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4 key trends for 2020

1. As of April 1st, 2020, 44 countries and 31 provinces or cities are operating
a carbon pricing scheme, through a carbon tax and/or an Emissions
Trading System (ETS). Together, these jurisdictions account for around 60%
of global GDP. 3 new countries have implemented an explicit price on carbon
over the past year: Canada, South Africa and Singapore.

2. Depending on the authority enacting the initiative, the explicit carbon
prices as of March 1st, 2020, range from less than USD 1 (approximately
EUR1) to USD 123 (EUR 114) per ton of CO_e. However, more than 75%
of emissions regulated by carbon pricing are still covered by a price below
USD 10 (EUR8). To stay on the 2°C trajectory while sustaining economic
growth, the High-Level Commission on carbon prices led by economists
Stern and Stiglitz recommends carbon prices between USD 40 and USD 80
per ton of CO,e by 2020, and between USD 50 and USD 100 per ton of CO,e
by 2030.

3. Carbon pricing schemes generated USD 48 billion (EUR 42 billion) in
2019, a slight increase compared with 2018 (USD 45 billion). 53% of the
2019 revenue stems from carbon taxes while the other 47% are generated by
carbon quotas. These carbon revenues are mostly directed to the general budget
or earmarked for specific environmental or broader development projects.

4. The global economic crisis triggered by the Covid-19 resulted in a drop
of carbon emissions. In 2008, the financial crisis caused a price collapse
on carbon markets, wiping out the financial incentive for industries to
reduce their emissions. Since then, price stabilization measures have been
implemented to address this fragility. The current health and economic crises
will be a real test to the stabilization mechanisms in place (see opposite).

FOCUS ON...

THE EUROPEAN MARKET STABILITY RESERVE

A significant surplus of allowances has flooded the European carbon market since 2009. Among
the chief causes were the 2008 economic crisis, the unexpected impacts of other energy and
climate policies to limit carbon emissions, and international permits piling up over European
allowances due to the Kyoto mechanism. This surplus, which still was equivalent in 2018 to a
year’s worth of emissions, led to lower carbon prices. The European Union addressed this by
establishing its Market Stability Reserve (MSR) which has operated since January 2019. The
MSR automatically regulates the quantity of allowances in circulation, either by placing them in
the reserve if they are too many or by releasing them if there is a deficit. Since the introduction of
this system, carbon prices have significantly increased up to €20/tCO,e. Yet, the MSR has never
been tested in a context of an economic crisis like the one which we are currently experiencing.

CARBON PRICING IN CANADA

In 2019, Trudeau’s Liberal Government announced the implementation of a pan-Canadian approach
to pricing carbon pollution countrywide. The carbon pollution pricing system has two components:

e the fuel charge which is equivalent to a carbon tax applying to final consumers,

e the Output-Based Pricing System (OBPS) for emissions-intensive trade-exposed industries

that are exempt from the levy. This system is similar to a federal carbon market.
The federal government will return all direct proceeds collected either to each province or directly
to families and exposed-businesses/sectors. Each province and territory are given the choice to
adopt the federal system or to design their own carbon pollution pricing system if they respect
the minimum federal price (Can$ 30/1CO,e). However, some provinces including Alberta, Ontario
and Saskatchewan are appealing the federal requirement. The Supreme Court will release its
decision in 2020.

Please check sources online on 14CE’s website.
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14CE Carbon pricing: use of revenues (in million USD)
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Key takeaways

e 53% of carbon revenues are generated by carbon
taxes amounting to USD 26 billion. ETS initiatives have

generated more than USD 22 billion. USD 25,567 M

¢ |In spite of Brexit, more than 67% of carbon revenues
come from European Union member countries.

Source: 14CE - Institute for Climate Economics
with data from World Bank, government
officials and public information, May 2020.

Note: Figures represented here are for calendar year 2019 or fiscal year
2019/2020. If no data was available, calendar year 2018 was taken into account.
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14CE Map of explicit carbon prices around the world in 2020
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Source: I4CE - Institute for Climate Economics with data from ICAP, World Bank, government officials and public information, May 2020.
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