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Flexibility of Emissions Trading Scheme:
Learning from International Experiences

JI Xin
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Abstract: In the context of the United Nations Framework Convention on Climate Change and Kyoto Protocol, more and
more countries pay attention to global warming. Considering that emissions trading scheme is more politically feasible than
carbon tax, a lot of countries or regions have implemented emissions trading scheme in order to achieve the greenhouse gas
emissions reduction goals at the lowest cost. However, for the emissions trading scheme, the quantity of emissions is fixed
while the abatement cost is uncertain. The allowance price may fluctuate dramatically caused by the policies or external
shocks. Therefore, policy flexibility is vital to ensure cost efficiency of emissions trading scheme. Under ideal circumstances,
carbon market can have full “when flexibility” (including long compliance period, free banking and borrowing) and “where
flexibility” (i.e. establishing global carbon market), which plays an important role in increasing market liquidity, reducing
abatement costs, alleviating price volatility. In fact, however, it is hard to achieve the ideal state because lots of factors need
to be considered in the policy design. This paper analyzed and compared the policy flexibility of emissions trading schemes
in different foreign countries, especially focusing on the length of compliance period, the intertemporal use of allowances,
allowance offsets, the linkage of carbon market, which have a certain sense of enlightenment for developing emissions trading
schemes in seven pilot provinces or cities and establishing national emissions trading scheme in China.

Keywords: emissions trading; compliance period; the intertemporal use of allowances; allowance offsets; the linkage of
carbon market
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