D
)
D

:
"

PoTsDAM INSTITUTE FOR
CLIMATE IMPACT RESEARCH

[
1
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ETS up for reform to deliver in four directions

Ratcheting up
Driving decarbonization
1 more than just marginally

Internationalization Ratcheting out
Option to implement 4 2 Expansion to Non-ETS
CBAM, linking sectors

Preserving integrity 3

Avoiding waterbed effects
from overlapping policies
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Containing speculation while riding the regulatory
monster wave

A
regulatory

uncertainty

I I
2021 2025

e Regulatory uncertainty opens door to speculation, which...

e amplifies price uncertainty/volatility, destabilizing the market

|”

e creates negative feedback on politics (whether “real” or not)

= Future role the ETS can play will hinge on containing speculation in next years
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MSR (as is) unlikely to be of much help
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In anticipation of the TNAC falling below the intake threshold, speculators may squeeze
the market by buying and holding enough allowances so that the threshold is not
breached.
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Let there be a price collar

e Consider price collar (PC) energy ecu
as a potential remedy,
Opt|ma”y already in MSR EU ETS: The Market Stability Reserve

. should focus on carbon prices, not
REV|€W allowance volumes

June 16, 2020 by Michael Pahle and Simon Quemin — Leawe a Comment

* Main questions to be answered:

e Can PC effectively contain speculation to the “efficient” level?
e |s PCitself “speculation proof”?

e Can PC, as a positive side effect, facilitate ETS expansion and help alleviating
waterbed effects from overlapping policies?

e Can PC deliver on more ambitious 2030 targets?
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https://energypost.eu/eu-ets-the-market-stability-reserve-should-focus-on-carbon-prices-not-allowance-volumes/
http://hdl.handle.net/10419/217240
https://www.econstor.eu/handle/10419/216726
https://arxiv.org/abs/1906.10572
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