

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		
			
		
			
				
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	The European Union Emissions Trading System and the Market Stability Reserve: Optimal Dynamic Supply Adjustment

	
    
        
            
            







    
    










    
    
    
    











			
                    CESifo Working Paper Series No. 5380
 
        

    
	

	
	
		
		
			26 Pages
		
		

		Posted: 9 Jun 2015
		
		
		
	

	
		
			
			




	See all articles by Sascha KollenbergSascha Kollenberg
University of Duisburg-Essen
Luca Taschini
University of Edinburgh Business School; London School of Economics & Political Science (LSE) - Grantham Research Institute on Climate Change and the Environment


		

	
	
	
	
	


	
	
		
			There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Emissions Trading Systems with Cap Adjustments
									

								
							
							
							
								
									Number of pages: 27
								
								
									Posted: 25 May 2015
								
								
									Last Revised: 21 Jan 2017
								
							

							
						

						
							
							Downloads
							  226
							
						

					

					
					

					
						
							
						

						
							
								
									The European Union Emissions Trading System and the Market Stability Reserve: Optimal Dynamic Supply Adjustment

								
							
							
							
								CESifo Working Paper Series No. 5380
							

							
							
								
									Number of pages: 26
								
								
									Posted: 09 Jun 2015
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  133
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: May 31, 2015

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		The supply of allowances in the European Union Emissions Trading System is determined within a rigid allocation programme. A reform of the EU ETS intends to make allowances allocation flexible and contingent on the state of the system. We model the emissions market under adjustable allowance supply in a stochastic partial equilibrium framework and obtain closed form solutions for its dynamics. The model considers a supply control mechanism contingent on the number of allocated and unused allowances, as suggested by the European Commission. We derive analytical dependencies between the allowance allocation adjustment rate and the market equilibrium dynamics, which allows us to represent the quantity thresholds as quantiles for the number of allocated and unused allowances. Finally, we present an analytical tool for the selection of an optimal adjustment rate under both risk-neutrality and risk-aversion. We thereby provide an analytical foundation for the regulator's decision-making in the context of the EU ETS reform and give a novel perspective on the mechanism's overall design. 
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