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The Stability Mechanism of the Carbon Market: A Study of Experimental
Economics
WEI Li-jia', PENG Yan', LIU Xiao®
(1. School of Economics and Management, Wuhan University, Wuhan 430072, China;
2. School of Economics and Management, Tsinghua University, Beijing 100084, China)

Abstract: By using the method of experimental economics, this paper explores the risk of market volatility of
carbon allowance and its stability mechanism in the forthcoming of China’s national carbon market. In this paper,
the stability policies of the current carbon markets such as the EU, North America and Guangdong are summarized
to price stability, price—quantity stability and quantity stability mechanisms, and theoretical modeling and economics
experiments are conducted. This paper finds that the macroeconomic cycle and the irrational carbon permits trades
of enterprises have contributed to the volatility of the carbon market. In the face of huge volatility of carbon price,
price —quantity stability and price stability mechanisms can better maintain the market’s trading rationality, the
higher the production efficiency of enterprises and the larger the total social welfare. The market performance of
both quantity and non-stability mechanisms is unsatisfactory. In the case of over—allocation of carbon allowances,
the market performance of the price —quantity stability mechanism is particularly prominent, which has obvious
advantages over other stability mechanisms in terms of price stability, production stability and social efficiency. The
impact of various types of market stability mechanisms on enterprises also varies. Low—emission enterprises have the
largest advantage over high—emission enterprises in the carbon market with price—quantity stability mechanism, and
have much less advantages in the carbon markets of other stability mechanisms.
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