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Social Justlce in Carbon Prlcmg

in Times of Multiple Crises

Sven Rudolph, Elena Aydos and Takeshi Kawakatsu

25" REFORM Group Meeting, Salzburg
October 3-7, 2022
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Global GHG emissions GtCO:e /year
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“We are sleepwalking to climate catastrophe.”
(UN Secretary-General Antonio Guterres, Mar 2022)



Future emissions cause future additional warming, with total warming
dominated by past and future CO; emissions
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World Bank 2022

The rise of carbon pricing
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- "In einer ertschz}t,

@o\“‘? p die auf die'Steuerungskrafte des Geldes setzt,
muss man in erster Linie dafir sorgen,

dass die Preise die 6kologische Wahrheit sagen.”
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Cap-and-trade as no. 1

Top 10 Policies for a Steady-State Economy (Herman Daly 2021):

No 1. Cap-and-auction systems for basic resources.

“Caps limit biophysical scale by quotas on ... pollution ...
Auctioning quotas captures scarcity rents for equitable redistribution.
Trade allows efficient allocation to highest use.”

‘Daly is turning economics inside out by putting the earth and its diminishing .
natural resources at the center of the field . . . a kind of reverse Copernican
revolution in economics!” ~Utne Reader

(GONOMICS g,
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e proliferation of cap-and-trade
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Cap-and-trade in the EU’s “Fit for 55”

EU Forest
Strategy

> ~
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@ Eurcpean Union. 2021

Source: EU (2021): Factsheet - Delivering the Green Deal. Brussels: EU
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The German Fuels-ETS

Status quo emissions
(150 m t CO,e per year (2020))

Cap
(Phase 1 (-2025): no cap;
Phase Il (2026-): decreasing to 95 m t CO,e/a (2030))

Trade
- R (e.g. 100 allowances)

Distribute I‘ — o Distribute

& (Phase I: fixed price;
Revenues Price Phase II: auction (=55 €))
(first lowering RE apportionment, (Phase I: market price, fixed price 25 to 55 €,
increasing commuter tax relief; Phase Il: market price, price floor/ceiling 55/65 €) Coverage
then Klimageld (Climate DIVIdend)) (transport and heating fuels,

upstream (importers and producers))



Social justice and its political dimension

source: www.climategate.nl
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“strategic importance as a
key enabler of ambition”
(Klinsky 2013)
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Sustainability criteria for cap-and-trade

Economic efficiency
ompany-/society-level efficiency
attribution of costs
administrative/transaction costs
property rights

competition

Social justice
abstract definition vs. case-by-cdse negotiations
procedural vs. result-based
in transfer, in allocatio
desert-based or welfare-based

Economy

(non-)egalitarianism and equality ©f what?
intra- ((inter-)national) ®nd intergenerational

Society Enyironmental effectiveness

racy in reaching the target
incentives to innovate

Environment adaptation to structural change
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Socially just cap-and-trade? (Rudolph/Aydos 2021)
 lsociallyjustdesign

Coverage mandatory participation o ® ® ® O ® ® ® o
all GHG (based on CO,e) e o o o ® [ o
all polluters ® ® o e o o
Cap > —25-40% by 2020, =50-65% by 2030 (base 1990) o ) ® ) ® ) e o
absolute volume cap (Budget Approach) o o ® O ® ® e o
gradual cap reduction (Contraction & Convergence) o ® o O e ® e o
Allocation initial allocation by 100% auctioning o ® ® O ® ® ® ©
markets equally accessible to all parties o ® o e ® e o
frequent auctions, established secondary market ® o ® ® ® ® e o
100% revenue recycling [ o o O o ® e o
Use Equal per capita climate dividend (Sky Trust) o ) ® o ® o
Flexibility banking permitted (unlimited) ® ® O ® ® O
e E g borrowing prohibited o ® ® ® ® ® o
sustainable offset projects only (Gold Standard) o ® ® o o e ® e o
auction price floor (>SC-CO,; 50/60 USS/t 2020/30) ® O ) ) ) ) ) )
\(ENEE=q1e price ceiling (2PA-CP, 80/100 USS/t 2020/2030) ) O ) ) ) ) )
e afERldss - control periods not longer than three years o o ® ® O ® ® O
continuous MRT or verified reporting o o ® ® O ® ® ® O
discouraging fines for non-compliance (>p) o ® o ® O ® ® ® o
full compensation of excess emissions o ® o ® o e ® e o
multilateral direct linking (MoU) o o o o O o o o o



The Social Climate Fund
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Compensation of households by ETS 2 revenues

Figure 7: High-intensity energy consumers in the EU by income decile.

Figure ES5: Share of auction revenues required to compensate (a) all high-inten-
Source: own elaboration

sity consumers, and (b) all consumers, for their additional energy costs due to a
carbon price. Source: own elaboration.
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The German Fuels ETS

Status quo emissions
(150 m t CO,e per year (2020))

Cap
(Phase 1 (-2025): no cap;
Phase Il (2026-): decreasing to 95 m t CO,e/a (2030))

Trade
- R (e.g. 100 allowances)

Distribute I‘ — o Distribute

& (Phase I: fixed price;
Revenues Price Phase II: auction (=55 €))
(first lowering RE apportionment, (Phase I: market price, fixed price 25 to 55 €,
increasing commuter tax relief; Phase Il: market price, price floor/ceiling 55/65 €) Coverage
then Klimageld (Climate DIVidend)) (transport and heating fuels,

upstream (importers and producers))



MCC 2021

Compensation options German Fuels ETS

Euro pro Haushalt und Jahr
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300-

200-

100-

-100-

Absolute Belastung privater Haushalte
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Socially just “Fit for 55” and German Fuels ETS?
 lsustainableModelRule(sMR)

Coverage mandatory participation o o o o
all GHG (based on CO,e) o o ® @
all polluters ® o ® O
Cap > —25-40% by 2020, —-50-65% by 2030 (base 1990) O
absolute volume cap (Budget Approach) o o ® O
gradual cap reduction (Contraction & Convergence) ® ® ®
Allocation initial allocation by 100% auctioning ® ®
markets equally accessible to all parties o ® ® O
frequent auctions, established secondary market ® o O
100% revenue recycling ®
Use Equal per capita climate dividend (Sky Trust) ® ®
Flexibility banking permitted (unlimited) ® ® ® ®
e E g borrowing prohibited o ® ® O
sustainable offset projects only (Gold Standard) o o ® O
auction price floor (>SC-CO,; 50/60 USS/t 2020/30) o
\(ENEE=q1e price ceiling (2PA-CP, 80/100 USS/t 2020/2030) ® ) O O
0410 Ele= - control periods not longer than three years ® ® ® ®
continuous MRT or verified reporting o o ® O
discouraging fines for non-compliance (>p) o ® ® O
full compensation of excess emissions o ® ® O
multilateral direct linking (MoU) ® ®
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Energy dependency: EU and DE

The EU’s Energy Dependence
on Russia Charted

EU and U.S. imports of goods from Russia
in 2021, by category (in billion U.S. dollars)

® Mineral fuels ® Iron/steel @ Wood @ Others
@ Precious stones & metals

Daily spend on Russian

EU: $173.0b" fossil fuels (2021) U.S.: $30.8b
(3.6% of total trade) G $296m (0.7% of total trade)
: £ $50m

* converted from Euros on April 7, 2022

Sources: European Commission, UN Comtrade via Trading Economics,
U.S. Census Bureau

@®O statista %a

So viel Energie importiert
Deutschland aus Russland

Energieverbrauch Deutschlands nach Energietrager
und Anteil der Importe aus Russland 2021

M Verbrauch in TWh M Anteil der Importe aus Russland

1.200
] I —

Ol Gas Braun-und Atom  Erneuer- Andere
Steinkohle bare

1.000
800
600
400

200

0

Quelle: ifo Institut
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www.zeit.de

Rising energy prices

Wie sich die Preise fur Energie seit Kriegsbeginn verandert haben:

Erste Gazprom-

200 % Drosselung
Einfihrung
Tankrabatt
175
150
125
100
Kriegsbeginn
in der Ukraine
75 =100 3
Jan Feb Marz Apr Mai Juni Juli Aug
2022

Zuletzt aktualisiert: 23. August 2022
Quelle: Verivox, tankerkoenig.de, ZEIT ONLINE
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€ 100 (Feb 2022)
Rising CO, price
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DIW 2022

Regressive energy and CO, prices

Anteil der Energieausgaben am Haushaltsnettoeinkommen nach Einkommensdezil

Anteil Ausgaben am
Haushaltsnettoeinkommen in %

8%
7%
6%
5%
4%
3%
2%
1%
0%

Einkommensdezile

MW Anteil Ausgaben Energie (Heizen)

MW Anteil Ausgaben Energie (Strom)

1,8%
1,8%

1,5%

1,7%
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German relief packages 1-3

Ubersicht iiber die Entlastungspakete

Malnahme Budget
Koalitionsausschuss am 23.2.2022 — erstes Entlastungspaket
Abschaffung der EEG-Umlage zum 1.7.2022 6,6 Mrd. €
Erhéhung des Arbeitnehmer-Pauschalbetrags von 1.000 auf 1.200 Euro 1,1 Mrd. €
Erhohung des Grundfreibetrags von 9.984 auf 10.347 Euro 3 Mrd. €
Erhohung der Pendlerpauschale ab dem 21. Kilometer 0,3 Mrd. €
Corona-Zuschuss flir Menschen in der Grundsicherung 0,4 Mrd. €
Sofortzuschlag fir von Armut betroffene Kinder 0,7 Mrd. €
Erhéhung des Mindestlohns (bereits im Koalitionsvertrag angekiindigt) -
Steuerliche Corona-Hilfen (u.a. erweiterte Verlustverrechnung, Verlangerung der 26 Mrd.
degressiven Abschreibung) !
Verléngerung der Sonderregelungen beim Kurzarbeitergeld bis zum 30.6.2022 0,5 Mrd. €
Heizkostenzuschuss fur Wohngeldbeziehende, Studierende, Schiiler:innen sowie 0.1 Mrd. €
Auszubildende !
Koalitionsausschuss am 23.3.2022 — zweites Entlastungspaket
Energiepreispauschale Ca.9 Mrd. €
Familienzuschuss 1,5 Mrd. €
Einmalzahlungen fiir Empfanger:innen von Transferleistungen 0,4 Mrd. €
Absenkung der Energiesteuer auf Kraftstoffe fir 3 Monate 3,2 Mrd. €
9 Euro/Meonat fiir 3 Monate im &ffentlichen Personennahverkehr (OPNV) 3 Mrd. €
Ausweitung der MaBnahmen fir energieeffiziente Gebaude (insb. | Bis zu
Heizungsaustausch) 13 Mrd. %€*-

Be- und Entlastung durch Energiepreissteigerungen und die Pakete der Bundesregierung in Prozent des
Haushaltsnettoeinkommens

7,5%

o 6,7%
@

£

£

L2

€ 5,0%

] 3,9%

o 3,7% ’

5

=

=

£ 25% 2,0%

3 1,5%

m

T 0,7%
tH

-

S 0.0% I

Einkommenstarkste 10
Prozent der Haushalte

Einkommensschwachste 10 Mittlere Haushalte

Prozent der Haushalte

M Zuséatzliche Belastung durch Kostensteigerungen bei Strom, Heiz- und Kraftstoffen

M Entlastung durch Pakete der Bundesregierung

— insufficient volume and
—> imprecise targeting
— detrimental incentives

= financed by public debt

24
DIW 2022



An alternative solution: CalCaT and RGG|

Status quo emissions

Trade /\
=hA
Distribute Ok Distribute

G (100% auctioning)
Revenues Price
(Climate Credit,
35% for disadvantaged communities) Coverage

(industry and utilities downstream 2013,
transport and heating fuels upstream since 2015)



R —— To take home

CARBON MARKETS

ANOJUINIDINE | SN EIN@L I 1) Reaching the Paris target requires solving the social justice
Sustainability and Political Feasibility challenges of climate policy and high energy and CO, prices!

2) The current multiple crises provide a historical chance
to effectively answer this challenge in the EU!

3) An auction-and-dividend reform of the EU ETS has a large
potential to contribute to the solution and thus make
carbon pricing more socially just (and politically feasible)!

Contact: sven.rudolph@kircheundgesellschaft.de
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