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Making cents of carbon trading Allocation

Carbon price gaining popularity

An emissions trading scheme is one form of 
carbon pricing, and has been adopted by the 
European Union and more recently, China

Carbon Cap
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After the industrial plants receive their allowances, they may then buy and sell among 
themselves. The carbon price is determined by supply and demand.

Sources: The Wall Street Journal, Paulson Institute, ICAP
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Regulators

Regulators decide how many tonnes of 
CO2 may be emitted for the year. That 
emissions cap is later divided and 
shared among various industries, with 
individual plants required to demon-
strate that they keep within their 
allocated limits.
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The method of allocation is important and can 
make or break a scheme. Allowances can be 
given to companies based on their historical 
emissions, known as grandfathering, or 
distributed based on the company's relative 
carbon intensity as measured against peers, 
known as benchmarking. 

This is the cut-off point used to determine 
which companies are included in the scheme, 
and is often expressed in terms of greenhouse 
gas emissions. This can range from as low as 
3,000 tonnes a year, as in the case of the ETS 
pilot in Shenzhen, China, to 25,000 tonnes a 
year in California.
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