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Initial Allowances Allocation in Carbon Trading .
Comparison of Modes and Methods

Wang Banban (Doctoral Candidate, Wuhan University)

Abstract ; Initial Allowances allocation is an essential tache in the carbon trading system. The allocation mode and method
will have influence on the efficiency of carbon market. According to the experiences in EU, U. S. , New Zealand, Australia
and Japan, the auction mode of allocation will enhance the market efficiency, while free allocation mode is superior in encour-
aging enterprises’ participation. Furthermore, among different free allocation methods, grandfathering requires relatively
simple data accumulation, while benchmarking is more effective in motivating enterprises with better emissions reduction
performance. Since China is lack of experiences in emissions trading,in the initial phase of establishing an emissions trading
system, the gradual hybrid mode starts with mainly free allocation would be a suitable choice; and the free allocation is bet-
ter to use grandfathering at first,at the same time taking the emission reduction performance of enterprises into account.

Key words: initial allowances allocation; carbon trading; grandfathering; benchmarking
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