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Cap-and-Trade – future prospects?

● What is the Cap-and-Trade program?

● Does it work? Do we need it?

● How can we improve it?
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Cap-and-Trade 

A brief description

• Reduce emissions

• Buy or sell allowances
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o Add Title
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Goals of the 
Cap-and-Trade program

● Reduce GHG emissions at the 
lowest cost

● Put a price on carbon to encourage 
innovation, clean energy 
investments, and emissions 
reductions

● Establish California as a global 
leader
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The record so far…

● Emissions have been reduced but need to ramp up the 
program 

● Price on carbon – it does not reflect the actual damage 
costs from the pollution

● California is recognized as a leader on Climate policy.
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Why have a market-based program?

● Charging polluters a price for carbon emissions gives polluters incentives to 
reduce emissions 

● Revenues raised from the sale of allowances can be used

○ To address the pollution burden of disadvantaged communities.

○ To stimulate investments in low-carbon technologies
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Reforms for the program…

● Change how the supply of allowances responds to the 
carbon price.

● Close loopholes to make polluters pay the real damage 
costs

● Stop subsidizing pollution
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Adjust number of allowances when prices are low 

● When too many allowances are available, the carbon price drops very low, 
well below the damage costs from this pollution.

● Currently, policies exist to increase the supply of allowances when carbon 
prices are high, but there are no policies to deal with a carbon price that is 
too low.

● We need an Emission Containment Reserve (ECR) to automatically decrease 
the number of allowances when carbon prices fall below a certain threshold.
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Phase out the offset provision

● In the Cap-and-Trade program, emitters can use evidence of emission 
reductions done by other parties labelled ’offsets’ to meet 4% of their 
required compliance obligation. But offsets are unreliable and lack integrity.

● Beside problems with validity this offset option has enabled pollution to 
continue and results in greater environmental injustice in disadvantaged 
communities.

● Offsets should be phased out - we cannot afford to waste time and effort on 
policies that do not deliver actual emissions reductions
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Stop subsidizing pollution – no free allowances

● Many allowances are given away for free.

● Why are we subsidizing high polluting firms and giving them valuable 
allowances to continue with business as usual?

● A better option would be to offer transitional funding conditioned on their 
implementation of a decarbonization program.
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Next steps…
● An effective cap-and-trade can be a powerful instrument 

to achieve cost-effective carbon reductions. We urgently 
need to fix the California program

● Carbon pollution policies must not override air and other 
pollution concerns

● We need to increase our ambition – this is a climate  
emergency
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