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Objectives and Scope k& X8 540G HEH

» Explore possible pathways of how an enhanced Emissions Trading System (ETS) could put the electricity
sector on an emissions trajectory that accelerates its alignment with China’s carbon neutrality target
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» Explore the effects and interactions of China’s ETS with its renewable energy policy in the electricity sector,
namely renewable portfolio standards (RPS), and how the policy mix could be better coordinated
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» The analysis focuses on the impacts of three different potential ETS designs on CO, emissions, generation
mix, costs and policy interaction with the RPS
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Scenario design {F Rt
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RPS
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RPS-ETS
A e O A -
B 737 1 55

ETS+BM
BT I+ FE R 5%

ETS+Auction
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No emissions trading system
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Intensity-based ETS with free allocation (as implemented in China)

ST HEGRZ . S P BCRCA B T I (e [ 22 iy S (B T 32 vt

Intensity-based ETS with strong tightening of the coal benchmarks used
for allocation of allowances
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Intensity-based ETS with introduction of auctioning
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Cap-and-trade ETS with free allocation
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Same non-hydro renewables
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CO, emissions & ALFRHFK

CO, emissions trajectory from electricity generation by scenario, 2020-2035
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Electricity sector emissions peak before 2030 with current RPS and ETS policies...
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CO, emissions & ALFRHFK

CO, emissions trajectory from electricity generation by scenario, 2020-2035
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... while ETS designh enhancements can accelerate electricity sector alignment with a carbon neutrality trajectory
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Decarbonisation drivers J&HEE% |emqw

Additional emissions reductions by type compared with the counterfactual RPS Scenario, 2025-2035
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Generation mix KX H4EH

Electricity generation mix by technology and scenario, 2020-2035
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All Enhanced ETS designs accelerate phase-down of unabated coal but lead to very different generation mixes
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Costs BURBA R 2

Total system cost by scenario, 2035
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Difference compared to RPS-ETS +5.904 +1.4% 0%
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(excluding auctioning cost)

Cap-and-trade ETS could achieve more than 800 Mt additional CO, emissions reductions at no additional cost
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What is driving the results? 2 AEREBERERAF?

Scenario Means of allowance allocation Consequence Result
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RPS-ETS Free; technology-specific fossil Non-fossil fuel technologies cannot Emissions reductions through coal

] AR BE IR lo A ) - fuel benchmarks receive allowances efficiency and expensive coal with CCUS

it = WAL AR LA AR OB A RO TE SRS FL A HEB B HE RERERTH AT TE N 5 51 I CCUSEL
Ir R BB R A A HE I

ETS+BM Free; more stringent technology- Non-fossil fuel technologies cannot Emissions reductions through coal
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ETS+Auction Partial auctioning; rest for free Increase in cost for emitting power Emissions reductions through cheaper
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The way allowances are allocated in China’s ETS has a significant impact on the results
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Green electricity premium and non-hydro renewables share by scenario, 2025-2035
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Auctioning or a stringent cap in the ETS could provide the financial incentives needed to increase renewables growth
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Policy insights B3R 87~

» Carefully examine different ETS design options in line with the intended policy objectives, in particular with a view to
the emissions reductions, resulting costs and the technology mix.
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+ Communicate future plans on China’s ETS design well in advance, including the medium-term benchmark and/or cap
trajectory (e.g. for the next 5-10 years), to provide visibility and planning certainty for market participants.
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+ Establish a policy co-ordination process involving all relevant government institutions that aims to analyse ex-ante the
impact of different policy mixes to avoid unintended side-effects, and which regularly reviews policy outcomes.
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Policy insights B3R 87~

» Consider introducing allowance auctioning in the current 14th Five Year Plan (FYP) period (2021-2025) to incentivise
more diversified and lower-cost emissions abatement options, including renewables and CCUS. This would also enable the
use of auction revenues.
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« Consider transitioning to a cap-and-trade system with a stringent cap later in the decade to position the ETS as a key
instrument in China’s path to carbon neutrality.
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« Swiftly implement announced plans to extend the ETS to other sectors to reduce costs by expanding possible options
for emissions reductions, and to establish a cross-sectoral carbon price signal to help achieve carbon neutrality.
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