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(ABSTRACT)

1. Research Background and Purpose

The GHG emission trading system, which was introduced for the
purpose of cost-effectively achieving national GHG reduction targets,
has become the most popular GHG reduction policy tool both
domestically and internationally. However, during the past two years,
there have been various concerns and criticisms in the process of the
operation of the system. The purpose of this study is to review the
current status of the Korean GHG emission trading system over the
last two years, identify major drawbacks, and present various policy

alternatives to the identified problems.

2. Key Results

The biggest problem of the current Korean emission trading
market is that there is little supply of emission allowances enough to
satisfy the demand for emission allowances. It can lead to the failure
to achieve its original purpose of reducing the GHG reduction costs
through transactions. This is mostly because the companies that
generate the surplus of emission allowances are willing to carry over
their most allowances to next commitment period in order to prepare

for their future compliance. If the current situation continues, it is
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difficult to rule out the possibility of a shortage of supply of
emission allowances, a surge in prices, an increase in
non-compliance rate, and enormous penalty burdens of non-compliant
firms after the true-up period for the first commitment period.

Next, the allocation of the current GHG emission allowances is
distributed according to the annual average emissions in the past
baseline years, which makes it difficult for participating companies to
attract investment incentives for GHG reduction. In this case, if a firm
would reduce its emissions over the amount of its permitted
emissions, it could be disadvantageous for the firm because the
amount of emission allowances in next commitment period would be
lower due to the decrease of the baseline year’s emissions. It is also
one of the major problems that it is difficult to secure the equity of
the allocation. An industry or a company has a disadvantage in
allowances allocation because large emissions coming from new and
expanded facilities make its industry specific compliance factor lower.

In this study, several policy alternatives are proposed. First of all,
we proposed a method to limit the unlimited carryover of emission
allowances and to guarantee the trading of derivatives in order to fa-
cilitate trading in the market. It is also necessary to consider the in-
troduction of a consignment auction as a way to increase market lig-
uidity, which is being adopted in the US SO, or California ETS.

In addition, it is necessary to gradually expand benchmark
allocation method in order to promote participating companies'

investment for GHG emissions reduction and to secure the equity of



allocation of emission allowances. However, since SMEs tend to
have a high reduction potential, but a low emission efficiency
compared to big companies, policies should be followed to support
SMEs in promoting GHG emissions reduction investment. On the
other hand, if the emission allowances are allocated to new and
expanded facilities in advance, the emission amount of the concerned
facilities affects the adjustment factor, it may raise the equity
problem of the allocation of the emission allowances among sectors
or among the companies due to a lower compliance factor.
Therefore, it would be desirable to change the allocation method of
emission allowances for new and expanded facilities to the method

of assigning them after the actual emissions are identified.
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A =9 279 f8Aue 7P 8% 9ds Y

(Hausker, 1992; Ellerman et al., 2000)

A= HH AL T #5H AFeR oy}
9o

99 oz B}

SO2 AefAlNA Ao Eo= st} e 2z|E



68

Yol wiE@AYA N E &40 E A& (Committee, 2010)
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property)’ & A35Ho2 EA3 A, ol& AAF dT=

A7 o E3ka(Reguant
and Ellerman, 2008; Fowlie and Perloff, 2013; Murphy and
Stranlund, 2005)
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