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three ICAO options remain 

— offsetting 

— offsetting with revenue generation  

— global cap and trade trading system 

reflecting broader UN processes, global agreement may cede to regional arrangements 

— no substantive movement on options since first outlined in summer 2012 

— tentative moves towards global framework for regional/national action instead of 

global instrument 

two opportunities for progress 

— change in US bargaining position, Senator Kerry new Secretary of State 

— possible industry proposal at ICAO Assembly; precedence for this from 2010 

Assembly; some in industry prefer single global market-based instrument 

The ICAO is considering three market-based instruments 

Substantial differences in views persist 

2 Market based mechanisms for greenhouse gases from international aviation 
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criteria include 

— environmental: total mitigation potential, strength of mitigation incentive 

— economic: competitive impact, revenues, costs, cost effectiveness 

— political: institutional feasibility, political acceptability, administration 

generally trade-off between political acceptability on one hand and economic efficiency 

on other 

— accommodating Common But Differentiated Responsibility either through 

(economically inefficient) exemptions, or through (politically unpopular) revenue 

raising plus redistribution 

Three broad criteria to consider 

Market-based measures to curb emissions from aviation 

For a full assessment, see the recent WWF Aviation Report  
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three step process: 

— imposes varying degrees and types of costs on airlines 

— airlines absorb some of the cost, pass some on to customers via higher prices 

— higher prices lead to lower customer demand, but sometimes increase per-unit and 

total profit 

net financial impact depends on two drivers: 

— whether instrument increases all costs or only marginal costs 

— airline’s position relative to rivals 

— competitive situation in market 

— how responsive customers are to price changes 

in addition, wealth transfer possible via allocation rules or revenue raising 

Aircraft operators may gain or lose depending on design 

Any instrument will create winners and losers 

Market-based measures to curb emissions from aviation 
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aviation demand is significant relative to existing supply of Certified Emission 

Reductions, sizeable relative to existing supply of EU Emissions Trading Scheme 

— scenario of aviation net demand in 2030 = 180 MtCO2 

— equivalent to 55 per cent of 2011 CDM supply 

— equivalent to 9 per cent of 2013 EU ETS supply 

additional demand may lead to significant price boost for whatever carbon market it is 

linked to  

 

An aviation market-based instrument may affect other carbon 
markets 

180 MtCO2 of net demand in 2030 would be a significant impact 

Market-based measures to curb emissions from aviation 



Company Profile  

 

Vivid Economics is a leading strategic economics consultancy with global 

reach. We strive to create lasting value for our clients, both in government and 

the private sector, and for society at large. 

 

We are a premier consultant in the policy-commerce interface and resource 

and environment-intensive sectors, where we advise on the most critical and 

complex policy and commercial questions facing clients around the world.  

The success we bring to our clients reflects a strong partnership culture, solid 

foundation of skills and analytical assets, and close cooperation with a large 

network of contacts across key organisations.  

 

Contact us: 

306A Macmillan House 

Paddington Station  
London   W2 1FT 

United Kingdom 

Robin Smale 

E: robin.smale@vivideconomics.com 

T: +44 7823 329 054 
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Energy & climate change   Development economics & finance 

Competition & strategy Innovative policy 

Infrastructure & resources 
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