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The Cost—Benefit Analysis of Carbon Market Linkage——An Empirical Study
Based on MAC Curves
FU Jing-yan'?, DAI Yu-ting'
(1. College of Economics of Jinan University, Guangzhou 510632, China;
2. IRESD of Jinan University, Guangzhou 510632, China)

Abstract: An unified carbon trading market is expected to be established in 2016, but the economic impact
of linkage is uncertain. Thus, it is essential to quantify the welfare arising from carbon market linkage. This paper
constructs total abatement functions by provincial panel data from 2001 to 2012, and examines the change of costs
and benefits of three trading representatives who come from high carbon zones, medium carbon zones and low
carhon zones respectively, using marginal abatement cost (MAC) curves. We find that the regional heterogeneity
measured by the carbon intensity can lead to differences in MAC curves, which is showed by the increasing type
of MAC curves in low carbon zones, and the inverted—-U MAC curves in middle carbon zones and in high carbon
zones. And then the findings exhibit that the supply curve of tradable carbon permits is horizontal because of the
inverted=U MAC curve in middle carbon zones. In addition, the market clearing price, which indicated by the
intersection of the supply curve and the demand curve, is about 217.22RMB/ico,e. Furthermore, we find that the
unified carbon trading market can substantially cut counterparties’ abatement cost to make carbon intensity decrease
by 40%—45% in 2020 on average by 3.94%. The main implication is that it’s essential to let the market solve
the problem of greenhouse gas emissions, stress emission capitalization, pay attention to equity based on the
development stage of different regions, and gradually achieve regional integration by expanding trade scales.

Key Words: marginal abatement cost; carbon trading market; trade gains; cost-benefit analysis
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