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Factors that could affect CO2 
prices

• Availability of technology
– Now vs. future

• Weather and fuel market developments
• Policy design issues (e.g., offset eligibility 

and availability)
• Emission market behavior
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Price Cap 
• Unlimited additional allowances at specific 

ceiling price
• Provides the price protection, simplicity and 

transparency 
• Controversial because it raises concerns about 

emissions over the cap
• But are concerns about the price cap 

mechanism itself, or about the level of the price 
cap (or both)?



Allowance Reserve Auction
• Limited number of additional allowances made available 

at a specific price.
• Implemented through a special auction of allowances 

borrowed from future years. 
• The initial trigger price is the minimum bid.
• Example:  Limit of 500 million additional allowances/year 

available at an auction starting at $25/allowance.  
• 3 potential outcomes:

– No sales (e.g., if allowance market price < $25)
– Sales less than the 500 million limit at $25
– Sales at the 500 million limit above $25 
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