ZALEIIA 14-03

KCMI

Korea Capital

Market Institute




321 (Jongmin Yu)

7912 / SBAHIS B}

HUX| =8



2014. 7.

XHELA|Z 1 12

Korea Capital Market Institute

Q






~
%ﬁmo_h
ﬂwﬂﬂiﬂwwﬂnﬂ
].ﬂo ~ S|
%omrﬁﬂm_mﬂ%ﬂm%wﬂauﬂ
%%@@Hﬂﬂ%%%ﬂ o
ov%mﬁlﬂww%o;unﬂﬁﬁ ﬂnumﬂﬂ
o) o — ]1.. —_
imﬂ%%ﬂ%#%@wg M%%,7@%
mﬁvao#mmrﬂﬂx}lx %x&oﬂ% 11r€
E_-Aﬂrhﬂqu&_-Mﬂw_wﬁMﬂ ziﬂraﬂxﬂmo‘.dlae“;o
QLATXW?_ Urqulﬂ,ﬁ H]Lolﬁex ﬂ:uc_o
i oy .ﬂ_&a ,ZTEO_E&'%?_J% e OM_w_uorﬁL]ﬂnmLﬂio W
i e = _ T o aqmqga@a
ﬂu@M Jl;]f‘m_ﬂﬂoﬁeﬂﬂﬁo }Lo#,_w_.o‘.ﬂ_@.]ﬂo‘uyvﬂﬂ
.MH\W QL?EO vA‘_.IJv_-LU.,IOL ‘Dlo_i ﬂA_l‘DlLAWHE—V
ﬂma.mf@an m,@m;;}@zg1
Ne__olﬂr;ou_ HVLUJWMﬂ 7ﬂﬂ_.oﬂ_|;a7 wﬂ_m.,_m
%%%ﬂ%%%i7ﬂﬂ ix oﬁzoﬁk nwh
:,ﬁoﬂlﬂuﬂau}&oﬂoﬂ ]utmﬂ wa_xmﬂﬂ7
iy 1EO ‘I,I,_I/,LI,A R MﬂOt ‘m‘ﬁoﬂﬂlﬂ
) w T ey T ™ T o — T
afgezc_eelgﬂ »Ar c_iPﬁﬁ%__%luos_z
txﬂpz Gl mj:oi _io17éﬁﬁﬁ__% =
wm%%wwmga p R Ti_}namw
SEN J7H%H§%uﬂ ooy 3 Lo _WV
B T G yo 2T E
Ei%%iﬂ WH = éurmﬂovﬂ%mﬁﬂn}fr
ﬂzgwq%ﬁ@fq{fﬁ T ﬂﬂ%%ﬂﬁw%
4wﬂffm@i§*q1 A.Zifa;w ®
a_fwo@%ﬂ%;ﬂ}Eﬂ @H%;wwﬁﬁc%ﬂ
onMua Z m%ov ﬂ7§&ﬂ§§ﬂ%%
O#E,m_ﬂﬂr‘._ dﬂﬂw‘_ %) B Me HH%EO‘XI‘HE‘B;LHT‘O'HLHT
igﬂﬁrﬂga_&gﬁﬁé ov:@A o ﬂurﬂ
oﬂiﬂP o X i %L_‘_ zoﬂ;lzl,
E_Ehmﬂh wlwAl }uomﬂ ﬂuo_l qﬁ.x
_/‘lz.LvAD,q ‘U| ﬁnﬁ,.rﬂﬂOfﬂUMH;mD
o o ﬂ.zﬂh %u__o_ﬁgﬁﬂ
Lfcgo‘ﬂlaa_/q,,Al,_lﬂuﬂ .AI_ ,;IOJ!
a aoﬁﬂ%urmﬁAonL
of w < A T
_zT.EZ = L_L 0
ﬂﬁﬁﬁﬁﬂﬂ
O_‘IHTL._.
,NVIH_JOO
Tﬁo

gl
A A7 2 ¢
U]g‘

==
=

TAZAY H)

i

°
i

o tj



o] Ko} ¥ HuA= 2015 ol wmjEA A

=
T

ol gk Mol w

Mol A AZET) gty Bae wE

oW
W

o
Bl

™
u

M
oy

—_—

o
il

;0L

N
!l
o
o
(==

o

iz

A Aol Ne) Fgeds mdd o

=
=

20153 ¢] A

Fod suelle] 2§

J|

Fouj

ks
pud

[t A e R R

S|

E
=

ol st

o}
3T

H

.
L

o7F e e, &2 1

g

1
R

5

sz

= A

q}?}

o A 8t

= =
= O

o] =9

Aol A FAFEAL ok

=z
SRl

o &

o

B A

| gy el NEY u)

ek

E HIAE

!
,_lry|
i

=9

o))
o

N

H
]

A7

[e)
&

3t} mpxjglo g B

%:]_l_.

mo
2N =

ZAbe]

up
B

Th
el

7RQ1e] o) zdolr

op
)

7

2014

-1 -



Executive Summary ....................................................................... Vll
Abstract ............................................................................................. X
I %.‘?Lyﬂ_g_ ...................................................................................... 3
IL Hl1Z&A A A9 OFAS} A F T coveerreemrerimserinneiesinenennn, 9
1 L‘_cg] HH7§ ................................................................................................ 9

2. OFA B} ARG B e 16

3. HITL T S T] oo 32
IL SHA S AA o BA FU4ed Felo] A s 43
1. %i}xé]zﬂjq_‘q H] DI coveereeneeneene ettt 43

2 z:;l.ﬁ] ....................................................................................................... 70
%_ool-%zsg Et‘i_,_lg] 5;_?3 —(:;q_:a]o- .............................................................. 74

1AV 7‘:':_1% ............................................................................................ 85
1-?_% .................................................................................................... 93
;‘é]- TR ?:54_ .................................................................................... 101

- il -



A

AAA
= R

==

A

=5

%/\817]__/_\_ Xﬂﬁszﬂ l:l]jﬂ_ .............................................................. 19
ZQ 710 HIEZA AIF A|E S e 30
o]—x-]§]. zﬂ_\',l_ 7]. H]i’_ .................................................................... 31
oA 3} A Z o] TPBE T T| overerinmieni 39
%%L%g 2o #H ;_.—_9/] ............................................................ 44

- iv -



[-1> §8 AT BB TFA 30| s 10
[[-2> 0] o] AF3}3F HIZ T 7FZ F20] crrrvereresmesesieieisinns 13
[[-3> RGGI HIZ 7 7} Z20] s 15
I-4> A =24 E /\}ﬁ %;ﬂ ........................................................ 24
[M-5> AAHIES A Q1 R} oo 25
-1 AJZTHQDL F]F coeeeesemsseessemssesisesiesiesie s e 45
M-2> G5 2T 28 Q] EITF v 46
M-3> ZF AJAFL] 2@ FI LA s 53
M-4> YA A B o 60
M-5> ARAMGTE B ZEZERTE o 61
M-6> A A ZEE] HEA] oo e 61
I-7> Backloading Z=X]7F QI-& 749 wweverremssssssemmsssssssnsisssniinnans 76
I-8> Backloading Z=X]7F QLG 74 weoveervevsssssmmmsssssssniiissniinnans 77
IM-9> Market Stability Reserve@] FLI} -, 78
M-10> BFZAZOFO 0] A B AL e 80



AAU
BAU

CAIR
CDM

CER
EUA
EU-ETS
IET
NAP
RGGI
WCI

Assigned Amount Unit
Business As Usual

Clean Air Interstate Rule

Clean Development Mechanism

Certified Emission Reduction

European Union Emission Allowance
European Union Emission Trading Scheme
International Emission Trading

National Allocation Plan

Regional Greenhouse Gas Initiative

Western Climate Initiative

- vi -



< Executive Summary >

HjEd A

1
L.

3

=

=2

2015958 -2uet

Wy
=
™
Ho

eld], 20119 °]¥&= ¥t}

-
st

AA A7 o

&1 9

£ 94

AW

Tor

)‘\l_

I vl A = o

9]

gLt M

o
-+

1% BRHAA Aol

il

A A1)

=
=

Hj
I dE2os A

B oAM=

271 Atk ol

3 I
2 =

98 75

Ea

]

A

71 <]

3|

9/]
A, A A

=
R

3

A

vAO

wEo) e QA

ARA & °

)

Al ouiEE

=
=

A A SoAA= Bl

ks

73T A

}

ks
gl

s

12]o) 7]
a4 ARAZ =dEt= 78

[e)
2
1t

o A%

. o
e )

3]

i

b o=
A%

A vl

Fell, o]

S|

=
=

<9

A)
a

=4 7

S84 ZWoA B Al ol o)

B

%

wK

o
=3

Jvmo

i
=]

A=

o= AollA, F3H%

S

e SN E R ERE

=

el

- vii -



2

=
e
rﬁ

A egsl 350 did B FeRA B
AA ww, 37)H0% ngAH 7

12
=
e 2
e
N
—_
i
o

o
>
ol
k3
I

719 AAY W 9 FAAFHe =3}, =4
A A oo gk A, Al
Al

3, 27
N4, FAS) F8 HE Fo

yhe)
el 3
| o@ BEe Fe, A 2 5

IR s e

g3t BA o aFfSHAY 42, A
R Ao] WiZ=P A ZT W gAbslTh
gAAe Folxl ABAoR AR
B, el Awe gAe] o
ZAe AA =& u&H AlF A
AT mEe] el =3

A stsls} wjEo]l FAMIS AR =

o
He JAREE AT QAW FEE =

3l

=
T
4

.

Al

ot

Al & 7

ox o
o o
& o
2,:.:‘,0>l

o
fu)
ot
o

A
ﬂ
of
o2
rlo
o

2

fru

ol

ot

o,

)

o

82 >
2

fut)

2
i)
O:

e or

o

0

X

=3

lo

3o rlor ot
ol
ol

ml
ok
I
z ¥
L5 o
_Bin:}o F}O
op Ly ot O
_\;E
S

do ool fu
i

Ly

K

r
oX, —1-1‘2‘ it

L
ol ofj F

2
R
o F
of

Jo 3 ot lo
Rl
4
(o]
BN
i)
o
of
%
A
)
)
=5
BN
i
(o]
N
olr
ol
o
y

>
>
ox
o
N
XN

&

ol# 3t FYHA Hi=H

¢
>
ol
o2l
ot
td
i)
o
ol
:JA
)
r (9]
o
2

S YeME, ol gdske 7B 7 ©4F %28 (Carbon
Central Bank)9] Auj72 HA] F3FA7 FAR 719} 7389
A7t Agdd. dHd, AAZA Slojd $FAANA anEs
A3l E2 MHAFES dsdte FFERES 7199 TATES ©
A G THA FES A AAgREe] dyd 4 ok o9}

< ol ET FAE 2] A= ATl wEEe e

o my

PN
i)
ol
fr
(T ol
o
ofy
00
flo
o?‘:‘,
29
X,
ol
rol
o
Y
ofy
i)
ox
o
ko
-4
it
)

- viil -




MER AAC] LFHE Aol D FA WA hF A%
3 B F940 79 & Aok olH @ SPE ZABw
2 Fasy) A8 gaFgede, A7 WA v 2 e
% 28 T WA W@ ARAYLS S, WA A%
5% 2 @Rkl P A%H ATVEL 9D 5 dE
NA 2Ae $8 4 U

22 vgAZygesy rdo] HAAMFHow nyHAT dHdx, &
A Al FYsllor & b4 ARgrEo] Aok Ed =9l P &
o EZ A, FAF AHEIZE ofd] AlxsiEo] Ao FAX At}

fthe e 5 5 Atk 58 wEA 7HE RS A 92138 AF
ol BARYs o] vk 53] WEd 5 FF £2H T
TS FRA Aol mE AR e F=el e T
AR A Thedol 1 & AA Yiaz FiPt. agE=
ol $HE BNV A% daTY2] A THA B
71959 &7 @9 vE A A7) BE 875 oA+ 9
= A FE7F A F o ok dt

- iX -




< Abstract >

Comparative Analysis for Policy Options to Stabilize

Cap-and-Trade System in Korean

Korean Emission Trading Scheme(ETS) launching in 2015 has
many good examples from other countries’ expereinces: ETS in
European Union, Switzerland, New Zealand, and some voluntary
schemes in U.S or Canada to control green house gas emissions
with the purpose of preventing climate change, or the Acid Rain
Program as a part of the 1990 Clean Air Act in the US. to
control sulfur dioxide emissions. We can learn lessons from
them since most of these emission trading markets have suffered
from huge price volatilities incurred by abrupt shift in policy or
business cycle. Unpredictable price movements with high
frequencies make regulated firms avoid investment for abatement
since downward risk of prices can provide a chance to purchase
emission permits at a cheaper price than the cost for scaling up

abatement facilities.

Therefore, this paper highlights the need and the way of
curving price volatility in emission trading scheme, and
introduces the central banking model in emission market, which
gives a flexible liquidity management in the market as is done

for the monetary policy.
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There are many other alternative policies already been used
in ETS to curve policy volatility; a price regulation such as
imposing a fixed tax rate per emission or setting a price ceiling
and floor is the typical policy, and a regulation on liquidity
such as allowing banking&borrowing or backloading is the
other way to reduce uncertainties in emission prices. There are
pros and cons on those policy options but recent academic or
policy papers suggest that adjusting emission credit liquidity
with predetermined and credible way can be the best way to
control the emission market. This paper shows that the liquidity
adjustment regime would be superior to other price stabilizing
schemes in minimizing severe price volatility, providing a signal
on the long-term opportunity costs of abatement, the cost of
environmental compliance predictable, and securing the

government budget compared to the price cap/floor policies.

These advantages come from the fact that cap-and-trade
system is very similar to a monetary market. Although the
emission permit is regarded as one branch of tradable
commodities, the supply does not affected by the price
equilibrium since the emission cap is predetermined and the
issuance of permits is monopolized by a government. Thus
many issues in ETS actually look after the characteristics of
monetary policy: dynamic inconsistencies in policy objectives,

option value of investment, or Ratchet effect are the examples.
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Also, both a regulator in ETS and a monetary policy maker
have contradicting policy objectives(environmental value v.s
economic growth: price stability v.s economic growth) and a
common policy instruments such as a market intervention for

liquidity adjustment.

Hence, if we incorporate the idea of a central banking
regime into ETS, golden rules for monetary central banking
should be applied to ETS as well. As an independent central
bank from political pressures is assumed upon the principle of
check and balances to secure the value of money, a liquidity
regulator in ETS need to have well balanced committee
members from all stakeholders from various fields and be
legally independent from political pressures. Transparent
governance of a liquidity regulator in ETS would provide a
price stability of emission permits in a short and long run with
a credibility that the policy would not be affected by political

agendas or pressures from industry.
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