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Two ETS with carbon price balancer
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Carbon price

Start with two separate ETS

Use carbon price balancer (linking)

to manage price differences between the
two systems in the short run
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@ linking activated : Carbon price balancer

D
D

o

[

bruegel

~



D

Carbon price stabilizer
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Carbon price
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Carbon price stabilizer

D
y

Build in long-term convergence

Use carbon price stabilizers (price collar)
to address the commitment problem and
ensure price convergence
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Carbon price amplifier
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Carbon price

electricity/industry buildings/transport
(EU-ETS) (2nd ETS)

e= Carbon price ' Carbon price amplifier

D
y

I
|

l
© IIIII

= |

|

i
]
]

Trigger fast investment and innovation
Use carbon price amplifiers
(additional policies) to address the
commitment problem and other
externalities
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First best carbon price (universal, credible,
durable) required, but four considerations

?) 0 ?) 0
Consideration Proposed solution Arising challenge Proposed solution

Market readiness

Possibly (too]) large :
> Two separate ETS }} Carbon price balancer
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: o Overlapping policies : "
_>Carbon price amplifier > e E e (> Carbon price stabilizer

Competitiveness and
social equity concerns

Commitment problem

Other externalities
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