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Forest carbon markets are rapidly evolving as the importance of forests in tackling climate
change is increasingly recognized and rewarded. Almost 25% of global carbon dioxide
emissions are now covered by pricing mechanisms and forestry is one of the most popular
sources of carbon credits. This study looks at the role of forests in climate change, the growth in
carbon pricing mechanisms, and the market for forest carbon. It also considers the potential
impact on wood supply, with three important case studies; the US, EU and New Zealand.
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Forests’ role in climate change

» Role of removals in achieving net emission targets
 Global forest carbon emissions and sequestration

* Attractiveness of forestry as a climate change lever

Carbon pricing mechanisms

« Growth in carbon taxes and cap-and-trade schemes
» Demand, supply and pricing of carbon credits

* Role of forestry in carbon credit markets

Forest carbon markets

 Types of projects and criteria

 Supply of credits: government and independent
« Outlets for credits: compliance and voluntary

« Demand and supply growth by type and region
» Market participants in supply chain

Implications for wood supply
* Impact of REDD on tropical timber supply

» Impact of afforestation / reforestation on new forest
establishment and future wood supply

* Impact Improved Forest Management on forest
growth enhancement and deferred harvest

» Expected net impact on timber supply by region

Regional case studies

» New Zealand: an established compliance market
 United States: an evolving independent market

» European Union: a huge latent compliance market

Example exhibits

Forest carbon emissions and
sequestration by forest type

Tropical forests are important for avoided deforestation, while
sequestration is important in all forest types

Ferest carbon emissions and sequestration, 2001-2018; GICO, per year

Forest lypes

Carbon prices on leading
exchanges and by project type

Prices are rising for carbon emission allowances, and credits from
nature-based projects sell at a premium
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Forestry and land-use credits
supply by project type

Independent supply of forestry and landuse credits has boomed
over the last decade with mainly REDD and A/R projects

Forestry and landuse credits, indepandent supply; Milion toanes Share 2010-22; + Indepandant
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Questions the report helps answer

* How can forests help address climate
change, in different world regions?

* How are regulators pricing carbon?

* What does the forest carbon market look
like (size, growth, segments, players)?

* Where are credits generated and bought?
* How do forest owners earn carbon credits?

* How is demand for forest carbon credits
impacting forest management?

* How can that impact future wood supply?

* What learnings can be made from forest
carbon markets in the US, EU, NZ?

* What challenges does the forest carbon
industry face, how can they be resolved?

Who the report is most relevant for

» Forest owners in North America, Europe
and Oceania

* Timberland investors

» Wood buyers (saw-, pulp-, panel- and
pellet mills)

» Carbon credit buyers and traders
» Forest carbon project developers
« Governments and NGOs

* Analysts, consultants, financial institutions
and industry associations

» Suppliers to forest industries,e.g. logging
equipment

Example exhibits

IRR of forest plantations with rising carbon prices.

Rising carbon prices could lead some owners of afforestation
projects to never harvest

+ While carbon markets
can drive increased
planting, higher prices
can also lead to forests
being removed from
production, even

Tustrative: IRR of plantation forest regimes with rising carbon prices; Percent

Assumptions

I Timber-only I Timber+carbon Il Carbon-only

+ Assumptions for
timber-only and

timberscarbon plantation forests under
regimes shown on AR systems.
page 50

+ Under a typical NZ pine
regime, the break-point
seems around x-y USDIt
Already, a significant
share of AIR projects in
NZ are for carbon only,
under a separate
mechanism for
permanent carbon sinks.

+ In carbon-only regime,
i forestis grown to
maturity and never
harvested, assuming
managemant cost
20% lower (80
USD/ha yr) and
carbon sequestration
2.5xas large (1000

tha) Carbonprice: USDCO;  + Higher wood prices could
Timber+Carbonis Carbon-only is be necessary to maintain
mostattractive mostatiractive sufficient wood supply.

SOURCE: itaniews, A analysis OVoxatlyacumen

New Zealand projected wood supply to 2060.

The planting boom could cause increased harvestin NZ a
in about 20 years from now, but large uncertainty remains

New Zealand official wood availability forecast; Million m?

W Large-scaie owners  * The latest 50-year forecast of New

Zealand's wood avallabilly suggests a rise
in harvests from around 2040 - not
surprisingly given the growth In new
plantings in 2019-22

« The increase in harvest is not exceptional in
a historical context, e.g. compared to current

Ml smal-scale owners
Scenario 1 Actual Forecas

Large-scale
[z

availasilty.

« There also remains a lot of uncertainty
regarding the role of carbon. The current
surga In planting is still new and lower than &
similar surge in 1990s = It is too early to say
if planting will continue to surge, or decline

« With continued strong carbon prices and
favorable treatment of forestry in the NZ
ETS, planting will probably continue ta grow.

- But very high prices could cause lower
harvest, if forest owners participating In the
ETS decide not to harvest at all, thereby
increasing the number of cradits they are
sligibie for (and foregaing timbr incame).
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Impact of LULUCF targets on EU wood supply.

To meet LULUCF targets, some EU countries might need to @
reduce annual harvest by up to x%

Potential impact of EU LULUCF" targets on forest management (selected countries)

= EU's targets for higher
carbon sinks will

Sweden Finland Germany require forest to be
managed differently
Target sink 2030 (MtCO,eq./year) x x x + The impact is probably
\ | ] modest at x-y%
1 | | reduction in harvest (or
Current sink (MICO,eq./year) - x - x LB

forest growth) at

Required increase of sink x x x national level.
+ However, represents a
CO; per m® factor X signicicant loss of

income for forest
owners — one for
which, they can
demand
compensation,
potentially through
carbon credits

Required addition forest .!

sequestration (milicn m?/ year)

Impact on wood supply?
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Pricing options

* Corporate license: USD 3900
» Single-user license: USD 2800
+ Data (additional):  USD 500
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» 80-page report in easy-to read slide format

» One of authors available for 45 min interview
» Access to ppt slides can be discussed

For more information or to order
O’Kelly Acumen

Mr. Glen O’Kelly
Stockholm, Sweden

aglen.okelly@okelly.se
+46-73-56 98 039

www.okelly.se

?NOo’KellyAcumen


mailto:glen.okelly@okelly.se
http://www.okelly.se/

	Slide 1: Forest Carbon  Markets
	Slide 2

