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IAS = International aviation and shipping (not included in carbon budget accounting). Source: CCC (2015) The Fifth Carbon Budget. 2

Carbon budgets and the cost-effective path to the 2050 target

UK has 5 legislated carbon budgets that are stepping 
stones to the 2050 80% target



Reaching net-zero emissions in the UK
How UK net-zero scenarios can be delivered 
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Carbon pricing: the theory

• Carbon pricing will 
reduce emissions at 
lowest cost across the 
economy. 

• But: 
• Can’t address non-price 

barriers (e.g. energy 
efficiency)

• Needs to be 
implemented alongside 
innovation support (e.g. 
offshore wind). 

Source: Vivid Economics (2019) The Future of Carbon Pricing in the UK 5



Carbon pricing: the experience

• Over time, carbon 
prices have increased 
across most 
jurisdictions.  

• Though scheme prices 
have been volatile 
and/or low in early 
years. 

• Price stability 
mechanisms can help. 

Source: Vivid Economics (2019) The Future of Carbon Pricing in the UK 6



Carbon pricing: the experience

In California’s emissions 
trading system, price floors 
have offered a minimum 
level of price stability. 

Source: Vivid Economics (2019) The Future of Carbon Pricing in the UK 7



What does this mean for the UK?

Principles of effective carbon pricing
• Strong and rising carbon price
• …past experience suggests a cap-

and-trade scheme require a 
stabilisation mechanism to ensure 
such a price profile. 

• The desired outcome of any system 
should be to incentivise genuine 
reductions in emissions, without 
leading to carbon leakage.

• Used as part of suite of policy 
instruments

ESC (2019) Rethinking decarbonisation incentives. 8



Three scenarios for carbon pricing if UK leaves the EU ETS
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Scenario Advantages Disadvantages

Linked UK 
ETS

• Status quo
• Addresses competitiveness issues
• Liquid market

• Limited UK input
• Greater need for supplementary 

policies
• Not currently aligned to net-zero

Standalone 
UK ETS

• Policy autonomy: possibility of 
increasing scope of coverage, aligning to 
net-zero (and potentially carbon 
budgets)

• Certainty of quantity of emissions 
abatement

• Risk of low liquidity
• Need to set up new arrangements 

(price visibility, competitiveness)

Carbon tax • Potential for greater price certainty
• Administrative simplicity
• Possibility of increasing scope of 

coverage, aligning to net-zero

• Risk of tax changing at each fiscal 
event

• Uncertain quantity of abatement

Committee expressed a preference for a Linked UK ETS



Options for setting the UK’s cap in an emissions trading 
system

10



Illustration of a potential cap and trade system for net-zero
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