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ABSTRACT

The Emissions Trading Scheme ("ETS"), which has been in effect since 2015, is Korea's core climate change policy,
covering more than 70% of the country's total greenhouse gas emissions. Although Korea has received positive reviews for
being the second country in the world to implement a national ETS after the EU, there are skeptics about whether it is
fulfilling its purpose of providing incentives to reduce greenhouse gas emissions. While both Korea and the EU have pioneered
ETSs, they have not yet succeeded in attracting investment in the innovative low-carbon technologies needed to achieve carbon
neutrality. The low level and high volatility of allowance prices have been cited as reasons for this, as low prices make it
unprofitable to invest in expensive new technologies, while high volatility discourages long-term investment decisions. The
Carbon Contract for Difference, which guarantees companies a high, fixed carbon price, has recently been discussed in the
EU as a possible solution. This study provides an overview of the Carbon Contract for Differences, discusses its theoretical
advantages, and examines whether it is appropriate for the Korean situation. This study also identifies five key components
that should be considered for implementation of the contract: (1) strike price, (2) contract duration, (3) contract type, (4)

selection process, and (5) targeted projects.
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EU ETS CO; Price (€/tCOzeq)

Each year, Govt pays producer

(50 €/tCO2 minus average EU ETS price)
x tonnes of avoided emissions
CfD strike price
=50 €/tCOzeq

25 €/tCOzeq

2020 2025

-
oM

W
EY
e
=

0

As price of EU ETS rise over time,
average annual payment
declines to zero

- OIXIZ

In return for bearing CO; price risk,
Govt may require producer to share
part of any “abnormal” profits

2030 2035 Time

Source: p.9, Sartor and Bataille (2019)

Fig. 1. Example of how a CCfD could work when the strike price is €50/ton
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g oo wet 42009t ~ 39021009k G-ZolH, Ao
HZF 8% {20254 7|&)0 vld] IA] L& $£F0]
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o AAE fEyE ARE CCD =4S AESHL e
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2ot
4.1. CCiD =y 74 Q24

CCDE /ol 840 tisf Rilling et al. (2022)
Table 13} Zro] AAstgnt. 150l AAT A= A<
T2 84= A Y WA 2 VE A VIR VI A
AU 717 A A Y A AY 58 A AY 2
T4 A AW A 7] H 7HE 2% 94 Solth
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Table 1. List of relevant design elements S, Gerres and Linares (2022)2 A A°F713 FE] A
A% 71 A ASF 73 A A% W] A A T4 55

Design of the award procedure, award criteria B-Hﬁ Q4= Xﬂ’\]?l‘:}(l:ig- 2 % =)

allocation

Rilling et al. (2022)2} Gerres and Linares (2022)2] 4

reference price, funding object, strike price

settlement period, contract duration

T BE A9 §A% 948 AN At B9 WA

= 5 |
dynamic adjustment of prices, reference period A3} AF7IZto] 7HE 837 840w, 11 Qo= Ao
dynamic adjustment of volume, payback mode 59, AF U4, X Yjato] A Q49 AoE TH

o

ColE thil 2% AMEd 77} et gt

Design of the || project specification, geographical dimension, control
CCfD mechanism

4.1.1. AHY

financing, financial prequalifications

refinancing, penalty PAZHEL FRe dA 7+ A 2 A0 T 9
diversity, realisation period ) AT, A7t ot 1T AVl & vjE] A
contract issuer, exit options ;ﬁ A3) _H_;‘_q' Oﬂ ];q_a‘ DHL H =9 3] _g_-é::]__ 7}q\ o] 7]_ b ;g]—éﬁo}:
att
If auction-based =
1; d frequency, pricing ceiling, price floor, pricing rule FAZHEo] 1AZHE FY, 719 FAAE BE fle
award procedure] -
’ Ba7HAE BATGORA AT 2D, ARAE 5o o
source: p.3, Rilling et al. (2022). St 24X B2 Adte] Y9S A4t 4= ks Aol
Strike-price Award criterion Contractaward Contracttype Duration Signing parties Tender design
— GRS
price
fixed —— effecti\_fe project
CO,e price specific
indexed
test phase P28 technology
reference (<5 years) specific
—  plant : put-option
e auctioned (price floor)
Wl i witr? ;%Eblic i1}
fossil fuel ) (10 years) guarantees specific
I~ reference negotiated two-sided
price (ccfp)
. design life maturity
variable _| ' (20 years) B2B pots
input
— material
market
price open
output
L— material
market
price

Source: p.7, Gerres and Linares (2022)
Fig. 2. Design elements for contract design
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Cos ZlRHoE BAAT A BarkA 2 A
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Zo| w4 APIAG ZAHE A9 1 AolT 397
AAol AEstar, 71 R B ?37‘1]7} gHol Ags
= Z}NA F(contract for differences)e] FEjo|t}. Thih
QA9 5-84L Eol7] 9I3l0) TS| A YA} B
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Fsele. AAz Se] Ksve HaAckel FeE, o
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