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Recapping the main themes

• The NETT 2006 Discussion Paper proposes that 
emission permits be allocated through free allocation to 
electricity generators and TEEII and auctioning of the 
remainder of the permits.

• Auction objectives:
– Allocative efficiency;
– Abatement cost discovery; and 
– Raising public revenue.

• Auction design encompasses other issues:
– Basic issues: ‘defining the object’; the allocation and pricing 

rules.
– Additional issues: coverage, cap, free allocation volumes, 

secondary market rules, compliance protocols, international 
linkages; non-compliance penalties; and mechanisms for 
revenue recycling.

• It is really market design rather auction design.



Recommended Design (Evans and 
Peck, August 2007)

• Simultaneous auctions of different vintages; 
• Ascending clock auction with iterative sealed-bidding in 

multiple rounds and a ceiling price (the penalty for non-
compliance);

• Not clear how rules will be changed if double-sided 
bidding is allowed

• Uniform prices;
• Aggregate demand revelation in each round;
• Allow other recipients of free permits to sell these in the 

auction;
• Allow proxy bids to accommodate small bidders;
• Internet auction platform; and
• Review after three years of operation

Recommended Design (Evans and 
Peck, August 2007) – Cont’d



Market Design I: Participation 

• Auction Participation is crucial
– In the NEM, generators have to sell in the pool and retailers buy from 

the pool (although they don’t bid); It is compulsory
– In Brazil, participation in the auctions of forward contracts for electricity 

is not compulsory; there were concerns from generators that prices 
were too low and so contracting level was low

• When participation is not compulsory auction design is even more
important
– E.g., Under costly participation, more potential bidders might not 

translate into higher prices (Menezes and Monteiro, 2001), which can 
affect participation by sellers leading to less efficient results

– It requires a ‘whole-of-market’ approach to auction design
• Greater participation likely to minimise tacit collusion (Menezes, 

1996) and strategic demand reduction (Ausubel and Cramton, 1998) 
issues that can emerge in ascending, uniform-price auctions

• Cannot rely on secondary markets to ‘ right the wrongs’
– Expectation is that secondary markets will not be completely efficient –

otherwise why auction permits in the first place?

Market Design II: Simultaneous 
Ascending-Price Auction

• I will take this format as given:
– On balance, this auction format has many 

attractive, intuitive features
– But of course every design issue needs to 

be scrutinized

• My focus is on the specific feature of intra-
round bidding
– Not meant to be a criticism but rather an 

indication of the need to test specific design 
features 



Market Design II (Cont’d)

• The issue is how to ‘conclude the auction’

• Consider the example on page 13 with no 
intra-round bidding and 100 permits to 
allocate
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$10 price increment!

Market Design II (Cont’d)

• The example is then modified to introduce 
intra-round bidding: 
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Now final uniform price is set 
at $44, A receives 61 + 5 and 
B receives 34 permits

Problem: Given B’s behavior,
this cannot be an equilibrium
as long as 
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More complex interactions under a double auction! 
Alternatives: (i) smaller price increments. 
However, it will take longer for the auction to end; 
and ii) hard ending – future sale of unsold permits.



Concluding Remarks

• Although one might be tempted to dismiss ‘micro’ issues, 
it would be a mistake
– The ‘embarrassment factor’ means that micro issues such as the 

particular format that intra-round bidding can take or the choice 
of reserve prices are actually quite important

• Of course, there are many ‘macro’ issues that also 
deserve scrutiny:
– One-sided versus two-sided bidding (and the format the double 

auction should take);
– Optimal load and simultaneous sales of different vintages;
– Uniform versus pay-your-bid pricing rules; and 
– Coverage, secondary-auction rules, revenue recycling, etc


