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Offsets versus Allowances 

Difficult to establish offset quality:  
additionality, measurement, leakage, permanence, 

verification.    

 

Alternative to offsets  

Cancel allowances from compliance markets  
Additionality less of a concern 

 

“tightening the cap”  
reduces the available allowances in a cap-and-trade system 

 additional emissions reductions  



                           

Existing Examples 

CO2 markets:  

• EU Emissions Trading System (EU-ETS) 

• Regional Greenhouse Gas Initiative (RGGI) in the US 

 

SO2 market under the US Acid Rain Program  

 

Renewable energy markets in US states with 

Renewable Portfolio Standards (RPS).   



                           

Goals of Allowance Cancellation 

1. Reducing the supply of allowances  

 enable greater overall emission reductions  

 

2. Raising the price of tradable compliance units  

 send a stronger market signal  

 

3. Avoiding the use of offsets 



                           

Reducing the Supply of Allowances 

Markets must not be over-supplied  
If over-supplied  may lead to additional emissions 

reductions in later time periods, assuming allowances are 

bankable.  

Future ER subject to greater uncertainty:  

• continuation of emission trading systems over time 

• increasing stringency of the cap  

  



                           

Replacing Use of Offsets 

 

Allowance Cancellation May Indirectly 

Increase Offsets use by Covered Entities  
 

Most cap-and-trade programs allow use of offsets but 

have limits.  

 

If the offset limit is not expected to be reached through 

compliance action  

 cancelling allowances could potentially lead to an 

increased use of offsets.   

 



                           

Setting a Price Signal 

If the practice of canceling allowances remains limited to 

individuals and voluntary corporate buyers, it is likely to 

remain small and is unlikely to send a strong price signal.  

 

In the medium and long-term this might change if large 

numbers of sub-national actors came into play and chose 

to cancel allowances, as is explained above. 



                           

Two Scenarios for Allowance 

Cancellation 

 

1 
Cancel allowances with the aim of decreasing allowance 

supply, tightening the cap, and spurring greater 

reductions at facilities covered by the cap-and-trade 

programs.  

 

2 
Voluntary actor undertakes actions of their own  

indirectly reduce emissions from covered sources  

cancels allowances with the aim of avoiding a 

corresponding increase in emissions at other sources 

and ensuring that their actions have a net emission 

reduction impact.   



                           

Summary Cancelling Allowances  

 

Good option for voluntary entities to:  

• preserve their internal emissions reductions 

beyond the cap 

• spur additional reductions by covered sources.  

 

To maximize benefits: 

• markets must not over-supplied and  

• magnitude of cancellations is not at a scale that 

would trigger a loosening of targets.  

 

 


