ENVIRONMENTAL DEFENSE FUND  RFF COST CONTAINMENT WORKSHOP

\What's the concern?

o Eirst guestion terask: \WWhat are we werried alnout?
— Allewance prces teo nigh?
— \/oelatility?
— Overallleconemicimpact?

— ECOROMIC IMPACTH G SPECIIC SECHONS) €.9. Eleclric power?

o Envirenmentall perspective
— ey highiprices coulditareaten the program (RECLAIM):

— BUt busting the: cap anead of time Is net a selution.
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Preklems withrthe: leading selutiens

o Price celling (“saiety valver)
— Busts the cap
— Changes enavior

— [Dampens IRcCentive: fier nvestment and Innevation

o Carhen market efficiency hoarnd
— Much better than|tihe: salety valve, but: ...
— Devillis i the details
— Rules\vs. discretion

— |pstitttienal authernty must be earned
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'he overlooked means of cost containment

o Allocation: Contain cests, Net prces

o Einancial instriiments: Markets camn manage: voelatility,
o Borewing: Gevernment “discount Winedow:

o Offisets: Expand the scope of the market

o Forest carbon tons: Reservolr of Iow-cost emissions
ieduction eppertunites
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Whatsithe concerm? (Refirain)

o Jlemperaryshecks or long-run itndamentals?

o [Long-run selutienisisimple: Adjust the: tanget.

— Note thatwe: are: alse deeply uncertiain akeut the leng-
R iundamentals ol the climate system

— Argues;fier an appreachithat keeps optiens Gpen

o Bullt=in flexipility mechanisms should fecus on
accommodating Short-run SNecKS.
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What might a - stanter kit leok like?

o Early yearsiof the pregram are crtical
o  \Woeuld ke terliave a cushion In place against short-run shecks

o  How dewe get the market working well?

1. Early tens are essential
o Early action credits, offsets; etc. underway: nght away.
o Need forest caron seoner rather thanlater

2. Credibility s crucial

o TJhisiis the heart of the matter, since In_theony banking and
POEWING are suificient torsmooeth out SR shecks

s Single allowance resenve? LLeng-run hoemnzen for ferward
alCliens?



