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What Is academic advice on the distribution
of emission allowances?

Economics literature broadly finds there are sigarit
efficiencyadvantages to auctioning emission allowances.

Why give any allowances away for free?

1. Compensation

But 100% free allocation can dramatically over-cemgate
affected firms at expense of consumers raising @mscabout
equity:

2. Promote Technology

3. Promote Competition
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Winning Firms (+$5b)
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Change in Market Value of Individual Assets (bilidollars)




Electricity Price Effects of Allowance Allocation
Depends on Electricity Regulation

Panel A: Upstream Allocation

B Regulated Regions
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Panel B: Free Allocation to Electricity Generators
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Distribution of Costs to Electricity Generating Firms
In Competitive Regions

@ Upstream Allocation
B Free Allocation to Generators

Break Even (Change = 0)

O A © M O
NSNS SN 2N

Change in Value of Firms ($/kW)

6 S o & o
P PP

m RESOURCES
I

FOR THE FUTURE




The Previous SQ Trading Program Aimed
at 50% Reductions

Marginal Cost Schedule

Area of Triangle Area of Rectangle
= Resource Cost = Value of Emission Allowances
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Percent of Emissions

Value of permits = 2 times the cost of emissioructdns
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Why Carbon is Special...

Marginal Cost Schedule

Area of Triangle
= Resource Cost

Area of Rectangle

/ = Allowance Value
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Value of Permits = 20 times Total Cost
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Allocation

Annual Asset Value of Emission Allowance
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