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Why have cost containment ?

Capping costs manages political expectations

Price stability encourages investment ïprivate sector 
invests as much on ñVARòas ñexpected òprice level.

So is cost containment a good thing? Do we need 
government intervention?
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Why should future costs be a surprise?

ébecause we are unable to forecast costs accurately

Four reasons why actual costs might be different to 
predictions:

1. Poor analysis

2. Policy variation

3. Unknown unknowns:

Á New technology costs (eg CCS), offset procedures, AAU 
selling..

4. Stochastic variability:

Á GDP, interest rates, inflation

Á Commodity prices

Á weather

One reason why actual prices might be different to 
predictions ïbubbles (not speculation or manipulation)

ñKnown unknowns ò
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Long run EUA prices could have a wide range
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Source: New Carbon Finance, Sept 2008, EU ETS Deep Dive




