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Fig.1 Linkage of US and EU carbon market
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Fig.2 Framework of national carbon trading market
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The Establishment of China’s National Carbon Market and Its Macro-control Strategy

CHEN Bo

(Research Institute of Finance and Economics, Central University of Finance and Economics, Beijing 100081 ,China)

Abstract Space flexibility determines the fluidity level and pricing efficiency of carbon trading market. Currently, China is using the
bottom-up approach to build its’ carbon market by promoting seven pilot trading systems, which would lead to a fragmented carbon
market in the future. The central planner must speculate the issue on how to link different local markets together and transform them
into one single national market. The target of market linkage is to forge a single pricing signal with the use of a series of macro-control
instruments which can also deal with market failure. This paper researches the key drivers of carbon price that are penalty level and the
expectation to shortage of allowances based on a spot pricing model whilst discussing the pricing management mechanisms. Following
these research, the paper proposes a new macro-control strategy to help the central planner to find the best opportunities to link markets
and accelerate the shaping of single carbon pricing based on a couple of instruments including penalty level, dynamic reserve, safety
valve, industrial policies and boundary measures.

Key words national carbon market; linkage; pricing signal; macro-control
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