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Execut ive Sum m ary 
 
This m eet ing report  sum m arises the presentat ions and discussions at  “Taxing and 
t rading:  debat ing opt ions for carbon reduct ion”  – a two day sem inar held on 3 rd and 4 th 
Novem ber 2005 at  St  Anne’s College, Oxford. The sem inar provided the first  forum  in 
which carbon taxat ion and three alternat ive carbon t rading opt ions have been direct ly  
com pared. Speakers and discussants with cont rast ing views from  a range of backgrounds 
provided start ing points for discussion. Part icipants’ input  was st ructured via a ‘balloon 
debate’ on the second day of the workshop. The event  took place over two days to allow 
full discussion of each opt ion. The key aim  was to facilitate a r igorous debate about  how 
the UK can achieve the huge carbon savings required. 
 
The first  day set  the scene, with speakers present ing the pr inciples underpinning the four 
opt ions:  a carbon taxat ion- led st rategy, dom est ic t radable quotas (DTQs) , personal 
carbon allowances +  upst ream  capping for organisat ions, and extending the EU 
em issions t rading schem e. These opt ions were debated further by two panels of 
discussants. The f irst  panel addressed the econom ic and dist r ibut ional im pacts of the 
different  opt ions. The second panel considered the public and polit ical acceptabilit y of 
carbon taxat ion and the different  capping and t rading opt ions. Panellists expressed a 
range of v iews about  the advantages and disadvantages of different  opt ions, with no one 
opt ion being universally  preferred. 
 
The end of t he first  day and the whole of t he second day was dedicated to breakout  
sessions and the ‘balloon debate’, whereby each of t he four opt ions is presented by 
delegate groups. Vot ing took place at  the end of the second day to reject  the least  
preferred policy opt ions. The balloon debate approach allowed part icipants to take off 
their inst itut ional hats and to ‘role-play’. Previous experience with t his form at  has shown 
it  encourages creat ive thinking and allows for  a t ransparent , object ive debate. I t  also 
opens up people’s m inds to the lines of argum ent  t hat  differ  from  their own and can br ing 
about  greater understanding and appreciat ion of t he diff icult ies and how they m ight  be 
solved.  
 
For t he balloon debate, the com posit ion of groups was m ixed with respect  to professions 
and disciplines. I f it  was known that  a part icipant  part icular ly supported any of the four 
policy opt ions, then they were not  put  in t he group charged with discussing that / t hose 
policy opt ion(s) .  Each group was given one of t he scenarios to analyse. The groups’ task 
was to:  a)  put  t ogether the case in support  of their own proposal;  b)  develop ‘defensives’ 
to defend their own proposal;  and c)  cr it ically  analyse the other opt ions, t hinking up 
quest ions for t he other groups. The groups took it  in t urns to present  their proposals in 
plenary. At  the end of the debate, DTQs was the policy which surv ived in the balloon, 
with carbon taxat ion being thrown out  f irst ,  followed by extended EUETS and then 
personal carbon allowances +  upst ream  t rading. 
 
Part icipants were generally very posit ive about  the workshop and m any com m ented that  
they found the balloon debate form at  helpful and enjoyable. 

 
Note: 
There is a parallel ‘background papers’ docum ent  also available on the UKERC /  Meet ing 
Place web site which contains copies of all the papers m ent ioned in this docum ent . 
Powerpoint  presentat ions given at  the event  are also available on the web sit e 
(www.ukerc.ac.uk) . 
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I nt roduct ion to the event : background briefing 
paper 
Tina Fawcet t , UK Energy Research Cent re & Environm ental Change I nst itute, Oxford 
University ;  Richard Starkey, Tyndall Cent re & Manchester University 
 
NOTE:  This br iefing docum ent  was sent  t o all part icipants pr ior  to t he event . 
 
Current policy is not achieving sufficient carbon savings 
Radical changes in the way organisat ions and indiv iduals use fossil fuel energy will be 
required to prevent  t he worst  ext rem es of clim ate change. The governm ent ’s chief 
scient ist  has suggested the UK m ay need to reduce carbon dioxide em issions by 80%  by 
2050 – which equates to a reduct ion of 3-4%  per year every year between now and 
then. However, carbon em issions only fell by 7.7%  in total between 1990 and 2002.  I n 
2003 and 2004 em issions actually rose by 2.2%  and 1.5%  respect ively. Based on usage 
of fuels in sum m er 2005, em issions in 2005 are expected to r ise st ill further. New policy 
solut ions are required which engage indiv iduals and organisat ions with t he need to m ake 
dram at ic cuts in em issions and at  the sam e t im e enable technology to play it s part .  
 
 
General policy options 
There are two m ain fram ework approaches which can be adopted to reducing em issions:  

• Capping and t rading 
• Carbon taxat ion 

And each approach has m any different  possible var iat ions. 
 
I n this workshop three different  approaches to cap and t rade will be considered – as 
described below. These are by no m eans the only possible cap and t rade opt ions. Two of 
the opt ions give indiv iduals their own personal carbon quota – so they have som e direct  
responsibilit y for their em issions. The third cap and t rade opt ion targets organisat ions, 
and relies on indiv iduals responding to resultant  changes in pr ices. The carbon taxat ion-
led st rategy uses the pr ice signal to produce change in both indiv idual and organisat ional 
behaviour. 
 
None of t hese policy opt ions would operate in isolat ion. I t  is likely that  policies which 
prom ote efficiency and renewable energy, support  new technologies, give advice and 
inform at ion to business /  consum ers and so on would st ill be part  of the overall policy 
package. 
 
Option 1: Carbon taxation-led policy 
Energy taxat ion has long been part  of UK taxat ion st rategy. Addit ional energy taxat ion 
was int roduced in 2001 for elect r icit y ,  gas and other fuels for non-dom est ic sectors of the 
econom y via the Clim ate Change Levy. However, increasing taxat ion has proved 
part icular ly cont roversial for both household energy and t ransport  fuels. Nevertheless, a 
carbon taxat ion- led response to reducing em issions would have advantages. First ly, it  
would take advantage of adm inist rat ive system s which already exist .  Secondly it  would 
be an econom ically eff icient  policy. I t  would also avoid m uch of the com plexity of an 
expanded EUETS schem e, and taxat ion levels could be adjusted to deliver required levels 
of carbon savings. Carbon taxat ion can be com bined with tax relief schem es for  those 
who adopt  carbon saving m easures (as in t he current  Clim ate Change Agreem ents)  and 
would be part  of an overall taxat ion st rategy which would be designed to m eet  social and 
econom ic as well as environm ental goals.  
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Option 2: Domestic Tradable Quotas (DTQs) 
DTQs is an econom ic inst rum ent  proposed to allow nat ions to reduce greenhouse gas 
em issions from  energy use. I f the UK were to im plem ent  a DTQs schem e, t he first  step 
would be to establish the m axim um  level of greenhouse gases which can be em it ted from  
energy use in a given year. This carbon budget  would be reduced year on year in order 
to m eet  em issions reduct ion targets. The carbon budget  would be div ided into carbon 
units. A proport ion of t hese units would be allocated to all adult  cit izens by governm ent , 
on a free and equal per capita basis.  Firm s and other organisat ions would be required to 
purchase units on a nat ional carbon m arket . When indiv iduals and organisat ions 
purchased fuel and elect r icit y they would be required to surrender unit s corresponding to 
the carbon content  of their purchase. I ndividuals with surplus units could offer t hem  for 
sale t o t hose who wished to buy ext ra. 
 
Option 3: Personal Carbon Allowances / Rations + carbon caps for 
organisations 
Personal carbon allowances (PCAs)  would be a UK-wide allowance system  cover ing the 
carbon em issions generated from  the fossil fuel energy used by indiv iduals within the 
hom e and for personal t ransport , including carbon equivalent  em issions from  air t ravel. I t  
would account  for around half of current  UK carbon em issions from  energy. The pr im ary 
aim  of the schem e would be to deliver guaranteed levels of carbon savings in successive 
years in an equitable way. I t  is sim ilar in m ost  respects to the indiv idual elem ent  of 
DTQs. The key differences are first ly  t hat  PCAs would cover public surface t ransport  and 
personal air t ravel, as well as the m otor ing and household energy sources covered by 
DTQs. Secondly, children would also be awarded PCAs (but  receive a sm aller allowance 
than for adults) . 
 
A parallel schem e would be required to cap and reduce carbon em issions from  the other 
half of the econom y. I n Opt ion 3 this will be a form  of upst ream  capping.  
 
Option 4: Extended EU Emissions Trading Scheme (EUETS) 
EUETS was int roduced in t he UK on 1 January 2005. I t  covers around 2000 UK 
installat ions that  collect ively em it  around half of the econom y’s carbon dioxide em issions. 
A cap on CO2 em issions has been set  for each installat ion and they receive free perm its 
which they are then able to t rade. Present ly, carbon em issions from  t ransport , including 
air t ravel, and from  energy use by households and sm all businesses (excluding 
elect r icit y)  are not  included in EUETS. However, EUETS could be expanded to include 
these sources and thereby cover all carbon em issions from  UK use of energy. The UK 
governm ent  has already said it  aim s to get  agreem ent  to include EU origin and 
dest inat ion air t ravel within EUETS. This opt ion looks at  the possible extensions for  
EUETS so that  it  becom es a com prehensive capping and t rading system . 
 
 
 
Further reading 
Anderson, K and Starkey, R 2004. Dom est ic t radable quotas:  a policy inst rum ent  for the 
reduct ion of greenhouse gas em issions. Tyndall Cent re for  Clim ate Change Research, 
Norwich. 
 
Ekins, P and Dresner, S 2004. Green taxes and charges:  reducing their im pact  on low-
incom e households. Joseph Rownt ree Foundat ion, York. 
 
Hillm an, M and Fawcet t , T (Eds)  2005. Liv ing in a low carbon wor ld:  t he policy 
im plicat ions of rat ioning. Meet ing report  DR1. UKERC, London 
Available at :  ht tp: / / www.ukerc.ac.uk/ content / view/ 96/ 57 
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I nt roductory session 
 
The event  was opened by Dr Brenda Boardm an of the Environm ental Change I nst itute, 
Universit y of Oxford and UKERC – the chair for  both days of the sem inar. 
 
 
Dr Myles Allen, Atm ospheric Physics, Oxford University 
* Pow erpoint  slides of presentat ion available*   
Myles Allen gave a presentat ion about  t he science of clim ate change and predict ions of 
the likelihood of different  tem perature outcom es under a range of em issions scenarios. 
His key them es focussed on how clim ate predict ion m odels could be used to com m ent  on 
future scenarios and probabilit ies, the circum stances under which answers of greater  
certainty could be given, and therefore the extent  to which m odels could be used to 
guide decisions about  acceptable levels of carbon dioxide em issions. The m ost  likely 
equilibr ium  warm ing response to a doubling of CO2 concent rat ions in t he atm osphere is a 
tem perature increase of approxim ately 3°C. However, the odds on the clim ate sensit iv it y  
and the resultant  tem perature increase being greater than 3°C are m uch greater t han 
50: 50. Therefore the ‘m ost  likely ’ est im ate of how the tem perature will respond to a CO2 
doubling is an underest im ate of how the clim ate will actually respond. As a rough guide, 
no m ore than 1000 GtC from  fossil fuel sources should be released into the atm osphere if 
the r isk of a tem perature r ise of m ore than 2°C is to be kept  less than 20% . As 500 GtC 
has already been em it t ed, we can em it  a m axim um  of the sam e am ount  again to keep 
within this tem perature and r isk profile. 
 
The conclusions which can be drawn from  m odelling research are:  

• Scient ists can provide m uch m ore certain answers about  the effect  of long-term  
reduct ions scenar ios than short - t erm  em issions reduct ions. Science cannot  t ell us 
very m uch about  what  is required, say, within t he next  f ive years to avoid 
part icular outcom es.  

• Scient ists can’t  quant ify  the dangers of freezing em issions per annum  at  any level 
– to get  a certain outcom e em issions need to reduce towards zero.  

• The not ion of a ‘sustainable em ission rate’ is indefensible. The only safe 
sustainable em issions rate is zero. 

• What  is required is a ‘containm ent ’ scenar io. The peak of atm ospher ic 
concent rat ions (e.g. whether or not  550ppm  is exceeded)  m at ters far less than 
the total carbon em it ted into the atm osphere. 

 
 

Presentat ion of the four policy opt ions 
 

Opt ion 1:  Carbon taxat ion- led policy 
Dr Cam eron Hepburn, Oxford University 
* Pow erpoint  slides of presentat ion available*  
Cam eron Hepburn showed how econom ists dist inguished between taxat ion and quant it y 
rest r ict ion system s and how established econom ic theory could be used to decide in 
principle which policy opt ion would be preferable under different  circum stances (as 
m easured by which would be m ost  eff icient  – lead to least  loss of welfare) .  The results of 
this theory show that  tax is a m ore efficient  inst rum ent  if the slope of t he m arginal 
dam age curve is relat ively shallow com pared to the m arginal abatem ent  cost  curve, i.e. if 
each addit ional one tonne of carbon em it ted into the atm osphere causes a sim ilar  
am ount  of dam age regardless of t he quant ity of carbon em it ted.  The shape of t he 
m arginal dam age and abatem ent  cost  curves is a m at ter of em pir ical enquiry. Of course, 
eff iciency is not  t he only cr iter ion on which alternat ive policies should be com pared:  
equity,  adm inist rat ive and t ransact ion costs and polit ical acceptabilit y  are also im portant . 
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So while such insights about  efficiency are im portant ,  t hey are not  t he only input  into 
decision m aking. 
 
Cam eron’s preferred policy opt ion would probably be som e sort  of ‘hybr id schem e’, which 
would be a m ix of taxat ion and quant ity inst rum ents, but  for the purposes of the 
workshop he presented the advantages of a taxat ion-only schem e. The character ist ics of 
a carbon taxat ion policy could include:  replacing var ious exist ing pr ice inst rum ents, e.g. 
the Clim ate Change Levy, with a t rue carbon tax;  t he tax rate should be set  bear ing in 
m ind overlapping policies, specif ically  EUETS which already im poses a cost  of carbon 
em issions in som e sectors;  the tax should be set  early in t he supply chain t o m inim ise 
im plem entat ion costs.  
 

Opt ion 2:  Domest ic Tradable Quotas (DTQs)  
Richard Starkey, Tyndall Cent re &  University of Manchester 
* Pow erpoint  slides of presentat ion available*  
*  W rit ten paper available*  
Richard Starkey m ade the case for an econom y-wide system  of dom est ic t radable quotas 
(DTQs) , an idea or iginated by David Flem ing. Under DTQs each adult  would get  an equal 
quota for carbon em issions from  household and t ransport  fuels, with quotas from  all 
other sources of em issions within t he UK being auct ioned to (downst ream ) organisat ions. 
There would be one m arket  in all em issions, i.e. the resident ial and com m ercial /  
indust r ial sectors t rade together. The annual carbon em issions lim it  for the econom y 
would be set  by an independent  Carbon Policy Com m it tee – in t he sam e way as the 
Monetary Policy Com m it tee of the Bank of England current ly sets UK interest  rates. 
 
The advantages of t he system  include certaint y of carbon savings and equity. The equit y 
of t he system , part icularly as regards low incom e and vulnerable householders, will be 
influenced by how the revenue raised from  the auct ion is recycled through the econom y. 
I nit ial research has indicated that  m anaging such a system  elect ronically should be fair ly  
st raight forward and that  the cost , while not  negligible, would be m uch lower than other 
proposed governm ent  policies such as the I D card or road pr icing. 
 

Opt ion 3:  Personal Carbon Allowances +  carbon caps for 
organisat ions 
Dr Tina Faw cet t , UKERC & Environm ental Change I nst itute, Oxford University 
* Pow erpoint  slides of presentat ion available*  
* W rit ten paper available*  
Tina Fawcet t  presented the case for  a com binat ion of personal carbon allowances (PCAs) 
and upst ream  capping and t rading for t he rem aining sources of carbon em issions. PCAs 
are sim ilar to the indiv idual aspect  of DTQs. Each adult  gets an equal allowance with 
children get t ing a lower allowance. The allowances are t radable and cover t r ips by public 
t ransport  and by air as well as household and t ransport  fuels. As for DTQs, advantages 
include equity, certainty of result  and the benefits of including individuals in m oving 
towards society ’s goal of lower carbon em issions. Em issions from  the rest  of t he econom y 
(about  half of t he UK total)  would be m anaged by an upst ream  auct ion for fuel producers 
and processors. Unlike under DTQs, this system  would be kept  separate from  the PCA 
system . The advantages of two separate system s would be greater  t ransparency, t hat  
each could be designed to best  suit  the different  capacit ies of indiv iduals or 
organisat ions, and it  m ight  be possible to int roduce PCAs before eventually switching 
from  the exist ing EUETS and other policy inst rum ents to upst ream  capping and t rading. 
Tina also presented case study data on personal carbon em issions from  40 indiv iduals – 
which showed a factor of 12 difference in annual em issions.  
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Opt ion 4:  Extended EU Em issions Trading Schem e (EUETS)  
Dr Tony Grayling, I nst itute of Public Policy Research 
* W rit ten paper available*  
Tony Grayling presented the case for expanding the current  EUETS schem e to encom pass 
m ore uses of energy. Although the EUETS is current ly im perfect , it  has only just  begun 
operat ing and it  contains within it s founding legislat ion the capacit y for expansion and 
im provem ent . The key advantage of expanding EUETS is that  it  is a system  which has 
already been agreed – it  is therefore polit ically acceptable whereas the other possible 
policies m ight  not  be. We m ust  recognise that  this is a very im portant  factor.  Expanding 
the EUETS is already on the polit ical hor izon and would allow som ething to be done in the 
next  f ive years. I n addit ion,  it  could provide a pathway towards the later int roduct ion of 
DTQs /  PCAs. Finally , he caut ioned that  in realit y  there was no ‘silver  bullet ’ to provide 
reduct ion of carbon em issions, a m ix of inst rum ents will be required. The following table 
provides an overview of the advantages of each policy approach. 
 
 Expanded EUETS DTQ /  PCA Taxat ion 
Environm ental 
integrit y 

9 9 x 

Consum er 
incent ives 

x 9 9 

Social equity x 9 x 
Polit ical feasibilit y 9 x 9 
 
 
A part icipant  suggested that  Tony’s com par ison table was a bit  hard on EUETS and that  
social equity could be delivered v ia t his schem e if the revenues raised by EUETS were 
recycled in a progressive way.  
 
 

Panel on econom ics &  distr ibut ional effects 
Three part icipants were invit ed to act  as discussants on the four policy opt ions presented 
ear lier , and to reflect  on their likely econom ic and dist ribut ional effects. 
 
Dr Sim on Dresner, Policy Studies I nst itute 
* W rit ten paper available*  
Sim on Dresner drew on research he had carr ied out  with Paul Ekins at  PSI . He talked 
about  how expenditure on household and t ransport  fuels var ied between and within 
incom e deciles ( t he UK populat ion div ided into equal tenths by incom e, so the lowest  
decile is the tenth of the populat ion with the lowest  household incom e) . One of t he key 
insights is that  expenditure on fuels varies m uch m ore within the sam e decile than it  
does between deciles. Expenditure on household fuels varies relat ively lit t le by decile. 
The consequence of this is that  a carbon taxat ion schem e would be very inequitable, in 
that  it  would affect  the poorest  m uch m ore than the r ichest . The var iat ion of expenditure 
within deciles would m ake it  very diff icult  to adequately com pensate the poor for the 
effects of taxat ion. There are sim ilar concerns about  the int roduct ion of DTQs/ PCAs.   
Even with extensive revenue recycling, Sim on explained that  20%  of people in t he lowest  
two incom e deciles would under present  day condit ions end up worse off.  
(For detailed num erical analysis see Sim on’s full paper. )  
 
 
Michael Haslet t , Barclays Capital 
Michael Haslet t  is involved with carbon t rading within EUETS. He acknowledged that  t he 
present  EUETS schem e is f lawed, in that  it  is giving incent ives to increased coal burning 
within power stat ions. There is a danger that  m ore effort  is expended in operat ing 
advantageously within t he EUETS rules than on im plem ent ing m easures to reduce carbon 
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em issions. He quest ioned whether count r ies would be sufficient ly responsible under an 
expanded EUETS to not  t ry and get  free r ider advantage. Upst ream  capping and t rading 
m ight  have advantages com pared with the current  downst ream  system . Finally, he 
thought  the idea of personal quotas was interest ing.  
 
Dr Chris Hope, Cam bridge University 
* Pow erpoint  slides of presentat ion available*  
Chris Hope began by reflect ing on the work done by Peter Chapm an in t he 1970s in his 
book Fuel’s Paradise. Chapm an t r ied to develop an energy theory of value, which didn’t  
lead anywhere in the end and Chris quest ioned whether at tem pts to m ake carbon a key 
source of value would m eet  t he sam e fate. I n response to Myles Allen’s presentat ion, he 
suggested environm ental integr ity  m ay not  be a useful way of j udging between the four 
schem es under discussion, given the high degree of scient if ic uncertainty about  the 
tem perature r ise needed to reach ‘t ipping points’ and the cum ulat ive effects of carbon 
dioxide em issions. I n addit ion, t here are also other greenhouse gases, so the system  
int roduced for carbon m anagem ent  needs to be generalisable. 
 
Key points raised during Chr is’s presentat ion included:  

• Revenue recycling:  Terry Barker’s work suggests that  significant  carbon cuts can 
be m ade at  zero cost  if you recycle t he revenue the r ight  way. 

• Chr is’s research uses an integrated assessm ent  m odel (which includes both 
econom ic and scient if ic m odelling)  – PAGE 2002.  

• Evidence from  Chr is’s m odel shows that  the m arginal dam age curve for carbon 
dioxide is f lat  – which would lead to taxat ion as the m ost  efficient  solut ion. 

 
I n term s of polit ical/ public acceptabilit y , m easures like a carbon tax m ight  be easier and 
quicker to im plem ent  init ially (because we are already fam iliar  with this type of 
inst rum ent ) .  However, a schem e like PCA/ DTQs m ight  have m ore rewards in t he long-
term  because of t he high level of public engagem ent  m aking it  potent ially easier t o 
ratchet -up over t im e. 
 
A quest ioner asked whether Chr is’s m odel included scient if ic t ipping points – Chr is said 
that  it  did. 
 
Discussion 
A part icipant  raised the issue of em bodied energy and em issions. Data from  the USA 
shows that  from  the householder ’s point  of v iew, indirect  em issions are twice the direct  
em issions. Does this call into quest ion the validity of PCAs? More generally,  one lim itat ion 
of all the policies suggested is t hat  none of t hem  deal with im ported goods, which can be 
a way of im port ing em bodied energy from  count r ies outside the system  whether EU or 
UK. This danger suggests that  any system  adopted would have to be global.  Following 
this, it  was suggested that  CDM ( the Clean Developm ent  Mechanism )  would be a good 
interim  m ethod for building confidence in developing count r ies before they could becom e 
full part icipants in any global taxing or t rading schem e.  
 
Doubts were raised about  the usefulness of using econom ic m odels to determ ine the 
level of act ion which should be undertaken to lim it  further clim ate change. I t  was 
suggested that  these m odels don’t  take enough of a precaut ionary approach. Chr is Hope 
said that  integrated m odels do take account  of the need to keep the wor ld away from  the 
clim ate br ink. There has been som e irresponsible m odelling in the past , where key 
assum pt ions or cont roversial inputs were hidden. However, econom ists are well aware of 
this and are not  repeat ing the sam e m istakes in current  m odels. I ntegrated 
scient if ic/ econom ic m odels aim  to be as t ransparent  as possible.  
 
One part icipant  wondered whether there is a link between encouraging innovat ion and 
either taxing or capping? There was no real answer to t his quest ion. 
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There was discussion on how any revenue raised from  either taxat ion or perm it  auct ions 
should be recycled. Sim on Dresner explained that  the study he was involved in with PSI  -  
which looked at  taxat ion of t he resident ial sector and it s im pact  -  showed it  would be 
necessary to spend all the carbon taxat ion m oney on com pensat ion to get  t he level of 
poor losers down to 20% . However, Chr is Hope explained that  revenue can be recycled 
into t he econom y m ore generally t o achieve a ‘double div idend’ effect  (e.g. reduce NI  
cont r ibut ions which would encourage m ore em ploym ent  and help prom ote growth)  in 
addit ion to com pensat ing the losers. With an econom y-wide carbon tax, considerable 
revenue would be available. Chr is thought  it  would only be necessary to set  aside a sm all 
proport ion of the m oney collected by an econom y-wide tax to com pensate losers.   
 
 

Panel on public and polit ical acceptability  
Three part icipants were invit ed to act  as discussants on the four policy opt ions presented 
ear lier , and to reflect  on their likely public and polit ical acceptabilit y. 
 
Ed Gillespie, Futerra 
* Pow erpoint  slides of presentat ion available*   
Ed Gillespie m ade a presentat ion based on Futerra’s work for DEFRA on com m unicat ion 
of clim ate change:  ‘The Rules of t he Gam e’. He began by cont rast ing the at t itudes that  
m any people have about  clim ate change, with what  we m ight  need them  to believe 
before they will act .  Encouragingly t here has been a big change in awareness about  
clim ate change over the past  year, but  this has not  led to changing act ions – for several 
reasons, which he elaborated on (see Powerpoint  presentat ion for  m ore details) .  
 
He recom m ended the following approaches to com m unicat ion on clim ate change:  

• Start  com m unicat ing a sense of v ision and values -  the posit ive outcom es 
achievable by taking act ion to avoid the worst  excesses of clim ate change. This is 
current ly m issing from  the debate. 

• Research shows that  there is not  one single audience for m essages about  clim ate 
change, but  different  groups of people, with different  values, who will respond 
best  to different  m essages. This m ust  be recognised.  

• Current  approaches based on m aking people fearful about  clim ate change without  
giv ing them  posit ive act ions to take to prevent  further clim ate change would not  
work. Fear needs to be coupled with ‘agency’. People should be encouraged to 
m ove towards som ething posit ive rather than run away from  som ething negat ive. 

 
Dr Patr ick Devine- W right , De Mont fort  University 
Pat r ick Devine-Wright  suggested that  we should be careful of using the word ‘public’ as 
people are using it  w ith different  m eanings. Two m ain v iews of t he public have em erged 
from  the discussions and presentat ions so far. The first  m odel is t he ‘deficit ’ m odel, 
whereby the public will not  be com petent  to be involved with personal carbon 
allowances/ DTQs. This understanding of the public leads to conclusion that  upst ream 
t rading system s will be m ost  successful and appropriate. The other m odel evident  has 
been the ‘cit izen’ m odel which suggests that  people m ust  be consciously involved in order 
to reduce the UK’s carbon em issions.  The cit izen v iew leads to a preference for  
downst ream  solut ions. The cit izen v iew of t he public is m ost  com pat ible with t he ideal of 
sustainable developm ent . 
 
Other points Pat r ick raised included:   

• I n term s of int roducing new policies, fam iliar it y is good. This is an advantage of 
taxat ion, which is already very well understood.  

• Need to m ake the language used in this debate less incendiary. Term s like 
‘rat ioning’ and ‘surrendering carbon units’ is very problem at ic. 
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• What  im ages do we have to use to com m unicate DTQs?  There is no research 
which tells us how to com m unicate the term  ‘carbon’ t o t he public and how people 
feel about  it .   

• Because different  people have different  m ot ivat ions, a policy which relies for 
success on a m ix of m oral and self- interested m ot ives would m axim ise the 
likelihood of posit ive responses.  

• The schem es m ent ioned today have focussed either on governm ents /  
internat ional big business or indiv iduals. Are we m issing out  t he possibilit y of 
engaging com m unity level responses? 

 
Teresa Sm allbone, Oxford Brookes University 
Teresa Sm allbone opened her discussion by rem inding the audience that  the poll tax was 
or iginally sold as a fairer local taxat ion system  where everyone paid the sam e. This did 
not  prevent  it  being polit ically rej ected. So the lesson is to be caut ious about  assum ing 
that  a system  which is t heoret ically  fair  (eg PCAs /  DTQs)  will be perceived as having fair 
outcom es. 
 
Teresa referred to som e of her previous research which showed that  a num ber of 
different  groups can be dist inguished with reference to their environm ental behaviour. 
They have dif ferent  incom es, educat ion levels and m ot ivat ions. Any carbon reduct ion 
schem e would have to take account  of the differences which we know exist  within the 
populat ion. The public acceptabilit y  of different  approaches m ay vary from  the 
perspect ive of these different  groups. 
 
Other points she raised included:  

• A taxat ion approach could form  part  of a package leading to fundam ental 
ecological tax reform .  

• An equal shares system  under DTQs or PCAs could im m ediately be com prom ised 
by addit ional credits given to vulnerable groups (e.g. the elder ly /  fuel poor /  rural 
dwellers) . 

• Based on years of exper ience as a consum er advocate, Teresa thought  it  m ight  be 
best  to go for a m ore upst ream  system  rather than one such as DTQs or PCAs 
which relies on engaging indiv iduals direct ly. 

 
 
 

Day 2 : Balloon Debate report  
 
The part icipants were split  into four groups to analyse one of t he four policy opt ions 
each. Each group had a m ix of part icipants from  different  disciplines and different  
professions. The groups were required to analyse the posit ive aspects of their opt ion, 
prepare defensive argum ents to rebuff ant icipated crit icism s from  the other groups, and 
prepare cr it ical quest ions of the other three policy opt ions which they could ask the other 
groups. Each group took it  in t urns to present  the posit ive aspects of their own opt ion to 
the other part icipants and to answer any quest ions. Once all groups had presented and 
defended their opt ion, part icipants were asked to vote for the opt ion that  they had least  
confidence in.  The opt ion receiv ing m ost  votes was then rem oved and vot ing cont inued 
unt il j ust  one opt ion rem ained. 
 
 

GROUP 1 – Domest ic Tradable Quotas 
 
This group felt  that  the key selling point  of this policy opt ion was that  indiv iduals would 
receive som ething for nothing and this was in effect  “power in your pocket ” . The m ajor  
benefits listed by the group were as follows:  
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- personal ownership and cont rol (own decisions on act ions and choices)  
- dem ocrat ic and collect ive (all in t his together)  
- it  works (can deliver and feasible)   
- large econom ic and m arket ing advantages of t rading and flex ibilit y (one unified 

schem e)  
- double signal (pr ice and carbon literacy) 
- less cost  to the econom y ( there are no ext ra costs because com m unicat ion, 

educat ion etc are wrapped up in the schem e)  
- innovat ion ( led by dem and pull as consum ers becom e carbon lit erate)  
- equitable (as indiv iduals given equal share and based on cont ract ion and 

convergence pr inciple)  
- global leadership  (good for UK and it  is an exportable schem e) 
- auct ion of perm its raises revenue ( to fund energy efficiency advice, grants, 

benefits)  
- rem oval/ replacem ent  of som e other m easures e.g. Clim ate Change Levy 

 
The group m em bers went  on to analyse the schem e from  different  stakeholder 
perspect ives:  
 
Governm ent  perspect ive:  

- EU wide, DTQs offers an im provem ent  of t he exist ing t rading schem e. The EU 
em issions t rading schem e post -2012 would form  part  of t he DTQ system . 

- The schem e rem oves polit ics from  clim ate change. Once the cap has been set  and 
the system  is in place and funct ioning, t here would be no further polit ical issues. 
With taxat ion there would always be polit ical pressure to change the system , tax 
rates etc. 

- The DTQ schem e provides an overarching fram ework for act ion and so rem oves 
departm ental horse- t rading issues 

- I m plem ent ing DTQs will allow the UK to claim  the m oral high ground and provide 
global leadership 

- There are com m unicat ions benefits as under other schem es the Governm ent  m ust  
m ake people act  but  under t he DTQ schem e people m ust  act  for t hem selves 

- Will assist  w ith obtaining energy secur ity (people generat ing own elect r icit y  etc)  
- Consum er choice will dr ive innovat ion  
- Certainty of outcom e and good chance of achieving object ives 
- No need to tax (som e taxes rem oved)  
- Need a fram ework and funds to deal with inequalit ies 

 
Consum ers/ cit izen perspect ive 
I  like it  because:  
-  it ’s free 
-  t he schem e rewards frugalit y 
-   can t ransfer credits if I  choose e.g. to relat ives 
-  it ’s a fair system  and requires everyone to take part  
-  encourages green purchasing and green behaviour – before there were no incent ives 
and although its easy to support  t he idea it  isn’t  so easy to choose green products or 
change behaviour if t here are no incent ives 
-  like t he idea of being connected to the wor ld in t his way ( i.e. as a ‘world cit izen’)  
-  t he schem e prom ises long term  secur ity for both the wor ld and own fam ily 
 
CI TY view:   
- London will becom e the European Cent re for Carbon Finance I nnovat ion  
- A Carbon Policy Com m it tee will be established to set  long term  goals and to keep an 

eye on im plem entat ion and the social and econom ic im pacts. This com m it tee will 
rem ove polit ics. 

- One t rading schem e m eans a deeper m arket  – a deep and liquid m arket  leads to 
efficient  pr ice form at ion 
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- The City will becom e involved in m icro- f inance for sm all businesses 
 
BUSI NESS view:  
- DTQs will enable deregulat ion of business and consum er choice drives m arket  in 

desirable direct ion:  less bureaucracy will be bet ter for business efficiency 
- The DTQ schem e gives certainty and long term  goals 
- The schem e is fair to indiv iduals/ consum ers and also EU-wide 
- The schem e provides a wide range of businesses with the opportunity t o innovate  
- The schem e offers certainty as the long term  as well as short  t erm  goals will be known. 
 
ECONOMI STS view:  
The schem e delivers a carbon econom y:  
- m ore cheaply, largely because:  innovat ion and necessary investm ent  encouraged 

because all agents adequately incent iv ised;  schem e delivers a large flexible m arket  so 
there are no diff icult  boundar ies to hinder t rading;  ext ra governm ent  educat ion schem e 
is not  needed as the schem e delivers carbon literacy. 

- quicker, because:  m arket  m echanism s efficient  (other m arkets have problem at ic 
im perfect ions) ;  m ore t ransparent .  

- m ore fair ly,  as:  redist r ibut ive effects are posit ive;  st im ulates behavioural change;  
revenue is available t o t arget  im pacts. 

 
Next  steps proposed by the group:  
- Begin the carbon consciousness cam paign 
- Ear ly announcem ent  effect  – give people plenty of warning 
- Begin EU negot iat ions – to m odify t he EU em issions t rading schem e 
- Prom ote the schem e internat ionally t o export  t he policy idea to other count r ies. 
 
Discussion on policy opt ion 1  -  DTQs 
The schem e was crit icised for favour ing urban dwellers with no kids and being 
problem at ic for low incom e single parents liv ing in rural areas. The quota for a single 
parent  would be less than for 2-parent  households and k ids are not  allocated quotas. The 
single parent  liv ing in the count ry would not  be able to afford a very fuel efficient  car and 
would probably be rely ing on an old inefficient  vehicle. The group defended this crit icism  
by point ing out  t he current  system  and indeed any alternat ive system  to DTQs penalises 
this sector of societ y. Som e of t he revenue raised through the auct ioning of perm its 
under t he DTQ schem e could be used to address such problem s. Low incom es can also 
be dealt  wit h through the exist ing benefits system .  Fuel poverty is also being dealt  wit h 
through a fuel povert y st rategy and schem es such as ‘Warm  Front ’. The group also 
pointed out  t hat  the DTQ schem e is an enabling m easure and that  we shouldn’t  pat ronise 
such people as m any will want  to take act ion to im prove their own sit uat ion and to 
reduce their carbon em issions. 
 
One part icipant  raised concerns as to whether t he Governm ent  could be t rusted to 
deliver such a large and sophist icated schem e given it s t rack record on other large I T 
project s. Perhaps business would be bet ter placed to deliver t he schem e but  the public 
m ight  t hink this t o be m orally  dubious as business would be profit -m aking from  public 
policy. The group defended this by explaining that  delivery of I T would be cont racted out  
to business and that  the necessary technology and knowledge already exists as the use 
of credit  and banking cards is widespread and successful.  Much of the r isk could be 
placed on the pr ivate sector if delivery is cont racted out .  The Governm ent  would st ill own 
the schem e and be responsible for it s governance and m ethod of operat ion.  
 
As the quota available t o indust r ies reduces over t im e the pr ice of products m ight  go up. 
People on low incom es pay a greater percentage of their incom es on products com pared 
to the bet ter off and so this effect  m ay result  in significant  inequit ies. The counter 
argum ent  to t his was that  som e products will go out  of fashion or becom e m ore 
expensive and others m ay com e into fashion or get  less expensive as a result  of the 
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reducing carbon cap. Com pet it ion will also help keep down pr ices. Further, if revenue 
from  the auct ion would be recycled on a lum p-sum  basis, then those whose indirect  
em issions are below-average will be bet ter off,  and the higher pr ices of carbon units go 
the m ore they are bet ter off. An advantage of the DTQ schem e is it s deep m arket  which 
should help ensure there are no loopholes to exploit .  I t  is always possible to use other 
support ing policy m easures if necessary. 
 
A concern was raised that  business m ight  buy up all the available credit s to m ake m oney 
out  of householders want ing to buy ext ra credits.  A group m em ber responded that  this 
suggest ion is based on an assum pt ion that  t he pr ice of a future credit  is known – an 
incorrect  assum pt ion. Would it  be possible to guard against  speculat ion? A respondent  
pointed out  that  the last  speculat ion problem  occurred with t he Exchange Rate 
Mechanism  when the Governm ent  t r ied unsuccessfully to im pose cont rols on the m arket . 
With a free and open m arket  – as with DTQs – this problem  would be avoided. 
I ndiv iduals’ involvem ent  in the f inancial m arkets is a st rong point  of the schem e. An 
im portant  aspect  of the schem e design relevant  to avoiding speculat ion m ight  be the 
frequency that  credits are allocated to individuals i.e. weekly, m onthly, annually .   
 
Another concern was how to protect  against  the m arket  crashing.  A group m em ber 
replied that  foreign exchange m arket  arrangem ents to cope with such sit uat ions exist  
already and banks are good at  dealing with such r isks and problem s. The banking sector  
would warm ly welcom e get t ing involved with som ething like DTQs and the sector is 
bound to com e up with lots of different  products for m anaging carbon accounts etc.   
 
I t  was suggested that  people with disposable incom e would buy ext ra credits and those 
on t ight  incom es would be tem pted to sell when they thought  t he pr ice would be 
favourable t o t hem  by gam bling that  t he pr ice would com e down in t he future or that  
they m ight  f ind a way to reduce their  carbon consum pt ion if necessary (e.g. less 
heat ing) . Som e m ight  not  even care about  t he future if they are desperate to get  hold of 
cash e.g. people in debt ;  drug addicts. Pr ice volat ilit y and direct  access to cash could be 
issues for  those on low incom es. The counter-argum ent  to this was that  the current  
system  already has to cope with such problem s where people take out  loans they can’t  
repay, where drug addicts steal t o f ind m oney etc. The DTQ schem e could incorporate 
m easures to guard against  problem s of gam bling and selling up the total quota. 
 
A part icipant  pointed out  t hat  people would probably need carbon statem ents each 
m onth and the adm inist rat ion cost  to the Governm ent  of providing these would be 
ext rem ely high. The defending group suggested that  people could be encouraged to use 
m obile phones, cash m achines and the internet  to keep an eye on their  carbon account .  
I t  wouldn’t  be necessary to use hard copies for all people.  One could also explore 
bundling statem ents will statem ents/ bills that  were anyway to be sent  out  each m onth 
e.g. bank statem ent  and phone bills.   
 
The sam e part icipant  raised concerns about  where the line is drawn for young people to 
qualify for a DTQ quota. Som e young people aged 16 m ight  already be m arr ied and liv ing 
on their own but  m any would st ill be liv ing at  hom e and the DTQ m oney would sim ply 
t ranslate to ext ra pocket  m oney. The group accepted that  m any young people indeed up 
unt il ear ly 20s would be in educat ion and m any m ight  be liv ing at  hom e. The DTQ 
schem e would need to t ake such factors into account . 
 
 
GROUP 2   -  Personal carbon allow ances w ith  upst ream  cap and t rade 
 
How the schem e will operate:  This schem e involves an upst ream  cap and t rade 
(operat ing as part  of the EU ETS)  and a separate part  which covers indiv iduals. Unlike 
the schem e described by Tina Fawcet t  on Day 2, people would not  be able to t rade 
credits between them selves. People would have a carbon account  with an allocat ion for a 
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certain per iod of t im e, say a year. At  t he end of t he year, people would eit her have to 
pay because they had used m ore carbon than their allocat ion or t hey would receive funds 
as they had not  used up their total allowance. This m eans that  the pr ice for a carbon unit  
would be set  at  t he beginning of t he year. At  the end of t he year when paym ents are 
m ade or refunds given,  it  w ill be possible t o calculate how m uch the nat ion has overshot  
or undershot  it s nat ional carbon target .  This would be incorporated into the second year’s 
carbon target  and pr ice of carbon units. 
 
The group put  forward the following environm ental benefits for the schem e:  

- will achieve given carbon reduct ions over t im e 
- incorporates full 50%  of carbon em issions from  the household sector.  The schem e 

has advantages over t he DTQ schem e as it  includes children and the aviat ion 
sector.  

- allows consum er choice 
- is fair 
- builds on exist ing EUETS 
- upst ream  auct ion generates revenues which can be used to m anage 

com pensat ion  
- encourages investm ent  in low carbon technologies and localit ies 
- operat ion of personal carbon card system  will use exist ing technologies 
- prom otes carbon lit eracy 
- is f lex ible 
- requires high part icipat ion and will enable full consum er engagem ent  
- rewards low carbon lifestyles 

 
The First  Five Years im plem entat ion 
Step 1:  Set  up expert  working group to establish param eters for t he personal carbon 
allowance schem e. 
 
Step 2:  Pass legislat ion .  Educate public.  
 
Step 3:  Launch 3-yr pilot  schem e for voluntary part icipat ion. 
 
Step 4:  Appoint  Carbon Policy Com m it tee. 
 
Step 5:  Launch com pulsory schem e after  5 years. 
 
I nst itut ional Structure 
An Energy and Environm ent  Cabinet  com m it tee would be appointed. This com m it tee 
would set  up a Departm ent  for Energy and Environm ent  which would include:  OPDM, 
Defra, DTi,  DfT. The Departm ent  would be a m ajor budget  holder and would carry all de-
carbonisat ion policy t ools 

 
An independent  expert  Carbon Policy Com m it tee would also be set  up. I t  would be 
chaired by the Environm ent  Agency. I t s rem it  would include set t ing the long term  carbon 
reduct ion targets as well as t he year on year pr ice for PCA perm its. 
 
The Governm ent  would act  as a supplier of last  resort  and a bank for carbon credits.  
(som e perm its m ust  be available for low incom e people in diff icult y or such problem s 
could be addressed through the benefits system ) . I f the Governm ent  is the supplier of 
last  resort  then the em phasis is on the Governm ent  to m ake sure the system  works 
effect ively. 
 
Discussion on policy opt ion 2  –  PCAs and upst ream  cap and t rade 
Where will the Governm ent  get  allowances for  last  resort? The group responded that  the 
Governm ent  would deliver the carbon reduct ion target  over a pre-determ ined per iod of 
t im e. I f aft er  this t im e say an ext ra 1%  is used up then over t he next  t im e period it  will 
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be necessary to adjust  the following year’s carbon reduct ion quota to include this ext ra 
1%  reduct ion. 
 
Why should everyone have to get  involved – people will feel they are being forced? The 
group explained that  scarce resources are already regulated, such as water,  and people 
part icipate ( if there are laws and fines in place) . People expect  the Governm ent  to solve 
these problem s but  it s im portant  that  everyone is aware of the problem  as they need to 
understand the act ion taken by Governm ent  and will also need to recognise that  it  is a 
collect ive problem  which requires personal responsibilit y . 
 
One part icipant  pointed out  that  com m unicat ing to the public poses a m ajor challenge. 
How will the Governm ent  educate people? The group responded that  a carbon awareness 
com m unicat ion program m e would be required as people are not  current ly aware of their  
own im pacts. Com m unicat ion would be ongoing. The Governm ent  would have to get  the 
m edia involved. Before the schem e’s int roduct ion there would be 4 years to educate and 
prepare the public.   
 
A part icipant  was scept ical that  such a schem e could be in place within 10 years. I t  took 
a long t im e to get  25 count r ies to agree to t he Kyoto Protocol – how long will it  take to 
get  Par liam ent  and the people to sign up to the idea of PCAs in addit ion to the EU ETS? 
Pr ices will also increase under the EU ETS schem e so int roducing carbon rat ioning to 
consum ers in addit ion to pr ice increases would be a double wham m y for consum ers. The 
group’s counter argum ent  t o this was that  the Policy Com m it tee would help address 
these issues and the voluntary schem e would give plenty of opportunit y for organisat ions 
and indiv iduals to adapt .  
 
Several quest ions were raised about  the voluntary pilot  schem e. The schem e would 
enable t rading but  wouldn’t  involve the t ransfer of real m oney. Som e felt  t he voluntary 
pilot  would sim ply inform  people and organisat ions about  what  to cam paign against . 
Others felt  t he pilot  schem e should be m andatory or  at  least  the first  t im e per iod of the 
real schem e should not  involve the t ransfer of real m oney.  
 
Concerns were raised about  split t ing the carbon m arket  in two. One m arket  for the 
EUETS and the other m arket  for personal carbon rat ioning. A part icipant  explained that  
such an arrangem ent  is not  likely to be econom ically eff icient  as the econom y is 
art ificially split  and there is no t rading between organisat ions and indiv iduals. I f these 
two m arkets would be com bined, t he single m arket  would be deeper and m ore liquid.  
 
Som e part icipants felt  that  the Carbon Com m it tee would be too interfer ing. Markets 
should be allowed to run operate openly and freely. Bodies outside the m arket  are not  
best  placed to m ake decisions about  t he m arkets. The group pointed out  that  the Bank of 
England’s Monetary Policy Com m it tee is outside the m arketplace but  this inst it ut ion is 
regarded as successful.  
 
The group was asked if inclusion of children was sensible. The elder ly and children often 
have lower carbon profiles than working adults. Would it  m ean that  adults or couples that  
didn’t  have children would receive larger carbon budgets? The group responded that  in 
fact  a child could consum e as m uch carbon as an adult  if t he child is driven to places, 
takes a plane on holiday with t he rest  of the fam ily, uses as m uch hot  water to bathe etc 
The group also pointed out  t hat  inclusion of aviat ion in a personal carbon budget  was 
fairer than under the DTQ system  (which incorporated aviat ion within the auct ioning part  
of the schem e rather t han the personal t rading part ) . Fly ing is really  a luxury and it  is 
generally the bet ter off that  f ly. I nclusion of aviat ion and children would m ean larger 
carbon budgets for people, part icular ly parents, but  this would really help certain sectors 
of societ y such as low incom e single parents and m ay be m ore helpful in prevent ing fuel 
poverty t han DTQs.   
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While som e of the personal t rading issues associated with DTQs m ay be avoided with t his 
schem e (such as selling up, gam bling, pr ice volat ilit y)  a part icipant  was concerned about  
what  would happen to indiv iduals who went  well over budget  and then faced a huge bill 
at  the end of t he year. A group m em ber explained that  the indiv idual would be well 
aware of the carbon he/ she was using and by how m uch they were overshoot ing, as all 
the data would be available on their carbon card. This problem  would be sim ilar t o t he 
widespread problem  we have today with people borrowing on credit .  People would 
som ehow have to f ind the m eans to pay off what  t hey owe for t he ext ra carbon they 
have used. 
 
A part icipant  raised a concern that  the upst ream  auct ion, which would place a duty on 
fuel suppliers, would not  inf luence the design of any energy intensive operat ions. The 
group replied that  the revenue raised from  the auct ion could be used to invest  in efficient  
plant  designs or  operat ions. However, as higher costs would be passed down the chain to 
energy users, these users would be m ot ivated to adapt  their designs and operat ions to 
reduce their increasing energy costs. For exam ple, it  is already known that  elect r icit y  
com panies are very sensit ive to fuel costs so it  would be expected that  renewable 
energies would becom e m ore pr ice com pet it ive with fossil fuels.  
 
GROUP 3  –  Expansion of the EU em issions t rading schem e 
This group presented the idea of expanding the EU em issions t rading schem e. The carbon 
reduct ion targets would be 60%  by 2050 and 80%  by 2050 (with 5 yr  reviews) . I n 2008 
the EUETS would include int ra-EU aviat ion, and 50%  of carbon would be covered in total.  
By 2010, 20%  of perm its would be auct ioned. I n 2010 a Carbon Reduct ion Com m it tee 
would be set  up. This com m it tee would set  nat ional em issions targets in line with t he 
cont ract ion and convergence pr inciple. By 2012 all EU aviat ion and shipping carbon 
em issions and all t ransport  fuels would be included. By 2012 75%  of carbon would be 
covered by the schem e and 50%  of the carbon would be auct ioned. By 2016 all carbon 
em issions of the econom y would be covered and fuel poverty would have been elim inated 
(using m oney raised from  the auct ions) . Som e 90%  of carbon will be auct ioned with 10%  
being kept  aside for  public serv ices etc. I n 2020 a World Sustainabilit y Trade 
Organisat ion (WSTO) would be established -  built  on exist ing st ructures of the WTO – to 
tackle diff icult  issues relat ing to im ports, export s and carbon reduct ion. 
 
There would also be m easures in place to tackle non-carbon em issions e.g. indust r ial 
gases like SF6 would be phased out ;  m ethane and nit rous oxide would be dealt  w it h by 
regulat ion.  
 
This group went  on to present  var ious stakeholder v iews:  
 
Cit izens v iew:  

- Glad indust ry targeted and not  indiv iduals 
- Good for  future secur ity  of indiv iduals/ fam ilies as well as count ry ( reassur ing that  

it ’s a big schem e involv ing other count r ies)  
- Pr ice r ises are a concern but  glad that  energy com panies help indiv iduals ( t hrough 

energy serv ices)  because this m eans people pay as m uch or less for t he energy 
serv ice as they did before energy services were int roduced. Mobilit y services have 
also m ade life easier  as people can easily share cars which costs less than owning 
and running a car.   

- Glad other European count r ies are on board. People are not  so concerned about  
fly ing less as the sam e situat ion exists in other European count r ies.  

- The schem e could have negat ive im pacts on the elder ly but  with im proved public 
t ransport  and assistance in the form  of m easures such as fuel poverty 
program m es, t hey will not  be worse off. 

 
Business view:  

- no free r iders 
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- in cont rol of own sit uat ion 
- t im e eff icient  
- encourages innovat ion 

 
Governm ent  v iew:  

- This schem e gives business bet ter  capacity to respond com pared to other 
schem es 

- The schem e has environm ental integr ity as it  w ill sat isfy environm ental 
com m itm ents and NGOs dem ands 

- The EU will dem onst rate it s leadership on the wor ld stage 
- Cash will be generated from  the auct ions of carbon perm its/ credits 

 
Posit ive aspects of expanding the EUETS:  

- polit ical feasibilit y 
- adm inist rat ive and legal st ructure already exists 
- chosen agents have a high capacity t o respond 
- environm ental integrit y of set t ing and reducing a cap 
- prom otes both m acro-  and m icro- level technological innovat ion 
- if all EU count r ies involved, will be easier  to get  whole wor ld on board 
- funding to deal with downst ream  equity problem s 

 
Discussion on group 3  –  EU Em issions Trading Schem e ( EU ETS)  
I t  was suggested that  prices m ight  rocket  at  var ious stages of t he expansion of t he 
EUETS. Overnight  pr ices m ight  go sky high when a new cap is set  or after a new auct ion. 
Despite com m unicat ion efforts by the Governm ent  it  is likely m any people will not  be 
educated, will not  expect  such price hikes and so in diff icult  t im es people won’t  know 
what  t o do. 
 
The schem e was crit icised for not  being able to sufficient ly  engage indiv iduals. I t  was 
suggested that  the burden would be placed too m uch on one part  of the econom y – 
com panies would be doing all they can to m eet  t argets but  consum ers would m eanwhile 
cont inue to use carbon without  a care for reduct ions.  A group m em ber suggested there 
could be an Energy Efficiency Com m itm ent  Plus to address civic inclusion in addit ion to 
an educat ion fram ework. The counter response to this was that  we have these m easures 
in place now but  they have lit t le im pact  on reducing dem and. The defending group 
responded that  consum ers would get  a price signal on certain goods and serv ices which 
are carbon intensive if the providers/ suppliers are included in the EUETS. By 2016 all 
carbon em issions would be capped so all consum er act iv it ies would be fully included.  
 
Another part icipant  raised a concern that  there is a r isk of throwing away the progress 
already m ade in get t ing people to understand personal responsibilit y . There has been lots 
of talk about  energy services for a decade or so and we shouldn’t  have such a low 
opinion of the public – indiv iduals are not  the only target  when it  com es to the household 
level.  After all, who is responsible for the carbon em issions from  a building? 
Householders are only responsible with respect  to t heir behaviour (how they use heat , 
light  etc)  and for m aintenance, but  builders are responsible for t he energy efficiency of 
the const ruct ion, elect r icians are responsible for installat ion of CFL com pat ible light  
fit t ings etc. 
 
A part icipant  quest ioned what  would happen if the US would not  get  on board. The group 
replied that  t he US would becom e increasingly isolated. I t  should be possible to cont rol 
som e im ports and this would encourage other count r ies to adj ust  their m anufacturing 
processes. There would be free t rade issues that  the EU and WSTO/ WTO would need to 
deal with. The group explained that  t he carbon would be shared out  between EU 
count r ies on a cont ract ion and convergence basis and the EU would push to apply the 
sam e pr inciple on an internat ional basis.  
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GROUP 4  –  Carbon taxat ion 
The group proposed a carbon taxat ion schem e would have the following object ives:  

1)  clim ate change – to reduce em issions 
2)  raising revenue for governm ent  
3)  oil deplet ion – to deal with effects on people and econom y 

 
Factors support ing int roduct ion of a carbon tax:  

1)  already fam iliar  to public 
2)  established tax system s -  low adm inist rat ion costs 
3)  quick to apply 
4)  flex ible 

a. discrim inat ion and different iat ion e.g. taxes can be set  at  different  levels to 
protect  exposed people/ indust r ies;  t o encourage certain behaviour or  
m arket  shifts 

b. taxes can be adjusted in em ergencies to respond to unexpected events or 
econom y shocks 

c. taxes can be designed to work with or com plem ent   other policy schem es 
5)  clim ate change (according to Chr is Hope)  has a flat  m arginal dam age curve which 

supports (according to econom ic theory explained by Cam eron Hepburn on Day 1)  
the applicat ion of taxes rather than t rading 

6)  unlike personal t rading, taxat ion would protect  civ il libert ies 
7)  taxat ion allows the UK to protect  it s sovereignty – m easures such as the EUETS 

are governed at  EU level 
8)  taxat ion provides price stabilit y which encourages investm ent  – it  provides 

certainty over t he t im efram e that  t he tax is set  whereas t rading allows prices to 
change by the second 

 
The group’s taxat ion proposal consisted of t he following:  
1)  the tax would be applied to the carbon content  of fuels i.e. coal, oil, gas. The tax 
would be applied upst ream  ( i.e. on suppliers rather t han users)  because:  

-  t his considerably reduces the adm inist rat ive burden com pared to downst ream  
applicat ion 
-   this would be m ore popular than taxing indiv iduals. I ndiv iduals or end users 
would feel t he im pact  through increased pr ices but  they would not  feel the tax had 
been targeted at  t hem  personally 
-  it  would ensure applicat ion of the tax econom y-wide 
 

2)  Downst ream  supplem entary taxes could be applied to:  
 -  im prove the perform ance of t he system  e.g (VED taxes) 
 -  allow som e flexibilit y 

-  protect  vulnerable sectors (som e non-carbon taxes applied to both indust r ies 
and people would be reduced)  

3)  Regulat ion to support ,  com plem ent  or reinforce the tax m easures 
4)  The set t ing up of an advisory com m it tee to:  

-  undertake calculat ions which would inform  of tax rates to be set  and to assess 
im pacts on the econom y 

 -  propose tax rates and offer advice 
-  provide t ransparency, object iv it y and so to establish t rust  and stakeholder buy-
in 

5)  Raising revenue which the Governm ent  can:  
-  hypothecate e.g. spend or invest  the revenue in ways which assist  
organisat ions/ indiv iduals in reducing carbon em issions 
-  recycle into t he econom y e.g. by reducing NI  cont r ibut ions payable by 
em ployers or  incom e tax. Recycling revenue can br ing about  a double div idend as 
reduced NI  cont r ibut ions for exam ple would encourage em ployers to take on m ore 
staff which would im prove UK output . 
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-  spend on an eco-bonus init iat ive which involves lum p-sum  recycling of ecological 
tax revenue 
-  use to protect  exposed indust r ies. Non-carbon taxes of indust r ies facing st iff  
com pet it ion from  abroad can be reduced to counteract  the reduct ion in revenue 
because of the carbon tax. As it  would be the non-carbon taxes which would be 
reduced, com panies would st ill have an incent ive to reduce their carbon 
consum pt ion. 
 
The advisory com m it tee would propose to Parliam ent  how the revenue m ight  
m ost  effect ively be spent . 
 

6)  t im efram e 
-  im m ediate act ion can be taken on exist ing downst ream  taxes such as vehicle 
excise duty 
-  from  2009 the upst ream  carbon tax would be applied, giv ing organisat ions and 
consum ers three years to prepare. The carbon tax would be set  every 2-3 years 
( t im efram e to be proposed by advisory com m it tee)  depending on the opt im al 
t im efram e which allows regular review, allows step changes to the rate which are 
regular enough to ensure they are not  too large to cope with and which allows 
enough t im e to encourage investm ent  to cope with future increases to t he tax 
rate. I ndicat ive taxes, t o enable achievem ent  of t he long term  carbon reduct ion 
goal of 60%  carbon reduct ion by 2050, would be publicised so that  consum ers 
and organisat ions have an out line idea as to what  to expect .  
 

7)  Com m unicat ions cam paign – a com prehensive com m unicat ions st rategy will be 
necessary. 
 
Discussion on carbon taxat ion: 
 
A concern raised related to how it  would be possible t o ensure that  t he carbon tax rate 
would achieve the desired reduct ions. The group responded that  the carbon tax rate 
would be regularly reviewed by the advisory com m it tee (advising Par liam ent )  so that  the 
rate can be increased or decreased as necessary. 
 
Another concern was that  the tax rate would be so high that  it  would be polit ically  
unacceptable. The group’s response to this was that  the revenue raised (which would be  
very large)  would be recycled and/ or hypothecated back into t he econom y e.g reducing 
NI  cont r ibut ions;  providing financial assistance for carbon reduct ion m easures. The 
part icipant  raising this quest ion responded that  the cases of the fuel duty escalator  and 
VAT on dom est ic fuel were exam ples of how taxes which raise revenue, even if recycled, 
st ill leave som e people worse off. The group explained that  the carbon tax is applied 
upst ream  and so covers the ent ire UK econom y. The revenue would be ext rem ely large. 
There would be plenty of revenue available for  int roducing m easures and program m es to 
tackle issues such as fuel povert y. I n addit ion, the large step increases in a short  space 
of t im e m ight  not  be any different  to t he sit uat ion under a t rading schem e. I n an eff icient  
econom y, t he effect  of a carbon tax on pr ice should be the sam e as the effect  of a 
t rading system  on price. 
 
A part icipant  pointed out  that  under a carbon tax, indiv iduals whose total ( i.e. direct  plus 
indirect )  em issions are below-average would be m ade bet ter  off by lum p sum  recycling.  
Hence they would favour increasing tax rates.  The quest ion is how can an indiv idual t ell 
if they are above, at  or below average?  This problem  pertains not  just  to a carbon tax 
but  to DTQs/ PCAs, though a carbon statem ent  could be available under the lat ter  
schem es. 
 
One part icipant  quest ioned the group’s suggest ion of exem pt ions for exposed indust r ies 
as m any of t hese indust ries would be m ajor em it t ers of carbon dioxide. The group 
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clar if ied that  there would not  be exem pt ions but  rather non-carbon taxes m ight  be 
reduced such that  the incent ive to reduce carbon consum pt ion would st ill be in place.  
 
A part icipant  felt  that  fuel poverty would be a m uch bigger problem  under a taxat ion 
schem e. The sit uat ion is bad enough now. The group responded that  t he problem  of fuel 
poverty exists no m at ter what  schem e is in place. Program m es and m easures need to be 
put  in place to t ackle the problem . A crash program m e would be needed before the 
taxat ion schem e would com e into effect  in 2009. Low incom e households would also be 
assisted through the exist ing benefits system .  
 
How would Governm ent  arr ive at  a figure for the tax rate? The tax rate could be tweaked 
regular ly, say every 2-3 years, but  as the dynam ics of the econom y are cont inually 
changing it  m ight  be very hard to get  the rate r ight . The answer given by the group was 
that  econom ist s support ing the independent  advisory com m it tee (which would include 
expert  econom ists)  would use m odels and data to underpin tax rate proposals. 
 
Vote on the four policy opt ions: 
The carbon taxat ion opt ion was the first  opt ion to be thrown out  of t he balloon. The next  
policy opt ion to go was the expansion of the EU em issions t rading schem e. When it  cam e 
to choosing between the DTQ schem e and the PCA plus upst ream  cap and t rade opt ion, 
part icipants were split  between the two but  DTQs cam e out  ahead. 
 
While part icipants voted to reject  scenarios, leaving a final “winning”  scenar io, it  is 
im portant  to rem em ber that  the groups were given scenarios, and while there was 
flex ibilit y and som e groups at tem pted to adjust  their scenar ios, they had to work within 
certain const raints – they couldn’t  develop a scenar io which was com pletely different .  
There exist  m any policy opt ions to reduce carbon em issions and there are indeed m any 
possible var iat ions of each of t he four opt ions discussed at  this workshop. The conclusion 
of t he balloon debate is not  a consensus on which policy opt ions is m ost  appropr iate for  
reducing carbon em issions – nor were the content ions of the groups always correct . 
Further t he m ix of part icipants was not  representat ive of all stakeholders and m em bers 
of t he energy policy com m unit y.  

What  the balloon debate did achieve is ident if icat ion of som e key issues and dif ficult ies 
associated with applicat ion of som e possible opt ions that  could be used to dram at ically  
reduce carbon em issions to 40%  of 1990 levels or m ore in a relat ively short  t im efram e. 
The workshop also highlighted:  

- The im portance of both resident ial and non- resident ial sectors and the links 
between them  e.g. should there be one or two carbon m arkets? 

- The im plicat ions or t rade offs associated with im posing upst ream  or downst ream  
targets or taxes such as invisibilit y for cit izens, involvem ent  of lim ited decision-
m akers and lower t ransact ion costs versus engagem ent  of m any individuals, 
encouragem ent  of personal responsibilit y and higher t ransact ion costs. 

- The need to st r ike the r ight  balance between allocat ions and auct ions in the non-
resident ial sector  over t im e considering issues such as econom ic efficiency and 
fairness. 

- The im portance of recycling the revenue from  taxes or auct ions and the possible 
effects e.g. m any of t he poor are not  in work so wouldn’t  benefit  from  reduct ions 
in nat ional insurance cont r ibut ions;  capital investm ent  program m es designed to 
com pensate are often slow to be effect ive. 

- All groups agreed public engagem ent  is very diff icult  but  essent ial.  All schem es 
involve m ajor uncertaint ies about  the way people will react  so thorough 
preparat ion and analysis is needed.  
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- Most  groups proposed the establishm ent  of an independent  body to take charge of 
policy im plem entat ion and enforcem ent .  Som e groups suggested this body 
should also set  taxat ion levels or caps to achieve the long-term  obj ect ives set  by 
Governm ent . 
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