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China’s national emissions trading system (ETS) in the context of

the dual carbon goals ¥k BAs T+ B4 EBRTH Ied

* In September 2020, President Xi Jinping annouced that China have CO, emissions peak before 2030 and achieve carbon
neutrality before 2060
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» China’s national ETS came into operation in July 2021. 99.5% compliance rate for the 15t compliance period
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» Currently covers the power sector which emits around 4.5 Gt CO,, annually (~40% of China’s energy sector CO, emissions)
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+ Allowance price: ~CNY 40-60/t CO, (USD 6-8/t CO,)
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« Output- and intensity-based allowance allocation with emission intensity benchmarks for four categories of coal- and gas-
fired units, without a predetermined emissions cap
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* Free allocation, possibility to introduce auctions in the future
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Carbon pricing makes lower-carbon generation more cost-competitive
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Merit order and fuel switching under carbon pricing
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Under economic dispatch, internalisation of the carbon cost strengthens cost-competitiveness of lower-carbon
technologies and drives fuel switching
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Power markets reform essential for ETS effectiveness
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Emissions reductions channels through carbon pricing Challenges with regulated power market
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Prioritize lower-carbon generation sources in dispatch decisions | Administratively determined dispatch may not (fully) integrate the

as carbon price makes lower-carbon generation more cost-competitive | carbon price signal in dispatch decisions
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Incentivizes investment in low-carbon technologies and assets by
increasing their profitability vis-a-vi rbon intensiv whil . ) : .
creasing their profitability vis-a-vis carbon intensive assets, € carbon alternatives more profitable and attractive for investors

encouraging early retirement of the latter A o o A e g N
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Regulated pricing limits carbon pricing’s effectiveness in making low-

Regulated pricing limits pass-through of the carbon price signal and
its incentive for demand reduction

Encourage efficiency in end use and demand reduction as the ZEHIH ML BRE] T BRI R A 5 B4R S S N 75 SR A e 87 1 0
carbon price is passed through to consumers
BEE BRI 15 5% T 1007 2, BB 2% BRI TR F BE 7% SR vsi b Lack of carbon cost pass-through could put generators with existing

fossil generation assets in financial difficulty
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Scenario design {F Rt

Scenario

B

Emissions Trading System (ETS)
i

1ed

Renewable Portfolio
Standard (RPS)
A] A B YR EC A

Power Market
Reform

L e S

Counterfactual
Scenario
S F T RS

Current Policy

Scenario
HHTBUR T =

Enhanced ETS

(ETSH)
Scenarios
T T 37 n 5 1 5%

IEA 2022. All rights reserved.

RPS
A A 17

RPS-ETS
] FEAE R Y O A -
URIBZAEEN

ETS+BM
BT I+ BN R

ETS+Auction
TR T 37+ 32 1 5

ETS+Cap
Wi+ R A 1

No emissions trading system
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Intensity-based ETS with free allocation
(as implemented in China)
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Intensity-based ETS with strong tightening of the coal
benchmarks used for allocation of allowances
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Intensity-based ETS with introduction of auctioning
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Cap-and-trade ETS with free allocation
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Enhancements in ETS design can accelerate electricity sector alignment
with a carbon neutrality trajectory d
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CO, emissions trajectory from electricity generation by scenario, 2020-2035
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Electricity sector emissions peak before 2030 with current RPS and ETS policies...
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Enhancements in ETS design can accelerate electricity sector alignment
with a carbon neutrality trajectory d
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CO, emissions trajectory from electricity generation by scenario, 2020-2035
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... while ETS design enhancements can double the CO, reduction of the RPS-ETS Scenario
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ETS and power market reform synergy in driving efficiency improvement

and fuel switching BT M B 71 T 35 0 b F 4 /| & B RO FEHES B B4R

Additional emissions reductions by type compared with the counterfactual RPS Scenario, 2025-2035
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Enhanced ETS accelerates transition of the generation mix
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Electricity generation mix by technology and scenario, 2020-2035
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All Enhanced ETS designs accelerate phase-down of unabated coal but lead to very different generation mixes
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ETS design opportunities for driving cost-effective transition 1ea
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Total system cost by scenario, 2035
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Difference compared to RPS-ETS 0 0 0%
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Cap-and-trade ETS could achieve more than 800 Mt additional CO, emissions reductions at no additional cost
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Conclusion B.45 (<]e

« Strong synergy between national ETS and power markets reform for promoting the use of efficient generation sources
and driving low-carbon and cost-effective transition in the power sector
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« Timely power markets reform on dispatch and pricing mechanisms important for national ETS effectiveness
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* An enhanced ETS can accelerate electricity sector alignment with a carbon neutrality trajectory
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» The ETS can drive emissions reductions through different channels: stringent emissions intensity benchmarks mostly
drive efficiency improvements and CCUS deployment; auctioning and a cap encourage fuel switching to renewables
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» Policy cost-effectiveness depends on ETS design: transition to a cap-and-trade system can achieve the highest cost-
effectiveness by prioritising the lowest-cost abatement opportunities, especially fuel switching to renewables
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* Introducing partial allowance auctioning or a cap-and-trade ETS can help achieve renewables deployment targets by
providing the required financial incentive
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