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Market-based mechanisms for emission
reduction: examples

BRI AL ElFRZEp

« EU Emissions Trading

System * %EﬁﬂFﬁQQ%%UE

« US RGGI (Regional o FEEZRAbHX X R ES
Greenhouse Gas Initiative) RIRAE I (RGGT)

e Australian White o I A BUEFHE
serinicets schemes « B I 5

e Italian White Certificate T A2 b
Scheme : ﬁﬁ@ﬂ:ﬂlﬁﬁlﬁc%ﬁ%ﬂfﬁ

« New Zealand ETS 7N

e And more...
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Market-based mechanisms (MBMs) for emission
reduction: general points

BRPERI T © BT R

« MBMs can be useful o THIHNLEIWK KIEAEH
* However, they are justtools  « (A1 H ERERSE T A

« An overall low-carbon plan . NASTH AR R R 2 %ﬁ&ﬁ

will need many tools;
MBMs can’t do the whole %Eﬂ’éi,\, 3L AR
job R

e Around the world, some * ﬁﬁ?ﬁ; W ’ ﬁﬁ%m%ﬂ%
success with MBMs, but Bl B R D =45, (BAAFAEIR

also lots of mistakes % |n] @i
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Two types of market-based mechanism

5 PRI
1. Permit scheme: eg, 1. WAERIEE: W “S=
“cap and trade” scheme Eil 52 57 il
2. Energy efficiency 2. BeRGEBHE . W “H
certificate scheme: BAE”

eg, “white certificate”
scheme
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1. Permit schemes

1. YFEIEFIE

« Obligated parties required N 55T E HIUBR 14 H]

to obtain a permit for each

unit of emissions o P EPE SR E T E Rk
« “Cap and trade” is the best- % T T F ) 2 —

know variety of permit

scheme o R EREIHER B
« Examples: the EU ETS, BV ZHAS SIS - EE

New Zealand ETS and TR KRR B d s

RGGI in the US (RGGI)
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2. Energy efficiency certificate schemes
2. BERCEPHIE

* Oneor more entities (eg, large « #Hz—AEELZAN A (KA
firms or grid companies) are NE AT NG DAt Es 1N
obligated to stay within atarget  #33 — HAR HEK

level of em_issions o STARBRAETTE
* They do this by: — FEAG P A
— reducing own emissions RIS A Al S A
— or by buying certificates R H P 3RAE IE
representing EE o Rl WM. BRI, EE
Implemented by others I

e EQg: Australian, Italian and
French white certificate
schemes.
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Key Lessons (1)
FEZL (D

» Market-based mechanisms
must be carefully designed and » & T AN LHIZGEIFEARY T
managed to achieve a desired RESL IR - W ORI » TI5RE

result 38

» International experience shows

most market-based schemes > [E[fR&LIGFEHH » KZSEINLELAN
have had to be modified B EEERIVEIENSEE > DA

numerous times to address IS ey S N S S 1=} i
unanticipated problems

» If secondary market trading Is . =52 B = 41y i 17,0958 B SIS 5 )

adopted, an agency mustbe g g MR FZAUEAS 5
designated and authorized to ST SRS T,

watch its performance closely
and manage it carefully

Energy solutions

for a changing world




Key Lessons (2)
FEZL (2)

> Aclearly defined targetorcap  » i%imhml!ﬁ]ﬁﬁﬂ’] B fRel 5

IS critical =

> Policymakers often end up > BESTEHE. HEEBEI
adding features that A I BT RE 2 (B B 4
undermine their own cap or = B,

simply set the cap too high. > IR TS
» If a scheme includes secondary HIE, HEPEHIKEERY

market trading, the level of the EFEMNREE. REAIXES

cap will be the most important IEBHMNE, EeEEE R

factor determining the value of thBEEZMSE5XX 5

the tradable instrument and FHRRA: o

the Incentive to engage Iin

trading
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Key Lesson (3)
FEZK (3)

» Linking the scheme to
energy efficiency is essential

» US RGGI is a good
example: auction permits
and use revenue for EE

» Relying on price signals
alone to reduce energy use
and deliver gains in energy
efficiency is unrealistic
because, to achieve results,
these prices will have to be
unacceptably high

Energy solutions

for a changing world

> KRR ILE S RERIE

» ZERILXHEREE S #E
(RGGI) N RA4fFrI %]
IR FASRHERGS AT RS
PR RO S 1R E HERK

trigfE= ki Aeeflie
MEANIEH, HmAS
B Eig

> %ff;‘;
= RE
Bx




Key Lesson (4)
FEZL (4)

Limiting the initial pilot
programs to the power sector is a
reasonable approach

No government has yet been

> FEMMGER, MEJIE A
AR
> BRIEREEM—TERB T H
et ot
successful in designing a single &fri_ %L\/ﬂi\iﬁéi@ﬁii%*ﬂ%”’ AE
comprehensive market-based W m TR FREED ]
mechanism that covers all sectors ~ @/\El REMEHSIE T (D%
Many governments have initially ﬂ' | ”BE> 1*?{7?]]*6’]53,:5\’\
limited the focus to the power >~ BEEBURBIAMTHZAIEE,
sector (or just a few sectors) LU BRI BT SEE AT Ao

As policies are fine-tuned,
coverage can be broadened
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Regional Greenhouse Gas Initiative (RGGI)
XI5 IR = SARME W (RGGI)




RGGI' Key Points
DR b AR N (S Y

o EEEH MR LI NE First mandatory, market-
5T COy JHE T based LO, emissions

VL ey L, o reduction program in U.S.
» ORI (0, PR » Power sector CO, capped; 10%

R 2] 2018 FSLHL reduction by 2018

10% e Cap-and-Invest: a two-
o “IRAMAPEE” BAWE % pronged reduction strategy
By ] {)jZfHF szﬂ]% = CO2 allowances are auctioned.
e . \ . = Asof 3/11/11, regional
" BRI auctions generated USD $861
= £3/11/11, XL~ 4ET million.
8. 611437t = Auction revenue is invested in
o SR ANTEE TN IR E] state programs for renewable
A BEYE R BT & energy and energy efficiency.
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RGGI Mechanisms
X S A I = AR UL

« 3'dparty audit and verification  , &5 — gt BT A RE B S
of allowance auctions B = 7 H S VT AU AR

e Transparency through market B %
monitoring reports for each o O B FIFARIE BT M A,
Simmarzng restilts anc i 1 3 AT 2 D
bidding behavior P

* Regulations and procedures . I S22 B v R A
adopted by each state %) ”7'? g ?/_J%M;FE%}%

« 2012 mid-course review to o 20124 34T F HARY B PPA
assess progress, consider and 2R IR UR SR I H B T )
recommend future program FHER B A5

direction and emissions goals
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RGGI Benefits to Date
VA4 X SRR B SR AE TR 2 2

e $441 million invested in o IR T HIHMAA. MM22ETCRE

additional ener i b L VR 2k

efficiency progr%%;ns, fgg H UL, a1l

resulting in energy U N

savings of $1.1 billion o FUAMPIIN N AR 26445
o Additional gross state yv

product of $2.6 billion o (EIFEE100 52 TR B R
 Estimate of 45 job-years G Re P ALARANERE S, B

per $1 million of energy 20114F3 F 7 s 48 it

efficiency funding, or 20, 0004 4E 5 5\l

over 20,000 new job-
years as of March 2011.
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Conclusion
2

» The mosft successful m_arket-l?ased > BRETIT N GEE 5 AR L
mechanisms are combined with B IR R BE S B I A

) _ _ <H :
programs that invest directly in V1RE o
energy efficiency

» Permit schemes can “recycle”, or
reinvest, revenue from permit
sales into cost-effective efficiency
programs

» Energy efficiency certificate \ » ~
schemes achieve this same result > BERUEHHIEEEE BRI

- YENERIRE B R, 8¢
R, B AT T
BHILA B AT A
ZEIF BRI H .

more directly by requiring FNRIAFFHYRER - RS2SR BN
obligated parties to invest in NS aE A RO H 7
energy efficiency or buy efficiency TIRET > B NSLRERCIE
certificates FILETI8E H FRo
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About RAP

The Regulatory Assistance Project (RAP) is a global, non-profit team of experts that
focuses on the long-term economic and environmental sustainability of the power
and natural gas sectors. RAP has deep expertise in regulatory and market policies
that:

= Promote economic efficiency

= Protect the environment

= Ensure system reliability

= Allocate system benefits fairly among all consumers

Learn more about RAP at www.raponline.org

Chris James
cjames@raponline.org
617-861-7684 (Pacific time)

Global The Regulatory Assistance Project 50 State Street, Suite 3 phone: 802-223-8199 www.raponline.org
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