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Key Issues in Allowance Allocation in China’s Future Unified National Emissions
Trading Scheme

Duan Maosheng (Researcher, Tsinghua University)

Pang Tao (Doctoral Candidate, Tsinghua University)

Abstract; China has determined to develop its unified national emissions trading scheme (ETS) in the next few years,
considering the experiences gained in the pilot regions. Allowance allocation will be one of the core while challenging issues in
that process, with significant regional differences and coordination with the existing administrative features in China to be
addressed. The focus of this article is on allowance allocation in China’s future national ETS,i. e. how to allocate allowances
from the central government to covered enterprises. The key issue is actuallythedistribution of responsibilities/power
between the central and regional governments inthe allocation process. A novel allocation approach based on localization
management and current administrative system is proposed. The central government will be responsible for the development
of unified allocation methods and differentiated regional adjustment coefficients to accommodate regional differences. The
provincial governments will be responsible for the selection of regional adjustment coefficients within the permitted spectrum
and allocating allowances to enterprises in their regions under the supervision of the central government. This approach will
allow the provincial governments certain flexibilities while at the same time guidance and supervision could be exercisedbythe
central government. The impacts of information asymmetry and Prisoner’ s Dilemma, which will be impeding the
development of a unified national emissions trading market, could thus be reduced.

Key words: allowance allocation; unified national emissions trading scheme; central and provincial relationship; carbon market
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