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The climate emergency

“We are sleepwalking to climate catastrophe.”
(UN Secretary-General António Guterres, Mar 2022)
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IPCC WG I 2021

www.zdf.de, www.sfchronicle.com, www.stern.de,
www.deutschlandfunk.de
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World Bank 2022

The rise of carbon pricing
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"In einer Wirtschaft,
die auf die Steuerungskräfte des Geldes setzt, 
muss man in erster Linie dafür sorgen,
dass die Preise die ökologische Wahrheit sagen."www.twitter.com
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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.”
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World Bank 2022

The proliferation of cap-and-trade
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Cap-and-trade in the EU’s “Fit for 55”

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

Trade
(e.g. 100 allowances)

Price
(Phase I: market price, fixed price 25 to 55 €,

Phase II: market price, price floor/ceiling 55/65 €)

Cap
(Phase I (-2025): no cap;

Phase II (2026-): decreasing to 95 m t CO2e/a (2030))

Distribute Distribute
(Phase I: fixed price;

Phase II: auction (≥ 55 €))

Status quo emissions
(150 m t CO2e per year (2020))

Revenues
(first lowering RE apportionment,
increasing commuter tax relief;
then Klimageld (Climate Dividend))

Coverage
(transport and heating fuels,

upstream (importers and producers))



Social justice and its political dimension
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“strategic importance as a
key enabler of ambition”
(Klinsky 2013)

source: www.climategate.nl
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Sustainability criteria for cap-and-trade

Economy

Society

Environment

Social justice
abstract definition vs. case-by-case negotiations
procedural vs. result-based
in transfer, in allocation, in redistribution 
desert-based or welfare-based
(non-)egalitarianism and equality of what?
intra- ((inter-)national) and intergenerational

Economic efficiency
company-/society-level efficiency

attribution of costs
administrative/transaction costs

property rights
competition

Environmental effectiveness
accuracy in reaching the target

incentives to innovate
adaptation to structural change
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Socially just cap-and-trade? (Rudolph/Aydos 2021)
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Socially just design
Coverage mandatory participation

all GHG (based on CO2e)
all polluters

Cap ≥ –25-40% by 2020, –50-65% by 2030 (base 1990)
absolute volume cap (Budget Approach)
gradual cap reduction (Contraction & Convergence)

Allocation initial allocation by 100% auctioning
markets equally accessible to all parties
frequent auctions, established secondary market

Revenue
Use

100% revenue recycling
Equal per capita climate dividend (Sky Trust) 

Flexibility
Mechanisms

banking permitted (unlimited)
borrowing prohibited
sustainable offset projects only (Gold Standard)

Price
Management

auction price floor (≥SC-CO2; 50/60 US$/t 2020/30)
price ceiling (≥PA-CP, 80/100 US$/t 2020/2030)

Compliance control periods not longer than three years 
continuous MRT or verified reporting
discouraging fines for non-compliance (>p)
full compensation of excess emissions

Linking multilateral direct linking (MoU)
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The Social Climate Fund

Source: EU (2021): Factsheet - Delivering the Green Deal. Brussels: EU

SCF goal
• to mitigate the burden of

high CO2-price for those in need

SCF approach
• fueled by 25% of ETS 2 proceeds 
• distribution based on MS needs
• Climate Social Plans for spending 

to be developed by MS



FEST 2022

Compensation of households by ETS 2 revenues
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The German Fuels ETS

Trade
(e.g. 100 allowances)

Price
(Phase I: market price, fixed price 25 to 55 €,

Phase II: market price, price floor/ceiling 55/65 €)

Cap
(Phase I (-2025): no cap;

Phase II (2026-): decreasing to 95 m t CO2e/a (2030))

Distribute Distribute
(Phase I: fixed price;

Phase II: auction (≥ 55 €))

Status quo emissions
(150 m t CO2e per year (2020))

Revenues
(first lowering RE apportionment,
increasing commuter tax relief;
then Klimageld (Climate Dividend))

Coverage
(transport and heating fuels,

upstream (importers and producers))



Compensation options German Fuels ETS

MCC 2021
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Sustainable Model Rule (SMR)
Coverage mandatory participation

all GHG (based on CO2e)
all polluters

Cap ≥ –25-40% by 2020, –50-65% by 2030 (base 1990)
absolute volume cap (Budget Approach)
gradual cap reduction (Contraction & Convergence)

Allocation initial allocation by 100% auctioning
markets equally accessible to all parties
frequent auctions, established secondary market

Revenue
Use

100% revenue recycling
Equal per capita climate dividend (Sky Trust) 

Flexibility
Mechanisms

banking permitted (unlimited)
borrowing prohibited
sustainable offset projects only (Gold Standard)

Price
Management

auction price floor (≥SC-CO2; 50/60 US$/t 2020/30)
price ceiling (≥PA-CP, 80/100 US$/t 2020/2030)

Compliance control periods not longer than three years 
continuous MRT or verified reporting
discouraging fines for non-compliance (>p)
full compensation of excess emissions

Linking multilateral direct linking (MoU)

EU pre „Fit“
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Socially just “Fit for 55” and German Fuels ETS?
EU post „Fit“
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
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

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


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





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www.wienerzeitung.at

“[W]ar is an absurdity in the 21st century, ... war is evil”
(UN Secretary-General António Guterres, Apr 2022)

www.br.de, www.tagesschau.de, www.tagesspiegel.de  
19
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Energy dependency: EU and DE
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www.zeit.de

Rising energy prices



Rising CO2 price
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www.carbontax.org

€ 100 (Feb 2022)
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Regressive energy and CO2 prices

DIW 2022
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German relief packages 1-3

DIW 2022

⇒ insufficient volume and 
⇒ imprecise targeting
⇒detrimental incentives
⇒ financed by public debt
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An alternative solution: CalCaT and RGGI

Trade

Price

Cap

Distribute Distribute
(100% auctioning)

Status quo emissions

Revenues
(Climate Credit,
35% for disadvantaged communities)

Link

Flexibility

Coverage
(industry and utilities downstream 2013,

transport and heating fuels upstream since 2015)



To take home
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1) Reaching the Paris target requires solving the social justice 
challenges of climate policy and high energy and CO2 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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