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Considering the options 
Group breakout session 

We would like you to: 

 

1. Consider each option in groups, using the summary grid and guiding 
questions 

2. If one option stands out as a preferred option, feel free to go into more detail 

3. Consider whether it is possible at this stage to say whether any option for 
supply flexibility could deliver on our objectives. 

4. Capture your thoughts, ideas, concerns and questions for DECC’s further 
analysis 

5. Nominate a representative to provide a summary to the group 
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Four trigger examples for discussion 

1. Surplus maximum and minimum threshold  

2. Surplus maximum threshold and price ceiling or maximum price rise 

3. Price ceiling and price floor  

4. Deviation of economic indicators from expected level (e.g. GDP or 

production) 
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Surplus max and min thresholds 

Rules governing the supply reserve: 

• If the surplus exceeds the specified 

upper bound, auction volume is 

reduced and allowances placed in the 

reserve.  

• If the surplus is below the lower bound 

surplus, auction volume is increased 

by returning allowances from the 

reserve.  

• If the surplus is between these levels 

then supply is not changed. 
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Cumulative surplus level is measured each year.  

Cumulative surplus = free allocation + auctioning  + surrendered project credits + last year’s cumulative  

  surplus - verified emissions  



Initial DECC view: surplus max and min 

thresholds 
Key features • Quantity focussed 

• Supply adjustment responds to all factors that have impacted on emissions (in 

the past)  

• Scale of supply response determined by rules  

• Supply adjustments annual (or less) 

Advantages  • Conceptually simple 

• Clear and transparent: Surplus measurable and uses existing publicly available 

information 

• Current surplus addressed directly 

Disadvantages  • Purely retrospective – so may be a risk of over correction 

• Lower surplus threshold may allow allowances to return as a matter of course 

rather than only in response to a surge in demand, which could dilute the 

effectiveness of a mechanism 

• Limited information about the level of surplus required for market functioning 

and how this could change over time 

• Possible interaction with decisions to abate and bank allowances 

Remaining 

questions 

• How surplus thresholds could be calculated, the risks if these are set incorrectly 

and the margin of error 

• How the market will react to and price a surplus based trigger 

• How an ‘optimum’ level of surplus might change under different market 

conditions. 
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Maximum surplus & price ceiling 

or maximum price rise 

Price trigger could either be a price ceiling 

(absolute price) or a maximum rise in price 

compared to a previous period. 

 

 

 

Rules governing the supply reserve: 

• If surplus exceeds the specified upper 

bound, auction volume is reduced and 

allowances placed in the reserve.  

• If price is above specified level, auction 

volume is increased by returning 

allowances from the reserve 

• If neither condition is met then supply 

remains unchanged. 
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7 EU ETS Structural Reform Stakeholder Event, January 2014 

 Initial DECC view: surplus & price ceiling 

or maximum price rise 

 
Key features • Moves away from purely quantity focus 

• Supply adjustment responds to all factors that have impacted on emissions 

and includes forward looking element 

• Scale of any supply reduction set by rules, but can be reduced by the market 

if price threshold met 

• Asymmetric mechanism - possibility that both conditions met in a given period 

Advantages  • Clear and transparent - uses existing publically available data 

• Price incorporates market participants’ expectations about future demand so 

potentially reduces risk of over correction  

• Addresses current surplus directly  

• Existing provision in the EU ETS Directive requires the Commission to 

convene a Committee meeting to consider an increase in auctioning if price 

rises steeply (Article 29a) 

Disadvantages  • Political sensitivities around level of price ceiling (although possibility to use 

price rise trigger instead of ceiling) 

• Limited information about development of abatement costs over time and 

about the level of surplus required for market functioning and how this might 

change overtime 

Remaining 

questions 

• How to set thresholds including calculating a surplus threshold to reduce 

surplus whilst providing enough allowances to maintain liquidity 

• Potential for manipulation  

• How the market will price the reserve, including whether a setting a maximum 

price or rise  would be more effective than setting a minimum level of surplus 
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  Price floor and price ceiling 

Rules governing the supply reserve: 

• If the price exceeded the ceiling price, 

allowances would be returned to the 

market. 

• If the price below the price floor, 

allowances would be withheld and 

placed in the reserve. 

• If the price remained within the price 

corridor then supply would not be 

adjusted. 

• Allowances could be automatically 

withheld through an auction floor price 

and released through fixed price 

auctions. Or, auction volumes could be 

adjusted up or down in response to 

average prices over a period. 
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Wide range of academic literature explores this kind of mechanism and France have called for consideration. 

However, setting a price floor may raise fiscal sovereignty concerns for the UK. 
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Key features • Moves away from purely quantity focus 

• Supply adjustment responds to all factors that have impacted on 

emissions including forward looking element 

• Scale of any supply adjustment could be set by the market  

Advantages  • Conceptually simple 

• Clear and transparent: price measurable and uses existing publicly 

available information 

• Price incorporates market participants expectations about future demand 

– so less likely to over correct 

• Strong signal for low carbon investment by providing a minimum level of 

return on investments 

Disadvantages  • A price floor likely to raise fiscal sovereignty concerns for the UK 

• Gaining EU agreement on ceiling or floor levels would be very challenging 

• No price discovery once the price floor and ceiling reached – dilution of 

market basis of EU ETS 

• Limited information about the development of abatement costs over time  

Remaining 

questions 

• How thresholds should be set 

• Potential for manipulation 

Initial DECC view: Price floor & 

price ceiling 



Deviation of economic indicators from 

expected level (e.g. GDP or production) 

 Rules governing the supply reserve: 

• The baseline or expected level of GDP over 

time would be established at the time the cap 

is set along with an acceptable level of 

tolerance within which no supply adjustment 

would be made.  

• Allowances would be withheld from market 

and placed in reserve when GDP was below 

the tolerance. 

• Allowances would be returned to market 

when GDP was above the tolerance.  

• Supply would remain unchanged when the 

actual level of GDP was within the tolerance 

range. 
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Allowance volumes would be adjusted by an 

economic activity trigger, which could, for 

example, be based on GDP, or a combination 

of electricity demand and industrial 

production. In this example, a GDP trigger 

has been applied.  



Key features • Move toward an intensity based scheme 

• Supply responsive only to changes in economic activity, but remains 

unresponsive to other factors that impact on demand 

• Scale of supply response specified by policy makers 

Advantages  • Measurable and GDP uses existing publicly available information 

• Relatively simple 

• GDP and emissions have historically been correlated 

Disadvantages  • Other more specific measures of EU ETS output, lack data availability 

and transparency 

• Purely retrospective – so may be a risk of over correction 

• GDP figures often revised  

• GDP decoupling from CO2 emissions meaning it is not an accurate proxy 

for demand and GDP trigger could reduce incentive for increased 

efficiency 

• Likely to need transitional provision to address existing surplus – 

recognising divergence of economy from expectations during the 

recession 

Remaining 

questions 

• Whether lack of specificity to EU ETS (or data availability with more 

specific economic activity measure) can be overcome 

• How thresholds should be set 

• How to set relationship between scale of deviation in economic activity 

from expectations and scale of supply response. 

Initial DECC view: Change in economic 

activity 
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Mechanism aims  

The aims of a properly designed mechanism would be to: 

• Provide a more stable low carbon investment signal by increasing stability of 

long-term prices;  

• Improve policy resilience by allowing the EU ETS to respond, in a timely and 

predictable manner, to unanticipated outside shocks or events; 

• Increase certainty about how and under what circumstances supply would 

be adjusted within phases; and  

• Help address the current surplus and prevent a recurrence of chronic 

supply-demand imbalance  
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