…with a 2020 
emission cap less 

stringent than that of 
the EU ETS...
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COMPARISON OF EFFORTS LYING BEHIND US AND EU 2020 EMISSION CAPS 

 Emission cut by 
2020 vs. 2005 

Implicit 
CAGR 

Avg. emissions growth rate 
(capped sectors) 2000-2005 

(%) 

Carbon-intensity 
improvement needed 

annually 

EU -21% -1.6% 0.5% -2.1% 

US -17% -1.2% 0.2% -1.4% 
Source: CA Cheuvreux, UNFCCC

…and the wide use of offset credits is likely to weigh on the CO2 price 

In addition, the draft bill would allow regulated sectors to use a very large 2,000mt CO2-
equivalent of both domestic (1bn) and international offsets (1bn) each year for their 
compliance with emission caps, instead of having to make internal emissions reductions. 

As shown in the chart below, this cost containment measure theoretically allows regulated 
sectors to rely exclusively on offset credits without changing the way they operate until 
2024.  

EMISSIONS CAP AND ALLOWED OFFSETS 
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Such a measure is likely to weigh significantly on the price of US emission allowances by 
2024, as offset credits may offer the marginal CO2 abatement needed to clear the market 
balance, at a low cost (<USD20/t). 

However, we consider that reaching a 1,000mt CO2 reduction through domestic projects 
will certainly be impossible, as projects would have a playing field restricted to the 
remaining 15% US greenhouse gas emissions not covered under the US ETS. 

At the first release of the draft, the EPA estimated allowance prices at USD13-17/t CO2 in 
2015. 

However, the easing of the cap from 20% to 17% below 2005 levels and changes in the 
use of offsets have already changed the situation, and we can expect the US CO2 price to 
remain under USD20/t until 2020. 

Emission allowance contracts are already quoted on the Chicago Climate Futures 
Exchange owned by Climate Exchange plc and have traded in a USD10.5-12.5/t price 
range since the contracts exist. 

…and 2bn carbon 
offset allowances p.a. 

for compliance

We expect a carbon 
price signal lower than 

in Europe by 2020
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CARBON PRICE QUOTATIONS OF US AND EU ALLOWANCES  RANGE OF PRICE FORECASTS (USD/t) 
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This may cause the EU to refrain from linking the EU ETS to such an offset-flooded US 
ETS, since the EU has been seeking to limit the inflow of international offsets for the 
post-2012 period, notably to reach a carbon price signal high enough to incentivise 
internal emission reduction projects through low-carbon technologies. 

Strategic reserve to control price trend 

The bill also calls for the creation of a strategic auction reserve of allowances. In case the 
US CO2 price reaches a level twice as high as EPA projections (i.e. ~USD30/t), the 
administration would be allowed to organise auctions with 'forward allowances' in order to 
"calm down" CO2 prices. 

A boost for demand for offset carbon credits 

This measure may create a potential USD16bn p.a. market for domestic offset credits. 
Since projects will have to take place in non-capped sectors, this puts most of the 
potential in the hands of the agricultural and forestry sectors. For instance, no-till farming 
practices (whose carbon mitigation benefits are controversial) and afforestation projects 
are set to be rewarded by offset carbon credits that regulated companies will be able to 
buy for their compliance with their emissions caps. 

On the market for international offset carbon credits, US businesses may well take over 
from EU industries as key buyers of project-based carbon credits (CERs or any form these 
may take in a post-Kyoto international agreement), since the US ETS would create a huge 
potential annual demand of 1bn-1.5bn credits. This must be compared with: 

 Current demand from EU players – expected to be the main buyers by 2012: the 
EU ETS potential demand is only 1.3bn over the five-year period 2008-2012; 

 The current project pipeline of Clean Development Mechanisms points to an 
average supply of 570 million credits p.a. over 2013-2020 (UNEP RISOE CDM 
Pipeline). 

Increased visibility for 
post-2012 carbon 

offset credits
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II— Free allocation of CO2 rights prevails: 
generous and locked in until 2025 
All sectors but transport fuels are set to receive relatively generous free allocation 
out to 2025, thus preventing sectors such as steel, cement and paper 
manufacturing from facing significant compliance costs. We estimate oil companies 
(e.g. BP) would have to foot a ~USD32bn carbon bill, which could, however, be 
rather easily passed on to customers. This would imply notably a ~5% increase in 
gasoline prices. 

 Industries secured free CO2 rights by 2025 
The coverage of the scheme will be phased in from 2012 to 2016 with industries and oil 
refineries entering in 2014, and natural gas distributors in 2016. At this date, the scheme 
should cover ca. 85% of US 2005 greenhouse gas emissions sources. 

Democrats have come up with an already generous scheme to hand out ~60% of 
allowances for free – out of the total amount of CO2 rights made available (the cap) – to 
regulated players (electricity utilities, natural gas and heating oil distributors, trade-
exposed industries and oil refineries), despite Mr Obama's initial call for a system based 
on full auctioning. 

The amount of free CO2 rights will initially decrease slightly along with the overall emissions 
cap before a quick phase-out period starting not before 2025. While providing long-term 
visibility to industry players, this would in turn lock in generous treatment until 2025. 

The remaining 40% of allowances would either be auctioned off or given to other 
economic players (states, funds, clean energy project developers). The chart below shows 
planned allocation of emission allowances. 

EMISSION CAP AND ALLOCATION OF CARBON ALLOWANCES  
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 Power sector: regulator vigilant on preventing windfall 
profits 
The structure of the power sector and electricity markets varies substantially across the 
US. Historically regulated, some states (e.g. the Northeast, the West Coast and Texas)  
began a deregulation process in the 1970s. The energy mix also differs widely with 
dependence on coal ranging from 1% (e.g. California) to 98% (West Virginia) of power 
generation. 

In order to limit sharp inflation in electricity prices, free CO2 rights would be granted to: 
1) power plants run by local electricity distributors on regulated markets; 2) power 
generators under long-term supply contracts; and 3) coal-fired power plants on 
deregulated electricity markets. 

The draft bill clearly states that the value of free CO2 rights would have to be passed on to 
electricity consumers, in an attempt by the regulator to avoid a windfall profit effect for 
electricity utilities. We therefore do not expect a significant rise in electricity prices due 
to the implementation of a US ETS (as has been the case in Europe) until 2025 and 
the start of the phase-out of free allowances. 

Indeed, we estimate that CO2 allowances granted to the power sector in 2012 would 
represent ~85% of 2005 sector emissions, while the gradual decline in allocation creates 
a shortage of CO2 rights of ~43% by 2025, before surging to 100% by 2030. 

BALANCE OF CO2 ALLOWANCES IN THE POWER SECTOR 
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Even on deregulated electricity markets (e.g. states in the Northeast and Texas; see chart 
below), the increase in electricity prices is likely to remain controlled as the bill calls for 
free CO2 rights to be granted to coal-fired power plants on the deregulated electricity 
market.  

Based on the allocation methodology, we estimate that these installations will 
nevertheless face a shortage of at least 50% from the beginning of the scheme. In our 
view, such a measure will mute the low-carbon advantage of natural gas over coal for 
electricity production and can "justify" a price increase of just ca. USD7/MWh out to 
2020. 

Free CO2 rights 
granted to prevent 

electricity price hikes

Regulatory structure 
limits the windfall 

profit effect

Deregulated coal-
based players also 

granted free CO2

rights
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LEVEL OF ELECTRICITY MARKET DEREGULATION BY STATE 

Source: EIA  

  Heavy industries' competitiveness well protected 

No significant CO2 compliance costs expected by 2020… 

The scheme plans to ensure that the competitiveness of US industries deemed exposed 
to international trade and with high carbon intensity will not suffer from the implementation 
of the cap & trade system. 

The main provisions for this are: 

 15% of total allowances will be given for free to sectors for which CO2 costs may 
affect competitiveness. The allocation will be determined under an output-based 
rebate system (including both direct and indirect CO2 costs); 

 A phase-out of free allowances will start in 2026 and in 2035, unless the President 
decides to pursue free allocation; 

 From 2020, the President can decide to impose a broader tax adjustment to 
protect US industries from competition from foreign products not exposed to carbon 
costs. 

OUTPUT-BASED REBATE-ELIGIBLE SECTORS 

H.R. 2454 eligible sectors 

Pulp, paper and paperboard 

Basic chemicals 

Resin, synthetic rubber, and synthetic fibres 

Nitrogenous fertilisers 

Ceramic, clay, glass 

Cement, lime 

Aluminium 

Non-ferrous metals 
Source: EPA

15% of free CO2 rights 
directed to a list of 

trade-exposed sectors 

The paper, chemicals, 
metals and cement 

sectors spared
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Although the iron & steel industry does not appear in this preliminary list established by 
the EPA, we believe that the list is likely to be supplemented, as the sector was clearly 
mentioned by lawmakers. 

We expect from such a bill neither significant CO2 compliance costs out to 2025 for these 
sectors (see preliminary list in the table above), nor high indirect CO2 costs as the increase 
of electricity prices would be tempered.  

As CO2 costs will barely materialise for these industries (before the phase-out of free CO2 
rights starting in 2025), we do not foresee any substantial shift in competitiveness 
between US and foreign industries, or within industries competing on the same markets 
(e.g. building materials) due to the implementation of such a US ETS. 

…but a low-carbon competitive advantage is set to emerge over time 

However, assuming free CO2 rights are granted based on sector CO2 efficiency 
benchmarks, this would create an intra-sector competitive advantage for players with low 
carbon profiles. Although this advantage is likely to be muted at the beginning of the 
scheme by generous allocations and a low carbon price, it is set to increase in the long 
term, in our view, notably as from 2025 with the phase-out of free CO2 rights. 

EU cement companies with a significant production footprint in the US 

A large portion of US cement manufacturing assets are owned by EU companies. The 
implementation of a cap & trade system would extend the scope of these groups’ CO2 
emissions that is regulated under an emissions trading scheme, and in our view 
strengthen the long-term competitive advantage of being low carbon in this sector (see 
our 'Cement vs. Carbon' report, September 2008, for a more detailed analysis of this 
issue). 

As long as clinker substitution remains limited under US cement norms, the energy 
efficiency of kilns will remain a key option to reduce energy/carbon intensity. We believe 
this underscores the need for those companies to complete 'clean-up' programmes of 
their US assets. 

EXPOSURE OF EUROPEAN CEMENT MAKERS TO THE US 

 North Am. RoW EU (EU-27 est.) 

Buzzi Unicem 26% 27% 48% 

Titan 20% 42% 38% 

Lafarge (pre-Orascom) 18% 46% 36% 

Vicat 15% 49% 36% 

Cementos Portland 13% 17.9% 70% 

Ciments Français 12% 63% 25% 

Holcim 10% 68% 22% 

Italcementi 10% 50% 40% 

Cementir 0.5% 43% 57% 
Source: CA Cheuvreux, Company data

EU chemicals companies such as BASF and Bayer would also be covered by the 
scheme for their US assets. BASF and Bayer emitted 4mt and 0.5mt of CO2-equivalent, 
respectively, in the US/North American region in 2007 and consumed 1.6TWh and 
2.1TWh, respectively, of electricity.  

As for ArcelorMittal, 25% of group's 2008 production is in North America, where the 
group holds a ~22% market share. The group reported 203mt of direct CO2 emissions 
globally and purchased 50.5TWh in 2007. We thus consider it would have high exposure 
to a US ETS.  

Limiting risk on the 
competitiveness of US 

industry…

…and postponing the 
materialisation of a low-

carbon competitive 
advantage 
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 Oil companies set to foot the carbon bill 
Another key difference in the US cap & trade system lies in the fact that it aims to put a 
cap on emissions of all economic sectors (including mobile sources of emissions), and not 
just on heavy industries, as is the case in Europe.  

Rather than imposing a cap on a myriad of emitters (>200m individual autos, and 100m 
residential commercial buildings), the idea consists of an upstream cap placed on fuel 
producers or distributors, corresponding to the carbon content of the products they sell. 

COMBINED DOWNSTREAM AND UPSTREAM CAP ON CARBON EMISSIONS 

Government

CO2 emissions
allowances

Fossil fuels

CO2 emissions

Fossil

fuels

Producers/
Importers

(Thermal) 
usable energy

Acquisition

Extraction

Acquisition

Use for sale

Fuel market
M + C

Limitation

Consumer

Vehicle fuels

Source: CA Cheuvreux 

 

New liabilities and cash outflows for oil companies 

We understand that refiners or suppliers of petroleum products would thus be capped for 
their clients' CO2 emissions (so-called scope 3) implied by the use of the products. Since 
the bill does not plan to grant any CO2 rights to transport fuel distributors, we assume they 
will have to buy an amount of carbon credits equivalent to their cap. 

Considering that the cap is applied to oil companies' refining & marketing business, this 
would create a liability on their balance sheets. For instance, BP owns ~8% of refining 
capacity in the US, and we estimate that the petroleum products the group refines there 
emit ca. 166mt in CO2 once burnt (2007). Therefore, we would expect the impact of 
making oil majors liable for surrendering CO2 rights to be significant cash outflow, 
corresponding to the purchase of CO2 rights.   

The scheme plans to 
also cap ~2bn of 

transport CO2

emissions 

This would make oil 
companies liable for 
the CO2 emissions of 

the products they 
sell…
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OIL GROUPS’ EXPOSURE TO POTENTIAL CO2 COSTS IN THE US 

 Nominal refining capacity As a % of US capacity Transportation end-user 
emissions, mt CO2 (est.) 

Cost of CO2  rights at 
USD15/t (USD m) 

Total US 17.6 100% 1 995 29 925 

BP 1.46 8.3% 165 2479 

RD Shell 0.8 4.5% 91 1360 

Total 0.17 1.0% 20 296 
Source: EIA, EPA, company data, CA Cheuvreux 

Such an upstream cap would be a first, hence a technical challenge, in our view. We do 
not see Europe following this path – at least not between now and 2020 – since all the 
legislation passed with the climate & energy package set rules for mobile sources of 
emissions outside the EU ETS. 

The impact on gasoline prices would remain relatively limited (~+5%)  

However, given the already extremely tight operating margins in the downstream 
business, groups are likely to compensate by passing this extra carbon cost on to their 
clients. Since all players would face an equivalent constraint, we believe the ability to pass 
costs on to clients will probably be high.  

The scheme is thus set to raise the price of transportation fuels. Once burnt, a gallon of 
gasoline and diesel emits 8.8kg and 10.1kg CO2, respectively. At USD15/tCO2, the extra 
carbon cost would inflate retail prices by ~5% and ~6%, for the two types of fuel, based 
on current US average retail gasoline/diesel prices at the pump. 

ESTIMATED IMPACT OF CAP & TRADE SYSTEM ON GASOLINE PRICES 

 Price / gallon 
(June 2009) 

Crude oil Refining D&M Taxes CO2 content 
(kg 

CO2/gallon) 

Effect of 
carbon 

surcharge 
@ USD15/t 

Gasoline 2.62 56% 12% 12% 20% 8.8 5.0% 

Diesel 2.69 52% 10% 17% 21% 10.1 6% 
Source: EIA, CA Cheuvreux

Although this carbon surcharge is likely to increase along with the carbon price, such an 
increase is dwarfed by the high volatility driven by the price of crude oil. 

…leaving them no 
choice but to pass the 

carbon cost on to 
customers 

5% carbon surcharge 
can be expected in 

gasoline prices
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III— Carbon to finance clean technologies  
The development of renewable energies in the US has thus far mainly been driven 
by the implementation of State Renewable Portfolio Standards and Federal 
Production/Investment Tax Credits. Of course, these measures have a cost for 
taxpayers, which raises the question of their sustainable funding. Under the 
Waxman-Markey cap & trade scheme, 13-16% of the value of allowances, which we 
estimate at USD74bn over 2012-2020, would be directed to clean energies. This 
would notably make available USD45bn to help ensure the funding of current 
renewable and energy efficiency mandates.  

However, energy provisions of the bill fail to set significantly more ambitious 
mandates than current ones. If passed, the bill would not be a strong trigger for the 
US wind market and players such as  EDF EN, Iberdrola Renovables and Vestas, all 
of which we rate 3/Underperform. 

Automakers involved in clean vehicle programmes such as Renault-Nissan can 
expect a positive USD9bn in fallout. 

 A USD74bn positive effect for clean technologies 
As shown in section I, the carbon price signal delivered by the proposed cap & trade 
scheme is likely to remain relatively weak by 2020, and certainly too weak to create a 
strong incentive by itself for investments in advanced clean energy projects.  

However, the scheme plans to redistribute a significant share (13-16%) of the total value 
of allowances (USD10.1bn in 2020) to states or directly to businesses to support the 
development of clean technologies. We highlight here that this is made possible by the 
decision not to grant free CO2 rights to the capped transportation sector.  

RNW energies & energy efficiency will take the largest share (4.5-9.5%), before carbon 
capture & storage projects (2-5%), and electric cars (1-3%).  

This may provide ~USD74bn over eight years between 2012 and 2020, broken down as 
shown below.  

CUMULATIVE REVENUES MADE AVAILABLE FOR CLEAN ENERGY FUNDING (2012-2020) 
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Source: CA Cheuvreux 

USD74bn of CO2 rights 
directed to 

renewables, energy 
efficiency, clean cars

and CCS by 2020
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We also highlight that the scheme also plans to direct a substantial share of the  emission 
allowances (in value terms) to fund measures to adapt to the effects of climate change 
(~USD19bn out to 2020, for dykes against rising sea levels, for instance) and to avoid 
deforestation (USD31bn) in exchange for specific forest carbon credits (REDD, Reduced 
Emissions from Deforestation in Developing countries). 

 Clean vehicles: Renault-Nissan well positioned  
Clean vehicle programmes (e.g. plug-in hybrid) may receive ~USD9bn between 2012 and 
2020. 

In the automotive sector, we highlight Nissan (and Renault through Nissan) among those 
set to benefit from the financial support given to clean car projects. Nissan is building up 
its position as a key player in full-electric cars (plan to launch its electric vehicles as early 
as 2010 in California) and will receive USD1.5bn, or 19%, of the USD8bn subsidised loan 
granted by the Federal government (under a stimulus package). 

Daimler may also take a part in the funding, since the group recently bought 10% of 
TESLA Motors (electric batteries market), which is to receive USD0.65bn of the Federal 
super loan. 

Fiat-Chrysler has also already proven successful in winning half of a USD448m grant from 
the Department of Energy in a plan to develop electric vehicles. 

 Carbon capture & storage: a push for a market to emerge 
In nine years starting in 2012, we estimate USD16bn will be made available for early CCS 
projects. This funding will last until 2050 and will be gradual over the period (e.g. reaching 
USD4bn in 2020), with a significant step-up planned in 2018.  

We consider this would increase the chance of a market emerging as from 2020, as the 
deployment of demonstration plants should help reduce the costs of this technology, 
which remains prohibitive (USD35-100+ per tonne of CO2 abated), notably with regard to 
lower prospects for the carbon price in the US than in the EU. 

Capital goods players such as Siemens and Alstom expect to be able to start 
commercialising CCS-equipped power plants around 2015.  

The development of CCS technology is also likely to create a market for industrial gases 
players (e.g. Linde, Air Liquide), as suppliers of oxygen (for oxy-fuel applications) and 
providers of transportation facilities for carbon dioxide (to sequestration sites). 

Despite strong support from regulators around the world, we believe it is too early to play 
this story, as the economics and sustainability of this technology have yet to be proven. 

 No green electroshock expected despite carbon funding 
The USD45bn of the total value of allowances will be directed to states and not private 
players. This is likely to participate in the funding of support policies for the development 
of renewable energies and to help states to achieve renewable energy mandates. 

Current State Renewable Portfolio Standards (RPS) point to a target requiring some 
190TWh of additional electricity from renewable energy sources by 2020 (or app. 63GW). 
Assuming each subsidised megawatt-hour costs ca. USD20 to the administration’s 
budget, this would add a USD3.8bn cost burden for taxpayers in 2020.  

This figure must be compared with the USD4.2bn-6.2bn of emission allowances value set 
to be dedicated to the development of renewable and energy efficiency each year. 

Nissan well positioned 
to grab a share of the 

USD9bn dedicated 
carbon funding

A USD16bn carbon 
push to help CCS 

technology get started

USD45bn of carbon 
credits to help states 

with the funding of 
their renewable 

mandates…
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Proposed renewable energy mandates do not create a new deal 

We note that the Waxman-Markey bill also sets federal "Renewable Electricity Standards", 
i.e. a mandate for utilities to obtain 20% of electricity from renewable energies by 2020, 
but with the possibility to satisfy up to 25% of this standard with electricity savings 
(energy efficiency). The draft proposed by the Senate is even less ambitious (12% by 
2020).  

Since these proposals do not really deviate form current mandates (RPS: Renewable 
Portfolio Standards) and business-as-usual expectations, such provisions are unlikely to 
raise market expectations. 

 

COMPARISON OF CURRENT AND PROPOSED RENEWABLE ENERGY TARGETS BY 2020 

0% 5% 10% 15% 20% 25%

Current State RPS targets (mandatory only)

RPS targets (Mandatory, Nonbinding and
Proposed)

House Stated Target (Proposal)

Adjusted for exemptions, efficiency, baseline

Senate Stated Target (Proposal)

Adjusted for exemptions, efficiency, baseline

% of Renewable Energy in electricity required to meet mandates by 2020 (estimates)

Source: CA Cheuvreux  

Therefore, although we estimate that the prospect of carbon revenues to fund renewable 
energies is good news in itself, the obvious lack of upside on renewable energy mandates 
proposed by the currently debated energy bills is likely to weigh more. 

We summarise below the exposure to the US (as a % of sales) for our universe of 
renewable energy stocks. 

EDF EN, IBR and EDP 
are most exposed to 

the US

…but renewable 
targets unlikely to be 

raised significantly
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RENEWABLE PLAYERS' EXPOSURE TO THE US 

 % of sales in the US 

Centrotherm PV Below 3% 

Conergy Ag Below 3% 

Manz Automation AG 5% 

Q-Cells Below 3% 

Rec Asa 8% 

Roth&Rau 4% 

SMA 7% 

Solaria 0% 

Solarworld 8% 

Wacker Chemie 20% 

Acciona 3 to 4% of EBITDA 

EDF Energies Nouvelles 49% 

EDP (Renovaveis) 32% of EBITDA 

Iberdrola Renovables 38% EBITDA 

Terna Energy 0% 

Gamesa 10% of EBITDA 

Nordex 6% 

Vestas 26% 
Source: CA Cheuvreux
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IV— Still lost in a legislative maze 
The White House is putting pressure on Congress to move quickly to pass a climate bill, 
as it has been defined as a top priority for Mr Obama's presidency.   

However, it remains very difficult, in our view, to see a text passed by the end of this year, 
in other words by the Copenhagen deadline in December. 

By passing the House of Representatives, the climate bill has not even made it through 
half of the complex US legislative process. To become law, the bill will need the 
approval of three key authorities: 1) the House of Representatives; 2) the Senate; and 
3) final approval by the President himself. 

 

LEGISLATIVE PROCESS THROUGH THE US CONGRESS 

Bill introduced in the House
by its sponsors

Key committee(s) review
and amend the text

House debates
and can amend

(several legislative calendars) 

House passes the bill

Bill referred to
the Senate

HOUSE OF
REPRESENTATIVES SENATE

Relevant committees review
and amend the text

Full Senate debates
and can amend measure

(only one legislative calendar!)

Senate passes the bill
or an amended version

Reconciliation of
differences of texts

(if needed)

CONGRESS

PRESIDENT

Signs measure which
becomes law

 

Source: CA Cheuvreux, Congressional Directory 

We expect Obama not to oppose the bill as long as it contains a cap & trade system with 
an emissions cap in line with the objective defined during the presidential campaign, i.e. 
bringing US GHG emissions back to 1990 levels by 2020. 

In our view, however, the Senate is a strong obstacle for the bill on its path to becoming 
law – and especially to become law by year end. 

Waxman-Markey is 
not yet halfway 

through the legislative 
process

The Senate is the key 
obstacle
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 The Senate hurdle looks much higher than the House  
Along with winning the presidential elections, Democrats strengthened their position in 
Congress and currently (as at 6 July 2009) hold 58 seats in the Senate, plus two 
independents that tend to vote with the Democrats (i.e. 60% of votes). 

COMPOSITION OF THE HOUSE OF REP. (AS OF MAY 2009)   COMPOSITION OF THE SENATE (AS OF JULY 2009) 

Democrats
59%

Republicans
41%

 

Republicans
40%

Democrats 57%

Independents
2%

Source: CA Cheuvreux  Source: CA Cheuvreux

However, their position in the Senate for passing a climate bill is much less comfortable 
than in the House of Representatives, because: 

 Although Democrats now have a 60-vote "super-majority" allowing them to 
avoid the opposition blocking a vote (via a “filibuster”, or endless debate aimed at 
preventing a bill from coming up for a vote), this requires them to muster all the votes 
on their side. In contrast, rules in the House of Representatives do not permit 
filibusters.  

 The composition of the Senate (two representatives for each state) does not play 
in favour of the climate bill. Due to economic and distributional effects of the bill, the 
issue tends to break across partisan lines. For instance, our analysis, in the table 
below, shows that more than 50% of Democratic House Representatives in 11 states 
with higher-than-average emissions per capita opposed the bill or were undecided 
(“fence sitters”) the day before the House vote (source: E&E daily, 25 June 2009).  

 

CORRELATION BETWEEN STATE CARBON INTENSITY AND CLIMATE BILL SUPPORT

Democratic congressmen State Carbon per capita 

No “Fence sitter” Yes 

% No votes + fence sitters in total 

AL Very high 1 1 1 67% 

AR High 2 1 0 100% 

GA High 1 3 2 67% 

IL Low 1 2 9 25% 

LA Very high 1  0 100% 

MS High 1 1 1 67% 

ND Very high 1  0 100% 

OH High 2 4 4 60% 

OK Very high 1  0 100% 

PA Low 2 4 6 50% 

UT High 1  0 100% 

WV Very high 2  0 100% 

TX High  7 5 58% 

Source: CA Cheuvreux, EE News 25/06/09, UCLA 

A Democratic “super 
majority”, but by a 
razor thin margin

Geographical bias 
outweighs partisan 

lines
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On the other hand, in the House Committee, only one Republican – representing a 
California congressional district with high potential for wind and solar projects – voted in 
favour of the Waxman-Markey draft bill. Some ten Democratic senators expressed 
concerns over the bill. In our view, the bill already includes important concessions to 
industries and Democrats representing coal or heavy industrial states at the House level.  

 Timing: The Senate's calendar is tighter and is filled due to healthcare reform, 
which is another key priority for the Presidency. Although the Senate's environmental 
committee seems ready to handle the bill quickly, and to vote on it by year end, the 
prospect of seeing a vote on the full Senate floor by year end remains very unlikely. 

 The breakdown of committees implies a split in the Waxman-Markey bill: 
Senate committees are organised in a different manner than in the House, so that the 
comprehensive climate & energy bill designed by a single House committee will be 
handled by two different committees in the Senate, with the risk of losing the budget 
equilibrium of the whole bill (e.g. the cost of renewables, funded by emissions 
allowances) or raising protests (e.g. from “Blue Dogs”, i.e. Democrats that are 
conservative on fiscal and economic issues).  

To conclude, we estimate that a vote of the Senate environment committee is possible in 
the months to come, and that the draft bill will not be significantly altered as Senator 
Barbara Boxer, chairman of the Senate committee on environment and public works, has 
stated that her committee will use the Waxman-Markey framework to design the bill. 
However, a full Senate vote remains very unlikely by year end and precipitating the vote 
may be risky, as a “No” would cast a shadow over the US position at the Copenhagen 
international climate talks. 

Tight schedule by the 
end of the year 

Copenhagen looms, 
but a rush may be 

risky
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V— A trigger for Copenhagen? 
While encouraging, the emissions reduction target defined by the US is considered 
far too weak by Europe and emerging countries. The move by itself is thus unlikely 
to unblock UN climate talks. In this context, we still consider it unlikely that the EU 
will strengthen its 2020 reduction commitment from 20% to 30%. 

 Climate science: things look even worse than expected… 
We estimate that the challenge and the need to act is now well recognised by 
governments across the globe. Recent scientific findings tend to highlight how urgent a 
policy response is. 

The Intergovernmental Panel on Climate Change (IPCC) released its Fourth Assessment 
Report in 2007. In the years since then, many scientific reports has been published, many 
of which are relevant to policy decisions that will be made before the next IPCC 
assessment, due in 2014. 

Among new scientific insights, we note: 

 The link between fossil fuel emissions and many aspects of climate change is 
increasingly clear. Indeed human-induced climate change affect multiple systems, 
both physical and biological, in polar temperatures, global precipitation trends, the 
hydrological cycle of the western United States, atmospheric moisture content and 
hurricane formation in the Atlantic and Pacific Oceans. 

 Ocean acidification severely threatens marine ecosystems and fisheries (155 
scientists declared that ocean acidification threatens the world’s coral reefs, shellfish, 
and marine ecosystems generally). 

 A better understanding of the behaviour of large ice sheets, combined with 
observations of rapid melting, have raised projections for the rise in sea level in the 
21st century (between 0.2m and 0.6m forecast in 2007, and from 0.5m to 2m more 
recently). Antarctic ice shelves are collapsing more rapidly than expected. Arctic sea 
ice is also melting more quickly than projected. 

 Permafrost is thawing more quickly than previously thought (risk of a release of 
methane into the atmosphere). 

 The effects of climate change may persist for more than 1,000 years, even after 
human-induced emissions of CO2 stop completely. 

 Unmitigated CO2 emissions will likely generate greater warming than previously 
estimated.  

 …but climate plans fall short of the climate stabilisation 
pathway 
Once summed up, we find that the reduction targets proposed so far by parties of the UN  
Framework on Climate Change fall short of: 

 The 25-40% emission cut that must be accomplished by developed countries by 
2020, as stated by the IPCC and included in the Bali Roadmap; 

 The climate stabilisation pathway defined in an attempt to limit global warming to 
+2°C by 2100. 

The need to act is now 
broadly recognised…

…and recent scientific 
data further stresses 

the urgency…

…but political 
proposals fall short of 

scientific 
recommendations
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The US position makes the pledge of a 25-40% cut unachievable… 

At the Bali UN conference, the objective assigned to rich countries of cutting their 
greenhouse gas emissions by 25 to 40% by 2020 compared to 1990 levels was included 
in the Bali roadmap text, which framed the negotiations around a target of developing a 
renewed climate pact at the Copenhagen meeting in December 2009. 

This figure is currently the full focus of negotiators’ attention and blocks any progress in 
the positions of parties, since current proposals by developed countries point more to a 
combined 10% cut.  

As the US accounts for ~40% of GHG emissions of developed countries and its "best" 
objective is a 7% cut in greenhouse gas emissions by 2020 compared to 1990 levels, we 
estimate that developed countries – as a group – simply cannot come to the negotiation 
table with an overall objective within the scientifically recommended 25% to 40% range. 

Even assuming that Canada and Japan may toughen their reduction targets to present an 
effort (compared to 2005 levels) similar to the EU’s 30% option, the US would have to 
double its currently proposed reduction effort (-40% instead of -20% by 2020, compared 
to 2005 levels) to allow rich countries' combined objective to merely reach a 25% cut. 

The 40% cut requested by China in a position paper published in May ahead of UN 
climate talks in Copenhagen is out of reach, in our view. 

EMISSION OBJECTIVES BY 2020 PROPOSED BY 
DEVELOPED COUNTRIES – IF NO AGREEMENT 

 EMISSION OBJECTIVES BY 2020 PROPOSED BY 
DEVELOPED COUNTRIES – IF AGREEMENT* 

 Emission limit 
targeted in 2020 

Emission cut 
versus 2005 

Emission cut 
versus 1990 

Australia 421 -21% 1% 

Canada 577 -22% -3% 

EU-27 4 458 -14% -20% 

Japan 1154 -15% -9% 

Russian 
Federation 

2 994 41% -10% 

Ukraine 738 73% -20% 

United 
States 

6 135 -14% 0% 

Total 16 476 -5% -10% 

  Emission limit 
targeted in 2020 

vs. 
2005 

vs. 
1990 

Australia 396 -25% -5% 

Canada 577 -22% -3% 

EU-27 3 900 -24% -30% 

Japan 1 154 -15% -9% 

Russian 
Federation 

2 827 33% -15% 

Ukraine 738 73% -20% 

United States 5 685 -20% -7% 

Total 15 278 -12% -16%  

Source: CA Cheuvreux, UNFCCC  * or best proposal                                                   Source: CA Cheuvreux, UNFCCC 

All rich countries already propose a reduction objective at least equivalent to the one 
proposed by the White House, both relative to 2005 and 1990 levels.  

Therefore, unless the US proposes more, the countries that have put "increased targets" 
on the negotiation table in the case other developed countries also commit to  
"ambitious" reduction targets, are likely to be reluctant to activate this option, in our view. 
This is valid for the EU, whose option to raise the reduction target from 20% to 30% is 
subject to a full legislative co-decision procedure. We reiterate our view that the 20% 
reduction scenario for Europe remains more likely. Our long-term CO2 price forecast 
(EUR30/tCO2) is based on this scenario.  

…which calls into question the +2°C stabilisation pathway 

The US administration has not embraced the EU objective of limiting global warming to 
+2°C and the associated stabilisation pathway (notably referring to 25-40% cuts required 
in rich countries). 

US proposal too weak 
for rich countries to 
fulfil the 25-40% cut 

required…

…thus blocking 
negotiations with 

emerging countries

EU seen unlikely to 
trigger its 30% cut 

option
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Current objectives (if respected) would put the world on a path to a +3°C rise in average 
global temperatures (concentration of CO2-eq. stabilising at 550ppm). According to 
scientists, this would open the door to additional climate change effects (e.g. loss of 
coastal wetlands, higher risk of species extinction, and abrupt shifts in the climate 
system). 

 

DIFFERENT STABILISATION PATHWAYS PROPOSED BY THE IPCC 

Scenario  Parties 2020 2050 

Rich countries -25% to -40% -80% to -95% +2°C (450ppm CO2-eq) 
Emerging Substantial deviation from baseline Substantial deviation from baseline 

Rich countries -10% to -30% -40% to -90% +3°C (550ppm CO2-eq) 
Emerging Deviation from baseline Deviation from baseline, especially 

in Latin Am. and Middle East 
Rich countries 0% to -25% -30% to -80% +4°C (650ppm CO2-eq) 

Emerging Baseline Deviation from baseline in LatAm, 
Middle East, East Asia 

Source: IPCC 

 

Adaptation theme would 
be strengthened if the 

world agrees to 
concede 1 more degree

to global warming
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