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Outline

Justifications for supplementing a carbon
price

how supplementary policies interact with
carbon pricing

Managing these interactions

To enable least-cost climate
mitigation policy



Supplementing with Energy Efficiency Policies
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hnology support can lower long-term carbon prices

Price of CO,
€/tCO,e

A
arbon price (a)

itious target

arbon price
odest target

MtCO,

Modest target Ambitious target

Price of CO,
€/tCO,e

A

(b)

arbon price
itioustarget i d — — — b |0 = = = = — =
arbon price
odest target

|
|
|
1
¢ MtCOz
Modest target Ambitious target jea)

© OECD/IEA - 2010



m MACC curves to policy packages
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Further supplementary policies?

There is a trade-off between the
benefits of early action in reducing the
cost of the decarbonisation transition,
and the potential to undermine the
carbon pricing policy.

Key issue: lock-in of long-lived
infrastructure




Policies interact, so design as a package

e.g. Carbon price level depends on supplementary policy
delivery

BAU EMISSIONS

(a) (b)

N/ SUPPLEMENTARY SUPPLEMENTARY
//| POLICIES POLICIES
:‘f:,i‘- UNDERACHIEVE OVERACHIEVE

15 %

EMISSIONS
CAP 30% Reductions from:
BELOW BAU Ll energy efficiency polices

technology policies

price response in trading scheme -
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.g. Carbon price level more sensitive to economic conditions
with supplementary policies [2008 EU Package]

EXPECTED BAU EMISSIONS 2008-2020

Renewables Directive ~2Gt

ECONOMIC CRISIS

Offset entitlement ~1.65Gt Renewables

5 Gt ABATEMENT

z Energy Efficiency Directive ~0.5Gt

Domestic abatement in
f response to price ~0.9Gt

Offsets

EU ETS CAP 2008-2020 v4
‘ Energy Efficiency

Data Source: Energy Efficiency, renewable energy and COZ2 allowances in Europﬁ,'aa
need for coordination, CDC Climat ClimateBrief No18, Nicolas Berghmans
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Policy interactions with a carbon tax:

Policy interactions not as severe, as carbon price
does not respond automatically to supplementary
policy delivery or economic conditions

Cost-effective supplementary policies give:
More abatement for a given tax level, or
Lower required tax level for a given abatement target.

Can be strong interaction if carbon tax is
adjusted to meet climate targets/carbon budgets
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The Policy Process

Understand fundamentals:
-Abatement potentials, costs
-Macroeconomic impacts

U

Establish Policy Core:

Carbon price supplemented by
-Energy efficiency policies
-Technology policies

-

Consider case for further sup

policies

Assess wider economic e

10} Aouanisuo) p|>

REVIEW TO MAINTAIN COHERENCE OVER TIME

éodsea ab
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Lessons:

Design carbon price and complementary

policies as integrated package
Including impact of other regulations such as
for conventional pollutants

Give the carbon pricing policy room to
function

Design complementary policies for
certainty of emissions reductions

Build in reviews/adjustment mechanisms
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Questions:

How to balance maximising cost-effective abatement
vs. having a simpler, easier to manage package ?

Why only renewables — what other key technologies to
bring forward (CCS)?

What kind of ongoing review or adjustment mechanism
to keep package aligned over time?

Can the carbon price alone provide sufficient certainty
for investment (and retirement) - and if not, what?

How to manage interactions between complementary
policies and electricity markets?
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Thank you =

ChriStina.hOOd@iea.Org SUMMING UP THE PARTS

Combining Policy Instruments
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