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Main points

• Global collective action is required to address 
climate change post-Kyoto (2012)

• Modified ‘cap and trade’ regime with initial 
allocation based on per capita entitlements offers 
win-win opportunity for North and South

• Volatility of permit prices can be addressed 
through a price ceiling and floor (price band)

• Safeguards interests of buyers and sellers
• Promotes investment in non-carbon technologies
• Likely income transfers to sellers large but not in a 

relative sense
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Outline

• Climate change – the problem stated
• Actions required
• Policy response so far (Kyoto Protocol)
• Beyond Kyoto—carbon markets
• Prices (carbon taxes) vs. quantities (permits)
• ‘Cap & trade’ with safety valve and price floor
• Per capita allocation and permit prices
• Quantifying income transfers
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Climate Change?

• IPCC 4th Assessment (February 2007) states:

“Warming of the climate system is unequivocal,
as is now evident from observations of increases
in global average air and ocean temperatures,
widespread melting of snow and ice, and rising
global average sea level”

Source: IPCC, Climate Change 2007: The Physical Science Basis, Summary for Policymakers, 5/2/2007
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Looking beyond Kyoto (2012)

• More conducive environment for a global 
agreement:
– US presidential election (both candidates 

support some version of ‘cap and trade’)
– Record oil prices
– World food security

• Has to be based on principles of equity and 
efficiency
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A cost effective abatement policy
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Uncertainty about abatement costs
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Volatility of prices in a cap and trade system

• Too high a price a problem for potential 
buyers in North (e.g., US)

• Too low a price a problem for potential sellers 
in South (e.g., India)

• So who are the potential buyers/sellers of 
emissions permits?
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Top GHG emitting countries
CO2, CH4, N2O, HFCs, PFC, SF6
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A modified cap and trade system
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Equity based allocation scenarios for ‘cap & trade’

• Per capita emissions of CO2 are 7 tons 
annually (400-450 gigatons emitted by 6 
billion people)

• Halving emissions by 2050 2-3 tons per 
capita (9 billion people)

• US at present approx. 20 tons, EU/Singapore 
10, China 3.5, and India 1

• Upper bound on ‘hot air’ sold by India: 1-2 
billion tons?  Plus abatement?

• EU GHG trades at $10/ton (too loose a cap?)
• $30-40/ton make technologies such as CCS 

commercially viable
• Likely income transfer (back-of-the-envelope)
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Conclusions

• Global collective action is required to address 
climate change post-Kyoto (2012)

• Modified ‘cap and trade’ regime with initial 
allocation based on per capita entitlements offers 
win-win opportunity for North and South

• Volatility of permit prices can be addressed 
through a price ceiling and floor (price band)

• Safeguards interests of buyers and sellers
• Promotes investment in non-carbon technologies
• Likely income transfers to sellers large but not in a 

relative sense
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